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Date: 

To: 

From: 

City of 
reensboro 

September 13, 2004 

Ed Kitchen, C;ity tvlanager 

Internal Audit 

Subject: Homcowner's Model Experiment, Incorporated I Program Income Audit/Review 

Attached you will find our letter issued on Homeowner's Model Experiment, Incorporated (HME, Inc.) 
Pro grain Inco1nc AudiURcview; their response to our letter and our response to their reply. In addition the 
Department of Housing & Community Development has recommended that HME, Inc. schedule the clients 
for hon1co\vnership classes that were overlooked. We concur \Vi th this recon1mendation. 

If you have questions or need additional information please let us know. 'fhanks. 

Len t,ucas 
Internal 1\uc\il J)ircctor 

C~c: Ben 13ro\vil, Assistant City tvlanager for Econo1nic Developtnent 
Andy Scott, l)irector of l.Jousing & Cun1111unity f)evclop1nent 

City of Greensboro, Morth Carolina 2740~! 



Date: 

To: 

Frorn: 

Subject: 

'JllG 

City of 
reensbot() 

August 13, 2004 

Andy Scott, Director of Housing & Community Development 

Internal Audit 

Homeowners Model Experiment, Incorporated (HME, Inc.) - Program Income Audit/Review 

·rhc Inlernal Audit l)ivision has pcrfonne<l a progran1 and co1npliancc audit/review on Progratn Incon'lc and 
Project Proceeds generated by I lo1ncowners fvlodcl Experilncnt, lncorporatcd's use of Federal, State and 
Local Funding frorn the C~ity of Greensboro for the years ended l 997 through 200 l. During these grant 
years I-HvIE, Inc. received approxi111atcly $873,700 directly or indirectly fron1 the City of(Jrcensboro for its 
1\fforclablc I lousing Prognun. ()ur initial starting date for this audit was delayed fur approxin1alely t\VO 

\Veeks due to a request fro1n the agency for additional tirnc to prepare. After visiting the agency and 
consulting \Vith the City Manager's Office this request \Vas granted. 

For the puq1oses of this audit/revic\v the follo\ving definitions arc used. Progra111 lncon1e is defined as 
"gross incoine received by the recipient or subrecipient directly generated frorn the use of CDBCJ, I10ME, 
Bond, I-lousing Partnership Funds and any other funds used to generate progran1 inco1nc." Gross Jnconze is 
defined as "inco1ne frorn the use of rental or real property, O\Vncd by the recipient or subrecipient, that \Vas 
constructed or irnproved \vith the (~J)B(J, HOME, l3ond, llousing Partnership and any other funds, less 
costs incidental to generation of the inco1ne." In order to detcnninc progra111 inco111c and project proceeds, 
sales data and expenses were revic\ved to determine ho\v the incon1e and proceeds were calculatccl. 

EXTI<:RNAL AUDIT 

FINDING: 
1-IME, Inc. has not had an external audit perfonncd since the year ended J)eccmbcr 31, 1995. 1'his is not in 
con1pliancc with the Co1n1nunity !lousing l)eveloptnent ()rganization (CIIDO) agrce1nent executed 
between l·IME, Inc. and the C~ity ofCirecnsboro in April of 1999. 

l/ECOMMENIJA 110N: 
I-IME, Inc. should schedule an external audit to be pcrfonncd irnn1cdiately and provide the C~ity of 
(}rccnsboro \Vi th copies of the audit and any inanage1ncnt letters issued upon their co1npletion. 

HOME COSTS aud SALES 
\Ve rcvic\vcd an 18%) san1plc of approxin1atcly 33 hon1cs constructed and sold during the years 1997 
through 2001 and the findings and rcco1111ncndations on these six ho1ncs arc su111n1arized below. 

FINDING 
Proof or counseling of purchasers was not sufficient for two of the six units rcvie\vcd. Initially, the C~ity of 
Greensboro's IIousing & Con11nunity l)cvclop111cnt J)cparllncnt coordinated counseling for potential 
ho111CO\Vt1Crs. c:urrently, Greensboro [lousing (~oalition handles this responsibility for the Cily. 

RECOMMl!NJJA110N: 
'l'hc !lousing & C:on1n1ltnity J)evcloprnent Dcpartrncnt should ensure that all potential purchasers arc 
qualified to participate in the lease/purchase progra1n provided by IIivlE, Inc. and that all purchasers 
co1nplclc the required hotneo\vncr counseling. 



-rhc follo"ving table sunuuarizcs our conclusions of the three ho1nes sa111plcd per devcloptnent: 

-----------------------~------------

Total II of Homes Built 
OLD HICKORY DRIVE 

17 
~~-·--- ------------

WILHOIT 
------~-- ·-~~---

16 
_____ A v1'i:a_g_e_ Sales Price $70,383 ---~' 783 

~----

Average Appraisal_ __ --1------'$'-'82,00_0 ______ -r---·-- $I 09,000 
Instant Equity_to Homeowner $11,617 $13,21_7 ______ " 

___ Average%oflnstantECjllj(L__ 16.5% 13.8% 
______ _/\Vt:_fljgc Construction Cost -------·- $85,724 $103,_38_6 __ _ 
______ __l\_vcragt' Overhead Cost ________ $7,500 _ _ ______ $7,9 _12____ ___ _ 
___J\.vcI"ll".9"..erhcad for Industr ____ $8,446 $11,494 

__ (~i_l)''s_contribution per Home _____ :£__17,358.82 .J 14,220.9±_ _____ _ 

Conclusion: With the exception of the afore111cntioncd findings and rcconunendations, it appears that the 
lease/purchase progra111 provided by HME, Inc. is operating as designed; and fnstant Equity defined as the 
excess of the appraisal price of hon1cs over the sales price is being passed on to the hon1cowncrs. l'hcse 
percentages were 16.5o/ci and l3.8o/o respectively per develop111cnt. Additionally, the expenses incurred in 
the construction of ho1ncs and adn1inistcring the progran1 exceeds the project proceeds generated 
contributing to a net operating deficit. 'fhis deficit appears to have been offset with funding provided by 
I-IME, Inc. and donations lo their organization for these t\vo dcvcloprnents. 

We request a \vrittcn response frorn 1-lME, Inc. and the I-lousing & Con1n1unity IJevclop1ncnt Dcpartn1cnt 
to our findings and rcconnncndations by 1\ugust 27, 2004. If there arc any questions or con1n1cnts 
concerning the details of this cotnpliance revie\v, we can be reached at 373-2823. 

Len Lucas 
Internal Audit J)irector 

(~c: Ben Bro\vn, Assistant City Manager for Econon1ic J)cvclop1nent 
Victor L. Nussbaun1, President of Ho1nco\.Vl1crs Model Experi1ncnt, Incorporated 
I I. Walker Sanders, President of (~01nn1unity Poundation of Cireatcr Greensboro 



!,.uqas, Lc;in 
From: Wilson. Linda 
Sent: Thursday, August 12, 200412:17 PM 
To: Lucas, Len 
Cc: Scott, Andrew 
Subject: HM.I= .. !n.c .. aud.it question 

I talked with Cheryl Fields of HME, Inc. this morning regarding the two families where 
participation in a home buyer training program could not be verified. This is the information 
provided by Cheryl on these two properties: 

14.15 Old .HickorCL- These clients were scheduled to attend the training but did not attend as 
planned and the follow-up to get them in a new session was not done by HME, Inc. These 
lease/purchase clients will be required to attend training in the near future by HME, Inc. 

1422 Old Hickory-This sale was a resale to a second low income households and it was an 
oversight on the part of HME, Inc. that they were not required to participate in home buyer 
training. 

Hope this information is helpful. 

Linda Wilson, AICP 
Grants Administration Manager 
(336)373-2109, fax: (336)373-2153 
e-n1ail: linda. wilson@greensboro-nc.gov 



September 9, 2004 

Mr. Len Lucas 
Internal Auditing Department 
City of Greensboro 
PO Box 3136 
Greensboro, NC 27402 

Dear Mr. Lucas: 

Jfomeowners 9.1.oae{<Ex:periment, Inc. 
rPO <Bo:J(.29205 

<]reens6oro, :NC 27429 

I appreciate the feedback you provided HME, Inc., concerning the recent city audit. I believe your 
assessment was balanced, and on point. I pledge our commitment to meet the standards set down by 
the city and monitored by your department. 

One of the first issues we will address, will be a financial audit. Costello Hill & Co. is scheduled to 
begin work on October 25, 2004. I will forward a copy of their findings as soon as the audit results are 
available. 

Thank you for your time and consideration. 

Sincerely, 

-i&· ·1i/0~d~/;yv~ 
Victor L. Ni:·sbaum 
President 
Homeowners Model Experiment, Inc. 



City of Greensboro 
North Carolina 

September l 0, 2004 

Mr. Victor L. 1\russbau111, President 
Ilo1neo\v11ers Model Experirnent, Incorporated 
P.O. Box 29205 
Greensboro, NC 27429 

Dear Mr. Nussbau111: 

Thanks for your letter in response to the City of Greensboro's recent review of HME, lnc. 's Affordable 
Housing Program. It appears you and your staff are in agreement with our assessment, which is amicable 
for both parties. 

On the issue of the external audit, we understand Costello Hill & Company is scheduled to start 
October 25t11

• As you are aware, a con1plete and con1prchcnsive audit involves a lot ofti111e and detail. For 
these reasons I will be reco1111ncnding to the City Manager's Office that the City not invest funding in 
t\tturc projects with HME, Inc. until after successful completion of the audit. Please call me at 373-2823 ifl 
can be of assistance in the intcrirn. 

Len Lucas 
Internal Audit Director 

Cc: Ben Bro\vn, 1\ssistant City Manager for Econon1ic Development 
Andy Scott, [)ircctor of I-lousing & Co1nnn1nity Devclop1ncnt 

lnt.nrnal Audit· P.C). Box ;_)J:Hj • CroensLoro, NC 27·l02-:~L1G • (3:3G) 37~~-220:1 •Fax (3:-3G) :37J-2138 


