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Date:

To:
From:

Subject:

City of
[ reensboro

April 5, 2004
Ed Kitchen, City Manager
Internal Audit

Project Homestead Audit Responses

We have reviewed the responses from the Board of Directors of Project Homestead, Incorporated (PHI) to
the City audit performed on Program Income for the years 1997-2001. We are disappointed with PHPs
response, as we had anticipated a more candid and explanatory report. The majority of the Board’s
responses do not address the issues and/or audit findings.

It is our overall opinion that the Board of Directors did not exercise its fiduciary responsibility and board
oversight to ensure that the assets of the non-profit were maximized or that the appropriate policies and
internal controls were in place to profect those assets. The CHDO Agreement executed between the City of
Greensboro and Project Homestead required the agency to maintain records and documentation, fo be in
comphiance with pertinent policies and HUD regulations, to be prepared for monitoring/audit visits and to
demonstrate how any program income (CHDO proceeds) generated was used in the organization. The
amount of program income could not be determined with certainty becavse of the commingling of funds.
Further, responses received from the Board do not provide any explanations or more
information/documentation.

Per your direction, based upon the issues mentioned above and prudent business practices, we have
implemented a Zero Tolerance Policy. Additional policies, such as a requirement for boards of non-profits
to attend classes/workshops with emphasis upon fiduciary responsibilities, and a requirement that
management letters from external auditors who are associated with the external audit be submitted to the
City of Greenshoro, are just a few of the recommendations that staff has proposed as we move forward.

Based upon our review of the responses from Project Homéstead’s Board, we recommend that this agency
not be funded in the future until it can be clearly demonstrated that the appropriate Internal Control
Mechanisms, Policies and Procedures -and Board Oversight provisions are in place and that we have
obtained an Unqualified Opinion from Project Homestead’s External Audifors with no concerns in the
Management Letter, We also recommend that the City of Greensboro exhaust all remedies available to
recover any funds that may be due to the City. 1f there are any questions or comments concerning the
details of this review, we can be reached at 373-2821.

Len Lucas
Acting Internal Audit Director

Ce:  Mitchell Johnson, Deputy City Manager
Ben Brown, Assistant City Manager for Economic Development
Bob Morgan Assistant City Manager
Linda Miles, City Attorney
Andy Scott, Director of Housing & Community Development
Dr. Altont Thompson, Chairman of Board of Directors of Project Homestead, Incorporated

City of Greensboro, North Carolina 27402
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Response to Program Income Audit: Project Homestead, Inc.

The Board of Directors and Management of Project Homestead, Inc received the
compliance audit on Program Income and Project Procceds generated by the use of
federal, state and local funding from the City of Greensboro for the years 1997-2001, We
would like to commend Mr. Len Lucas, Acting Internal Audit Director, for the
professional and courtcous manner in which he and the external auditors conducted this
audit. We also would like to thank the interim staff for their diligent efforts to assist the
auditors in finding the requested documents and inventory items.

As the board reviewed the City’s audit, we were reminded of the tremendous assets that
Project Homestead has contributed to the City of Greensboro and Guilford County.
Project Homestead was responsible for the development of more than 700 homes in the
City of Greensboro, and an estimated $70 - $80 million of economic and business
development., Project Homestead was recognized as the third largest homebuilder in
Guilford County, and was casily the largest builder in the affordable housing market.

There have been numerous references made in the media to the $17, 600,734 that was
awarded to Project Homestead by the City of Greensboro between 1991 and June 30,
2003. However this audit focuses specifically on the $5,785,000 that was awarded to
Project Homestead by the City between 1997 and 2001 and therefore the board is
responding to dollars awarded to PH during the timeframe covered by the audit. During
the audit period, PHI's revenue was $50,907,000; therefore, City grants or allocation
during this period was 11.4 percent of the agency’s budget.

Although the funds were kept in one account, all of the City’s grants or allocations are
accounted for as illustrated in the chart below:

Project Name Use of Funds City of
- Greensboro
Funds that
tlowed through
Project
Homestead
CHDO Operating Support $60,535
New Garden Homeowner Preparation | $31,650
Academy -
Homeownership | Counseling $207,281 -
Homeless Temporary Housing and | $119,765
Prevention Support
Subtotal $419,231




Funds that did
NOT flow
through Project
Homestead

-040-MLE-Drive--—

-Rehab PH- offige -~

$327,490 —-mr oo

Saleflease Purchase

$105,100

Economic
Development

Cumberland Shopping
Center
Job Training Center

$831,019

Multi-Family
Construction

New Gatden Place (76
units)

Alexander Homes (40
units)

R.S. King Apartments
(40 units)

Coley Jenkins (40 units)
Kingsgate South (36
units)

Seager Place (42 units)
L. Richardson Hospital
(24 units)

Richardson Village (24
units)

Sebastian House
Resource Center

$5,604,716

Single-Family
Second
Mortgages
Ponated Lots

Harvest Hills (22 lots
and second mortgages)
Brooke Gardens, [ (27
lots and second
mortgages)

Brooke Gardens, 11 (10
fots and second
morfgages)

Brooke Gardens, 11T (11
lots)

Abington Place (16 lots
and second mortgages)
Turning Point (129 lots
and 45 second
mortgages)

Kings Landing (50 lots)

$10,313,178

Subtotal

$17,181,503

 Total

$17,600,734




These funds were audited by the City of Greensboro Audit Department as the grants were
disbursed. The construction projects were also subject to the City’s Enginecring
Department’s approval prior to the City providing payment to Project Homestead.

Much-of the funding went direetly-{o-individuals and was-not-received directly by Project
Homestead, Inc. In addition, both Project Homestead and City of Greensbore’s records
indicate that, over this twelve year period, Project Homestead only received grants from
the City of $419,231 for operations. Of this $419,231, $69,765 was distributed directly
to program participants, and were audited by the City. These funds represented less than
three percent of the $17,600,734 and less than one-half of one percent of Project
Homestead’s operating budget. Of the remaining funds, $16,462,103 were paid directly
to builders and contractors, subject to the City’s approval, and $719,400 represent the
assessed value of donated lots.

The investment of $17,600,734 made in Project Homestead, Inc over the years remains in
the community and are assets providing housing for our citizens today.

City’s Response;

(Agency does not address what happened {o the profit (CHDO proceeds) if
any, from the sales of the $10,313,178 of City funding in single family houses,
Agency was not able to show how funds generated were used in the Affordable
Housing Program. This is the essence of our audit and the questions the andit was
attempting to answer.

Over the years the board of directors, like other stakeholders and investors, accepted the
validity and accuracy of the independent audits and the integrity of management and the
accounting department during the period in question. As the primary fiduciary agents of
the corporation, we must accept some portion of the responsibility for many of the
findings revealed in the City’s audit. It should be noted, however, that in August 2001,
based on the growth of organization (174% in five years) together with a high turnover
rate in the accounting department, the board of directors recognized the need to contract
the accounting operation to an outside accounting firm.

Project Homestead’s independent auditors issued management letters for several years
dealing with issues concerning accounting records and internal controls. Unfortunately,
until quite recently, the board of directors was not made award of the existence of these
letters. The letters were addressed to the President/CEQ of Project Homestead through
1999 audit and to the board in subsequent years. It is our understanding that these letters
would customarily be addressed to the board or an appropriate committee of the board.
Regardless of the addressee, management did not share the letters with the board. Had
the board been aware of the comments in the management letters, it would have acted in
an appropriate mangper.



City’s Response:

(The Board of Directors had an affirmative duty to exercise its fiduciary
responsibility and provide appropriate oversight of the operations of the non-
profiti.)

COMMINGLING OF FUNDS

1. FINDING:

Project Homestead has not maintained separate bank accounts or general ledger accounts
to distinguish funding from their various sources including City of Greensboro funds and
the subsequent uses. The agency basically uses one main operating account for deposits
and fo pay salaries and other expenses incurred by the organization. Due to this
commingling of funds, we were not able to determine how much program income was
generated from the use of City of Greensboro funding and if any income was reinvested
into the Affordable Housing Program in Greensboro. This is not in compliance with the
Community Housing Development Organization (CHDO) agreement excecuted by Project
Homestead and the City of Greensboro in May of 1999,

RECOMMENDATION:

Project Homestead should establish separate general ledger accounts or separate bank
accounts to distinguish which funding sources were used for each purpose. Further
analysis of the Housing Program should be made to determine what, if any funds may be
available to repay the City.

MANAGEMENT/BOARD OF DIRECTORS™ RESPONSE:

All of these projects received considerable pre-development/award scrutiny. In order to
receive consideration for funding by the City, budgets and project plans were submitted
to the City and evaluated. While funds may have been placed in the same account, the
project plans were followed and verified through previous audits. Prior to this audit, at
no time did the city auditors identify commingling of funds as an issuve.

The recommendation of the Internal Audit Division pertaining to establishing separate
general ledger accounts to distinguish which funding sources were used for each purpose
was implemented in August 2001.

City’s Response:

{Our audii period covered the years from December 1997-2001. We did not
review documentation for the years December 2002 and 2003. We were not given
access to records in order fo review transactions/documentation of the Agency
without restrictions until Sepiember 2003. Therefore we had no way to determine
that the funds were commingled.)

HOME COSTS AND SALES

2. FINDING:



3. PHI did not have complete records and was unable to provide documentation for
all sales and cost of sales transactions we attempted to sample. We selected two
units from schedules provided by their outside aundit firm fo review sales and cost
of sales transactions, for which PHI could not provide any documentation on
either—the-cosl--or - the--sale -of - the--homes—Of - the 101 - sales—we—sampled,
approximately 16% of the sales had no verification of income data to determine
whether the purchaser was eligible for low-income housing assistance. Three
units, 2017 Hearthwood sold in February 1999, 3222 Creck Ridge Road sold in
July 2000, and 1705 Lord Foxley sold in June 2000 were sold (o over-income
individuals. There are eight others that appear to be over-income. (See Appendix
A)

Proof of counseling of purchasers was not sufficient for any of the unit sales reviewed,
and eleven sales lacked appraisal values therefore we could not calculate the excess of
appraised value over sales value, or “Instant Equity”. PHI failed 1o provide sales data for
one sample, and cost data for another.

PHI did not set up a system (o allocate adminis(rative overhead to its cost of sales. Funds
received were commingled and expenses paid out of the commingled funds. Since funds
were commingled, and cannot be distinguished, all costs were counted against income(s)
provided by the City of Greensboro.

RECOMMENDATION:

PHI should keep complete records of all sales and cost of sales transactions.

PHI should maintain records of counseling provided to prospective homebuyers and also
offer counseling after loan closing. (HUD Mortgagee letter 96-52 requires the nonprofit
offer or obtain homeownership counseling for prospective homebuyers and also offer it
after loan closing.)

PHI is required to segregate funds received from City of Greensboro assisted sales, and
allocate overhead to the various cost/revenue centers set up by its accountants. In order to
participate in federal programs, the non-profit 1$ required (o0 maintain complete records
demonstrating that it has established stewardship of funds. (HUD Mortgagee letter 96-52)
Federal Circular A-1 10 subsection 21 Standards for Financial Management Systems
requires “(a).. recipients relate financial data to performance data and develop unit cost
information whete practical. (b) Recipients financial management systems shall provide
for the following. (1) Accurate, current and complete disclosure of the financial results of
each federally sponsored project or program. (2) Records that identify adequately the
source and use of funds for federally sponsored activities. (3) Effective control over and
accountability for all funds, property and other assets. (4) Comparison of outlays with
budget amounts for the award. (5) Written procedures to minimize the time elapsing
between the transfer of funds to the recipient from the U.S. Treasury and the issuance or
redemption of checks, warrants and payments by other means for program purposes by
the rccipient. (6) Written procedures for determining the reasonable allocability and



allowability of costs in accordance with provisions of the applicable Federal cost
principles and terms and conditions of the award. (7) Accounting records including cost
accounting records are suppotted by source documentation. Federal Circular A-122 is the
Cost Principles for Non-Profit Organizations promulgated by the federal government.
Section -A. -l *Composition -of -total -costs.-The-total-eost-of ~an-award-is- the--sum - of
allowable direct and allocable indirect costs less any applicable credits. Of the 101 sales
we sampled, approximately 16% of the sales had no verification of income data to
determine the purchaser was eligible for low-income housing assistance.

MANAGEMENT/BOARD OF DIRECTORS’™ RESPONSE:

Project Homestead, Inc. (PHI)} accepts the recommendation pertaining to keeping
complete records of all sales and cost of sales transactions. However, it should be noted
that of the 101 home sales that were sampled between 1997 and 2001, 84 (84%) had
verification of income data to substantiate the eligibility of the purchasers. As identified,
three units, 2017 Hearthwood, 3222 Creck Ridge Road, and 1705 Lord Foxley, were sold
to over-income individuals. The data are not sufficient to determine whether or not the
eight additional houses identified by the auditor were sold to over-income individuals.

During 1997 — 2001, PHI had staff persons employed to counsel prospective homebuyers.
Counseled families usvally came to PHI at various levels of readiness. Counselors were
required to develop and implement the Home Ownership Readiness Development
(HORD) program individually tailored to each family. For example, PHI staff persons
determined the strengths and weaknesses of each prospective homebuyer, including their
credit worthiness, explain the terms of the mortgage-including escrow accounts, and
counseled them relative to not incurring other debts, having a saving account 1o pay at
least one mortgage payment, and the importance of maintenance. After the closing, the
new homeowner would receive a congratulatory letter that included the name of the
plumber, clectrician, and the companies who installed the air conditioner, carpet, etc.

Prior to the City of Greensboro (CGSQO) approving a second mortgage from its
Affordable Housing Program, the prospective homebuyer had to show proof of
counseling (certificate). Although the PHI records were not sufficient, the City had final
sign-off anthority on all of these transactions, as required by the banks.

City’s Response:

(The City has Project Homestead’s certificate indicating that training took
place at the real estate loan closings. However, during the course of the aundit,
Project Homestead was unable to find the appropriate records to support these
certifications. The CHDO agreement between the City and Projeci Homestead
stated that records should be maintained and accessible for monitoring visits.)

The board of directors was not aware of the process that was used to allocate
administrative overhead to its cost of sales. In August 2001, PHI established a system to
segregate funds received from the CGSO assisted sales, and allocate overhead to the
various cost/revenue centers,



4. FINDING:

PHI did not maintain reasonable overhead and profit ratios, or cost of sales rates.

The National Association of Home Builders, NAHB, recommends an overhead and profit
rate of-15% of-sales:-PHI-audited finaneial -statements-for-the-peried-under-audit-- 1997
through 2001 show an average overhead rate of 29.71%, with a high of 40.97% in 1997
and a low of 24,05% in [998. PHI's actual overhead percentage as a percentage of sales
was twice the rate recommended by the NAHB.

PHI's 1997-2001 sample sales reviewed show cost of sales percentage to sales of only
85.56%, which would be comparable to those, recommended by the NAHB. However,
the audited cost of sales figures for all sales in 1997-2001 show cost of sales of 101.37%.
Excess cost of sales booked per the financial statements for the period is 16.37% above
the NAHB recommendation, and would indicate a loss before any overhead was added
in. Our review of the costs in our sample show that “soft costs” which should be in
overhead such as financing, supervision, closing costs, etc. included as cost of sales
amounted to 7.7% of sales, and for our sample, duplicate and unsupported costs were
16.03% of sales. It should be noted that we reviewed 59.55% of the costs claimed and
that 26.92% of the reviewed costs were unsupported and/or duplicate costs.

Discussions with PHI accounting staff indicate that prior period practice was to allocate
cost of sales from an inventory account at the end of the year, instead of as the properties
were completed and sold. This contributed to the poor rate of cost of sales, as apparently
duoplications and overhead costs were put into the cost of sales at the end of the year.

RECOMMENDATION:
PHI should take steps to ensure cost of sales data is segregated to the appropriate units as
they are finished and/or sold, and that only allowable costs are included in such cost. 'The
City should not contract with PHI for any future home construction undl corrective
actions have been taken.

MANAGEMENT/BOARD OF DIRECTORS’ RESPONSE:

Using the overhead and profit ratio provided the National Association of Home Builders
(NAHB) to evaluate PHI’s operations is not a suitable comparison standard. First, the
NAHB is an organization consisting of “for-profit” builders and trades people who build-
in “cost recovery” at every phase of the construction of a house. This being the case, a
15% overhead and profit margin at the “time of the sale” scems reasonable. Second, PHI
is more of a social services agency than a contractor. To wit, contractors, such as those
with the NAHB, do not have to hold classes for prospective homeowners to teach them
what is involved in owning a home. Most contractors do not have to put together the
complicated financial deals that PHI does to sell a house. The application packages,
supporting documentation, certifications, legal reports, etc that are needed to compete for
grants and second/third mortgages raise the overhead cost per house considerably.




City’s Response:

(City research shows that our figures were fair and representative of what
the true costs expended should have been. We did not take the raw NAUB figures,
but adjusied those figures to allow for the very things the board is alleging. If only
the NAHB number were used-then-O/H would be lower-than we calenlated; aboui- 12
i0 13%. The Cily of Greenshoro separately funded counseling for clients. Thus this
cost was not was part of the overhead expenses.)

INSTANT EQUITY
5. FINDING:

We reviewed sales in our sample for “Instant Equity” passed on to homebuyers. “Instant
Equily” is defined as the amount of the appraisal of the home in excess of the sales price.
PHI did not pass along “Instant Equity” to homebuyers.

PHI was required to pass along its supposed savings to purchasers, in the form of “Instant
Equity”. For the period under audit, purchasers “Instant Equity”, which we could
compute was only 6.70% with lots provided by the City of Greensboro, and 2.22%
without the added value, (cost), of the lots. We did not determine the effect of discounts
received from HUD. The 6.70% “Instant Equity” is an average of $5,057 per unit since
the average sales price was $75,516. The average dollar amounts without city lots
averaged only $1,801. Additionally, PHI sold rehabilitated units, which it was able to
purchase from HUD for a 10% discount. PHI also received a City of Greensboro and
Mortgage Note for purchases of 23 of the 31 rehabilitated units in our sample.

RECOMMENDA TION:
PHI should be required in the future to pass on ‘Instant Equity” as intended to assist low-
income purchasers.

MANAGEMENT/BOARD OF DIRECTORS’ RESPONSE:
PHI accepts the finding that sufficient “instant equity” was not always passed along to
homebuyers.

City’s Response:

(The Board did not exercise its fiduciary responsibility to ensure that the
Affordable Housing Program was operating as designed. Homeowners did not
receive the benefits that the program was created to provide.)

PERSONNEL POLICIES
6. FINDING:

PHI had no formal policies as to how to deal with employees and/or board members and
no formal write-off policy. PHI provided benefits to related parties not available to the



general public, which they charged against their cost of sales or otherwise decreased
funds available as program income.

. PHI sold an employee a unit, 2017 Hearthwood, in 1999 and accepted a $20,000
note--in -partial .payment -as .part -of -the underwriting. PHI .wrote off. the-note. to..the
employee within a month and charged it to cost of sales, unnccessarily increasing these
costs by that amount. The employee was over-income for low-income assistance, but PHI
paid $3,133.91 of the closing costs and charged this to cost of sales as well.

. PHI sold a board member a unit, 2702B Darden Road, in December 1999 at a
price, $71,500, which allowed them 30.58% of “Instant Equity”. The unit was on land
purchased by the City of Greensboro, and a release deed from the City of Greensboro
deed of trust was not obtained. “Instant Equity” for the 1999 year averaged only 8.97%.
PHI claimed building costs of $89,606, and the City of Greensboro provided lot was
valued at $18,325, which combined with the sales price meant that PHI suffered a loss of
approximately $36,500 on the transaction. The board member sold the unit in March
2002 tor $106,500.

° PHI gifted a board member eligible for low-income assistance $1,000 in closing
costs for the purchase of 1304 Swan Street in February 2000. The closing cost staiement
for the purchase/sale shows no out of pocket costs for the purchaser. The $1,000
increased PHI cost of sales unnecessarily.

¢ PHI rehabilitated a board member’s home, 2202 Benbow Road, in 2000, and
qualified a purchaser with a no-interest City of Greensboro purchase assistance loan on
the unit though they did not own it. On June 20, 2000 the house closed to the eligible
purchaser, and the board member’s son negotiated a quitclaim deed to the purchaser. PHI
did not buy the house, and did not have funds to pay for the rehabilitation until July 3,
2000, almost two weeks later. PHI recorded the purchase of the house on July 3, 2000
two minutes before they recorded its sale to the new purchaser. Thus the sale was
originally from the board member on June 20th, and PHI rehabilitated the unit. Only after
the board member received their funds from the sale did PHI actually buy the house and
get money to rehabilitate it

RECOMMENDATION:

P1-11 should be required to develop formal policies for writing off loans and notes. PHI
should, also, deal with identity of interest purchasers and sellers as though they were third
party purchasers and sellers. (HUD Mortgagee letter 96-52 prohibits non-profit members
of the board, employees or others with an identity-of— interest from being beneficiaries
of the affordable housing program.) We recommend PHI recover any excessive amounts
they have given employees, board members and officers’ friends. In any event, if
recovery is not successful, PHI should provide the individuals with 1099 statements
indicating the economic value received in order that the individuals pay taxes for these
economic advantages, and not benefit quite as greatly from the affordable housing
program.




Additionally the non-profit should be aware that it is a conflict of interest for a nonprofit
to employ staff who also work for and receive financial benefits from a for-profit entity
that is providing the nonprofit with services related to the non-profit’s affordable housing
program. Thus since Homestead Construction of North Carolina is a for-profit entity,
none of -its-employees- ean be-employed by Project Homestead, as was-the-case-when- the
CEO, a relative and the CFO were employed by both PHI and Homestead Construction in
similar roles.

MANAGEMENT/BOARD OF DIRECTORS’ RESPONSE:

PHI does have personnel policies in place; however, the agency did not have a formal

write-off policy. However, the “Conflict of Interest” policy states that a “director is said
to have a conflict of interest when he or she directly or indirectly (through a relative or
associate) has an economic inferest in a decision to be taken. This fact alone does not
make the decision subject to being voided by the organization. The decision is
enforceable if (1) the material facts of the conflict were made known to the other
directors; (2) the transaction was fair and reasonable; and (3) the vole of majority of
directors, not including the director with the conflict, supported the decision.”

Any staff recommendation for write-offs that was brought to the attention to the board
received the appropriate action. For example, when the transaction pertaining to the Polo
Farms property came to the board for action, a $10,000 bonus for the President/CEO was
approved and was reflected on his earnings statement.

Regarding the propeities on Hearthwood, Darden Road and Benbow Road, the board of
directors was not aware of and did not approve these transactions. The President/CEQO
did not inform the board of the basis or the rationale for his decision. In addition, the
Chief Financial Officer during the period is no longer employed with PHIL

City’s Response:

(Being a non-profit entity, all monies should be properly expended for the
purpose of the agency, The bonrus should have been approved by the board before
the transaction. Lack of proper oversight by the Board to oversee the operations of
PHI failed to ensare that only those qualified individuals or families benelited from
the Affordable Housing Program. The Board of Directors should have adopied and
followed contlict-of-inferest guidelines which would have prevented transactions
with employees and board members. According to HUD Regulations, board
members breached their fiduciary responsibilities by engaging in direct transactions
with the organization. Unless they’re participating in a low-income government
program with full disclosure and appraisal, such transactions are prohibited.)

BROKER FEES
7. FINDING:

Homestead Realty was indicated on several closing statements as earning a broker’s fee
for various purchases and sales made by PHI in 1998 and 2001. The funds paid to
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Homestead Realty wete either deposited to PHI bank accounts, or used to pay purchaser-
closing costs. The “broker fees” unnecessarily increased cost of sales, as they were not
{rue costs to PHL

PHI should not be the beneficiary of “broker” costs in purchase and sales transactions.
(HUD Motrtgagee letter 2001-30 - Appendix A- prohibits sales bonuses and sales
incentives for selling or listing real estate brokers/agents.) We researched information
with the Department of the Secretary of State for North Carolina, and did not find
Homestead Realty listed as a corporation.

MANAGEMENT/BOARD OF DIRECTORS’ RESPONSE:

PHI accepts the recommendation that the agency should not be the benefliciary of
“broker” costs in purchase and sales transactions. However, these funds were either
deposited in a PHI account or were used to pay purchaser closing. In those instances
where the funds were used to pay purchaser-closing costs, the broker fees did not
increase the cost of the sale. Further, the board of directors and the corporate attorney are
not aware that Homestead Realty was not listed as a corporation in the state of North
Carolina. o

City’s Response:

(Knowingly putting false or inaccurate information on a HUD-1 Closing
Statement is a violation of the Federal Real Estate Settlement Procedures Act. Since
Homestead Realty was an entily of Project Homestead, it was paying itsell in
violation of HUD Regulations and federal Faw.)

RELEASE DEEDS
8. FINDING:

Twenty-six of the units sampled were on lots the City of Greensboro purchased, PHI had
no release deeds from any of the deeds of trust for those purchased by the City of
Greensboro. Review of the problem by the City of Greensboro Legal Department,
indicates that five of the lots were released, twelve were canceled after the sale, and nine
of the deeds of trust were still outstanding. Two of the deeds of trust were to/for
individuals who owe notes as low-income purchasers, and are, therefore, properly
encumbered. The other seven have not been released and the City of Greensboro still has
a claim against the properties. One of the seven was sold to an over-income individual.

PHI sold a unit, 3222 Creekridge, in 2000 to an individual whose income was 135% of
the median income for single individuals. The lot on which the unit was built was
purchased by the City of Greensboro and was provided under a contract requiring that
PHI had to sell to a purchaser whose income was 80% or less of the median income for
the size household category.

RECOMMENDATION:
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PHI should pay the City of Greensboro 1/4 of the cost of the purchase price ol the land
($18,386.50), because the land was split up into four lots. PHI, also, did not obtain a deed
of trust release deed for the property, and therefore, the transaction does not meet legal
requirements.

The City should require the non-profit to repay the City for any sales to ineligible
individuals. The nonprofit should develop a checklist to prevent closings from occurring
without the proper release deeds. The City should enforce the penalties in its confract
when the non-profit does not comply with notice requirements.

As mentioned earlier, due to the commingling of funds we were not able to determine
how much program income was generated from the use of funding provided from the
City of Greensboro. However, we were able to review documentation and transactions
that relates to how funds were used in general in the organization as follows:

MANAGEMENT/BOARD OF DIRECTORS’ RESPONSE:

It was the standard practice of the CGSO to have its outside attorney(s) prepare all
release deeds relating to property on which it had a deed of trust and which was being
sold to PHI. Those atiorneys habitually and policy-wise would grant assurances to the
closing attorneys that the release deeds would be prepared and recorded after closing.
Since the CGSO was releasing it own lien from it own property, no additional risk was
created as a result of the manner in which the City’s attorneys proceeded. Any failure to
prepare and record the release deeds is clearly the responsibility of the City and its
outside attorneys.

Regarding the 3222 Creekridge property, if the City’s contract has a reverter clause in it
and said contract was recorded or if the City’s deed to PHI had such a clause it in, the
City could simply exercise its reverter interest and reclaim the property. However, if the
City failed to take this legal step to protect itself by recording the contract or deed, the
liability lies solely with the City and its attorneys. A release deed would not be an
appropriate instrament to use in the Creekridge situation, if the contract with the reverter
was not recorded or where the deed did not contain a reverter clause.

Further, the transaction pertaining to the lot and deed of trust release on the Creekridge
property was discussed and approved by the city staff; however, it was recently brought
{0 the board’s attention that city staff was not authorized to make such an approval, and
that the approval had not been allowed by the City’s attorney.

City’s Response:

(These facts are totally inaccurate. A master note was recorded on June 15,
1998 for this and other properties that the City purchased on behalf of Project
Homestead. The purchaser’s closing attorney is responsible for requesting and
assuring that the property is released from any Notes/Deeds of Trusts prior to
closing, not the City. Project Homestead sold this property to Christopher Totten on
April 14, 2000; Project Homestead then requested that the City release this property
from the Note/D'T' on April 18, 2000, four days after the sale. Project Homestead
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only notified the City that the buyer was over-income when City siail requested, as
part of the release process, data on the low and/or moderate-income status of the
household. The City did not release this property from the Note/D'T. In September
2002, the City lC(]llL%i(,d that Pr o]u,t Homestead repay the thy the ‘%)18,38( 50 spent
for-the lot purchase.) .

FIXED ASSETS/VEHICLES
9. FINDING:

We reviewed a sample of fixed assets to determine the accuracy of Project Homesiead’s
records, to ensure proper conirol over these assets and that any City of Greensboro
interest in these assets is protected. We noted the following:

LOT PURCHASE in POLO FARMS

On May 27, 1998 Project Homestead purchased a lot in the Polo Farms Sub-Division for
$65,000. On November 18, 1998 this lot was sold to an officer of the company for
$55,000. The Board of Directors Minutes made reference to this transaction in their
meeting held in November 1998, We reviewed available documentation related to this
transaction and consulted Project Homestead’s external auditors Costello Hill &
Company. However, we were not able to see the entire transactions and journal entries
accounted for in the general ledger. Therefore, we have a scope limitation and cannot
determine if this transaction was handled properly. The situation is worthy of question, as
it exists, and needs to be explained by PHI.

VEHICLES

We performed an inventory of all motor vehicles listed on the Balance Sheet as of
December 31, 2002. All vehicles were visibly accounted for and matched the vehicle
identification number on the asset listing.

When we began our audit a Lexus and Lincoln Navigator were not under the control of
Project Homestead. A non-employce of Project Homestead was driving the Lexus and (a
relative) of an employee was driving the Lincoln Navigator. Both of these situations have
since been corrected, but PHI incurred costs unnecessarily while these situations existed.

These problems were allowed to exist because the PHI Board of Directors did not
exercise the appropriate fiduciary responsibility, and in fact met only once each year
during the period under audit, 1997-2001.

City Response:

(A relative of an Officer of a non-profit company who is not employed by the
company should not be operating a vehicle provided by Project Homestead. As
stated previously, it was improper for the president to have personal transactions
with the company. Officers, Directors and employees should not be operating a
vehicle of the non-profit unless approved by the board {or business purposes and
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included as part of compensation reported as income to the Infernal Revenue
Service
L °

RECOMMENDA TION:
The - Board- of -Directors--of -Project -Homestead--should - exercise -appropriate - fiduciary- -
responsibility over the officers of the organization to ensure the safeguarding of assets,
and that assets of the company are not used for personal or non-business related reasons.
The lease payments on these vehicles caused the earnings of the non-profit to be less
thereby reducing program income.

MANAGEMENT/BOARD OF DIRECTORS’ RESPONSE;

Our outside auditors examined the Polo Farms transaction. Based on the records
available, they concluded that the $10,000 shortfall in the price of the lot sold to the
President/CEQO was treated as a bonus and was included in his income. The information
used to reach this conclusion come from several sources and required some
interpretation. The City auditor indicates that he could not see all of the entries in the
general ledger accounting for this transaction. However, he was shown where a $10,000
increase was reflected in the carnings records of the President/CEQO. We feel that the
preponderance of the available evidence indicates that the fransaction did result in the
President/CEO being taxed on the difference in price.

When PHI downsized and new management assumed leadership, these vehicles were
recalled and returned to the dealerships within weeks.

City’s Response:
(It is totally inappropriate for an officer of the company to use the asseis of
the company for personal benefit.)

The board of directors met its bylaws’ requirement to meet at least one time per year.
However, the board did meet at least twice per year, and “special meetings” were called
as necessary. The minutes to support these meetings were damaged because they were
stored with the other records at the agency’s headquarters on Martin L. King, Jr. Drive.
Some of the original handwritten minutes were obtained from the board secretary,
retyped and provided to the city auditor.

City’s Response:

(The Board had a fiduciary responsibility to exercise appropriate oversight over
the operations of the organization and a duty te stay completely informed as a board
member about all aspecis of the organizaiion.)

LEXPENSES

10. FINDING:
We reviewed expenses of the organization that increased dramatically during the period
under review. These expenses are Legal and Accounting; Contracted Services; Office
Supplies; Telephone and Travel.
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LEGAL & ACCOUNTING

We reviewed Legal fees for 1997 through 2001 and noticed a dramatic increase in fees
per month to approximately $5,000, for the years ended December 1999, 2000 and 2001.
This-is—due to-the-fact-that-Project-Homestead- beeame - involved-in-outside -business
projects that required legal expertise. However, we did note some invoices with very little
supporting documentation. Accounting fees for the time period audited by us consisted of
audit fees for interim work on the financial statements and the yearly audit by the
external auditors. Also, during May 2001 an outside Accounting Services Company was
hired to keep records and perform accounting services at a rate of approximately $20,000
per month for an initial analysis of the company for three months. These services
increased in August of 2001 to approximately $35,000 per month and a final rate of
approximately $40,000 per month. These services were no longer provided as of
September 2003,

RECOMMENDA TION:

PHI should hire and train full-time personnel to perform record keeping and accounting
functions. Since funds were commingled, a determination should be made as to which
fees apply to the for-profit, non-profit or other non-profits outside of Greensboro; and
PHI should substantiate which fees are applicable to City of Greensboro projects and if
appropriate, proper reimbursement should be made.

CONTRACTED SERVICES

We reviewed Contracted Services Expense for the years 1997 through 2001. These
expenses consisted of contractors and consultants for various projects. The biggest
expense in the category was for temporary service agencies hired to perform accounting
services from 1997 through 2001. PHI experienced high turnover with these agencies as
opposed to hiring and training full-time personnel. In the later part of 2001 an
Accounting Services Company was hired to keep records and perform accounting
services reducing these fees somewhat.

RECOMMENDATION:

PHI should develop policies and procedures approved by the Board, such as a bid process
to obtain competitive prices on services needed for projects outside the day-to-day
operations of the business, to maximize the use of public funds.

OFFICE SUPPLIES

We reviewed Office Supplies Expense for the years 1997 through 2001, These expenses
consisted of advertising, supplies, and temporary service agency fees. Again, these
temporary agency personnel experienced high turnover and incurred substantial fees. The
dramatic increase incurred in the years 1999, 2000 and 2001,

RECOMMENDA TION:

PHI should develop policies and procedures approved by the Board to acquire supplies
and products with vendors that benefit the organization with minimal costs, (0 maximize
the use of public funds.

15



TELEPHONE

We reviewed Telephone Expenses for the years 1997 through 2001. The telephone
numbers we sampled appear (o be business and personal based upon “reverse number
testing”™ we-performed on-the Internet. Several-of our-samples-eame -back-“no-match™; so
we assumed the numbers were unlisted or cell phone numbers. All 25 of the PHI
employees were assigned cell phones, pagers and/or walkie-talkies. During late 2000 the
organization started doing business in Goldsboro, Kinston and Reidsville, which
increased costs. Additionally the organization experienced excessive costs due to users
exceeding their allotted base plans on a monthly basis and long distance charges were
substantial, We asked for phone logs but the agency does not maintain any.

RECOMMIENDATION:

The Board of Directors of Project Homestead should exercise appropriate fiduciary
responsibility, require adequate internal controls and consider consolidating existing
plans and services to reduce costs, and maximize the use of public funds.

TRAVEL

We reviewed Travel Expenses for the years 1997 through 2001. Various individuals
charged the majority of these expenses on the corporate credit cards of the company. A
significant amount of these charges lack supporting documentation. We noted other
charges on the corporate credit cards that appear o be of a personal nature: firearms;
jewelry: clothing; shoes; spotting goods; utilities; cash advances; entertainment

tickets; health club membership dues; dry cleaners, grocery stores; drug stores; hair
salons; ABC stores; restaurants; airline tickets for spouses of the company and other non-
employees; cruises for employees and their spouses; hotels; clectronics stores; car
maintenance; mobile car washing and others. A review of various expense accounts
shows approximately $480,362.05 in personal charges.

FINDING:

Since the items listed above appear to he of a personal nature, this is not in compliance
with the Affordable Housing Program in the City of Greensboro and the CHDO
Agreement and does not maximize the use of public funds.

RECOMMENDA TION:

The Board of Directors of Project Homestead should exercise the appropriate fiduciary
responsibility over officers of the company to ensure that funding of the agency including
City of Greensboro funding is spent for the appropriate purpose. Further analysis should
be made to determine the appropriate amount to be repaid to the City.

SALES TAX REFUNDS

We reviewed tax refunds received by PHI during 2001 in the amount of $204,062.48.
These funds were deposited into a “sweep account”, which is a temporary savings
account, When funds were needed for operations, funds were transferred to the general
operating account with other funds received by PHI and disbursed. As stated earlier the
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majority of funds were commingled into one main operating account, and we were unable
to determine what amount was used for Affordable Housing in Greensboro.

MANAGEMENT/BOARD OF DIRECTORS’ RESPONSE:

Many- of the-transactions-alleged-to be-personal-by. the-CGSO..are. for-grocery. stores,
restaurants, and hotels. These charges are in Greensboro and in other locations. It is the
board of directors’ understanding that the President/CEO used his credit card to purchase
food for clients, or to provide temporary housing.

City’s Response:

(Receipts were not appropriately kept for these transactions. This is not in
compliance with the CHHDO Agreement that requires records to be maintained by
the organization for specified periods of time. Policies and procedures that provided
a check and balance on these transactions should have been established.)

The President/CEO and other employees often traveled on business. They visited
housing operations in other cities to solicit donations and to receive awards in Raleigh,
NC; Atlanta, GA; San Diego, CA and Washington, DC. Meals were often provided to
potential donors when they were being solicited both inside and outside of Greensboro.

It was the belief of the President/CEO that PHI had to become aggressive in private
fundraising and soliciting donations from celebrities to make the agency self-sufficient.
Using fundraising cruises to make the agency self-sufficient was poor judgment.

City’s Response:
(These trips do not appear to be a legitimate expense and in keeping with the
non-profit’s purpose.)

The board of directors is aware of its fiduciary responsibilities and should have
established internal control mechanisms; however, the board was not given full, complete
and accurate information about the agency’s operations, fiscal or otherwise (i.c.,
expenses, management letters, lease payments, agreements with the city; judgments or
liens, etc).

City’s Response:

(The Board did not exercise its right to inquire or examine transactions of
the organization to ensure that the company had proper internal conirol
mechanisms in place to prevent the misappropriations of funds.)

The agency’s expenses increased dramatically because the agency’s revenue, and
consequent program activities, increased by 174 percent during the audit years. PHI
expanded its marketing department and generated new publications, and printed in-house
most of their information for potential homebuyers and contributors. Program expansion
also increased the demand for additional office supplies.
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For the period January 1, 2001 to August 15, 2001, average monthly cost for the
accounting department was $51,060. These costs were made up of PHI employees, Temp
Agency cmployees and consultants. Beginning August 16, 2001, all accounting functions
were outsourced to a reputable accounting firm with an initial cost of $35,100. That cost
1increased-to- $36,855. -In September - 2002, and - the  last-increase- in- February 2003 to
$39,855 resulted from taking on the accounting responsibilities for the Krispy Kreme
Franchise. There are detailed written agreements for all services provided and fee
arrangements, all signed and approved by the former President/CEO.

The CGSO auditor has assumed that all of these types of purchases represent non-
business or personal expenditures. In fact, it cannot be determined from the available
information whether the charges were business or personal. Further, it should be noted
that during this period, city funds represented only 11.4 percent of PHI's total income.
Unfortunately, the only person who could answer most of these questions is not available.

City’s Response:

(The Board had a daty to examine and determine the appropriateness of
increasing cosis and to ensure that the funds were spent appropriately to carry out
the purposes of the organization.)

RECORD KEEPING
11. FINDING:

Project Homestead’s system of record keeping is inadequate.

* Project Homestead no longer has many of the payroll files and records. During
2000 and 2001, Project Homestead outsourced its payroil function to ADP, and these
payroll records were provided to us for use in conducting our audit. However, for the
three years of the audit prior to their switch to ADP, Project Homestead did their payroll
in-house. They cannot find any of the payroll records for 1997 or 1998, and produced
only a portion of the payroll records from 1999. This drastically reduced the testing we
could do in these areas. Our testing of salary advance accounts and repayments is limited
to years 2000 and 2001. In 2000 and 200! bonuses and salaries were grossed up and
included in the employees’ taxable wages. In 1997, 1998 and 1999 we could not verify
whether bonuses recorded in the employees’ salary advance accounts were grossed up
and included in the employees’ taxable wages, nor could we verify whether payroll
deductions were made from the employees’ salaries to reimburse Project Homestead for
amounts due back to the company.

. Another area of inadequate documentation was business receipts and invoices.
Since Project Homestead allowed its employees to make personal charges on the
company credit cards, it is necessary that the employees produce receipts and/or invoices
to substantiate each of their valid business charges. Project Homestead does not have a
policy requiring its employees to turn in such documentation as proof of business-related
uansactions. Without such documentation, it is impossible for Project Homestead to
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know which expenses are personal and which ones are business-related. It is, therefore,
impossible for us to validate the business purposes of some of their credit card charges.

. Project Homestead did have a small portion of records maintained in a very
disorganized, -sometimes- incomprehensible, -manner.-For- example;-they-had-a- stack- of
credit card recceipts in a box marked “trash”, but the receipts were not in any
chronological order, not attached to the related credit card statements, or separated by
credit card holders. Project Homestead employees sorted through these receipts at our
request and organized them in a way that we could trace them to specific credit card
purchases. Still, we found that some of the receipts were compietely illegible, while
others were merely plain receipts, without any explanation written on them or attached to
them describing the business reason for the purchase. Additionally, some of the files and
records had been contaminated with pigeon droppings.

As part of its agreement with the City of Greensboro, Project Homestead should
immediately keep proper records so that the City can see that its money is being spent in
compliance with the grant requitements. Failure to maintain proper records is in violation
of this agreement. The City should review all of its contracts with PHI for future
direction.

RECOMMIENDATION:

The Board of Directors and Officers of Project Homesiead should institute the
appropriate internal controls and record keeping policies fo facilitate the appropriate
retention or records and paper trails for compliance with contracts.

MANAGEMENT/BOARD OF DIRECTORS’ RESPONSE:

We acknowledge that PHI's accounting records were not as good as they should have
been. However, the City auditor was working at a severe disadvantage because of the
timing of the audit. None of the employees who generated or posted any of the
accounting records were still employed at PHI during the time of the City audit, making it
impossible to ask questions regarding the records. It should also be recognized that the
records in guestion ranged from two to six years old. The older records had previously
heen inspected by the City on a number of occasions and had been placed in storage
under the assumption that they would no longer be needed.  As you arc aware, some of
these records had become contaminated due to animal intrusion into the storage area.
During the previous audits, the anditor had access to any records that were requested; the
auditors examined cash donations, donated lots, overhead accounts and their allocation to
houses, among other things. In July 2000, the CGSO stated the audit of PHI was finally
finished, PHI’s books were in proper order and the CGSO funds were spent as intended.

City’s Response:

(Efforts were initiated in 2000 to audit program income (CHDO proceeds),
however, the City was not able to audii program income until September 2003 due
to obstacles/resistance from the agency for over a tweo-year time period.
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Program specific contracts such as Raymond S. King Apariments, Kingsgale
Apariments, New Garden Place Apartments, Alexander Homes and Coley Jenkins
Klderly Assisted Living Centfer were reviewed. In addition to these properties, we
reviewed Human Service Contracis; Community Grants for St. Leo’s Place at Giceat
Oaks Place Apartments-and-Coley Jenkins Assisted Living; and-Emergency Shelter
and Emergency Assistance Granis were monitored to determine if the programs
were being operated in accordance with program guidelines. However, during these
monitoring visits the complete financial records of the company were withheld by
the President of Project Homestead so that a complete financial andit could not be
done.)

Many questions are inevitable when examining records of the age and physical condition
of the PHI books. With no one available who was involved in the generation of these
records available to assist with the records or to answer the questions, it should be
expected that there will be unresolved issucs regarding the books. We would hope that
the CGSO_would acknowledge that there might_be_legitimate explanations for some of
the questions that have been raised. However, the age of the records and lack of
personnel who were involved (o answer those questions make providing  those
cxplanations impossible,

PERSONAL EXPIENSES
{2. FINDING:;

Credit card expenses were not properly reconciled between personal and business
expense. The CFO was in charge of reconciling Project Homestead’s credit card
statements. This process involved determining whether charges were personal or
business-related, and then coding the charges with the appropriate account numbers. We
found the following flaws in this reconciliation process:

. The credit card reconciliations were not reviewed or approved by anyone.

. Only some of the credit card statements were reconciled. Project Homestead did
not examine all credit card purchases to distinguish whether the charges were of a
business or personal nature. As a result, credit card charges were not always coded to the
appropriate accounts. Specifically, over $78,000 in unreconciled credit card expenses was
charged to the Miscellancous Administrative Expense account in 2001, Project
Homestead did not provide backup documentation to substantiate that these unreconciled
expenses were properly classified as miscellancous expenses. At the end of the year,
Project Homestead reclassified $155,817.78 of Miscellaneous Expenses, charging these
expenses (0 Travel, Auto, Telephone, Meals and other expenses. Project Homestead’s
accounting staff showed us the journal entry made to record this reclassification, but did
not provide any documentation to substantiate (1) the appropriate business purpose for
the reclassification, (2) how it was determined which accounts would be charged, or (3)
how it was decided what dollar amount would be charged to each of these accounts.
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J All of the credit card reconciliations performed were done by the CFO, rather than
having a separate employee examine the CFQ’s own credit card purchases.

° The credit card statements were not always reconciled in a timely manner. Credit
- card -statements - were-received- monthly, -but -the- reconciliations..were sometimes-being
performed months later. Shortly before leaving the company in 2002, the CFO was still
going back and reconciling credit card stalements from the previous fiscal year.

RECOMMENDATION:

PHI should consider establishing a new policy prohibiting employees from using their
corporate credit cards for personal purchases. If the company does not implement such a
policy, PHI should develop and implement a formal reconciliation policy, where one
individual reconciles the credit card statements cach month and another employee is
responsible for approving the reconciliations. Within this policy, employees should not
be permitted to reconcile their own credit card statements. The diversion of these funds
for nonbusiness purposes reduced program income, which would have been available to
the City for additional investment in affordable housing.

MANAGEMENT/BOARD OF DIRECTORS’ RESPONSE:
See “Management/Board of Directors’ response on pages 15-16).

City’s Response:
(K is regretful that neither the Board nor the City was advised by the
appropriate parties of the continuing problems.)

SALARY ADVANCES/REPAYMENTS
13. FINDING:

Project Homestead failed to charge its employees for many potentially personal charges
made on the corporate credit cards.

When personal expenses were charged on the company’s credit cards, these expenses
were supposed to be charged to the individual employees” salary advance accounts,
which are receivable accounts on the general ledger reflecting amounts owed to Project
Homestead by its employees. Personal items paid for by Project Homestead and charged
to these accounts included cash advances in the employees’ salaries, supplies bought to
build a personal residence, personal credit card purchases, payments of the employees’
insurance premiums, etc. As an employee made personal purchases on the corporate
credit card, these purchascs should have been charged (debited) to the employee’s salary
advance account. If the employee repaid the company, either through a payroll deduction
or by check reimbursement, the repayment was credited to the employee’s salary advance
account.

As part of our auditing procedure, we examined the credit card statements for each year.
We made a list of credit card purchases that were potentially personal in nature, and
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asked Project Homestead’s management to provide us with documentation substantiating
the valid business purpose for each of these charges. They could not provide such
documentation for $480,362 of these potentially personal purchases. Next, we compared
the amount of potentially personal credit card charges in 2001 and 2000 to the amounts

purchases. These comparisons revealed that Project Homestead only charged $117,044 of
the $258,915 unsubstantiated, potentially personal credit card charges to the employees’
salary advance accounts. This was only 45.2 1% of the potentially personal charges made
in 2001 and 2000, meaning that approximately 54.79% of unsubstantiated, potentially
personal credit card charges were charged (o the company’s business expense accounts.
{We could not determine how much of the poteniially personal credit card charges made
prior to 2000 were charged to the salary advance accounts and repaid to PHI because we
were lacking adequate documentation for years 1999, 1998, and 1997.)

RECOMMENDA TION:

The Board of Directors of Project Homestead should institute policies and procedures
that will minimize the chances of personal expenses being charged to the company due to
an inadequate system of internal controls or the lack of proper credit card reconciliation
procedures. The diversion of these funds for nonbusiness purposes reduced program
income, which would have been available to the City for additional investment in
affordable housing,

REPAYMENTS

FINDING:
Many of the charges debited to the employees’ salary advance accounts were not repaid
to the company during the period under audit.

We examined the employees’ check reimbursements and payroll deductions for 2001 and
2000, the years for which we were provided payroll records, and discovered a significant
amount of personal expenses charged to the employees’ salary advance accounts that
were not repaid to the company. As of December 31, 2001, approximately $57,055 was
still due from employees for personal purchases made on the company credit cards in
2001 and 2000. Of this amount, the employees were given bonuses to offset a portion of
this. Even after the bonuses were applied, the employees still had not completely paid off
what they owed to Project Homestead for purchases made in 2001 and 2000, nor were the
repayments enough to cover all of the potential personal charges discussed above.

With regards to the bonuses, we also found that the bonuses were not always recognized
in the proper period. For example, there was a $20,000 bonus applied to an employee’s
salary advance account in year 2000 to offset part of the balance the individual owed to
Project Homestead. However, this bonus was not included in the employee’s income (per
the W-2s) until year 2001, Since the employee received the economic benefit of the
bonus in 2000, it therefore should have been recognized as income in year 2000.
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RECOMMENDATION:

The Board of Directors of Project Homestead should institute policies and procedures
that will minimize the chances of personal expenses being charged to the company due to
an inadequate system of internal controls or the lack of proper credit card reconciliation

-procedures:- Additionally; -we- recommend- - that-any -amounts -due -from- employees—for

personal charges are recovered by PHI or 1099°s issued. The diversion of these funds for
non-business purposes reduced program income, which would have been available to the
City for additional investment in affordable housing.

WRITEOFES

FINDING:

Many of the charges debited to the salary advance accounts were not repaid to PHI, but
instead were written off to various expense accounts. $27,759 of the amounts receivable
from employees for personal charges in 2001 and 2000 were written off and charged to
the company’s cxpense accounts. Project Homestead could not produce supporting
documentation to show (1) why these expenses should be classified as business-related
rather than personal, or (2) how they determined which business expense accounts would
be charged in this reclassification.

RECOMMENDA TION:

The Board of Directors of Project Homestead should institute policies and procedures
that will minimize the chances of personal expenses being charged to the company due to
an inadequate system of internal controls or the lack of proper credit card reconciliation
procedures. Additionally, we recommend that any amounts due from cmployees for
personal charges are recovered by PHI or 1099°s issued. The diversion of these funds for
non-business purposes reduced program income, which would have been available to the
City for additional investment in affordable housing.

MANAGEMENT/BOARD OF DIRECTORS’ RESPONSE:
The former President/CEO and former Chief Financial Officer consulted and made all
decisions concerning write-off advances. The board was not involved in these decisions.

City’s Response:

(The Board did not exercise its fiduciary responsibility to ensure assets of the
organization were maintained for the benefit of the non-profit by establishing
a “write-off” policy approved by the Board. The board should have required
that before any write-offs could be made a policy be established with
guidelines for this procedure and that the Board or independent financial
officers review the write-offs. These, of course, are matters that should have
been reported to the Board as a result of its annual external auodit.)

NON-EMPLOYLEES

14. FINDING:
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15. In our examination of the credit card statements, we found a Project Homestead
corporate credit card issued in the name of an individual who was not a Project
Homestead employee. In 2000 and 1999, there was $10,458.57 worth of
puichases charged on the non-employee’s PHI corporate credit card. These

-~ purchases -included--charges - for--clothing, - health--club--memberships, - gasoline;
entertainment tickets, groceries, restaurants, dry cleaning, and movie rentals.

Because this individual was not an employee, there was not a salary advance account set
up to record the credit card purchases made by this individual. Therefore the amounts
owed to PHI for these charges were not reimbursed to the company through payroll
deductions. Also, there were no other forms of reimbursements discovered for these
corporate credit card charges.

RECOMMENDA TION:

The Board of Directors should implement a policy stating that company credit cards
should only be distributed to Project Homestead employees who have been approved to
make business-related purchases and hold corporate credit cards. Additionally, the formal
reconciliation policy suggested earlier should require the employee preparing the
reconciliations to make sure that all cardholders are valid Project Homestead employees
and verify that credit card charges are only made by the employee issued the corporate
credit card. The amount above should be recovered by PHI. The diversion of these funds
for nonbusiness purposes reduced program income, which would have been available (o
the City for additional investment in affordable housing.

MANAGEMENT/BOARD OF DIRECTORS’ RESPONSE:
The board of directors would have no reason to believe that a corporate credit card was
issued to a non-employee; therefore, we would not have a policy.

City’s Response:

(The Board did not exercise its fidaciary responsibility to ensure that assets
of the organization were used to benefit the non-profit by having policies and
procedures in place to deter/prohibit unauthorized persons use of company asseis
for personal gain. The Board should have been informed of these problems by the
appropriate officials.)

ADDENDUM

In addition to our audit for the years 1997-2001, the Internal Audit Division received
inquiries about the following transactions and therefore examined Project Homestead
records to obtain information in response to the inquires:

(D SALE OF LOTS

PHI sold adjacent parcels of land, 5515 and 5513 Stonebridge, in the Pleasant Garden
area to two individuals, April 29, 2002 and January 31, 2003. The first party was charged
$68,000 for the land and the second party was also charged $68,000. The second
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individual gave PHI a note for $28,000 as a portion of the purchase price. The note was
due January 1, 2004, The individual purchasing this property has asked the Board of PHI
to forgive the remainder of the debt due on the property due to problems with the
property. The note was unpaid at the date of our last day of on site work, January 8, 2004,
~but-was-still-booked as being dues- O

RECOMMENDATION:
The Board of PHI should review this transaction as referenced to in their meeting minutes
to ensure that PHI is paid fair market value for this property.

MANAGEMENT/BOARD OF DIRECTORS™ RESPONSE:

As recommended, the PHI Board of Directors reviewed this property in Pleasant Garden
even though no city funds were involved in the purchase. We discovered that a
restrictive covenant that prevented an extension of a pond, excessive water flows through
the property, approximately 100 loads of dirt were necessary to undergird the pad before
a house could be constructed, approximately 50 additional loads of dirt were necessary to
build up the yard, and additional grading and pipes were needed. Based on these facts
and after consultation with our attorney, the board of directors reaffirmed the
President/CEQ’s decision of April 2001 to forgive the $28,000 note. The board
determined that PHI was paid fair market value for this property ($41,000). This decision
to forgive the $28,000 note was preferable to canceling the transaction. If the transaction
had been canceled, PHI would have had to refund any payments, make the necessary
improvements, and hold the property until another buyer could be found. The net
financial impact of the second strategy would have been far greater than the $28,000 that
was forgiven.

City’s Response:
(The Board did not provide an appraisal or documentation to show thai this
transaction was appropriate.)

(2) PROPERTY at 640 MLK, JR. DRIVE

Project Homestead’s Headquarters at 640 Martin Luther King, Jr. Drive was conveyed to
the agency on August 2, 1993, This property was designed to provide accommodations
for the non-profit to carry out the Affordable Housing Program in Greensboro. If the
agency failed to maintain these activities in this building, our agreement, which did not
have the appropriate restrictions recorded, stipulated that this property would revert back
to the City of Greensboro.

FINDING:

When the City conveyed this building to PHI in 1993, it retained an interest in this
property. On January 16, 2002 Project Homestead obtained a loan of $117,292 with this
building as collateral. The principal balance on this loan at December 31, 2003 was
$109,877.65. The building and records stored there were not maintained per the 1993
agreement and the CHDO Agreement between the City and Project Homestead. Since we
began this audit Project Homestead has moved its headquarters to 853 South Elm Street.
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RECOMMENDATION:

All reverter clauses in the contract should be stated in the deed and deed of trust and
recorded.The Housing-&-Community-Development-Department is presently-doing-this
with all its contracts where there is a reverter provision.

MANAGEMENT/BOARD OF DIRECTORS® RESPONSE:

PHI did obtain a loan of $117,292 using this building as collateral. The city did not place
a restrictive covenant on this property which would have prevented the President/CEO
from taking out a loan on this property. It should be noted, however, that improvements
were made on this property over the years, including adding a conference room that was
also used by the community, and added bathroom facilities.

City’s Response:

{This was a legal matier handled by the City’s ouiside attorneys in 1993 and
not a matter handled by the City’s Housing & Community Development staff. "The
Contractual Agreement, which is typically not recorded, contained a Reverter
Clause. However, pursuant to its coniract with the City, Project Homestead had a
legal obligation to ensure that this property was used for non-profit purposes and to
inform lending instituiions of this contract.)

(4) L. RICHARDSON HOSPITAL
An asset of PHI was transferred to a related for-profit entity for less than market value.

On June {4, 1999 Summit Marketing, Incorporated donated the L. Richardson Hospital
Building located at 603 Benbow Road to Project Homestead. At the time of donation this
building had a tax value at the Guilford County Courthouse of $1,271,300. An appraisal
dated April 5,2000 shows a value of $144,000 for the land only. On November 6, 2000
Project Homestead sold the property to L. Richardson Hospital Limited Partnership for
$150,000 less Deed Stamps of $300. Project Homestead is a 50% managing member of
L. Richardson Limited Partnership. Currently, this property has been fully rehabilitated to
apartment units and the City of Greensboro provided a loan to help in this rehabilitation
in the amount of $150,000 on March 14, 2002. This principal balance on this foan is
$150,000 and no payments are due at this time,

FINDING:

Since Project Homestead only had the land appraised per the instructions of the appraiser
and not the building, it clearly appears PHI gave away the assets of the organization to a
for-profit entity that they are a managing member of. This clearly appears to be a conflict
of interest. (See Mortgagee letter 200 1-30 Appendix C under Conflict of Interest.) L.
Richardson Limited Partnership received an asset for $149,700 worth $1,271,300. The
resulting effect is the for-profit entity received the benefit of not having to expend an
additional $1,121,600 in funds to purchase this property.

RECOMMENDATION:
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The Board of Directors of Project Homestead should exercise the appropriate fiduciary
responsibility over the officers of the agency to ensure that assets of the agency are
protected and not converted for uses that are not beneficial to the non-profit. A further
evaluation of the contributed property including the building at the time of transfer

-should be-made-by the board.-The- diversion of this asset diminishes-the-earnings-of- the

non-profit thereby reducing any program income available to the City.

MANAGEMENT/BOARD OQF DIRECTORS® RESPONSE
Based on the information available to PHI, this property was transferred appropriately,
the building has been completely refurbished and is being used by senior citizens.

Clity’s Response:
(An appropriaie appraisal should have been provided to subsiantiate the
vatlue of the building.)

(5) CONSTRUCTION TRAILER

On May 23, 2001 Project Homestead purchased a 2001 Dutchman RV for employees to
use in {ravel to Goldsboro and Kinston. On May 10, 2002 Project Homestead’s records
show this 2001 RV as being traded for a 1991 Destiny Coach Construction Trailer.

FINDING:

After reviewing documentation of the sale we determined that Project Homestead’s
records are incorrect. An officer of the company traded the 2001 RV for a 2002 Chariot
Construction Trailer for personal use on May 10, 2002. (See HUD Mortgagee Letter 96-
52.) On May 22, 2002, PHI renewed a loan against the 2001 RV traded in, even though
the item was no longer under their control, and a 1991 Destiny Coach Construction
Trailer was substituted for the original collateral by them. However, the bank
modification still showed the 2001 RV as collateral for the promissory note. PHI owed
$12,231.89 on the loan at November 28, 2003,

RECOMMENDATION:

The Board of Directors of Project Homestead should exercise the appropriate fiduciary
responsibility over the officers of the agency to ensure that assets of the agency are
protected and not converted for personal use or non-business related reasons, The
diversion of this asset diminishes the carnings of the non-profit thereby reducing any
program income available to the City.

MANAGEMENT/BOARD OF DIRECTORS" RESPONSE
The appropriate authorities have been notified of this asset and the bankruptcy trustee has
the asset included on the liquidation list.

City’s Response:

(This is an inappropriate, il not fraudulent transaction of the President of the
non-profit. The Board of Project Homestead should have required a system of
checks and balances to ensure the organization’s assets were not converted for non-
business related reasons,)
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Date;

To:
From:

Subjsct:

L06

City of

A reensboro

January 16, 2004
Ed Kitchen, City Manager
Internal Audit

Project Homestead, Incorporated (E’HI)‘/ Program Income Audit

The Internal Audit Division has performed a compliance audit on Program Income and Project Proceeds
generated by Project Homestead's use of Federal, State and Local Funding from the City of Greensboro for
the years ended 1997 through 2001. During these grant years Project Homestead received approximately
$5,785,000 directly and indirectly from the City of Greensboro for their Affordable Housing Program. We
augmented our staft with the staff of Chetry Bekaert & Holland our external anditors during this audit. We
determined that audit scope limitations existed, in that Project Homestead, Incorporated, {1) could not
provide complete payroll records prior to 2000; (2) a portion of the PHI records made available were
inappropriately stored and had to be cleaned; (3) and support and explanation of many entries was
inadequate,

For purposes of our audit the following definitions are used. Program Income is as defined by HUD “gross
income reeeived by the recipient or subrecipient directly generated from the use of CDBG, HOME, Bond,
Housing Partnership Funds and any other funds used to generate program income.” Gross Income is
defined as “income from the use of rental or real property, owned by the recipient or subrecipient, that wag
constructed or improved with CDBG, HOME, Bond, Housing Partnership and any other funds, Jess costs
incidental to generation of the income.” In order to determine program income and project proceeds, sales
data, and expenses were reviewed to determine how the income and proceeds were calculated,

COMMINGLING OF FUNDS

FINDING:

Project IHomestead has not maintained separate bank accounts or general ledger accounts to distinguish
funding from their various sources including City of Greensboro Funds and the subsequent uses. The
agency basically uses one main operating account for deposits and to pay salaries and other expenses
incurred by the organization. Due to this commingling of funds, we were not able to determine how much
program income was generated from the use of City of Greensboro funding and if any income was
reinvested into the Affordable Housing Program in Greensboro. This is not in compliance with the
Community Housing Development Organization (CHDQ) agreement executed by Project Homestead and
the City of Greensboro in May of 1999,

RECOMMIENDATION:

Project Homestead should establish separate gencral ledger accounts or scparate bank accounls (o
distinguish which funding sources were used for each purpose. Further analysis of the Housing Program
should be made to determine what, if any funds may be available to repay the City.

HOME COSTS and SALES
We reviewed a 25% sample of approximately 400 homes constructed and/or rehabilitated and sold cduring
the years 1997 (hrough 2001 and the findings and recommendations on these 101 homes are summarized

helow,
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FINDING:

PHI did not have complete records and was unable to provide documentation for all sales and cost of sales
transactions we attempted {o sample. We selected two units from schedules provided by their outside audit
firm to review sales and cost of sales transactions, for which PHI could not provide any documentation on

either the cost or the sale of the homes.

Of the 101 sales we sampled, approximately 16% of the sales had na verification of income data io
determine whether the purchaser was eligible for low-income housing assistance. Three units, 2017
Hearthwood sold in February 1999, 3222 Creek Ridge Road sold in July 2000, and 1705 Lord Foxley sold
in June 2001 were sold to over-income individuals. There are eight others that appear to be over-income.

(See Appendix Al)

Proof of counscling of purchasers was not sufficient for any of the unit sales reviewed, and eleven sales
lacked appraisal values therefore we could not caleulate the excess of appraised value over sales value, or
“Instant Equity”. PHI failed to provide sales data for one sample, and cost data for another.

PHI did not set up a system to allocate administrative overhead to its cost of sales. Funds received were
conuningled and expenses paid out of the commingled funds. Since funds were commingled, and cannot be

distinguished, all costs were counted against income(s) provided by the City of Greensboro.

RECOMMENDATION:

PHI should keep complete records of all sales and cost of sales iransactions.

PHI should maintain records of counseling provided to prospective homebuyers and also offer counseling
after loan closing, (IIUD Morigagee letter 96-52 requires the nonprofit offer or obtain homeownership
counseling for prospective homebuyers and also offer it after loan closing.)

PII is required to segregate funds received from City of Greensboro assisted sales, and allocate overhead
to the various cost/revenue centers set up by its accountants. In order to participate in federal programs, the
non-profit is required to maintain complete records demonstrating that it has established stewardship of
funds, (HUD Mortgagee letter 96-52) Federal Cihreular A-110 subsection 21 Standards for Financial
Management Systems requires “(a)...recipients relate financial data to performance data and develop unit
cost informaiion where practical. (b) Recipients financial management systems shall provide for the
following. (1) Accurate, current and complete disclosure of the financial results of each federally sponsored
project or program. .... (2) Records that identify adequately the source and wse of funds for federally
sponsored activities.... (3) Effective control over and accountability for ali finds, property and other
assets.... (4) Comparison of outlays with budget amounts for the award...(5) Written procedures to
minimize the tme elapsing between the transfer of funds to the recipient from the U.S. Treasury and the
issuance or redemption of checks, warrants and payments by other means for program purposes by the
recipient. (6} Writlen procedures for determining the reasonable allocability and allowability of costs in
accordance with provisions of the applicable Federal cost principles and terms and conditions of the award.
(7) Accounting records including cost accounting records are supported by source docuwmentation...”
Federal Cireutar A-122 1s the Cost Principles for Non-Profit Organizations promulgated by the federal
government. Section A. 1. “Composition of total costs. The total cost of an award is the sum of aflowable
direct and allocable indirect costs less any applicable credits.”. ...



FINDING:
PHE did not maintain reasenable overhead and profit ratios, or cost of sales rates,

The National Association of Home Builders, NAHB, recommends an overhead and profit rate of 15% of
sales. PHI audited financial statements for the period under audit 1997 through 2001 show an average
overhead rate of 29.71%, with a high of 40.97% in 1997 and a low of 24.05% in 1998. PHI's actual
overhead percentage as a percentage of sales was {wice the rate recommended by the NAHB.
(See Exhibit A, if the overhead and profit rate is 15%, then the cost of sales remainder should be 85%.)

PII’s 1997-2001 sample sales reviewed show cost of sales percentage to sales of only 85.56%, which
would be comparable to those, recommended by the NAHB, However, the audited cost of sales figures for
all sales in 1997-2001 show cost of sales of 101.37%. Excess cost of sales booked per the financial
statements for the period is 16.37% above the NAHD recommendation, and would indicate a loss before
any overhead was added in. (See Exhibit B.) Our review of the costs in our sample show that “soft costs”
which should be in overhead such as financing, supervision, closing costs, ete, included as cost of sales
amounted to 7.7% of sales, and for our sample, duplicate and unsupported costs were 16.03% of sales. It
should be noted that we reviewed 59.55% of the costs claimed and that 26.92% of the reviewed costs were
unsupported and/or duplicate costs.

Discussions with PHI accounting staff indicate that prior period practice was to allocate cost of sales from
an inventory account at the end of the year, instead of as the properties were completed and sold.  This
contributed to the poor rate of cost of sales, as apparently duplications and overhead costs were put into the
cost of sales at the end of the year,

RECOMMENDATION:

PHI should take steps to etisure cost'of sales data is segregated to the appropriate units as they are finished
and/or sold, and that only allowable costs are included in such cost. The City should not contract with PHI
for any fuhwre home construction until corrective actions have been taken.

INSTANT EQUITY
We reviewed sales in our sample for “Instant Equity” passed on to homebuyers. “Instant Equity” is defined
as the amount of the appraisal of the home in excess of the sales price.

FINBING:
I"HI did not pass along “Instant Equity™ to homebuyers.

PHI was required to pass along its supposed savings to purchasers, in the form of “Instant Equity”. For the
period under audit, purchasers “Instant Equity”, which we could compute was only 6.70% with lots
provided by the City of Greensboro, and 2.22% without the added value, (cost), of the lots, We did not
determine the effect of discounts received from HUD, The 6.70% “Instant Equity™ is an average ol §5,057
per unit since the average sales price was $75,510. The average dollar amounts without city lots averaged
ouly $1,801, Additionmally, PFII sold rehabilitated units, which it was able to purchase from HUD fora 10%
discount. PHT also received a City of Greensboro 2™ Mortgage Note for purchases of 23 of the 31
rehabilitated units in our sample.

RECOMMENDATION:
PHI should be required in the future to pass on “lnstant Equity” as intended to assist low-income

purchasers.




PERSONNEL POLICIES

FINDING:
PHI had no formal policies as to how to deal with employees and/or board members and no formal write-

off policy. PHI provided benefits to related pasties not available to the general public, which they charged
against their cost of sales or otherwise decreased funds available as program income,

¢ PHI sold an employee a unit, 2017 Hearthwood, in 1999 and accepted a $20,000 note in partial
payment as part of the underwriting. PHI wrote off the note to the employec within a month and
charged it to cost of sales, unnecessarily increasing these costs by that amount. The employee was
over-income for low-income assistance, but PHI paid $3,133.91 of the closing costs and charged
this 1o cost of sales as weil.

» PHI sold a board member a unit, 2702B Darden Road, in December 1999 at a pwice, $71,500,
which allowed them 30.58% of “Instant Equity”. The unit was on land purchased by the City of
Grreensboro, and a refease deed from the City of Greensboro deed of trust was not obtained.
“Instant Equity” for the 1999 year averaged only 8.97%. PHI claimed building costs of $89,600,
and the City of Greensboro provided lot was valued at $18,325, which combined with the sales
price meant that PHI suffered a loss of approximalely $36,500 on the transaction. The board
member sold the unit in March 2002 for $106,500.

s  PHI gifted a board member eligible for low-income assistance $1,000 in closing costs for the
purchase of 1304 Swan Strect in February 2000. The closing cost statement for the purchase/sale
.shows no oul of pocket costs for the purchaser. The $1,000 increased PHI cost of sales

unpecessarily,

¢  PHI rehabilitated a board member's home, 2202 Benbow Road, in 2000, and qualified a purchaser
with a no-interest City of Greensboro purchase assistance loan on the unit though they did not own
it. On June 20, 2000 the house closed to the cligible purchaser, and the hoard member’s son
negotiated a quitclaim deed to the purchaser. PHI did oot buy the house, and did not have funds to
pay for the rehabilitation until July 3, 2000, almost two weeks later. PIH vecorded the purchase of
the house on July 3, 2000 two minutes before they recorded its sale to the new purchaser. Thus
the sale was originally from the beard member on June 20th, and PHI rehabilitated the unit. Ouly
afier the board member received their funds from the sale did PHI actually buy the house and get
money to rehabilitate it,

RECOMMENDATION:

PHI should be required to develop formal pelicies for writing off loans and notes. PHI should, also, deal
with identity of interest purchasers and sellers as though they were third party purchasers and sellers. (HUD
Mortgagee letter 96-52 prohibils non-profit members of the board, employees or others with an idenlity-of-
interest trom being beneficiaries of the affordable housing program.) We recommend PHI recover any
excessive amounts they have given employees, board members and ofticers’ friends. In any event, if
recovery s not successful, PHI should provide the individuals with 1099 statements indicating the
economic value received in order that the individuals pay taxes for these cconomic advantages, and not
beneht quite as greatly [rom the affordable housing program.

Additionally the non-profit should be aware that it is a conflict of interest for a nonprofit to employ statf
who also work for and receive financial benefits front a for-profit entity that is providing the nonprofit with
services related to the non-profit’s alfordable housing program. Thus since Homestead Construction of
North Carolina is a for-profit entity, none of iis employces can be employed by Project iomestead, as was
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ithe case when the CEO, a relative and the CFO were emiployed by both PHI and Homestead Censtruction
in similar roles. {Sec Mortgagee letter 2001-30 Appendix C under Conflict of Interest.)

BROKER FEES

FINDING:

Homestead Realty was indicated on several closing statements as caming a broker’s fee for various
purchases and sales made by PHI in 1998 and 2001. The funds paid te Homestead Realty were either
deposited to PHI bank accounts, or used to pay purchaser-closing costs. The “broker fees” unnecessarily
increased cost of sales, as they were not true costs to PHIL

RECOMMENDATION:

PHI should not be the beneficiary of “broker” costs in purchase and sales transactions. (FUD Mortgagee
letter 2001-30 - Appendix A- prohibits sales bonuses and sales incentives for selling or listing real estate
brokers/agents.) We researched information with the Deparlment of the Secretary of State for North
Carolina, and did not find Homestead Realty listed as a corporation,

RELEASE DEEDS

FINDING:

Twenty-six of the units sampled were on lots the City of Greensboro purchased, PHI had no release deeds
fram any of the deeds of trust for those purchased by the City of Greensboro. Review of the problem by the
City of Greensboro Legal Department, indicates that five of the lots were released, twelve were canceled
after the sale, and nine of the deeds of trust were still outstanding. Two of the deeds of trust were to/for
individuals who owe notes as low-income purchasers, and are, therefore, properly encumbered. The other
seven have not been released and the City of Greensboro still has a claim against the properties. One of the
seven was sold to an ever-income individual.

PHI sold a nnit, 3222 Creekridge, in 2000 to an individual whose income was 135% of the median income
for single individuals. The lot on which the unit was built was purchased by the City of Greensbore and
was provided under a contract requiring that PHI had to sell to a purchaser whose income was 80% or less
of the median income for the size household category.

RECOMMENDATION:

PHI should pay the City of Greensboro Y of the cost of the purchase price of the fand ($18,386.50),
because the land was split up into four lots. PHI, also, did not obtain a deed of trust release deed for the
property, and therefore, the transaction does not meet legal requirements.

The City should require the non-profit to repay the City for any sales to ineligible individuals. The non-
profit should develop a checklist to prevent closings from occurring without the proper release deeds. The
CHy should enforce the penalties in its contract when the non-profit does not comply with notice
requirements.

B D A LR I R e R A LI T

As mentioned earlier, due to the commingling of funds we were not able to determine how much program
income was generated from the use of funding provided from the City of Greensboro. However, we were
able to review doctimentation and transactions that relates to how funds were used in gencral in the
organization as follows:



FIXED ASSETS / VEHICLES

We reviewed a sample of fixed assets to determine the accuracy of Project Homestead’s records, to ensure
proper control over these assets and that any City of Greensboro interest in these asscts is protected. We
noted the following:

LOT PURCHASE in POLO FARMS

On May 27, 1998 Project Homestead purchased a lot in the Polo Farms Sub-Division for $65,000. On
November 18, 1998 this lot was sold to an officer of the company for $55,000. The Board of Direclors
Minutes made reference to this transaction in their meeting held in November 1998, We reviewed available
documeniation related to this transaction and consulted Project Homestead’s external anditors Costello Hill
& Company. However, we were not able to see the entire fransactions and journal entries accounted for in
the general ledger. Therefore, we have a scope Nmitation and cannot determine if this transaction was
handled properly. The situation is worthy of question, as it exists, and needs to be explained by PHIL

VEHICLES
We performed an inventory of all motor vehicles listed on the Balance Sheet as of December 31, 2002, All
vehicles were visibly accounted for and matched the vehicle identification number on the asset listing.

FINDING:

When we began our audit a Lexus and Lincoln Navigator were not under the control of Project Homestead,
A non-employee of Project Homestead was driving the Lexus and (a relative) of an employee was driving
the Lincoln Navigator. Both of these situations have sinee been corrected, but PHI incurred cosis
urmecessarily while these situations existed.

These problems were allowed to exist because the PHI Board of Directors did not exercisc the appropriate
fudiciary responsibility, and in fact met only once each year during the peried under audit, 1997-2001.

RECOMMENDATION:

‘The Board of Directors of Project Homestead should exercise appropriate fudiciary responsibility over the
officers of the organization to ensure the safeguarding of assets, and that assets of the company are not used
for personal or non-business related reasons, The lease payments on these velicles cansed the carnings of
the non-profit to be less thercby reducing program income,

EXPENSES

We reviewed expenses of the orgamization that increased dramatically during the period under review,
These expenses are Legal and Accounting; Centracted Services; Office Supplies; Telephone and Travel.
An analysis of these expenses are found in ¥xhibit C, and a brief summary of each is noted below:

LEGAL & ACCOUNTING

We reviewed Legal fees for 1997 through 2001 and noticed a dramatic increase in fees per month to
approximately $5,000, for the years ended December 1999, 2000 and 2001, This is due to the fact that
Project Hlomestead became involved i outside business projects that required legal expertise. However, we
did note some invoices with very little supporting documentation. Accounting fees for the time period
audited by us consisted of audit fees for interim work on the financial staternents and the yearly audit by the
external auditors, Also, during May 2001 an outside Accounting Services Company was hired to keep
records and perform accounting services at a rate of approximately $20,000 per month for an initiat
analysis of the company for three months. These services increased in August of 2001 to approximately
$35,000 per month and a final rafe of approximately 540,000 per month. These services were no longer
provided as of September 2003,
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RECOMMENDATION:

PHI should hire and train full-time personnel to perform record keeping and accounting functions, Since
funds were commingled, a determination should be made as to which fees apply to the for-profit, non-profit
or other non-profits outside of Greensboro; and PHI should substantiate which fees are applicable to City of
Greensbore projects and if appropriate, proper reimbursement should be made,

CONTRACTED SERVICES

We reviewed Contracted Services Expense for the years 1997 through 2001, These expenses consisted of
contractors and consultants for various projects. The biggest expense in the category was for temporary
service agencies hired to perform accounting services from 1997 through 2001, PHI experienced high
tumover with these agencies as opposed to hiring and training full-time personnel. In the later part of 2001
an Accounting Services Company was hired to keep records and perform accounting services reducing
these fees somewhat.

RECOMMENDATION:

PHI should develop policies and procedures approved by the Board, such as a bid process to obtain
competitive prices on services needed for projects outside the day-to-day operations of the business, to
maximize the use of public funds.

OFFICIE SUPPLIES

We reviewed Office Supplies Expense for the years 1997 through 2001, These expenses consisted of
aclvertising, supplies, and temporary service agency fees, Again, these temporary agency personnel
experienced high furnover and incurred substantial fees. The dramatic increase incurred in the years 1999,
2000 and 2001.

RECOMMENDATION:
PHI should develop policies and procedures approved by the Board to acquire supplics and products with
vendors that benefit the organization with minimal cosls, 1o maximize the usc of public funds,

TELEPITONT

We reviewed Telephone Expenses for the years 1997 through 2001. The telephone numbers we sampled
appear to be business and personal based upon “reverse number testing” we performed on the Tnternet.
Scveral of our samples canie back “no match”, so we assuined the numbers were untisted or cell phone
numbers. All 25 of the PHI employees were assigned cell phoaes, pagers and/or walkie-talkies. During late
2000 the organization started doing business in Goldshoro, Kinston and Reidsville, which increased costs,
Additionally the organization experienced excessive costs due to users exceeding their allotted base plans
on a monthly basis and long distance charges were substantial. We asked for phone fogs but the agency
does not maintain any.

RECOMMENDATION:

The Board of Directors of Project Homestead should excrcise appropriate fudiciary responsibility, require
adequate nternal controls and consider consolidating existing plans and services to reduce costs, and
maximize the use of public funds.

TRAVE]L

We reviewed Travel Expenses for the years 1997 through 2001, Various individuals charged the majority
of these expenses on the corporate credit cards of the company. A significant amount of these charges lack
stpporting documentation. We noted other charges on the corporate credit cards that appear to be of a
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tickets; health club membership dues; dry cleaners; grocery stores; drug stores; hair salons; ABC stores;
restaurants; airline tickets for spouses of the company and other non-cmployees; cruises for employees and
their spouses; hotels; electronics stores; car maintenance; mobile car washing and others. A review of
various expense accounts shows approximately $480,362.05 in personal charges. Exhibit D shows
additional travel information and charges incurred by year.

FINDING:
Since the items listed above appear to be of a personal nalure, this is not in compliance with the Affordable
IHousing Program in the City of Greensboro and the CHDO Agreement and does not maximize the use of

public funds.

RECOMMENDATION:

The Board of Dircctors of Project Homestead should exercise the appropriate fudiciary responsibility over
officers of the company to ensure that funding of the agency including City of Greensboro funding is spent
for the appropriate purpose. Further analysis should be made to determine the appropriate amount to be
repaid to the City.

SALES TAX REFUNDS

We reviewed tax refunds received by PHI during 2001 in the amount of $204,062.48. These funds were
deposited into a “sweep account”, which is a temporary savings account, When funds were needed for
operations, funds were transferred to the general operating account with other funds received by PHI and
disbursed. As stated earlier the majority of funds were conuningled into ene main operating account, and
we were unable to determine what amount was used for Affordable Housing in Greenshoro.

RECORD KEEPING -

FINDING:
Project Homestead’s system of record keeping is inadequate. .

¢ Project Homestead no longer has many of the payroll files and records, During 2000 and 2001,
Project Homestead outsowrced its payroll function to ADYP, and these payioll records were
provided to us for use in conducting our audit. However, for the three years of the audil prior to
their switch to ADP, Project Homestead did their payroll in-house. They canuot find any of the
payroll records for 1997 or 1998, and produced only a portion of the payroll records from 1999.
This drastically reduced the testing we could do in these areas. Our testing of salary advance
accounts and repayments is limited to years 2000 and 2001 In 2000 and 2001 bonuses and salaries
were grossed up and included in the employees” taxable wages. In 1997, 1998 and 1999 we could
not verily whether bonuses recorded in the employees’ salary advance accounts were grossed up
and included in the employees’ taxable wages, nor could we verify whether payroll deductions
were made from the employees’ salaries to reimburse Project Homestead for amounts due back to
the company.

«  Another area of inadequate docurentation was business receipts and invoices. Since Project
Homeslead allowed its employees to make personal charges on the company credit cards, it is
necessary that the cmployees produce receipts and/or involces to substantiate cach of their valid
business charges. Project Homestead does not have a policy requiring its employees to tum in
such documentation as proof of business-related transactions. Without such documentation, it is
impossible for Project Homwestead to know which expenses are personal and which ones are
business~related. Tt is, therefore, impossible for us to validate the business purposcs of some of
their evedit card charges.



» DProject Homestead did have a small portion of rccords maintained in a very disorganized,
sometimes incomprehensible, manner. For example, they had a stack of credit card receipts in a
box marked “trash”, but the receipts were not in any chronological order, not attached to the
related credit card statements, or scparated by credit card holders. Project Homestead emplo yees
sorted through these receipts at our request and organized them in a way that we could trace them
to specific credit card purchases. Still, we found that some of the receipts were completely
illegible, while others were merely plain receipts, without any explanation written on thern or
attached to them describing the business reason for the purchase. Additionally, some of the files
and records had been contaminated with pigeon droppings.

As part of its agreement with the City of Greensboro, Project Homestead should immediately keep proper
records so that the City can see that its money is being spent in compliance with the grant requircments,
Failure to maintain proper records is in violation of this agreement. The City should review all of its
contracts with PHI for future direction,

RECOMMENDATION: :
The Board of Directors and Officers of Project Homestead should institute the appropriate internal controls

and record keeping policies to facilitate the appropriate retention or records and paper trails for compliance
with conlracts.

PERSONAL EXPENSES

FINDING:
Credit card expenses were not properly reconciled between personal and business expense.

The CFO was in charge of reconciling Project Homestead’s credit card statements. This process involved
determining whether charges were personal or business-related, and then coding the charges with the
appropriate account numbers, We found the following flaws in this reconciliation process:

e The credit card reconciliations were not reviewed or approved by anyone.

s Only some of the credit card statements were reconeiled. Project Homestead did not examine all
credit card purchases to distinguish whether the charges were of a business or personal natere. As
a result, credit card charges were not always coded to the appropriate accounts. Specifically, over
$78.000 in unreconciled credit card expenses was charged to the Miscellaneous Administrative
Bxpense account in 2001. Project Homestead did not provide backnp deocumentation to
substantiate that these unreconciled expenses were properly classified as miscellancous expenses.
At the end of the year, Project Homestead reclassified $155,817.78 of Miscellaneous Expenses,
charging thesc expenses to Travel, Auto, Telephone, Meals and other expenses. Project
Homestead’s accounting staff showed us the journal entry made to record this reclassification, but
did not provide any documentation to substantiate (1) the appropriate business purpose for the
reclassification, (2) how it was determined which accounts would be charged, or {3) how it was
decided what dollar amount would be charged to each of these accounts,

o All of the credit card reconciliations performed were done by the CFO, rather than having a
separate employee examine the CFO’s own credit card purchases.

e The credit card statements were not always reconciled in a timely manner. Credit card statenents
eived monthly, but the reconciliations were sometimes heing performed menths later.

EEaen Cas
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Shortly before leaving the company in 2002, the CFO was still going back and reconciling credit
card statements from the previous fiscal year.

- RECOMMENDATION:

PHI should consider establishing a new policy prohibiting employees from using their corporate credit
cards for personal purchases. If the company does not implement such a pelicy, PHI should develop and
implement a formal reconciliation policy, where one individual reconciles the credit card statements each
month and another employee is responsible for approving the reconciliations. Within this policy, employees
should not be permitted to reconcile their own credit card statements, The diversion of these funds for non-
business purposes reduced prograny income, which would have been available 1o the City for additional
investmeit in affordable housing,.

SALARY ADVANCES

FINDING:
Project Homestead failed to charge its employees for many potentially personal charges made on the

corporate credit cards,

When personal expenses were charged on the company’s eredit cards, these expenses were supposed to be
charged to the individual employees’ salary advance accounts, which are receivable accounts on the general
ledger reflecting amounts owed to Project Homestead by iis employees. Personal items paid for by Project
Homestead and charged to these accounts included cash advances in the employees’ salaries, supplies
bought to build a personal residence, personal credit card purchases, paymenis of the employees” insurance
premiums, ete.  As an employee made personal purchases on the corporate credit card, these purchases
should have been charged (debited) to the employce’s salary advance account. - If the employee repaid the
company, either through a payroll deduction or by check reimbursement, the repayment was credited to the
employee’s salary advance account.

As part of our auditing procedure, we cxamined the credit card statements for each year. We made a list of
credit card purchases that were potentially personal in nature, and asked Project Homestead's management
to provide us with documentation substantiating the valid business purpose for each of these charges. They
could not provide such documentation for $480,362 of these potentially personal purchases. Next, we
compared the amount of potentially personal credit card charges in 2001 and 2000 fo the amounts that were
charged to the emuployees’ salary advance accounts as personal credit card purchases. These comparisons
revealed that Project Homestead only charged $117,044 of the $258,915 unsubstantiated, potentinlly
petsonal credit card charges to the employees’ salary advance accounts. This was only 45.21% of the
potentially personal charges made in 2001 and 2000, meaning that approximately 54.79% of
unsubstantiated, potentially personal credit card charges were charged to the company’s business expense
accounts, (We could not determine how much of the potentially personal credit card charges made prior to
2000 were charged to the salary advance accounts and repaid to PHI because we were lacking adequate
documentation for years 1999, 1998, and 1997.)

RECOMMENDATION:

The Board of Directors of Project Homestead should institute policies and procedures that will minimize
the chances of personal expenses being charged to the company due to an inadequate system of internal
controls er the lack of proper credit card reconciliation procedures. The diversion of these Funds for non-
business purposes reduced program income which would have been available to the City for additional

imvestment in affordable housing,
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REPAYMENTS

Many of the charges debited to the employees’ salary advance accounts were not repaid to the company

during the period under audit.

We examined the employees’ check reimbursements and payroll deductions for 2001 and 2000, the years
for which we were provided payroll records, and discovered a significant amount of personal expenses
charged to the employees’ salary advance accounts that were not repaid fo the company. As of Decernber
31, 2001, approximately $57,055 was still due from employees for personal purchases made on the
company credit cards in 2001 and 2000. Of this amount, the employees were given bonuses to offset a
portion of this. Even after the bonuses were applied, the employees still had not completely paid off what
they owed to Project Homestead for purchases made in 2001 and 2000, nor were the repayments enough to
cover all of the potential personal charges discussed above.

With regards 1o the bonuses, we also found that the bonuses were not always recognized in the proper
period. For example, there was a $20,000 bonus applied to an employee’s salary advance account in year
2000 to offset part of the balance the individual owed to Project Homestead. However, this bonus was not
included in the employee’s income (per the W-2s) until year 2001, Since the employec received the
econoniic benefit of the bonus in 2000, it therefore should have been recoguized as income in year 2000,

RECOMMENDATION:

The Board of Directots of Project Homestead should institute policies and procedures that will minimize
the chances of personal expenses being charged to the company due to an inadequate system of internal
controls or the lack of proper credit card reconciliation procedures. Additionally, we recommend that any
amounts due from employees for personal charges are recovered by PHI or 1099°s issued. The diversion of
these funds for non-business purposes reduced program income which would have been available to the
City for additional investment in affordable housing.

WRITEOFFS

FINDING:

Many of the charges debited 1o the salary advance accounts were not repaid to PHI, but inslead were
written off Lo various expense accounts. $27,759 of the amounts receivable from employees for personal
charges in 2001 and 2000 were wrilten off and charged to the company’s expense accounts. Project
Homestead could not produce supporting documentation to show (1) why these expenses should be
classified as business-related rather than personal, or (2) how they determined which business expense
accounts would be charged in this reclassification.

RECOMMENDATION:

The Board of Directors of Project Homestead should institute policies and procedures that will minimize
the chances of personal expenses being charged to the company due to an inadequate system of internal
controls or the lack of proper credit card reconciliation procedures, Additionally, we recomnmend thal any
amounts due from ¢mployees for personal charges are recovered by PHI or 1099°s issued. The diversion of
these funds for non-business purposes reduced program income which would have been available to the
City for additional investment in affordable housing.




NON-EMPLOYEES

FINDING:

In our examination of the credit card statements, we found a Project Homestead corporate credit card issued
in the name of an individual who was not a Project Homestead employee. In 2000 and 1999, there was
$10,458.57 worth of purchases charged on the non-empleyee’s PHI corporate credit card. These purchases
included charges for clothing, health club memberships, gasoline, entertaimment tickets, groceries,
restaurants, dry cleaning, and movie rentals. '

Because this individual was not an employee, there was not a salary advance account set up to record the
credit card purchases made by this individual. Therefore the amounts owed to PHI for these charges were
not reimbursed to the company through payroll deductions, Also, there were no other forms of
reimbursements discovered for these corporate credit card charges.

RECOMMENDATION:

The Board of Directors should implement a policy stating that company credit cards should only be
distributed to Project Homestead employees who have been approved to make business-related purchases
and hold corporate credit cards. Additionally, the formal reconciliation policy suggested earlier should
require the employee preparing the reconciliations to make sure that all cardholders are valid Project
Homestead employees and verify that credit card charges are only made by the employee issued the
corporate credit card. The amount above should be recovered by PHIL The diversion of these funds for nou-
business purposes reduced program income, which would have been available to the City for additional
investment in affordable housing,.

CONCLUSION:

The audit contained numerous occasions of commingling of funds; failure to maintain proper accounts and
accountability; and the diversion of funds to non City of Greensboro uses. Therefore, we recommend the
City of Greensboro not fund this agency until the appropriate safeguards and internal controls are in place
and all funds due from employees and non-employees for personal expenses are repaid. As in our contract
the City should require PHI “to maintain, for a minimum of five years accurate and complete records of all
organization financial iransactions which occur during this agreement.” The City may also consider other
appropriate action as necessary.
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In addition to our audit for the years 1997-2001, the Imternal Audit Division received inauiries about the
following transactions and therefore examined Project Homestead records to obtain information in response
to the inquires;

SALE OF LOTS
PHI sold adjacent parcels of land, 5515 and 5513 Stonebridge, in the Pleasant Garden area 1o two

individuals, April 29, 2002 and Janvary 31, 2003, The first party was charged $68,000 for the land and the
second parly was also charged $68,000. The second individual gave PHI a note for $28,000 as a portion of
the purchase price. The note was due Janwary 1, 2004, The individual purchasing this property has asked
the Board of PHI to forgive the remainder of the debt due on the property due to problems with the
property. The note was unpaid at the date of owr last day of on site work, January 8, 2004, but was still

booked as being due.

RECOMMENDATION:
The Board of PHI should review this transaction ag veferenced to in their meeting minutes to ensure that

PHI is paid fair market value for this property.

PROPERTY at 640 MLK, JR, DRIVE _

Project Homestead's Headquarters at 640 Martin Luther King, Jr. Drive was conveyed o the agency on
August 2, 1993, This property was designed to provide accommodations for the non-profit to carry out the
Affordable Housing Propram in Greensboro. Tf the agency failed fo maintain these activities in this
building, our agrecment, which did not have the appropriate restrictions recorded, stipulated that this
property would revert back to the City of Greensboro.

FINDING:

When the City conveyed this building to PHI in 1993, it refained an interest in this property. On January
16, 2002 Project Homestead obtained a loan of $117,292 with this building as collateral, The principal
balance on this loan at December 31, 2003 was $109,877.65. The building and records stored there were
not maintained per the 1993 agrecment and the CHDO Agreement between the City and Project
Homestead. Since we began this audit Project Homestead has moved its headquarters to 853 South Tiln

Street.

RECOMMENDATION:
All reverter clauses in the contract should be stated in the deed and deed of trust and recorded. The Housing

& Comumunity Development Department is presenily doing this with all its contracts where there is a
revetter provision,

L. RICHARDSON HOSPITAL
An asset of PHI was transferred to a refated for-profit entity for fess than market value,

On June 14, 1999 Summit Marketing, Incorporated donated the L. Richardson Hospital Building located al
603 Benbow Road to Project Homestead, At the time of denation this building had a tax value at the
Guilford County Courthouse of $1,271,300. An appraisal dated Apeil 5, 2000 shows a value of $144,000
for the land only. On November 6, 2000 Project Homestead sold the property to L. Richardson Hospital
Limited Partnership for $150,000 less Deed Stamps of $300. Project Homestead is a 50% managing
member of [, Richardson Limited Partnership. Cwrently, this property has been fully rchabilitated to
aparlment units and the City of Greensboro provided a loan to help in this rehabilitation in the amount of
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$150,000 on March 14, 2002. This principal balance on this loan is $150,000 and no payments are due at
this time.

FINDING:

Stnce Project Homestead only had the land appraised per the instructions of the appraiser and not the
building, it clearly appears PHI gave away the assets of the organization to a for-profit entity that they are a
managing member of. This clearly appears to be a conflict of interest, (See Mortgagee letter 2001-30
Appendix C under Conflict of Interest.} L. Richardson Limited Partnership received an asset for $149,700
worth $1,271,300. The resulting effect is the for-profit entity received the benefit of not having to expend
an additional $1,121,600 in funds to purchase this property.

RECOMMENDATION;

The Board of Directors of Project Homestead should exercise the appropriate fudiciary responsibility over
the officers of the agency to ensure that assets of the agency are proteeted and not converted for uses that
are not beneficial to the non-profit. A further evaluation of the contributed property including the building
at the time of transfer should be made by the board. The diversion of this asset diminishes the carnings of

the non-profit thereby reducing any program income available to the City,

CONSTRUCTION TRAILER
On May 23, 2001 Project Homestead purchased a 2001 Dutchman RV for employces o use in travel to
Goldsboro and Kinston. On May 10, 2002 Project Homestead's records show this 2001 RV as being traded

tor a 1991 Destiny Coach Construction Trailer,

FINDING:
Afler reviewing documentation of the sale we determined that Project Homestead’s records are incorrect,

An officer of the company traded the 2001 RV for a 2002 Chariot Construction Trailer for personal use on
May 10, 2002. (See HUD Mortgagee Letter 96-52.) On May 22, 2002, PHI renewed a loan against the
2001 RV traded in, even though the ilem was ne longer under their control, and a 1991 Destiny Coach
Canstruction Trailer was substituted for the original collateral by them. However, the bank modification
still showed the 2001 RV as collateral for the promissory note. PHI owed $12,231.89 on the loan at
Noveinber 28, 2003,

RECOMMENDATION:

The Board of Directors of Project Homestead should exercise the appropriate fudiciary responsibility over
the officers of the agency to ensure that assets of the agency are protected and not converted for personal
use or non-business refated reasons. The diversion of this asset diminishes the earnings of the non-profit
thereby reducing any program income available to the City.




We require a response te our recommendations from Project Homestead’s Management, The Board of
Directors of Project TJomestead and our Housing & Community Development Department within 45 days
of the date of this report. If there are any questions or commeents concerning the details of this audit, we can
be reached at 373-2821.
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Appendix A: Sales to over income purchasers

Exhibit A: Analysis of overhead reasonableness

Exhibit B: Analysis of cost of sales reasonableness

Exhibit C: Analysis of expenses

Exhibit I: Analysis of total personal credit card charges and travel expenses
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D, Alton Thompson, Chairman of the Board of Directors for Project Homestead, Incorporated
Cherry, Bekaert & Holland, LLP



APPENDIX A

PPOPERTIES THAT APPEAR TO BEEN SOLD TO OVER INCOME PURCHASERS

YA ISR g A G PRI

1997 4652 Penn Oak $84,500

1998 1 Baytree Court $223,000

1998 4 Sedley Court $98,000

1999 4809 Shady Pine $81,500

e 1999 3412 Argyle $102,000
2001 801 Blazingwood $105,000

__________ ) 2001 4617 Eagle Rock $103,770
2001 - 5514-B Richland $80,000

Prepared by Internal Audit
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EXHIBIT A

PROJECT HOMESTEAD, INC. O<mmIm>U
PROJECT HOMESTEAD

ANALYSIS OF OVERHEAD REASONABLENESS

!

” 1997 1998 1599 2600 2001 TOTALS
REAL ESTATE SALES (1) 3,241,300.00} 7,265,685.00] 6,959,808.00| 8,631,036.00| 9,176,461.00] 37,275.288.00
NON COST OF REAL ESTATE SALES 1,327,589.00{ 1,746,544.00] 2,250,708.00 2,688,588.00! 3,062,835.00] 11,076,353.00
EXPENSES (OVERHEAD)(2)
% OF OVERHEAD EXPENSES TO SALES 40.96% 24.04% 25.12% 31.15% 33.37% 29.71%
OVERHEAD RATE NAHBE (3) 15% 15% 15% T 15% 15% 15%
OVERHEAD DOLLARS AT 15% 486,195.00| 1.080,862.751 1,343,070.80] 1,204,655.40] 1,375,760.18] 5,601,443 .20
EXCESS % OF OVERHREAD 25.56% 9.04% 10.12% 16.15% 18.37% 14.71%
EXCESS DOLLARS OF OVERHEAD §841.394 00| $656.601.25| $006,825.10| $1.393,023.80 $1.686.065.85! $5.454,900.80
SOURCE:.

{1) and (2) = REVENUE AND EXPENDITURES FROM PH! AUDITED FINANCIAL STATEMENTS |

{3) = OVERHEAD RATE FROM INDUSTRY STANDARDS IN CONSTRUCTION, NATIONAL ASSOCIATION OF HOMEBUILDERS, "THE

BUSINESS OF BUILDING, MEASURING YOUR SUCCESS, 2001 COST OF DOING BUSINESS STUDY."

RATE IS PRODUCTION BUILDERS WITH $3 MILLION TO $15 MILLION REVENUE ADJUSTED TO TAKE OUT OWNER'S COMPENSATION AND 1/3 OF NET PROFIT MARGIN BEFORE TAXES
SINCE A NON PROFIT DOES NOT OWE ANY OWNER COMPENSATION AND SHOULD NOT HAVE A PROFIT BEFGRE TAX MARGIN, SINCE A NON PROFIT IS NOT TAXED.

WORK PERFORMED:
COMPARED PHI ACTUAL CVERHEAD AND ITS PERCENTAGE TO THE PERCENTAGES AND DOLLARS FROM 1997 TO 2001 WHICH
WOULD HAVE BEEN OBTAINED BY USE OF INDUSTRY STANDARDS TO DETERMINE REASONABLENESS OF PHI ACTUAL OVERHEAD.

CONCLUSION:

PHI ACTUAL OVERHEAD PERCENTAGES AND DOLLARS ARE APPROXIMATELY TWICE AS MUCH AS RECOMMENDED BY THE
NATIONAL ASSOGIATION OF HOME BUILDERS. THE RATES AND DOLLARS ARE NOT REASONABLE TO THE SALES DOLLARS.

THE TOTAL >§OCZH EXCESSIVE FOR THE FIVE YEAR PERIOD UNDER STUDY IS $5,484,910, AND AVERAGES $1,096,982 PER YEAR.

Prepared by Internal b,cax
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EXHIBITB

PROJECT HOMESTEAD, INC. COST OF SALES

PROJECT HOMESTEAD
ANALYSIS OF COST OF SALES REASONABLENESS

: * 1
- 1897 1948 19389 2000 2041 TOTALS “
REAL ESTATE SALES (1) 3.241.300.00] 7.265.68500  8,858.908.00, 6.631,035.00]  ©.178.461.00] 37.076 288.00
COST OF REAL ESTATE SOLD 12) 2.503.800.00] 6,785,827.00]  6.356.675.00] 6.381.417.00] C.526.748.00] 37.785.487.00
CALCULATED PERCENTAGE OF COST TO SALES (3) 83.11% | ©3.40% | 104.90% | 108.69% |  103.79% | 101.37%
PERCENTAGE RECOMMENDED BY _
NATIONAL ASSOCIATION OF HOMEBUILDERS 85% 85% 85% 55% 85% 5%, |
PERCENTAGE ABOVE OR BELOW INDUSTRY % -1.88% % 8.40% ] 15.90% A 23.85% i 18.79% _ 18.37% w

|

EXCESS COST OF SALES [$61.305.00Y] $609.094.75 | $1.782.835.60 | $2.045.036.40 | $1.725.056 15 | $6.101.622.50 |

SOURCE: ”

{1) and (2) REVENUE AND EXPENDITURES FROM PHI AUDITED FINANCIAL STATEMENTS ) )

COST OF SALES RATE RECOMMENDED IS Nations! Association of Homebuilder's Industry Average % cost of real estate seld to cost of sales adjusted for non-profit status,
{3) CALCULATED RATE OF COST OF SALES IS ACTUAL COST OF REAL ESTATE SOLD TO ACTUAL REAL ESTATE SALES,

WORK PERFORMED:
COMPARED COST OF REAL ESTATE SOLD TO RECOMMENDED INDUSTRY AVERAGE FOR FIVE YEAR PERIOD FROM 1987 THROUGH 2001
IN ORDER TO DETERMINE REASONABLENESS OF COST OF SALES.

CONCLUSION:

PHI COST OF SALES DATA INDICATE THAY THE COST OF SALES IS EXCESSIVE FOR THE YEARS 1998 THRCOUGH 2001 WHEN
COMPARED TC THE RECOMMENDED PERCENTAGE, 85%, BASED ON NAHB DATA.

FOR THE FIVE YEARS THE TOTAL AMOUNT OF EXCESSIVE COST OF REAL ESTATE SOLD IS $5,101,622. THIS IS AN AVERAGE OF
$1,220,224.44 PER YEAR.

PHP'S COST OF SALES [NCLUDED FINANCE EXPENSES, THE INDUSTRY RECOMMENDS THIS BE IN QVERHEAD, AND NOT EXCEED 2-2.63%, BUT
PHI'S COST FOR FINANCING WAS HIGHER AS THEY HAD TO BORROW TO PAY OFF THE LARGE OVERHEAD THEY INCURRED, AND FOR HOUSES
WHICH DID NOT SELL PROMPTLY. ADDITIONALLY, WE FOUND INSTANCES WHERE THE COMPANY CHARGED OFF NOTES AND CLOSING COSTS
WHICH EMPLOYEES OWED FOR HOUSES THEY PURGHASED TO COST OF SALES, WHICH INCREASED THE DOLLARS AND PERCENTAGES.

.. Prepared by Internal Audit
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EXHIBIT C GR-1

Project Homestead Analytical Review - Analysis of Expense Accounts

Procedure: Auditors examined Project Homestead's income skaternent from 1996 through 2002 to gain an understanding of which accounts have
expertenced the most cash flow activity. In doing so, we focused prirarily on the expense accounts because these are the accountss showing the
company's cash outflows, and therefore show the ways in which Project Homestead has been spending its grant monies and donations.  We performed
an analylical review of the expense accounts to determine which accounts contain significant dollar amounts and have also experienced drastic
increases over the past few years. We used this information in assessing which areas appear to be "high risk areas” that requise a more in-depth focus
of our aftention during cur audit.

Auditor's Note: Although fhe period beirig atdited is 1997 through 2001, wa have alsoincluded data from years 1996 and 2002 i the &Ralysis balow]
a5 sunplemental information to nrovide a mare comolete representation of the changes in these accounts

2002 3001 2000 1999 1898 1997 1 1996 | % Change |

REVENUES | _ ]
Real Estate Sales 9,067,178 | 9,178,461 | 8,631,036 | 5,959,606 ; 7,265,686 | 3,241,300 | 2774678 226.78%
_GCost of Real Estate Sold (B,094,449)| (9,526,748} (9.381,417)] (9,398,675)] (6.785,827)! (2,693,800)| (2,449.18) T 230.46%
_Donated Land Vatue . (215,254)] (238,750 -100.00%
Contributionsand Grants | 1,678,530 | 2,672,760 | 2727,871 | 2865307 | 2009529 | 824368 | 475737 | 263 63%
fFees 480,903 | 618575 | 314666 1 147,705 | 173,285 64,184 | 261145 | 83.84%
Rental income B 85,956 44,964 152,064 280,256 | 508,610 208,005 277654 | 59.04%
Day Care_ T T 22 B85 (69,118)] " {16,870) 77,847 | 50,813 24,067 6369 asiorn
[Mordgage Services N (44449 (18850), (4001  (2401) 5 T
Gain on Sale of Property & Equipment 93866 )  T9S¥T | e _
Dudley-Lee Center {857) e » -
Entrepreneurship and Econoric _ i T
Development nvestment, LLL.C (100,075} o
Other 41,605 566,422 103,724 | 106,073 b
Annual Banquet _ ) b | 158351 8 _-100:00%
_TOTAL REVENUES o 3264417 [ 3,04 - 2682,348 | 3,194,767 | 3323418 | 1,656,810 | 1,18 74559
ExpeNses Lo oL - N
Sataries ' O53975| 1149676 | 172,781 | 847,862 | 634932 | 518 15% 08%
Payroll Taxes 74,586 92,800 93532 | BA976 | 60,722 , 162.11%,
Group lnsurance 45,101 41,823 53,939 54, 551 - 130.49%
80,598 46641 [ 776,039 | 4,138 | 863.40%
Depre: e 104,748 | 107634 | 101,806 | 100,568 130.80%
Bues and Subscriptions 15366 | 3408 | 7108 10,868 144.68%
Utilities ] 30,368 34,868 24,432 28,116
Credit Reports 15,103 10072 1,263 ] 114 5710
Direct Assislance 15,184 16,100 | 15922 17805 | 5813 | 12336 54635
eral Insurance o 64845 | ___A5176 | 59,387 ‘  24348%
Inferest Expense ek 146830 | 167870 ) 304,344 | 431470 -40.44%
Repairs and Maintenance -~ [ 114,503 86,741 80,133 | 74,043 | - 66027 | TE59.50%
Renlals 14,869 6,699 28,772 s2762 | Boagan | B3 6%
General Expenses 11,999 15,388 18,185 48,679 LAY 0%
Postage 8,507 124031 102631 9006
Legal and Accounting ] _d02803 | 109204 | 113,336 | 133,697 |
Properly Taxes | soes| 9346 11,002 | 10,636
Conlracted Services 635,920 [ 566616 186,514 | 109,031 |
Printing B 18,545 14,961 15,563 9
Office Supplies 111,654 | 104,446 | 124,601
Telephone L2018 359039 | 95203 ) 61164 1 17,77
Travel . 107,995 | 178,749 | 130,404 9
Anauai Banguet I
Miscellanecus 27,470 28,189 36,253 i
Rent Expense 16,680 I P .
Advertising 135,696 58,053 _ - YT
Appraisals, surveys, inspection 5,235 10098 | T T -

ot e 1,794 17,793
ed Querhead {100,000

AP, > - i N | —
_VOTALEXPENSES | 2.971,287 | 3,062,835 | 2688589 | 2,250,796 | 1,746,544 | 1,327,589 |

283,130 (16341} 241y 1576874 | 339,221 |

1204214 |

ASSETS - BEGINNING. 5F VEAR 2550490 | 2,566,831 | 2573072 | 2]

NET ASSETS - END OF YEAR | 2843620 | 2,550,400 | 2.566,831 | 4,725,050 | 2761088 |

Adjustments to Net Assets T IREET

Gonglusion: The resulls of our analytical review highlight five main accounts that are both sigaificant in amount and have aiso experienced significant
increases. These accounts include: legal and accounting expense, coatiacted services expenses, office supplies expense, telephone expanse, and
travel expense. As a result. these hiah-risk areas will be the center of our focus during the verformance of cur audit

PREPARED BY INTERNAL AUDIT
111172004



EXHIBIT D

CRUISE, & OTHER TRAVEL CHARGES INCURRED

GRAND

B 1997 1998 1999 2000 200¢ TOTALS
Total Cruise { $12,206.62 $3,813.00 $50,458.42 $23,291.93 $£27,952.12 | $117,722.09
& Vacation

Related

Travel

Total $351.30 $1,486.52 $7.690.42 $10,445.96 $9,140.83 | $29,115.03
Auwtomobile

Related

Travel -
Total Airline | $8,562.33 $5,731.72 $24,062.23 $20,671.13 $23,005.25 | $82,032.66
Related

Travel .

Total Hotel $1,546.93 $5,893.40 $11,797.53 $13,750.16 $4.94594 | $37,933.96
Related

Travel .

Totals for $22,667,18 | $16,924,04 | 594,008.60 | $68,159,18 | 365,044,014 | $266,803.74
each Year

Note: The total Personal Travel Charges for all years above is $266,803.74. The items were for .
charges not asseciated with the normal operations of the non-profit eorporation. No receipts were
available to substantiate any relation with the non-profit.

TOTAL PERSONAL CHARGES PER CREDIT CARD

GRAND

1997 1998 1999 2000 2001 TOTALS

First $35,185.19 $1,311.00 $2,279.45 $2,738.35 $1,255.54 | $42,769.53
Cilizens
Bank Card

Charges | [ :

American $39,091.36 | §143,58020 | $64,791.72 $247,463.28 |
Lixpress
Credit Card

BBA&T $70,725.53 | $119,403.71 | $190,129.24
Credit Card

Totals for | $35185.19 | $40,402.3¢ | $145,859.65 | $138,25560 | $120,659.25 | $480,362.05
each Year

WNote: The total Credit Card Charges for all years above is $480,362.05. The items were for charges
not associated with the normal operations of the non-prefit corporation. No receips were available to
substantiate any relation with the non-profit.

Prepared by Fnternal Audit
1/9/04



" September 12, 2003

Reverend Michael King, President
Project Homestead, Incorporated
640 Martin Luther King, Ir. Drive
Greensboro, NC 27406

Dear Reverend King;

The City of Greensboro Internal Audit Division will be performing a compliance audit on
all Program Income and Project Proceeds generated by Project Homestead’s use of
Federal, State and Local Funding from the City of Greensboro in all City contracts and
- programs .with Project Homestead for the years ended 1997 through-2001. The CHDO
Agreement executed between the City of Greensboro and Project Homestead on April 30,
1999, gives the City the right to monitor the activities and to complete on-site monitoring
reviews of Project Homestead’s activities every six months as stated under the section
“10 Monitoring: A, B, and C on pages 7 & 8" of the agreement. Additional audit terms
are specified in the various project agreements that the City has with Project Homestead.

Program Income as defined by HUD is “gross income received by the recipient or
subrecipient directly generated from the use of CDBG, HOME, Bond, Housing
Partnership Funds and any other funds used to generate program income.” Gross Income
- is defined as “income from the use or rental or real property, owned by the recipient or by
a subrecipient, that was constructed or improved with CBDG, HOME, Bond, Housing
Partnership and any other funds, less costs incidental to generation of the income.” In
order to determine program income and project proceeds, expenses will be examined to
determine how the income and proceeds were calculated.

The Audit Division will review all documentation necessary to determine that funding
from the programs/contracts provided for in our agreements is being used as designated
and any income/proceeds generated is used to further the goals provided for in the
contracts/programs within the Greensboro area. The documentation needed includes but
is not limited to: closing stateruents; deeds of trust; incomes of clients; credit reports;
building permits; construction costs; invoices; land costs; overhead schedules; payroll
schedules; general ledgers; purchase moncy notes; homic ownership counseling
documents and any other information as requested.

Liternal Audit < PO Box 3136 - Oreensboro, NC 271023136 - (336) 373-2203 « Fax (336) 373-2158



~We plan to commence the audit on September 22, 2003. Additionally, we would like to

conduct an entrance mecting on September 15, 2003 to discuss the conduct of the audit.
If you have any questions concerning the audit, please contact me at 373-2821.

Sincerely,

Len Lucas :
Acting Taternal Audit Director

Ce: Ed Kitchen, City Manager
Ben Brown, Assistant City Manager for Economic Development
Mitchell Johnson, Assistant City Manager '
Bob Morgan, Assistant City Manager
Linda Miles, City Attorney
Andy Scott, Director of Housing & Community Development
Dr. Alton Thompson, Chairman of Board of Directors for Project Homestead, Inc. -



