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          July 2, 2007 
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          2007-FW-1011 

What We Audited and Why 

At the request of the U. S. Department of Housing and Urban 
Development (HUD), we audited Capmark Finance, Inc.1 (Capmark) 
underwriting and processing of the mortgage loan for Asbury Square 
Apartments (Asbury), located in Tulsa, Oklahoma.  We had previously 
audited Asbury’s owner/management agent.2   
 
The audit objective was to determine whether Capmark followed 
multifamily accelerated processing (MAP)3 and HUD requirements when 
underwriting and processing the Asbury loan.   

                                                 
1 Formerly called GMAC Commercial Mortgage Corporation. 
2 Audit report number 2007-FW-1006, Aberdeen Villa Apartments, Formerly Asbury Square 

Apartments, Tulsa, Oklahoma, FHA #118-35200, Spent Almost $35,000 in Project Funds on Ineligible 
and Unsupported Costs.  

3 MAP is designed to establish national standards for approved lenders to prepare, process, and submit 
loan applications for Federal Housing Administration multifamily mortgage insurance. 



 What We Found  
 

 
Capmark misrepresented Asbury’s financial and physical situation to 
HUD in its underwriting narrative.  Further, it did not exercise the required 
amount of due diligence required to support its recommendation for HUD 
endorsement.  The Asbury mortgage loan, as recommended by Capmark, 
did not provide enough funds to restore the project to a financially viable 
condition.  While Capmark complied with most MAP requirements when 
underwriting the loan, its underwriting narrative lacked material financial 
information and analysis.  In addition, Capmark did not perform its 
property site inspection within MAP requirements.  As a result, Asbury 
defaulted on the loan before final closing, causing HUD a possible loss of 
more than $5.9 million. 

 
 What We Recommend  
 
 

We recommend that the assistant secretary for housing refer Capmark to 
the Mortgagee Review Board for appropriate action.  Further, we 
recommend that the acting deputy assistant secretary for multifamily 
housing establish a MAP Lender Review Board.  We recommend the 
MAP Lender Review Board address and resolve violations by Capmark 
that could cause losses exceeding $5.9 million to HUD’s Federal Housing 
Administration insurance fund and deficiencies in its quality control plan. 
 
For each recommendation without a management decision, please respond 
and provide status reports in accordance with HUD Handbook 2000.06, 
REV-3.  Please furnish us copies of any correspondence or directives 
issued because of the audit. 

 
 Auditee’s Response 
 

 
We provided the draft report to HUD on June 4, 2007, and to Capmark on 
June 5, 2007.  We held an exit conference with HUD and Capmark 
officials on June 15, 2007.  In a June 25, 2007 written response, Capmark 
generally disagreed with the findings. 
 
Capmark's response and our evaluation of the response are located in 
Appendix B.  Capmark's response included exhibits that are available for 
review upon request. 
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BACKGROUND AND OBJECTIVES 
 
 
Asbury Square Apartments (Asbury), FHA #118-35200, is a 256-unit garden style 
apartment complex in Tulsa, Oklahoma.  On November 29, 2000, Sheltering Palms - 
Tulsa I, LLC (Sheltering Palms),4 purchased Asbury for $6.011 million using one-year 
renewable revenue bond anticipation notes issued by the Tulsa County Industrial 
Authority.  On September 14, 2004, the Federal Housing Administration insured 
Asbury’s $9.098 million mortgage under Section 221(d)(4) of the National Housing Act.  
Federal Housing Administration insurance protects lenders against loss from mortgage 
defaults on projects involving substantial rehabilitation of housing units for moderate-
income and displaced families. 
 
According to its response, Capmark Finance, Inc., formerly known as GMAC 
Commercial Mortgage Corporation, originated and underwrote the transaction.  
Following its issuance but prior to initial endorsement, HUD's firm commitment was 
assigned to Capmark Bank, formerly know as GMAC Commercial Mortgage Bank.  We 
have addressed the finding to Capmark Finance, Inc. (Capmark). 
 
Capmark and Sheltering Palms entered into the $9.098 million mortgage agreement 
secured with Tulsa County Industrial Authority bonds backed by Government National 
Mortgage Association (GNMA) securities.  The mortgage included funds to substantially 
rehabilitate the Asbury property.  The Federal Housing Administration insured the 
mortgaged funds when paid by Capmark during the construction period.   
 
Capmark used the multifamily accelerated processing (MAP) guidelines to underwrite 
and process the Asbury mortgage loan.  Before 2000, the U.S. Department of Housing 
and Urban Development’s (HUD) individual regions had developed their own “fast-track 
processing” that gave qualified lenders an opportunity to prepare Federal Housing 
Administration forms and to do preliminary underwriting for multifamily loan 
applications.  HUD developed MAP in an effort to replace “fast-track” processing in each 
region so the process was consistent throughout HUD.  Under the MAP guidelines, 
Capmark directed the preparation, reviewed required exhibits including the appraisal, 
conducted the underwriting, and recommended the Asbury loan for HUD endorsement.   
 
HUD relied upon Capmark to properly underwrite and process the Asbury loan using the 
MAP guidelines.  HUD provides minimum oversight for loans underwritten and 
processed through MAP.  For the Asbury mortgage credit underwriting and processing, 
the MAP guide generally required HUD officials to review previous participation 
certifications, Capmark’s underwriting narrative, and form HUD-92264-A.5  The MAP 
guide required HUD to use those reviews to decide the “maximum insurable mortgage,” 
“total financial requirements” for initial closing; and if the sponsor, the mortgagor, and its 

                                                 
4 Sheltering Palms Foundation, Inc., a nonprofit corporation, owns Sheltering Palms - Tulsa I, LLC. 
5 This is a supplement to the project analysis that reports values used to determine the maximum 

insurable mortgage and estimated cash requirement for closing. 

 4



key principals are acceptable.6  The MAP guide does not require HUD officials to 
duplicate lenders’ underwriting.   
 
Capmark’s underwriter was mainly responsible for recommending that HUD either 
accept or reject the Asbury loan after it concluded that the borrower was able “to manage 
the development, construction, completion, and successful lease-up of the property.”7  
HUD required Capmark to underwrite the loan to ensure that Asbury would be a viable 
project following the planned rehabilitation.  The MAP guide required Capmark to 
thoroughly analyze Asbury’s credit worthiness and financial condition to help it 
determine whether Asbury would have enough income to cover its total obligations.8  
Following its analysis, Capmark certified that the Asbury loan was an acceptable risk to 
the Federal Housing Administration’s mortgage insurance fund and recommended that 
HUD insure the loan.  
 
The audit objective was to determine whether Capmark followed MAP and HUD 
requirements when underwriting and processing the Asbury loan. 
 

                                                 
6 MAP guide, chapter 8.17. 
7 MAP guide, chapter 8.3 A. 
8 MAP guide, chapter 8.1 B. 
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RESULTS OF AUDIT 
 
 
Finding:  Capmark Misrepresented Asbury’s Financial and 
Physical Condition When Underwriting Its $9.098 Million Loan 
 
Capmark misrepresented Asbury’s financial and physical situation to HUD in its 
underwriting narrative.  Further, it did not exercise the required amount of due diligence 
required to support its recommendation for HUD endorsement.  Specifically, Capmark 
did not inform HUD of vital financial information and did not perform a thorough 
financial analysis.  Moreover, it did not completely identify property rehabilitation 
needed by Asbury to be viable.  These deficiencies existed because Capmark did not 
practice due diligence when underwriting the loan.9  Consequently, Capmark’s report to 
HUD significantly understated the risk of the Asbury loan insured by the Federal 
Housing Administration.  As a result, the project did not have funds to maintain itself, 
and the owners defaulted on the mortgage note.  The possible loss to HUD could be more 
than $5.9 million. 
 
 

 
Capmark Did Not Inform HUD 
of Vital Financial Information 
and Did Not Perform a 
Thorough Financial Analysis 

 
 
 
 
 

 
Capmark failed to provide sufficient due diligence when it did not discuss 
the negative working capital balance in its report to HUD, did not obtain 
and review the aged accounts payable, and did not evaluate the current and 
future financial capacity of the project.  Because Capmark did not include 
and analyze material financial information, it significantly understated the 
risk to HUD when it recommended the loan for endorsement in its 
underwriting narrative.  
 
In its narrative, Capmark did not discuss Asbury’s negative working 
capital balance as required.  The mortgage credit analysis worksheet for 
the owner of Asbury showed that Asbury had a $1.1 million negative 
working capital balance,10 indicating that it had significantly more debts 
than resources to pay for them.  HUD’s MAP guide required Capmark to 
prepare a report to HUD recommending that HUD either accept or reject 
the loan.  The report “must detail the project’s financial requirements” and 
“must address positive and negative findings known by” Capmark about 

                                                 
9 For ease, we have included a timeline of documents as Appendix C. 
10 $52,383 current assets minus $1,157,265 current liabilities. 
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Asbury’s financial condition.11  Although Capmark attached the mortgage 
credit analysis worksheet to the underwriting narrative, it did not address 
the owner’s negative working capital in the narrative as required.  While 
the new mortgage would pay off $736,526 in mortgage obligations, it 
would not cover the remaining $420,738 liabilities, consisting of $241,193 
accounts payable for goods and services, $161,497 owner loans,12 $17,098 
tenant security deposits,13 and $950 prepaid rents.  With a cash balance of 
only $14,931 to cover these debts, it should have been clear that the 
project would have a difficult time just making it to final closing. 
 
Capmark violated MAP requirements when it did not obtain an aged 
accounts payable schedule.  HUD required Asbury’s aged accounts 
payable schedule, among others, so Capmark could determine Asbury’s 
financial capacity.14  The accounts payable aging schedule gave an 
indication of the amount of cash needed to cover the project’s expenses.  
Asbury’s aged accounts payable schedule disclosed that 73 percent15 of 
the accounts were 90 or more days overdue.  Since Capmark did not 
obtain the accounts payable schedule, it was unable to completely assess 
the financial responsibility and capacity of the owner.  This lack of due 
diligence prevented Capmark from reporting that the owner was not able 
to pay debts in a timely manner.  Capmark could not justify the reasons for 
the untimely payments.  Further, it did not explain how Asbury would pay 
off existing overdue debts and prevent further future indebtedness. 

 
Capmark did not fully evaluate Asbury’s current and future financial 
capacity.  The MAP guide required Capmark to project future costs and 
calculate an initial operating deficit.16  HUD designed the initial operating 
deficit account to financially stabilize a borrower during substantial 
rehabilitation.  Asbury could only use the account for expenses incurred 
after initial closing.17  Therefore, Asbury could not use initial operating 
deficit funds to pay the already existing $241,193 payables and any 
additional expenses that occurred between January 1 and September 13, 
2004.  Capmark’s narrative did not demonstrate how Asbury could pay its 
existing debts when its occupancy indicated that it would not have 
sufficient funds to pay current expenses.  At the time of the first 
underwriting narrative,18 Asbury’s occupancy was 41.73 percent.  
Capmark estimated that the project would need at least 86 percent 
occupancy to cover the current expenses of the property.  Capmark’s 

                                                 
11 MAP guide, chapter 8.16 E. 
12 Under the regulatory agreement, Asbury could not repay the owner loans unless it had surplus cash. 
13  Capmark informed us that there were restricted assets to cover this liability. 
14 MAP guide, chapter 8.4 B. 
15 We used the December 2003 aged accounts payable schedule, which had a different total than shown 

in the financial statements used by Capmark for its credit analysis.   
16 MAP guide, chapter 7.14 A. 
17 Asbury’s loan initially closed on September 14, 2004. 
18 March 29, 2004. 
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mortgage credit analysis worksheet showed that Asbury had available cash 
of only $14,931 to pay towards its current accounts payable of $241,193.  
With Asbury’s financial situation, Capmark needed to ensure that Asbury 
had funds to sustain the project during and immediately after substantial 
rehabilitation.  Asbury did not have sufficient funds to pay its debts in a 
timely manner and had significant outstanding debts that Capmark should 
have included in its analysis of Asbury’s cash requirements. 
 
Capmark was responsible for preparing a narrative to support its 
recommendation to accept or reject the loan, requiring it to ensure Asbury 
had funds to sustain the project throughout construction.  Capmark failed 
to provide sufficient information and analysis when it did not include a 
discussion of the negative working capital balance in the narrative, did not 
obtain and review the aged accounts payable, and did not evaluate the 
current and future cash flows of the project up through the projected final 
closing. 

 
 Capmark Did Not Completely 

Identify Property 
Rehabilitation Needed by 
Asbury to Be Viable 

 
 
 
 

 
Contrary to HUD requirements, Capmark’s architect did not participate in 
a thorough site inspection after HUD issued its MAP invitation letter on 
September 22, 2003.  The MAP guide required a thorough joint inspection 
to follow HUD’s MAP invitation letter19  to determine the type and extent 
of work that would make Asbury viable. 
 
The MAP guide required another site inspection if the joint inspection was 
performed several months in advance of the firm application.  The purpose 
of the requirement was to “provide any necessary additional conditions for 
Firm Commitment.”20  Capmark did not schedule another inspection, even 
though the documented inspection took place several months in advance 
of the firm application.  Capmark’s files contained a report of a site 
inspection performed on January 31, 2003, more than seven months before 
HUD issued the invitation letter indicating preapplication approval and 
more than 14 months before HUD received the firm application.21  
Because the inspection was performed earlier than HUD’s preapplication 
approval and Capmark did not require an additional site inspection, the 
owner’s architectural drawings and specifications did not address all of the 
property’s rehabilitation needs.  Instead, the architect prepared drawings 
and specifications that generally matched the May 12, 2003 basic work 

                                                 
19  HUD's invitation or preapplication approval for the lender to submit a firm application. 
20 MAP guide, chapter 5.14. 
21 HUD received the firm application on March 30, 2004. 
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write-up22 and did not include additional needed repairs identified by the 
contractor and the owner’s architect while they were on site. 
 
The MAP guide required an additional site inspection “if property damage 
may have occurred…” to determine the “current physical condition” of the 
property.23  Capmark officials took no action to perform a site inspection 
after they received information that property damage might have occurred.  
As early as October 8, 2003, more than five months before Capmark sent 
the firm application to HUD, both the former contractor and the owner’s 
architect explained to Capmark that the work scope did not include many 
of the vital repairs needed by the project.  The contractor wrote that there 
were uninhabitable units, which were not in the contractor’s estimate, that 
the hot water piping had significant problems, and that some units had 
water heaters that did not work.  The contractor explained that the project 
was located in a high theft area and that some units had been cannibalized.   
 
On December 12, 2003, more than three months before Capmark 
submitted the firm application, it received a rent roll from Asbury showing 
that the project had 78 unrentable units as of October 31, 2003, 33 more 
than the 45 units included in the May 12, 2003 work scope.  In November 
2003, four months before Capmark submitted the firm application, the 
project had 87 uninhabitable units24 that were not included in the 
rehabilitation plan.  Since Capmark did not schedule a site inspection after 
it received the property information, it did not include the necessary 
rehabilitation to make Asbury decent, safe, and marketable as required by 
the MAP guide.25

 
Sheltering Palms officials planned to use project funds to repair the 
uninhabitable units that were not in the work scope.  However, the project 
could not afford the costs.  Based on the current financial data that 
Capmark used to underwrite the loan, as discussed earlier, it was clear that 
Capmark should have known that Sheltering Palms could not repair the 
units with project funds and should have disclosed this to HUD.  Asbury 
already had more than $241,000 in debts that it could not pay from the 
initial operating deficit account.  Further, it did not have the occupancy 
necessary to pay current expenses.   
 
Because Capmark failed to conduct another site inspection, it reported 
incomplete and inaccurate property information to HUD in its 
underwriting narrative.  In the narrative, Capmark did not report that the 
project had significant hot water piping problems and had missing or 
inoperable water heaters.  The narrative incorrectly reported that the 

                                                 
22 The basic work write-up reported 45 units that needed rehabilitation. 
23 MAP guide, chapter 5.14. 
24 Thirty-four percent of the total number of units. 
25 MAP guide, chapter 5.16. 
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planned rehabilitation would enable the project to “achieve and maintain” 
at least 92 percent occupancy.   The planned rehabilitation only included 
4326 of the 130 units that needed repairs to become habitable.  Since the 
work scope did not include repairs for 87 uninhabitable units, it ensured 
that only 66 percent of the units would be rentable following the 
construction.27  The 66 percent maximum occupancy is significantly less 
than the 86 percent minimum occupancy that Asbury needed to pay 
project expenses and debt service requirements. 

 
 

HUD Recognized a Loss After 
Asbury Defaulted on the Loan  

 
 
 

 
HUD has already recognized a loss of more than $5.249 million.  This 
amount could increase to more than $5.9 million.  Asbury defaulted on its 
mortgage on September 1, 2005, before reaching final endorsement.28  On 
March 1, 2006, Capmark assigned the mortgage note to HUD.  By 
February 28, 2007, HUD had paid more than $8.745 million to settle 
Capmark’s claim, sold the note for more than $3.378 million, and received 
$117,430 in interest income from the GNMA bonds that financed the loan, 
a loss of more than $5.249 million. 
 
Capmark did not pay the general contractor $684,698 after it certified that 
it completed the rehabilitation and after HUD had completed the cost 
certification.  As a result, the general contractor put a lien on the property 
and is working to recover the $684,698 from HUD.  Capmark should 
reimburse HUD for any amounts paid on the general contractors claim.   
This will protect the FHA fund from a potential $684,698 additional loss 
on this loan.  

 
 Conclusion  
 
 

Capmark did not practice due diligence when underwriting the Asbury 
loan.  Further, it lacked sufficient policies and procedures to comply with 
HUD requirements.  It did not inform HUD of vital financial information, 
did not document that it had thoroughly analyzed Asbury’s financial 
condition, and did not identify needed property rehabilitation.  As a result, 
it recommended a loan that defaulted before final closing, causing HUD a 

                                                 
26 Under the work scope, 43 down units would be rehabilitated with one unit being converted to two and 

a clubhouse converted into a living unit.  After the rehabilitation, 45 units would be completed. 
27 As of June 27, 2006, no tenants had lived in 84 of the 87 units since October 2003.  The units needed 

repairs costing more than $280,000. 
28 HUD had not conducted the final closing of the mortgage insurance transaction, which occurs after 

completion of construction, although HUD had approved the cost certification. 
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loss of more than $5.249 million, and could cause an additional loss of 
$684,698 if not reimbursed by Capmark. 
 

 Recommendations   
 

 
We recommend that the assistant secretary for housing 

 
1A. Refer Capmark to the Mortgage Review Board for appropriate 

remedial actions. 
 
We recommend that the acting deputy assistant secretary for multifamily 
housing 
 
1B. Establish a MAP lender review board to review the violations by 

Capmark. 
 
We recommend that the MAP lender review board address and resolve 
with Capmark  
 
1C. Violations that caused a $5,249,414 loss to HUD’s FHA insurance 

fund. 
 
1D. Violations that could cause an additional $684,698 loss to HUD’s 

FHA insurance fund.  
 
1E. Implementation and revisions necessary to Capmark’s quality 

control plan to ensure that its staff reviews and submits to HUD, 
with the firm application, the required supporting schedules with the 
borrower’s financial statements. 

 
1F. Implementation and revisions necessary to its quality control plan to 

ensure that it schedules a MAP-required joint inspection after HUD 
issues its preapplication approval.    

 
1G. Implementation and revisions necessary to its quality control plan to 

ensure that it schedules a site inspection if either property damage 
may have occurred or an abnormal amount of time has elapsed 
between the joint inspection and the firm application. 
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SCOPE AND METHODOLOGY 

 
 
We conducted the audit at Capmark’s office located in St. Louis, Missouri, and HUD’s 
Oklahoma City, Oklahoma, Office of Multifamily Housing.  The audit period was from 
January 1, 2003, through May 31, 2006.  We conducted the audit from December 13, 
2006, through March 23, 2007.  During the audit, we performed the following steps: 
 

 Reviewed background information and the criteria that controlled Capmark’s 
underwriting and processing of the Asbury loan. 

 Reviewed Capmark’s quality control plan, policies, and procedures. 
 Conducted interviews with HUD officials,29 the lender, the appraiser, the 

architects, the contractor, and the borrower. 
 Reviewed documents in Asbury’s loan files located in Capmark’s St. Louis office. 
 Reviewed selected Asbury rent rolls. 

 
We performed the audit in accordance with generally accepted government auditing 
standards. 

                                                 
29 Some of the officials involved with Asbury have retired. 
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INTERNAL CONTROLS 
 

 
Internal control is an integral component of an organization’s management that provides 
reasonable assurance that the following objectives are being achieved: 
 

• Effectiveness and efficiency of operations,  
• Reliability of financial reporting, and  
• Compliance with applicable laws and regulations. 

 
Internal controls relate to management’s plans, methods, and procedures used to meet its 
mission, goals, and objectives.  Internal controls include the processes and procedures for 
planning, organizing, directing, and controlling program operations.  They include the 
systems for measuring, reporting, and monitoring program performance. 
 

 
 
 Relevant Internal Controls 
 

We determined the following internal control was relevant to our audit 
objectives:   
 

• Policies and procedures that Capmark implemented to reasonably 
ensure that it underwrote and processed the Asbury loan in 
conformity with MAP requirements. 

 
We assessed the relevant controls identified above.  A significant 
weakness exists if management controls do not provide reasonable 
assurance that the process for planning, organizing, directing, and 
controlling program operations will meet the organization’s objectives. 

 
 
 Significant Weaknesses 
 

 
Based on our review, we believe the following items are significant 
weaknesses: 

 
• Capmark did not have policies and procedures to ensure that its staff 

reviewed and submitted to HUD, with the firm application, schedules 
with the mortgagor’s financial statements, including an accounts 
payable schedule with aging information, as required by the MAP 
guide.  
 

• Capmark did not have policies and procedures for scheduling site 
inspections as required by the MAP guide. 
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APPENDIXES 
 

Appendix A 
 

 
SCHEDULE OF QUESTIONED COSTS 
AND FUNDS BE PUT TO BETTER USE 

 
 
 
 

Recommendation 
Number 

 
Ineligible 1/ 

Funds be put to 
better use 2/ 

 
1C 

 
$5,249,414

 

1D $684,698 
Totals $5,249,414 $684,698 

 
 
 
 
 
 
 
 
 
 
 
 
1/ Ineligible costs are costs charged to a HUD-financed or HUD-insured program or 

activity that the auditor believes are not allowable by law; contract; or federal, 
state, or local policies or regulations. 

 
2/ Recommendations that funds be put to better use are estimates of amounts that 

could be used more efficiently if an Office of Inspector General (OIG) 
recommendation is implemented.  This includes reductions in outlays, 
deobligation of funds, withdrawal of interest subsidy costs not incurred by 
implementing recommended improvements, avoidance of unnecessary 
expenditures noted in preaward reviews, and any other savings which are 
specifically identified.  In this instance, implementation of our recommendation to 
have Capmark indemnify HUD from future loss on the Asbury loan will reduce 
the Federal Housing Administration’s risk of loss to the insurance fund. 
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OIG Evaluation of Auditee Comments 
 
Comment 1 Capmark recommended HUD insure the loan.  Inherent in the 

recommendation was Capmark’s assurances that the loan was 
economically sound and an acceptable risk to HUD.   HUD relied upon 
Capmark’s recommendation when it insured the loan.   HUD expected 
Capmark’s recommendation to be based upon its due diligent evaluation 
of the information.  Capmark had sufficient information available at the 
time to not recommend the loan.  If Capmark would have obtained and 
evaluated the required or additional information, Capmark should not have 
recommended the loan for HUD insurance.  We maintain that Capmark 
should reimburse HUD for the losses sustained as a result of its reliance 
upon Capmark’s unsupported recommendation. 

 
Comment 2 We clarified this in the report.  
 
Comment 3 Capmark contends disclosing a negative net worth in an attachment 

referenced to in its underwriting narrative was sufficient.  However, 
Capmark did not explain how the negative working capital balance would 
affect the financial soundness of the loan or the measures needed to reduce 
the risk of a negative working capital balance.  Furthermore, Capmark 
apparently did not believe the negative working capital was a weakness as 
it was not included in Capmark’s underwriting narrative listing of project 
strengths and weaknesses and still recommended the loan for insurance.  
Even after Capmark received the audited financial statements showing 
Sheltering Palms did not extinguish the debt, Capmark did not raise this as 
a concern.  

 
Comment 4 Capmark had a responsibility to evaluate the integrity and accuracy of the 

information submitted.  As alluded to in comment 1, if information 
submitted to Capmark contradicted previous information or raised 
questions, Capmark should have satisfied itself to the accuracy of the 
information and the effect on its recommendation to insure the loan.  To 
our knowledge, Capmark never disclosed its concerns or the contradictory 
information to HUD until its March 2006 mortgage default review.   

 
Comment 5 We clarified this in the report. 
 
Comment 6 During our fieldwork, Capmark did not inform us that the aged accounts 

payable was corrupted when we asked for it.  Further, HUD did not have it 
in the firm commitment application package submitted by Capmark.  
Capmark did not include an analysis of the accounts payable in its 
underwriting narrative.  As a result, we maintain that HUD did not receive 
it as required by the MAP Guide.  For our analysis, we used the  
December 31, 2003 aged accounts payable provided by the management 
agent.  This information would have been available to Capmark.   
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Comment 7 Although Capmark's underwriting narrative disclosed as a weakness 

“current vacancy problems caused by HVAC and 45 down units.”  
Capmark also dismissed this one weakness with “HVAC and electrical 
problem will be corrected with proposed rehab.”   

 
Comment 8 In its 2004 underwriting narrative, Capmark provided a table of Asbury’s 

2001 monthly occupancy rates, which ranged from 100 percent to 83.5 
percent.  However, below the 2001 table, Capmark stated the February 
2004 occupancy as 41.73 percent or 148 vacant units (103 more units than 
the 45 planned for rehabilitation).   Capmark did not list the 148 vacant 
units as a weakness in its underwriting narrative or provide an analysis of 
the vacancies on the economic soundness of the loan.  Further, a review of 
the rent rolls from 2003 and 2004 would have revealed the downward 
occupancy trend discussed in Capmark’s response.     

 
Comment 9 While Capmark planned an initial operating account to cover deficits 

caused by future costs, it did not have provisions for Asbury to pay its 
existing overdue debts or to pay for needed repairs that were not in the 
rehabilitation plan.   Furthermore, its estimate failed to take into account 
the decreasing occupancy trend.   

 
Comment 10 We addressed this in our audit titled “Aberdeen Villa Apartments, 

Formerly Asbury Square Apartments, Tulsa, Oklahoma, FHA #118-
35200, Spent Almost $35,000 in Project Funds on Ineligible and 
Unsupported Costs.”  Audit report number 2007-FW-1006, issued    
March 7, 2007. 

 
Comment 11 The MAP guidelines required the lender’s architectural and cost staff, the 

borrower’s architect, and the general contractor to take part in the joint 
inspection.  Neither Capmark nor its architect provided any records 
showing that the general contractor took part in any of the site inspections, 
including the August 7, 2003 inspection.    

 
Comment 12 We used the January 31, 2003 inspection because it was referenced in 

Capmark’s underwriting narrative and was supported in its files. 
 
Comment 13 As noted in its response, another inspection must take place if property 

damage may have occurred.  While Capmark’s response is correct that the 
mortgagor was responsible for providing the exhibits, Capmark was 
responsible for gathering and evaluating the exhibits and making a 
recommendation to HUD as to whether or not to insure the loan. 

 
Comment 14 Capmark had a fiduciary responsibility to obtain and evaluate relevant 

information.  If it did not believe the information to be sufficient then it 
should have obtained the necessary information.  Capmark’s response 
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references an architect’s scope of work that took place approximately 
eight months prior to Capmark’s recommendation to insure the loan.   We 
maintain that Capmark had sufficient information provided to it between 
July 2003 and March 2004 to raise questions as to the adequacy of the 
scope of work.    For instance, while maintaining that the additional 
plumbing work needed was “manageable” and “not untypical,”  
Capmark’s analysis did not include how the property would pay for the 
correction of the problems. 

 
Comment 15 Again, Capmark had a fiduciary responsibility to obtain and evaluate 

relevant information.  If it did not understand something provided, it 
should have clarified prior to making a recommendation to HUD to insure 
the loan.    

 
Comment 16 We have clarified this in the report. 
 
Comment 17 We maintain that HUD would not have insured the loan if Capmark did 

not recommend insuring the loan.  Capmark’s unfounded recommendation 
to insure the loan caused HUD’s loss, including the $5.2 million loss 
already incurred and the potential $684,698 loss that HUD could incur. 

 
Comment 18 We would also agree with the recommendation, but we are not aware of 

any requirement that would preclude Capmark from requiring current rent 
rolls on loans that it recommends for HUD insurance. 

 
Comment 19 We maintain that it is important to incorporate the MAP Guide into 

Capmark’s quality control plan and procedures.   
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Appendix C 
 
 

PROJECT TIMELINE 
DATE DESCRIPTION 

January 31, 2003 Site inspection 
May 7, 2003 Lender’s architect inspected the property 
July 21, 2003 Pre-application received by HUD 
August 7, 2003 Lender’s architect inspected the property 
September 22, 2003 HUD invitation to submit firm application 
October 8, 2003  The general contractor told Capmark that 

the work scope would not completely 
rehabilitate the property 

December 31, 2003 Appraisal completed 
January 7 thru February 20, 2004 First extension for firm application 
February 19, 2004 to March 20, 2004 Second extension for firm application 
March 11, 2004 New underwriter assigned for Asbury 
March 15 to March 31, 2004 Third extension for firm application 
March 22, 2004 Capmark received Asbury’s December 31, 

2003, unaudited financial statements 
March 29, 2004 Capmark submitted the underwriting 

narrative 
March 30, 2004 HUD received the underwriting narrative 
July 6, 2004 Firm commitment issued 
July 30, 2004 Underwriting narrative revised for the new 

contractor 
August 10, 2004 Firm commitment revised 
September 9, 2004 Firm commitment revised 
September 14, 2004 Initial endorsement 
September 1, 2005 Project defaulted on the mortgage loan 
October 7, 2005 Project cost certification completed 
December 15, 2005 Capmark elected to assign the mortgage to 

HUD 
February 1, 2006 HUD acknowledged Capmark 's election to 

assign the mortgage to HUD 
March 1, 2006 Mortgage assigned to HUD 
After March 1, 2006 HUD paid partial settlement of $6,022,016 

(of $8,745,708 total claim) to Capmark 
May 24, 2006 HUD paid the remaining $2,723,692 (of 

$8,745,708 total claim) to Capmark 
December 6, 2006 HUD sold Asbury Square for $3,378,864 
February 28, 2007 GNMA bond interest of $117,430 paid to 

HUD 
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	HIGHLIGHTS  
	Capmark misrepresented Asbury’s financial and physical situation to HUD in its underwriting narrative.  Further, it did not exercise the required amount of due diligence required to support its recommendation for HUD endorsement.  The Asbury mortgage loan, as recommended by Capmark, did not provide enough funds to restore the project to a financially viable condition.  While Capmark complied with most MAP requirements when underwriting the loan, its underwriting narrative lacked material financial information and analysis.  In addition, Capmark did not perform its property site inspection within MAP requirements.  As a result, Asbury defaulted on the loan before final closing, causing HUD a possible loss of more than $5.9 million. 
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