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OVERSIGHT OF HUD’S HOME PROGRAM

Friday, June 3, 2011

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The committee met, pursuant to notice, at 9:30 a.m., in room
2128, Rayburn House Office Building, Hon. Spencer Bachus [chair-
man of the committee] presiding.

Members present: Representatives Bachus, Hensarling, Royce,
Biggert, Capito, Garrett, Neugebauer, Pearce, Posey, Fitzpatrick,
Luetkemeyer, Huizenga, Duffy, Hayworth, Renacci, Hurt, Dold,
Schweikert, Grimm, Canseco, Stivers, Fincher; Frank, Waters,
Maloney, Gutierrez, Velazquez, Capuano, Hinojosa, Baca, Scott,
Green, Cleaver, Carson, and Carney.

Chairman BAcHUS. This hearing of the Financial Services Com-
mittee will come to order.

Without objection, all members’ opening statements will be made
a part of the record.

And the Chair recognizes himself for an opening statement.

The HOME Investment Partnership Program is the Federal Gov-
ernment’s largest housing construction program for the poor. Ad-
ministered by the Department of Housing and Urban Development,
it is intended to make decent, affordable housing available to low-
income Americans. The Washington Post reports the program is
“dysfunctional, and hundreds of millions of taxpayer dollars have
been squandered due to mismanagement, waste, and fraud.”

The purpose of today’s hearing is to provide HUD with an oppor-
tunity to respond to these allegations and to explain how taxpayers’
money is being protected.

I will point out that the allegations are of programs and failures
that go back at least two or three Administrations. So it is not a
matter from this Administration or even the prior Administration;
most of it has been in years past. Assistant Secretary Marquez,
who will testify before us today, started in 2009; is that correct?

According to the Washington Post report, HOME delivers billions
of dollars to local housing agencies with what they say are few
rules or safeguards in place and no reliable way to track how
money is spent on various projects. We want to hear what HUD is
doing to ensure program participants are being held accountable,
and whether new legislative authority is needed to strengthen
HUD'’s ability to manage the HOME Program.

The HUD Office of Inspector General has likewise reported seri-
ous problems with HOME. Over the past 5 years, the IG’s audits
uncovered failures with HUD’s administration of HOME formula
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block grants and identified numerous other deficiencies in HUD’s
management of the program. The committee will want to hear from
HUD what changes have resulted from the IG audit, particularly
what, if anything, is being done to recover funds if the project is
not completed or does not meet the program requirements. And I
can tell you that just from conversations with Members, they obvi-
ously want every path pursued to recover money that can be recov-
ered legally.

Unfortunately, the HOME Program has been exploited by schem-
ers and crooks. Between 2004 and 2011, dozens have been con-
victed or indicted for criminal misuse of HOME funds, including
elected officials, directors of housing authorities and nonprofit orga-
nizations, developers, landlords, and tenants. Our witnesses at to-
day’s hearing will be asked to explain what is being done to pre-
vent this kind of malfeasance as the program continues.

These problems, as I said, span multiple Administrations, and I
have been encouraged in all my conversations with Secretary Dono-
van and others at HUD—including our witnesses today—that there
is a determination at the agency to correct these problems.

Let me mention three steps that must be taken, and I think we
will hear testimony from Assistant Secretary Marquez that this
will be pursued: first, that the contracts require repayment for
failed projects or misspent funds; second, that those who defraud
the government are pursued vigorously; and third, that eligibility
requirements for developers are substantially tightened.

HUD must ensure that every dollar dedicated to affordable hous-
ing is used responsibly, and any misused and misappropriated
funds are promptly repaid. I look forward to hearing from the As-
sistant Secretary and Assistant Inspector General about the steps
the Department is taking to ensure taxpayers are adequately pro-
tected from waste, fraud, and abuse.

In my last 24 seconds, let me say, I know there has been an em-
phasis that the Federal Government has recovered their funds from
the participating jurisdictions, and I know Prince George’s County
was described in the paper, but that, I think, does not excuse the
agency or the Congress from—because that is taxpayer money that
taxpayers in Prince George’s County or others lost. So I think it is
our ultimate responsibility in any Federal program not to just have
the money reimbursed, but to see that it is not misappropriated.

So, with that, I recognize Mrs. Maloney for 2 minutes.

Mrs. MALONEY. I thank the chairman for recognizing me and for
holding this important hearing, and I welcome the panelists today.

And I would say that HUD’s HOME Program is incredibly impor-
tant to the City of New York, which I am honored to represent. As
you stated, Mr. Chairman, it is a block grant program to local com-
munities, and local communities have used that money to leverage
it with the private sector to build affordable housing. In New York
City, over 16,000 units have been renovated under the program
since it began in 1992, and I have examples of how it has helped
in neighborhoods across the city that I represent. It is an important
program to the families who are benefiting from these 16,000 units,
and it also creates jobs to rehab, to build, to design, and these are
real jobs for real people. It benefits localities, both directly and in-
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directly, and it represents an example of public-private partner-
ship, leveraging dollars to build affordable housing.

I share the chairman’s concern that any mismanagement should
be taken care of, or any malfeasance, but it is a good program that
should continue. And I agree with the words from the New York
City HPD Commissioner, who wrote back to the Washington Post,
and he said, “Many more successes are directly attributable to the
HOME affordable housing program than there are failed projects.”

So I believe our challenge is to make sure this program continues
and continues while rehabbing affordable housing, leveraging dol-
lars into our communities, and helping with our economic develop-
ment. I certainly hope that this does not turn into an attempt by
my good friends on the other side of the aisle to terminate a very
worthy program, like they did the FHA program and the HAMP
program, because this is successful. It is working.

My time is up. Thank you.

Chairman BACHUS. I thank the gentlelady.

Mrs. Biggert is recognized for a minute-and-a-half.

Mrs. BIGGERT. Thank you, Chairman Bachus, and thank you for
scheduling this hearing.

Today, we are investigating HUD’s administration of the HOME
Program, the government’s largest affordable housing and con-
struction program. Recent press articles point to mismanagement
of HOME, citing waste, fraud, and abuse of possibly billions of tax-
payer dollars. I think it is incredible to think that billions in tax-
payer dollars have been handed out with little or no accountability
and may have failed to help hundreds of thousands of families
seeking shelter.

Meanwhile, our over $14 trillion national debt continues to grow.
And who has HOME money, how much, for what purpose was it
used? I think the taxpayer dollars have to be accounted for. If
funds have been misused, or there are unspent dollars, there must
be recovery, and HUD needs clear benchmarks and real-time data
to track the progress of HOME funds and projects.

What scares me is, is this the only HUD program that fails to
account for taxpayer dollars, and how much CDBG money is ac-
counted for? And is HOME just the tip of the iceberg?

With that, I look forward to hearing from today’s witnesses and
holding future hearings on other questionable components of the
HUD budget.

I yield back.

Chairman BACHUS. Thank you.

Mr. Gutierrez, for 3 minutes.

Mr. GUTIERREZ. Thank you very much, Mr. Chairman.

I instruct my staff to carefully read the Washington Post each
and every day and to make sure they take out all of the articles
and see the new standard here is the Washington Post. I am
happy. I like the Washington Post. It just seems that my friends
on the other side of the aisle are always saying, “the Washington
Post, that liberal bastion of Washington, D.C.” But I guess when
it is convenient, the Washington Post is okay, as it is today.

I also find it curious, since my friends on the other side have al-
ways talked about local government; Washington, D.C., has this
one-size-fits-all, and that we should let local governments, where
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people truly know how to serve the people out in the counties and
the cities and the villages of America—we shouldn’t let what? That
is what this program is, and in each and every instance, as re-
ported in this newspaper article, in each and every instance that
HOME dollars are used, they are used to leverage what municipali-
ties and villages and counties and those that my friends on the
other side of the aisle are always expressing should be the expres-
sion of democracy out in the country. Well, they are.

Look, $400 million is $400 million, but let us put it in the context
of $30 billion and what has been spent on this program, and the
hundreds of thousands of American families who have benefited
from this program before—so that we have some balance, I think.
I think what is important, Mr. Chairman, is to put balance, not
simply to pick up a Washington Post article and say, boy, that real-
ly fits my political point of view; let me go use that and rail
against, without understanding the impact that the program and
the criticisms can have, without putting in balance the article.

Because this program was started in 1990, under the George
Bush Administration when our economy was not in such a good
place as it is today, and in 20 years, the HOME Program has com-
pleted over 1 million units throughout this country, and I think we
should take that into consideration.

And let me just paint a picture for everybody so that we know
as we look at this program, which we certainly should reform, ret-
rofit, improve, make sure that there is more vigilance of the dollars
certainly, but I hope that people aren’t saying that we need to
eliminate a wonderful program like this.

The majority of people who are receiving assistance, who get a
unit, whether it is a rehab unit or a senior citizen unit that is fixed
up so they can stay there, or a brand new single-family home, the
majority of them are families of four, 50 percent area median. So
I want you to know much that is. That is $37,550. Now, of course,
Members of Congress make $175,000 or thereabouts, so it is signifi-
cantly less than we make as Members of Congress, and I think we
should be cognizant of that.

And lastly, maybe we should take a few pictures of all of the
houses in which people get great tax credits under our tax credit
system for their homes when they file their income tax returns. I
think people would shudder. Let us make sure that people who
need homes, like janitors and bus drivers and nurses and other
people who are out there have a place to live.

Thank you very much, Mr. Chairman.

Chairman BacHUS. Thank you.

Let me say this: I think we all recognized in the past 2 or 3 years
that homeownership is not for everyone, that there are numbers of
people who simply cannot afford homeownership, and that low-in-
come housing is a great need, and I wouldn’t want anything about
this hearing to be construed to say that it has not delivered a ben-
efit. This is simply about some of the failures, and I think we have
$33 billion worth of projects, and what is in question is $400 mil-
lion or $500 million. So we are certainly not talking about all the
projects or most of the projects or a substantial percentage. But we
can always do better, and that is why I think we are all here, both
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parties, to do, not to—and I promise the Minority that we won’t
demagogue if you won’t demagogue.

Mr. Royce?

Mr. RoycCE. Thank you, Mr. Chairman.

Listen, we have seen one government boondoggle after another,
and whether it is at the Federal level or the local level, somebody
has to say at some point that these government interventions in
the economy are really heading us down the wrong path. And the
revelations surrounding the HOME Program, I think, should trou-
ble every one of us: This program fails at basic accounting, basic
recordkeeping. There is no accountability once the government
funds are out the door. That is the problem here, and if we don’t
recognize that failures which appear commonplace throughout the
HOME Program would be inconceivable in the private sector, then
we don’t understand some of what is wrong with these government
programs.

I believe we must avoid replicating this flawed model. Many as-
pects of the Housing Trust Fund created several years back were
based precisely on the HOME Program, and according to HUD’s
proposed rule on the Trust Fund, most of the eligible activities
under the Housing Trust Fund and HOME Programs are the same,
and many of the requirements are similar, if not identical. The best
way to prevent similar fraud and abuse throughout the Housing
Trust Fund is simply to eliminate it completely and quit with the
schemes on bigger and bigger government boondoggles.

Chairman BACHUS. I thank the gentleman.

Mr. Green will be recognized shortly. As Mr. Green says, “God
is good.”

Mr. GREEN. All the time, Mr. Chairman, and all the time God is
good, and I am honored to have one more day, Mr. Chairman, to
try to get it right, and I thank the witnesses for being here. I thank
you for your clarity, Mr. Chairman.

I would like to start with some intelligence that I have received
indicating that the program has a 100 percent repayment rate
where improper expenditures are identified. I will be asking the
witnesses about this, but obviously if this is true, then the question
becomes not whether we can collect and do collect, but how quickly
can we collect, how efficaciously can we collect, and what can we
do to make sure that there are no losses.

I have not read where the Washington Post has indicated that
the program should be terminated. I don’t think that there is a
GAO report calling for termination of the program. I can honestly
see how there is a need to make some changes and to make sure
that we protect the taxpayer dollars. I think that the Chair has
made this point, and that I support.

But I also want to emphasize that the program has been of great
benefit. It has helped millions of people across the length and
breadth of the country, directly or indirectly. About 96 percent of
those who receive funds for rental assistance are persons who are,
as was indicated, making about $37,550, which is about 50 percent
of the AMI. This is significant for persons who are working, trying
to make a living, but who are making a low income. It is significant
that this program exists for them.
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So I am going to close the way I started this, and that is with
the comment that I have received intelligence indicating that there
is a 100 percent repayment rate where improper expenditures have
been identified. Now, if that is true, or if we are near that, then
I think that we can do something to improve it, but I don’t think
we have to end it, and that is where I stand.

Thank you, Mr. Chairman, and I yield back the balance of my
time.

Chairman BACHUS. Thank you.

Mrs. Capito, for a minute or a minute-and-a-half?

Mrs. CAPITO. A minute-and-a-half.

Chairman BACHUS. A minute-and-a-half.

Mrs. CAPITO. Thank you.

I would like to thank the chairman for today’s hearing, and since
the start of this Congress, most of our committee’s time and really
the entire Congress’ time has been used to ensure that valuable
taxpayer dollars are being spent in the most effective and efficient
manner, and so the efforts today are what this hearing is about.

But the news that was in the Washington Post—and, quite
frankly, I am willing to look at anything that shows that we can
be more efficient and more effective with our tax dollars—shows a
lack of oversight or enforcement in HUD’s HOME Program.

To respond to my friend from Texas who says 100 percent repay-
ment rate, I hope today that we get the chance to ask the question,
if that is true, and if, in fact, it is true, is the repayment coming
from State and local dollars, or is the repayment coming from
CDBG money, which is Federal money from HUD? I think that is
a good question for us to ask.

So I think what we need to look at is, is HUD engaging in best
practices? How can HUD improve the oversight over these funds
and expenditure of the funds? Is there waste, fraud, and abuse? We
always talk about that as a catchword, but I think this is used as
a perfect example to find those areas and to find a way to end
those practices and make sure that the allocated funds that are al-
located to the local governments and local agencies, that we track
that money, not that it has just been drawn down, but it has been
spent on a worthy project, and that people are actually living in
these facilities, because that is the entire goal of the program.

So I would like to thank both of our witnesses for coming today,
and I also would like to thank the chairman for holding this hear-
ing, and I yield back the balance of my time.

Chairman BACHUS. Thank you.

Mr. Neugebauer, for a minute-and-a-half.

Mr. NEUGEBAUER. Thank you, Mr. Chairman.

I was kind of taken aback by the comment my good friend Illi-
nois made about how Republicans believe in local control and local
government, and just somehow this is a divergence from that. Ab-
solutely not. But when the Federal Government extorts money
from the American people, there is a certain accountability at the
Federal level, and basically that is kind of what this hearing is
about today.

It is not about whether the HOME Program is an effective pro-
gram or not; although I don’t know how you can address whether
this program is all that effective if, in fact, we don’t know the sta-
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tus of many of these projects. Here is a list of 5,700 projects that
have been open for over 120 days, yet they have been fully funded.

Here is another list of projects that—over 1,000 projects. That
list had 5,700 projects on it. Here is a list with over 1,000 projects
that have been open for over 5 years.

And so, I think what is a pattern here that the Oversight and
Investigations Subcommittee has been bringing out is that we
passed the Dodd-Frank Act, which was supposed to fill in the gaps.
What really happened is we are learning that we didn’t necessarily
need more regulations. We needed regulators doing their job. And
at this particular point in time, where we are borrowing 42 cents
for every dollar we spend in this country, it is time that we make
sure that there is accountability for the dollars we are spending,
because these are dollars that we actually don’t have and are bor-
rowing from other countries.

And so, I look forward to this hearing, and, Mr. Chairman, thank
you for calling this hearing today.

Chairman BAcCHUS. Thank you.

Mr. Gutierrez?

Mr. GUTIERREZ. Certainly, as I said, we should look at bettering
the program, but I just heard my friend Mr. Royce said we should
eliminate the program. I never heard him say we should eliminate
the program while his district was getting $111 million in order to
provide affordable housing.

Mr. Royce. Will the gentleman yield? I said the Housing Trust
Fund.

Mr. GUTIERREZ. I am sure that you have time on your side. I
never heard the gentleman raise the issues while his district was
getting $111 million in HOME dollars in order to create homes in
his district. As a matter of fact, I never heard the gentleman say
anything about it when the State of California was getting $966
million, almost $1 billion over the last—bring a complaint and say,
this is a terrible program, don’t send it to the State of California.

So you can look at statistics, and you can look at numbers, and
I just kind of feel that if you want to criticize a program, you don’t
wait for the Washington Post. You should be monitoring the dol-
lars, the Federal dollars, in your own congressional district, and
you don’t need the Washington Post to tell you what to do, because
the 19th District of Texas received $32 billion in HOME dollars
over the last 20 years, and the State of Texas received $726 million
of HOME dollars in order to prepare.

I am just trying to put this in some context, and that is that peo-
ple do derive great benefit from this program, so this isn’t a Demo-
crat or a Republican thing. This is about people. And I want in the
last 2 seconds, this is about a firefighter being able to have a home.
This is about a paramedic having a home, a police officer having
a home, a nurse having a home. Now, look, admittedly those people
make under $60,000 a year, and when you are a Member of Con-
gress making $174,000 with great health care coverage, maybe
they don’t seem that important to you.

I yield back the balance of my time.

Chairman BACHUS. I believe this is a very valuable discussion,
and, Mr. Royce, would you like 15 seconds to respond?
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Mr. ROYCE. Yes. I think I made it very clear. We are talking
about the Housing Trust Fund, and we have a very clear record on
these boondoggles, and I will just close by saying if we recall, Mr.
Chairman, we are borrowing 42 cents on every dollar we spend
here. We are borrowing it from China and the rest of the world in
order to continue these boondoggles, and, frankly, I think the
Washington Post did us a favor by showing us how some of this
actually works.

Thank you.

Chairman BacHUS. Thank you.

I thank both you gentlemen.

Mr. Dold?

Mr. DoLbp. Thank you, Mr. Chairman.

I certainly want to thank you for holding this important hearing,
and my good friend and colleague from Illinois. This is about trying
to make sure that those people and individuals have housing and
the millions of dollars—actually the billions of dollars that are
being spent, we want to make sure that they are being spent wise-
ly. Certainly if they are being spent wisely and efficiently, that is
going to mean better benefits and more homes for those who need
them, and I think that really needs to be the goal that we are talk-
ing about.

As a small business owner, I know that one thing that is impor-
tant in any organization—and certainly larger organizations—is
that we have systems and controls, checks and balances to make
sure that the resources that are being spent are being spent wisely.
In this case we have some substantial evidence that we have dol-
lars that are not being followed and, therefore, are not being used
properly, and that, to me, I think, is one of the great things that
we need to do in terms of oversight.

So this hearing, in my opinion, is not about whether any par-
ticular Federal housing program should exist or not, or what fund-
ing levels any particular program should receive. Instead, I think
today’s hearing is an opportunity to evaluate HUD’s systems, con-
trols, checks and balances; how is HUD planning, how are they im-
plementing, how are they managing, how are they monitoring to
complete these projects.

If HUD isn’t getting this right—and I would argue that they are
not getting this right at this point in time—then the beneficiaries
suffer by not receiving the intended benefits that are being made
by generous American taxpayers, and I think that really needs to
be the focus of our efforts, because if we spend millions and mil-
lions of dollars, and what we have is an empty lot at the end of
the day, then we are not providing affordable housing for those
firefighters, for those nurses, for those people that my good friend
from Illinois has highlighted. And I would argue that, indeed, we
want those dollars to go further as opposed to we have sent them
d}(l)wn to local control, and all of the sudden we have lost sight of
them.

I welcome the opportunity to dig in further, and I look forward
to hearing from the witnesses. I thank the chairman again, and I
yield back.

Chairman BACHUS. Thank you.

Mr. Canseco?
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Mr. CANSECO. Thank you, Mr. Chairman.

We can’t lose sight of what it is that we are doing today, as my
colleague Mr. Dold just stated, and more importantly, we have to
look at the big picture. Yesterday, Moody’s issued a warning about
the credit rating of the United States after Standard & Poor’s had
done so earlier this year. Our country is truly in uncharted terri-
tory when it comes to our fiscal outlook. Therefore, at a time like
this, it is maddening to see taxpayer money squandered so care-
lessly by HUD’s HOME Program.

The Washington Post investigative article and the Inspector Gen-
eral’s report have shown that a significant portion of the money al-
located towards the HOME Program has not been accounted for,
and nobody at HUD seems to care where it is. In the HOME Pro-
gram, where it was an initiative of the private sector, those in-
volved would be fired. If it were a private-sector project, they would
be fired or blacklisted or in jail.

The defenders of the program have allowed them to carry on
while taxpayers continue to foot the bill. Why? Because these pro-
grams have noble-sounding names and stated purposes. So we turn
a blind eye to their glaring defects for fear of demagogic ridicule.
This is simply unacceptable, and I hope today’s hearing will shine
a light on some of the waste, fraud, and abuse perpetuated through
the HOME Program at the expense of the American taxpayers.

Thank you very much.

Chairman BacHUS. Thank you.

Is there anyone else who wishes to make an opening statement?

All right. Thank you.

At this time, it is my pleasure to introduce our witnesses. Our
first witness is Mercedes Marquez, who is the Assistant Secretary
for Community Planning and Development for the Department of
Housing and Urban Development. Prior to assuming this position
not quite 2 years ago, she headed up the second largest public
housing authority. Is that what you would you call it, the Los An-
geles—

Ms. MARQUEZ. The Los Angeles Housing Department.

Chairman BACHUS. Thank you.

Other than New York, I guess the second largest. So she is obvi-
ously well qualified from a management standpoint. And she has
800 employees, 43 field offices, and she worked in the Clinton Ad-
ministration and has held positions of authority in the private sec-
tor. She is a graduate of Georgetown, with JD and LL.M. degrees,
and we look forward to her testimony.

We also have the Assistant Inspector General for Audits at HUD,
and he has served in increasingly important, responsible positions
at Agriculture, Interior, and Education prior to being at HUD. He
is a certified public accountant and Mr.—is it “Heist?”

Mr. HE1sT. “Heist.”

Chairman BACHUS. “Heist.” I apologize. Being Southern, I strug-
gle with names. He is a certified public accountant and certified
government financial manager.

With that, Secretary Marquez, you are recognized.
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STATEMENT OF THE HONORABLE MERCEDES M. MARQUEZ,
ASSISTANT SECRETARY, COMMUNITY PLANNING AND DE-
VELOPMENT, U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

Ms. MARQUEZ. Good morning.

Chairman Bachus, members of the committee, thank you for the
opportunity to testify today regarding HUD’s oversight of the
HOME Investment Partnerships Program and the Program’s suc-
cess over the last 20 years. I would also like to present the actual
facts about HOME that the Washington Post omitted in its May
15th article.

As the Assistant Secretary for CPD, I oversee the HOME Pro-
gram, an anchor of our Nation’s affordable housing finance system.
HOME is the largest Federal block grant designed exclusively to
produce affordable housing for low-income families. Signed into law
by the first President Bush, HOME builds and rehabilitates afford-
able housing, provides downpayment aid to help families become
homeowners, and provides rental housing for poor families and for
those on the verge of becoming homeless.

HOME has done a good job at that, recently producing its one
millionth affordable home and providing tenant-based rental assist-
ance to nearly a quarter million families, while meeting our respon-
sibility as a steward of taxpayer funds. Indeed, the Post picture of
the HOME Program is a far cry from the one I have managed since
joining the Obama Administration 2 years ago, and during my 5
years running the L.A. Housing Department. In part, that is be-
cause it misstated several key facts.

Of the over 28,000 HOME projects under way across the country,
the Post reported that over 700 out of a sample of 5,000 were de-
layed, but HUD’s own review found that well more than half of
those properties are completed or are progressing towards comple-
tion. Of the properties with delays, most were stalled because of
the recession. And with data showing that 34 percent of all new
housing starts from 2007 to 2010 were delayed at least 3 years,
while only 4 percent of the projects in the Post’s sample are actu-
ally delayed, HOME’s success rate during the recession actually
outpaced the private market.

Formula block grants are based on the premise that local com-
munities understand their needs better than the Federal Govern-
ment and provide them with flexibility to design programs based
on their needs. In exchange for this flexibility, HOME participating
jurisdictions, or PJs, have the responsibility to manage their spe-
cific HOME projects, monitor construction by their developers, and
take appropriate action when project problems arise.

However, no program, public or private, is without problems.
Projects will go awry, and capacity gaps do exist. HUD’s charge in
managing HOME is to balance this right of home PJs to make
funding decisions with our fiduciary responsibility as stewards of
taxpayer funds.

A key feature of HOME is its early focus on performance data
and accountability, and the transparency created by publicly avail-
able performance reports on HUD’s Web site, report cards for every
home PdJ in the United States, some of which have been provided
to you.



11

Our actions have accelerated since 2009. We are better targeting
our monitoring efforts through a more rigorous risk-assessment
system that identifies the highest-risk grantees for on-site moni-
toring. In January, we implemented automatic cancellation of
projects that have been in our data system for a year with no
draws. We have canceled 1,778 projects and freed up $290 million
of HOME funds for more viable projects.

We work in partnership with HUD’s Office of Inspector General,
referring HOME PdJs we consider particularly high risk for in-depth
program audits. We strictly enforce the HOME commitment and
expenditure deadlines, deobligating nearly $66 million to date. We
aggressively seek repayment when HOME funds are misspent and
have collected over $190 million in repaid or forfeited funds. We
withhold HOME grants from PJs that have used HOME funds for
ineligible projects or costs.

HUD’s role is not limited to oversight and enforcement. HUD’s
Transformation Initiative has provided critical funding for addi-
tional financial controls and system changes to improve perform-
ance. We provide technical assistance in the form of training and
direct capacity-building assistance to PJs.

In 2009, we began an internal review of HOME Program regula-
tions. The proposed regulation, which will be placed into internal
HUD clearance this month, will strengthen the standard to ensure
PJs select developers with appropriate capacity and make other
oversight and monitoring improvements.

HUD will continue to improve our program oversight through
monitoring, reporting, system improvements, enforcement, capacity
building, and other actions. And what that oversight has shown is
that the vast majority of PJs are doing a good job, meeting spend-
ing deadlines and building critically needed housing. And with the
IG’s continued help, the system is working to find and take action
on those few PJs that fail to fulfill their responsibility, including
some of those mentioned in the Washington Post article.

Thank you for the opportunity to share with you the true story
of HOME.

[The prepared statement of Assistant Secretary Marquez can be
found on page 68 of the appendix.]

Chairman BAcHUS. Inspector General Heist, you are now recog-
nized.

STATEMENT OF JAMES A. HEIST, ASSISTANT INSPECTOR GEN-
ERAL FOR AUDIT, OFFICE OF INSPECTOR GENERAL, U.S. DE-
PARTMENT OF HOUSING AND URBAN DEVELOPMENT

Mr. HEIST. Good morning. I would like to thank the chairman,
ranking member, and distinguished members of the committee for
the opportunity to testify today regarding oversight of HUD’s
HOME Program. I am Jim Heist, Assistant Inspector General for
Audits at HUD’S Office of Inspector General (OIG), and I am
pleased to discuss our audit work regarding HUD’s HOME Pro-
gram.

OIG’s mission is to provide independent and objective reporting
to the Secretary and to the Congress regarding HUD’s programs.
The HOME Program is the largest Federal block grant to State and
local governments, designed to create affordable housing for low-in-
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come households. Because HOME is a formula-based grant, funds
are awarded to the participating jurisdiction noncompetitively on
an annual basis. The formula is based in part on factors including
the age of units, substandard occupied units, number of families
below the poverty rate, and population in accordance with census
data.

HOME addresses the need for affordable housing in our country,
a need that is increasing in the wake of the economic downturn
and rising unemployment. However, the Office of Inspector General
has expressed concerns about the controls, monitoring, and infor-
mation systems related to the HOME Program. Over the past 5
years, we have conducted 64 audits of the HOME Program at the
grantee level. We initiated at least 12 of these at the request of the
Department based on concerns they had expressed to us. Many oth-
ers were selected based on grantee risk assessments that HUD has
done and included informal input from HUD staff.

The most common finding in our audits is a lack of internal con-
trols. This includes subgrantee activities, resale and recapture pro-
visions to enforce HUD’s affordability requirements, incorrectly re-
porting program accomplishments, and incurring ineligible ex-
penses. There is also a repetitive thread of not always meeting the
objectives of the program to provide affordable housing or not al-
ways meeting local building code requirements.

In our external audits of HOME funds over the past 5 years, we
cited a total of $179 million in questioned costs and $58 million as-
sociated with recommendations that funds be put to better use.
HUD agreed with most of these costs, and to date has recovered
or realized savings of $93 million, and resolved another $66 million
by subsequently obtaining documentation from the grantee to sup-
port the costs.

HUD focuses its monitoring activities at the grantee level
through its field offices. Grantees, in turn, are responsible for mon-
itoring their subgrantees. Our audits have found that, in some in-
stances, little or no monitoring is occurring, particularly at the sub-
grantee level.

Another concern we have is with the Integrated Disbursement
and Information System (IDIS). The system is used by HUD to ac-
cumulate and provide data to monitor compliance with home re-
quirements for committing and expending funds. HUD also uses
the system to generate reports used within and outside HUD, in-
cluding the public, participating jurisdictions, and the Congress.

We believe the system cannot produce complete and reconcilable
audit trails throughout the entire grant life cycle. Moreover, we
have found that the system is not in compliance with Federal fi-
nancial management system requirements. OIG has expressed its
concerns about the data integrity in this system and the impact
that it has on HUD’s overall financial statements. We believe that
with a robust, more up-to-date information system, HUD would be
able to better monitor the HOME Program.

OIG believes that HOME is an important program, given the
current economic and housing crisis in our country. The need for
affordable housing has never been greater than now. There are suc-
cessful examples of how HOME funds have been used for their in-
tended purposes. Since most of our work, on the other hand, fo-
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cuses on high risks in the program, we have highlighted areas
where improvements need to be made, particularly in the controls
and monitoring of the program by the Department, as well as in
the areas of data integrity and systems enhancements.

We look forward to working with the Department and the Con-
gress in assessing ways to improve the effectiveness of the HOME
Program. I thank you for the opportunity to speak with you today,
and I am happy to answer any questions that the committee may
have.

Chairman BacHUS. Thank you very much.

[The prepared statement of Inspector General Heist can be found
on page 58 of the appendix.]

Chairman BAcHUS. My first question, let me go back to my open-
ing statement, and I mentioned conversations with the agency. One
concern is that contracts require repayment for failed projects or
misspent funds. And I know that there was some reference in the
Washington Post article, and since those articles, that some of the
contracts didn’t have that legal requirement.

I would like to ask both our witnesses, are we moving to remedy
that? I know that participating jurisdictions have a role in that,
but hgw is that—what are you doing to ensure that doesn’t happen
again?

Ms. MARQUEZ. There are two ways to discuss that. One is, of
course, that the regulations in the statute require that if there are
ineligible costs, those must be repaid with non-Federal funds. So
CDBG funds or any other Federal dollars may not be used. Inevi-
tably, anytime that something must be repaid—in other words, the
$250 million we are talking about—it is repaid with a tax—really
tax receipts from the local and State governments. Of course, that
pains a local and State government more than anything else, be-
cause when you have to use your own dollar to repay a Federal dol-
lar, that is a police officer who is not being hired. It is a library
hour that is cut short. It is a firefighter who does not get overtime.
And as a result of that, that probably serves as the greatest effort
possible to keep them in line.

In this story in the Washington Post, we are really talking about
2.5 percent, 97.5 percent, but this is a great program, but at a local
level what you raise, sir, is correct. What we are doing to help the
jurisdiction—and I am a firm believer that these decisions about
where this money is spent and how it is spent must be made at
the local level, and our job is to support them and provide adequate
oversight, without question.

Anything can be better, but as a former director of housing my-
self, I would tell you that there is no way that HUD, anyone in the
Federal Government, could tell me where that money should be
spent better than in my local community, and so I run the program
from that point of view. From a local point of view, how do you en-
sure that things like that were reported in the Washington Post,
like that case in Washington, D.C., is true?

As we move forward with regulations—and you and I—you gave
me the pleasure of speaking with me about this—what we are
going to do is help them with model language. What they lack is
a model agreement, a legal agreement that allows them to put in
that agreement how it is that they would go back and enforce those
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requirements by law so that they wouldn’t be paying back a Fed-
eral dollar, but instead the developer or someone else would be
paying from their own private funds for anything that didn’t hap-
pen.

In Los Angeles, I did that, so the second largest jurisdiction, I
changed all of the model legal agreements so that all that was in
there, because that was never going to happen when I was in-
volved. That is what we are going to be doing to help them. That
is the level now of help and capacity building that we must provide
to local agencies to allow them to do their work.

Chairman BacHUS. Thank you.

Assistant Secretary, let me tell you, I understand you could make
an argument that no HUD money was used or no Federal money
or it was reimbursed. Of course, Mrs. Capito mentioned an inter-
esting thing; did it come out of another program? But I think the
important thing is that it was taxpayer money. Whether it is
Prince George’s County, and whether it is 2 percent of the total,
and we also acknowledge that a lot of private projects fail. You
have given those concerns, but we are simply talking about no mat-
ter how many or how few there were, I think the Washington Post
article is good, and it sort of gives us an urgency to include that
language. There were projects where there was no legal require-
ment, and I think one thing we agree on is that needs to be in
there, because we don’t want to replace that with local taxpayer
money. We want the people who received the money to pay for it.

The second thing I want to mention is tightening up on the
standards for nonprofits and participating jurisdictions. There obvi-
ously ought to be—and I think you have mentioned that since the
Washington Post. Could you tell me about maybe eligibility stand-
ards for developers, whether you are going to propose that be tight-
ened?

Ms. MARQUEZ. The HUD rule has not been revisited since 1996.
The development business has changed substantially since then,
and, in fact, in that period of time, HOME has become a foundation
stone of the affordable housing finance system. As a result of that,
what has also happened is that we have gone from a small number
of nonprofits in 1990 who did this business to actually a very large
business. In Los Angeles, 50 percent of those developers that re-
ceived HOME money were actually private developers, so it was a
very successful program, lots of leverage.

But what is needed—and we agree with you, sir—is tightening
of underwriting criteria for developers in general, whether they are
for-profit or nonprofit, and as we have gone through the rule, as
I said in my testimony, since 2009, I came in with that agenda be-
cause it was my job in Los Angeles to do that there. So we have
done it before. The Secretary did that in New York. We are very
clear on how to do it, and those are the types of issues in this new
regulation that we have been working on that has nothing to do
with the Washington Post article. It has to do with coming in, that
the rule hadn’t been redone since 1996. We are working on that
now.

Chairman BAcHUS. Thank you. This hearing is not abolishing
the program, although there may be some who want to do that.
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This is not about determining if it—this is just about correcting
some of the report.

Mr. Frank, would you like to make an opening statement?

Mr. FRANK. No thanks, Mr. Chairman.

Chairman BACHUS. I recognize you for 5 minutes, or Mrs. Malo-
ney or whomever.

Mr. FrRaNK. I will do my questions.

Chairman BAcCHUS. Okay.

Mr. FRANK. I appreciate the courtesy, Mr. Chairman.

I think it is an important hearing, and I want to begin with my
agreement with the chairman on the reason you are in front of us;
this is not a hearing aimed at abolishing this program. And I note
with appreciation the Inspector General’s closing comments in
which he says that the program ought to continue and be im-
proved, and obviously, we have an obligation to do this.

There is clearly a pattern that exists over maybe, what, three
Presidential Administrations, and the problem is in part this, I
think, and we do run into this tension. We have decided that it is
better to have the Federal Government work cooperatively with
State and local governments, particularly local and county entities,
rather than do it directly, but there is a tension there. There is a
tension where local governments may resist. I will say also there
are probably cases, if they went into it, where there was a problem
in a local area, and HUD moved to correct it, and a Member of the
I-}Ilouse or Senate might have said, leave them alone, stop doing
that.

Ms. MARQUEZ. On occasion.

Mr. FRANK. Thank you.

I would not be surprised to have that happen, and I don’t say
that to be critical, in particular because that is partly our job from
time to time, because HUD isn’t always right either, and the Wash-
ington Post isn’t always right.

But I am saying there is an inherent tension when we decide not
to have the Federal Government do it, but to have State and local
governments do it, and that is there. That doesn’t excuse things,
and we may want to abuse it, but that is clearly problematic.

I do want to say, having noted that, that the local entities over-
whelmingly support this program. In fact, I ask, Mr. Chairman, to
be able to put into the record a letter addressed to you and to me
which is actually critical of the Washington Post, says that it dis-
torts HOME’s record by focusing on a very small percentage of
HOME developments, and it says that they think that it gives an
inaccurate picture beyond the inaccuracies discussed, but the Post
failed to report the bigger picture: 381,000 rental units; 428,000
home buyers; 197,000 rehabilitations; and they say HOME funding
is a vital piece in financing numerous affordable housing develop-
ments. The isolated issues that were the focus of the Post are not
representative either of the Administration or the outcome of
HOME funds. Again, this goes from the Clinton Administration,
through the Bush Administration, and into the Obama Administra-
tion.

But I want to note that among the signatories here are the Na-
tional Association of Counties, the National Association of Housing
and Redevelopment Officials, the National Association of Local
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Housing Finance Agencies, the National Association of State Men-
tal Health Program Directors, the National Council of State Hous-
ing Agencies, and the U.S. Conference of Mayors.

So I am glad that we have put out the consensus that this is a
very important program, the great majority of funds have been
spent well, but it can be improved.

And I did then want to ask the Inspector General—and I appre-
ciate the very constructive tone of this—when he—I would note,
again, that conclusion: OIG believes that HOME is an important
program which provides affordable housing to low-income Ameri-
cans. The need for affordable housing has never been greater.
There are many examples of how HOME funds have been used for
their intended purpose. The OIG correctly acknowledges it is their
job to find wrongdoing, and I appreciate his noting that is not—

Mr. HEIsT. That is really just so everybody understands that our
findings need to be placed in the proper context.

Mr. FRANK. Thank you. I appreciate you doing that. Not every-
body in your line of work does that.

There was one thing that I was particularly pleased to see where
you talked about when you found there were problems, and HUD
appears over time to have been cooperative with you.

On page 4 you say: Over the past 5 years—again, going back 5
years is about 50-50 with the 2 Administrations, little more in the
Bush Administration, but close to even—we cited a total of $179
million in questioned costs and $58 million associated with rec-
ommendations of funds to be put to better use. That is about, what,
$237 million. HUD agreed with $221 million of these combined
costs. I am encouraged by that, that over the years, rather than be
resistant, over the two Administrations, the Bush and Obama Ad-
ministrations, you made recommendations about $237 million, and
they agreed with you with well over 90 percent of it. Is that a cor-
rect number? Have you been able to work with them?

Mr. HEIsT. That is a fair characterization. It is actually about 95
percent, and HOME is one program where we—compared to some
other programs, quite frankly—actually work better with HUD
than—we do have areas where we agree and where we disagree,
but I think we each understand our positions, and ultimately, we
are hoping to accomplish the same thing.

Mr. FRANK. I am glad you acknowledge we all want to make it
work better, but I will say again a decision to do this, led by that
man—this program is the brainchild of Henry B. Gonzalez right up
here, and he put it through this committee and this House. He
made the conscious decision to support it on both sides; not to have
this be a Federal top-down program, but to be a cooperative pro-
gram that introduces an element of friction. That is not a reason
for complacency, but it is something we should be aware of in how
we deal with it.

Thank you, Mr. Chairman.

Chairman BAcHUS. I am told that we will recess now for some
votes on the Floor, and the trial of the Washington Post will recon-
vene at the end of votes.

[recess]
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Mr. NEUGEBAUER. [presiding]. The hearing will come back to
order. Mr. Heist, I understand that you are completing—is it 33
years of service?

Mr. HEIST. Thirty-five.

Mr. NEUGEBAUER. Thirty-five, and that you are retiring at the
end of this month?

Mr. HEIST. I am.

Mr. NEUGEBAUER. Thanks for your service.

Mr. HE1ST. Thank you. I appreciate that. It would explain the
smile on my face.

Mr. NEUGEBAUER. I hear you. I noticed you were pretty chipper
today so—

I now recognize the gentlewoman from Illinois, Mrs. Biggert,
chairman of the Housing Subcommittee.

Mrs. BIGGERT. Thank you, Mr. Chairman.

Ms. Marquez, on page 4 of your written testimony, you mention
specific percentages of HOME projects that are considered open. Do
you have a dollar figure for open projects?

Ms. MARQUEZ. We are going to check that for you.

Mrs. BIGGERT. Okay. Thank you. And then could you define the
meaning of open projects and how does an open project differ from
a project that is progressing toward completion, as you describe on
page 5 of your testimony?

Ms. MARQUEZ. An open project is the body of projects that the
642 PJs are working on at any given time across the country.
Those projects can change. They can cancel them if they think they
are not moving toward completion, they can be completed.

So that is actually the body of work that is open at any given
time, but I would also say to you that we were concerned when we
arrived that there were too much laxity in what that was and have
moved with strong management to make sure that we get a small-
er universe so that we can see what that actually is, so that since
December of 2009, that list of open projects has shrunk, the closed
projects, by 48 percent.

Mrs. BIGGERT. Is there a difference then from progressing to-
wards completion?

Ms. MARQUEZ. Progressing—as I said, open is the universe, so
progressing towards completion is a subset of where that universe
of project is.

Mrs. BIGGERT. Okay. Let’s say that a project started in the mid-
to late 1990s. Could such a project still be open today?

Ms. MARQUEZ. It could be, and I have some concerns about that.

Mr%. BIGGERT. Isn’t everything supposed to be completed in 5
years?

Ms. MARQUEZ. Thank you for asking that question. This is where
we get to when you want a program that has a relationship with
the private sector and you want a program, as we do, as you do
I know, that leverages dollars. The HOME Program as a whole
leverages nearly $4 for every HOME dollar that is invested. So that
means that in a project, if it is following the national average, the
HOME dollars don’t make up more than 20 percent of it.

What that means is that when you have a project and 80 percent
of the project is financed through a private bank, through bonds,
through tax credits, through other things, the HOME dollars can
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actually be spent but the project is not completed because it is only
a portion, usually acquisition. And that is what happens when you
are doing business in the private sector. It is not a situation like
a public housing dollar where the public housing is paying the full
percentage of that unit. Here, this is a public-private partnership.

Mrs. BIGGERT. So does that completed project—does that simply
mean that all the funds for that project have been spent? So does
that mean the private dollars and/or just the—

Ms. MARQUEZ. Yes, it does.

Mrs. BIGGERT. And the Federal. Okay. So does it mean that peo-
ple are actually occupying units?

Ms. MARQUEZ. When something is complete in the system, it
means that the construction is done, all the money has been drawn
down, and it is occupied.

Mrs. BIGGERT. Okay. I looked at some of the recent appropria-
tions for the HOME Program, and I have to say we all know—we
all think that this program has been very beneficial. What we want
:cio make sure is that it is efficient and that we have the correct

ata.

And I think with Fiscal Year 2008, we had $1.7 billion; in 2009,
$1.825 billion, and another $2.2 billion of funding in 2009 from the
stimulus bill; $1.825 billion in 2010; and then another $1.61 billion
in this year’s CR. So that is about $10 billion for 4 years, and has
HUD had to recoup any of these funds or has each dollar been ac-
counted for?

Ms. MARQUEZ. That is a broad question, so I will try to take it
in turn. It is possible that of all of those dollars, particularly the
older dollars, that money has been recaptured if there was an ineli-
gible activity or anything like that found.

Mrs. BIGGERT. Okay. If the dollars have been recouped, are they
returned to the Treasury, the General Fund or are they recycled
and handed out to other PJs?

Ms. MARQUEZ. It depends on how it is recaptured. The statute
actually calls for the money, when it is something, for instance,
that is not about fraud, so we are not talking about criminality, but
when it is a project that was canceled, that money must be repaid,
when it is ineligible, the money must be repaid with non-Federal
funds, but the dollar amounts go back to that local jurisdiction in
their HOME Program per the statute.

When there is—and it is rare but when it has occurred that there
would be something that you would call fraud, then we have an-
other set of options, but usually what we would do there is termi-
nate the participation of the jurisdiction. HUD itself, the PCPD
itself, does not have the authority to send something for criminal
prosecution. However, we do have the authority to send it to our
enforcement center and we do, and we also have the authority and
we do work with our Office of General Counsel to debar someone.
So from us, it is not HUD that prosecutes you. We could send it
to the U.S. Attorney and we have done that, but we could debar
you and put you out of business, and we have also done that on
occasion.

Mrs. BIGGERT. Thank you. I think my time has expired.

Mr. NEUGEBAUER. Thank you. And now the gentleman from Illi-
nois.
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Mr. GUTIERREZ. Thank you so much. I want to just say for the
record that Congressman Barney Frank is meeting with the EU
International Coordinator, Michelle Barnett, and that is why he is
not continuing here with us.

I would like to just follow up with Mr. Heist. In the Washington
Post article, in the second paragraph, it says, “Nationwide, nearly
700 projects awarded $400 million have been idling for years under
the HOME Program.”

You testified that there were $178 million that you felt were
questionably used and $58 million that could have a better use, of
which $93 million you subsequently found that they responded af-
firmatively for a better use of—I am sorry—to resolve the misuse
and that 366 million of the $58 million.

Is that true? Could you explain that to us?

Mr. HE1sT. The statistics you cite refer to our body of audit work
for the last 5 years and has no relationship with the numbers that
the Post cited.

Mr. GUTIERREZ. But I guess I just want to figure out who is—
because you said in the last 5 years, you have found about 95 per-
cent of everything you have challenged HUD with; is that correct?

Mr. HE1ST. No, what I said was we issue audit findings and we
are just making recommendations. It was up to the HUD program
manager to resolve those. I am saying they agree with us 95 per-
cent of the time.

Mr. GUTIERREZ. They agree with you 95 percent of the time, and
when you said $179 million, $93 million you found that they cor-
rected?

Mr. HE1sT. Correct.

Mr. GUTIERREZ. Okay. And $58 million, under better use, you
found that a large percentage of that they put better use to that
money?

Mr. HEIST. Part of it we will look at a grantee and they just don’t
have the records to support the expenditure.

Mr:) GUTIERREZ. Okay. But do you have a good relationship with
HUD?

Mr. HEIsT. With respect to the HOME Program, I would charac-
terize it as very good.

Mr. GUTIERREZ. Okay. So you have a very good relationship and
you have found that they have been very responsive when you chal-
lenge them from the Inspector General point of view.

So would you agree with the statement then 700 projects have
been stalled, $400 million.

Mr. HEIST. I don’t have a body of work that would substantiate
that claim.

Mr. GUTIERREZ. But your body of work then is the one you ini-
tially testified to was $179 million, $93 million they fixed and $58
million better use, and they fixed most of that, that is your body
of work?

Mr. HEIST. That is correct.

Mr. GUTIERREZ. And you have been doing this for how long?

Mr. HEIST. I have been in my current position for 10 years.

Mr. GUTIERREZ. You have been in your current position for 10
years, and you have been in the Inspector General’s office for how
long?
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Mr. HEIST. I have been in the Inspector General community for
35 years.

Mr. GUTIERREZ. For 35 years. So I think we could establish you
as a professional witness, right? I am not a lawyer, but I have been
watching too many lawyer movies—Perry Mason; he is an expert
on the matter.

I would like to go now to Secretary Marquez, thank you. Number
one, you too, for your many years of service to people, whether it
is here at the Federal or at the City level back in L.A. I just want
to understand this.

The program is a block grant program. Would it be correct that
if we appropriate $1.6 billion, there is then a mathematical equa-
tion used to distribute that money throughout the country?

Ms. MARQUEZ. Yes.

Mr. GUTIERREZ. And you don’t have anything to do with that. It
was there, you use it, and that is what you go by?

Ms. MARQUEZ. Yes.

Mr. GUTIERREZ. So the Congress of the United States states this
$1.6 billion, and then you as an institution, HUD, distributes that
money to localities and then they choose the programs?

Ms. MARQUEZ. Correct.

Mr. GUTIERREZ. Now, there have been $32 billion so far allocated
to the program over the last 20 years; is that correct?

Ms. MARQUEZ. Yes.

Mr. GUTIERREZ. Since there is a ratio of four to one, would it be
fair then to say that there is approximately $120 billion that
doesn’t come from the Federal Government that was used in coordi-
nation with these $32 billion?

Ms. MARQUEZ. The ratio of almost $4 to $1 is based on dollars
actually spent, right, so it is about $80 billion right now.

Mr. GUTIERREZ. So when the Washington Post reports or some-
one reads in the Washington Post, they might be misguided by
thinking that a project that you, under HOME dollars, put $150
million in—I am sorry $150,000 in, that was the complete amount
of the project?

Ms. MARQUEZ. That would almost certainly be incorrect.

Mr. GUTIERREZ. Because you appropriate approximately—you
contribute approximately 20 percent of the dollars?

Ms. MARQUEZ. Correct.

Mr. GUTIERREZ. So if a project truly has failed, a bank or a pri-
vate institution, somebody with private money, lost the other 80
percent of the money?

Ms. MARQUEZ. That is one of the reasons why there are so few
losses in the program. When you have various levels and layers of
funding, you also have various layers of review. In the last 5 years,
about 50 percent of the units that have been built, rental units that
have been built with the HOME contribution are also associated
with tax credits. Tax credits usually make up 40 to 50 percent of
the capital in an affordable housing deal. There is a rigorous un-
derwriting review that goes on with tax credits. So not only are
they underwritten for HOME, they are underwritten for tax cred-
its, they are underwritten for bonds, they are underwritten for pri-
vate financing. So that is why these projects overwhelmingly are
sound.
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Mr. GUTIERREZ. The equation is basically four to one. If I have
a $100 million project, you guys are going to put about 20 percent
of that money, the other 80 percent comes from other, but you
allow local municipalities, villages, commissions, counties to select
the programs in which they are going to use the HOME dollars in;
you send it to them?

Ms. MARQUEZ. I don’t have the authority to allow them. The stat-
ute gives them the authority.

Mr. GUTIERREZ. Let me—because I am going over my time—I
just want to, could you tell me because we want to make sure that
even though we are actually gaining hundreds of millions of dol-
lars, indeed, over $100 billion that we—from the private sector that
we have been able to leverage, could you tell me two things you are
doing to make sure we get the money back because the Washington
Post says you can’t get the money back?

Ms. MARQUEZ. I would say we have been—actually there are sev-
eral things we have done. One of the most important things I think
is auto cancelation now on a monthly basis.

Mr. NEUGEBAUER. Be quick here.

Ms. MARQUEZ. On a monthly basis, we cancel anything that has
not been drawn in over a year. So we have canceled now 1,778
projects for $290 million just since January.

Mr. GUTIERREZ. Thank you very much.

Mr. NEUGEBAUER. I now recognize myself for 5 minutes.

Ms. Marquez, are you familiar with the Kairos project that was
featured in the Washington Post article?

Ms. MARQUEZ. I am to the degree that I am the Assistant Sec-
retary and it has been brought to my attention.

Mr. NEUGEBAUER. Over the last few years, we have looked over
hundreds of documents, and we found something interesting. We
found that in March 2010, the Kairos project was on HUD’s books,
but when we went back and we looked at the November 2010 re-
port, that project had vanished, it was not on the report.

Can you explain why that happened?

Ms. MARQUEZ. I cannot specifically tell you why that is. The re-
port—I can tell you that the Kairos project has gone through moni-
toring by HUD, but it is not unknown to HUD and that we have
requested repayment. I can tell you that.

Mr. NEUGEBAUER. Have you received the payment?

Ms. MARQUEZ. Not yet, but I can also tell you that we have sanc-
tioned the county on their CHDO operations. It is no longer per-
mitted to use the funds. I can tell you that.

Mr. NEUGEBAUER. So when did you make a request for them to
return the money?

Ms. MARQUEZ. We made the request at the end of May. This was
learned of—this deal was learned of, I believe, from the Wash-
ington Post and we acted on it immediately.

Mr. NEUGEBAUER. So after it was brought to your attention by
the Washington Post, then you went back to review this project, I
guess put it back on the books now and are monitoring it; is that
correct?

Ms. MARQUEZ. The monitoring—what we found—they had al-
ready been through in-depth auditing in 2005 and 2008. There are
several—
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Mr. NEUGEBAUER. Just for me, could you furnish me records
showing that you are monitoring that project and letters and cor-
respondence of what was going on?

Ms. MARQUEZ. Absolutely.

Mr. NEUGEBAUER. About a week or two after the Post notified
you, you took action to return this money. I think the point that
has been made here today, and I think—I don’t want to say some
people are missing the point. The point is that both of you have
testified that once you discover that the money has not been used
appropriately or properly that you go and get the money back.

Here is the problem. You are not discovering that the projects—
how many projects do we know that are out there that aren’t per-
forming? And the Inspector General says that you have very poor
internal controls and that we have 5,700 open projects here that
are open for more than 120 days and then we have projects, as you
said, we have 5 years, 1,000 projects. There is a project in Balti-
more, Maryland, that was opened—the last disbursement was July
2, 1997, for $4 million. Do you know the status of that project?

Ms. MARQUEZ. I will get that to you on Baltimore, but if I could
respond to your first question, we are talking at any given time
20,000 open activities for a multi-billion dollar project. We are also
discussing, as our friend the IG has told you, that initially we were
looking at 108 delayed projects, 108 out of a million units. We have
closed all of those.

Now, in time, we continue to work, right, projects continue. At
the moment there are 277—just 277 out of thousands and thou-
sands and thousands.

Mr. NEUGEBAUER. My time is limited. So basically, when we look
at this picture, we have a project that was closed in November. We
find out that now maybe it shouldn’t have been closed, it is back
open and so forth, for $750,000 the taxpayers got back, and that
is unacceptable. Now, I think one of the things that—when I read
the testimony and look at all of the research that we have done is
that basically you say, these are local projects, I get that. But
again, you have a fiduciary responsibility to make sure that these
billions of dollars are spent as they were designed by Congress to
do, and I do not believe that within the organization that you have
demonstrated that you have the ability.

Do you know how the Washington Post discovered that some of
these projects were vacant? Google. And so, the fact that you don’t
know the status of a lot of these projects is alarming. You say, we
are relying on the local governments. Obviously not all—and I am
not trying to categorize all local governments—but some local gov-
ernments aren’t using those moneys properly or they are not ad-
ministering it appropriately.

And you mentioned the private sector. I want to be clear. I came
from the private sector, and trust me, when I was doing projects,
building houses and projects, when I asked for money, somebody
came out and made sure that what I was asking money for, that
was actually there. I couldn’t just call the bank and say, send me
some money.

I just want to go back to one thing because my time is about
over, maybe it is over. We are talking about the IDIS system. Here
is a quote from the Inspector General’s report. Grantees and sub-
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grantees are able to update, change, cancel, reopen, increase or de-
crease project funding without any review by HUD. Grantees and
subgrantees also self-report the number of family house by the
projects without comprehensive review by HUD.

Now, does that sound like that you are doing the job that you
are supposed to be doing?

Ms. MARQUEZ. I would actually say that I disagree with that a
bit.

Mr. NEUGEBAUER. I would, too, if it was said about me, but the
Inspector General believes it is true.

Ms. MARQUEZ. I would respectfully disagree with that. The IDIS
system is a system that all grantees must use to do business. We
have to—everyone has to know what they are doing. It has to be
able to change. Now, every drawdown can be and is tracked by
grants. We monitor. In fact, in the last 2 fiscal years, HUD has
monitored 34.5 percent of the jurisdictions; that is 222. We have
made over 600 findings. That is HUD. That is not the Inspector
General. So, we are actually quite active with them.

I would say to you, sir, that I completely agree with you that
HUD has a fiduciary responsibility, but I would also say that the
Washington Post report is incorrect in many measures, including
the reliance on Google. Google tells us that those photographs are
often 3 years old. They drew on them without knowing. We know
that well over half of those projects that were cited by the Wash-
ington Post are either occupied or well on their way to being occu-
pied. So they are just flat wrong.

Mr. NEUGEBAUER. I think the question here is not whether
Google is—pictures were old or new, but some of these projects are
open—have been open for over 15 years, and so I would think those
photos are relevant. I think what is relevant here is that HUD does
not have the appropriate internal control and the systems to appro-
priately monitor this program or we wouldn’t have discovered these
particular issues.

I see my time has expired, and so I now recognize Ms. Velazquez,
the gentlewoman from New York.

Ms. VELAZQUEZ. Thank you, Mr. Chairman. Mr. Heist, as origi-
nally conceived, the HOME Program was intended to provide af-
fordable housing for low-income Americans, an issue that you your-
self in your testimony describe as vital given the housing crisis in
this country. My question to you is, should the problem or problems
identified by your recent audit overshadow the success of the pro-
gram at achieving its original goals?

Mr. HEIST. I can only—I would address that by just suggesting
that anyone needs to take our findings into context. The systems
issues that we have reported, we believe, are significant but their
impact is constrained somewhat. In no way is it endemic of the en-
tire program, and some of the issues with respect to what the sys-
tem does and enables jurisdictions to do is a function of the pro-
gram structure itself.

Ms. VELAZQUEZ. Okay. Fair enough. Assistant Secretary
Marquez, even before the Post investigation appeared, problems in
the HOME Program had been identified by internal reviews at
HUD and remedial actions were taken.
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Do you believe your agency has the ability to identify and rem-
edy problems in the program on its own?

Ms. MARQUEZ. Absolutely. I think that the evidence in the pro-
gram, 1 million units provided, 250 million tenants assisted, with
some absolutely stunning buildings, shows that. I also think that
this issue is not just—it is not about what the Washington Post
found or didn’t find. It is our job to monitor every day and we do.

Ms. VELAZQUEZ. But someone might want to craft legislation to
terminate the program based on the finding of the Washington
Post.

But I have a question for Mr. Heist. In your audit, you made a
number of recommendations for HUD to improve data collection
and make information enhancement. Presumably, some of those
changes will entail the acquisition of new IT, new training for em-
ployees, and a transition of existing data to the new system.

What is a reasonable amount of time for HUD management to
turn around these recommendations and have adequate systems in
place?

Mr. HEIST. A lot of that is dependent upon getting the necessary
funding. I do know that for a number of years, HUD has been try-
ing to get funding for this system in particular, and only in Fiscal
Year 2010 I think there is an expectation that certainly within the
next year, we would start seeing some improvements because now
they do have that funding and are able to address some of the
issues, apart from what we have reported on other issues as well,
but some of them are specifically directed towards our rec-
ommendations that we have made over the past couple of years.
Accounting for program income is a good example.

Ms. VELAZQUEZ. Madam Secretary, would you care to comment?

Ms. MARQUEZ. HUD has been requesting funding to improve the
IDIS system since 1999 and was denied. In 2010, because of the
transformational issue, it has been approved, it is designed. We
are, in fact, taking into account, as the OIG said, many of their rec-
ommendations. We agree with them. In fact, we agree there is a
housing crisis in the United States. We can’t waste a single dollar,
and one of our tools is oversight and enforcement and we take it
very seriously.

Ms. VELAZQUEZ. Thank you. Ms. Marquez, both the Post and
your IG have been critical of your agency’s record of enforcement
actions and civil penalties for bad actors in the HOME Program.

Does your agency have adequate resources and expertise to ad-
dress this need to pursue these measures? And when I ask the
question, how long it will take for you to implement the rec-
ommendations made by the IG, what will be the price tag to that
and would you please give us a timeline?

Ms. MARQUEZ. That could be answered in many ways. I will try
to be right to the point on this.

There are, as Mr. Bachus had raised, at the local level the ability
of the local players to pursue in court civilly. Repayment of funds
has to be done through capacity building and model documents.
The rule that we are working on now that will be released inter-
nally within 1 month addresses those issues, and so within 1 year,
we will help them with model documentation so that they can take
folks to courts themselves.
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Ms. VELAZQUEZ. The HOME Program has always operated as a
block grant with funds being disbursed through intermediaries at
the local level.

Would the program be better served if HOME funds were admin-
istered directly by HUD instead of by participating jurisdictions?

Ms. MARQUEZ. I couldn’t imagine such a thing. Everybody has a
separate market, separate conditions. In most communities, there
are submarkets. You can never make that decision for a local gov-
ernment or for other players. You just can’t.

Mr. NEUGEBAUER. I thank the gentlewoman.

Ms. VELAZQUEZ. Thank you.

Mr. NEUGEBAUER. The gentleman from Texas, Mr. Canseco.

Mr. CANSECO. Thank you very much, Mr. Chairman.

Ms. VELAZQUEZ. Mr. Chairman, would you yield for a second?

I just would like to ask unanimous consent to enter into the
record some letters of support from different organizations.

Mr. NEUGEBAUER. Without objection, it is so ordered.

Mr. CANSECO. Thank you, Mr. Chairman. Ms. Marquez, the Ad-
ministration proposed an increase in HUD’s budget for Fiscal Year
2012 of $747 million more than HUD’s 2010 budget. Did you know
that? Is that correct?

Ms. MARQUEZ. Yes.

Mr. CANSECO. Was this money requested in order to better police
the HOME Program?

Ms. MARQUEZ. No. I fully believe that the HOME Program is one
of the best programs in the Federal Government, and we can al-
ways do better, but it is a fine program, and most of what we need
to do is being done through systems changes. This is a time of
great need in the country. This is not the time to be to creating
more bureaucracy. It is the time to use what we have better.

Mr. CANSECO. So the increase in budget for 2012 was not to help
the HOME Program?

Ms. MARQUEZ. It is not that some of it isn’t to help the HOME
Program, but it is capital dollars to go to jurisdictions, not to stay
at HUD.

Mr. CANSECO. Do you think from a taxpayer perspective, it would
be appropriate for HUD to get the HOME Program under control
before its budget is ever increased, from a taxpayer program?

Ms. MARQUEZ. With great respect, the HOME Program is a great
program now.

Mr. CaNstEco. Did the HOME Program receive any money from
President Obama’s 2009 stimulus bill?

Ms. MARQUEZ. I don’t believe HOME dollars, specifically no.
There was something else called TCAP through the stimulus that
came in specially to help with tax credit projects because the pri-
vate tax credit market lost great value, value tax credits, and many
deals were endangered and so what is called TCAP came in and
went directly to State housing finance agencies through HUD to
save many deals, but it is not HOME funding at all.

Mr. CaNsEco. How is that TCAP fund used?

Ms. MARQUEZ. The TCAP money went to State finance agencies
with HUD, they competed, and what ended up happening in a very
good way is that they went forward and actually saved deals that
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were on the brink of failing because the tax credit market fell
through in value as with the rest of the real estate market.

Mr;) CANSECO. And did any of that money go to the HOME Pro-
gram?

Ms. MARQUEZ. They are not HOME dollars, no.

Mr. CaNSECO. They are not HOME dollars. So HOME didn’t get
anything from the Obama 2009 stimulus nor from TCAP?

Ms. MARQUEZ. Yes, they are not HOME dollars.

Mr. CANSECO. Now, I understand that HUD contacted a number
of participating jurisdictions that had been investigated by the
Washington Post to inquire about the status of the HOME project.
Does HUD usually contact this many jurisdictions in such a short
period of time?

Ms. MARQUEZ. Absolutely. One of the things that the Post failed
completely to mention is that the HOME employees throughout the
country in local jurisdictions, it is their job to have relationships
with these jurisdictions. They talk to them all of the time. So, yes,
absolutely we are speaking to them daily.

Mg CANSECO. So you contact them on a normal course of busi-
ness?

Ms. MARQUEZ. Absolutely.

Mr. CANSECO. So is it fair to say that the Washington Post arti-
cle was or was not a catalyst for HUD to actually go out and con-
tact these jurisdictions and HUD would not have contacted them
otherwise or would have normally contacted them?

Ms. MARQUEZ. This is what I would say. For Washington, D.C.,
which had a number of projects, we had already referred Wash-
ington, D.C., to the IG 2 years earlier for an audit. With Prince
George’s County, because we had monitored them twice and we
were very concerned and as you probably know, their executive has
been arrested for fraud, we would be—we were concerned as well
for criminal fraud. And so would I call the—would I call a jurisdic-
tion when I read anything that would alarm me, yes, and that is
absolutely what they must do. But this is something in the normal
course of business, it would be called a CPD representative calls
these jurisdictions, their assigned jurisdictions. Every CPD rep has
their list of jurisdictions that they do business with.

Mr. CANSECO. Now, when you contact these jurisdictions and
they give HUD an answer as to what the status is on certain prop-
erties, is there any follow-up or examination by HUD to make sure
that what the jurisdiction told you is actually correct?

Ms. MARQUEZ. There absolutely is. So for instance, when we re-
quested at the end of May, that in PG County, they repay $1 mil-
lion, before we did that, we went in to audit them. Everyone has
the right to due process and we went in to look at their books and
look at everything.

Mr. CANSECO. Thank you. My time is almost up, but let me ask
yoE (‘ihis follow-up question to what my colleague Mrs. Biggert
asked.

She asked in cases of fraud—and you answered that you have
other options to investigate fraud for enforcement purposes, but
you did not say what those options are. Do you mind telling us
what those options are or what happens to the money with regards
to that enforcement?
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Ms. MARQUEZ. We have several options. One is to refer it to the
State Attorney General or to the Department of Justice, and we
have done that on occasion. Another is if we are seeking repayment
and someone, for instance, who would not want to repay, we would
go to our enforcement center, and we have done that on occasion
and have always been paid. We would also go to the Office of Gen-
eral Counsel and seek debarment, which would essentially take
someone out of being able to do business with HUD completely if
they were found to be in violation. We do that as well. We would
also, and often do, do a joint referral so we could do many of these
things and immediately bring the Office of Inspector General in im-
mediately to look at those things, and you have heard them testify.
It is a good relationship.

Mr. CaNSECO. So the HOME Program does have an enforcement
center?

Ms. MARQUEZ. HUD has an enforcement center.

Mr. CANSECO. So you go to the HUD enforcement center?

Ms. MARQUEZ. Yes.

Mr. CANSECO. Thank you very much. My time is up.

Mr. NEUGEBAUER. I thank the gentleman. The ranking member
of the Oversight and Investigations Subcommittee, the gentleman
from Massachusetts, Mr. Capuano.

Mr. CApUANO. Thank you, Mr. Chairman. Mr. Heist, did you
read the Washington Post story?

Mr. HEIST. Yes, I did.

Mr. CAPUANO. And what was your general opinion of it?

Mr. HEIST. My observation was that they brought out some ex-
amples of misspending and certain projects that were consistent
with some work that we have done at the local level. We reported
in the past that HUD data systems have evidence—indicators of
stalled projects. Actually, CPD has apparently adopted our defini-
tion in trying to highlight those cases. I can’t speak to their overall
conclusions.

Mr. CapuaNoO. Did you find anything in the article that was
shocking or unknown to you?

Mr. HEIST. I wouldn’t say shocking, no. Certainly unknown. I
wasn’t familiar with many of the examples.

Mr. CAPUANO. The specific examples, but the general concepts
you were familiar with?

Mr. HE1sT. Correct.

Mr. CApUANO. You have been the IG at HUD for 10 years, if I
remember?

Mr. HEIST. Inspector General for Audit for 10 years.

Mr. CAPUANO. In that 10 years, this is not the only program that
you audited?

Mr. HE1sT. Correct.

Mr. CApuaNO. How does this program stack up against other pro-
grams?

Mr. HEIST. One thing I would say about the HOME Program is
that it does have some specific rules and very specific criteria for
types of activities that are allowed. So in comparison with other
programs, it is more straightforward to audit. You can point to spe-
cific rules, and I think that is part of why we get a relatively high



28

amount of support on our recommendations because there are
clear-cut rules.

Mr. CapuaNO. That is why I was able to get, at the request of
the chairman of the subcommittee, mountains of information in a
relatively short period of time.

Mr. HE1ST. With respect to our audits?

Mr. CAPUANO. Yes.

Mr. HEIST. Yes, we have done quite a number of them over the
years.

Mr. CAPUANO. In the 10 years you have been doing this, do you
think the program is getting better or worse or pretty much the
same?

Mr. HEIST. I can’t make an overall assessment because we have
not looked at the program in that light. Our primary focus is to
identify areas of risk and offer recommendations as to what the De-
partment can do to address those risks. And we have to audit
against the program structure the way it is, which is a program
that devolves much of the decision-making authority to the local
level, and that is what we are auditing against and that is the con-
straint that we operate under.

And in any kind of program where you rely on intermediaries to
carry out—

Mr. CAPUANO. But you don’t have a general opinion that over the
last 10 years, it has gotten worse?

Mr. HEIST. No.

Mr. CapuANO. Or what about getting better? Have they been
more responsive to your suggestions?

Mr. HEIST. They have been very responsive in the last couple of
years. We issued a report a couple of years ago that sort of talked
about some of the systems issues, concerns that we had, and I was
quite heartened to see that they have implemented a number of
our recommendations. The notice, for example, that was put out to
start canceling activities that had not received any activity for a
year after the funds were committed, they made specific reference
to our audit work in telling the participating jurisdictions this is
why we are doing this.

Mr. CAPUANO. In some situations, IGs and the agencies they
oversee don’t necessarily have a positive working relationship.
Would you say that is not the case here?

Mr. HEisT. With the HOME Program, I would characterize it as
generally positive.

Mr. CAPUANO. I know that there is one significant disagree-
ment—

Mr. HEIST. There are disagreements.

Mr. CAPUANO. —that you point out. That is fine. The FIFA one,
in particular. It is a pretty straightforward accounting difference of
opinion.

Mr. HEIST. Yes.

Mr. CapuaNoO. Even when you disagree. Because to me—here is
how I look at it. No program can be perfect. I don’t care what the
program is. I don’t care who is running it. No program can be per-
fect. That is why we need IGs to help keep it on the straight and
narrow.
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The question is, what do you do about things you find? What you
just told me is that they are relatively cooperative and that they
do have some disagreements. But your next question is, on the dis-
agreements that you have, specifically the FIFA one, have they at
least handled the disagreement in a professional manner?

Mr. HE1ST. Certainly, absolutely.

Mr. CAPUANO. So it is not that they are just ignoring you; they
are just saying, we respectfully disagree?

Mr. HEIST. That is absolutely true.

Mr. CapuANO. So what I am hearing is, it is a program—and I
think this hearing is fine. The article raised some serious ques-
tions. I read the article as well. It is reasonable and fair for us to
ask about these things. It is reasonable and fair to get your an-
swers, but from what I am hearing from you, other than the ordi-
nary course of events, and again, there are always some bumps and
some improvements, I don’t walk away from this at the end of my
time shocked. I actually feel pretty good that the program seems
to be working as intended; that you have been overseeing it reason-
ably well; and that when you find differences of opinion, they tend
to react in a positive manner, and that when you have disagree-
ments, they are professional about it. So to me, it sounds like the
system is working.

And my time is up. So, therefore, I say thank you.

Mr. NEUGEBAUER. I thank the gentleman, and now the gen-
tleman from Texas, the vice chairman of the full committee, Mr.
Hensarling.

Mr. HENSARLING. Thank you, Mr. Chairman. Ms. Marquez, I was
at another commitment, so I missed your earlier testimony. We
may be going over some old ground here. I thought I heard you say
that in your opinion, the HOME Program is one of the most impor-
tant programs or one of the most effective programs of the Federal
Government. Did I hear you say that?

Ms. MARQUEZ. Yes, you did, sir.

Mr. HENSARLING. Okay. HUD administers what, roughly 90 pro-
grams; is that a good ballpark figure?

Ms. MARQUEZ. I don’t administer them all, so I couldn’t say that,
but sure.

Mr. HENSARLING. Okay. I received information from I believe the
Government Accountability Office. By some measurements, there
are over 10,000 Federal programs. I believe HUD administers 90,
more or less. So it is an important claim to make that this is one
of the most important programs that the Federal Government has.
As I understand the program, what you measure is the amount of
money that goes out the door and measure whether it went out in
5 years. Now, is there something else that you are measuring here
because if there is, and I did read the testimony, I am missing it.
So my question is, if that is true, how do you know? How do you
make the claim that this is one of the most important programs
that the Federal Government has to offer if your only metric is how
much money went out the door and did it go out in 5 years?

Ms. MARQUEZ. The most important metric is one million families
served through this program and—

Mr. HENSARLING. And so what does that mean, served? Did they
receive money?
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Ms. MARQUEZ. What it means is that of the one million units I
am speaking about, those have actually been built, homes
rehabbed, homeowners in homes.

Mr. HENSARLING. Okay. How do you track that information?

Ms. MARQUEZ. That is tracked in all of the different reporting
systems that we have shown. It is also tracked through the IG. It
is tracked through any reporting measure that the government has.
It is in there. We have several.

Mg‘ HENSARLING. This is reporting by the grantees; is that cor-
rect?

Ms. MARQUEZ. Yes, this is a block grant. So what the Congress
decided under President Bush was that you would trust local gov-
ernment, local decision-makers to use their dollars responsibly,
that they knew what their needs were, that they knew best how
to work with private developers and for-profits.

Mr. HENSARLING. That is not the question, Ms. Marquez. I am
not trying to assess blame here. But what I am trying to under-
stand is what is the accountability system, your fault, my fault, no
one’s fault. I am trying to understand. Maybe it was Congress’ wis-
dom to do this, but frankly, we are in a slightly different era as
the Nation is going broke as we are borrowing 40 cents on the dol-
lar, much of it from the Chinese, sending the bill to our children
and grandchildren. Maybe the bar that was set 10 years ago needs
to be re-examined. So, again, maybe a program that made great
sense 10 years ago, maybe has to face a little higher hurdle rate.
Maybe there is a design flaw here, or maybe there isn’t. Again, as
I am looking at the tracking system, what I am seeing is that you
have to account for money out the door, getting it out in 5 years,
and then reports come back that I don’t—and please correct me if
I am wrong—that are not independently verified from these grant-
ees of the good that they have done, and if there was more inde-
pendent verification, I don’t think the Washington Post would have
written the article, and the Washington Post is not exactly known
as a bastion of conservative thought. It wasn’t Fox News. It was
the Washington Post.

Ms. MARQUEZ. I guess that is interesting in this position, isn't it,
because the HOME Program is one that empowers local govern-
ment, and so from that point of view, perhaps the Washington Post
would rather that we had a one-size-fits-all as the Federal Govern-
ment for this money. HUD does not agree. We agree that this is
locally controlled, locally driven. I would say to you that HUD mon-
itors every grantee. In the last 2 years, we have monitored 34.5
percent of the—

Mr. HENSARLING. Okay. What does it mean to monitor? How do
you monitor?

Ms. MARQUEZ. It means this—we actually go to the place, we go
to their office, we have a risk assessment. Every year, there is a
risk assessment. The IG has actually approved the risk assessment
tool. We take a look at a number of items having to do with risk,
their performance. You name it, and it is looked at. From that
point of view, we then prioritize what it is that should be mon-
itored. High-risk grantees come first.

Mr. HENSARLING. How many of these sites are you actually going
to?
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Ms. MARQUEZ. We are going to—when I say monitoring, I mean
our job is to monitor the grantee, the jurisdiction. So we actually
go to the jurisdiction. Now, it is also true that often within a moni-
toring visit, you might be there a week looking at all of their docu-
ments, a sampling of files, making sure that they have everything
they are supposed to have.

Mr. HENSARLING. Aren’t there 25,000 open projects?

Ms. MARQUEZ. There are approximately right now 20,000 open
activities, but as I have said, we are talking about billions of dol-
lars and 642 jurisdictions. So 20,000 activities is the business of
HOME captured in a system so that everyone can look at it. It is
actually quite transparent, which is why we were able to afford in
such a quick turnaround all of your requests for data because it is
actually in the system. It is also why the IG says that the system
is straightforward to audit because the information is in there and
it is accessible.

Mr. HENSARLING. I see my time has expired. Thank you, Mr.
Chairman.

Mr. NEUGEBAUER. I thank the gentleman, and now Mr. Hinojosa.

Mr. HiNoJosA. Thank you, Mr. Chairman. I would like to first
stress that the title of today’s hearing is, in fact, “Oversight of
HUD’s HOME Program” and not what some have contended is an
investigation into the Affordable Housing Program or the deficit or
debt of the United States. It is obvious to me that during the last
10 years that we have been at war in Iraq and Afghanistan and
focused most of our money to the wars and neglected many of the
domestic programs such as housing. I think that there is smoke
and mirrors that I am hearing and seeing here in this hearing.

The title is, “Oversight of HUD’s HOME Program” and unless
that title is changed, the members contending that it is something
else are sadly mistaken. HUD’s Assistant Inspector General just
told members of this committee that he supports the program but
has had a difference of opinion with the Office of General Counsel.
They have not called for the program to be eliminated.

In my congressional district, I have seen the investment and the
improvements that were made in spite of cutting down the funding
for this program. Just the City of Harlingen, in the last period from
2009 through 2011, has received $1,173,000. The City of McAllen
has received $2 million. The whole county, which is 750,000 in pop-
ulation, has received $8%2 million. That is not a lot when you think
of 750,000 people in that county.

For those of you unfamiliar with a colonia, because we have a
very large number of those in my area, it is an unincorporated area
outside of city limits in which American citizens reside. Those citi-
zens have no running water, no sewage treatment, very little elec-
tricity, no paved roads, nothing at all that most of us take for
granted. They are much worse than what we know to be ghettos.
The HOME Program is helping to turn around some of these
coloraias, areas that would be decimated if the program were elimi-
nated.

I hear the other members of the committee asking hard ques-
tions, but I think that there was—that in the investigation and the
program examined by HUD in July of 2010 was not found in viola-
tion of the overall HOME objectives.
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Ms. Marquez, I want to ask you a question. Are you familiar
with the colonias?

Ms. MARQUEZ. Yes, I am.

Mr. HINOJOSA. If that is the case, then you have been down
there, evidently. I want to ask you, can you talk about how the
HOME funds are being used to help the colonias and also add to
the answer to my question, how is HOME assisting in the disaster
recovery across the country?

Ms. MARQUEZ. Okay. As it relates to the colonias, in this year,
the Secretary honored my request that oversight of colonias come
to my office. I have been to pretty much all four States and have
traveled there. The HOME Program is of enormous help to colonias
because it is able to leverage other resources. You are right, it is
at a State level that colonias receive money. So the State of Texas
receives their HOME allocation, and then the colonias and local
governments apply to the State for HOME dollars. Because it is not
a lot of money, it is absolutely essential in colonias that they lever-
age other dollars, whether it is the CDBG set-aside for colonias, it
is money from Rural Development or anything else. So without le-
verage, colonias cannot go forward.

Mr. HiNoJOSA. If you would yield, there is a number here for the
whole State of Texas. Our State program received $126 million, of
which I said that a small amount came to Hidalgo County of 8%
million. So continue.

Ms. MARQUEZ. As I said, you absolutely in a colonia must lever-
age. There is no other way to move forward there. And so, the
HOME Program plays an overwhelming help there because vir-
tually everyone who lives in a colonia qualifies for HOME dollars.

Mr. HINOJOSA. My time has expired, but I wanted to conclude by
saying that the HOME Program is supported by many organiza-
tions that I know of and have met with, such as Habitat for Hu-
manity, the Housing Assistance Council, the National AIDS Coali-
tion, and the National Alliance to End Homelessness.

With that, I yield back.

Mr. NEUGEBAUER. I thank the gentleman, and now recognize the
gentleman from New Mexico, Mr. Pearce.

Mr. PEARCE. Thank you, Mr. Chairman. I thank both of you for
being here.

Secretary Marquez, I notice your document showing the inac-
curacies of the Washington Post, and frankly, coming from my side
of the aisle, I don’t need much encouragement to believe that the
newspapers might get it wrong occasionally. I would be interested
if you have a document that is similar about Mr. Heist’s presen-
tation. In other words, the fact that you don’t have an audit pro-
gram, he says you are unable to produce reports that would facili-
tate timely identification of fraud, waste, and abuse in the pro-
grams. Is that inaccurate, totally inaccurate?

Ms. MARQUEZ. I guess I would say that on most things, I tend
to agree with my colleagues at the OIG, but there are some times—

Mr. PEARCE. So this is inaccurate, that you do, in fact—

Ms. MARQUEZ. I believe that the systems we have for oversight
and reporting adequately cover it. However, I would agree with
them that this is a split. There are things in the IDIS system that
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need improvement, and that is why since 1999, CPD has been re-
questing funding, and in 2010, has now received funding.

Mr. PEARCE. You mentioned the in-depth study on the Kairos
project. It is mentioned somewhere in here, 2005 and 2008. So if
you did an in-depth study, why didn’t it reach some level to where
somebody finally blew the whistle? The whistle was blown. You ob-
viously blew the whistle now that the report came out in the news-
paper. But if the systems are so straightforward—I have heard
both of you say that you have straightforward systems. Why didn’t
the whistle get blown on that?

Ms. MARQUEZ. We have looked at all their files and I have of-
fered to make them all available in terms of our monitoring. They
had entered information. There was information in the system. It
was incorrect. I would note that it is not just on the CPD side that
this wasn’t caught. The IG didn’t catch it either. So you can’t catch
everything in a system that is about a million units.

Mr. PEARCE. How many people—you said you have helped a mil-
lion people and you have that breakdown here and I appreciate
that. How many people nationwide, would you guess from your ex-
perience, need help? If you have helped a million, is it 10 million,
20 million, 30 million?

Ms. MARQUEZ. There is a worst-case housing needs study that
was released in February by HUD that indicated how severe the
need for affordable housing is, and it certainly shows that there
has been an increase of 20 percent in worst-case housing needs for
renters between 2007 and 2009, which is why no dollar can be
wasted.

Mr. PEARCE. But my question is, how many people nationwide
would you recommend or would you guess fall in the category of
needing your help, your services?

Ms. MARQUEZ. What it says in the report is that in 2007, there
were 5.91 million households who fit within a worst-case housing
need, and that that has now gone up significantly.

Mr. PEARCE. Okay. So let’s say it doubled from 5.9 million; let’s
just say it went to 10 million households. That makes the math
much easier. Just to put it in perspective, in order to serve the 1
million people that you served, it has taken not only your $32 bil-
lion, but then according to your report, another $80 billion from
outside private sources. So that is basically $112 billion to take
care of 1 million people. So when we multiply $112 billion times
10, we are actually going to need about $1 trillion to handle those
10 million people. And so when I hear the discussions about how
effective a program is, I just need to put it into context for myself
that we need $1 trillion on this path of 112,000 average per person
that you help. And I do note that rental units, the average per per-
son is $31,000, according to your figures that you have distributed,
and then I assume that is then amplified by the $80 billion.

Mr. Heist’s report also talks about District of Columbia; there is
a significant problem here. He is talking about $6.5 million costs
charged to the program. Then he talks later about the mobile. He
says, the City failed to detect or prevent the housing board use of
$1.1 million. Are these all things that you said you have a really
nice tight system, these are things you have applied for and you
have gotten reimbursement for those; is that correct?
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Ms. MARQUEZ. In this case, in Washington, D.C., it was actually
HUD that requested the audit by the IG before there was a Wash-
ington Post story. So it was actually HUD that caught it and asked
the IG to review, having nothing to do with the Washington Post.

On the 1 million number, it is not people, it is units, and those
have affordability periods anywhere from 5—in California, it is up
to 55 years. So when you are talking about an investment, you are
not talking about people. You are talking about units over many,
many years. So who would benefit? Multiples of millions of people
would benefit from that number.

Mr. PEARCE. Okay. Mr. Chairman, I see I am over, if I could
make one closing comment. I notice in the IG report that it says,“
43 investigations have been run by the IG, several of which were
referred to us by HUD” which means several were not referred by
HUD. So as I am hearing a nice tight process and a straight-
forward audit, I still have a lot of questions. Thank you, Mr. Chair-
man, for your indulgence.

Mr. NEUGEBAUER. I thank the gentleman and now another great
Texan, the gentleman from the Houston area, Mr. Green.

Mr. GREEN. Thank you, Mr. Chairman, and I thank the ranking
member for allowing me to proceed as well. I also thank the wit-
nesses for appearing.

I would like to start with the notion that these really are people
who are being helped. While we do have units, I think the units
benefit people, and I have some intelligence that indicates that we
have preschool teachers who are helped, some of them making
$28,840, paramedics, firefighters, plumbers, bookkeepers, account-
ants, mail carriers, lab technicians, highway maintenance workers,
elementary school teachers, mental health counselors, automotive
technicians, electricians, and secondary school teachers. So we are
not just helping people who are down and out without jobs. These
HOME dollars benefit people who are working hard every day, try-
ing to make ends meet but are also finding it difficult to acquire
affordable housing in the areas where they live and they are mak-
ing 80 percent or less of AMI or in some cases 50 percent, below
50 percent of AMI.

The program has been a benefit to people in 642 States or local
participating jurisdictions. Am I to interpret from this that nearly
every State receives some of these dollars?

Ms. MARQUEZ. Every State.

Mr. GREEN. Every State. That would mean that every Member
has constituents who are benefiting from these dollars. It is not
something that is partisan. I don’t have just Democrats in the
State receiving dollars and we don’t have just the Republicans in
the State receiving the dollars. Every State with all of our constitu-
ents receiving some of these dollars. And it is very difficult to paint
a picture of what life would be like in the absence of a program,
but is it safe to say that if we didn’t have the programs that are
developed where the low-income tax credits that are leveraged with
dollars at a rate of about four to one that teachers, firefighters,
plumbers, some of these persons that I have called to your atten-
tion, many of them might not have the housing that they have cur-
rently surely, but also some of them might find themselves home-
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less? We can’t say to what extent, but some could. Is that a fair
statement, ma’am?

Ms. MARQUEZ. It is fair to say that HOME dollars work and le-
verage not only with private dollars but with other dollars, Section
8 project-based certificates, to create enormous numbers of units
for the chronically homeless and others facing homelessness. So it
is one of HOME’s purposes, leverages that, and as you said, it also
overwhelmingly, though, provides housing for working people.

Mr. GREEN. And do people move through these units? Do we
have some people who will actually find that the unit is of benefit
to them at their current salary level and then they move on to pur-
chase a home? Is this transitional housing for some people?

Ms. MARQUEZ. Yes, not in the sense that we would talk about
someone who is receiving a subsidy, but yes, because it stabilizes
a family. If you no longer have to make a decision between your
rent and buying a new winter coat for your child or food or medi-
cine for a senior citizen, it tends to stabilize your family and allows
you to move forward and it allows you to make more money and
move out.

What is important here is the affordability period, that HOME
requires 5 to 20 years just the home statute of affordability. So it
is not just there for one family; it is there for many families.

Mr. GREEN. Mr.—is it “Heist” or “Heist,” which do you prefer?

Mr. HE1sT. “Heist.”

Mr. GREEN. Mr. Heist, one quick question because my time is
about to expire. Would you tell us the last time that you audited
a perfect program, please?

Mr. HE1ST. It is hard. Perfection is hard for anybody to achieve.
We do have no-finding reports on occasion.

Mr. GREEN. I see. Have you—do you peruse the newspaper with
some degree of regularity, sir?

Mr. HEIST. I am sorry?

Mr. GREEN. Do you read the newspaper with some degree of reg-
ularity?

Mr. HEIST. Certainly.

Mr. GREEN. Do you find that police departments from time to
time will have fraud within them?

Mr. HeisT. Will have what?

Mr. GREEN. Let me just make a statement. Police departments
have fraud. We prosecute criminals. There would be fraud in pro-
grams, and criminals ought to be prosecuted. But we ought not let
criminals prevent us from serving people who are in need of the
program. Just as we don’t in police departments when we catch
fraud, find it, we shouldn’t end this program.

Thank you very much. I yield back.

Mr. NEUGEBAUER. I thank the gentleman, and now the gen-
tleman from Missouri, Mr. Luetkemeyer.

Mr. LUETKEMEYER. Thank you, Mr. Chairman. Mr. Heist, just
some quick questions with regard to oversight.

In your testimony, you say that some of the audits found that
there was no—in some instance, no monitoring occurred at all par-
ticularly in the subgrantee level. What have you found there and
have there been some changes in processes or procedures to rectify
the situation?
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Mr. HEIST. I would say one common area that we see is the re-
cipient being responsible for monitoring the subgrantees that it
passes funds through, particularly local nonprofit groups—

Mr. LUETKEMEYER. Okay. So what you are saying is that there
are not enough procedures in place, policies in place to track the
subgrantee stuff?

Mr. HEIST. Largely, the policies are in place. It is a question of
whether the jurisdiction is following them the way HUD expects
them to follow.

Mr. LUETKEMEYER. Okay. You make a comment also about the
nonprofits. I notice—I think it was in your testimony or some of
the other things you had here where we may have some problems
with nonprofits from the standpoint that they may not have the ex-
pertise that other developers have to be able to utilize those dol-
lars. Did you find that in your findings, that it was more of a prob-
lem with the nonprofits than it was the other folks?

Mr. HEIST. That is something that we find in a number of our
audits. The nonprofits lack the capacity to deal sometimes, not al-
ways, but in some cases.

Mr. LUETKEMEYER. What do you think would be a solution to
that problem? Do you think we need to have more oversight, more
rules, more regulations, more restrictions? How do we solve that
problem, because I'm not necessarily against the program here, but
obviously, we have—we are here today because there is a perceived
problem with oversight, with tracking of this, and we need to find
a way to come up with some solutions. What kind of solutions do
you see there that would work?

Mr. HEisT. Certainly training, helping capacity building. The
statute contains a provision that 15 percent of the funds be allo-
cated to community-based nonprofits. So there is a recognition
within the statute that they do play a role, and it is a question of
how do those groups, what training do they receive. I think it is
a very important function and role that HUD would play when pro-
viding technical assistance.

Mr. LUETKEMEYER. But we do have to have some sort of addi-
tional tracking or some sort of oversight here obviously if we have
a bigger problem there, wouldn’t you agree?

Mr. HEIST. The nature of the program is that it is the jurisdic-
tion’s responsibility to oversee those nonprofits.

Mr. LUETKEMEYER. What happens when a jurisdiction is found to
be noncompliant or do you see a lot of HUD action taken against
these folks? Do they restrict the number of projects that they allow
because there is lack of oversight or lack of cooperation? Do they
start to provide more oversight over these people then to continue
to find ways to watch what is going on a little closer?

Mr. HEIST. Overall, I would characterize the audit resolution for
this program as higher than others as far as agreeing and recov-
ering the funds.

Mr. LUETKEMEYER. That certainly gives me great pause for the
rest of the programs then if we have some problems here we are
looking at today and not providing oversight over those.

Mr. HEisT. We don’t always agree, I can tell you. We probably
disagree more on other programs than we do on this particular one.
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Mr. LUETKEMEYER. Obviously, some of the testimony here and
some of the responses from the HUD officials, they agree on some
of the findings that you had here. And so, what about the tracking
of what goes on here? I know there are a lot of questions with re-
gards to tracking of watching how these things occur, whether we
are getting the right information, whether we are in contact
enough to provide the oversight. What would your findings show?

Mr. HEIST. Our findings show that some of the systems issues
impede the ability to monitor, to track the flow of funds, the proper
matching of disbursements with the original obligation that set up
the project. Those are issues that we believe need to be addressed
on a continuum to improve the oversight.

Mr. LUETKEMEYER. When you see this going as a result of this
hearing, do you see continued improvement of oversight? Do you
have a list of suggestions? Do you have a report that you are going
to put out? Do you have a working group that is in place? Where
do you see and where do you think this is going to go as a result
of this?

Mr. HEeisT. This is something that we look at annually when we
audit HUD’s financial statements. And we have looked at it more
in depth over the last couple of years because of some issues that
we developed and I think the trend is towards the positive, largely.
Again, there are areas where we disagree, but it is something that
we will be looking at closely as we proceed with that effort.

Mr. LUETKEMEYER. Thank you very much. I see my time is up.
Thank you very much, Mr. Chairman.

Mr. NEUGEBAUER. I thank the gentleman. And now the gentle-
woman from California, Ms. Waters.

Ms. WATERS. Thank you very much. I would like to welcome our
witnesses here today, particularly Ms. Marquez. I am so pleased
you are at HUD. I am from Los Angeles, and you are from Los An-
geles where you ran our Housing Department’s HOME Program.
You have a great reputation. As a matter of fact, you are known
as being a tough enforcer of the rules and the laws, and I have a
great appreciation for that. So I am very pleased that you are here
and I think you are a wonderful addition to HUD.

Let me see if I can put this in its proper perspective. What is
the size of the HOME Program in terms of funding now? How
much money are we talking about?

Ms. MARQUEZ. In 2011, we are talking about $1.6 billion.

Ms. WATERS. And the audit was for what period of time?

Ms. MARQUEZ. Well—

Ms. WATERS. The information that has been shared with us
through the—

Ms. MARQUEZ. Through the Post article?

Ms. WATERS. Yes, the Post article. I am sorry.

Ms. MARQUEZ. That took a snapshot in time. It took a snapshot
in time, looking at open activities at a snapshot in time. Here we
are talking about a 20-year program that over time has had
760,000 open activities in 20 years.

Ms. WATERS. So what percentage of the dollars that have been
spent on the program, I guess in the snapshot, could be identified
as problematic?
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Ms. MARQUEZ. They incorrectly identified what turns out to be
about 2.5 percent, but it wasn’t accurate.

Ms. WATERS. What is the accurate—

Ms. MARQUEZ. I would say that as we took a look at it—actually,
the Washington Post declined to give us their actual data. We
asked for it and they declined. So we did what we could do to
mimic it. And as we went through, we found that instead of having
700 stalled projects, that well over half are either completed and
occupied or well on their way to being occupied and that a small
percentage are stalled and mainly due to the recession.

So it is just incorrect.

Ms. WATERS. I was a little bit late coming in today. I had a Judi-
ciary Committee hearing that is going on. So I don’t know if you
have been able to explain this to the other members who may have
had questions so that they can understand the small percentage of
problems that this program may have had. Have you been asked
these questions by either side of the aisle?

Ms. MARQUEZ. I think I have.

Ms. WATERS. I see. And have you attempted to correct the Wash-
ington Post on their misinformation?

Ms. MARQUEZ. I think that we have overall. When you have pro-
duced 1 million units with large affordability periods all over the
country when the IG sitting next to me who we speak to all the
time testifies that we have a very solid working relationship and
that we regularly refer matters because we also don’t tolerate
fraud, waste, and abuse, I think we have debunked what the Wash-
ington Post had to say.

Ms. WATERS. Mr. Heist, if I may, what other programs do you
have the responsibility for other than the HOME Program?

Mr. HEIST. There are many. We have responsibility over all HUD
programs. Single family mortgages, Section 8 rental assistance,
and the Community Development Block Grant Program are some
of the more significant. We also have a significant workload in Re-
covery Act funds that were provided to the Department of Housing
and Urban Development.

Ms. WATERS. It is a big operation over there, and I am sure that
we will find that there are problems from time to time in various
operations of HUD. How does this HOME Program compare with
other programs you have reviewed?

Mr. HEIST. As far as the Administration, probably better than
most, I think in large part because the criteria are a little bit more
structured and straightforward. You have specific activities and cri-
teria that these jurisdictions can spend funds on, which makes it
more straightforward to us to audit and kind of easier, with fewer
grey areas, I think where we have a lot of our disagreements is
where we differ on our interpretations of what the statutes says
they are allowed to do or not allowed to do. And we just don’t have
as much of that. Then, there is a program where we have a reason-
ably good working relationship at the staff level both in head-
quarters and the field.

Ms. WATERS. Again, as I said, I was a little bit late coming in.
Have you had an opportunity to say what you just said to me to
the other members of this committee and your testimony on ques-
tioning here today, letting them know that this is not—there are
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no big issues here with this program and that you work well to-
gether and that it is structured well? Have you had an opportunity
say that today?

Mr. HEIST. Yes, I have.

Ms. WATERS. Mr. Chairman, I always appreciate efforts that are
put forth in this committee to find out information, but I certainly
wish that we could spend this time on some really troubled areas.
About the same time the story about the HOME Program broke in
the Washington Post, reports were surfacing about a HUD Inspec-
tor General audit of the 5 largest mortgage services. This audit re-
portedly concluded that the servicers had been defrauding the gov-
ernment by filing for FHA insurance payments to cover losses on
foreclosed homes, using defective and faulty documents. I would
hope that we can get to some really serious issues like this and not
kind of use up our time on something like this where the Post arti-
cle is just incorrect and perhaps we should dig a little deeper before
we take everybody’s time to—

Mr. NEUGEBAUER. I thank the gentlewoman. I do want to point
out that the Inspector General does not have good things to say
about your follow-up in your accounting. When you look at that re-
port, that is not a glowing report and you can certainly have a pro-
fessional relationship. But, Ms. Marquez, I think it is disingenuous
to tell us that you don’t have any problems when in fact the Inspec-
tor General has pointed out problems and in fact we have seen
through the Washington Post article that there were problems. So
I think—and I don’t know that you actually know how many
projects are open or closed or in compliance because if you have in-
adequate internal controls, that would lead people to believe that
you don’t actually have accurate information. And so—

Ms. WATERS. Will the gentleman yield?

Mr. NEUGEBAUER. Let me be clear that—

Ms. WATERS. Will the gentleman yield? I don’t know whose time
we are on. My time was up a long time ago.

Mr. NEUGEBAUER. I was going to recognize the gentleman from
New York, Mr. Grimm.

Mr. GRIMM. And I yield back to you for whatever amount of time
you need.

Mr. NEUGEBAUER. That is all right. I just made a little sideline
comment there. You are recognized for 5 minutes.

Mr. GRiMM. Thank you. First of all—

Ms. WATERS. Will the gentleman yield? I am sorry.

Mr. GRIMM. Yes, ma’am. I will yield.

Ms. WATERS. Thank you very much, and I won’t take much time.
After my comments, the chairman took more time to raise some se-
rious questions of Ms. Marquez and I am wondering if the Chair
will allow her to respond prior to your taking your time.

Mr. NEUGEBAUER. It is the gentleman’s time.

Ms. WATERS. Before his time, you took time to raise questions
that were not responded to.

Mr. GrRiMM. I will—Ms. Marquez, if you would like, please take
30 seconds to respond.

Ms. MARQUEZ. I would respectfully disagree. I think that our re-
porting systems can always be improved, but they are quite solid.
A system that shows that $30 billion over 20 years where 97.5 per-



40

cent showed good shape, where the IG is on the record here testi-
fying just like me that this is a good program that is straight-
forward and it is easy to monitor speaks to that.

I would finally say, thank you, Congresswoman. You know me
well. “Disingenuous” would never be the word I would use to de-
scribe me.

Mr. GrRIMM. If I could, Mr. Heist, I do believe that I heard your
testimony earlier today that although you are not obligated to get
rid of this program and I don’t think this is what this is about
today, but there were definitely some concerns that you had and
you outlined them in your report, is that not true?

Mr. He1sT. That is correct.

Mr. GRiMM. Okay. Ms. Marquez, you mentioned before that the
investigation by your agency was started prior to the actual Post
story being printed. Is that correct?

Ms. MARQUEZ. What I believe I said, sir, is that there are several
instances here and as it relates to both the Washington Post story
to Washington, D.C., and as it relates to Prince George’s County.
In the Washington, D.C., instance, we had actually requested the
IG to go and do an audit way before the Washington Post story.

Mr. GRIMM. And here is my question. Prior to being printed but
prior to the inquiries because the reporters were looking—

Ms. MARQUEZ. Completely unrelated. It is our business to mon-
itor. And so we were doing our business. And in the course of doing
business, we referred to the IG.

Mr. GRIMM. Thank you. One of the things I just want to empha-
size, and maybe it is because I am a fresh set of eyes, being new
here as a Member of Congress, I think there is a couple of things
that can get lost. One of the things that was striking to me today
was, Mr. Heist, you mentioned that you were not shocked, it wasn’t
shocking what you read in the Post. And as someone who has
served in the Federal Government for 16 years, I completely under-
stand why you wouldn’t be shocked because I believe—this is just
my opinion. I don’t speak for my colleagues. One of the problems
we have in the Federal Government and local governments
throughout this country is we have become immune to mismanage-
ment, to waste, to fraud, to abuse at—even though as a percentage
of the whole it may be small, it should always be shocking. And
the reason it should be shocking is because we have heard a lot of
testimony and some very good statements on the other side of the
aisle that I agree with, how important programs are for those that
need low-income housing and people are struggling and needing a
place to live.

I don’t disagree. But we also have to remember all those who are
struggling to pay their mortgages who are working two and three
jobs to pay for these programs. These programs are paid for by
other hardworking Americans and to think that some of their tax
dollars, any amount of their tax dollars will be wasted or will be
abused has to be shocking for all of us because if they stop paying
those taxes and they stop providing these safety nets, then the in-
digent, the poor, the needy, where do they get it from? They don’t
get it from us here in Congress. We appropriate, we allocate, we
write laws, but we are not paying that money. It is every hard-
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working American, every hardworking citizen who is paying their
taxes.

So I want to emphasize again that I think it is just systemic, and
I am guilty as anyone else to not realize that we should always be
shocked by any amount of waste and fraud or abuse or anything
and we have to remember that when it is not our money, it is easy
to say, it is a small percentage, it is not so bad.

So I just want to keep that in context and remind everyone that
there are a lot of hardworking people struggling out there and
those are the people who really provide these safety nets and I
think we always need to be respectful of that.

Mrs. BIGGERT. [presiding]. The time of the gentleman has ex-
pired. The gentleman from Missouri, Mr. Cleaver, is recognized for
5 minutes.

Mr. CLEAVER. Thank you, Madam Chairwoman. I agree with the
gentleman’s comments. The Congress is funding airplanes that the
Air Force doesn’t want and we are also giving tax cuts to corpora-
tions whose quarterly profits are above %14 billion. So I agree, we
all ought to be upset when dollars are wasted. Thank you for being
here, Madam Secretary. And I can speak experientially, I think, in
support of what Ms. Waters just said. I have sat in the room when
you have spoken very straight to my city with housing problems,
created since I left the mayor’s office, I may add. But one of the
things I think that is important here that we can’t overlook, these
are block grants and it is one of the things that I think Repub-
licans and Democrats both agree on, that block grants are good. If
you talk to any man, Republican or Democrat or Governor, we like
that and the main reason is it is self-determination, the commu-
nities make the decision on how block grants are spent. And I want
to ask the question, what happens when HUD comes across fraud
and waste? What is the process?

Ms. MARQUEZ. At HUD, our Secretary and myself—and, yes, I
have traveled with you and you have seen some hard talk about
real solutions—have a zero tolerance for fraud, waste, and abuse.
So one of the reasons why in the last 2 years, the number of refer-
rals to the IG have gone up, is in reflection of that. We don’t want
that to happen. And like Mr. Grimm, I am shocked. That is just
not okay. We have huge needs in this country and we can’t waste
dollars. So we refer to the IG, we go to our enforcement center, we
will send it to the Department of Justice if that is what is required,
we can go to the State attorney general’s office and we can move
to debar someone, remove them from being able to do business if
we are talking about fraud. Overwhelmingly, though, we are not
talking about fraud. We are talking about more in the realm of
what I think Mr. Pearce was talking about in terms of capacity
with nonprofits and others. And there our responsibility—if you
want to ensure that money is well spent, it is not just about enforc-
ing on the backside—and I respect that that is the job of the IG
and it is part of my job. I see us as two wings of the same hawk
in that response. But it is also my job to help them get it right.
And that is about capacity building. HUD has completely revamped
its capacity building business in the last 2 years. At CPD it is
called the one CPD. We are now focused on place-based, market-
based solutions. We need it to join our grantees where they are
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working in the real world with leverage to understand how to bet-
ter do business. We are also entering into brand new training pro-
grams with CHDOs and nonprofits because we recognize weak-
nesses over the years and there is, as the IG said, a 15 percent set-
aside for CHDOs. We have to help them use it well. And so it is
not just about enforcement and oversight, incredibly important and
we take it seriously, no tolerance, but it also about helping people
get it right in the first place, making sure that the first invested
dollar is well spent and well leveraged so that you don’t take it
back because when you take back a dollar, it is not invested as
well. So you want to get your biggest bang for the buck the first
time.

I come from that place, right? It is my job to make sure they do
it well, not to make the decision for them, but to be supportive as
well as taking my role of oversight seriously, and I can tell you in
Los Angeles it was me who put the poor commissioner in default.
And it appeared on the front pages of the L.A. Times and I said
to my staff and I believe I had this discussion with Congresswoman
Waters, this is a test of the emergency broadcast system. Are peo-
ple going to let me get it done? I prosecuted him because in my
city, I had those documents in my contracts, right, the way we
want to help them do it now, that allowed me to take them to
court. I got back every penny, including interest. I did not forgive
one cent and it came right back to the program out of his money,
not city money, his personal funds, and we invested it back in af-
fordable housing. So that is how I look at this.

Mr. CLEAVER. I think that is—the New York Times used—and I
quote—the term “bungled deal.” And I think people misunderstand
that and there is a difference between bungled deal and improper
expenditure. And I think my time has run out. But at some point
I wish that the committee understood the difference between bun-
gled deals and improper expenditure.

Mrs. BIGGERT. The gentleman’s time has expired. The gentlelady
from New York, Dr. Hayworth, is recognized for 5 minutes.

Dr. HAYWORTH. Thank you, Madam Chairwoman. And I thank
you, Ms. Marquez, for your comments regarding market-based solu-
tions. I think that makes sense. Whether a bungled deal is through
the best of intentions or whether or not something has actually—
whether precious taxpayer dollars have been wasted, we do have
to make the case that the more dollars that are left in a market-
based solution, the better off we are, which argues indeed for us
to look very carefully at how best to mobilize the power of our mar-
ketplace to assure that opportunity for jobs which actually enable
people to pay for their housing of course in the marketplace in that
the incentivized and motivated and energetic marketplace takes
place and it is—I was just doing a quick calculation and it is going
to be striking for all of us. But $30 billion in funds over I think
20 years, Ms. Marquez?

Ms. MARQUEZ. Yes.

Dr. HAYWORTH. 2.5 percent managed not optimally for whatever
reason unfortunately is gone. But that is actually $750 million of
taxpayer funding. And at $100,000 apiece, that would be 7.5 mil-
lion jobs. So it just points out to all of us who care about these
issues that we do need to think about how we take from our tax-
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payers and allocate funds. And that is what—we all want the same
things for the people who need it most. And my goal as a member
of this conference is to make sure that we are providing the oppor-
tunities that people need. So 7%2 million jobs is an awful lot of jobs.

I appreciate everything we can do to work together to bring the
marketplace ever more to bear on this problem so that we don’t
have to have an enormous taxpayer expenditure that probably we
could eventually work our way out of.

And I thank you. I yield back my time.

Mrs. BIGGERT. The gentlelady yields back. The gentleman from
Delaware, Mr. Carney, is recognized for 5 minutes.

Mr. CARNEY. Thank you, Madam Chairwoman. And thank you to
the two of you for coming to our hearing today to shed some great-
er light on the subject. When you get down to this end of the po-
dium here, a lot has been said, and a lot of questions have been
asked. But it is difficult for me as a new Member to separate fact
from fiction. Although I think we have had an opportunity to do
that, put the program in some perspective, it has been a very suc-
cessful program in my home State of Delaware, certainly an essen-
tial component of our overall affordable housing plan. And I have
heard a lot of talk on both sides of the aisle about how important
it is to help folks. You talked about the need that you are meeting
and you talked a little bit about the unmet need and there is a tre-
mendous unmet need out there.

Could you characterize this program in terms of meeting that
need? The thing that worries me the most about incidents of fraud
and abuse is that it gives fuel to the fire of those who want to
eliminate these programs and we have heard that from the other
side, at least one member who said we ought to eliminate this pro-
gram. So that upsets me as well as the misuse of taxpayer dollars.

Could you talk to me, though, about how important this program
is in terms of meeting that unmet need and the math of that since
we are only meeting about 10 percent I think is the math I heard?

Ms. MARQUEZ. I would think that the best way to understand the
HOME Program within the current marketplace and the way that
we do work is that the HOME Program is an anchor of the Nation’s
affordable housing finance system. Without the capital that is pro-
vided through HOME, you would have really very little with which
to leverage tax credits. So all of these private dollars would have
no avenue into investment—

Mr. CARNEY. These projects combine tax credits with HOME
money, with private money. There have been numbers thrown
around. What is the amount of private money that is leveraged by
HOME money?

Ms. MARQUEZ. It is a combination—I can tell you this—of the
dollars that have been spent in the HOME Program over the 20
years, they have leveraged nearly $4 to $1 of about $80 billion
spent.

Mr. CARNEY. That is a pretty good investment by—

Ms. MARQUEZ. By any measure, it is great leverage. Of that, in
any rental deal, in any new rental affordable housing that is being
built, tax credits generally play somewhere in the area providing
40 to 50 percent of the capital but the HOME dollars are the gap.
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Mr. CARNEY. Right, the gap funding. So this is an essential part.
I understand—

Ms. MARQUEZ. No gap, no project.

Mr. CARNEY. No gap, no project, no units, unmet needs get great-
er and all the rest of it. So it kind of takes us down to the standard
that we have, takes me down to the standard that we have—what
I am going to call the error rate, the fraud and abuse rate, which
could be bungled deals, as Mr. Cleaver mentioned, or kind of inap-
propriate expenditures and there is a big difference there. We have
bungled deals in the private sector. Most of these are privately run
projects, right?

Ms. MARQUEZ. They are a combination. But at this point, it is a
more even mix between nonprofits and for-profits.

Mr. CARNEY. But that partnership, the local partnership with the
private industry, with the Fed is an important component of this
program?

Ms. MARQUEZ. Absolutely.

Mr. CARNEY. As our ranking member said, it does create tensions
and potential problems with the subgrantees and the grantees. And
I would ask Mr. Heist if he could indicate where those biggest risks
are. You talked about risk assessment with the subgrantees, with
the private contractors. Where do you see the biggest problems, the
biggest waste or misuse of funds?

Mr. HE1ST. I would say in the area of the capacity of subgrantees
that have to actually oversee the projects. So the oversight over the
time—

1\}/{1‘;) CARNEY. So subgrantees are not local housing authorities,
right?

Mr. HEIST. They are not housing authorities. They are city gov-
ernments typically.

Mr. CARNEY. City governments. I think it is the State housing
authority in my State.

Ms. MARQUEZ. And Delaware—

Mr. CARNEY. We are very small. So it is the subgrantees, right?
So they are private businesses for nonprofit organizations, correct?

Mr. HE1ST. Nonprofits.

Mr. CARNEY. So that gets to something that I heard for the first
time in the last answer, the 15 percent set-aside to what are these
nonprofits. Is that a problem? Is that an issue that we should look
at? I understand the importance of those entities, but if they don’t
have the capacity, we have to be really careful about wasting
money there frankly.

Ms. MARQUEZ. We agree. It is not wasting money. What has hap-
pened, I believe, over the last—I don’t know—15 years, regardless
of party, is that as we decided that all decision making should be
made at the local level. We also misunderstood that local decision
making and authority is not the same thing as local expertise. And
we have to help; part of what the Federal Government can do is
oversight and help.

Mr. CARNEY. My time is up. So your capacity building initiative
is really, really important?

Ms. MARQUEZ. Absolutely.

Mr. CARNEY. I want to thank you for the work that you do for
a need that is tremendous out there.
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Mrs. BIGGERT. The gentleman’s time has expired.

The gentleman from Ohio, Mr. Stivers, is recognized for 5 min-
utes.

Mr. STIVERS. Thank you, Madam Chairwoman. I appreciate the
witnesses coming here today to talk about the HOME Program.
And it seems that there is some overlap in our Federal housing
programs. Ms. Marquez, can you address the ways that the HOME
and CDBG funds address housing needs that are not addressed by
any other Federal programs?

Ms. MARQUEZ. The HOME funds are very specific in their ability
to be used. They can do rental, new construction or rehab, you can
do homeownership assistance, helping people buy a new home, you
can do rehab for owners in homes so they already own their home
and then you help them rehab to stay there. You can also provide
rental assistance to renters, and over the 20 years, about 250,000
renters have been helped. CDBG has many, many more uses, but
also restrictions as it relates to housing so that you cannot acquire
land with CDBG for housing. You can’t do acquisition, which 1is, of
course, the important thing that you need to do to do affordable
housing, is you have to be able to acquire land. So the HOME Pro-
gram does that. The other difference is having to do with afford-
ability and restrictions. The HOME Program has very clear afford-
ability housing restrictions and a different set of eligibility. It is
stringent in the way that the IG responded, that is very straight-
forward.

CDBG is used for a wide variety of things. Interestingly, a State
CDBG program—for instance, overwhelmingly State governments
use their CDBG for infrastructure.

Mr. STIvERS. Right. And I am familiar with the CDBG program.
But I guess I will get back to my more basic point which I don’t
think you have answered. Have you inventoried the programs for
housing to look at overlap between all of the housing programs that
you administer to ensure that we don’t have multiple programs
doing the same thing? Frankly, it would be easier to administer
fewer programs that—if you have two programs doing the same
thing, why don’t you combine them into one? Have you done any
kind of inventory like that of your programs?

Ms. MARQUEZ. Actually, we have looked a little bit. In the 2012
budget, there is an example of it, for instance. And that is where
we have asked that the SHOP program that has some overlap with
the HOME Program actually should be collapsed into HOME be-
cause you can use HOME funds for it. So in a time when tough
decisilons have to be made, that is one we made and one we cor-
rected.

Mr. STivErRS. Thank you for that. And I will ask Mr.—is it
“Heist?” Is that how you say your name? I don’t want to say it
wrong. With regard to the HOME Program, are there internal con-
trols lacking in the HOME Program? And if so, are there—what
are the consequences and is there a plan inside to modify those in-
ternal controls because frankly, especially if we are going to col-
lapse other programs into HOME, as I was just told, that is really
important that we have the proper internal controls.

Mr. HEIST. There are internal control issues with respect to the
manner in which funds are tracked as far as the obligations and
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then following through with the commitments and disbursements
and the ability to more timely identify projects which are lagging.
We issued a report about 2 years ago that looked at this in some
depth. And CPD has been taking a number of steps to improve the
way they use the system. There are still limitations that need to
be addressed that are going to require—as was stated earlier—
availability of funding. One, for example, the controls over making
sure that the grantee—if they have program income they are sup-
posed to use that first before they draw down funds from Treasury.
HUD did not have a good way of monitoring that and tracking
that. That is a recommendation we made about a year or so ago,
and it is dependent upon systems funding which they received in
fiscal year 2010 and are working towards those system improve-
ments. There are other areas where we think they can go further.

Mr. STIVERS. Great. I am going to ask one last question of Ms.
Marquez, and I hope you will take those internal control issues
very seriously. It sounds like you have, and I appreciate it, Mr.
Heist.

The final thing I wanted to ask about is after the Washington
Post article, you guys created a document called, “Setting the
Record Straight” in which you talked about that only 2.5 percent
of the funds are used inappropriately. And I am just curious if you
think there is an acceptable level of loss or leakage or failure with
a program like this? And clearly, we all understand it may not be
Zero.

Ms. MARQUEZ. I guess I would say that our goal, while it is unat-
tainable, is to be perfect. So we have a zero tolerance policy. I am
working towards eliminating any problem wherever I can and that
is my job to do, to strive for. I know I won’t reach it. But that is
my job to do.

Mr. STIVERS. Thank you. My time has expired.

Mrs. BIGGERT. The gentleman’s time has expired. The gentlelady
from New York, Mrs. Maloney, is recognized for 5 minutes.

Mrs. MALONEY. Thank you very much. And I thank both of the
panelists. I would like to ask Assistant Secretary Marquez, I un-
derstand that there was a Washington Post article and I read it
and everybody is talking about it, and the New York City HPD
looked at the 44 projects—and I am talking about New York City’s
HPD—that the article identified as stalled. And the New York City
HPD determined that actually only three projects were truly
stalled. And apparently, the Post had counted projects as stalled
where the developer had started digging the foundation and then
found something wrong when they went into the ground or they re-
ceived a stop work order from the buildings department. All of
these things are outside of the control of the developer.

So my question to you, Ms. Marquez, is do you believe the article
was accurate in the portrayal of projects that it deemed to be
stalled? And can you describe HUD’s oversight process for stalled
projects?

Ms. MARQUEZ. I do not believe that the Washington Post article
was accurate. In fact, I am certain that it was not. We have done
many, many things as it relates to stalled projects. We are also
concerned about it. The most important thing is you have to under-
stand where you are. In development, we are talking about the real
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world, we are talking about really hard to place issues here. It is
more difficult to do affordable housing development than it is to do
marketplace development.

In my written testimony, I provided a chart that went through
all the different steps of what developers go through. To do afford-
able housing development, you have some special things. You have
more environmental issues that have to be looked at, you have Sec-
tion 3 issues on employment that have to be looked at. There are
Davis-Bacon wages that have to be met. There is affirmative refur-
thering housing requirements that have to be met. In the end, it
takes about a year longer. We have gone a long way to ensure and,
as I have testified earlier, we are ready to release a rule within
about a month that strengthens our oversight, that makes both—
at different levels. One at a grantee level, what we would require
more of them on their underwriting. At a project level, different
levels of reporting so that we will know more. And also, at a sys-
tems level, so that we are making fixes all the way through.

The HUD rule has not been amended since 1996, and there has
been a cry in the industry for a very long time for it. When I ar-
rived, having come from Los Angeles, I understood what these
weaknesses were and I came in and within one month asked the
staff to please begin the review. Now, we are toward the end of it.
And within a month, it will be released internally.

Mrs. MALONEY. As you well know, rents in New York City are
extremely high and the HOME Program has rehabbed over 16,000
units in the City I am honored to represent since it started in 1990
under George Bush number one. Can you talk a bit about the bene-
fits from HOME, what it means to the families? What are the in-
come limits for families living in the HOME units? What are the
housing needs? What is the typical rent burden for HOME eligible
families and HOME assistance versus unassisted units? Give us a
sense of what it means to working people.

Ms. MARQUEZ. The statute limits eligibility at 80 percent of the
area median income. However, a review of the 20-year program
shows that well over half of the dollars are actually focused in on
folks at 50 percent or below a median income. So this is a program
that overwhelmingly targets working class people, not folks who
are on some other form of assistance. These are working people.
These folks have to make choices. In a city like New York, where
rents are so high and if you are not lucky enough to have been in
a rent-controlled unit for a very long time, you can find yourself liv-
ing way out of the center. Homes that are built by HOME, whether
they are rental or homeownership, allow folks to be close to the
center for transit. We know if folks can live closer to their jobs,
they pay less of their dollars on these other types of expenses, and
as a result, end up helping their families more, and this is what
is important about the HOME Program.

Mrs. MALONEY. And I understand from my local housing agency
that in New York City, $1 of HOME funding leverages $3.11 and
other private and public sources of funding. And in your opinion,
would there be such significant private investment to develop af-
fordable housing without the HOME funding that serves as a lever-
age?
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Ms. MARQUEZ. We would be in grave danger, I believe. It forms
the basis of our affordable housing finance system in this country.

Mrs. MALONEY. And very, very briefly. My time is up. How many
jobs do you think this country would lose, or maybe you could put
it in the record because my time is up, if this program is abolished?

Ms. MARQUEZ. There are many types of jobs that would be lost,
along the real estate industry, in construction, in banks. All over.
I would have—I don’t want to make a guess at this. It is a national
program. That would be inappropriate of me. But we would be
happy to enter something into the record later.

Mrs. MALONEY. Thank you. My time has expired. Thank you,
Madam Chairwoman.

Mrs. BIGGERT. Thank you. I think that we will try and do a quick
second round if people would be willing to be brief. And I recognize
myself for 5 minutes.

Ms. Marquez, we just put up on the screen over here, which is
the—if you can see it, it is the HUD’s homes for sale listing. I think
there are 18,000 homes that are listed. It is not something you
have to read. It looks like the Multiple Realtors Listing. Why can’t
CPD track the projects and process if you can do the HUD homes
for sale?

Ms. MARQUEZ. I am sorry. One more time?

Mrs. BIGGERT. Why can’t CPD track the projects in progress just
like you can track the multiple listings, the homes that HUD has
for sale?

Ms. MARQUEZ. This gets right back to what a block grant is. This
listing is an FHA listing. This is actually housing that is controlled
by HUD. In a block grant program, the statute invests authority
and decision-making at the local level. I again would say to you
that I feel that we do track them. We can do better.

Mrs. BIGGERT. I have this, which is your tracking and it is the
delayed activities and you have some—just home buyer, home
buyer, activities in the city. Sometimes it says unknown, the State,
and then the commitment date, the total amount committed and
amount disbursed and the percentage disbursed by the date and
then the last disbursement, which is fine. But it just seems like
there should be—can’t the locals provide you with this kind of
thing that makes it—there is more data, there are more bench-
marks. Wouldn’t that be easier than to be able to track all of the
properties that are involved?

Ms. MARQUEZ. The HOME Program is involved in active real es-
tate development as opposed to a listing of a home that was owned
by someone else and now is built and has to be sold as a single
family home. This is actually real estate development. Deals are
assessed, we decide—a jurisdiction decides that they don’t want to
go forward, they take them out. So we are talking apples and or-
anges here.

Mrs. BIGGERT. Every project that the HOME has and every
project that HUD—with FHA. Why can’t you show something like
that and have the real end of it? In fact, we have these pictures
where 5 years later, there is still a hole in the ground where a
project was said to have been in progress. And it just seems like
we would have a much better idea of what is going on and there
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wouldn’t be these projects that go on for years that haven’t reached
completion.

Ms. MARQUEZ. There are always projects as we spoke about.
There is no perfection.

Mrs. BIGGERT. There are always houses for sale, too.

Ms. MARQUEZ. Yes, but we own those. We are talking about local
government, local decision-making. We are not talking about the
Federal Government taking over the HOME Program and deciding
for a local government what to invest in.

Mrs. BIGGERT. How hard is it to take a picture and post it and—
other HUD programs do it and DOJ does it.

Ms. MARQUEZ. These are foreclosed homes.

Mrs. BIGGERT. I know what they are. I am just asking, why can’t
there be more data with your program?

Ms. MARQUEZ. I think there is lots of data with our program. If
there is something in particular, ma’am, that you would like me to
consider, I am happy to do that but there is lots of data.

Mrs. BIGGERT. For example, can’t you post online from a scale of
1 to 5 the progress on a program? In other words, as you are mov-
ing ahead and—

Ms. MARQUEZ. We do.

Mrs. BIGGERT. I don’t see it on here.

Ms. MARQUEZ. We actually have many reports that are online.
There are progress reports on the HOME Web site that are tracked
that provide reports every month. As a result of those reports that
come out every month, we actually deobligate dollars every month.
1 MI‘;S. BIGGERT. Is there a report something like this that the DOJ

oes?

Ms. MARQUEZ. Here we have on page 7 and 8 of my testimony,
I list 8 different reports that are published either monthly or quar-
terly that make clear the progress that deals are making. And as
I had said earlier, we also feel that we can do better. So that as
we go forward with the new rule, we are going to tighten at the
jurisdiction level, at the project level, and at the assistance level.

Mrs. BIGGERT. Are you reporting building progress or funds
spent?

Ms. MARQUEZ. Both, actually. In this report here, the snapshot,
it actually not only talks about the jurisdiction, but it also talks
about their different projects. We are tracking. But again, it is the
power in HOME is actually invested at the local level.

Mrs. BIGGERT. And I agree with that. But it just seems that your
data stops when it gets there and then we don’t have any idea how
the project develops. Local control is great, but it would seem that
they would account to you where they are in the scheme of things
and transparency that people can see that.

Ms. MARQUEZ. In essence, they do. When your staff has an oppor-
tunity to spend a little bit more time with this, they will look at
these sheets and they will tell you—

Mrs. BIGGERT. Those aren’t transparent, are they? We got those
from you.

Ms. MARQUEZ. They are online. They are on our Web site. Every-
one can look at them.

Mrs. BIGGERT. Okay. I think we need something more trans-
parent. I guess we will just disagree.
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The gentlelady from California?

Ms. WATERS. Thank you very much, Madam Chairwoman. In
terms of reporting, I am looking at page 7 and I see that you have
the HOME performance snapshot report, the dashboard report, the
open activities report, the vacant units report, the expiring funds
report, the PJ analysis report, the auto cancelation final draw re-
port. You have a lot of reports here. You are reporting on every-
thing. I don’t know if—do you have this information of all the re-
ports that are identified here on page 7? I just went through them.
It may be instructive to take a look at these reports.

Mrs. BIGGERT. Will the gentlelady yield? I am looking at the
snapshot report and it has program progress and the number of
funds committed but it doesn’t give any—it is just numbers. It
doesn’t—who does it apply to?

Ms. WATERS. Let me just take a look at what this snapshot re-
port does.

Ms. BIGGERT. I yield back.

Ms. WATERS. This quarterly report tracks the progress of individ-
uals, participating jurisdictions and ranks them against others for
eight performance factors. It is an important tool in helping to
evaluate the performance of participating jurisdictions by ranking
them and providing a context for accomplishments. It includes a
special red flags report indicating particularly poor performance in
any of the five areas related to HOME assistance rental or produc-
tion. And then they talk about Attachment 2.

So I think the report does what it is supposed to do. Maybe what
you are looking for is in another one of the reports.

Mrs. BIGGERT. If the gentlelady will yield, what I am looking for
is each project. This gives us a percentage of what is happening,
but it is not each project, like the picture of the building that they
are building or something that ties it to.

Ms. WATERS. So what you are looking for is a State-by-State re-
port—

Mrs. BIGGERT. State-by-State, project-by-project—

Ms. WATERS. A funded project and its progress? I am sure that
information is available. That would be quite a—

Ms. MARQUEZ. Actually in the open activities report, that is also
listed on page 7, it is on our Web site. And that actually gives you
a track of progress of individual HOME projects.

Mrs. BIGGERT. As identifying with address or—

Ms. MARQUEZ. Probably, because otherwise—that is how they
would have to enter in later all of the beneficiary data. So it is
there. I am sorry. I misspoke. On privacy for individuals, I am not
allowed. But it has a marker. You could call the jurisdiction and
know—you could ask us and know. I guess what is important is
that this is on our Web site for everyone to look at that tracks
progress by project.

Ms. WATERS. Reclaiming my time if I may. This is an open activi-
ties report that you are referring to now?

Ms. MARQUEZ. Yes, ma’am.

Ms. WATERS. Thank you. Let me just move to another little area
that I wanted to clear up. First of all, I am sorry that Mr. Grimm
is not here because I wanted to engage in a little bit about whether
or not he should be shocked when we read something in the Wash-
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ington Post. And Mr. Heist, I don’t want you to feel bad about not
being shocked. I am shocked by what the Washington Post does not
report on like the Kaplan schools that they own that are causing
so much pain in communities like mine where people are using
their Pell grants and other dollars that are provided by the Federal
Government to be educated only to find out that the institution is
not capable of doing that.

Having said that, Ms. Marquez, the Washington Post article that
motivated the committee to have this hearing noted that even
when HUD learns of a botched deal, Federal law does not give the
agency the authority to demand repayment. The agency can only
ask agencies to voluntarily return money.

Could you explain to me what they are talking about?

Ms. MARQUEZ. That is just another instance of being incorrect.
I have been asked, I think, a number of times. There are many
things that HUD can do and that HUD does do. We have a 100
percent record of having money returned. We have the option of
going to our enforcement center. We have the option of going to the
Attorney General. We have the option of going to the Justice De-
partment. We can debar people and we have done all of those
things. We have also terminated—we have stopped their grants
completely. We have just in the last—since 2003, there are 8 juris-
dictions that we terminated their involvement because of their per-
formance.

So, we have taken many actions. Many actions are available to
us.
Ms. WATERS. Let me just be clear. The representation in the
Washington Post that says Federal law does not give the agency
the authority to demand repayment, you have just described any
number of ways—

Ms. MARQUEZ. That is correct.

Ms. WATERS. —that you can deal with any problems that occur
in these agencies and you have the tools that you need to get
money back; is that correct?

Ms. MARQUEZ. I believe that we do.

Ms. WATERS. Thank you. I yield back.

Mrs. BIGGERT. The gentlelady yields back.

The gentleman from Texas, Mr. Canseco, is recognized for 5 min-
utes.

Mr. CANSECO. Thank you, Madam Chairwoman. Just very brief-
ly, Ms. Marquez. HUD—just to clarify here, your program has
block grants to municipalities or to cities and then they do their
work according to certain plans set out by HUD; is that correct?

Ms. MARQUEZ. They do their work according to plans that they
have drawn up and submitted and there are regulations and there
is—

Mr. CANSECO. Plans that your Department has approved?

Ms. MARQUEZ. Correct.

Mr. CANSECO. Do you follow the progress of those plans?

Ms. MARQUEZ. Yes, we do. In fact, there is an annual report
called the CAPR where they enforce. This is call the consolidated
plan where they report what they want to do as a community, their
HOME dollars, their CDBG dollars, their ESG dollars. A whole
bunch of things are reported through there.
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Mr. CANSECO. In other words—I don’t want to put words in your
mouth. So if you allocate $1 million for 100 families, homes or habi-
tats, you follow that progress; is that correct?

Ms. MARQUEZ. When HOME dollars fund a program, not a
project, right? So they receive the dollars and are—they decide how
to use them, but they also have the right under the law to change
their mind. So they often amend their plan and we follow as we
monitor; we take a look at everything they have said they are going
to do.

Mr. CanseEco. Understandably. If at the end of the day, it was
intended for 100 families and only 25 families get fitted into that
home or move in, do you monitor that?

Ms. MARQUEZ. Do you mean if they said they were going to find
100 homes for—private homes for a family, do we monitor? Essen-
tially, you would be asking in the CONPLAN did you do it and
they report every year on their activities and one of these reports
actually keeps you up to date on it.

Mr. CANSECO. So the report does not come in where they com-
pleted their project, where they said they were going to house 100
families and they in effect only housed 25 families, the report
would come in weak. And do you ask for that money back? Do you
get that money back? Or what happens to that money?

Ms. MARQUEZ. As I said, we fund a program, not projects. So a
project of 100 homes is a project, not a program. They have the
right to reprogram that dollar. For instance, if they were facing
just a massive recession like the one that we have just gone
through and it no longer makes sense to do homeownership be-
cause of things like the list of foreclosures, and instead they de-
cided because there are many more renters in the country, we need
to move the money now to renting, that would be appropriate and
okay for them to do.

Mr. CANSECO. So in other words, once those dollars go out the
door from your office, they can do with it what they want?

Ms. MARQUEZ. They cannot do with it what they want. They
have to meet the regulations and the uses of the HOME Program,
and as the IG has said, they are very straightforward uses, and we
monitor against them.

Mr. CaANSECO. If there are any funds that were not used, how do
you monitor the use of those funds, to ask for funds back?

Ms. MARQUEZ. There are two requirements. One is in the statute,
a 2-year requirement that they obligate those funds, and then by
regulation—actually, the statute was silent on this, we added it—
there is a 5-year requirement on expenditure. We have reports in
the IDIS system that actually track where they are cumulatively
gn their appropriation of their program on the 2-year and 5-year

asis.

Mr. CANSECO. And is it a written report or is it also a site inspec-
tion report? Or how do you monitor this other than by reading the
written report that you get from them?

Ms. MARQUEZ. The expenditure of funds is actually, if you
haven’t expended it, there is nothing to go look at. You haven’t ex-
pended it. So that comes through a formula accounting program in
the system, but we do monitor the grantees, and as I said, in the
last 2 years, we have monitored 34.5 percent of them. We actually
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go to the jurisdiction’s office. We have an assessment tool that we
do yearly that is actually something that is approved by the IG,
that they agree with. We go through that monitoring. They actually
use the risk assessment, too. We go through that. We take a look
at a sample of files, and it is very usual that in an in-place moni-
toring, they would actually do a site visit to a project.

Mr. CANSECO. Are there times when you don’t do site visit follow-
up?

Ms. MARQUEZ. I am sure there are. If we don’t feel that one is
necessary, I am sure they may not, but it is—what I understand
is it is more usual than not that as part of the monitoring of a ju-
risdiction, there would be a site visit to a project.

Mr. CANSECO. Thank you very much. I yield back.

Mrs. BIGGERT. Thank you. Mr. Stivers, do you have any ques-
tions?

Mr. STIVERS. Yes.

Mrs. BIGGERT. The gentleman is recognized for 5 minutes.

Mr. STivERS. Thank you, Madam Chairwoman, and I want to fol-
low up on some questions that the gentleman from Texas was ask-
ing. How do you choose who you go and inspect with the onsite vis-
its? Is it based on the snapshot report, so that they report and they
look good on the five factors, then you don’t go see them or is it
based on some other criteria? Is it random?

Ms. MARQUEZ. It is not random.

Mr. STIVERS. Okay.

Ms. MARQUEZ. The risk assessment tool takes into account the
grant size, the complexity of activities, what we think about the
CHDO capacity in the area, the adequacy of oversight, is this a
CHDO, a place that has a lot of failures or not, the staff capacity,
their ability to underwrite, and project process. So all of these
things and other factors go into a risk assessment.

Mr. STIVERS. Great, and what goes into the decision to do a phys-
ical on-site visit of a project or not?

Ms. MARQUEZ. There—what we are looking at there is when they
go on and do a sample of files, when they look at them, if there
is something in that that they don’t feel is right they will go look,
similar to what the IG does. When they go and poke around, if they
think something is wrong, they dig in a little deeper. So do we.

Mr. STIVERS. So you visited about a third of your grantees last
year, and there were two-thirds that you didn’t visit on a rotating
basis of every 3 years. Am I to assume that you will visit everyone
or you will continue to use this snapshot and visit the same people
year after year?

Ms. MARQUEZ. We make it a point to make sure that within 3
years, we are continually monitoring—that you get a monitoring
visit onsite, at least one every 3 years, but as I said much earlier,
maybe even this morning, what we did—what we do there is that
we have—most of our staff works and lives in the field, not in
Washington, D.C. Each CPD representative is responsible for a
number of grantees. They have a personal business relationship
with them. They are constantly talking to them. So it is not just
that you see them once every 3 years, when they go onsite to do
the formal monitoring. Someone else has said, and I think this is
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true, often it is HUD employees who catch the problem early, be-
fore it is a problem and help them address it and fix it.

Mr. STIVERS. Great, and just a minute ago, you talked about re-
programming money. Is there some report that comes back to you
when someone wants to reprogram money or is there some—obvi-
ously, you said as long as it meets the guidelines, they really don’t
have to request it, they can just do it, but is there some way you
know when someone reprograms money?

Ms. MARQUEZ. With this thing called the consolidated plan, with
all of the money in it that they do this report to us, if they are
going to substantially change an activity, so if they said we are
going to do homeownership and they decided that because of the
economy, that wasn’t a good idea, and they should now do rental,
they would actually have to file a plan amendment with HUD and
we would review it. You cannot just decide. You have committed.

Mr. STIVERS. Mr. Heist, do you know of any issues or problems
with the reprogramming of money?

Mr. HEIST. That is not something that we have looked at, no.

Mr. STivERs. Okay. Thank you. A minute ago, you were talking
about Davis-Bacon. So every project that is done under the HOME
mantra is a Davis-Bacon program and pays essentially a higher
amount than market wages that pays what is legislatively called
prevailing wage although it is not really the prevailing wage in the
marketplace?

Ms. MARQUEZ. It actually depends on how many units it is. So
if it is 11 units or more, Davis-Bacon applies.

Mr. STivERS. Thank you. And then lastly, earlier you said that
you had a zero tolerance for failed projects, but there are a little
over 4,200 projects that have taken their final draw but still are
open that are on your—what report do you call that—your final
draw report. So how many of those will be closed—they are at least
120 days beyond taking their final draw, but their program is not—
everything is not done, and I understand occasionally you will take
your final draw before you finish the project, but what is the oldest
project on that list as we sit here today?

Ms. MARQUEZ. Actually, I couldn’t answer that question. I would
be happy to—

Mr. STIVERS. I would love to know. Would you have a guess?
Woulg it be no older than 2 years? Would it be no older than 5
years?

Ms. MARQUEZ. I would be wrong to take a guess, but I can tell
you within the last 4 months, we have reduced that list of final
draw projects by 25 percent.

Mr. STIVERS. And your goal is to get it to what number?

Ms. MARQUEZ. That I couldn’t say. These are real things and real
final draw. As I said, this is actually real estate that is being built,
and we are facing the worst real estate crisis in my life, and so this
is something that is real about delays. And as I said earlier, in the
private market they were facing a 34 percent delay in the last 3
years, where the HOME Program faced a 4 percent delay. So by
all standards, that is not bad.

Mr. STIVERS. Thank you. My time is up.

Mrs. BIGGERT. The gentleman’s time has expired. Just one quick
question. Mr. Heist, have you asked the Comptroller General for a
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legal opinion on the accounting issue of the numbers of yours that
remain open?

Mr. HEIST. Yes, we have.

Mrs. BIGGERT. When do you expect to receive that opinion?

Mr. HEisT. We just sent it to them a couple of weeks ago. We
have met with them over the past couple of years informally, so
they understand the issue and we helped—they have actually pro-
vided assistance to us to help frame the issue better so they could
give us a good answer.

Mrs. BIGGERT. Could you briefly describe exactly what you are
asking for?

Mr. HEIST. It is an issue of the level at which HUD is required
to track the obligation, then commitment, then disbursement of
funds. We are essentially—and that is the heart of the disagree-
ment that we have with HUD—that we believe it should be tracked
at the fund year level, every year you get an allocation of HOME
funds. HUD uses a cumulative method where they compare all the
expenditures against the obligations since the inception of the pro-
gram. That is what we disagree with, the application of that meth-
od, and I would—in fact, we are meeting with GAO probably within
the next week or two, and then they will meet with HUD, they will
meet with HUD General Counsel, HUD CFO’s office, and I would—
I hate to say how long. I think it will be matter of months, I am
sure.

Mrs. BIGGERT. Why is this important?

Mr. HEIST. Because I think—it is why we believe that the system
is not in compliance with financial management standards, and it
has a potential impact on the statement of their outstanding obli-
gations on their financial statements, and depending on how you
interpret the statute, it could affect the amount of money that
comes back to Treasury as these projects are canceled, as the fund-
ing lapses.

Several years ago, the funding for this program was switched
from a no year indefinite appropriation period to a 3-year, and with
that comes the consequence of after 5 years of the funds being
available, they are automatically canceled by Treasury and swept
back. This would potentially impact the amounts that would be
subject to cancelation.

Mrs. BIGGERT. Thank you. And with that, let me just say I think
this has been a really important hearing and I thank the wit-
nesses. It is important because I think the role of this committee
is to provide oversight and protect taxpayers’ investments, and it
is also important to ensure that the taxpayer dollars are being used
for their intended purposes. And while we may disagree on some
of the conclusions and findings, I think that we can all agree that
this is an important program, that there is room for improvement
with the Administration and the accounting. So this hearing is part
of the process of identifying what should happen, and what
changes.

With that, the Chair notes that some members may have addi-
tional questions for this panel which they may wish to submit in
writing, and so, without objection, the hearing record will remain
open for 30 days for members to submit written questions to these
witnesses and to place their responses in the record.
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And again, I thank the witnesses, and it has been a really, I
think, good hearing and I thank you for the time that you have
spent with us, and with that, this hearing is adjourned.

[Whereupon, at 12:55 p.m., the hearing was adjourned.]
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Good morning Chairman Bachus, Ranking Member Frank, and distinguished Members of the
Committee. 1am James Heist, Assistant Inspector General for Audit at the U.S. Department of
Housing and Urban Development’s (HUD) Office of Inspector General (OIG). 1 thank you for
the opportunity to discuss oversight of HUD’s HOME program. Today, I will discuss this issue
from the perspective of an audit manager with 35 years of audit experience, including over ten
years as HUD OIG’s Assistant Inspector General for Audit.

Background

OIG’s mission is independent and objective reporting to the Secretary and the Congress for the
purpose of bringing about positive change in the integrity, efficiency, and effectiveness of HUD
programs. HOME is the largest federal block grant dispersed to state and local governments
designed to create affordable housing for low-income households. Each year it allocates
approximately $2 billion among the states and hundreds of localities nationwide based on
formula grants. The program was designed to reinforce several important held values and
principles of community development:

» HOME's flexibility enables people and communities to design and implement strategies
tailored to their own needs and priorities.

o HOME's emphasis on consolidated planning expands and strengthens partnerships among
all levels of government and the private sector in the development of affordable housing.

» HOME's technical assistance activities and set-aside for qualified community-based
nonprofit housing groups builds the capacity of these partners.

The HOME program is authorized under Title IT of the Cranston-Gonzalez National Affordable
Housing Act, as amended. Program regulations are found at 24 CFR Part 92. HOME provides
formula grants to states and localities that communities often use, in partnership with local
nonprofit groups, to fund a wide range of projects that build, buy, and rehabilitate affordable
housing for rent or homeownership, or to provide direct rental assistance to low-income people.
HOME funds are allocated by formula to Participating Jurisdictions (“PJ”). PJs are state and
local governments (including consortia) that receive funds to operate the program. After set-
asides for technical assistance and insular areas are subtracted from the total appropriation from
Congress, 40 percent of each annual appropriation is allocated by formula to states and 60
percent to local governments. The formula is based, in part, on factors including age of units,
substandard occupied units, number of families below the poverty rate, and population in
accordance with the most recent Census data.
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The HOME program statute states that the PJs lose rights to HOME funds that are not
committed! within 24 months or reserved to community housing development organizations
(CHDOs) within 24 months. HUD has no authority to permit PJs to keep these funds and HUD
must deobligate them after 24 months. The HOME program regulations also contain a
requirement to expend HOME funds within five-year years after the last day of the month in
which HUD notifies the PJ of HUD’s execution of the HOME Investment Partnerships
Agreement. In rare cases, the five-year expenditure regulatory requirement may be waived.

To determine compliance with the commitment and expenditure requirements, field office staff
must compare the PJ’s cumulative allocations from program inception through the deadline
requirement year, minus any deobligations, to its cumulative commitments to HOME activities
and cumulative HOME expenditures from program inception through its deadline. A PJ meets
the requirements if its cumulative commitments or expenditures through its deadline are equal to
or greater than its cumulative allocations minus any deobligations through the deadline year.

If it is determined that a deobligation is necessary, HUD, in conjunction with the respective

field office, will determine the source year(s) of any remaining available funds. In most cases,
funds will be deobligated from the most recent year’s (or next previous year’s) obligated grant.
This allows the deobligated funds to be reallocated in the next HOME formula, and prevents loss
of funds to Treasury. Ifit is a non-CHDO entity, then next year’s appropriations are reallocated
to all PJ's, even the one that had the funding reduction.

The OIG has expressed its disagreement with this “cumulative” approach for measuring
compliance, as well as the process of recapturing current or future funds due to non-compliance.
The cumulative technique enables PJs to offset older year commitment and expenditure
requirements with commitments and expenditures that actually pertained to more recent years’
activities. As a result, HUD effectively allowed the PJs more time to complete activities than the
five-year expenditure requirement. Furthermore, because PJs can commit more than their grant
award for a particular year, the cumulative approach also balances years that were over-
committed with years that were under-committed. In addition, by deobligating funds from the
most recent years’ allocation(s), the funding from the years in which the grantee was non-
compliant remains available for disbursement and augments the current or future allocation.
This approach breaks the link between source and use of funding.

In fiscal year 2002, HOME funds became subject to the National Defense Authorization Act of
19912 expenditure requirements which states that appropriation accounts available for definite

: Regulations at 24 CFR 92.2(1) define commitment as an executed legally binding agreement to use a specific amount of HOME funds to
produce affordable housing or provide t t-based rental assi an d written reserving a speeific amount of funds to an
organization, or having met the requirerments to commit funds to a specific local activity.

2 The National Defense Authorization Act of 1991(Public Law 101-510, November 5, 1990) established rules governing the availability of
appropriations for expendi This faw dates that on September 30th of the fifth fiscal year after the period of availability for obligation of a
fixed appropriation account ends, the account shall be closed and any remaining balance in the account shall be canceled.
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periods are only available for disbursing for a period of five years from the last date of
availability. Starting in 2002, HOME funding changed from an indefinite period to a fixed three-
year period of availability. Based upon this change, at the end of fiscal year 2009, and for each
subsequent fiscal year, any remaining funding from the fixed-term appropriation is cancelled and
remitted to Treasury. This expenditure requirement is not unique to the HOME program and is
based upon the actual liquidations from a single Treasury account, related to a single grant year.
For example, the fiscal year 2003 HOME appropriation was no longer available after September
30, 2010 and the 2004 appropriation will not be available after September 30, 2011. This is
different from the HOME Program's five-year expenditure deadline requirement which is
regulatory and calculated cumulatively, taking into consideration expenditures from all HOME
grants awarded to the participating jurisdiction.

HOME addresses a need for affordable housing in our country; a need that is increasing in the
wake of the economic downturn and rise in unemployment. However, OIG has expressed
concerns about the controls, monitoring and information systems related to the HOME program.
Over the past five years, the OIG has conducted 64 external audits of HUD’s HOME program.
At least twelve of these audits were requested by the Department to address concerns that they
had. Many others were selected based on grantee risk assessments that included informal input
from HUD staff.

The Committee asked in meetings that we provide an assessment of our work to highlight
reoccurring findings and to total costs associated with those. The most common finding
throughout our audit reports is the lack of adequate controls, including: subrecipient activities,
recapture provisions, over-reporting program accomplishments, and ineligible activities. There is
also a repetitive thread of not meeting the HOME objective to provide affordable housing or not
meeting local building code requirements for housing rehabilitation work. In our external audits
of HOME funds over the past five years, we cited a total of $179 million in questioned costs and
$58 million associated with recommendations that funds be put to better use. HUD agreed with
$221 million of those combined costs; disagreed with $14 million of those costs; recovered or
realized savings of $93 million of those costs; and resolved another $66 million by subsequently
obtaining documentation from the grantee to support eligibility of previously unsupported costs
or determining that cost savings were not realized.

Monitoring

For the past three years, there were approximately 650 PJs receiving HOME funds. Those
participating jurisdictions distributed the HOME funds to many thousands of sub-grantees. HUD
focuses its monitoring at the grantee level through its 42 local field offices which is a large
responsibility. Grantees in turn are responsible for monitoring their sub-grantees. Our audits
have found that, in some instances, no monitoring is occurring, particularly at the sub-grantee
level.
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Information System Issues

The Integrated Disbursement and Information System (IDIS) is used by more than 1,200 HUD
grantees, including urban counties and states, to plan projects and activities, draw down program
funds, and report on accomplishments. IDIS has more than 15,000 individual grantee users, as
well as several hundred HUD headquarters and field office users. HUD employs the real-time
mainframe-based computer application to accumulate and provide data to monitor compliance
with HOME requirements for committing and expending funds. HUD also uses the information
system to generate reports used within and outside HUD, including the public, participating
jurisdictions, and the Congress.

Grantees and sub-grantees are able to update, change, cancel, re-open and increase or decrease
project funding without any review by HUD. Grantees and sub-grantees also self-report the
number of families housed by their projects without a comprehensive review by HUD.

Through our annual audits of HUD’s Financial Statements, we have found that the Department
did not ensure that adequate application controls for IDIS were properly placed and operating
effectively. HUD OIG noted the following deficiencies: (1) incompatible functions such as
system administration and security administration were not adequately separated, and (2) there
was no formal user recertification process to ensure that all users were properly recertified.
These weaknesses existed because HUD designed IDIS with decentralized security without
adequate controls in place to ensure that the overall security of the system remained within the
control of HUD staff. By not separating incompatible system administration and security
responsibilities, and reviewing the continued appropriateness of access to the financial systems,
HUD increased its risk that sensitive financial data could be modified, disclosed, or misused or
that erroneous, or fraudulent transactions, could be placed.

We have also found that HUD’s design and implementation of IDIS is not in compliance with
federal financial management system requirements. The system arbitrarily liquidates obligations
on a “first-in-first-out” (FIFO) basis, irrespective of the budget fiscal year funding source. We
believe this process is not in compliance with federal financial management system
requirements. In addition, we have asked the Government Accountability Office for their
opinion on whether HUD is mismanaging grant funds and violating appropriation law as a
consequence of using FIFO. Additionally, with the enactment of the Defense Authorization Act
of 1991, liquidating the funds on this FIFO basis also intentionally decreases the amounts that
HUD would be required to return to the Treasury after fixed-year appropriations cancel, and we
believe is in contradiction with congressional intent.

In sum, we believe that HUD’s information systems used to administer the HOME program are
incapable of producing complete and reconcilable audit trails throughout the entire grant life
cycle and are unable to produce reports which would facilitate timely identification of fraud,
waste and abuse in the programs. Additionally, we have concerns about HUD’s methods for
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assessing compliance with commitment and expenditure deadline recapture requirements and
HUD’s methodology for addressing non-compliant grantees. )

Data Integrity

HUD OIG has found data integrity issues with the information within IDIS used to monitor
compliance with these regulations, such as:

e Entries in IDIS for non-community housing development organization activities in which
the participating jurisdiction was unable to produce written agreements.

» Agreements being executed after the 24-month deadline.
e Commitments in IDIS exceeding the contract amounts shown in the agreements.

o IDIS entries for community housing development organization activities in which written
agreements did not exist at the time of the entries but were executed before the 24-month
deadline.

We also found that the Department did not always ensure that participating jurisdictions
complied with HUD’s requirements in their use of program income and did not report program
income in HUD’s system accurately or in a timely fashion.

The OIG has concerns about the data integrity in the IDIS system and the impact that has on
HUD’s overall financial statements. We believe with a more robust, up to date information
system, HUD would be able to better monitor the HOME program.

Highlights from External Audits

We conducted an audit of the District of Columbia, Washington, DC, and determined that it did
not administer its HOME funds in accordance with Federal requirements. Specifically, we found
that the grantee; (1) obligated more than $2.5 million in HOME funds for an activity/project that
was significantly delayed and not completed, (2) did not properly manage funds that it drew for
down payment assistance and financing of home repairs, (3) committed and disbursed CHDO
operating funds for an ineligible CHDO, and (4) did not properly account for program
administrative funds. These deficiencies occurred because the grantee did not have and/or
implement sufficient procedures to ensure that it complied with program requirements. Asa
result, it charged more than $1.6 million in ineligible costs to its HOME program and could not
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support approximately $6.5 million in costs charged to the program. The grantee also
accumulated more than $1.5 million in funds that it could have used to improve its
administration of its HOME program and/or fund additional eligible HOME projects.

We conducted an audit of the Mobile Housing Board, Mobile, AL, and found that the Board used
HOME funds for ineligible or unsupported costs for its HOPE VIredevelopment. Specifically,
we found that the city did not perform annual monitoring of the Housing Board to ensure that its
HOME funds were used in accordance with all program requirements. This condition occurred
because the city did not maintain an adequate subrecipient agreement with the Housing Board
that provided current and sufficient detail as a sound basis on which to effectively monitor the
Housing Board's performance. In addition, the city did not establish procedures for monitoring
the Housing Board. As a result, the city failed to detect or prevent the Housing Board’s use of
more than $1.1 million for unsupported and ineligible costs for the HOPE VI redevelopment.
Cost allocation plans were not developed by the Housing Board to properly allocate or prorate its
HOME program costs for several phases of the project. The Housing Board arbitrarily charged
more than $1 million to certain phases. This condition occurred because the Housing Board
expended the funds to meet program expenditure deadlines without regard to HOME regulations.
As a result, the Housing Board disbursed $839,713 in unsupported costs on both phases. The
Housing Board used $339,657 of its HOME funds to pay for ineligible costs in all four phases of
its HOPE VI redevelopment project. This condition occurred because (1) the Housing Board’s
controls and procedures to separate its public housing agency operations from its administration
of CPD programs were ineffective in preventing and detecting ineligible costs and (2) the City
did not monitor the Housing Board. As a result, $339,657 in HOME funds was not used as
intended under the HOME program.

We conducted two audits of The Puerto Rico Department of Housing and found that it failed to
properly manage its HOME Investment Partnerships Program. Specifically, we found that the
Department did not reimburse the HOME program more than $2 million for three activities that
were terminated and did not meet HOME objectives or generate the intended benefits. In
addition, it failed to reprogram and put to better use more than $1.84 million in unexpended
HOME funds assigned to one of the terminated activities. As a result, HUD had no assurance
that funds were used solely for eligible purposes and that HOME objectives were met. In the
second audit, we reported that the grantee did not have adequate controls and procedures fo
ensure that HOME-funded activities met program objectives. It disbursed more than $4.4
million for ineligible expenditures and activities that failed to meet the HOME program
objectives, disbursed more than $9 million for activities that reflected slow progress without
assurance that the activities would generate the intended benefits, and failed to reprogram and
put to better use more than $7.9 million in unexpended HOME funds for activities that were not
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carried out or were terminated. As a result, HUD had no assurance that funds were used solely
for eligible purposes and that HOME objectives were met.

Potential Corruption Issues and Criminal Investigations

Over the past three years, we have opened 43 investigations based on allegations of potential
fraud in the HOME program. Several of these cases were referred to us by HUD. Some of the
subjects of our investigations have included Executive Directors of Community Development
Departments and non-profit entities, elected officials, construction companies, developers, and
investment companies.

The Committee also asked us in meetings to relay to them any trends or commonalities we see in
our investigative cases. Because of the emphasis on local control of HOME funds, we find that
some of the same developers are annual recipients of HOME funds and can be for many years.
Having the same players receive HOME funds from year to year is a double-edged sword. On
the one hand, the recipients are knowledgeable about how the program works. On the other, they
can also exploit and manipulate the program since they may be aware of the weaknesses in the
controls and potential limited oversight. Additionally, because the program is entitiement based,
recipients know that they will receive funding year after year and may face limited monitoring.
In other cases, developers or non-profits lacked the experience and capacity to handle HOME
project development. This has caused floundering and failing projects.

Many of our HOME program cases involve fraud schemes associated with embezzlement of
funds, bribery, theft, false billing and kickbacks. For example, some of our recent investigative
caseload include:

The owner of a construction company, a contractor for the HOME project, was sentenced in U.S.
District Court to 39 months incarceration and three years’ probation and ordered to pay HUD
restitution for his earlier guilty plea to committing mail fraud, obtaining property through fraud,
and offering and giving a corrupt thing of value. For a six-year period, the owner paid bribes to
an unnamed conspirator in exchange for more than $652,448 in HOME contracts.

The former director of a Community Development Department was sentenced to 87 months
incarceration and 36 months supervised release and ordered to pay restitution for his earlier
guilty pleas to committing a conspiracy to extort under color of law, soliciting and accepting
corrupt payments, and filing a false Federal income tax return. The former director accepted
$112,500 in bribes from construction and maintenance companies under contract with HOME-
funded programs identified above and failed to report the kickbacks on his Federal income tax
return.
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The director of a Community Development Department, an organization that receives HOME
and other funds, and the owner of a Construction company, were each indicted in U.S. District
Court, for allegedly committing bribery and wire fraud, corruptly accepting something of value
in connection with a program receiving federal funds, and aiding and abetting in the commission
of wire fraud. From April 2009 to March 2010, the owner of the construction company allegedly
submitted false information and fraudulent documents associated with the construction of a low-
income housing development partially funded with HOME funds, and the director allegedly
approved the fraudulent expenses submitted by the construction company and accepted cash
payments from the construction company representatives in exchange for his future employment.
HUD realized losses of about $100,000.

Project Delays

Regional areas with especially hard hit housing markets appear to be more likely to sometimes
have HOME deals fall apart. HOME funding is usually part of a larger funding package for an
affordable housing development, and those other funding sources may be subject to the local
credit market for new housing. If one piece of a financing package falls apart, the whole deal
may fall apart or be delayed. HUD may want to identify the best practices of high-performing
states in order to determine ways to improve low-performing states. Additionally, HUD may
want to consider requiring grantees to provide a timeline of beginning and finishing points, along
with cost projections, against which they could more directly use to monitor and identify slow
and cost overrun projects.

We believe that some of the delays may have been avoided by closer oversight to ensure that
projects were moving along in a timely fashion. A number of the troubled projects are in the
same PJs. We recommend that HUD focus additional monitoring on these trouble spots. The
Department states that they have started sending regular reports on delayed projects to its field
offices “so that they can work more aggressively with local agencies to push for completion.”
We endorse this and recommend that HUD establish methods to quickly “red flag” these projects
and adjust personnel to provide technical assistance and continual monitoring of PJs with stalled
or problematic projects. Again, increased oversight and specific policies, procedures, deadlines,
and non-compliance remedies could help improve this area of vulnerability. The need for an
information system which provides accurate, timely, and reliable data is also imperative for
proper oversight.
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Enforcement Actions Available to HUD

In addition to the legal authority to recapture misspent HOME funds, HUD also has the ability to
refer program violators to its Departmental Enforcement Center, as well as to the OIG, for
possible civil, criminal or administrative sanctions. Some of the possible penalties for misusing
HOME funds include the sanctions provided in the False Claims Act and the Program Fraud
Civil Remedies Act, suspensions, debarments, and criminal penalties. Our audit and
investigative work has shown that we use all of these statutes to address violators. Over the past
three years, we have had 16 indictments of individuals involved in fraud in the HOME program
and have referred approximately 14 individuals or entities to the Departmental Enforcement
Center for administrative action.

Ceonclusion

OIG believes that HOME is an important program which provides affordable housing to low
income Americans. Given the current economic and housing crisis in our county, the need for
affordable housing may never have been greater than in these tumultuous times. There are many
successful examples of how HOME funds have been used for their intended purpose. Since
much of our work focuses on high risks in the program, however, we highlight areas where
improvements need to be made particularly in the controls and monitoring of the program by the
Department as well as in the areas of data integrity and systems enhancements. We look forward
to working with the Department and the Congress in addressing ways to improve the
effectiveness of this vital program.
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Chairman Bachus, Ranking Member Frank and Members of the Committee, thank you for the
opportunity to testify today regarding HUD’s oversight of the HOME Investment Partnerships
Program (HOME) within the Office of Community Planning and Development.

As the Assistant Secretary for the Office of Community Planning and Development {CPD), I have
the privilege of overseeing HOME, along with CDBG, Special Needs and Economic Development
programs.  This CPD portfolio of formula and competitive programs provides the critical
resources for homelessness prevention, affordable housing and job creation--the foundation for
healthy communities across our country.

I am happy to appear before you today to discuss the HOME program's success over the last
twenty years, our oversight and enforcement tools and actions, and to provide you with the facts
about the program that the Washington Post omitted in its May 15, 2011 article.

HOME: 20 Years of Success/Over 1 Million Units

The HOME Investment Partnerships Program (HOME) is the largest federal block grant to state
and local governments designed exclusively to produce affordable housing for low-income
families. HOME was authorized in 1990 as Title II of the Cranston-Gonzalez National Affordable
Housing Act (42 US.C 12701 et seq).."to provide participating jurisdictions, on a coordinated
basis, with the various forms of Federal housing assistance, including capital investment,
mortgage insurance, rental assistance, and other Federal assistance, needed to expand the supply
of decent, safe, sanitary, and affordable housing; to make new construction, rehabilitation,
substantial rehabilitation, and acquisition of such housing feasible; and to promote the
development of partnerships among the Federal Government, States and units of general local
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government, private industry, and nonprofit organizations able to utilize effectively all available
resources to provide more of such housing.”

As such, HOME funds may only be used for four primary purposes, production of new single or
multi-family housing units, rehabilitation of housing, direct homeownership assistance, or time-
limited tenant-based rental assistance (for up to two years with possibility of renewal). HOME
provides funding to 642 state and local governments, ‘participating jurisdictions’ (PJs) or
‘grantees.” For most of these jurisdictions, HOME is the only reliable stream of affordable housing
development funds, and their principal tool for the production of rental and for-sale housing for
low- to extremely low-income families, including mixed-income housing and housing for persons
with special needs (e.g., the homeless and persons with HIV-AIDS).

HOME is an anchor of our nation’s affordable housing finance system. The program provides state
and local governments with to the discretion to determine the type of housing product they will
invest in, the location of these investments and the segment of their population that will be housed
through these investments. Although tax credits can provide 40-50% of the capital, the HOME
gap financing influences where affordable housing is built. Since 1992, these PJs have completed
over one million affordable housing units, including 428,373 for new homebuyers, 197,780 for
owner-occupied rehabilitations, and 381,883 rental units produced. In addition, 242,768 tenants
have received direct rental assistance. The program has leveraged $3.94 dollars of other public
and private investment for every dollar of HOME funds expended to date. Over the life of the
program, HUD has leveraged more than $80 billion of other funds for affordable housing, In
addition to leveraging other funds, PIs must provide a 25 cent cash or in-kind match for each
dollar of HOME funds they expend.

All HOME funds must be used to benefit families and individuals who qualify as low-income, or
below 80% of Area Median Income {AMI). The investment of HOME funds in rental projects
increases affordability for families at the very lowest income levels by requiring long-term income
targeting and affordable rents. Of the tenants occupying HOME units completed during the last
five years, 47% were extremely low-income (ie, income less than 30% of the area median
income) and another 38% were very low-income (i.e, income less than 50% of area median
income but greater than 30%).

Traditionally, HOME funds have also provided critical gap financing that makes Low-Income
Housing Tax Credit (LIHTC) projects feasible. During the same five year period, 147,919 HOME-
assisted rental units have been completed. Of that number, 47% or nearly 70,000 units were part
of LIHTC projects. In all, HOME gap financing helped complete 132,198 LIHTC units during that
period. During the recent economic crisis, when Tax Credits were selling at much reduced prices
or not at all, HOME funds provided essential gap financing for LIHTC projects. Moreover, HOME
was essential to keeping construction jobs going in communities where market rate housing
construction came to a halt.

HOME is also a catalyst for economic development, serving as an anchor to revitalizing
communities as can be seen in the following example:
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HOME and Disaster Recovery

While Congress has not made supplemental disaster appropriations for the HOME Program in
recent years, regular HOME funds play a significant role in disaster recovery in communities
across the country, HOME PJs can reprogram their uncommitted or unexpended HOME funds to
provide emergency housing assistance and disaster recovery. HUD has authority to suspend
statutory provisions and waive regulations to facilitate the use of HOME funds for disaster
recovery. These suspensions can provide additional administrative and planning funds, reduce
property standard requirements to facilitate emergency repairs, and provide more flexible income
documentation requirements for households whose homes and documentation have been
destroyed.

In the past several years, HOME funds have played an important role in recovery efforts for
Hurricanes Katrina, Rita, Ike and Wilma in Louisiana, Texas, Mississippi and Florida; tornadoes in
Missouri, Tennessee and Alabama; and severe storms and flooding in Washington and Oregon.
When Hurricane Katrina displaced thousands of people from New Orleans, communities across
the country opted to use HOME tenant-based rental assistance to assist evacuees to settle into new
communities. Just last month, within two-days after receiving the State’s request, HUD provided
statutory suspensions and regulatory waivers to the State of Alabama to help address the urgent
need for housing assistance caused by the damage to units and displacement of families caused by
severe storms, winds, tornadoes, and flooding.

HOME: A Formula Program—HUD Oversight/Local Decision Making

Formula block grants, such as HOME, are based on the premise that local communities understand
their needs better than the federal government. As such, state and local governments are
provided with the discretion and flexibility to design programs based on their jurisdiction’s
housing market conditions and needs. In exchange for this flexibility, participating jurisdictions,
who are the HUD grantees, have the responsibility for managing the day-to-day operations of their
HOME program, ensuring that the funds are invested in accordance with all program
requirements and written agreements, tracking and monitoring construction progress by their
development partners; and taking appropriate action when project performance issues arise.
HUD’s charge in managing HOME, and other block grant programs, is to balance this right of state
and local governments to make funding decisions with our fiduciary responsibility as stewards of
the taxpayers’ trust and money. As such, HUD has the ultimate oversight responsibility and has
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exercised this responsibility consistently. HUD assesses PJ risk, monitors grantee performance to
ensure compliance with program regulations and reporting, and takes enforcement action(s)
when necessary.

Setting the Record the Straight: The Facts the Washington Post Omitted

On May 15, 2011, the Washington Post published the first in a series of articles focused on the
HOME program. After a year-long investigation, the Post concluded, what we have always known:
1) producing affordable housing is hard and has been especially challenging during the worst
housing crisis since the Great Depression; and 2) with 642 state and local governments as HUD
PJs/grantees, the capacity levels will vary and capacity gaps exist.

The Post article was full of numbers - and misstatements - but lacking in context and balance. Its
one-sided nature made it impossible for fair-minded readers to understand what the numbers
presented really meant. Its failure to mention the recent recession’s ongoing effects on real estate
markets and residential construction is confounding. The article, and its conclusions, also
displayed a lack of basic understanding of the housing development process itself, and the
particular difficulties inherent in developing affordable housing. Typically these projects have
many layers of funding - each source with its own set of regulations and deadlines. HOME is one
of these layers of funding, providing “gap financing”—the difference between a project’s total
development cost and the amount the private lenders and investors can reasonably finance. The
numerous layers of funding are critical to ensure affordability of these housing units for up to 20
years or more {depending on financing sources and restrictions). When one adds to the financing
process, the politics of the local decision making process, even the best of projects can be
thwarted. Even in a good economy, it is not uncommon for new multi-family construction
projects to take 3-5 years from the initial planning to completion. On average, the construction
phase may take up to 24 months for affordable housing developments compared to 18 months for
market rate developments (See Attachment 1).

The Post’s Incorrectly Labeled “700 Delayed Projects”

The Post stated that its analysis found “about 700 troubled projects that were awarded $400
million” It is our understanding that the Post reached this conclusion by analyzing the 28,000
HOME “open” projects in some state of development process as reported by PJs in the Integrated
Disbursement and Information System (IDIS), HUD’s electronic reporting/disbursement system,
as of November 30, 2010. For context, over 700,000 HOME projects have been undertaken and
completed over the years resulting in more than one million HOME units produced. Based on a
four-year average, there are over 30,000 open activities at any one time and about 40,000 are
completed or closed in the system annually creating over 70,000 HOME funded units per year.

It is also our understanding that the Post eliminated all homeowner rehabilitation activities from
the report and only reviewed those with at least a $50,000 HOME commitment and no draws in 18
months, for a subset of 5,100 activities. Of those, the Post deemed 700 “idling” or “stalled” - 14%
of the 5,100 subset and only 2.5 percent of the 28,000 HOME projects underway or “open” at that
time.

It is important to note that HUD's Office of the Inspector General (HUD-OIG) has defined a project
as “stalled or potentially terminated” if the open activity is more than five years old with less than
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50% of the funded amount having been drawn down. In 2010, the HUD-0IG determined that there
were 108 projects in this category, all of which have since been completed or terminated. The
differences between the Post definition (no funds drawn in the preceding 18 months) and the
HUD-0IG’s definition reflects the difficulty in assuming a project is “stalled” based on a defined
time period as the HUD review of these projects illustrates.

HUD's Review of the Post’s Incorrectly Labeled “700 Delayed Projects”

When the Post declined to identify the specific 700 projects that they were referring to, HUD
applied the Post’s criteria to the universe of HOME projects open as of November 30, 2010, and
identified 797 projects with $469 million in HOME commitments. HUD has analyzed these 797
projects and found that the majority of these been completed or are progressing towards
completion. Only 214 projects or 27 % actually appear to be delayed, (based on the Post’s
definition}, the majority due to market conditions, such as unavailability of financing or inability to
sell completed units due to the collapse of the housing market. Another 44 projects will be
canceled by grantees and HUD will require appropriate repayment of funds, Overall, 539 of the
797 are projects HUD are completed or progressing towards completion.

It is also important to note that, often, HOME funds are used upfront for land acquisition or to pay
for other pre-development or early-stage project costs. Therefore, it would not be unusual at all
for many months to pass without any additional HOME funds being drawn down while the
development of the project proceeds.

Projects in Final Draw

The Post also mentions 2,800 projects in “final draw” or projects having all or nearly all of the
HOME funds committed to them by the participating jurisdictions expended, yet the projects still
appear as ‘incomplete’ or open in IDIS. HUD is not clear how the Post arrived at this number. The
HOME regulations require that participating jurisdictions enter projects as “completed” in IDIS
within 120 days of the final draw. While there are many reasons for a participating jurisdiction to
need additional time beyond the 120 days (e.g., mechanics’ liens may not have been cleared,
Davis-Bacon violation complaints remain outstanding, pending litigation), there may be projects
that are actually completed and appear as incomplete in IDIS. HUD has been working to reduce
the number of overdue completion entries in IDIS for several years and in a number of ways - e.g,
public disclosure of this information and published ranking of participating jurisdictions for
compliance through the HOME Performance SNAPSHOT, and HUD Field Offices directly calling
their Pjs to ensure timely reporting. We are also aware that our PJs face financial pressures that
have resulted in agency consolidations, furloughs and layoffs, and data entry and reporting may
not be the first priority. However, since December 2009, HUD has reduced the final draw open
activities by 48 percent, from 8,217 to 4,235 as of April 30, 2011.

HOME in the Real Estate Market

The fact is that housing development undertaken by the private sector alone or in combination

with HOME program assistance is a process that typically stretches over years and regularly

encounters problems and delays along the way. Under these circumstances, it would be ill-

advised for an oversight body such as HUD to act precipitously or prematurely. Grantees must

retain the flexibility to deal with, and have the time and opportunity to correct, problems, before a
5
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regulatory body intervenes. When project delays come to CPD’s attention, the first response may
be to offer technical assistance to the grantee which is provided by either CPD staff or technical
assistance providers that are under contract for this purpose.

Overall, HOME's record of performance under the current market conditions compares very
favorably to the private market success rate. According to U.S. Census data, over the 2007-2010
period, 34% of all new housing starts had not been completed within three years of permitting. In
comparison, the 216 delayed HOME projects represent only 4% of the projects in the Post’s
sample of 5,100 HOME projects. .

HUD Oversight and Enforcement

HUD takes its role as steward of taxpayers’ money seriously and our oversight of HOME is no
exception. The HOME program has a track record of vigilance in attempting to prevent and, when
necessary, to remedy the misuse of federal funds. These actions have accelerated since 2009. In
early 2009, we conducted an overall assessment of the program and found that a HOME is a solid
production program that needed regulatory and system improvements. We requested
Transformation Initiative (T1) funds approved in HUD's FY 2010 budget for improvements to IDIS
and started working on revisions to the HOME regulations. Moreover, it was clear that we had to
improve our technical assistance and capacity building to support our grantees in becoming true
placed-based players in the housing market. Based on this assessment, we have improved and
will continue to improve our oversight, monitoring, enforcement and our partnership with the
HUD Office of the Inspector General.

Oversight
Risk Assessment and Monitoring by Field Offices

HUD has taken steps to improve its on-site and remote monitoring ability and, consequently, its
oversight of grantees. These include a stricter risk management assessment, improved
comprehensive monitoring exhibits and clear procedures for field offices to provide oversight of
CPD's programs.

Each year HUD field offices conduct a risk assessment of all formula and competitive grantees
based on several factors, including size of formula grant, complexity of activities undertaken,
management capacity, and length of time since last monitoring visit. Based on the risk assessment
results, field offices target staff resources to monitor grantees that pose the greatest risk of fraud,
waste, abuse and mismanagement. This monitoring includes a PJ review to assess policies and
procedures governing sub-recipient management, financial management, cost allowability,
written agreements, match and beneficiaries data. It also includes a review of specific project files
and on-site inspection of selected sample project(s)

In the last two fiscal years (FY 2009-10), field offices monitored 238 of 642 HOME PJs nationally
(37 percent), and identified 591 findings related to compliance and/or performance. It must be
noted that CPD field staff are responsible for monitoring all CPD programs, including other major
programs such as CDBG and Homeless Assistance programs. In addition, considerable field
resources were devoted to monitoring the $3.92 billion HERA-Neighborhood Stabilization
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Program to ensure that it operated free from fraud and abuse. In FY 2010, 162 of 307 NSP 1
grantees were monitored,

Reporting
HUD has developed a range of innovative tools and system improvements over the years to

improve HOME oversight and to assist grantees to better manage their programs. These tools
help to track program funds, to rate and rank grantee performance, and to identify and lower risk

in the HOME program - most are publicly available on HOME's website,
http://www.hud.gov/offices/cpd /affordablehousing/reports/. These reports include,

« HOME Performance SNAPSHOT Report - posted for the first time in 2003, This
quarterly report tracks the progress of individual participating jurisdictions and
ranks them against others for eight performance factors. It is an important tool in
helping to evaluate the performance of participating jurisdictions by ranking them
and providing a context for accomplishments. It includes a special “redflags” report
indicating particularly poor performance in any of the five areas related to HOME-
assisted rental production. Attachment 2 is an example of this report for Jefferson
County, AL, a P} in Chairman Bachus’ district. .

» Dashboard Report - first posted in 2004. It provides elected officials, department
and agency heads with a quick overview of their jurisdiction’s performance in
delivering affordable housing assistance with their HOME program funds. Using just
a few key indicators in easy to understand graphic format, these state and local
leaders are able to obtain information on both the cumulative HOME Program
performance as well as accomplishments for the most recent quarter. Attachment 3
is an example of this report for Will County, iL, in Chairman Biggert's district.

¢ Open Activities Report- first posted on the HOME website in 2005. This report
permits HOME administrators at the state and local level, and HUD field offices, to
more easily identify and track the progress of individual HOME projects.

® Vacant Units Report- first posted in 2007. This report helps Ps identify units in
HOME projects that are marked "vacant” in IDIS. For vacant units that are occupied
in a completed HOME project, the grantee must enter occupancy and beneficiary
data for each assisted family (household).

e Expiring Funds Report- first posted in 2009. This report’s purpose is to assist
participating jurisdictions in identifying expiring funds in IDIS so that they may put
these funds, at risk of recapture/deobligation, into productive use.

e P} Analysis Report- first posted in 2009. This report shows the status of a number
of key performance and compliance indicators for each P} within each Field Office.
This report is updated quarterly and consolidates the information found on other



75

HOME and IDIS reports to provide a quick overview of each P]'s HOME performance
- highlighting areas of particular concern for each PJ.

e Auto-Cancellation - In 2009, HUD started working on a system improvement to
ensure the timely execution of projects consistent with the HOME regulation that all
project activity begins within 12 months of a funding commitment. HUD notified
grantees that an auto-cancellation of commitments in IDIS over 12 months old and
no funds disbursed would take effect January 2011 in the June 2010 ‘HOME FACTS”
{the HOME programs newsletter to grantees for reporting and funds management
issues). Since this system control was initiated in January, 2011, HUD has cancelled
1,778 activities, freeing up $290 million of HOME funding for viable projects.

« Final Draw Report ~ Initiated in January, 2011, this report provides Field Offices
the monthly list of projects in final draw (all committed funds have been expended
but project has not been “completed”/closed out in IDIS) for more than 120 days for
follow up with the PJs.

Enforcement: Deobligations, Repayments, Grant Reductions, and Suspension of Future HOME Funds

HUD was not “looking the other way”, as the Post writes, To the contrary, we are focused on
realizing a full return on the taxpayers’ investment in affordable housing. HUD has a number of
enforcement tools available when PJs do not meet commitment or expenditure timelines, fail to
complete a project, or cannot administer their HOME program due to
mismanagement/noncompliance issues,

HUD produces monthly “Deadline Compliance” status reports to track compliance with statutory
HOME funds commitment and expenditure deadlines which are strictly enforced, as any grantee
can attest. PJs have two years to commit funds to a viable project and five years to expend these
funds. A total of $65.8 million has been de-obligated for failure to meet those deadlines. These
funds are reallocated as part of the annual formula reallocation. Recent P} deobligations include,
Orange, TX, College Station, TX and the Municipality of Carolina, PR.

HUD always receives repayment of HOME funds that are misspent. Such actions had already been
underway with a number of the agencies mentioned in the Post article - i.e,, Washington D.C. and
East Orange, N]J. Moreover, CPD takes its enforcement role seriously and has collected over $190.3
million in repayments from PJs for ineligible costs or activities. PJs are required to repay these
funds from non-federal funds. HUD permits reduction of a future HOME grant in lieu of repayment
from non-federal funds only if the chief elected official of the participating jurisdiction submits a
written request along with documentation demonstrating that it is unable to make repayment
from non-federal funds. Generally, HUD will only approve such requests if the repayment amount
exceeds one-third of the participating jurisdiction’s HOME grant amount, and fiscal incapacity is
demonstrated. Of the $190.3 million, only $19.8 million represent grant reductions. If a P} refuses
to pay, CPD will refer the P] for HUD enforcement. We have only had to refer 4 PJs for
enforcement. If a P} refuses to pay after it is referred for enforcement, HUD can involuntarily
reduce the PJ's grant after notice and an opportunity for a hearing before an Administrative Law
Judge or refer the case to the Department of Justice and seek repayment through a civil False
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Claims Act case. In the program’s 20-year history, HUD has so far never had to pursue either of
these actions, because HUD has received 100% of all repayments requested. Overall, HUD has
collected over $255 million in repayments and forfeited funds.

HUD has taken more serious action against participating jurisdictions where there is a pattern of
mismanagement or noncompliance with HOME regulations. After providing notice and
opportunity to respond, since 2004 HUD has withheld annual HOME fund allocations to seven
participating jurisdictions, some for multiple years, to enforce program requirements. For
example, as a result of the OIG audit of Mobile, AL, CPD rejected the HOME certification submitted
with the City of Mobile's Fiscal Year 2010 Consolidated Plan / Action Plan and withheld the City’s
FY 2010 HOME grant. Since the City has not completed the required corrective actions, CPD has
notified it of our intention to reject the FY 2011 certification and withhold its FY 2011 HOME
grant. This year, HUD will consider withholding HOME funds from a number of other jurisdictions.

Working Collaboratively with the HUD-0IG

The HUD OIG has been an important partner in our oversight efforts of the HOME Program, both
through internal audits of the program’s administration at HUD and external audits of the
program’s implementation at the PJ] level. HOME Program staff provides technical assistance to
O1G staff across the country as they assess the technical and regulatory components of grantee
programs,

HUD refers HOME participating jurisdictions that have evidence of particularly serious
management or financial control issues to HUD-0IG for anditing. For example, since 2009 alone,
HUD has referred six participating jurisdictions to the OIG for audits of their HOME program or
specific HOME-funded activities: Huntsville, AL, Mobile, AL, Washington D.C. (later featured in the
Post article), East Orange, NJ, Cleveland, OH, and Montebello, CA.

In the last 5 years, the OIG has performed 66 audits on HOME participating jurisdictions, some at
the request of HOME Program staff in Washington and in the Field, as noted above. Forty-four
{44) of those 66 audits have been closed and all recommendations implemented. Twenty ~three
(23) audits have at least one open recommendation, and we are in the process of working with the
participating jurisdictions to ensure that the all recommendations are implemented.

The HUD-OIG has performed three internal audits of HUD's HOME Program Office. These audits
all completed since 2009, have covered treatment of program income, oversight of resale and
recapture provision for homebuyer assistance, and management of compliance with HOME
commitments and expenditure deadlines. CPD is working swiftly to address the HUD-OIG
findings; the only items that had been delayed are related to improvements to IDIS due to lack of
resources. Although first developed in 1995, IDIS had its first major improvement in 2009 when it
was converted from the main frame to a web-based format. Since 1999, CPD had requested
resources for system control improvements but funds were not made available for this purpose.
However, the recently approved Transformation Initiative (TI) provides funding to improve HUD’s
grants management systems, including upgrades to HOME financial controls that will address the
HUD-OIG findings. All management decisions that been agreed to have been implemented or will
be implemented by May 2012 when the IDIS improvements are slated for completion. These
improvements include:
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1. Program Income conirols to improve reporting and ensure that PJs are drawing down
program income first before drawing program funds from their treasury accounts;

Controls to ensure that draws are from committed funds only; and

Implement function to assist large grantees to streamline data entry process for sub grants
to increase data accuracy.

W

There is only one major outstanding issue pending, the use of the first-in first-out (FIFO)
accounting method. In a 2009 audit, HUD-OIG made three findings related to the timely
commitment and expenditure of HOME funds. CPD is in the process of closing-out
recommendations agreed to on the first two findings. CPD disagreed with the third finding
relating to the use of the first-in first-out (FIFO) accounting method through IDIS for applying
payments in formula block grant programs. The HUD-OIG described the use of the FIFO
accounting method as out of compliance with the Federal Financial Improvement Act of 1996
(FFMIA) and U.S. Generally Accepted Accounting Principles (GAAP). In response to this finding,
CPD agreed to seek an OGC opinion.

The OGC considered and then agreed with CPD’s view that use of FIFO accounting for formula
block grants was compliant with both FFMIA and GAAP. In addition, the CFO and an independent
accountant with extensive system compliance review experience subsequently agreed with CPD's
position. A joint memorandum dated june 10, 2010, from General Counsel Kanovsky and Chief
Financial Officer Criscitello addressed to then Inspector General Donohue concluded that “CPD’s
use of cumulative and FIFO accounting in its financial management represents a reasonable
interpretation of the statutory duties imposed on the Secretary and addresses the complex
administrative challenges inherent in managing the HOME Investment Trust.” The independent
compliance review by Leon Snead & Company, P.C, requested by CPD, resulted in a letter dated
June 30, 2010, in which the auditor found that “the IDIS Online first-in first-out {FIFO) method of
applying payments to formula grants complied with the requirements of FFMIA" Both the
0GC/CFO memorandum and the compliance review were sent to the CFO on July 14, 2010, in a
memorandum concluding that no further action was needed in regard to the reported deficiency
(See Attachment 4).

In light of the unanimous opinion from 0GC, CF0, and an outside analyst, HUD will continue its use
of the accepted FIFO method. Although we disagree with the HUD-OIG on this point, they remain
an important partner in our overall oversight efforts.

Technicel Assistance/Capacity Building

One of HUD’s key roles as responsible steward of taxpayers’ funds is to provide technical
assistance to help our grantees build capacity. HUD has developed numerous HOME
programmatic and technical training courses to build capacity of PJ staff, including three "HOME
certification” courses in Regulations, Administration, and Rental Housing Compliance, after which
participants take a two hour exam to obtain certification. In addition, HUD has used HOME
technical assistance funds for one-on-one capacity building for PJs and for “troubled project
technical assistance” to help PJ staff complete “workouts” on HOME rental projects experiencing
financial or physical problems during the compliance period. Most recently, however, CPD,
through HUD's Transformation Initiative (TI), has redesigned its technical assistance/capacity

10



78

building and is improving its grant reporting systems to ensure that grantees are able to more
efficiently manage, design and align their programs to maximize scarce resources.

Traditionally, HUD has delivered compliance-oriented technical assistance, funded through
individual program accounts and separately geared toward the rules governing HUD's disparate
programs. The TI effort has allowed CPD to combine all of its program technical assistance
accounts into one to develop comprehensive technical assistance efforts that will focus on skills
needed to improve program outcomes not just reinforcing program compliance rules. Known as
OneCPD, this effort allows synergies impossible in a siloed approach. Through OneCPD, PJs will be
assisted in a holistic approach with all of their CPD funds. This will not only provide cost savings,
but will ensure that a PJ’s overall capacity is assessed and that a technical assistance plan is
developed to address the PJ’s individual capacity needs, not just fix the HOME “problem project”
and ignore the underlying skills gap.

Regulatory/System Changes to Improve HOME Oversight and Enforcement

As stated earlier, CPD's review of needed improvements to ensure program effectiveness is on-
going, both as this relates to program regulations and IDIS improvements. In 2009, we began
working on changes to the current HOME regulation to strengthen program oversight and
accountability. This proposed rule will be placed into HUD departmental clearance this month. In
addition, to the improvements to IDIS mentioned above, system alerts will be added to improve
project risk mitigation.

Conclusion

Thank you for the opportunity to set the record straight as far as the Washington Post article is
concerned, and to explain both the active oversight of the HOME program performed by CPD staff
and the ongoing efforts to improve that oversight and enforcement.

As I stated earlier, the HOME program gives local communities great flexibility - but, as with any
block grant program, that flexibility requires that state and local housing agencies manage this
program responsibly and in accordance with the program regulations and requirements.
Together, over the past 20 years, state and local governments with their nonprofit and for-profit
development partners have produced more than a million affordable units of housing with HOME
funds, primarily for very low- and extremely low-income families.

The facts speak for themselves -- HOME has been a catalyst for change in the lives of low-income

families and for communities nationwide. Recent HOME Door Knocker Award winners and the

HOME is a Catalyst video can be found at hitp://www.hometa.info/

11
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Attachment 4 - Memo

on First in/First Out 1.8, DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

» I - N WALHINGTON DC 24 0050
R
wNTRY T JUN 10 2010
MEMORANDUM FOR: Kenneth M. Donohue, Inspector General, G
DI LHER

FROM: Hi R. Kanovsky, General Counsel, C; Doug CTiscitello, Chiet’
Financial Officer, F

SUBJECT: Disagreement about Audit Recommendations (2009-AT-000! issued
on September 28, 2009)

This correspondence is in response to your March 31, 2010 memorandum regarding the
above-captioned audit. In that memorandum, you discussed your disagreement with the Office of
Planning and Community Development (CPD) and the Office of General Counsel (OGC) regarding
the recapture requirements of the HOME program statute, codified at 42 U.S.C. § 12748, and
CPD's use of cumulative accounting and the “first in, first out” (FIFO) method for financial
management. Because the primary focus of your memorandum involves specific disagreements
with the legal opinion rendered by OGC in this matter, additional information is provided below.

At the outset, we note that the cumulative accounting method at issue has been described in
HUD's regulations at 24 CFR § 92.500(d)(I (B} since 1997 and, along with FIFO, have been a part
of the funds control plan that CPD has submitted to the Office of the Chief Financial Officer
(OCFO) pursuant to HUD Handbook 1830.2 REV-5, Chapter 4. Given the role of our three
respective offices in the clearance process for proposed rules and in ensuring that financial
management methods comply with relevant Federal statutory and accounting requirements, we take
this matter very seriously and appreciate this opportunity fo address the issue.

i OGC’s Legal Opinion of Regulations Promulgated under 42 U.S.C. § 12748

A. Statutory Authority

As noted m the March 5, 2010 legal opinion, section 218(g) of the Cranston-Gonzalez
National Affordable Housing Act {the “Act™), codified at 42 U.S.C. 12748(g), states that:

1f any funds becoming available to a participating jurisdiction are not placed under binding
commitment to affordable housing within 24 months after the last day of the month in which
such tunds are deposited in the jurisdiction's HOME Investment Trust Fund, the
jurisdiction s right to draw such funds from the HOME Investment Trust Fund shall expire.

1D raads b awtory requirements of Section 218(g) in conqpunction vith Section 2 $1).
vodified at 42 U S, "1 748th) and entitled “Administrative provision,”™ which states.

The Sceretary shall keep each participating jurisdiction informed of the status of its HOME
Investment Trust Fund, including the status of amounts under various stages of commitment.

(emphasis added)

waw budgon evpannl hud. gox
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Reading the two sections in tandem makes clear Congress” intent for the Secretary to
administer the HOME Investment Trust in a manner that equates commitment of “'such funds”
described in 218(g) with the “amounts under various stages of commitment” described in 218(h).
The two sections require that the Department track the amount of commitments along a dynamic
continuum that recognizes both the fungibility of monies deposited into the HOME Investment
Trust and the fisct that there are more stages of commitment than merely pre-commitment and
commitment stages. For example, a participating jurisdiction that has committed funds prior to the
statutory deadline under 218(g) may later be forced to decommit those funds due to actions of a
subrecipient or contractor. A reading that only contemplates pre-commitment/commitment stages
for funding would only require a one-time assessment of commitments the day prior to the statutory
deadline and ignore “such funds" thereafter. Instead, CFD's use of cumulative and FIFO
accounting in its financial management represents a reasonable interpretation of the statutory duties
imposed on the Secretary and addresses the complex administrative challenges inherent in
managing the HOME Investment Trust.

B. HUD's Regulatory Requirements

Because the Act does not define the term “commitment,” HUD has done so by notice and
comment rulemaking. The regulation defines commitment as, infer alia, the instance when “{tthe
participating jurisdiction has exccuted a legally binding agreement with a State recipient, a
subrecipient or a contractor to use a specific amount of HOME funds to produce affordable housing
...." 24 CFR § 92.2 (emphasis added). Again, HUD understands its statutory duty under Sections
218(g) and (h) to include tracking commitment amounts rather than tracking a specific dollar
transferred at a specific point in ime. When HUD codified the requirements of Section 218(g), it
included Subpart K, entitled “Program Administration.” This Subpart requires the recapture of *any
funds in the United States Treasury account that are not committed within 24 months after the last
day of the morith in which HUD notifies the participating jurisdiction of HUD's execution of the .
HOME Investment Partnership Agreement.” See, 24 CFR § 92.500(d)(1)X(B); 61 Fed. Reg. 48779.
After the proposed final rule was published, HUD iade technical amendments to that Subpart by
codifying the cumulative accounting method, stating:

For purposes of determining the amount by which the HOME Investment Trust Fund will be
reduced or recaptured under paragraphs (d)(1)}(A), (B) and (C) of this section, HUD will
consider the sum of commitments to CHDOs, commitments, or expenditures, as applicable,
from the fiscal year allocation being examined and from subsequent allocations. This sum
must be equal to or greater than the amount of the fiscal year allocation being examined, or
in the case of commitments to CHDOs, 15 percent of that fiscal year allocation,

See, 62 Fed. Reg 28926 24 CFR § 92.50( (d)(..) (emphasis added).

When this cumulative accounting method 1s combined with FIFO, the resulting financial
management system enables CPD to ensure that participating jurisdictions have commitment
amounts in excess of any fiscal year's allocation that has been held for more than 24 months after
the last day of the month in which HUD provided notice of an executed agreement. This method of
tracking funds also allows CPD to ensure that funds committed in good faith in a legally binding
agreement within the statutory period are not recaptured simply hecause a subrecipient or project
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partner does not follow through on its responsibilities, provided the participating jurisdiction still
has commitments in excess of that fiscal year's funding amount. The inclusion of a five-year.
regulatory deadline for expenditure of funds provides a further control to ensure that funds are still
utilized in a timely manner. 24 CFR § 92.500(d)X(1)XC).

ln. sum, OGC coneludes that the Department’s regulations are a reasonable and
comprehensive interpretation of the statutory requirements for the financial administration of the

HOME program.

1L OCFO’s Financiat Analysis

The OCFO reviewed the HOME account in HUD's FY 2010 Appropriations Act and found
the following language, which is typical for this account: “For the HOME investment partnerships
program, as authorized under title 11 of the Cranston-Gonzalez National Affordable Housing Act
[hereinafter “the Authorizing Act”}, as amended, $1,825,000,000, to remain available until
September 30, 2012: ., .” With this language, Congress explicitly established the amount and
period of availability of HOME funds for FY 2010, and cited the HOME authorizing statute to
establish other terms and conditions for this HOME funding, including the purposes for which such
funds can be used.

In an effort to reach agreement on proper accounting for obligations and expenditures under
this program, it is essential that HUD and OIG reach agreement on the fundamental nature of this
program. The General Accountability Office has explained:

A categorical grant is a grant to be used only for a specific program or for narrowly
defined activities. A categorical grant may be allocated on the basis of a distribution formula
prescribed by statute or regulation (“formula grant™), or it may be made for a specific project
(“project grant™). A block grant is a grant given to a governmental unit, usually a state, to be
used for a variety of activities within a broad functional area. Block grants are usually
formula grants. Under a block grant, the state is responsible for further distribution of the
money. States naturally prefer block grants because they increase the states® spending
flexibility and at least in theory reduce federal control...

Block grants reduce federal involvement in that they transfer much of the decision-making
to the grantee and reduce the number of separate grants that must be administered by the
federal government.

The Prin iplus of Federal Appropriations Law, 3d Vol. Il at 10-60 to 61, 62 (2006)
femphuasis added)

Based on OCFO staft’s review and discussions with CPD and OGC, pursuant to the
authorizing and appropriation Acts, the HOME program issues formula block grants. See, e.g, 3§
212 and 217 of the Authorizing Act. Pursuant to their broad five-year plans and readily amendable
one-year plans devised within the framework of the Authorizing Act, the participating jurisdictions,
through tlexible grant agreements and procedures, can and do choose and change activities and
objectives from year-to-vear and within vears, applving available funding from the proper fund tvpe
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which may contain amounts from more thun one fiscal year. Accordingly, with respect to
uccounting for funds made available under the HOME program, it would scem to contravene the
block grant nature of both the Authorizing Act and Appropriations Act to require that amounts from
cach fiscal year be tracked inflexibly to individual, unchangeable grant activities, The very nature
of the HOME program Congress created gives participating jurisdictions the flexibility to mix and
match activities and implementation methods, within fund type, and to change such activities and
objectives, over the years.

Specifically, in your memo and audit, your office expressed concern about how CPD has
implemented the 24-month commitment requirement that is contained in the Authorizing Act at 42
U.8.C. § 12748 and the five-year expenditure requirement contained in HUD's HOME
implementing regulation published at 24 CFR § 92.500{d}(1XC). Based on our review and
discussions with CPD and OGC, it is our understanding that obligations and expenditures under the
HOME program are accounted for on a FIFO basis by fund type instead of by fiscal year. In
addition, it is our understanding that CPD in enforcing the obligation and expenditure requirements
looks to total cumulative obligations and expenditures instead of by fiscal year. Based on OCFO's
financial analysis, given the origin of these requirements and the fundamental nature of this block
grant program, we believe that the FIFO accounting method for obligations and expenditures by
fund type is consistent with Federal accounting requirements, and we have no objection to the total
cumulative obligations and expenditures methods used for assessing compliance with the 24-month
abligation and 5-year expenditure requirements.

Additionally, in your memo, you expressed concern about whether the FIFO accounting
method for expenditures is consistent with the expenditure requirement under 31 U.S.C § 1552, and
requested clarification about the relationship between this requirement and the HOME program 5-
year expenditure requirement discussed above. First, the OCFO understands the HOME program 5-
year expenditure requirement as a program performance measure which begins when the
participating jurisdiction receives HOME funds, whereas the 5-year period contemplated under 31
U.S.C. § 1552 begins at the end of the period of availability of the funds. Each requirement
operates under its own authority, but both are similarly affected by the fundamental nature of this
block grant program and the FIFO accounting method for expenditures. As expressed above, from
the OCFQ’s perspective, given the fundamental nature of this block grant program, we believe that
the FIFO accounting method for expenditures is consistent with Federal accounting requirements.

Ii.  Aathority to Render L inions of Program R tio

In your memorandum. you made the following comment regarding the legal opinion
provided by OGC:

Asani sl natter, the legal opmion sin u d have been obtained from the Office of the
Chief Financial Officer, Appropriations Law Division. Public Law 108-7 vested the Chief
Financial Officer of the Department with sole authority to investigate potential violations
under the Anti-Deficiency Act and all other statu pulations related to the obligation
and expenditure of funds made available in Pub. L. 108-7, or any other Act. We therefore
ask that the Office of the Chief Financial Officer provide an opinion on this matter.
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(emiphasis in original).

The legal opinion at issue was properly provided by OGC rather than the Office of the Chief
Financial Officer (OCFO). The review of the Department’s regulatory enactments of program
statutes for legal sufficiency is an OGC function specifically delegated by the Secretary. This
authority is explicitly acknowledged in your own findings in the initial audit, where you stated:

We recommend that the Assistant Secretary for Community Planning and Development

3A.  Obtain a formal legal opinion from the Office of General Counsel on
whether HUD's cumulative technique for assessing compliance with
commitment deadlines is consistent with and is an allowable alternative to
the 24-month commitment requirements stipulated at Title It of the
Cranston-Gonzalez National Affordable Housing Act.

3B.  Obtain a formal legal opinion from the Office of General Counsel on
whether HUD's first-in first-out method for assessing compliance with
HOME expenditure requirements is consistent with and is an allowable
alternative to the eight-year recapture deadline pursuant to Public Law 101-
510.

Your prior understanding of the proper source for a legal opinion is supported by clear
statutory authority. The Department of Housing and Urban Development Act, codified at 42 U.S.C.
3531 of. seq. (the “HUD Act”), provides that “[t]he Department shall be administered under the
supervision and direction of the Secretary.” HUD Act § 3(a). In addition the HUD Act states that
“[t]here shall be in the Department . . . a general counsel, who shall be appointed by the President
by and with the advice and consent of the Senate, and who shall perform such functions, powers and
duties as the Secretary shall prescribe from time to time.” HUD Act §4(a). Finally, the HUD Act
provides that “the Secretary may delegate any of his functions, powers, and duties to such officers
and employees of the Department as he may designate . . . and may make such rules and regulations
as may be niecessary to carry out his functions, powers, and duties.” HUD Act § 7(d).

Pursuant to this statute, the Secretary has delegated to the General Counsel the power “{t]o
interpret the authority of the Secretary and to determine whether the issuance of any rule, regulation,
statement of policy or standard promulgated by HUD is consistent with that authority.” 229 Fed.
Reg, 62802 (Tuesday, December 1, 2009). This authority to determine if a HUD program
regulation is consistent with a statute, is not shared with the OCFO as a result of Public Law 108-7.

Notwithstmuding the emphasis in your quotation, Public Law 108-7. passed on February 20,
2003 as HUD's FY 2003 Appropriation, was never designed to vest sole authority to the OCFQ on
any or all matters refated o the obligation and expenditure of funds. The sweep of your assertion is
much broader than any reasonable statutory construction would allow, and would essentially
transtir most of the delegated functions of OGC described above to the OCFO. The full relevant
quotation from Public Law 108-7 states:

the Secretary shall. within 30 davs of enactment of this Act. permanently transfer no tfewer
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than four appropriations law attorneys from the Legislative Division of the Office of
Legislation and Regulations, Office of General Counsel to the OCFO: Provided further,
That personnel transferred pursuant to the previous proviso shall report directly to the Chief
Financial Officer: Provided further, That, notwithstanding any other provision of law,
herealier, the Chief Financial Officer of the Department of Housing and Urban
Development shall, in consultation with the Budget Officer, have sule authority to
investigate potential or actual violations under the Anti-Deficiency Act (31 U.S.C. 1341

¢t seq.) and all other statutes and regulations related to the obligation and expenditure of
funds made available in this, or any other Act; shall determine whether violations exist;

{underlining added). Pub. L. 108-7 at 489,

Public Law 108-7 transferred appropriations attorneys to OCFO to function as part of a unit
that investigates potential or actual violations of the Anti-Deficicncy Act and other relevant
appropriations statutes. This authority is distinct from making a legal determination on behalf of the
Department about whether a program regulation properly interprets a statutory requirement.

In support of this interpretation, we note that on August 12, 2003, The Office of the Legal
Counsel at the Department of Justice provided a legal opinion to OMB’s General Counsel
concluding that the applicable provisions of Public Law 108-7 do not even assign exclusive
responsibility for appropriations law matters to the OCFO. The relevant paragraph states:

We find no basis in the text of these provisions . . . to support the broader contention that the
CFO was given sole authority, exclusive of the HUD General Counsel and his Office, to
provide advice, counsel or analysis for the Secretary or other HUD components on all
matters and issues of appropriations law. The extensive investigative authority, respecting
actual or potential violations of law, that was indisputably granted to the CFO simply cannot
be equated with the exclusive authority to interpret, analyze and provide advice respecting
the federal appropriations laws for HUD and its components,

(empbhasis added).

Based upon the discussion above, we find that absent an investigation respecting actual or
potential violations of appropriations law, there is no authority for your request that the OCFO
provide a legal opinion on this matter that supplants the proffered OGC opinion.

If you have any additivnal questions, please contact Damon Smith at (202) 402-5099 or
Mike Moran at (202 402-5150

w  Mercedes M. Marquez, Assistant Secretary for Community Planning and Development, D

[
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U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
WASHINGTON, DC 20410-7000

QFFICE OF COMMUNTTY PLANNING
AND DEVELOPMENT

JUL 14 20
MEMORANDUM FOR: Jerome A, Vaiana, Acting Chief Financial Officer
for Financial Management, FM

Larry E. McGhee, Director of Audit Liaison Division

r Financial Mi t,
QM‘M iﬁ% ‘
FROM: tlliam H. Eargle, Jr., tant Secretary

for Operations, DO
SUBJECT: Resolution of FY 2009 Financial Statement Audit Finding

On November 16, 2009, the HUD Office of Inspector General (OIG) issued audit report no.
2010-FO-0003 entitled “Additional Details to Supplement Our Audit Report on HUD’s Fiscal
Years 2009 and 2008 Financial Statements.” The report included the finding “Significant
Deficiency: HUD Financial Management Systems Need to Comply with Federal Financial
Management System Requirements.”

Paramount in the finding discussion was the reported failure of the system that supports
CPD formula programs to comply with Federal financial management system requirements. The
system is the Integrated Disbursement and Information System (IDIS). it was stated that the IDIS
system is not compliant with the Federal Financial Management Improvement Act of 1996
(FMFTA) and OMB A-127 reporting requirements due to system design which uses the first-in,
first-out (FIFO) methodology for processing accounting transactions.

CPD disagreed with the significant deficiency and in response to the HUD OIG noted that
the 1DIS system had been reviewed over many years by both internal and extemal entities, and in all
cases found to be in substantial compliance with FMFIA/A-127. To gain further insight into the
matter, CPD issued a contract to Leon Snead & Company, P.C,, a firm steeped in system
compliance review experience, to assess and determine if the IDIS FIFO methodology was
comphant with requirements. If found not in compliance, they were to recommend what needed to
be done to bring the s stem into compliance.

On June 30, 2010, Leon Snead and Company issued a final report (copy attached) on thewr
assessment of whether the FIFO methodology of processing formula grant disbursement
transactions was in compliance with FMFIA requirements. They concluded for reasons cited
their report that the FIFO method employed by IDIS was compliant with FMFIA.

wawn.hud.gov espanol.bud.gov
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In addition, on June 10, 2010, the HUD General Counsel (GC) and Chief Financial Officer
(CFO) sent a joint memorandum to the HUD Inspector General (copy attached) that addressed a
disagreement about audit recommendations included in a HOME audit issued by the HUD OIG. At
issue was CPD’s use of cumulative accounting and the FIFO method for financial management; the
same matter addressed in the Leon Snead and Company IDIS FIFO compliance review. Although
the memo addressed elements of the HOME program, the conclusions reached apply to all of CPD’s
block grant programs including our largest, the Community Development Block Grant program.
Supporting narrative and conclusions reached by the GC and CFO fully support the use of FIFO for
processing accounting transactions.

Based on (1) the results of the Leon Snead and Company compliance review and (2) the

June 10, 2010, legal decision, we conclude that no further action is needed in regard to this reported
deficiency. Therefore we will be closing Recommendation 4.a. from the above referenced report

Attachments
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Final Report

U.S. DEPARTMENT OF HOUSING
AND URBAN DEVELOPMENT

Office of Community Planning and Development

CoMPLIANCE REVIEW ON IDIS FIFO METHODOLOGY

Submitted By

Leon Snead & Company, P.C.
Certified Public Accountants & Management Consaltants
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|

Cestified Public Accountanis
k%%ﬁp‘s‘%ﬁ'ep & Management Consullants

416 Hungerford Drive, Suite 400

June 30, 2010

Mr. William H. Eargle, Jr.

Deputy Assistant Secretary for Operations

U.S. Department of Housing and Urban Development
Office of Community Planning and Development

451 7® Street, SW, Room 7128

‘Washington, DC 20410

Dear Mr. Eargle:

in response to your request, Leon Snead & Company completed an assessment to determine
whether the first-in first-out method by which the Integrated Disbursement and Information
System (IDIS) Online system processes formula grant transactions complies with the
requirements of the Federal Financial Management Improvement Act (FFMIA) of 1996,

Based on our assessment, we found that the IDIS Online first-in first-out (FIFO) method of
applying payments to formula grants complied with the requirements of FFMIA. Presented later
in this report are the details of our analysis of each of the requirements of FFMIA, as
implemented by Office of Management and Budget (OMB) Circular A-127, Financial
Management Systems, and the supplemental guidance in OMB Memorandum 09-06,
Implemeniation Guidance for the Federal Fij ial M t Impro Act.

BACKGROUND

On November 16, 2009, the Office of Inspector General (OIG) of the Department of Housing
and Urban Development (HUD) issued an audit report, Audit Case Number 2010-FO-003,
Additional Details to Supplement Our Report on HUD's Fiscal Years 2009 and 2008 Financial
Statements. That report inchuded a sngmﬁeam deﬁclency titled HUD Fimznclal Management
Systems Need to Comply with Federal Fi Reguir The
deficiency conticized the method by which HUD's Office of Community Planning and
Development (CPD) systems applied disbursement transactions to the oldest grant obligations
available. The deficiency was based in part on a finding in an audit report issued on September
28, 2009, by the OIG Atlanta regional office (2009-AT-001). The Atlanta report stated:

HUD's firgt-in first-out method res“lwd m meomct dmiﬁcnion and mponing of HOME
wm and xhet: related unligy HUD's g
an explanation of the frst-n first-out method It suws that HUD's

¥
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information system uses the method for both commutting funds to activities and for recording
disbursements made to participating jurisdictions. Under this method, funds are first comsmitted
and disbursed from the “oldest™ available fands. When a commitmerit or disburscment request is
entered in the information sy , the sy hes for the “oldest” funds first by grant
program, then by source year of funds, recipient of funds, and type of funds. In this way, HOME
funds are committed and disbursed 1o the participating jurisdictions from the oldest grant year to
the newest grant year by recipient and fund type...

The first-in first-out method, as described in HUD guidance, prevents the direct association that
should exist between fixed-year appropriations, expenditures, and unliquidated obligations
(difference between obligated amounts and expenditures). The technique distorts reporting of
expenditures against fixed appropriations and could make it erroneously appear that HUD was in
compliance with Public Law 101-510's cight-year recapture deadline and thus mask funds that
should be recaptured by the United States Treasury.

The Atlanta report also included Appendix D, which stated:

The firstin first-out technique for HOME expenditures may affect the accuracy of HUD's
accounting for HOME program activity based on requirements in Office of Management and
Budget Circular A-127, Financial Management Systems, and other related standards for federal
sgency financial management systems and reporting requirements. These requirements include but
are not limited to compliance with the U.S. Government Standard General Ledger. HUD officials
stated that they used the technique for all community planning and development programs, Thus,
the technique could impact HUD's financial statement for all community planning and
development programs...

HUD disagreed with the significant deficiency cited in the financial statement audit report and
contended that CPD’s formula grant reporting process in the Integrated Disbursement and
Information System (IDIS) Online system is substantially compliant with FFMIA requirements.
As part of the justification for its position, HUD management cited the lack of deficiencies in
prior year audit reports and a history of independent assessments that concluded that IDIS was
“substantially compliant™ with OMB Circular A-127, the guidance that implements the FFMIA.
The OIG disagreed with HUD's position. CPD management issued a contract to Leon Snead &
Company, P.C. to determine if the method by which IDIS processes formula grant transactions
complies with FFMIA requirements.

OBJECTIVE

The objective of the project was to determine whether the first-in, first-out (FIFO) method that
the IDIS Online system uses for drawing grant payments from available obligations complies
with the requirements of FFMIA.

SCOPE

The scope of our assessment was limited to determining whether the FIFO method of applying
payments to obligations complied with the requirements of FFMIA. Our analysis did not extend
to compliance related to other aspects of the IDIS Online system or to the system taken as a
whole, nor did it cover the FFMIA compliance of any other financial or mixed systems in HUD,

Leon Snead & Company, P.C. 1
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except to the extent that the FIFO method could directly affect compliance with FFMIA in
another system.

METHODOLOGY

We interviewed knowledgeable officials in HUD and contractor personnel who maintained or
used [DIS Online and were familiar with the operation of the system and its interfaces with other
HUD financial systems. We also interviewed OIG audit personnel who were most directly
involved in and knowledgeable about the issues raised in the pertinent OIG reports. We walked
through the processes for grantee commitments of funds to projects and activities and
drawdowns of funds for specific activities and observed each step that occurred in each of those
processes. We reviewed descriptions of the interfaces between IDIS Online and the Line of
Credit Control System (LOCCS) and the specific data elements that are fed to and from IDIS
Online and LOCCS. We conducted a walk-through of a payment request transaction from IDIS
Online, observed how that transaction flowed through the financial management system, and
assessed whether it was posted in the core financial system in a manner consistent with the
USSGL at the transaction level.

We also reviewed pertinent government-wide policies, including but not limited to, Office of
Management and Budget (OMB) Circular A-127, Financial Management Systems; OMB
Memorandum M-09-06, Implementation Guidance for the Financial Management Improvement
Act; Core Financial System Requirements, promulgated by the Chief Financial Officer’s (CFO)
Council’; OMB Circular A-11, Preparation, Submission, and Execution of the Budget, Statement
of Federal Financial Accounting Standards No. 7, dccounting for Revenue and Other Concepts
Jor Reconciling Budgetary and Financial Accounting; Principles of Federal Appropriations Law,
Third Edition, promulgated by the Government Accountability Office; and the U.S. Government
Standard General Ledger, Supplement No. 52 Treasury Financial Manual, S2 09-02 August
2009, Revised by I TFM Bulletin No. 2010-04 (December 4, 2009).

RESULTS

FFMIA Section 803(a) contains three components: Federal financial management systems
requirements, Federal accounting standards, and the application of the USSGL at the transaction
level. We analyzed the FIFO method versus each of the three components using the guidance in
OMB Memorandum 09-06 to determine compliance. The OMB guidance defines core financial
systems, financial management systems, and mixed systems and provides the thresholds each
type of system must meet in order to be in comphance with FFMIA,

Based on the definitions in the OMB guidance, we determined that the core financial system in
HUD is the Housmg and Urban Development’s Central Accounting and Program System
(HUDCAPS), which provides general ledger and other subsystems. The Line of Credit Control
System (LOCCS) is a payment system and would thus meet the definition of a financial system.

! The CFO Council assumed the responsib™ ' t ¢+ Financial Systems Integration Office (FSI10), which ceased
operations effective M nch 31, 2010, FSIO wa. th  wecessor rg mzav'on to the Joint Fin- "ol Management
tmprovement Project JFMIPL which pron ule 10 ieries of Federa Finandal Manage ystem Reguiremenis

Leon Snead & Company, P.C. 3
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The Program Accounting System (PAS) is a grants management system and would also meet the
definition of a financial system. The IDIS Online system is primarily a performance management
systern, which performs the financial activities of allowing grantees to commit funds to projects,
subgrants, and activities and to request payments. The IDIS Online system also allocates
payment amounts to grants using the FIFO method. The IDIS Online system is thus a mixed
system.

Our analysis of whether the FIFO method complies with FFMIA and the OMB requirements for
mixed systems is set forth below.

Federal Financial Management Systems Requirements

Since IDIS Online is not part of the core financial system, the FFMIA requirements do not apply
directly to IDIS Online. However, because IDIS Online is the source for the information on
formula grant payments that eventually update HUDCAPS (the system to which the FFMIA
requirements pertain), we analyzed whether IDIS Online would prevent HUDCAPS from
complying with the core financial system requirements.

We performed a detailed review of each of the business process requirements related to
obligations and payments, as set forth in the core system requirements. During our review, we
noted that IDIS Online does not capture or pass along to LOCCS the dates covered by payment
requests (periods of performance). The core financial system requirements include mandatory
requxrements that the core ﬁnanclal system validate the invoice period of performance® and the
invoice delivery/performance dates”.

In a legal opinion dated June 10, 2010, the HUD Office of General Counsel (OGC) stated:

Based on OCFO staff"s review and discussions with CPD and OGC, pursuant to the authorizing
and appropriation Acts, the HOME program issues formula block grants.... Pursuant to their broad
five-year plans and readily amendable one-year plans devised within the framework of the
Authorizing Act, the participating jurisdictions, through flexible grant agreements and procedures,
can and do choose and change activities and objectives from ycar-to-year and within years,

applying available funding ﬁ'om the proper fund type whu:h may contain amounts from more then
one fiscal year. A dingly, with to g for funds made available under the
HOME program, it would seem to contravene the block grant nature of both the Authorizing and
Appropristions Act to require that amounts from each fiscal year be tracked inflexibly to
individual, unchangeable grant activities: The very nature of the HOME program Congress created
gives participating jurisdictions the flexibility to mix and match activities and implememation
methods. within fund type. and to change such activit es and objectives over the years.

* Business process PMC-10 defines the requirement as vahdating that invoice dates that products were delivered or
scrvxm performed are within the period of pett'onnance dates on the referenced obligation.

* Business process PMC-11 defines the requirement as val:datmg that the invoice dates that products were delivered
or services performed are dates for which the products services have been received and accepted. The system must
also present he process g of mnvoices with unmatched da ¢ and the duplicate processing of insoices with matched
dates.

Leon Snead & Company, P.C.
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The CFO Council's core financial system requirements document states that its guidance
*...exempts agencies from meeting individual system requirements relating to business processes
they do not perform.” Based on the HUD OGC opinion, the business processes defined at PMC-
10 and PMC-11 apparently do not need to be performed for the HOME formula block grant
program. The other programs to which the FIFO method is applied are also formula block grant
programs that HUD administers in a manner similar to the HOME program for committing and
disbursing fands, Therefore, we believe the two mandatory business process requirements would
not be applicable to other formula block grant programs.

As a result of our analysis, we found no instances in which the FIFO method employed by IDIS
Online system would cause the core financial system to be in noncompliance with the core
financial system requirements.

Federal Accounting Standards

We performed extensive reviews of criteria promulgated by the OMB, Treasury, and GAO and
found no guidance that specifically prohibited the use of the FIFO method for liquidating
obligations. We found the FIFO method of applying payments to obligations complied with the
accounting standards we reviewed.

USSGL at the Transaction Level

Since IDIS Online is not part of the core financial system, the requirements to apply the USSGL
at the transaction level do not apply directly to IDIS Online. We conducted a walk-through of a
transaction from IDIS Online and observed how that transaction flowed into LOCCS, then PAS,
then HUDCAPS. As discussed under the requirements for mixed systems below, we found that
the transaction was posted to HUDCAPS consistent with the USSGL at the transaction level.

OMB Requirements for Mixed Systems
OMB Memorandum 09-06 specifies two requirements that mixed systems must meet,

1. The financial portion of the mixed systemns must transmit data such that:

a. data transferred to the core financial system can be traced to the original financial
event(s) in the mixed system(s); and

b. data transferred adheres to the data exchange format required by the core financial
system.

2. A data exchange or interface program must ensure that data transferred from the mixed
systems 1s properly posted using the appropriate USSGL accounting entries and recorded
in accordance with applicable standards from the Federal Accounting Standards Advisory
Board (FASAB) in the core financial system.

We conducted a walk-through of a transaction from IDIS Online and observed how that
transaction flowed into LOCCS, then PAS, then HUDCAPS. We noted that the transaction
posted in a manner consistent with a combination of transaction codes B107. B110 and B134 as

Leon Snead & Company, P.C. s
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defined in the Account Transactions section of the USSGL supplement to the Treasury Financial
Manual, IDIS Online feeds the grant number and grantee tax identification number (TIN) to
LOCCS, which uses that information to apply an accounting strip to each transaction. The
accounting strip contains data conceming the appropriation, FY indicator, Budget Fiscal Year,
Program Code, Regional Office, Field Office, and Project Number. Thus, the data elements
transferred to the core financial system can be traced to the original financial events in IDIS
Online via the TIN and grant number and meet the data exchange format necessary for
HUDCAPS to post the transaction correctly in accordance with the USSGL at the transaction
level.

We appreciate the assistance we received from you and other HUD officials and staff in

completing this assignment. If you have any questions conceming the report, please contact me
or Pat Layfield.

Leon Snead, President

Leon Saead & Company, P.C. 6
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Attachment |
List of Officials and Contracters Interviewed
Nawme Title Organization Phone Number
Community Planning & Development
Robert Brever, Jr. Director {CPD), Systems Development and 202-402.4537
Evaluation Division
Director, Financial
Christopher B. Davies Systems Maintenance | Office of the Chief Financial Officer 202-708-1757
Division
- Deputy Assistant
William H. Eargle, Jr. | o y for Operations CcPD 202-401-6367
: Assistant Inspector
James A, Heist General for Audit HUD Office of Inspector General 202-708-0364
Director, Financial and . )
Peter Huber Information Services | Oric® ©f Affordable Housing Programs. |50 705.2684
Division
Kendra Johnson Manager, CPD Audit | HUD Office of Ingpector General 202-402-7148
Elizabeth Louis Budget Analyst CPD Budget Division 202-708-2182
Thomas McEnanly Director, FAD HUD Office of Inspector General 202-402-8216
Programmer/Analyst,
Vincent Mitchell HUD - CPD/IDIS Online | CACI 703-647-4132
Support
Clifford Taffer Director Office of Affordable Housing Programs 202-402-4580
Information Systems
Sam Walker Security Officer CPD 202-402-3883
Paul Webster Director Financial Management Division 202-708-1871
IDIS Help Desk
Jennifer Young (Contractor) CPD 202-402-6024

Leon Snead & Company, P.C.
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Congressman Joe Baca
Financial Services Committee Hearing: Oversight of HUD's HOME Program
June 3, 2011

Question to Ms. Marquez & Mr. Heist:

1) One of the main criticisms of the HOME program outlined in the articles was HUD's ability
to track the status of projects. In my district the Housing Authority of the County of San
Bernardino that operates a very successful Moving to Work program. As you know, MTW
allows housing authorities a lot of flexibility to help promote self-sufficiency, reduce costs,
and increase choice for low income households. Part of the program is the detailed reporting
requirement that I know that San Bernardino has been recognized for in the past. Since both the
HOME program and the MTW program focus on flexibility, have there been any discussions
within the agency on how to apply the reporting requirements in MTW and with the HOME
program? What would the challenges be in doing this?

Response from HUD-OIG:

The HOME Program and Moving to Work Program are two programs which provide different
services, and are administered under two wholly different divisions within HUD. The HOME
program falls under HUD’s Community Planning and Development Division division and the
Moving to Work program falls under the Public and Indian Housing division. The management
information systems for the two programs are not linked because the management needs and
program goals for each program are different. Further, the two programs have different statutory
requirements.

The PIH and CPD prograrus have different information needs to manage the program, and
distribute the funds. The HUD staff overseeing the HOME program monitors the development
of housing units with established statutory requirements, and regulations. On the other hand, the
HUD Moving to Work staff administers the demonstration program with minimal statutory
requirements and without regulations. Each participating Moving to Work housing authority
establishes their own unique operating plan and these plans often change on an on-going basis.
Due to the vast difference in the programs and their missions, we do not recommend a reporting
system to be used by both programs.

Due to the fact that the Moving to Work program is a demonstration project, there a limited
number of participants. This can make it easier for the Department to monitor and manage the
small number of participating housing authorities. However, with no firm rules, it makes it more
difficult to measure program effectiveness or ensure program integrity. The HOME program has
specific regulations, but operates in approximately 600 cities and municipalities located all over
the country. Reporting requirements are set up in each program but the reported data is only as
good as the data input into the system. Monitoring can ensure reporting is appropriate, but
expanded monitoring may require additional staff resources. Improvements can be made in
reporting requirements for HOME to ensure that goal-oriented results are captured and therefore
that improvements are made to the community as a whole.

The following audits outline OIG’s concerns over HUD’s monitoring of the HOME Program:
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The Office of Affordable Housing Programs’ Oversight of HOME Investment Partnerships
Program Income Was Inadequate (2009-CH-0002):

HUD did not ensure that participating jurisdictions drew down funds from their HOME trust
fund accounts when they had available program income while others did not report program
income in IDIS accurately or in a timely manner.

HUD Lacked Adequate Controls to Ensure the Timely Commitment and Expenditure of
HOME funds (2009-AT-0001):

Prolonged delay or failure to cancel the balances on projects which were committed over five
years ago caused an overstatement of commitments in IDIS and prevented the accurate
identification of funds that were subject to recapture balances. In addition, HUD used a
cumulative technique for assessing deadline compliance and a first-in first-out method for
HOME commitments and expenditures that conflicted with statutory requirements that require
identification of HOME commitments and expenditure by program funding year to which they
relate.

The Office of Affordable Héusing Programs’ Oversight of Resale and Recapture Provisions
for HOME Investment Partnerships Program-Assisted Homeownership Projects Was
Inadequate (2010-CH-0002):

HUD did not ensure that participating jurisdictions complied with HUD’s requirements in their
use of resale and recapture provisions to enforce HUD’s affordability requirements for Program-
assisted projects. In addition, some jurisdictions did not ensure that HUD’s interest was
sufficiently protected for the projects which used HOME funds for home-buyer assistance.
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Congressman Joe Baca
Financial Services Committee Hearing: Oversight of HUD's HOME Program
June 3, 2011

Question to Ms. Marquez & Mr. Heist:

1) One of the main criticisms of the HOME program outlined in the articles was HUD's ability
to track the status of projects. In my district the Housing Authority of the County of San
Bernardino that operates a very successful Moving to Work program. As you know, MTW
allows housing authorities a lot of flexibility to help promote self-sufficiency, reduce costs,
and increase choice for low income households. Part of the program is the detailed reporting
requirement that I know that San Bernardino has been recognized for in the past. Since both the
HOME program and the MTW program focus on flexibility, have there been any discussions
within the agency on how to apply the reporting requirements in MTW and with the HOME
program? What would the challenges be in doing this?

Answer:

The Moving to Work Demonstration Program (MTW) does indeed have robust reporting
requirements that produce valuable information for HUD and the partner public housing authorities
(PHAS), such as the Housing Authority of San Bernardino. The MTW program is a demonstration
program for PHAs that provides them the opportunity to design and test innovative, locally-designed
strategies that use Federal dollars more efficiently, help residents find employment and become self-
sufficient, and increase housing choices for low-income families. The HOME program, while
offering flexibility similar to MTW, is the largest Federal block grant to State and local governments
designed exclusively to create affordable housing for low-income households. The HOME program
primarily funds development activities through the acquisition, rehabilitation or construction of
affordable housing for rent or homeownership.

The reporting requirements of the MTW program focus primarily on measuring outcomes of
the activities of the PHA. The agency is required to submit an annual plan that describes each
activity it plans to undertake. At the end of the year, the agency submits an annual report that
provides detailed information on whether the activity met the goals established in the plan. In
creating the reporting requirements, the MTW program looked to existing HUD programs for
guidance. The program needed requirements that ensured statutory objectives would be met, while
still giving the PHA’s the flexibility to be creative. In establishing its planning and reporting
requirements, HUD’s Office of Public and Indian Housing (PIH), which administers MTW,
conferred with the Office of Community Planning and Development (CPD) about its planning and
reporting requirements. PIH based many aspects of MTW planning and reporting on existing CPD’s
Consolidated Plan and Consolidated Annual Performance and Evaluation Report (CAPER)
requirements. The Consolidated Plan and CAPER are the primary planning and performance
reporting vehicles for CPD programs, such as the Community Development Block Grant (CDBG)
and HOME programs.

In addition to these reports, HUD’s HOME Program requires detailed project level reporting
through the Integrated Disbursement and Information System (IDIS). To access HOME funding for
a project, participating jurisdictions must set up the project for a specific amount in IDIS, at the same
time providing information about the tenure type and number of units in the project. At completion,
participating jurisdictions are required to enter information about all funding sources in the project as

1
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well as income and demographic information about beneficiaries. HUD uses information in IDIS to
develop and post monthly and quarterly performance reports on each participating jurisdiction and to
report program accomplishments to Congress. This information is also considered in assessing
relative risk among participating jurisdictions and prioritizing HUD monitoring efforts.

The additional real-time, project-level reporting required in the HOME program is necessary
because the HOME program is primarily a development program — with 642 state and local
participating jurisdictions undertaking 20,000 projects at any point in time. By contrast, MTW is a
demonstration program through which 33 participating PHAs primarily provide rental assistance.
MTW funds are only occasionally used to rehabilitate or construct housing.
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May 25, 2011

The Honorable Spencer Bachus
Committee on Financial Services
2246 Rayburn HOB

U.S. House of Representatives
Washington, DC 20515

The Honorable Barney Frank
Committee on Financial Services
2252 Rayburn HOB

U.S. House of Representatives
Washington, DC 20515

Dear Mr. Chairman and Ranking Member:

We are writing to you in support of the HOME Investment Partnerships program. We want to
be sure Congress understands that the recent Washington Post article, “A Trail of Stalled or
Abandoned HUD Projects,” seriously distorts HOME’s record by focusing on a very small
percentage of HOME developments. The reality is that HOME has successfully and cost-
effectively produced more than 1 million affordable homes for ownership and rental, as well as
made additional homes affordable for tens of thousands of families with rental assistance.

HOME uniquely empowers states and localities to respond to the housing needs they judge
most pressing, allowing them to serve the whole spectrum of need, from homeless to
ownership to disaster recovery assistance, from urban to rural areas, and all low-income
populations, including families with children, the elderly, and people with special needs. States
and localities leverage HOME by generating almost four dollars of other public and private
funding for every HOME dollar.

Administrators of the HOME program must comply with federal regulations; meet expenditure
deadlines; fulfill reporting requirements; and, in the event of non-compliance, return the
funding to HUD. The Post’s portrayal of HOME as a “dysfunctional system” is just not
supported by the facts. '

In response to the Post article, HUD has analyzed a majority of the developments that appear to
meet the Post’s criteria for delayed developments and found that many of them are not
actually delayed. In fact, a number of these “delayed” units are not only complete, but families
are calling them home.

The Post article also neglected to include in its discussion of delayed HOME developments the
impact of the current housing and economic crisis, which has upended many planned



107

developments, as well as some HOME ones. HUD found in its analysis that more than half of
those that can correctly be identified as delayed are behind due to market conditions.

Beyond the inaccuracies discussed above, the Post failed to report the bigger picture. HOME
has produced 381,883 rental units, assisted 428,373 homebuyers, completed 197,780
rehabilitations, and helped 242,768 tenants since 1992. All HOME funds must be used to help
low-income families. More than 96 percent of families who receive HOME-funded tenant-
based rental assistance and more than 80 percent of those in HOME-built rental units have
incomes below 50 percent of area median income.

HOME funding is a vital piece in financing numerous affordable housing developments—many
of which would not be able to go forward and many of which would not provide housing for
low-income families without HOME assistance. HOME complements and supports many critical
federal housing programs, including Section 202 housing for the elderly, rural housing
programs, and the Low Income Housing Tax Credit, making development financing feasible and
achieving deeper income targeting. It also enables for-profit and nonprofit developers to
provide affordable housing in their communities.

Any report of misspent taxpayer dollars is disturbing and we fully support efforts to ensure all
HOME funds are properly used. However, the isolated issues that were the focus of the Post
article are not representative of either the administration or the outcome of HOME funds. We
are proud of the impact that HOME has made in communities across the country.

We urge you to support the HOME program and help it to continue building on its solid legacy
of producing decent, affordable homes.

Sincerely,

Consortium for Citizens With Disabilities Housing Task Force
Corporation for Supportive Housing

Council for Affordable and Rural Housing

Council of State Community Development Agencies
Enterprise Community Partners, Inc.

Habitat for Humanity International

Housing Assistance Council

Housing Partnership Network

Institute of Real Estate Management

LeadingAge (formerly AAHSA)

Local Initiatives Support Corporation

Mercy Housing

National Affordable Housing Management Association
National AIDS Housing Coalition

National Alliance of Community Economic Development Associations
National Alliance to End Homelessness
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National Apartment Association

National Association for County Community and Economic Development
National Association of Affordable Housing Lenders

National Association of Counties

National Association of Home Builders

National Association of Housing and Redevelopment Officials
National Association of Local Housing Finance Agencies
National Association of REALTORS®

National Association of State and Local Equity Funds
National Association of State Mental Health Program Directors
National Community Development Association

National Council of State Housing Agencies

National Housing Conference

National Housing Trust

National Law Center on Homelessness & Poverty

National Leased Housing Association

National Low income Housing Coalition

National Multi Housing Council

National NeighborWorks Association

Preservation of Affordable Housing, Inc.

Rebuilding Together

Stewards of Affordable Housing for the Future

The Community Builders, inc.

U.S. Conference of Mayors

Volunteers of America



CITY OF BOSTON * MASSACHUSETIS

OFFICE OF THE MAYOR
THOMAS M. MENINO

June 1, 2011

Barney Frank, Ranking Minority Member House Financial Services Committee
2252 Rayburn House Office Building
‘Washington, DC 20513

Dear Congressman Frank,

1 am writing to you today to make sure that Congress fully understands the importance of
the HOME prograrm to America’s cities and their working families. While there may be isolated
cases of unsuccessful projects that need to be rectified, this must not distract from the
overwhelming success of this program in Boston and throughout the country.

In Boston, the HOME program is used primarily as a resource fo create and preserve
affordable housing for those that cannot afford the private market. Boston, like every other
American city, has a significant part (48%) of its labor force in lower-wage occupations particularly
in the service sector. These workers cannot afford most of what is available in the private market —
of the 4,500 apartment listings in the Multiple Listing Service for Boston last year, only 625 (14%)
were offered at rents that were affordable to the maximum income permitted in most HOME-
assisted rental units (60% of Area Median Income). Without HOME-funded housing, these lower-
wage workers might be doubled-up or even homeless in some cases.

The HOME program also is astonishingly successful at leveraging other investment and
creating construction jobs. Since the beginning of 2009, when the recession took hold, $23.8
million in HOME funds created or preserved 731 units of housing, leveraging a total of $259
million in new housing investment. Those projects created nearly 800,000 hours of construction
sector employment — almost one-quarter of all public and private sector housing development
construction jobs in Boston since 2009.

The flexibility of the HOME program is one of its greatest strengths, not a weakness, as
some would have you believe. Since 2009, HOME-funded projects in Boston have also helped 13
property owners renovate 176 units of housing, created 173 new units of housing for the homeless
and have helped 32 first time homebuyers buy a home with affordable and low-risk home loans.

BOSTON CITY HALL « ONE CITY HALL PLAZA « BOSTON » MASSACHUSETTS 02201 » 617/635-4000
@ RINTED ON RECYCLED BAFER LRser 2
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The HOME Program is a masterstroke of intelligent federalism — replacing old one-size-fits-
all federal programs with a flexible funding source that enables local communities to devise smart
and successful solutions to local needs. I am proud of what the HOME program has done for
working families in Boston, and I implote you to stand up for these people as the FY12 budget

negotiations proceed.
Thomas M%nino

Mayor of Boston
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Friday, May 20, 2011

The Honorable Spencer Bachus The Honorable Barney Fr‘ank

Chairman, Ranking Member,

House Financial Services Committee " House Financial Services Committee
2129 Rayburn House Office Building B301C Rayburn House Office Building
‘Washington, DC 20515 ‘Washington, DC 20515

Dear Chairman Bachus and Ranking Member Frank:

For two decades, the federal HOME program has helped drive the development of quality
affordable housing that creates local jobs and underpins significant community revitalization. In
each and every state, HOME dollars flow to communities where the private development market
does not function on its own. As such, it helps give low-income renters and homebuyers the
chance to find quality homes within their means, and it gives struggling neighborhoods a chance
to stabilize their residential base in ways that improve their overall standard of living.

Certainly, those are sweeping goals for any one program. But in the case of HOME, they are
fact, not just promise. We can speak to this from decades of on-the-ground experience. ‘The
Local Initiatives Support Corporation (LISC) has been deeply involved in affordable housing for
more than 30 years. As such, we know guality affordable housing is often the foundation fof the
broad, sustainable recovery of traditionally blighted areas. We have seen programs that work
well—those that are efficient and effective, that leverage significant private capital, and that have
a lasting impact—and those that fall short. We can say without hesitation that HOME is among
the great successes. ‘ : '

HOME is critical not just for the dollars it represents-—-indeed, there are othég programs with
larger funding streams and bigger numbers—but it is valued for its particular structure and use.

~ » HOME is critical gap financing that extends the reach and reinforces the impact of other
" federal programs, like the Low Income Housing Tax Credit. It is a highly efficient use of
federal dollars. ' _

» HOME’s block grant formula means it is flexible enough to respond to unique local
conditions. It puts decision-making in local hands rather than imposing a federal top-
down overlay on local housing markets. -

o HOME leverages private dollars to support projects and communities where surrounding
poverty and blight appear too risky for traditional private-market investment models.
Because of its success, it helps demonstrate that low-income communities can be good
long-term investments and lays the groundwork for additional revitalization.

) ) LOCAL INITIATIVES SUPPORT CORPORATION
501 Seventh Avenue, 7" Floor m New York, NY 10018 m Phone 212-455-9800 w Fax 212-682-5929
WWW.LISC.ORG
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Certainly, the national statistics speak to HOME’s impact: it supports more than one million
units of affordable housing and represents rental assistance for some 240,000 families. Each
dollar of HOME funds leverages nearly $4 in other public and private investment and it has
overall leveraged some $80 billion over the 20-year life of the program.

Those numbers are impressive. But they don’t specifically answer recent criticism of the
program. We would like to be more direct in that regard: From our vantage point in 30 urban
localities and some 70 rural communities across the country, HOME is neither mismanaged nor a
source of easy cash for unqualified or unscrupulous developers. We think it is a significant
misreading of the facts to conclude-otherwise. Projects utilizing HOME funds and sponsored by
nonptofit developers are no more likely to fail or be delayed than any other housing development
effort. -

The recent housing crisis has most certainly been a factor in whether new developments--
affordable or not, for-profit or nonprofit--move forward expeditiously. But it is important to
remernber that the involvement of community-based nonprofits often ensures these efforts
succeed, despite the obstacles. Those organizations are closely connected to neighborhood
redevelopment goals and are committed to the success of projects in ways that go far beyond
their financial investment. The early commitment of HOME dollars gives private funders the
confidence to participate in these important projects as well. :

We urge you to consider the facts surrounding the HOME program. Particularly in the current,
environment, its value can not be underestimated. Without a strong HOME program, we will
lose the chance to build and preserve thousands of desperately needed affordable homes each
year in both urban and rural areas. And, the families and communities that might benefit from
those projects will lose a critical tool for economic recovery.

Sincerely, and on behalf of The National Equity Fund, and our local LISC Executive Directors,'

WA 2L

Michael Rubinger, President and CEO,
Local Initiatives Support Corporation

.

Joseph Hagan, President and CEO
The National Equlty Fund, the LISC LIHTC Affiliate

LOCAL INITIATIVES SUPPORT CORPORATION
501 Sevemh Avenue 7% Floor m New York, NY 10018 m Phone 212-455-0800 m Fax 212-682- 59’)9
WWW.LISC.ORG
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Bay Area LISC
Stephanie Forbes, Executive Director

Greater Boston LISC
Bob Van Meter, Executive Director

Buffalo LISC
Michael Clarke, Executive Director

Chicago LISC -
Barb Beck, Director of Financial Services and Underwriting -
Joel Bookman, Director of Programs -

Greater Cincinnati and Northern Kentucky LISC
Kathy Schwab, Executive Director

Connecticut Statewide LISC
Andrea Pereira, Executive Director

Detroit LISC
Tahirih Ziegler, Executive Director

Duluth LISC
Pamela Kramer, Executive Director

Greater Houston LISC
Amanda Timm, Executive Director.

Hartford LISC
Andrea Pereira, Expcutive Director

Indianapolis LISC
Bill Taft, Executive Director

Tacksonville LISC
Janet Owens, Executive Director

Greater Kansas City LISC
Julie Porter, Executive Director

Los Angeles LISC
Meariano Diaz, Western Region Program Vice President

Michigan LISC
Charles Vhek Midwest Regmn Program Vice President

Mid-South Delta LISC (Mississippi, Arkansas, and Lou1s1ana)
George Miles, Executive Director

) LOCAL INTTIATIVES SUPPORT CORPORATION
501 Seventh Avenue, 7" Floor ® New York, N'Y 10018 w Phone 212-455-9800 m Fax 212-682-5929

- WWW.LISC.ORG
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Milwaukee LISC
Leo Ries, Executive Director

Greater Newark and Jersey City LISC
Richard Manson, Northeast Region Program Vice President

New York City LISC
Denise Scott, Executive Director

Philadelphia LISC
Andrew Frishkoff, Executive Director

Phoenix LISC
Teresa Brice, Executive Director

Rhode Island LISC )
Richard Manson, Northeast Region Program Vice President

Rural LISC
Blise Hoben, Vice President for Rural

San Diego LISC )
Joseph, Horiye, Executive Director

Pittsburgh Partnership for Neighborhood Developmeht (Southwestern Pennsylvania)
Ellen Kight, Executive Director )

Toledo LISC
Hugh Grefe, Executive Director

Twin Cities LISC
Andriana Abariotes, Executive Director

Virginia LISC
Candice Streett, Executive Director

Impact Capital (Washington Statewide)
Heyward Watson, Chief Executive Officer

Washington, DC LISC
Oramenta Newsome, Executive Director

LOCAL INITIATIVES SUPPORT CORPORATION
501 Seventh Avenue, 7% Floor ® New York, NY 10018 m Phone 212-455-9800 m Fax 212-682-5929
: ’ - WWW.LISC.ORG
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of Home Government Affairs
1201 15th Street NW . g Joseph M. Stanton
Washington, DC 20008 Senior Vice President
T 800 368 5242
F 202 266 8400
www.nahb.org
June 2, 2011

The Honorable Spencer Bachus

" Chairman

Committee on Financial Services
United States House of Representatives
Washington, DC 20515

The Honorable Barney Frank

Ranking Member

Committee on Financial Services
United States House of Representatives
Washington, DC 20515

Dear Chairman Bachus and Ranking Member Frank:

On behalf of the 160,000 members of the National Association of Home Builders
{NAHB), | am writing today to provide NAHB's thoughts on oversight of the
Department of Housing and Urban Development’'s (HUD) HOME Investment
Parinership Program (HOME).

NAHB appreciates the opportunity to submit this letter. Our members are involved in
building single family and multifamily housing, remodeling, and other aspects of
residential and light commercial construction. Many of NAHB's members build and
rehabilitate affordable single and multifamily rental housing and utilize HUD programs
to provide decent, safe, and affordable housing to many of our fellow citizens.

NAHB commends the Committee for holding this hearing as we have long been a
supporter of HOME. NAHMB does not condone the misuse of taxpayer funds in any
manner. When such things do happen it hurts the entire industry and the people for
whom we provide affordable housing. Further, we believe it is incumbent on all
parties to discover the truth and pinpoint appropriate actions to remedy the problems.
NAHB supports efforts to uncover the weaknesses in HUD's oversight of the HOME
program and to implement appropriate actions to addresses those weaknesses.

There are many NAHB members who have used the HOME program successfully.
Most of our members use HOME in conjunction with the Low Income Housing Tax
Credit program, which has very specific and non-negotiable deadlines for
expenditure of funds and placing the project into service. These projects meet
specific underwriting standards set by the state housing finance agencies and-must
meet all compliance requirements of both programs. NAHB members have also
used HOME funds in conjunction with other financing sources to bulld affordable
single family homes for first-time buyers, special needs housing and housing for low
and moderate income senior citizens. ’
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NAHB values the HOME program and the funding it provides to help build affordable housing.
The HOME program has played a critical role in the production of affordable rental housing.
Without HOME to fill the financing gap that remains even with equity from tax credits, many
thousands of affordable rental units would not be built. There are very few sources of gap
financing today, making the HOME program an extremely valuable resource.

NAHB would welcome an opportunity to assist the Committee in any way we can to ensure the
HOME program continues its mission and operates in an effective and efficient manner. We
would also be very happy to share some of our members’ successful HOME stories with you.

Thank you for giving consideration to our views.

Best regards,

%mﬂx

Joseph Stanton
Senior Vice President and Chief Lobbyist
Government Affairs

Cc: Members of the House Financial Services Committee
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Subject:

SUPPORT FOR HUD HOME PROGRAM
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CITY OF PHILADELPHIA

OFFICE OF THE MAYOR MICHAEL A. NUTTER
215 City Hall Mayor
Philadeiphia, PA 19107

(215) 686-2181

FAX (215) 686-2180

May 31, 2011

Honorable Michael G. Fitzpatrick

U.S. Senate

1224 Longworth House Office Building

Washington D.C. 20515

Dear Congress: ipatrick:

I am writing to you as a member of the House Financial Ser{'ices Committee, which is scheduled
to have a hearing about the HOME program later this week. 1 am writing to make sure that

Congress understands the importance of the HOME program to America’s cities and their
working families.

In Philadelphia, since 1994, the HOME program has provided approximately 2000 units of
housing for individuals who could not otherwise have afforded to buy or rent, including veterans,
seniors, disabled individuals and the homeless. In addition, its financial impact has extended far
beyond the HOME funding itself as it has leveraged hundreds of millions of dollars in federal,
state, local and private funding. New construction and rehabilitation developments supported by
HOME funds have also created badly-needed construction jobs. Finally, HOME funds have
transformed some entire communities, such as Eastern North Philadelphia, where developments
supported by HOME have sparked a housing market where one did not previously exist.

Examples of recent developments in Philadelphia supported by HOME include:

1. Lawrence Court - Lawrence Court, developed by Hispanic Association of
Contractors and Enterprises (HACE), features 50 new affordable townhomes on a
formerly a vacant parcel of land at 3301-61 N. Lawrence Street. This development
supports significant public and private investment in the neighborhood, including the
development of the Luis Munoz Marin Elementary School, Maria de los Santos
Medical Center, and HACE’s $30 million development activities in the Caribe
Development Zone.
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Honorable Michael G. Fitzpatrick

Congressman
May 31, 2011
Page Two

2.

Pradera - Pradera, developed by APM, has sparked the revitalization of the
Eastern North Philadelphia section of the city and has strengthened the
community’s affordable housing stock. Pradera offers homeownership
opportunities for first-time buyers with low to moderate household incomes. The
development features homes accessible for persons with physical disabilities.
APM also offers housing counseling services for potential buyers to prepare
buyers for the responsibilities of owning a home.

HELP Philadelphia Homes (6100 Eastwick Avenue) - HELP Philadelphia
Homes/Brady Veterans Center is a 63-unit, affordable rental community for
families and disabled veterans located at 6100-6150 and 6290 Eastwick Avenue
in Southwest Philadelphia. The townhouse style development features 49 family
rentals and 14 additional apartments that will provide permanent housing for
veterans. Rentals are offered to veterans and families with incomes at or below
60percent of Area Median Income (a family of three could earn $46,980 or less).
The development also features the Robert G. Brady Veterans Center, a multi-
service center that will provide office space for supportive services for veterans
and families. HELP's local service partner for this project is the Philadelphia
Veterans Multi-Service & Education Center. (PVMSEC), an organization that
has been working with veterans throughout Philadelphia.

Connelly House - Project H.O.M.E and Bethesda Project partnered to develop a
LEED-certified, affordable housing facility in Center City. Connelly House,
located at 13th and Market Streets, now houses 79 formerly homeless men and
women. We formally opened Connelly House last month - on May 17, 2011.
The building also features a multi-purpose room, a laundry room, an exercise
room, multiple kitchens, offices, storage and a lobby/reception area. Connelly
House has been honored with the AIA community award.

As these examples demonstrate, the HOME program is a vital part of the City’s safety net for
veterans, seniors and other individuals who were formerly homeless or who would be pushed
into homelessness without our assistance. I urge you to reject any attempt to cut this program
and stand with me in support of HOME.

Sincerely,

Mayor
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May 31, 2011

Honorable Chaka Fattah

U.S. House of Representatives

Rayburn House Office Building, Rm. 2301
Washington D.C.

1 am writing to make sure that Congress understands the importance of the HOME program to
America’s cities and their working families.

In Philadelphia. since 1994, the HOME program has provided approximately 2000 units of
housing for individuals who could not otherwise have afforded to buy or rent, including veterans.
seniors, disabled individuals and the homeless. In addition, its financial impact has extended far
beyond the HOME funding itself as it has leveraged hundreds of millions of dollars in federal.
state, local and private funding. New construction and rehabilitation developments supported by
HOME funds have also created badly-needed construction jobs. Finally, HOME funds have
transformed some entire communities, such as Eastern North Philadelphia, where developments
supported by HOME have sparked a housing market where one did not previously exist.

Examples of recent developments in Philadelphia supported by HOME include:

1. Lawrence Court - Lawrence Court, developed by Hispanic Association of Contractors
and Enterprises (HACE). features 50 new affordable townhomes on a formerly a vacant
parcel of land at 3301-61 N. Lawrence Street. This development supports significant
public and private investment in the neighborhood, including the development of the Luis
Munoz Marin Elementary School, Maria de los Santos Medical Center, and HACE's $30
million development activities in the Caribe Development Zone.

2. Pradera - Pradera, developed by APM, has sparked the revitalization of the Eastern
North Philadelphia section of the city and has strengthened the community’s affordable
housing stock. Pradera offers homeownership opportunities for first-time buyers with low
to moderate household incomes. The development features homes accessible for persons
with physical disabilities. APM also offers housing counseling services for potential
buyers to prepare buyers for the responsibilities of owning a home.
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Honorable Chaka Fattah
Congressman

May 31, 2011

Page Two

3. HELP Philadelphia Homes (6100 Eastwick Avenuae) - HELP Philadelphia

Homes/Brady Veterans Center is a 63-unit, affordable rental community for families and
disabled veterans located at 6100-6150 and 6290 Eastwick Avenue in Southwest
Philadelphia. The townhouse style development features 49 family rentals and 14
additional apartments that will provide permanent housing for veterans. Rentals are
offered to veterans and families with incomes at or below 60percent of Area Median
Income (a family of three could earn $46,980 or less). The development also features the
Robert G. Brady Veterans Center, a multi-service center that will provide office space for
supportive services for veterans and families. HELP's local service partner for this
project is the Philadelphia Veterans Multi-Service & Education Center. (PVMSEC), an
organization that has been working with veterans throughout Philadelphia.

. Connelly House - Project H.O.M.E and Bethesda Project partnered to develop a LEED-
certified, affordable housing facility in Center City. Connelly House, located at 13th and
Market Streets, now houses 79 formerly homeless men and women. We formally
opened Connelly House last month - on May 17, 2011. The building also features a
multi-purpose room, a laundry room, an exercise room, multiple kitchens, offices, storage
and a lobby/reception area. Connelly House has been honored with the AIA community
award.

As these examples demonstrate, the HOME program is a vital part of the City’s safety net for
veterans, seniors and other individuals who were formerly homeless or who would be pushed
into homelessness without our assistance. I urge you to reject any attempt to cut this program
and stand with me in support of HOME.

Sincerely,

Mayor
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Honorable Allyson Schwartz

U.S. House of Representatives

Longworth House Office Building, Room 1227
Washington D.C. 205

I am writing to make sure that Congress understands the importance of the HOME program to
America’s cities and their working families.

In Philadelphia, since 1994, the HOME program has provided approximately 2000 units of
housing for individuals who could not otherwise have afforded to buy or rent. including veterans,
seniors, disabled individuals and the homeless. In addition, its financial impact has extended far
beyond the HOME funding itself as it has leveraged hundreds of millions of dollars in federal,
state, local and private funding. New construction and rehabilitation developments supported by
HOME funds have also created badly-needed construction jobs. Finally. HOME funds have
transformed some entire communities, such as Eastern North Philadelphia, where developments
supported by HOME have sparked a housing market where one did not previously exist.

Examples of recent developments in Philadelphia supported by HOME include:

I. Lawrence Court - Lawrence Court, developed by Hispanic Association of Contractors
and Enterprises (HACE), features 50 new affordable townhomes on a formerly a vacant
parcel of land at 3301-61 N. Lawrence Street. This development supports significant
public and private investment in the neighborhood, including the development of the Luis
Munoz Marin Elementary School, Maria de los Santos Medical Center, and HACE’s $30
million development activities in the Caribe Development Zone.

2. Pradera - Pradera, developed by APM, has sparked the revitalization of the Eastern
North Philadelphia section of the city and has strengthened the community’s affordable
housing stock. Pradera offers homeownership opportunities for first-time buyers with low
to moderate household incomes. The development features homes accessible for persons
with physical disabilities. APM also offers housing counseling services for potential
buyers to prepare buyers for the responsibilities of owning a home.
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Honorable Allyson Schwartz
Congresswoman

May 31, 2011

Page Two

3. HELP Philadelphia Homes (6100 Eastwick Avenue) - HELP Philadelphia

Homes/Brady Veterans Center is a 63-unit, affordable rental community for families and
disabled veterans located at 6100-6150 and 6290 Eastwick Avenue in Southwest
Philadelphia. The townhouse style development features 49 family rentals and 14
additional apartments that will provide permanent housing for veterans. Rentals are
offered to veterans and families with incomes at or below 60percent of Area Median
Income (a family of three could earn $46,980 or less). The development also features the
Robert G. Brady Veterans Center, a multi-service center that will provide office space for
supportive services for veterans and families. HELP's local service partner for this
project is the Philadelphia Veterans Multi-Service & Education Center. (PYMSEC), an
organization that has been working with veterans throughout Philadelphia.

. Connelly House - Project H.O.M.E and Bethesda Project partnered to develop a LEED-
certified, affordable housing facility in Center City. Connelly House, located at 13th and
Market Streets, now houses 79 formerly homeless men and women. We formally
opened Connelly House last month - on May 17, 2011. The building also features a
multi-purpose room, a laundry room, an exercise room, multiple kitchens, offices, storage
and a lobby/reception area. Connelly House has been honored with the AIA community
award.

As these examples demonstrate, the HOME program is a vital part of the City’s safety net for
veterans, seniors and other individuals who were formerly homeless or who would be pushed
into homelessness without our assistance. I urge you to reject any attempt to cut this program
and stand with me in support of HOME.

Sincerely, ’

Mayor
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Honorable Patrick Mechan

U.S. House of Representatives

Cannon House Office Building, Room 513
Washington D.C. 2

I am writing to make sure that Congress understands the importance of the HOME program to
America’s cities and their working families.

In Philadelphia, since 1994, the HOME program has provided approximately 2000 units of
housing for individuals who could not otherwise have afforded to buy or rent, including veterans,
seniors, disabled individuals and the homeless. In addition, its financial impact has extended far
beyond the HOME funding itself as it has leveraged hundreds of millions of dollars in federal,
state. local and private funding. New construction and rehabilitation developments supported by
HOME funds have also created badly-needed construction jobs. Finally, HOME funds have
transformed some entire communities, such as Eastern North Philadelphia, where developments
supported by HOME have sparked a housing market where one did not previously exist.

Examples of recent developments in Philadelphia supported by HOME include:

1. Lawrence Court - Lawrence Court, developed by Hispanic Association of Contractors
and Enterprises (HACE), features 50 new affordable townhomes on a formerly a vacant
parcel of land at 3301-61 N. Lawrence Street. This development supports significant
public and private investment in the neighborhood. including the development of the Luis
Munoz Marin Elementary School, Maria de los Santos Medical Center, and HACE’s $30
million development activities in the Caribe Development Zone.

2. Pradera - Pradera, developed by APM, has sparked the revitalization of the Eastern
North Philadelphia section of the city and has strengthened the comnwnity’s affordable
housing stock. Pradera offers homeownership opportunities for first-time buyers with low
to moderate household incomes. The development features homes accessible for persons
with physical disabilities. APM also offers housing counseling services for potential
buyers to prepare buyers for the responsibilities of owning a home,
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Honorable Patrick Meehan
Congressman

May 31, 2011

Page Two

3. HELP Philadelphia Homes (6100 Eastwick Avenuwe) - HELP Philadelphia
Homes/Brady Veterans Center is a 63-unit, affordable rental community for families and
disabled veterans located at 6100-6150 and 6290 Eastwick Avenue in Southwest
Philadelphia. The townhouse style development features 49 family rentals and 14
additional apartments that will provide permanent housing for veterans. Rentals are
offered to veterans and families with incomes at or below 60percent of Area Median
Income (a family of three could earn $46,980 or less). The development also features the
Robert G. Brady Veterans Center, a multi-service center that will provide office space for
supportive services for veterans and families. HELP's local service partner for this
project is the Philadelphia Veterans Multi-Service & Education Center. (PVMSEC), an
organization that has been working with veterans throughout Philadelphia.

4, Connelly House - Project H.O.M.E and Bethesda Project partnered to develop a LEED-
certified, affordable housing facility in Center City. Connelly House, located at 13th and
Market Streets, now houses 79 formerly homeless men and women. We formally
opened Connelly House last month - on May 17, 2011. The building also features a
multi-purpose room, a laundry room, an exercise room, multiple kitchens, offices, storage
and a lobby/reception area. Connelly House has been honored with the AIA community
award.

As these examples demonstrate, the HOME program is a vital part of the City’s safety net for

veterans, seniors and other individuals who were formerly homeless or who would be pushed
into homelessness without our assistance. I urge you to reject any attempt to cut this program

and stand with me in support of HOME.
Sincerely, p
. . .
Michael' X/ Natter

Mayor



127

CITY OF PHILADELPHIA

OFFICE OF THE MAYOR MICHAEL A. NUTTER
215 City Hall Mayor
Philadelphia, PA 19167

(215) 686-2181

FAX (215) 686-2180 May 31,2011

Honorable Robert A, Brady

U.S. House of Representatives

Cannon House Office Building, Room 102
Washington D.C. 305

Dear Congress; rady:

1 am writing to make sure that Congress understands the importance of the HOME program to
America’s cities and their working families.

In Philadelphia, since 1994, the HOME program has provided approximately 2000 units of
housing for individuals who could not otherwise have afforded to buy or rent, including veterans,
seniors, disabled individuals and the homeless. In addition, its financial impact has extended far
beyond the HOME funding itself as it has leveraged hundreds of millions of dollars in federal,
state, local and private funding. New construction and rehabilitation developments supported by
HOME funds have also created badly-needed construction jobs. Finally, HOME funds have
transformed some entire communities, such as Eastern North Philadelphia, where developments
supported by HOME have sparked a housing market where one did not previously exist.

Examples of recent developments in Philadelphia supported by HOME include:

1. Lawrence Court - Lawrence Court, developed by Hispanic Association of Contractors
and Enterprises (HACE), features 50 new affordable townhomes on a formerly a vacant
parcel of land at 3301-61 N. Lawrence Street. This development supports significant
public and private investment in the neighborhood, including the development of the Luis
Munoz Marin Elementary School, Maria de los Santos Medical Center, and HACE’s $30
million development activities in the Caribe Development Zone.

2. Pradera - Pradera, developed by APM, has sparked the revitalization of the Eastern
North Philadelphia section of the city and has strengthened the community’s affordable
housing stock. Pradera offers homeownership opportunities for first-time buyers with low
to moderate household incomes. The development features homes accessible for persons
with physical disabilities,. APM also offers housing counseling services for potential
buyers to prepare buyers for the responsibilities of owning a home.
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Honorable Robert A. Brady
Congressman

May 31, 2011

Page Two

3. HELP Philadelphia Homes (6100 Eastwick Avenue) - HELP Philadelphia

Homes/Brady Veterans Center is a 63-unit, affordable rental community for families and
disabled veterans located at 6100-6150 and 6290 Eastwick Avenue in Southwest
Philadelphia. The townhouse style development features 49 family rentals and 14
additional apartments that will provide permanent housing for veterans. Rentals are
offered to veterans and families with incomes at or below 60percent of Area Median
Income (a family of three could earn $46,980 or less). The development also features the
Robert G. Brady Veterans Center, a multi-service center that will provide office space for
supportive services for veterans and families.  HELP's local service partner for this
project is the Philadelphia Veterans Multi-Service & Education Center. (PVMSEC), an
organization that has been working with veterans throughout Philadelphia.

. Connelly House - Project H.O.M.E and Bethesda Project partnered to develop a LEED-
certified, affordable housing facility in Center City. Connelly House, located at 13th and
Market Streets, now houses 79 formerly homeless men and women. We formally
opened Connelly House last month - on May 17, 2011. The building also features a
multi-purpose room, a laundry room, an exercise room, maultiple kitchens, offices, storage
and a lobby/reception area. Connelly House has been honored with the AIA community
award.

As these examples demonstrate, the HOME program is a vital part of the City’s safety net for
veterans, seniors and other individuals who were formerly homeless or who would be pushed
into homelessness without our assistance. [ urge you to reject any attempt to cut this program
and stand with me in support of HOME.

Sincerely,

Mayor
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Honorable Jim Gerlach
U.S. House of Representatives

Rayburn House Office Building. Room 2442
Washington D.C, 20515

Dear Congress; jerlach:

I am writing to e sure that Congress understands the importance of the HOME program to
America’s cities and their working families.

In Philadelphia, since 1994, the HOME program has provided approximately 2000 units of
housing for individuals who could not otherwise have afforded to buy or rent, including veterans,
seniors, disabled individuals and the homeless. In addition, its financial impact has extended far
beyond the HOME funding itself as it has leveraged hundreds of millions of dollars in federal,
state, local and private funding. New construction and rehabilitation developments supported by
HOME funds have also created badly-needed construction jobs. Finally, HOME funds have
transformed some entire communities, such as Eastern North Philadelphia, where developments
supported by HOME have sparked a housing market where one did not previously exist.

Examples of recent developments in Philadelphia supported by HOME include:

1. Lawrence Court - Lawrence Court, developed by Hispanic Association of Contractors
and Enterprises (HACE), features 50 new affordable townhomes on a formerly a vacant
parcel of land at 3301-61 N. Lawrence Street. This development supports significant
public and private investment in the neighborhood, including the development of the Luis
Munoz Marin Elementary School, Maria de los Santos Medical Center, and HACE's $30
million development activities in the Caribe Development Zone.

2. Pradera - Pradera, developed by APM, has sparked the revitalization of the Eastern
North Philadelphia section of the city and has strengthened the community’s affordable
housing stock. Pradera offers homeownership opportunities for first-time buyers with low
to moderate household incomes. The development features homes accessible for persons
with physical disabilities. APM also offers housing counseling services for potential
buyers to prepare buyers for the responsibilities of owning a home.
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Honorable Jim Gerlach
Congressman

May 31, 2011

Page Two

3. HELP Philadelphia Homes (6100 Eastwick Avenue) - HELP Philadelphia

Homes/Brady Veterans Center is a 63-unit, affordable rental community for families and
disabled veterans located at 6100-6150 and 6290 Eastwick Avenue in Southwest
Philadelphia. The townhouse style development features 49 family rentals and 14
additional apartments that will provide permanent housing for veterans. Rentals are
offered to veterans and families with incomes at or below 60percent of Area Median
Income (a family of three could earn $46,980 or less). The development also features the
Robert G. Brady Veterans Center, a multi-service center that will provide office space for
supportive services for veterans and families. HELP's local service partner for this
project is the Philadelphia Veterans Multi-Service & Education Center. (PVMSEC), an
organization that has been working with veterans throughout Philadelphia.

. Connelly House - Project H.O.M.E and Bethesda Project partnered to develop a LEED-
certified, affordable housing facility in Center City. Connelly House, located at 13th and
Market Streets, now houses 79 formerly homeless men and women. We formally
opened Connelly House last month - on May 17, 2011. The building also features a
multi-purpose room, a laundry room, an exercise room, multiple kitchens, offices, storage
and a lobby/reception area. Connelly House has been honored with the AIA community
award.

As these examples demonstrate, the HOME program is a vital part of the City’s safety net for
veterans, seniors and other individuals who were formerly homeless or who would be pushed
into homelessness without our assistance. I urge you to reject any attempt to cut this program
and stand with me in support of HOME.

Sincerely,

ichael" A Nutte;

Mayor
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THE BUSINESS OF MISSION

The Honorable Spencer Bachus, Chairman

The Honorable Barney Frank, Ranking Member
Committee on Financial Services

United States House of Representatives

2129 Rayburn House Office Building
Washington, DC 20515

lune 2, 2011
Dear Sirs:

Stewards of Affordable Housing for the Future {SAHF) would like to submit the attached document for

the record of the Committee on Financial Services hearing titled “Oversight of HUD's HOME ?rogram,”

scheduled for June 3, 2011. SAHF is a membership organization of the nation’s largest, highest-capacity
nonprofit owners and developers of affordable rental housing. Together our members represent more

than 90,000 units of affordable rental housing in all 50 states. ’

We urge you to consider the attached as evidence of the widespread success of HUD’s HOME
Investment Partnership program. While the recent Washington Post article on the HOME program
highlights examples of failed project and inadequate oversight, these examples represent only a small
fraction of housing projects supported by HOME funds. Our member organizations continue to rely on
HOME funding as critical “gap” financing used in combination with numerous other funding sources to
compete cemplex housing development projects that serve the neediest households in the nation’s
most difficult real estate market areas. The attached provides several examples of successful HOME-
funded projects completed by our members in recent years.

Thank you.
Sincerely,

Suzanne Hague
Stewards of Affordable Housing for the Future {SAHF)
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THE BUSINKSS OF MISSION

HUD’s HOME Investment Partnership Program Provides Needed Support for Affordable Housing

The Washington Post's recent series on HUD's HOME Investment Partnership highlights notabie
examples of failed projects and inadequate oversight. These examples are troubling, but they represent
only a small fraction of theusands of important housing efforts supported with HOME funds. 1t is the
nature of the HOME program that investments are made in difficult redevelopment projects, often in
distressed neighborhoods, precisely where public funding for redevelopment is badly needed to
improve the quality of life for residents and attract private investment. Another basic principle of the
HOME program is that funding decisions and project oversight are driven locally — not by HUD. in the
rare cases cited by the Post, HUD should do a better job of recapturing misspent funds and cancelling
funding for stalled projects ~and has already stepped up effarts to do so. However, additional overall
HUD control is not the solution to a better HOME program.

A reader of the series is also left with the impression that nonprofit housing praviders as a class are at
best incompetent. In fact, a whole new generation of scaled social enterprise nonprofits that represent
a mix of mission and business competence have been working for years to develop and ‘preserve high-
quality affordabie housing throughout the country. Despite the worst real-estate led recession in
decades, there are many excellent examples of complex and ambitious development projects that use
HOME funding to improve neighborhodds and expand much-needed affordable housing opportunities.
Here ‘are a few examples of such projects, developed by members of Stewards of Affordable Housing for
the Future {SAHF), a membership organization of the nation’s largest, high-capacity nonprofit
developers and owners of affordable rental housing:

e The Commons at Livingston in Columbus, OH was developed by National Church Residences and
houses exclusively Jow-income veterans in 50 one-bedroom apartments and 25 units of
permanent supportive housing for formerly homeless veterans. The City of Columbus provided

" $600,000 in HOME funds to fill financing gaps in the more than $8 mitlion total cost of
construction,

e St Vincent's Gardens in Santa Barbara, CA, completed by Mercy Housing in 2007, leveraged $4.4
million in HOME funding with low-income housing tax credits and other financing to build 75
units of family housing and community facilities. Residents are provided services, including job
training, homeownership counseling, healthcare, nutrition programs, and literacy classes.

e The Blakeley Bu_i@g in Lawrence, MA, developed by Volunteers of America, transformed a 120
year old building into 46 affordable apartments and rehabilitated a landmark structure that
previously sat blighted and unused. The National Association of Homebuilders recognized the
project as a particularly difficult financing challenge. ) C

» Poppleton Apartments in East Baltimore, MD will provide 86 desperately needed affordable.
apartments for low-income families and help rebuild a severely distressed East Baltimore
neighborhood. The project, developed by National Housing Trust-Enterprise Preservation
Corporation (NHTE), includes energy efficiency improvements that will directly create 180 local
jobs. ~ -
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» Skyview Park Apartments in Scranton, PA, originally built in 1970, is home to 188 low-income
families and seniors, NHTE and Evérgreen Partners are using HOME funds to leverage a variety
of additional public and private financing sources to'make needed repairs and fund new
improvements including a new community center that will preserve affordability and improve
the quality of life for residents. )

« ' The Commons at Buckingham in Columbus OH, ancther award-winning property, used HOME

. funds to create permanent supportive housing for senior residents moving out of nursing homes
and group homes. By providing residents with supportive services that will allow them to live
independently.and improve their quality of life over nursing home situations, the project will
also save an estimated $30,000 per resident compared to nursing and group homes.

» Arden Aire in Sacramento, CA was completed by Mercy Housing in 2008 and provides safe, high-

" quality rental housing to 53 families earning 30% and 55% area median income, including 19
apartments for mentally ill adults that include supportive services. The $12.6 million project was
funded in part by $3.1 million in-HOME funds from the Sacramento Housing and Redevelopment
Agency.

The above projects fepresent only a small sample of the hundreds of successful HOME-funded projects
across the nation. More information on these and other affordable housing development projects can
be found at www.sahfnet.org or by emailing contact@sahftnet.org.
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The Honorable William Lacy Clay
United States House of Representatives
Washington, D.C. 20515

Deat Congressman Clay:

1t has been brought to my atiention that the House Committee on Financial Services, of
which you are a member, will be holding oversight hearings tomorrow on the HOME
Investment Partnership Program (HOME) as a result of a récent article in the Fashingion
Post. As Mayor of the City of St. Louis, I want you to know that | was disappointed and
saddened o se the damaging misstatements, misunderstandings, and improperly-drawn
conclusions that found their way into print.

Contrary to what many readers may take away from the Post article, the HOME
Investment Partnership Program is a vibrant, successful and effective tool for addressing
our country’s great need for affordable housing. In the City of St. Louis, we have been
able to provide 2,436 new or fully rehabilitated affordable units thanks to the HOME
program since January 1, 2000, Of these units, 2,160 are quality affordable rental
dpartments, townhouses, or detached dwellings, and another 276 are homeownership
units, mostly single-family. Owing at least in part to the stringent monitoring
requirements mandated in the HOME regulations and our frequent use of HOME fands 1o
provide buyer affordable second mortgages secured by liens, the City's HOME-assisted
renters and buyers suffered far less from predatory lending and resultant foreclosures than
was the case in the general housing market.

We are now using HOMI doilars in combination with Neighborhood Stabilization
Program (NSP) funds to complete the rehabilitation of single-family homes that have

. ‘suffered foreclosure. NSP funding, while welcome, is limited, and we need the HOME
assistance to finish the job of restoring these properties and providing stable and
affordable mortgage financing to hard-working individuals and families who dre
struggling to overcome the effects of the economic downtum.

HOME has been a vital tool in our Healthy Home Repair Program as well. HOME funds
are'enabling us to abate lead paint hazards, correct code violations and address deferred
maintenance so that low and moderate income homeowners, pariicularly seniors, are able
to stay in their homes safely, contributing to neighborhood stability.
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What makes HOME an especially powerful program is the ease with which it can be
combined with other programs and tools as part of a comprehensive community
revitalization strategy. It is an affordable housing program, but it is much more. For us it
has been a critical component of proven mixed-income neighborhood investments

that have been shown to offer long-term social and economic benefits—as well as decent,
safe and sanitary housing—to low and moderate income households.

The HOME program gives us the rare combination of flexibility, careful benefit targeting
and long-terin monitoring in one package. Therefore I urge you to continue the HOME
program and its funding.

Thank you very much.
Sincerely, g /LQLL

Mayor, City of St. Louis



