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We have completed a review of the operations of Tampa Housing Authority (THA). The review was
initiated under Operation Safe Home, with a primary objective of identifying illegd activities.
However, we redirected the review to evauate the efficiency and effectiveness of THA operations, and
this report includes the results of that review. Our report includes eight findings with various
recommendations for corrective action. The findings include significant departures from U.S.
Depatment of Housing and Urban Deveopment (HUD) regulations and accepted management
practices.

The review generaly covered the period April 1995 through October 1997. However, we reviewed
activity in other periods, as necessary. The field work was conducted between May and November
1997. The review was conducted at the request of the former Director of Public Housing in the HUD
Jacksonville Area Office, which formerly had jurisdiction over THA. Our exit conference in early
March, as well as discussions during the review, was conducted with Jacksonville staff; however, they
advised us, and you concurred, that effective March 16, 1998, THA came under the jurisdiction of the
Horida State Office, and our report should be issued to you.

Within 60 days, please furnish a status report, for each recommendation, on: (1) the corrective action
taken; (2) the proposed corrective action and the date to be completed; or (3) why action is considered
unnecessary. Also, please furnish us copies of any correspondence or directives issued related to the
review.
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Should you or your staff have questions, please contact Rudy E. McBee, Assstant Didtrict Inspector
Generd for Audit, at (423) 545-4368 or Dennis Durick, Senior Auditor, at (404) 331-5001, extension
2406.

We are providing acopy of thisreport to THA.




98-AT-206-1005

Executive Summary

We have completed areview of THA operations. The primary objective of the review initidly was to
identify contractors, vendors, employees, or other officids who may be involved in corruption,
fraudulent activities, conflicts of interest or other illegd activities that detract from the integrity and
effectiveness of THA’s Low Income Housing (L1H) and Section 8 Programs. Based on survey work,
we redirected the mgor thrust of our review to evaluate the efficiency and effectiveness of THA’S
adminigtration of its LIH Program, as well asthe impact of housing development corporations on THA
operations. We limited our review of the Section 8 Program to procedures related to housing qudlity.

MAJOR RENOVATION CONTRACTS

Between 1994 and 1996, THA awarded contracts totaing $27 million for mgor renovation to
resdent-owned businesses (ROBs). THA awarded the contracts under specid procedures amed at
benefiting resdents, but THA abused the procedures. It awarded the contracts without competitive
bidding and to unqudified resdent busnesses. The contracts exceeded estimates and program
limitations, including a $1,000,000 lifetime Federa limitation on the amount of contracts residents can
receive. THA aso split bids on some contracts to avoid forma advertisng. We believe prior THA
management circumvented HUD procurement rules to sdect favored contractors. The practices
resulted in THA incurring $1.9 million in ineligible costs, not achieving intended program results,
duplicating cogts, and favoritiam.

We are recommending repayment of $1.9 in indigible costs, controls to assure the $1,000,000 limit on
contracts is monitored, and follow-up to assure THA strengthens management controls over its
contracting process.

HOUSING DEVELOPMENT CORPORATIONS

THA'’s rlationship with housing development corporations was detrimentd to its best interests. In the
last 5 years, THA spent over $1.8 million for activities that primarily benefited the corporations, when
THA’s LIH Program had serious financial needs. Most of the benefits accrued to one corporation,
Tampa Housing Development Corporation (THDC) managed by a former THA Executive Director
(ED). The former ED used his position as Director of both entities to acquire assets and establish an
income base for THDC, adlowing THDC to separate from THA control. The separation may be
contrary to the corporate documents and HUD regulations upon which THDC relied for authority.

We are recommending THA recover from THDC all assets acquired while it was under the authority’s
control, as well as payments on THDC's behalf from THA funds subject to HUD control. We aso
recommend that THA bring THDC into compliance, organizationaly and functionaly, with its Articles
of Incorporation and HUD regulations, or abolish it, and that THA cease business relationships with
the former ED.




98-AT-206-1005

HOUSING QUALITY

THA has not maintained its conventiona housing in good repair and condition. As aresult, THA is
not providing decent, safe, and sanitary housing for many of its resdents. Based on our review,
including ingpection of 46 units, housing deficiencies were numerous and serious. THA management
did not perform needed oversight and direction to assure its staff was performing routine and
preventive maintenance, and may have understaffed maintenance personnel at some projects.

We are recommending THA: (1) develop a maintenance plan for improving its maintenance operation
and the quality of its housing, (2) inspect al units and systems and correct housing deficiencies, and (3)
evauate its maintenance staff to determine whether adjustments are necessary.

RESIDENT PROGRAMS

We question whether THA’ s Resident Enterprise Assstance Program (REAP) is achieving its program
gods. The program involves rdatively smal contracts for routine operations, such as lawn care, with
the ultimate objective of resdent economic independence. THA was not operating the program in
accordance with various HUD and THA rules. Procurement requirements aimed at assuring
competition and cost reasonableness were ignored, non-resident contractors were alowed to
participate, and training to qualify resident businesses for participation was sometimes overlooked. As
a result, program costs were excessve and concentrated in a few resdent businesses, and most
contractors were dependent on THA contracts rather than achieving the independence envisioned by
the program. THA dlowed one contractor to exceed the $1,000,000 lifetime Federa limitation on
resident contracts.

THA controls over bank loans to resdents through REAP were inadequate. THA was not properly
accounting for loan guarantee funds, adequately monitoring the loans, and taking prudent collection
actions on defaulted loans. The lack of controls may have contributed to loan defaults, hindered
collection efforts on delinquent loans, and resulted in less funding for future participants.

We recommend THA develop a plan and timetable for improving the program to better achieve
program goas. The plan should include required competitive procurement procedures, procedures to
promote the award of contracts to a greater number of resident businesses, and procedures to promote
tenants attaining slf sufficiency. We dso recommend termination of REAP contracts with former
resdents, controls to assure the $1,000,000 limit on contracts is monitored in the future, and
repayment of $613,432 paid in excess of the limitation.

Regarding the loan program, we recommend THA establish and maintain records which account for all
loan transactions and adopt procedures which will result in better monitoring of the loans and better
collection actions on delinquent and defaulted loans.
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PROPERTY MANAGEMENT

THA needs to sgnificantly improve property management to verify tenant income and adjust rents,
ingpect housing units, track work orders for housing repairs, record amounts collected from and owed
by tenants, and monitor resdent employees. Inadequate procedures resulted in inaccurate tenant rents
with some tenants possbly being indigible for housng, housng not ingpected annudly, undue
preferences to resident employees, and poorly maintained records. The deficiencies appeared to be
caused by alack of management controls, such as systematic monitoring and follow-up.

THA as0 dlowed some resident employeesto pay reduced rents, costing THA needed income. Based
on HUD ingructions, THA ordered project managers to discontinue the practice in 1996; however, it
continued because of alack of THA management controls.

We recommend that THA document to HUD that it has implemented improved management
procedures, including qudity control reviews. We aso recommend THA discontinue the practice of
alowing employeesto pay reduced rents.

MANAGEMENT ASSESSMENT PROGRAM

THA’s 1997 Public Housing Management Assessment Program (PHMAP) certification, and in some
instances prior certifications, contained inaccurate information which likely resulted in higher scores
than judified. PHMAP is essentidly a sdf-assessment housing authorities provide to HUD.
Categories with erroneous information measured THA performance in collecting rent, completing non-
emergency work orders, ingpecting units and building systems, and managing resident programs.

We recommend THA establish controls to ensure that adl future PHMAP data submitted to HUD is
supported and accurate. HUD should perform a site review of THA’s next PHMAP certification to
confirm the accuracy of the data.

EXIT CONFERENCE

We discussed the results of our review with David L. Livingston, Acting Director, Operations Division,
HUD Jacksonville Area Office, on February 25, 1998, and solicited the input of HUD Jacksonville staff
into recommended corrective actions. Mr. Livingston and Elaine D. Clark, Acting Director, Office of
Public Housing, provided us suggested recommendations on March 2, 1998. Their recommendations
are reflected in the find report, with the exception of one issue. Although they agreed certain cogsin
Findings 1 and 4 were indigible because they exceeded a $1 million HUD limitation, they did not
recommend repayment because THA received vaue for the costs.
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We ds0 discussed the findings with THA during the course of the review and at an exit conference on
March 4, 1998, atended by the following:

Edward A. Johnson, Chairman, THA Board of Commissoners
KrisWarren, Interim THA Executive Director
Megan Glasheen, Attorney, Reno and Cavanaugh

THA provided us written comments on March 17, 1998, which we consdered in preparing the final
report. THA substantiadly agreed with the issues stated in the findings, and pointed out severa
corrective actions dready begun. However, they disagreed with severd facts in Finding 1 and with
draft recommendations to repay funds in Findings 1 and 4. They contended, for Finding 1, HUD had
approved their procurement process, that our computations of ineligible costs were inaccurate, and
THA should not have to repay indligible costs in any event because the expenditures were made for
eligible items and were fair and reasonable. THA provided additiond datafor our review.

We considered THA’s comments and made appropriate changes to the find report, including a
sgnificant reduction in the amount of indigible costs. However, we continue to believe certain costs
incurred in violation of HUD regulations are indligible. HUD agreed.

THA’s comments are included in Appendix F. Voluminous attachments are not included, but we
provided a copy to staff a the HUD Horida State Officee. We summarized and evauated the
comments following each finding and provided an evduation of voluminous comments on Finding 1
separately to both THA and the Florida State Office.

Vi
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| ntroduction

BACKGROUND

Misson and Organization - THA was created by Tampa City Commission in November 1937 under
the laws of the State of Florida. THA’s primary mission is to provide decent, safe, and sanitary
housing for persons of low income.

THA is governed by a seven member Board of Commissioners, appointed by the Mayor of Tampato
4-year teems. The Board is responsible for implementing a comprehensive public housing program,
setting policy, gpproving an annua operating budget, and hiring an ED. The ED is responsible for
daily operations and oversees a staff of gpproximately 250 employees.

Since late 1987, THA had two EDs. Audley Evans served from November 1987 through August
1996, and in a consulting capacity through December 1996. THA hired Arthur S. Milligan, Jr., on
January 23, 1997, to replace Mr. Evans. Mr. Milligan resigned on January 2, 1998. Kris Warren,
Deputy Genera Executive Director, was serving as interim ED until anew ED ishired. Our references
to “former ED” mean Mr. Evans. THA’sfinancia records are maintained primarily at its central office
located at 1514 Union Street, Tampa, Florida.

Program Activity - Mgor THA activities include planning, developing and operating LIH, managing a
Section 8 Program of asssted housing, resdent initiatives, intergenerationd programs, and youth
sports and culturd programs. THA's resident initiatives included operation of REAP, established in
1988, to assst resdentsin small business ownership opportunities.

THA owns and operates 23 devel opments with 4,936 units serving aresident population of about
20,000. THA’s Section 8 Program includes about 2,700 units.

Funding - THA received about $11.5 million annualy of HUD operating subsidy the last few years,
and about $45 million in Comprehensive Grant Program (CGP) funds from 1992 through 1997.

Management Performance - In September 1997, HUD revised THA’s PHMAP score to 82 making
THA agandard performer. However, the findings in this report warrant reconsideration of the score.
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AUDIT OBJECTIVES, SCOPE AND METHODOLOGY

Our initid objective was to identify contractors, vendors, employees, or other officids involved in
corruption, fraudulent activities, conflicts of interest or other illega activities that detract from the
integrity and effectiveness of THA’s LIH and Section 8 Programs. The review was initiated as part of
Operation Safe Home. Based on survey work, however, we redirected our review to evauate the
efficiency and effectiveness of THA’s adminidtration of its LIH Program, as well as the impact of
housing development corporations on THA operations. Our review of the Section 8 Program was
limited to procedures related to quality of housing.

The review generaly covered the period April 1995 through October 1997. However, we reviewed
activity in other periods, as necessary. The fiddld work was conducted between May 1997 and
November 1997.

Our review methodology included examination of records and files, interviews with HUD, THA
current and former staff, contractors, vendors, and unsuccessful bidders, development dte vigts,
Housing Qudity Standards (HQS) inspections, and reviews of prior HUD, Office of Inspector Genera
(OIG), and THA sudies and reviews. Detalled audit testing was judgment or random sampling
representative of transactionsin the areas examined. We randomly selected 46 LIH units to inspect for
compliance with HQS.

The audit was conducted in accordance with generally accepted government auditing standards.
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Findings and
Recommendations

Finding 1

Program To Benefit Resdents Was Used To Circumvent
Procurement Requirements

Between 1994 and 1996, THA awarded at least 81 construction contracts totaling dmost $27 million
to resident-owned businesses (ROBs) without competitive bidding. It did so under the guise of aHUD
program alowing relaxation of certain procurement rules (but not bidding), amed a benefiting
resdents. However, THA did not follow the rules of the program. For example, the ROBs were not
qudified to, and did not, actively participate in the construction, contracts were awarded in excess of
cost estimates, and in amounts that exceeded program limitations. We believe the contracting
procedures were a means of circumventing HUD’ s procurement rules in order to select contractors of
choice. Asaresult, THA incurred excessive cost estimated at $1.9 million, residents received little of
the benefits intended by the program, and certain favored contractors received preferentia treatment.

SPECIAL PROCEDURESUSED ASBASISFOR PROCUREMENT ACTIONS

THA used HUD regulations aimed at enhancing economic opportunities for public housing residents to
judtify its actions (24 Code of Federd Regulations (CFR) 963, Public Housing-Contracting with
Resdent Busness). The regulations dlow specid procurement procedures referred to as an
dternative procurement process, meaning different than the norma Federad procurement process
specified a 24 CFR 85.36. Actudly, however, the process is not that different. The principa
difference is that bid solicitations are limited to ROBs, as opposed to contractors at large. Other
regular 24 CFR 85 requirements are agpplicable, eg., method of procurement (smal purchase
procedures, sealed bids, competitive proposds, etc.), procurement standards, and record maintenance.
In addition, some important new requirements are added:

To use the alternate process, a ROB must meet certain eigibility requirements, e.g., must
be at least 51 percent owned by aresdent(s), must have its management and daily business
operations controlled by a resdent(s), and must demonstrate it has the ability to perform
the proposed contract successfully (24 CFR 963.5 and 963.10(c)).

Each ROB islimited in its participation in the process to alifetime maximum of $1,000,000
of contracts in tota. The limitation was originaly $500,000 when the program was
initiated in 1992 (24 CFR 963.10(d)).
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Awards cannot be made to ROBs if the contract exceeds an independent cost estimate
required by 24 CFR 85.36 (24 CFR 963.12(b)).

For the procurements discussed in this finding, sealed bidding was the appropriate method of
procurement, with solicitation of bids limited to ROBs.

SPECIAL PROCUREMENT PROCEDURES AND RESIDENTSWERE ABUSED

THA did not follow the dternate procurement process in severd respects. Actudly, however, we
doubt the process was ever intended to be used for multimillion dollar construction contracts with
ROBs, or if so, only rarely. It is impractical to expect ROBs to have the expertise to undertake
massive modernization jobs of the size and complexity THA needed. THA used the process, aswell as
resdents, to circumvent norma price competitive procurement requirements. In so doing, THA
abused the procedures, its resdents, and taxpayers.

THA used two different but smilar methods of contracting with residents, described separately below.
The predominant method was contracting with joint ventures (JVs) arranged between ROBs and non-
resdent contractors. A second method was contracting directly with ROBS, then arranging a non-
resident contractor to actualy do the work under a subcontract. The net effect of both was the same.
Certain large, favored contractors were selected to actualy do the work without cost competition,
ROBs were portrayed as being the contractor and received token compensation for, in most cases,
doing little or nothing, and residents were in most cases deprived of training skills and experience
intended under the specia procurement process.

Appendix A ligs dl contracts of both types we could identify from the time THA began the practice in
1994. Records did not in dl cases enable us to determine the resdent’s share of the overdl contract
price. For contracts with available records, the resident’s share of the total contract price was an
average of a little over 1 percent. THA used its Resident Enterprise Assistance Program (REAP)
contractors for the contracts. The ineffectiveness of REAP overdl and deficiencies with numerous
smdler REAP contracts funded from operations are discussed in Finding 4. Finding 1 deds with large
magjor renovation contracts funded with CGP funds.

METHOD ONE - JOINT VENTURE

On large multimillion dollar projectss THA solicited competitive proposas from non-resident
contractors to enter into JVs with ROBs. Price was not a factor in the solicitations. (Under Federal
procurement rules, when the competitive proposals method is appropriate [it was not in these
gtuationg], price is one of severa factors considered, but the lowest bid does not have to be accepted.)
THA agreed on a price with the non-resident contractor and then selected a ROB, without
compstition, to enter into a JV agreement, typicaly a partnership, with the non-resident contractor.
The non-resident contractor and ROB entered into the JV partnership, and THA then contracted with
the JV.
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The JV partnership typicaly alocated shares 51 percent to the ROB and 49 percent to the non-resdent
contractor, but then stipulated it would pay most of the fee received from THA to a * Construction
Manager” or smilar subcontractor for congtruction services, leaving only a nomind fee, eg., 2.4
percent, for the V. The 2.4 percent would then be split 51 percent to the ROB and 49 percent to the
non-resident contractor. In most cases the non-resident contractor functioned as the genera contractor
or construction manager and subcontracted the job out.

MOST WORK WASDONE THROUGH JOINT VENTURES

Eighty-seven percent, over $23 million, of the contracting in question was done through JVs. Over
$20 million was spent in completing renovations at North Boulevard, done by two non-resident
contractors selected by THA. In phase |, THA solicited proposas and sdected the only non-resdent
contractor that applied (price not a consderation). THA negotiated a $3.4 million overal price with
the non-resident contractor and divided the job by tasks, initidly into four contracts. THA selected four
ROBs to enter into JVs with the non-resident contractor. THA later increased the number to six,
shifting certain tasks to two new JVs when it became apparent some ROBs were going to exceed the
$1 million limitation.

On phase 11, THA again solicited proposals, price not a factor, from non-resident contractors to enter
into Vs with ROBs. Four applied. THA diminated the phase | contractor due to bonding problems
and a second contractor due to previous poor performance, leaving only two contractors with common
ownership. THA negotiated a $14.3 million price with the non-resident contractor, and sdlected 21
ROBs to enter into Vs. THA divided phase Il by buildings rather than tasks in determining contract
amountson each JV.

On the remaining seven JVs for North Boulevard and eight others for other projects, THA files
included no evidence proposas were solicited from non-resident contractors. On a$1.5 million cabinet
ingalation contract a College Hill, THA sdected a non-resdent contractor having common
ownership with the non-resident contractor used on North Boulevard Phase II.  THA files did not
evidence how either the non-resident contractors or ROBs were selected.

METHOD TWO - RESIDENT CONTRACTS

For mogt of the 39 non-JV contracts, THA files did not indicate how resdent or non-resdent
contractors were selected. In a few cases, the files included a bid solicitation from one non-resident
contractor. In whatever manner it was done, THA sdlected a non-resident contractor, then selected a
ROB to be generd contractor, with the non-resident contractor functioning as subcontractor. For
example, in one case where a bid was sought, THA secured a quotation from Smith Fence Company, a
non-resdent fence contractor, to instal a security fence a North Boulevard. THA accepted the
quotation, added 3 percent to the total for ROB profit, and executed a contract with the ROB to install
the fence.  THA required the ROB to subcontract ingtallation of the fence to the non-resident
contractor for the amount of its quotation. THA sdlected contractors for the other 38 contracts in
amilar fashion.
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RES DENTSWERE UNQUALIFIED AND UNINVOLVED

None of the ROBs demonstrated they were qualified in the particular trade needed or had the ability to
satisfactorily complete the contracts. The ROB must satisfy the PHA that it has the ability to perform,
congdering such things as record of past performance, financid and technica resources, proof of
completion of courses in busness adminigtration or financial management, or proof of job training or
apprenticeship in the particular trade or business (24 CFR 963.10(c)).

Five of the 9x ROBs involved in JVs a North Boulevard phase | were ether grass cutting or janitoria
contractors. The sixth had some experience in Site preparation, but did not possess the necessary skills
and capacity to undertake such a large and complex project. Cutting grass or cleaning offices hardly
qudified a ROB to complete the phase | renovations, which included construction of water retention
ponds, ingtdlation of water lines, fences, streets, curbs and gutters, and construction of post offices and
guard stations.

The ROBs on North Boulevard phase Il and other resdent contractors were smilarly unquaified.
They too condsted of grass cutters, day care operators, car wash operator, an answering service,
janitorid services, and painters. The nine ROB owners we interviewed dl stated they had little or no
involvement in the construction process.

Congtruction contracts with Vs typicdly stated the ROB was “at least a 51 percent owner of V and
as such isinvolved in, and respongble for, dl daly operations” Thiswording was clearly in response
to the requirement in 24 CFR 963.5 that residents must control the daily operations and management
of ROBs. Residents did not control management of the JVs, whose function was to carry out or
oversee congtruction services, nor were they otherwise involved in construction operations. The nine
resdent contractors interviewed stated their involvement included picking up pay checks, signing
papers, and occasonaly ingpecting work in process and/or making suggestions. Certified payrolls
further documented that ROBs had no involvement in construction activity.

CONTRACT AWARDS EXCEEDED COST ESTIMATES

Contract awards on North Boulevard phases | and I1, 74 percent of the contracts in question, exceeded
their independent cost estimates by over $1 million. On the remaining 54 contracts there was no
evidence THA obtained cost estimates. The alternate procurement process precludes awarding the
contract if it exceeds the required independent cost estimate, to ensure costs are reasonable in the
absence of open competitive bidding (24 CFR 963.12(b)).

We question the digibility of costs incurred in excess of cost estimates because they were incurred in
violation of HUD regulations. The costs are itemized as follows:

Cods Over Egimate Phase | Phasell Totd
Award $3,390,838  $14,350,693  $17,741,531
Egimate 2,995,966 13,555,959 16,551,925
Tota $1,189,606
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SOME RESIDENT CONTRACTSEXCEEDED $1 MILLION LIMITATION

Six ROBs received contractsin excess of the $1 million limitation (24 CFR 963.10(d)). The limitation
IS to prevent concentrating benefits with a few resdents. The following ROBs participated in
contracts exceeding $1 million:

Excess Over

$1 Million

WTA Painting $ 442,327
Tutties Family Day Care 131,959
Families and Senior Services 104,899
Rankin Enterprises, Inc. 78,543
Goshen Maintenance 75,147
Masterpiece Enterprises, Inc. 40,108
Tota $ 872,983

THA had no system in place to track each contractor’s cumulative contract awards and had not
advised individua ROBs of the requirement to do so themselves. We consider the costs paid to ROBs
in excess of the $1 million lifetime limitation indigible.

BID SPLITTING

On at least four occasons, THA split large contracts into smaler contracts, known as bid splitting,
apparently to avoid bid solicitations. Federal procurement rules define purchases under $100,000 as
small purchases and only require forma advertising and sedled bids for contracts that exceed $100,000
(24 CFR 85.36(d)). Since THA avoided bid solicitations in essentialy al contracts anyway, we could
not determine why the practice was employed, nor could THA daff offer any explanation. Two
examples of the bid splitting follow:

Non-Resident Date of Amount of
Contractor Contractor Contract Contract
Tutties Day Care A. Thomlinson 6/17/96 $98,158
TuttiesDay Care A. Thomlinson 6/17/96 99,850
TuttiesDay Care A. Thomlinson 6/17/96 98,158
TuttiesDay Care A. Thomlinson 6/17/96 94,773
TuttiesDay Care A. Thomlinson 6/17/96 60,926
Totd $451,865
Non-Resident Date of Amount of

! The $872,983 includes $209,267 of costs considered indligible because they exceeded estimates ($1,189,606).

To avoid duplicate recoveries, repayment should be sought for only $663,716 of the $872,983, resulting in total
indligible costs of $1,853,322.




98-AT-206-1005

Contractor Contractor Contract Contract
NBPV-1 B.& B. Dev. 5/7/96 80,357
NBPV-2 B. & B. Dev. 5/7/96 94,968
NBPV-3 B. & B. Dev. 5/7/96 94,968
NBPV-4 B. & B. Dev. 5/7/96 87,663
NBPV-5 B. & B. Dev. 5/7/96 99,942
NBPV-6 B. & B. Dev. Undated 73,052
NBPV-7 B. & B. Dev. Undated 67,288
Totd $598,238

All contracts with Tutties Day Care were for cabinet remova and ingtdlation at the same project; dl
contracts with NBPV were for painting a the same project. The work was separated by building.
THA gaff could not explain why competitive bids were not solicited for one contract for each type of
service, which likely would have resulted in overal less cost.

PROCUREMENT PRACTICESHAD SERIOUS CONSEQUENCES

In addition to the ineligible costs, other serious consequences of the practices described were:
Contractors received preferentia treatment
Resdentsreceived little if any benefits
Duplicated efforts increased costs unnecessarily.

Preferentiad Treatment Of Contractors

THA'’ s contracting process gave the appearance of favoritism or preferentia treatment to both
resdent and non-resident contractors. Examples included:

Certain ROBs received contracts far in excess of other ROBS, in Sx instances
exceeding the $1 million limitation.

Eight ROBswho received JV contracts were related to THA personnd, including three
related to the former REAP Director.

Certain residents received contracts without going through the REAP training
program, required of most residents who participated (see Finding 4).

The non-resident contractor on phase | of North Boulevard was aso tentatively
selected for phase || and would have received over $20 million in contracts without
competitive bids had it not been for bonding problems on phase .
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Certain non-resident contractors such as Bradley & Bradley, Unique Construction,
Williams Engineering and Albert Tomlinson were contractors on JV and resident
contracts over and over (see Appendix A). In each case, their sdlection was made
without competitive bids.

On two contractsinvolving Unique Construction and Williams Engineering as
subcontractors, THA executed three change orders totaling in excess of $161,000 after
the work was completed and without adequate documentation.

In addition, THA made certain concessions to non-resident contractors, either to entice them
to enter into Vs with ROBs, or as another form of preferential treatment. For example, in
addition to higher than estimated contract costs, THA permitted Bradley and Bradley, the non-
resident contractor on phase Il of North Boulevard, to dictate the terms and conditions of the
21 JV contracts. The non-resident contractor changed the form HUD-5370, Generd Contract
Terms and Conditions, to alow use of an unbonded warehouse for storage, reduce liquidated
damages, void warranties, delete certain specifications without price credits, and require THA
to pay builder’ srisk insurance premium.

Little Lasting Benefits to Residents

The $27 million in congtruction contracts to ROBs resulted in few benefits. Each North
Boulevard phase | JV contract specified the resdent contractor would make himself and six
resdents available to the subcontractor for employment and training. THA included atota of
$96,000 in the four initid contracts for resident training. THA files evidenced no resident
employment or training, which our interviews with residents and the non-resident contractor’s
job superintendent confirmed. Other JV/resident contracts contained similar requirements with
amilar results.

The JV and resdent contracts also provided limited financid benefits to reatively few
resdents. Only 33 of 4,400 households benefited from the $27 million in contract awards.
Their benefit in most cases was nomind. The JV contracts on North Boulevard phase |1
illustrate the typica compensation received by aROB. The ROB partner received an average
1.2 percent of the average JV contract amount of $762,960 for the 21 construction contracts.
At the same time, the ROBs used up approximately three-fourths of their lifetime entitlement to
the specid contracts. The nomind benefits had no lagting impact in terms of ganing
experience in the congtruction business.

Duplicated Efforts Increased Costs

THA'’s bid splitting unnecessarily duplicated efforts and costs. For example, THA had to
execute 21 sets of contract documents for phase Il of North Boulevard for 21 separate JVs.
This caused 21 times the paper work even though the same non-resident contractor was
congtruction manager ondl 21 Vs, The overdl negotiated job totd was divided up by
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building so no V exceeded the $1 million limitation. One result was THA’s architecturd
contract included over $1 million in change orders, one $30,000 change order was for
increased cost of ingpections due to the 21 separate Vs, A THA officid agreed additiona
paperwork was involved, but stated they were told to do it that way by the former ED.

ALTERNATE PROCUREMENT PROCEDURESWERE NEVER FEASIBLE

We concluded it was not feasible to use the dternate procurement procedures in 24 CFR 963 given the
magnitude of THA’s modernization program. The contracts ranged from $5,000 to $14 million and in
complexity from interior painting to total project renovation. There was no indication any resident
employment or training occurred and, except for small jobs such as painting or drywall, no evidence of
residents capable of renovating a 784 unit apartment complex.

Further, the nature of aJv made it difficult if not impossible for the non-resident contractor to secure a
performance bond. Bonding companies are reluctant to insure a JV where the non-resident contractor
with the financid capability and experience is the minority partner. THA experienced this problem on
phase | of North Boulevard when the non-resident contractor was unable to secure HUD required
coverage on the sx JVs. On phase 1, the non-resident contractor had to resort to letter of credit
guarantees to obtain adequate coverage.

Employment opportunities for residents and ROBs would have been better served under Section 3 of
the HUD Act of 1968, 24 CFR 135, titled Economic Opportunities for Low- and Very Low-Income
Persons. Under Section 3, Public Housing Agencies (PHAS) must give preference in hiring to low- and
very low-income persons, and must give preference in contracting to businesses owned by these
persons or to businesses that substantialy employ low- and very low-income persons. Under Section
3, THA could have stipulated in bid solicitations that the successful contractor hire resdents or set-a
sde smal subcontracts for resident contractors.

HUD STOPPED JV PROCESS

In November 1996, HUD advised THA not to award any additiona JV contracts. In July 1997, THA
halted all ongoing congtruction at North Boulevard because it ran out of money, and was considering
whether to finish the renovations or demolish the remaining buildings. Demalition would require HUD
gpprova and additiond funding. Five JV contracts totaling $1,702,962 for renovation and painting
were suspended before work started.

THA COMMENTS

THA substantially agreed with this finding. THA stated suspended JV contracts would be terminated
and that, in the future, it would comply with al procurement regulations and request HUD guidance
for unusua procurement or contracting methods. However, THA disagreed with our computation of
and recommendation to reimburse indigible costs. They provided additiona information to support
their position.

10
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OIG EVALUATION OF THA COMMENTS

We agreed with some of THA’s comments and made applicable changes to the final report. Based on
information THA provided, we reduced our computation of costs in excess of estimates from $3.4
million to $1.2 million. We aso reduced payments exceeding the $1 million limitation from $1.2
million to $872,983. We provided HUD and THA a detailled evaduation of THA’S comments
separately. However, we disagree with THA'’s contention that ineligible costs should not have to be
repaid. HUD Jacksonville staff agreed costs were indligible, and that costs exceeding estimates should
be repaid. However, HUD recommended, similar to THA, no repayment of costs exceeding the $1
million limitation as THA received vaue for the costs.

Our podition is that HUD should declare the costs ineligible because they were incurred contrary to
HUD regulations. We will recommend that HUD require THA to repay cods in excess of estimates
from non-HUD funds because, in addition to violating HUD regulaions, the costs appear
unreasonable.  Regarding costs in excess of the $1 million limitation, costs may be dlocated to a
program because of vaue recaeived, but are unallowable if, as in this case, they do not conform to
Federal law or regulation, or are unnecessary for efficient administration of the program (24 CFR
85.22 and Office of Management and Budget (OMB) Circular  A-87). We will recommend HUD
declare the expenditures ineligible and require THA to repay the costs from non-Federa funds.

Based on THA'’s overdl podtive response, we are dropping draft recommendations 1D and 1E
regarding THA' s intentions with respect to future compliance with HUD procurement regulations.

RECOMMENDATIONS
We recommend that you:

1A.  Declare the $1,853,322° indligible and require THA to remove the costs from the CGP and
reimburse them from non-HUD funds.

1B.  Require THA to furnish satisfactory evidence of controls implemented/planned to ensure ROB
contractors do not exceed the $1 million lifetime limitation on contract awards.

1C.  Follow up to assure THA terminates the awarded but suspended JV contracts, and strengthens
management controls over the entire procurement process.

2 Costsin excess of esimates ($1,189,606) plus costsin excess of $1 million limitation ($663,716). Seefootnote 1.
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Finding 2

Relationship With Housing Development Cor porations\Was
Detrimental

THA' s rlationship with housing development corporations was detrimentd. In the last 5 years, THA
spent, or abdicated control of, over $1.8 million for activities that primarily benefited the corporations.
Meanwhile, THA’s LIH Program had serious financia needs. Mot of the financia benefits accrued to
THDC, run by THA’sformer ED. The former ED used his position as ED of both THDC and THA
to acquire assets and an income base for THDC, then to separate it from THA control. THDC's
separation from THA, taking certain THA assets with it, may be contrary to the corporate documents
and HUD regulations upon which THDC relied for authority. We found:

Funds totaing $1.9 million have been generated by THA paying off and refunding bonds
on four LIH projects. Use of the funds is controlled by HUD regulations and contracts.
However, THA used, or dlowed THDC to use for its benefit, over $1.6 million of the
funds for payments on a failed housing project ($801,114), to purchase two warehouses
($238,166), and for unknown purposes ($583,704). THDC retained the assets acquired in
the above endeavors, or funds remaining, when it separated from THA.

THA incurred unnecessary operating expenses of $224,780 for warehouse rentdl.

According to THA daff, the former authority ED, and current THDC ED, was actively involved with
development corporation activities and made the decisons on how to use the funds. In some cases,
those decisons were not in THA'’s best interests. The former ED’ s relationship with both THDC and
THA shortly before and after THDC separated from THA condtituted a conflict of interest. A
contributing factor may aso have been lack of control or oversght by THA’s Board. There was no
evidence THA Board gpprova was sought for most payments, nor did THA procedures require Board
approva or other measures to control expenditures of non-budgeted funds. In some instances, the
Board may have been uninformed.

BACKGROUND

THA formed THDC in 1978 as a nonprofit financing agency to assist in developing low income
housing. In the beginning, THDC and THA shared the same Board of Directors and the same ED.
THDC remained dormant until 1989 when it began to acquire various rentd properties. By March
1994, THDC had acquired duplex gpartments, a 300 unit apartment complex, and two warehouses. In
May 1994, THDC eected a new Board of Directors and became independent of THA, athough they
retained the same ED. 1n 1995, THDC attempted to renovate an old cigar factory into LIH, but failed.
THDC acquired two other LIH projectsin 1996. THA’s ED continued to serve both Boards until he
officidly resgned in August 1996 to work full time for THDC. He continued to work for THA
without pay until December 30, 1996.

13
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NTHDC was created to assst THA in financing two privately owned, bond-financed, LIH projects,
The Village a University Square and Country Oaks Apartments. The bonds were secured by Section
8 contracts. 1n 1992, THA refunded the bonds for the two projects. NTHDC's Board and THA's
Board are the same.
THA created the non-profit LHCT and Forida Leased Housing Corporation (FLHC) to support its
low income Section 23 Leased Housing Program. The program consisted of two projects, Seminole
and Rembrant Apartments. The corporations shared the same board members with THA. When the
bonds financing the projects were paid off, FLHC agpparently ceased to exist and LHCT became the
recipient of resdud funds. Its Board and THA’s Board were the same, but the LHCT Board is no
longer active.
Appendix B contains more background information.
ACTIVITIESDETRIMENTAL TO OPERATIONS
The following activities were detrimenta to THA operations.

Residua funds from bond payoffs used contrary to ACC.

Savings from bond refunding used contrary to agreement with HUD.

Purchase of warehouses primarily benefited THDC.

Resdua Funds From Bond Payoffs Used Contrary To ACC

THA received $1,193,452 remaining in trustee escrow accounts when it paid off bonds on
Rembrant and Seminole Apartments. According to the trust indentures, the funds became the
property of THA; however, THDC ether controlled or primarily benefited from the funds.

In the early 1980s, both projects received HUD modernization funding making them subject to
the terms and conditions of THA’s Annua Contributions Contract with HUD. Expenditures
were made from the funds both before and after THA entered into a“new” contract with HUD
in January 1996. However, both the origind and new contracts include provisons that, in
effect, made the resdud assets a part of THA'’s assets, and prohibited their disposition or use
without HUD’s approval (Sections 312, 313 of Part Two of “old” Annual Contributions
Contract; Section 2(B) of Attachment Il of Pat B of the “new” Annua Contributions
Contract).

THA took no officid action explaining ownership of the funds, but it appeared THA st the
funds aside to be loaned to its non-profits. None of the disbursements were gpproved by
THA’sBoard, except for purchase of awarehouse. To our knowledge, HUD neither directed
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nor approved how the funds were used. More importantly, use of the funds appeared
imprudent consdering THA’s financid needs, and beneficid primarily to THDC. Accordingly,
we consder the disbursements indligible. The disbursements of $1,196,298 are summarized
below and itemized in Appendix B-2.

Resdua funds from Rembrant’s bonds were disposed of asfollows:

In 1993, THA used $130,000 to purchase awarehouse in THDC's name which THDC
rented back to THA, providing THDC a source of income. The warehouse became a
THDC asset.

In 1993, THA loaned THDC $40,000 and $32,000 to pay closing costs on unknown
activities. The $72,000 was not repaid.

The baance in the Rembrant fund in July 1994 was $511,704, which THDC retained
control of when it separated from THA. THA had no accounting for use of the funds.

Resdua funds from Seminol€ s bonds were disposed of asfollows:

In mid-1996 and early 1997, THA used $482,594 from the Seminole bonds to make
bond payments on behaf of Historic Morgan Apartments. Morgan Apartments was
an unsuccessful attempt by THDC to renovate an old cigar factory into 26 units of
LIH. THDC formed Historic Morgan Apartments, Limited, alimited partnership with
THDC as generd partner. THA issued bonds to finance the project, obligating its
genera revenues in the process, contrary to Section 313 of the ACC (however, the
bonds have been retired). Historic Morgan and THDC were to own and manage the
project. The project failed, at least in part, because of poor planning.

In April 1996, THA began making bond payments on behaf of Historic Morgan,
athough congtruction had not begun, and continued making payments until THA
retired the bonds in September 1997. By this time THA had paid over $301,000 on
behaf of Historic Morgan ($482,594 from Seminole and $318,520 from NTHDC
funds). THA nether sought nor received reimbursement for these payments from
Historic Morgan or THDC. The cigar factory, valued at $300,000 when purchased,
remained the property of Historic Morgan, Limited.

Savings From Bond Refunding Used Contrary To Agreement With HUD

By August 31, 1997, THA had received $651,754 in interest savings from refunding bonds it
issued through NTHDC to finance The Village a Universty Square and Country Oaks
Apatments. THA used $318,520 to pay on the Historic Morgan project discussed above, and
$108,166 as a down payment on a warehouse on North Rome Avenue owned by NTHDC.
NTHDC plansto finance the balance of the $545,000 purchase price through aloca bank and
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rent the warehouse to THA so THA can consolidate its storage space. THA was renting three
warehouses a various sSites at a cost of $13,660 per month (two are discussed below). THA
will pay NTHDC $6,000 per month from operating funds, which will be used to amortize the
loan. When paid for, the property will revert to THA.

Financing Adjustment Factor Refunding Agreements entered into by THA and HUD control
how the funds can be used, and the amount and timing of funds THA will receive. THA isdue
to receive an additiond $672,616 by 2004. The agreements require THA to use the payments
to provide housing affordable to very low income families for at least a 10 year period. The
agreements provide that THA must monitor the use of the funds to ensure they are used only
as st out in the agreements, and certify annualy to HUD that they were used as required. |If
not used as required, HUD can suspend further payments. The use redrictions in the
agreements are dso included in 24 CFR 811.110(g).

The payments on behdf of THDC for the Morgan project were directed by the former ED
without THA Board approva. The payments may meet refunding agreement guiddines in that
Morgan was an attempt to provide LIH, even if a poorly planned one. In our opinion,
however, THA is in violation of the 10 year redtriction on the funds by not controlling the
assets remaining from the failed project. In addition, the payments did not appear prudent
consdering THA’s financia condition. We consider the necessity and/or reasonableness of the
payments questionable, and the property an asset THA should seek to recover from THDC.

The down payment on the warehouse was approved by THA’s Board, but does not appear to
be an digible use of the funds. Otherwise, the plan to acquire the warehouse for THA
appeared reasonable.

The firgt of the reports to HUD required by the refunding agreements was due within 90 days
of theend of THA’sMarch 31, 1997, fisca year. THA had not submitted the reports.

Purchase Of Warehouses Primarily Benefited THDC

THDC acquired two warehouses with THA funds, but kept the warehouses and caused THA
to incur unnecessary warehouse rental expense. THDC used the $130,000 payment discussed
earlier plus THA rent payments from operating funds to purchase and/or pay off indebtedness
on the warehouses. THDC continued to rent one warehouse to THA, but since January 1996,
rented the other one to a private company. THDC ultimately benefited because the
arrangement allowed THDC to increase its assets and build an income base at THA's expense.
THA incurred $224,780 in costs paid from operating subsidy that were unnecessary and/or
unreasonable.

OMB Circular A-87, Cost Principles for State, Loca and Indian Tribal Governments, provides
that for costs to be alowable they must be necessary and reasonable for proper and efficient
performance and administration of the Federa award.
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North B Street Warehouse

THDC purchased the North B Street warehouse and began leasing it to THA in April
1989. THDC paid $240,000 for the warehouse and financed it by borrowing $260,000
from alocd bank and $52,000 from THA (THDC paid back $17,000, leaving $35,000
owed). The warehouse is a large rectangular building (50 by 200 feet) with a smdler
attached building that could be used for office space.

Under the initial lease from April 1, 1989, to March 31, 1994, THA paid $5,000 per
month (total of $300,000). THDC paid $4,000 of the rent on its bank loan. A second
lease was executed for the period April 1, 1994, to March 31, 1999, a the same
monthly rent, but THA paid no more rent.

During a June 17, 1994, THDC Board meeting, THA’s former ED told the Board
THDC owed $124,000 on the warehouse, and mistakenly told the Board THA owed
$326,000 in back rent (THA owed the funds for other reasons). The Board agreed
that when THA paid the $326,000, it would pay off the warehouse and reduce THA's
rent to $1 per year. The THDC Board instructed its attorney, also THA’s attorney,® to
execute a new lease reflecting the lower rent. During a June 24, 1994, THA Board
meeting, the former ED briefed the Board on the rent reduction effective July 1, 1994,
and the savingsto THA.

THA repaid the $326,000, and THDC subsequently paid off the loan, but THDC never
changed the lease. THA occupied the warehouse until December 1995 when the
former ED told THA daff to vacate it. THDC had executed a lease with a private
company effective January 1, 1996, at $4,500 per month. The lease was signed by the
former ED. In renting the warehouse to a private company, it appears THDC is
involved in an activity contrary to its purpose as stated in HUD regulations and its
Articles of Incorporation.

THDC's leasing of the warehouse to a private company, in violation of its lease and
promise to THA, required THA to lease another property to store materids. In
December 1995, THA was forced to lease space for $1,600 per month, later increased
to $1,660, and at October 31, 1997, had paid $37,280 on this lease. In summary,
THDC now owns and is generating income from a warehouse pad for with THA
funds, while THA pays rent esawhere. We consider the $37,280 in codts, as well as
payments made subsequent to October 1997, to be unnecessary and/or unreasonable.

® The attorney resigned from THDC effective February 15, 1998, citing potential conflicts of interest between THA and
THDC.
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Howard Avenue Warehouse

In 1993, THDC used $130,000 from the Rembrant account to purchase the Howard
Avenue warehouse. THA had been leasing the warehouse from a private owner for
$2,468 per month. After the purchase, THDC leased the warehouse to THA for the
period February 1, 1993, through June 30, 1994, at $3,000 per month, a total of
$51,000.

The Board decided that beginning July 1, 1994, THA’s rent would be reduced to $1
per year, as with the North B Street warehouse. Despite the Boards decison THA
paid another $11,500 in November 1995, and $35,000 more in July 1996, by writing
off the balance of $35,000 THDC owed Section 8. These payments totaling $46,500
were contrary to the agreement reached by the Board. Furthermore, THDC and THA
entered into another lease agreement for the Howard Street warehouse effective April
1, 1996, for $5,000 per month. The agreement was signed by a former THA board
member on THDC's behdf and the former ED on THA’s behaf. At September 30,
1997, THA had paid $90,000 on this lease.

In summary, THA paid THDC $187,500 from operaing funds, $136,500 after
THDC's Board agreed to charge no more rent, and continued to pay $5,000 per
month, for use of a warehouse that only cost $130,000, and was paid for with THA
funds to begin with. We consder the $187,500, as well as payments made subsequent
to September 1997, to be unnecessary and/or unreasonable.

PRUDENCE OF SPENDING QUESTIONABLE CONSIDERING THA’S POOR
FINANCIAL POSITION

THA received little benefit from these transactions. At the time, THA was and il isin poor financid
position with reserve levels ranging from 21 to 24 percent of maximum for the last 3 years. Most of
the questionable transactions occurred in 1995-1997. For 6 months in 1996, THA had to reduce its
work week to 32 hours to prevent operating a a deficit. In addition, as we observed, many of THA's
conventiona LIH units do not meet HUD's housing qudity standards, thus THA was not providing
decent, safe and sanitary housing to many of itsresdents. Although THA’s LIH Program is supposed
to benefit from development corporation activity, THDC appeared to be the primary beneficiary.
Aside from conflicts with various regulations or agreements, the decisions to spend the funds as THA
and/or THDC did raise questions of prudence.

UNAUTHORIZED THDC SEPARATION CREATED A CONFLICT OF INTEREST

THDC' s separation from THA was contrary to its controlling authority, and the former ED’ srole after
the separation represented a conflict of interest.
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THDC s Articles of Incorporation mandate a narrow purpose, essentialy to assst and benefit THA, its
“parent entity,” in developing LIH. Its purpose was established by the HUD regulations under which it
was created (24 CFR 811.105), and is reinforced by provisons such as (d) any amendments of the
Articles of Incorporation and By-laws must be gpproved by THA and HUD, and (b) al assets
remaining when it is dissolved will be digtributed to THA. The same provisons are required by 24
CFR 811.105.

It appeared from minutes of the May 1994 initiad meeting of THDC's new Board that it considered
itself independent of THA. The former ED suggested the Articles of Incorporation and By-laws might
be later amended when the Board became active. THDC's attorney (also THA's attorney) noted that
as an “independent nonprofit organization,” THDC no longer fals under the Sunshine Law, and
therefore did not have to give public notice of its meetings. The minutes described THDC's man
purpose as purchasing property for rental under market rates, and using the profits to assst THA’s
subsidized housing needs. THA'’s Board minutes did not discuss or approve THDC's separation nor
did they discuss the disposition of assets acquired while THDC was a THA agency.

THA daff generally were not familiar with THDC activities subsequent to the separation other than
those discussed herein. THA records did not reflect the activities, and we did not review THDC's
records. However, we question whether the activities described, and the separation from THA, were
alowable under the above criteria We saw no evidence THDC provided funding for THA’s housing
program; on the contrary, it took funding from the program.

In addition, the former ED’s activities involving both THDC and THA from the time he began to
contemplate the May 1994 separation, until up to 2 years after he left THA in December 1996, appear
to represent a conflict of interest.

The ACC prohibits THA from entering into any contract or arrangement in connection with any
project under the ACC in which any THA employee who formulates policy or who influences decisons
with respect to the project(s), has an interest, direct or indirect, during his or her tenure or for 1 year
thereafter. THA’s personnd policies prohibit doing business with a former employee for a 2 year

period.

The former ED certainly had and continued to have an interest in THDC, which after May 1994 was
an entity independent of THA, and THA continued activity with THDC &fter the former ED resigned.
While serving as ED of both entities, the former ED formulated policy and influenced decisons that
affected both. However, some of those decisons did not gppear in THA’s best interests, and the
decisons may have been affected by his knowledge and execution of the separation.

THA COMMENTS
THA stated that due to the complexity of the issue they would later provide afull responseto HUD as

appropriate.  THA agreed that any funds used contrary to agreements, including the ACC, is of
concern, but maintained as amatter of principle and law, that non-Federd funds can be used for any
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purpose within Forida enabling legidation. They said their anadyss would focus on whether the funds
used for development corporations were governed by regulatory agreement or were available as anon-
Federd resource, and they will argue that use of any non-Federd money should not be subject to a
finding or recommendation.

OIG EVALUATION OF THA COMMENTS

The funds in question are Federal funds, controlled by HUD regulations or agreements, or both. The
funds remaining after payoff of the Seminole and Rembrant Apartments bonds are subject to the ACC
because the projects received HUD modernization funding while their bonds were sill active. Funds
received from the refunding of bonds issued through NTHDC are controlled through refunding
agreements between HUD and THA, and are subject to 24 CFR 811 regulations. All other funding
discussed in the finding was provided directly by HUD through operating subsidy.

RECOMMENDATIONS

We recommend that you:

2A.  Require THA to establish controls, including Board review and approva, over non-budgeted
expenditures exceeding a dollar threshold. (Expenditures for norma operations are controlled
by board-approved budgets; those discussed are not.)

2B. Dedare payments and the transfer of funds to THDC totding $1,196,298 from payoff of
Section 23 bondsindigible and direct THA to seek their recovery from THDC.

2C.  Dedare payments from refunded bonds totaling $108,166 toward purchase of a warehouse
indigible, and payments totaing $318,520 unnecessary/unreasonable, and direct THA to seek
their recovery from THDC.

2D.  Require THA to seek recovery from THDC of all assets purchased with THA funds, including
the cigar factory, and the North B Street and Howard Avenue warehouses.

2E. Declare payments from operations totaing $224,780 for warehouse renta
unnecessary/unreasonable and direct THA to seek their recovery from THDC.

2F.  Assg THA in either bringing THDC into compliance organizationdly and functiondly with its
Articles of Incorporation and HUD regulations, or abolishing it. Suggest that THA seek
outsde independent counsel in doing so.

2G.  Require THA to cease any business relationship with the former ED.

2H.  Require THA to immediately provide HUD the required report on past usage of funds from
refunded bonds, and annual reports theresfter.
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Finding 3
Housing Did Not Meet Quality Standards

THA had not maintained its conventiona LIH in good repair and condition. Every unit we inspected
faled qudity sandards. The deficiencies gppeared caused by lack of routine or preventive
maintenance, which in turn was caused by lack of oversight and direction by THA management and by
understaffing of maintenance personnel in some instances. As aresult, THA is not providing decent,
safe, and sanitary housing for many of its resdents. Based on our review, including inspection of 46
units, housing deficiencies are numerous and serious.

THA'’s primary misson is to provide decent, safe and sanitary housing, in a manner promoting
serviceability and stability (ACC with HUD, Part A, Section 4).

OIG INSPECTION RESULTS

We randomly selected for ingpection 46 units from 6 projects having 400 or more units each. THA
had collectively spent approximately $27 million in CGP funds in the past 5 years rehabilitating the
projects, 85 percent of which was spent in one project, North Boulevard Homes.

Many units were in poor condition due to age, lack of routine and preventive maintenance. All 46
units had fail conditions as defined by HQS. HQS violations totaed 533 and averaged about 12 per
unit. The violations ranged from averages of 4 a JL. Young, an elderly project, to 13 at resdent-
managed Centra Park Village, and 18 a Riverview Terace. Our ingpections concentrated on
sgnificant HQS violations that prevented a unit from being safe, decent, and sanitary, as opposed to
technicd or lesssgnificant HQS fail conditions.

The following chart illustrates the number of unitsfalling HQS by deficiency:

ELavatory/Tub

B Smoke Detector
OElectrical

B Security
BWindows
Owalls/Ceiling
BEFloors

OPaint

B Stove/Refrig
EKitchen Cabinets
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The following are examples of deficiencies at two units inspected.

College Hill Homes, Unit 382

We found 30 HQS violations related to electrica problems, security, windows, walls, cellings, floors,
paint, kitchen cabinets, lavatory, tub, and smoke detector. Four examples follow:

Improper eectrica wiring for window air
conditioner. Wiring directly into panel
box could result in fire or eectrica shock.

Large hole in bedroom ceiling left unrepaired
after maintenance repaired

aroof leak gpproximately 3 months

prior to our ingpection; aso note heavy
pedling paint. Tenant stated roof was

gill leaking. Condition was hazardous

as celling could collapse.
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College Hills Homes , Unit 382

Pedling paint on bedroom ceiling appeared
to be caused by roof leak.

Wall not sedled around tub faucet. Tub
finish worn off from dripping water is
unsanitary.

Riverview Terrace, 272 Broad Street

Although the tenant moved into the unit only 2 weeks prior to our inspection, the unit had 17 HQS
violations related to eectrical problems, security, windows, peeling paint, sove, refrigerator, lavatory,
tub, and smoke detector. The stove was not hooked up, the refrigerator did not cool or freeze, and the

bathroom sink and tub had no hot water.
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Riverview Terrace, 272 Broad Street

Kitchen sink faucet would not shut water
off, and gas stove was not connected.

Although unit was painted the month
prior to our ingpection, paint was

dready peding.

Other examples of HQS deficiencies are included in Appendix C. We furnished THA a summary of
HQS deficiencies for each unit inspected.

ROUTINE AND PREVENTIVE MAINTENANCE NOT BEING PERFORMED

Failure to maintain units seemed the mgjor contributor to the poor condition of ingpected units. HUD
requires dl PHAs to annually inspect units and al building systems, such as Structure exteriors and
mechanical and dectrical systems, to determine short-term maintenance needs, as well as long-term
modernization needs. The ingpections alow PHAS to examine the condition of the housing stock and
initiste actions essentid to maintaining decent, safe and sanitary housing (Chapter 6 of HUD
Guidebook 7460.5 G).
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As discussed in Finding 6, THA had not completed most HQS ingpections since 1994 or 1995 at four
projects tested, dthough its Operating Procedures Manua requires annua unit ingpections. Neither
had they conducted annua ingpections of building systems. Without such inspections, THA could not
identify, plan for and systematically correct deficiencies. Our inspections clearly documented the lack
of a preventive maintenance program.

THA'’s Director of Operations stated there were no written procedures for preventive maintenance and
no written maintenance plan. However, the Director of Operations stated THA had created two teams
to work toward catching up on inspections, preparing work orders, doing repairs, and establishing
procedures. The teams began work in October 1997 at two projects. Results were not available at the
conclusion of our audit.

THA received 1996 and 1997 Hope VI funding to demolish 838 units a College Hill Homes and at
Riverview Terrace Apartments. However, THA had not begun demoalition as of October 1997. Units
to be demolished were occupied or deemed habitable; therefore, THA remained responsble for
keeping them in decent, safe, and sanitary condition.

POSSIBLE MAINTENANCE UNDERSTAFFING

Undergtaffing in the maintenance force may have contributed to the failure to perform maintenance.
Based on limited testing of work orders, when THA maintenance staff made repairs, the work was
generaly acceptable. Therefore, insufficient numbers of staff may be a problem. According to HUD
guiddlines, the average ratio of maintenance employees to units for large PHAs was 1 employee per 40
units (Handbook 7460.7 REV-1, Field Office Monitoring of PHAS, Chapter 2-3). At this rate, THA
would need a maintenance staff of about 123 persons for its 4,936 units, about 40 percent more Staff
than it had. THA'’s dtaff totaled 87 as of November 1997, 58 in Centra Maintenance and 29 at the
projects. The 3 employees assgned to maintain the 710 units a College Hill Homes would increase to
18 under this guiddiine. Possible undergtaffing is an area THA needs to explore in seeking ways to
remedy its maintenance problems.

INSUFFICIENT MANAGEMENT OVERSIGHT

THA management also did not provide adequate oversight and direction. For instance, the January
1997 mini-audits of most projects omitted a review of HQS inspections, and qudity control re-
ingpections by supervisors were routinely not done. THA management was generdly unaware HQS
inspections were not being done as required. In fact, THA submitted inaccurate PHMAP certifications
to HUD stating HQS inspections were done (see Finding 8).

THA’s Operating Manud requires property managers to do quarterly qudity control reviews of
whether HQS inspections were timely completed (which were not done-see Finding 6), but it does not
require them to actualy re-ingpect sdlected units. HUD HQS procedures require supervisory quality
control re-inspections (24 CFR 982.405(b)), and HUD requires PHAS to use HQS unless loca codes
are more stringent (24 CFR 901.30). THA needs to revise its Operating Manual to provide for quality
control re-ingpections, and top management needs to ensure that Property Managers carry out their
respongbilities.
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THA COMMENTS
THA agreed with the finding and planned to take the following actions:

Draft a comprehensive maintenance plan by June 30, 1998.

Re-ingpect and make needed repairs to the 46 units we inspected by April 30, 1998, and re-
evauate dl HQS ingpections.

Review maintenance staffing and organization in the next few months.

Design and implement a customer satisfaction survey.

OIG EVALUATION OF THA COMMENTS

THA’s planned actions are respongve to the finding. If timely and adequately implemented, the actions
should essentialy correct the deficiencies discussed in the finding.

RECOMMENDATIONS
We recommend that you require THA to:

3A.  Provideyouits plan for improving its maintenance operation, and thereby the quality of its
housing. The plan should include awritten maintenance plan, written procedures covering
preventive maintenance, unit and systems inspection schedule, written qudity control re-
ingpection procedures for supervisors, and commitment by top management to ensure the plan
isimplemented.

3B.  Complete the ingpection of al units and systems and generate work ordersto correct HQS or
other deficiencies, including deficienciesin the 46 units we inspected. Provide HUD
certification that this has been completed and certification that repairs either have been made or
scheduled.

3C.  Complete its maintenance staffing evauation to determine whether adjustments are needed in
elther the number or location of maintenance personnel. Make any necessary adjusmentsin
mai ntenance staffing.
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Finding 4

Effectiveness of Resident Enter prise Assistance Program was
Questionable

It is questionable whether THA’'s REAP is achieving the gods of the program. THA was not
operating the program in accordance with HUD and THA rules. Procurement requirements amed at
assuring competition and cost reasonableness were ignored, non-resident contractors were alowed to
participate, and training to qualify resident businesses for participation was sometimes overlooked. As
aresult, program costs were excessive and concentrated in a few resdent businesses, and most REAP
contractors were dependent on THA contracts rather than achieving the independence envisioned by
the program.

BACKGROUND

THA edtablished REAP in 1988 with a $25,000 HUD grant plus matching funds from the City of
Tampa. Subsequent funding for program administration was from CGP funds of about $260,000 per
year. The contracts with resident businesses were paid from operating funds and totaled over $7
million from inception through March 1998. The number of participating resdent contractors
averaged about 21 each year, many repeating for severd years. A tota of 43 have participated in the
program since inception. Appendix D details the number of contracts and contract payments by yesr.

The contracted services involved routine operations, such as lawn care, janitorid care, generd
maintenance. In 1994 THA expanded REAP contractors into mgjor renovation, mainly joint venture-
type contracts funded with CGP funds, discussed in Finding 1. In addition to the sze and funding
source, amgjor difference in the contracts discussed in Finding 1 and this finding, isthat the contractors
discussed in thisfinding did perform services, dthough perhaps not cost effectively.

REAP was apparently created under 24 CFR 135, Economic Opportunities for Low Income Persons.
The regulations emphasize giving preference in awarding contracts to resident businesses to the extent
feasible, but do not waive the competition requirements of Federd procurement standards at 24 CFR
85.36. THA later described the program as based on regulations issued by HUD in June 1992, 24
CFR 963, Contracting With Resident Owned Businesses. As discussed in Finding 1, these regulations
were adso amed at increasing opportunities for resdents, and allow specia procurement procedures,
eg., to limit bid solicitations to resdent businesses. THA ignored the competition requirements of the
regulations.
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REAP godswereto:

Increase smal business ownership among resdents.

I ncrease employment through entrepreneurial opportunity.

Prepare resident businesses to compete in the open market.

Enhance the technica, professond, quality and competitive services of resdent businesses.

According to a program evauation obtained by THA in 1996, the most important objective is to
function as a stepping stone to economic independence. Consigtent with this objective, THA planned
to limit the time period resdents could receive contracts from THA before moving to the private
sector. Thiswas dso consistent with HUD goals for such programs.

PARTICIPANTSWERE DEPENDENT ON PROGRAM

Most REAP contracts were concentrated with a relatively few residents, most contractors had been in
the program severa years, and very few had “graduated” to independence in the private sector. Such
results created reliance on THA income, as opposed to sdf sufficiency, and were a disincentive for
other residents to enter the program.

HUD was concerned in finaizing the 24 CFR 963 regulations that resdent contractors not become
dependent on income provided by public housing contracts obtained through specid procedures, and
that resdent contracts not be concentrated in a few contractors. HUD included a $500,000 lifetime
limit (later amended to $1,000,000) on contracts to resident-owned businesses, in part, for that reason
(24 CFR 963.10(d)).

For the same reason, THA planned to limit graduates of its REAP training program to a 2 year
contract period with THA, thinking this would be sufficient time to gain the knowledge and experience
needed to move the business into the private sector. However, contractors in fisca year 1998 had
contracts an average of over 4 years. Ten contractors had contracts from 6 to 9 years.

In addition, a rdatively few 43 contractors participated in the 9-year program, and only 17 received
over 85 percent of the $7 million in funding. One contractor will receive $1,613,432 through March
1998, $613,432 in excess of the $1 million lifetime limit of 24 CFR 963.10(d). Perhgps most
ggnificant, only three were identified as having left the program and continued successful businessesin
the private sector.

THA gave thefollowing reasons for deciding not to enforce atime limit on REAP contracts:

It was easer to continue with existing contractors who were familiar with the work.
Terminating contracts would reduce income and mortgage payment ability of thosein the
homeownership program.

REAP contracts allowed renewal after the term expired (most were 1 year contracts).
Not many capable REAP contractors were coming through REAP training.
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The program evauation obtained by THA concluded that REAP had been successful in getting severa
residents off welfare and afew out of LIH, but graduates of the program remained dependent on THA
contracts, some up to 7 years. One contractor confirmed to us that REAP contractors were dependent
on THA contracts.

PARTICIPATION CONTINUED AFTER RESIDENTSMOVED OUT

Contrary to the goas and rules of REAP, THA continued to contract with former residents after they
were no longer residents. Such actions compromised the intent of attaining self sufficiency and limited
access of resdents to REAP contracts. It was also contrary to program rules and gave the appearance
of favoritism.

The owners of the resdent businesses are required by HUD to live within THA’s LIH (24 CFR
963.10(b)). Program material stressed that participants must be residents and each REAP contract
stated the contractor had to be aresident in good standing.

In a sample of 15 contractor files reviewed, al contractors were residents when their contracts were
executed, but 6 later moved out, and THA continued to execute REAP contracts with 5 of the 6. The
contracts totaled over $1 million, including $929,389 with one contractor who had not lived in LIH for
6 years.

A former REAP Director stated non-residents were allowed to continue in the program because of
wording in REAP contracts a Article 2C. It appeared the wording was a standard renewd clause
located coincidentaly near a clause alowing contracts to run to the end of the term when a resident
moves. THA may be misinterpreting the clause; if not, it should be revised. Either way, the practice
should be discontinued.

REQUIRED PROCUREMENT PROCEDURESNOT FOLLOWED

THA did not follow Federal procurement procedures aimed at controlling costs and avoiding
favoritism through free and open competition. THA taff stated that bids were never solicited prior to
awarding the contracts, and independent cost estimates on which to base awards were generdly not
obtained. Instead, THA assigned contract work to specific REAP contractors, supposedly based on
the contractor's ability to perform and location relative to the work site. However, THA files did not
support why and how work was assigned, or how contract amounts were determined. As a resullt,
there was no assurance costs were reasonable or that qualified contractors were fairly selected.

Contracts Not Awarded Competitively

The 24 CFR 135 regulations under which REAP was created require al procurement
transactions to be conducted in a competitive manner as required by 24 CFR 85.36(C),
athough THA could give, to the extent feasble, geographic preference in evduating bids.
Effective June 1992, 24 CFR 963 rules dlowed THA the option of limiting competition to
resident-owned businesses, but smilarly made clear that the requirements of 24 CFR 85.36
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were gpplicable (24 CFR 963.12). THA was required to obtain price or rate quotations from
an adequate number of quaified sources for contracts up to $25,000, and to publicly solicit
seded bidsfor contracts over that amount (the limit was raised to $100,000 in 1996).

A few of the REAP contracts exceeded $100,000; many exceeded $25,000 during the period
1990-1996. In al cases, price quotations from more than one potentia contractor were
required; however, none were solicited. A former Resdent Initiatives Director Stated
incorrectly that HUD's 24 CFR Part 135 regulations did not require bids when contracting for
services with a resdent-owned business.

Cod Edimates Not Obtained

THA generdly did not obtain independent cost estimates for the contracted services. THA
was required to perform a cost or price analysis prior to awvarding each contract to determine
the reasonableness of the contract price (24 CFR 85.36(f)). An award shal not be made to the
resident-owned businessiif it exceeds the independent cost estimate and the price normaly paid
for comparable supplies, services, or construction in the project area (24 CFR 963.12(b)).

In addition, THA failed to document the basis for the contract price or the contractor selected.
THA was required to maintain records of the history of the procurement, including the cost
edimate and price analyss, the basis for contractor sdection, including documentation
concerning the digibility of the sdected resdent business, and the basis for determining the
reasonableness of the proposed contract price (24 CFR 963.12(¢)).

In the few instances THA performed cost andyses, i.e., janitorid services and lawn care, they
were deficient. They were done after the contracts were awarded and cost quotations were not
for the same scope of work as was contracted. However, such analyses rarely occurred.

Two examples follow of excessve costs and other abuses that can occur when improper
procurement procedures are used.

Car Wash Contract

A former REAP Director awarded his cousn a car wash contract prior to her completing
required REAP training. She stated the Director asked if she wanted to be a REAP contractor.
The contract was to clean 15 vehicles aweek for $15 each, or $11,700 per year. However, the
contract had expired and since April 1997, THA was paying $2,000 per month for the services.
This would average about $30 per vehicle sarviced, assuming the car wash was servicing 15
vehicles each week. However, in 2 months tested, the car wash cleaned an average of 10.5
THA vehicles per month, a cost of about $190 per vehicle. We only tested 2 months because
records requested for 4 other months were missing.
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THA'’s Director for Planning and Development stated they were reviewing the contract, after
we informed him of the problem.

Maintenance Contract

THA executed a contract with a resdent business to perform maintenance at one project,
Central Park, for $148,400 per year." The contract required the contractor to perform routine
maintenance services, such as plumbing, paint, and carpentry. However, THA was aso doing
routine maintenance a the project usng THA maintenance daff, resulting essentidly in
duplicated costs.

About 92 percent of 162 work orders completed by THA maintenance staff for Central Park
from August 1, 1997, through October 7, 1997, involved routine maintenance items which
should have been done by the resident contractor. The items required 2 hours or less to
complete, and involved such things as replacing bathroom tile, repairing doors and baseboard,
replacing a door, and unstopping drains. Only about 13 work orders involved mgor repairs
requiring greater pecidization than caled for under the contract.

THA's Director of Planning and Development acknowledged THA was performing much of
the routine maintenance a Central Park. He estimated THA could maintain the project with
regular maintenance staff for approximately $30,000 annuadly, $68,400 less than they were
paying only for the resident contract.

EVIDENCE OF TRAINING WASLACKING

THA lacked evidence that potentiadl REAP contractors successfully completed required training, and
there were indications several had not. THA had no controls to assure the training was taken before
contracts were awarded. The lack of training makes it more difficult for REAP to achieve its goals of
enabling participants to obtain private and other public sector opportunities.

A resdent business must submit evidence sufficient to demondrate it has the ability to perform the
proposed contract successfully, including such things as financid and technicd resources, proof of
completion of courses in business administration or financia management, and proof of job training or
apprenticeship in the particular trade, business, profession, or occupation (24 CFR 963.10(c)).

REAP guidelines gtate that dl resdents accepted in the program must successfully complete business
skill training conducted by REAP as part of technica assstance. The 9-month class training is
designed to educate contractors in such things as how to develop business and marketing plans, the bid
process, business correspondence, lega aspects of business, and record keeping.

* This same contractor had aseparate contract for lawn maintenance at Central Park for $82,000 per year, and a non-
REAP contract to manage the project. It isthe contractor discussed earlier who exceeded the $1,000,000 lifetime
limitation.
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Only 2 of 10 contractor files reviewed evidenced probable completion of the REAP training. Post
dated certificates of training had been placed in four files long after the participant’s first contract. We
found one certificate dated in 1997 for training in 1988. The individua sgning the certificates stated
she did s0 at the request of her supervisor, aformer REAP Director, until he requested her to sign one
for his brother, who she knew had not completed training. After that she refused to sgn more
certifications. In four files, there was no indication training had been completed. Other REAP
participants told us some individuas who obtained REAP loans or contracts did not attend the training.

The REAP department had no controls to assure participants completed the training, which was
brought to THA’s attention in a 1995 interna audit. Prior to 1997, THA seldom documented
attendance at training, and if so, the records were incomplete. The department should have sign in
sheets or other documentation of training completion, to supplement the certificates.

THA COMMENTS

THA agreed with the finding but disagreed with the draft recommendation to reimburse the $613,432
paid in excess of the limitation on contract awards. THA stated it had taken or planned to take the
following actions:

Revise the REAP Policy and Procedure Manua by March 16, 1998.

Disqudify REAP contractors from future contracts if they do not resolve noncompliances.
Conduct mandatory contractor training classes and issue completion certificates. A
contractor must have such a certificate to qualify for future REAP contracts.

Construct an accounting record of total resident contractor awards and payments, which
will be updated monthly and reconciled with the Accounting Department. No contract will
be awvarded if it would cause the $1 million limitation to be exceeded.

Terminate al current REAP contracts and re-bid them in accordance with the outstanding
procurement regulations.

THA acknowledged the resident contractor exceeded the $1 million regulatory limitation, but argued
the expenditures were made for digible work associated with maintaining THA properties; therefore,
they believed the expenditures are digible. THA added it could see no purpose in reimbursing the
monies, given its scarce resources and needs. THA said it would terminate the contracts, and controls
were now in place to assure no resident business exceeds the limitation again.
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OIG EVALUATION OF THA COMMENTS

THA'’s planned actions are generdly responsive to the finding, and should help correct the deficiencies.
Although revison of the REAP Manud is needed, that done may not satisfy the intent of our draft
recommendation to provide a plan for improving REAP and achieving program gods, therefore, we
are repeating the recommendation. The draft recommendation concerning training is resolved and is
not repeated. We disagree with THA'’s position that the $613,432 represents eligible expenditures, as
they were incurred in direct violation of a Federd regulatory limitation, and were funded with HUD
operating subsidy. HUD Jacksonville staff agreed the expenditures were ingligible, but recommended
no repayment because THA received value for the costs.

We do not find compelling the argument to alow costs because of vaue received. Costs may be
alocable to a program because of vaue received, but are undlowable if, as was the case, they do not
conform to Federd law or regulation, or are unnecessary for efficient administration of the program
(24 CFR 85.22 and OMB Circular A-87). We will recommend HUD declare the expenditures ineligible
and require THA to repay them from non-HUD funds.

RECOMMENDATIONS
We recommend that you:

4A.  Require THA to provide you a plan and timetable for improving REAP and achieving program
gods. The plan a a minimum should include procurement procedures for competing, selecting
and documenting contract awards, procedures to promote the award of contracts to a greater
number of resident businesses, and procedures to promote tenants attaining self sufficiency.

4B. Require THA to furnish evidence it terminated REAP contracts with al former resident
contractors who had moved out, and a statement it will not in the future renew REAP
contracts after residents move.

4C. Require THA to furnish satisfactory evidence of controls implemented/planned to ensure
REAP contractors do not exceed the $1 million lifetime limitation on contract awards.

4D.  Declare the $613,432 paid in excess of the $1,000,000 limit indigible, and require THA to
repay them from non-HUD funds.

4E.  Require THA to provide evidence it terminated the two maintenance contracts at Central Park.
4F. Evduate REAP dfter a reasonable time, and if THA has not ggnificantly improved

management, accountability, and the attainment of program gods, require them to terminate
the program.
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Finding 5

Resdent L oan Program was | nadequately Controlled

THA management controls over bank |oans to residents through its REAP were inadequate. THA was
not: 1) properly accounting for loan guarantee funds in a Revolving Loan Account; 2) adequately
monitoring the bank loans, and 3) taking prudent collection actions on defaulted loans. The lack of
controls may have contributed to loan defaults, hindered collection efforts on delinquent loans, and
resulted in less funding to collaterdize future loans, which could eiminate opportunities for future
REAP participants.

BACKGROUND

THA began REAP in 1988 to assist residents in starting their own businesses. As part of REAP, THA
opened the loan account at the Bank of Tampa in December 1992. The account was used only to
collaterdize smdl business loans made by the bank. THA initidly deposited $88,296 in the account.
Subsequent deposits of $25,544 in March 1993 and $162,698 in July 1994, plus accumulated interest
of $13,753, made up the badance of funding. At June 30, 1997, the baance in the account was
$147,321.

To get aloan, resdents had to complete REAP training, then apply for the loan from the bank. The
loans were secured by funds in the revolving account. Borrowers made their monthly payments to the
bank. If the borrower defaulted, the entire baance due, including interest and late charges, was
charged againgt the account by the bank. THA was then responsible for collecting the defaulted |oans.

RECORDSAND CONTROLSREQUIRED

THA must maintain complete and accurate books of account in such a manner as to permit the
preparation of statements and reports in accordance with HUD requirements, and to permit a speedy
and effective audit (Consolidated ACC, Section 15). The records must adequately identify the source
and agpplication of funds provided for financidly-asssted activities, and THA must maintain control and
accountability for al grant cash (24 CFR 85.20(b)).

NO ACCOUNTING FOR REVOLVING ACCOUNT

THA did not account for transactions in the revolving loan account within or outside of its genera
ledger books of account. Deposits were recorded as charges to Comprehensive Improvement
Assstance Program or CGP costs, and withdrawals from the account (by the bank for defaulted loans)
were not recorded a al. THA did not set up arecelvable account for amounts owed by
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defaulters and did not record payments made on the defaulted loans. THA had nothing to reconcile
loan account bank statements to, and in fact could not locate bank statements for the account. They
requested copies from the bank in early 1997. Consequently, the account was not accounted for in
THA financid statements.

Based on bank records, the bank had charged 27 loans totaling approximately $142,988 againgt the
account through June 30, 1997.

LOAN STATUSNOT MONITORED

A former REAP accountant stated THA did not maintain alist of residents who obtained loans, and did
not keep up with the status of 1oan repayments to the bank. Although the loan account was used to
guarantee the loans, THA dtaff said they received no notification from the bank when loans became
ddinquent. However, a 1992 commitment letter from the bank in THA files stated the bank will mall
THA weekly alist of al loans over 5 days past due. When asked about the bank’s letter, THA gtaff
acknowledged they received ddinquent loan information from the bank, but had ignored it. THA was
attempting to determine the universe of loans being serviced by the bank during our review.

The lack of management control over the loan account probably contributed to loan defaults. Had
THA gotten involved when loans first became ddinquent, it perhaps could have prevented some
defaults. Charging defaulted loans against the account as a minimum costs THA additiona CGP funds
to replenish the fund, and in the absence of CGP funds, could effectively limit future loans, and the
potentia of REAP participants to own businesses and become sdf sufficient.

INADEQUATE SERVICING OF DEFAULTED LOANS

After the loans were delinquent 90 days, the bank considered the loans in default and charged the loan
account for the balance of the delinquent account. After loan default and payment to the bank from the
account, THA failed to set up arecelvable for the amount of the default or afile on the defaulted loan,
or to record payments by the borrower on the defaulted loan. Prior to our arrival, THA could not
determine the universe of defaulted loans or the amounts owed. As aresult of our inquiries, THA was
in the process of recreating account activity to determine the borrowers, how much was originaly
owed at default, how much had been repaid, and the current balances.

When THA received a payment on a defaulted loan, REAP personnd sent aletter to THA's accounting
divison with the payment attached instructing them to deposit the payment into the loan account.
Instead, THA deposited the payment into a separate Revolving Loan Payable Account. According to
the Assgtant Director of Finance, THA planned to accumulate funds in this account and eventualy
apply them to amounts owed after the loan account is reconciled and accurate. There was no
indication THA accounted for the collections by individud.
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In addition, the REAP department supplied names of residents to participate in the JV program. At
least five JV participants defaulted on REAP loans, three were in danger of default at the time their IV
contracts were executed. Awarding JV contracts to residents who aready were in trouble on REAP
loans was not prudent. In addition, THA should have recouped the defaulted REAP loans by
withholding JV payments.

THA COMMENTS

THA agreed with the finding. They dtated the revolving loan program, suspended since June 1997,

will be terminated once dl accounts have been settled and any remaining funds will be returned to the

appropriate THA account. THA stated it wasin the process of completing the following actions:
Devedoping records for, and current balances of, al loan accounts, reconciling them with
bank records, and accounting for payments made to THA, estimated to be completed by
April 30, 1998. If adefaulted loan appliesto a THA contractor, future contract payments
will be applied to the delinquent loan until paid.

Writing policies and procedures to address the revolving loan program and to service
delinquent and defaulted loans, estimated to be completed by April 30, 1998.

Making a monthly accounting and full reconciliation of transactions to bank records,
beginning April 1, 1998.

OIG EVALUATION OF THA COMMENTS

THA'’s comments and actions are respongve to the finding. If timely and adequately implemented, the
actionswill correct the deficiencies.

RECOMMENDATIONS

We recommend that you follow up to assure that THA completes the following actions:

5A.  Account for al revolving loan account transactions within its genera ledger. Accounting
should include al cash transactions, defaulted |oan receivables and collections, both in total and

by borrower, and interest earned.

5B.  Reconcile monthly loan account bank statements, and make a list of al REAP loan recipients
being serviced by the bank.

5C.  Determine previous loan defaults, the defaulted loan amount and any repayments.
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5D. Edablish a policy for servicing both delinquent and defaulted loans, including a policy
addressing the award of JV contracts to REAP |oan reci pients whose |oans are delinquent.

5E.  For REAP loan recipients with defaulted loans who are dso participating in the JV program,
withhold vV program payments until the REAP loan ispaid in full.
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Finding 6
Property M anagement Needed | mprovement

THA needed to significantly improve property management procedures for verifying tenant income and
adjusting rents, ingpecting housing, tracking work orders for repairs, recording amounts collected from
and owed by tenants, and qudity control monitoring, especidly of resdent employees. Inadequate
performance of these procedures resulted in inaccurate tenant rents with some tenants possbly being
ineligible for housing, housing not inspected annualy, undue preferences to resdent employees, and
poorly maintained records. The deficiencies appeared caused by a lack of systematic monitoring,
oversight, and follow up.

WRITTEN PROCEDURESWERE GENERALLY ADEQUATE

Required procedures for tenant recertifications, unit ingpections, rent collection, review of tenant
accounts, and qudlity control are included in various HUD regulations and/or THA's Operating
Procedures Manual. The procedures were generaly adequate, but were not followed.

REVIEW RESULTS

In September 1997, we reviewed 33 tenant files in 4 projects for compliance with various HUD and
THA property management requirements. Results were asfollows.

Tenant Income/Rent Recertifications Not Done As Required

24 CFR 5.617, 960.209 and THA's manua require THA to annudly reexamine and verify
tenant incomes, and adjust rents as necessary.  January 1997 mini-audits by THA on 17 of its
23 projects reported that tenant income was not verified a five projects, and that
recertifications were late at Sx projects and not done at al at two other projects.

Our review confirmed THA's results, plus we found tenant income/rent not recertified at
Riverview Terrace, which had not been reported by THA. The results of our review were:

Project Tenants Not Recertified
College Hill Homes 8of 11
Ponce De Leon Courts 30f 9
Riverview Terrace 6of 7
Robles Park Village 20f 6
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THA did not promptly follow up to ensure deficiencies were corrected. THA'’s Director of
Operations dtated the only action taken following the mini-audits was to switch project
personnel between the Ponce De Leon and College Hill projects.

Housing Quality Inspections Not Done As Required

24 CFR 901.30 requires housing authorities to ingpect each unit annually for compliance with
HUD'sHQS. THA's manua requires property staff to determine and document unit defects on
an HQS ingpection form, and correct the deficiencies. THA's January 1997 mini-audits did not
comment on HQS inspections.

The results of our file reviews were:

Project Units Not I nspected
College Hill Homes 11of 11
Ponce De Leon Courts 60f9
Riverview Terace 70of 7
Robles Park Village 6 of 6

In summary, most units at al four projects had not been inspected since 1994 or 1995.
Further, HQS deficiencies did exist, as noted in subsequent THA reviews and our review.
Therefore, the lack of inspections was significant.

Other Deficiencies

THA’s manua requires property staff to review tenant accounts to assure the correct amount
of rent, utilities, and other charges are properly posted; to post payments to tenant ledger
cards, and to reconcile cash receipts with Daily Cash Tally sheets prior to submisson to the
Accounting Department.

In response to questions we raised about reduced rents for resident employees (see Finding 7),
THA in August 1997 found that 4 resident employees at resident-managed Robles Park Village
ingppropriately received utility checks totaling $1,512, and 13 tenants, including 3 resident
employees, had been undercharged rent totding $8,100. THA dismissed three of the
employees. A later follow-up review by a new project manager found that 95 tenants were
being undercharged rent. The manager noted that 47 of the 95 were on negative rents (THA
was paying them for utility costs), when they should have been paying rent.

We noted an 18 percent drop in monthly rent charges, and a corresponding drop in collections
during fiscal year 1997. This was caused primarily by an unusua and unexplained decline of
approximately 50 percent in monthly rent charges and collections for two projects, one of
which was Robles Park. Had THA andyzed its reports, it may have detected the problem at
Robles Park earlier.
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THA's mini-audits reported that project staff did not: 1) maintain logs to track completion of
work orders for housing repairs (eight projects); 2) maintain tenant accounts receivable reports
(four projects) and tenant ledger cards (two projects); and 3) give tenants utility alowances
(one project). Our review confirmed THA's conclusions.

THA HAD INITIATED IMPROVEMENTS

THA began to recognize problems in management operations and to make project staff changes prior
to our review. After our review began and other problems surfaced, THA initiated other procedures
amed at improving operations.

The 17 mini-audits generdly appeared well performed but had not been adequately followed-up to
assure deficiencies were corrected.  After we raised the question a Robles Park, THA reviewed
exception rents, annua ingpections and annua recertifications at Robles, and expanded the review to
five other projects by September 1997. In November 1997, THA began reviewing recertifications and
HQS inspections a the remaining projects, which THA estimated would be completed in about 6
months. The review was to include correction of deficiencies noted in mini-audits. Those efforts need
to be continued and expanded, to assure that (1) corrections are completed, and (2) management
controls are implemented to prevent the problems from reoccurring.

OVERSIGHT NEEDSIMPROVEMENT

The above deficiencies gppeared atributable to ineffective oversght by supervisors and top
management. THA’s manua requires property managers and the Operations Coordinator to perform
quarterly qudity control reviews. Monitoring was either not done or corrections were not made when
it was done. For instance, THA conducted a November 1994 files audit of the Riverview project
which indicated HQS inspection problems. However, HQS inspections had not been done since 1994
in many ingances. There was no evidence of quality control reviews in 1995 or 1996, and THA did
not follow up on deficiencies noted in mini-property audits.

THA's review at resident-managed Robles Park Village noted income data in tenant files that should
have resulted in rent increases, but did not. THA monitoring needs to address the potential for undue
leniency on the part of resident employees.

THA COMMENTS

THA agreed with the finding and stated the following procedures were being implemented:

Monthly annua recertification logs are reviewed by supervisory daff to ensure
recertifications are timely completed.

A revison of the Operations Manud to update interna procedura changes should be
completed by June 30, 1998.
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Re-training of property managers is ongoing in severd aress including HQS inspections
and re-certifications.

New practices will be effective beginning April 1, 1998:
Quiality contral reviews will be conducted quarterly to ensure timely completion of annual

re-certifications, annua unit ingpections and re-ingpections, proper tenant and property file
order and documentation.

Annud ingpections of units and mgor systemswill be scheduled by buildings.

Quality control reviews of completed workorders will be conducted weekly to verify
satisfactory completion.

Resdent comment forms will be used to help evaluate and improve service ddivery.
OIG EVALUATION OF THA COMMENTS

THA’s planned actions are respongve to the finding. If timely and adequately implemented, the actions
should correct the deficiencies discussed in the finding.

RECOMMENDATIONS
We recommend that you require THA to:

6A.  After completion of its planned actions, provide you certification that annua recertifications
and housing inspections have been/are being made, resident managers will not be alowed to do
their own recertifications, work order logs track completion of repairs, tenant incomes have
been verified and rents are correct, utility checks and alowances are correct, and tenant
payments are accurately accounted for on accounts receivable reports, tenant ledger cards, and
monthly collection reports.

6B.  Provideyou copies of the results of its next four quarterly quaity control reviews. The reviews
should evidence close evaluation of resident employees performing recertification or HQS
functions.

42



98-AT-206-1005

Finding 7
Resdent Employees were Allowed to Pay Reduced Rents

THA allowed some, but not dl, resdent employeesto pay reduced rents, costing THA needed income.
In 1996, THA ordered project managers to discontinue the practice, reportedly based on HUD
ingtructions, but the practice continued because THA lacked adequate management controls to ensure
it stopped. The practice was not consstently applied, as not al resident employees were dlowed to
pay the reduced rent. Also, the same benefit was not afforded to other tenants employed outside of
THA.

HUD requires tenant rents generaly to be based on the higher of 30 percent of the tenant's adjusted
monthly income or 10 percent of the tenant'stota monthly income (24 CFR Part 5).

On December 2, 1994, THA's Board approved an "exception rent” policy for resdent employees
(dthough "exception rents’ began as early as October 1994). "Exception rents’ were defined as. ...
the GREATER OF the rent amount indicated ... or the tenant rent prior to employment by THA or
through a THA reddent initistive program.” The exception rents were ostensbly dternate
compensation for resident employees.

Working over 40 hours aweek without overtime pay.

Serving as role models to other tenants.

Providing more services and resources to residents than would other managers whose
management companies provide units rent-free.

The exception rents vary considerably because they were based on median rents charged by census
tract in the Tampa area.  For example, if the median rent in census tract 43 was $107, then the
exception rent for any project in census tract 43 was $107. In many instances, exception rents were
much less than the HUD prescribed rent. For example, one resident employee paying an exception rent
of $132 per month based on census tract data, would have paid $518 based on income, an increase of
$386. Another employee paying $153 per month based on census tract data would aso have paid
$518 based on income.

For cdendar years 1995, 1996 and 1997 (as of July), THA had 43, 70 and 45 resdent employees,
respectively. Of 26 resident employee files reviewed, 11 were paying exception rents as of June 1997.
As aresult, THA logt renta income in 1995, 1996 and 1997. We did not calculate the amount, but
THA'sinternal auditor estimated the amount for 1995 to be $83,400.

THA implemented the exception rents without HUD approva. THA requested HUD approval in
September 1994 and, athough no written response could be located, an internd THA memorandum
dated November 25, 1996, sad HUD had approved no exception rents, and directed their
discontinuance. However, THA continued to allow some resident employees to pay exception rents.
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THA lacked adequate management controls to ensure exception rents were eiminated. The Director
for Planning and Development stated it was his respongbility, and he failed to follow-up on the
November 1996 directive to ensure the rents were discontinued.

On August 6, 1997, after we questioned the policy, THA requested the Jacksonville Area Office to
approve the exception rents.  Jacksonville staff advised us verbally they would not approve the rents
because:

They are targeted at a small, specific group of tenants.
Tenants employed in the private sector are not afforded the same reduction in rents.
The rents are unfair to tenantsin other PHAs such asthose in Clearwater and St.
Petersburg.
THA COMMENTS
THA agreed with the finding. They stated the exception rent policy has been stopped, and by May 1,
1998, there will be no resdents receiving exception rents. They said the Board will rescind the Board
resolution gpproving the exception rent policy.
OIG EVALUATION OF THA COMMENTS
THA’ s actionswill correct the deficiencies discussed in the finding.
RECOMMENDATIONS
We recommend that you follow up to assure that THA:

7A. Restindsthe 1994 Board resolution gpproving exception rents.

7B.  Discontinues exception rents for resident employees.
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Finding 8
PHM AP Certifications Contained | naccur ate Data

THA'’s 1997 PHMAP certification, and in some instances prior certifications, contained inaccurate
information which likely resulted in higher scores than judtified. Correspondingly, THA’s management
performance in the areas measured was overstated. All four categories reviewed contained erroneous
information, including categories measuring performance in collecting rent, completing non-emergency
work orders, ingpecting units and building systems, and managing resident programs. It was not
possible for us to determine what the scores should have been as basic information was unavailable.
The errors we found indicated the scores would have been lower.

PHMAP ISINTENDED TO IDENTIFY MANAGEMENT CAPABILITIESAND
DEFICIENCIES

PHMAP is an effort by HUD to improve the management of public housing by providing uniform
objective standards for PHAS across the country. PHMAP provides eight indicators to identify
management capabilities and deficiencies. The indicators are: (1) vacancy rate and unit turnaround
time; (2) modernization; (3) rents uncollected; (4) work orders; (5) annud ingpection of units and
sysems,; (6) financia management; (7) resident services and community building; and (8) security.

The indicators, and components within indicators, are graded on a scde of "A" to "F' based on actua
performance data provided by PHAs. The grade is converted to a numeric score ranging from 10 for
an"A" to zero for an "F'. The overall score is expressed as a percentage of the total possible points.
PHASs that score 90 percent or higher are considered high performers; those that score between 60 and
90 percent are consdered standard; and those that score below 60 percent are considered troubled (24
CFR 901).

SCORESWERE INACCURATE IN AT LEAST FOUR CATEGORIES

THA reported a 1997 PHMAP score of 89 to HUD, based on information THA submitted. HUD
reduced the score to 83 because of changes in a category, but our review disclosed inaccuracies used
to score at least four other categories discussed below. Evauation of PHMAP data was not a primary
objective of our review, so we did not review data supporting the remaining four indicators.

| ndicator #3, Rents Uncollected

This indicator examines the ability to collect rent owed by tenants during the preceding year by
measuring the baance of rent uncollected as a percentage of rent charged. THA certified the
percentage of dwelling rent uncollected in 1997 was 9 percent, resulting in agrade of Eand 3
points. To accuratedly compute the percentage, THA had to use rent rolls, tenant
ledgers, and tenant accounts receivable records and reports, which themsalves had to be
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accurate. As discussed in Finding 6, THA did not reexamine and verify tenant income, adjust
rents, or maintain tenant ledgers and tenant accounts receivable records a some projects.
Thus, THA’s score in thisindicator was based on inaccurate data.

In testing records at four projects, we aso noted that rent recertifications had not been
completed since 1994 or 1995 in some instances. THA claimed and received a grade of A and
the maximum 10 points in its 1995 and 1996 PHMAP certifications for both of the then
separate indicators, Rents Uncollected and Tenants Accounts Receivable. These certifications
were dso likely overstated.

Indicator #4, Work Orders (Component #2, Average Days To Complete Non-emergency
Work Orders)

This indicator examines the average number of days taken to complete work orders, and
progress made in the preceding 3 years to reduce the time. The indicator measures emergency
(component #1) and non-emergency (component #2) work orders separately. For component
#2, THA certified for 1997 that al non-emergency work orders were completed within 3 days
resulting in a PHMAP grade of A and a score of 10 for the indicator. THA's certification
indicated the source of its score was work orders and work order logs, and that it carried
forward 136 non-emergency work orders from 1996.

However, as discussed in Finding 6, THA had not properly maintained work order logs at eight
projects, or completed most HQS ingpections since 1994 or 1995 at four projects. As
discussed in Finding 3, without such inspections, THA could not properly identify and record
deficiencies and ensure that work orders were prepared and required maintenance performed.
Finding 3 dso discusses the sgnificance of HQS violations, with al 46 units faling ingpection.

Based on the age of projects, the lack of HQS inspections, and the results of our inspections, it
was gpparent many work orders went unrecorded, rendering claims of prompt completion of
those that were recorded somewhat meaningless. THA'’ s score was not supported by accurate
data.

Indicator #5, Annua |nspection of Units and Systems

Component #1, Annua Inspection of Units

THA certified for 1997 that it completed 98 percent of required annud inspections
resulting in a grade of B and 8.5 points for the component. However, Finding 6
discusses that based on our September 1997 file review, THA had not inspected 30 of
33 units within the past year. In fact, THA had not inspected many of the units snce
1994 or 1995.
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THA cdamed and received the maximum 10 pointsin its 1995 and 1996 certifications
for Annual Inspection of Units. THA certified that 100 percent of units inspected met
HQS. These certifications were based on inaccurate information.

Component #2, Annual Inspection of Systems

This component is to ensure that PHASs annuadly inspect and maintain mgjor systems
essentia to decent, safe, and sanitary housing, including structura/building envelopes
(such as roofs, wals, windows, hardware), mechanica systems (such as heating and
plumbing), and eectricd systems (such as smoke darms and lighting). THA certified
for 1997 that it ingpected all mgjor systems at al Stesresulting in agrade of A and 10
points.

Procedures for annua inspection of systems are supposed to be defined in a
maintenance plan. THA’s Director of Operations stated there was no maintenance
plan or other written procedures. Although our ingpections of units (Finding 3)
disclosed minor system deficiencies, we did not ingpect mgor systems per se, nor was
there evidence THA had done such inspections. However, based on the overall poor
condition of THA’s units, the lack of procedures for doing systems inspections, and the
lack of evidence of any inspections, we concluded it was unlikely THA performed the

inspections.
THA claimed and received the maximum 10 points in its 1995 and 1996 certifications

for Annual Inspection of Sysems. We believe these certifications may aso have been
based on inaccurate information.

Indicator #7, Resident Services and Community Building (Component #4, Resident Programs
Management

THA certified for 1997 that it could document meeting at least 90 percent of the gods
implemented under HUD funded specia programs that benefit resdents, resulting in a grade of
A and 10 points. THA included its REAP in its scoring. However, as discussed in Finding 4,
REAP was largdly ineffective and did not achieve its goals. Also, THA disregarded various
REAP contracting and program rules, such as limiting contract terms, requiring residency to
participate, soliciting bids from al resdent businesses, and resident training.

THA clamed and received the maximum 10 points in its 1995 and 1996 certifications for
Indicator #11, Resdent Initiatives. We believe these certifications may adso have been based
on inaccurate information.
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MANAGEMENT PERFORMANCE WASOVERSTATED

Many of the conclusons reached and much of the information provided by THA in its PHMAP
certifications were erroneous, and its scores were overstated.  Accordingly, conclusions reached by
THA's board, HUD and others regarding management performance in the areas measured were
likewise overstated. PHMAP does not measure al areas of management capability, but it does provide
uniform standards in certain areas for dl PHAS, and it should be accurately completed. THA's failure
to do so was caused partly by inadequate underlying systems or procedures that generate the
information needed for PHMAP, as discussed in the preceding findings.  Improvements will be
necessary in the systems and procedures to generate truly accurate PHMARP scores. |n the meantime,
THA must more accurately report what data it has, even if that means saying accurate data is not
available.

HUD OVERSIGHT MAY BE NEEDED

HUD can confirm the performance level and accuracy of data certified to by a PHA, especidly when
there is evidence the PHA’ s certification is not supported by facts. Scores for indicators that cannot be
documented are lowered, which can result in troubled status, forma improvement plans, and/or other
remedia actions, depending on the extent of the problem(24 CFR 901.115-901.200).

THA COMMENTS

THA agreed with the finding. They sad:

The mgor systemic data deficienciesin the draft report are being addressed, and areincluded in
the corrective actions planned for Findings 3, 6, and 7.

THA will conduct an internal confirmation review prior to its next PHMARP certification to
assure grades and scores are supported by file documentation.

OIG EVALUATION OF THA COMMENTS

THA’s planned actions should correct the deficiencies.

RECOMMENDATION

We recommend that you:

8A.  Peform an on-gite confirmatory review of THA’smost recent PHMAP certification. At that

time, evaluate whether THA adequately implemented controlsto ensure dl PHMAP data
submitted to HUD is supported by complete, accurate file documentation.
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| nternal Controls

In planning and performing our audit, we considered internd controls systems of THA management to
determine our auditing procedures and not to provide assurance on interna control. Interna control is
the process by which an entity obtains reasonable assurance as to achievement of specified objectives.
Interna control congists of interrelated components, including integrity, ethica vaues, competence,
and the control environment which includes establishing objectives, risk assessment, information
systems, control procedures, communication, managing change, and monitoring.

We assessed the following interna control categories that we determined were relevant to our audit
objectives.

Procurement and contracting

Resident Enterprise Assistance Program
Maintenance of LIH units

LIH and Section 8 housing ingpections
Housing development corporations
Property management

A dggnificant weakness exigts if internal control does not give reasonable assurance that the entity’s
gods and objectives are met; that resource use is consstent with laws, regulations, and policies; that
resources are safeguarded against waste, loss, and misuse; and that reliable data are obtained,
maintained, and fairly disclosed in reports.

Based on our review, with the exception of Section 8 ingpections, we believe sgnificant weaknesses
exigin al areasreviewed. These weaknesses are discussed in Findings 1 through 8.
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Follow-up on Prior Audits

A prior OIG audit issued in January 1989 addressed deficiencies in the Section 8 Housing Voucher
Program, with primary emphass on substandard housing inspections.  The findings have been closed.
Based on our survey, Section 8 was not an area requiring further review. However, we did perform a
cursory review of the Section 8 housing ingpection process, and found no sgnificant problems with
procedures or inspections.

The last Independent Auditor audit report completed by Macolm Johnson & Company, P.A. for the
year ended March 31, 1997, included one finding about weaknesses in controls over tenant accounting
at properties, particularly ledger cards. Our review aso noted this deficiency, discussed in Finding 6.
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Appendix B

BACKGROUND - HOUSING DEVELOPMENT
CORPORATIONS

Background information follows on three THA housing development corporations - THDC, NTHDC,
and LHCT. Both THDC and NTHDC were created to issue tax exempt obligations in connection with
LIH projects pursuant to 24 CFR 811, Tax Exemption of Obligations of Public Housing Agencies.

THDC

THDC was incorporated as a non-profit corporation on August 14, 1978. According to Article 11 of
its Articles of Incorporation, THDC' s purposes were limited, in accordance with 24 CFR 811, to:

Relieve a serious shortage of decent, safe and sanitary housing for persons of low income,
the elderly and handicapped.

Engagein or assst in developing, financing or operating aLIH project, and function asa
Public Housing Agency within the meaning of Section 3(6) of the U.S. Housing Act of
1937.

Remain continuoudy organized and operated exclusively for nonprofit purposes. Any net
earnings shdl not inure to benefit of any person or entity other than THA or its lawful
SUCCESSOr .

THDC's and THA's controlling Boards and ED were the same until May 1994, when THDC elected
its own Board of Directors and became independent of THA. The ED remained the same until he
resgned in August 1996 to work full time for THDC.

While under THA control, THDC acquired a LIH apartment complex, duplex gpartments, and two
warehouses, after separating from THA, it acquired two more LIH projects. THA issued bonds to
finance the purchase of the three gpartment complexes for THDC. THDC borrowed funds to purchase
its first warehouse; it purchased the second warehouse with $130,000 received from THA when THA
paid off bonds on Rembrant Apartments, discussed later.

In another attempted project, THDC planned to renovate an old cigar factory into 26 LIH units.
Origindly the renovation was to be a turnkey project involving a private developer, financed using
Section 8 project-based certificates. When the developer failed to deliver the project, the former ED
decided to use THA to deliver the financing using bonds and tax credits. In order to sl the tax
credits, THDC on April 6, 1995, formed Historic Morgan Apartments, Limited, a limited partnership
with THDC as genera partner. Historic Morgan and THDC were to own and manage the project.
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In April 1995, THA closed on $1,515,000 in bonds, and had initia funds of $304,250 from sale of the
tax credits. However, the funds were insufficient. 1t was discovered the cigar factory had not been
zoned for this type development, and had lead-based paint and asbestos problems, causng cost
increases. THA'’s Deputy Director said the former ED told her to do whatever it took to make the
project work, whereupon she sought other funding by applying for additiond tax credits and loans.
These additiond attempts were unsuccessful, and in June 1995, the tax credit syndicator withdrew its
initid investment of $304,250.

In April 1996, THA began making bond payments on behdf of Historic Morgan Apartments, Limited,
and continued making payments until THA retired the bonds in September 1997. By this time THA
had paid on behdf of Historic Morgan over $801,000 ($482,594 from Seminole and $318,520 from
NTHDC funds).

NTHDC

NTHDC was incorporated as a non-profit corporation on March 25, 1982. NTHDC's Board of
Directors and THA’ s Board of Commissioners are the same. According to its articles of incorporation,
NTHDC's purpose was to promote and advance decent, safe, and sanitary housing for persons and
families of low income and ederly or handicapped persons, and to act as an insgrumentdity of THA
under the meaning of the Nationa Housing Act. All activities of the corporation, including funds and
assets thereof, are limited to such purposes. NTHDC' s Board is active and holds periodic meetings.

During 1982, THA, acting on behaf of NTHDC, issued bonds to finance the congtruction of two
multifamily projects, Country Oaks Apartments and The Village a Univeraty Square. The projects
were privately owned and were secured by Section 8 contracts. In June and September 1992,
respectively, THA refunded the bonds for Country Oaks and The Village at University Square.

THA and HUD entered into Financid Adjustment Factor Refunding Agreements related to refunding
the bonds on December 3, 1996. The agreements provide that 50 percent of the amounts recaptured
from the refinancing shdl be made available to THA for use in providing decent, safe and sanitary
housing for very low income families and persons. HUD receives the other 50 percent.

Under the agreements, THA will receive $682,838 for Country Oaks, spread over 23 payments of
varying amounts which began January 1, 1993, and will end January 1, 2004. THA dso received
$100,620 remaining in various accounts when the origind bonds were paid off. THA will receive
$519,526 for The Village at University Square, spread over 21 payments of varying amounts which
began March 1, 1993, and will end March 1, 2003.

At August 31, 1997, THA had received payments totaing $277,954 from Country Oaks Apartments,
plus the $100,620, and $251,794 from The Village a Universty Square. THA deposited these funds
in an interest bearing bank account in the name of NTHDC.
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Section 6 of the agreements provides that THA agrees to use the payments to provide decent, safe and
sanitary housing affordable to very low income families or persons. Appendix B of the agreements
provides the following specific plans for the payments:

1. Affordable Rental Housing Development and or Rehabilitation Assstance. Provide
financid grant/loan assistance for acquisition, construction or rehabilitation of sngle-family
and multifamily residences, or purchase of land needed for such purposes.

2. Homebuyer Assistance. Funding grant/loan assistance to first time homebuyers and those
not having owned ahome in the last three years, or to entities serving this same population.

3. Neighborhood Assstance. Financid grant/loan assstance for use in neighborhood or
individua property clean-up or improvement.

The agreements provide that THA will set aside the fundsit receives and monitor the gpplication of the
funds to insure the savings are used only for the projects described above. THA may change its
application of the funds after 30 days notice to HUD.

THA paid $318,520 from these funds for architect fees and interest on behaf of THDC for Morgan
Apartments, the failed LIH development discussed above. The payments are described in Appendix B-
1. According to THA’s Deputy Director for Administration and Finance, the architect fees were paid
from NTHDC funds because the funds alocated at bond closing to pay the architect were deposited in
the bond trustee's construction account and were not available when the payment was due. The
agreements did not provide for payments of thistype.

LHCT

Two corporations were initidly involved with THA'’s leased housing program, the LHCT (Seminole
Apartments) and the FLHC (Rembrant Apartments). Both corporations were created by THA and
shared the same board members with THA. When the bonds were paid off, FLHC apparently ceased
to exist and LHCT became the recipient of residual funds.

The articles of incorporation for the corporations were not available for review; however, LHCT's
1995 audit report provided that LHCT is a non-profit corporation formed to provide housing for low
income families within the area. LHCT is empowered to borrow money as necessary to finance the
cost of such housing. Upon termination of the existence of the corporation, al of its properties and
assets become the property of THA. LHCT s Board isno longer active.
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Rembrant Apartments

On March 1, 1972, FLHC entered into a Trust Indenture Agreement with Commerce Union
Bank of Nashville, Tennessee (Trustee) and Forida Nationd Bank of Jacksonville, Forida
(Co-Trustee). Under this agreement, FLHC issued bonds totaing $2,125,000 for the
congtruction of 156 LIH units. FLHC leased the unitsto THA. The development became the
property of THA &fter the bonds were paid off. The property known as Rembrant Apartments
isnow part of THA’ s conventional LIH Program.

Section 3.09 of the trust indenture provides that after the bonds are paid off, any monies
remaining in any account crested by the indenture shall be distributed solely for the use and
benefit of THA. In accordance with this Section, THA received $700,517 in April 1992, when
the bonds were paid off. THA deposited the funds in a bank account titled Rembrant
Apartments Fund separate from THA’s general funds. THA used $130,000 of the funds to
purchase a warehouse and loaned THDC $72,000 to pay closing costs on an apartment
complex. THA'’s Board approved the purchase of the warehouse. We found no evidence
THDC repaid the $72,000. When THDC split with THA, THDC retained the Rembrant
account balance of $511,704. THA gaff could not tell us how THDC used the $511,704. The
receipts and disbursements are itemized in Appendix B-2.

Seminole Apartments

On December 15, 1974, LHCT entered into a trust indenture with Nations Bank of Nashville,
Tennessee. Under this agreement, LHCT issued bonds totaing $1,440,000 to construct 100
units for persons of low and moderate income. LHCT leased the units to THA. The
development became the property of THA once the bonds were paid off. The property known
as Seminole Apartmentsis now part of THA’s conventional LIH Program.

Section 3.09 of the trust indenture provides that after the bonds are paid off, any monies
remaining in accounts created by the indenture will be distributed solely for the use and benefit
of THA. In accordance with this Section, THA received $492,935 in June 1996 when the
bonds were paid off. The funds were deposited in an account titled Leased Housing
Corporation of Tampa, Florida, Inc., separate from THA'’s generd funds. On the same date,
THA wire trandferred $469,754 to First Union National Bank, Trustee for the Morgan
Apartments bonds, to pay the first bond instalment. THA made additional bond interest
payments totaing $12,825 from the account. The receipts and disbursements are itemized in
Appendix B-2.
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Appendix B-1

SOURCE AND USE OF FUNDS
NORTH TAMPA HOUSING DEVELOPMENT
CORPORATION
At August 31, 1997

Date Recepts Amount

FAF Payments:
1/93-8/97 Country Oaks Apts. $277,954
3/93-8/97 Village a Univerdaty Square 251,794
Totad FAF Payments 529,748
6/92-9/92 Funds remaining from bond payoff 100,620
Various Interest and other receipts 21,386
Total receipts 651,754

Payments

4/96 Architect fees - Morgan Apts. 102,576
4/96 Interest payment - Morgan Apts. 106,642
12/96 Interest payment - Morgan Apts. 109,302
Tota payments - Morgan Apts. 318,520
6/92-12/92 Legd fees- bond refunding 26,757
5/93-7/96 Audit fees and other payments 11,269
Tota payments 356,546
Bdance at August 31, 1997 $295,208

Subsequent payments

10/97 Purchase warehouse - N. Rome Ave. $108,166°

> We did not review other recei pts and disbursements subsequent to August 31, 1997.
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Appendix B-2

SOURCE AND USE OF FUNDS
LEASED HOUSING CORPORATION OF TAMPA
At July 31, 1997

Date Receipts Rembrant Seminole Total
4/92, Escrow funds remaining $700,517 $492,935 $1,193,452
6/96 after bonds paid
Various Miscellaneous other 13,187 10,135 23,322
Totas 713,704 503,070 1,216,774
Payments
1/93 Purchase warehouse - 130,000 - 130,000
Howard Ave.
2/93 Loanto THDC 32,000 - 32,000
2/93 Loanto THDC 40,000 - 40,000
7194 Transfer to THDC 511,704 - 511,704
6/96 Morgan Apts. Bonds - 469,754 469,754
6/96 Transfer fee- Morgan Apts. - 15 15
8/96 Interest payment- Morgan - 6,413 6,413
197 Interest payment- Morgan - 6,412 6,412
Totals 713,704 482,594 1,196,298
Badance at July 31, 1997 $0 $20,476 $20,476
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Appendix C

EXAMPLESOF HQSDEFICIENCIES

Centrd Park Village, Unit 1232
Kitchen vent hood filter missing; grease
laden underside of hood isfire hazard

North Boulevard Homes, Unit 1111
Stove burner control knobs missing;
unsanitary stovetop

Centrd Park Village, Unit 1019
Rear common hall exterior door did
not open; door was damaged and
lacked operable hardware

North Boulevard Homes, Unit 1914
Bath tub faucet will not turn off; painted
tub finish peding and unsanitary
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College Hill Homes, Unit 259 College Hill Homes, Unit 315

Living room and kitchen floor tiles Bath tub tiles not secured and not sealed

missing and/or broken around faucets, worn off tub finishis
unsanitary

College Hill Homes, Unit 151 Riverview Terrace Apts,, Unit 219

Bath wall tilesmissing at tub faucet; unsanitary Kitchen wall eectrica outlet broken and

excessve rust on tub, caused by finish worn off burned out

from dripping water
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Riverview Terrace Apts, Unit 107 Riverview Terrace Apts,, Unit 107

Heavy peding paint on kitchen walls Pedling paint on stairwell wals and celling
Robles Park Village, Unit 322 Robles Park Village, Unit 411

Refrigerator door handle missing; door rusting Kitchen vent hood inoperative and unsanitary
and unsanitary dueto rust and grease
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Appendix D

RESIDENT ENTERPRISE ASSISTANCE PROGRAM
CONTRACTORSAND PAYMENTS

Y ear Ended Number Of

March 31 Contractors Payments
1990 3 $26,525
1991 14 618,938
1992 21 1,015,297
1993 22 717,000
1994 20 1,025,519
1995 18 942,652
1996 19 757,776
1997 21 919,620
Subtotal 6,023,327

1998 (Contract awards) 22 1,031,820
Tota $7,055,147
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Appendix E

SCHEDULE OF INELIGIBLE AND UNNECESSARY/

UNREASONABLE COSTS
Unnecessary/
Recommendation Indligible ° Unreasonable
1A $1,853,322
2B 1,196,298
2C 108,166 $318,520
2E 224,780
4D 613,432
Totals $3,771,218 $543,300

6 Ineligible amounts violate law, contract, HUD or loca agency policies or regulations.

! Unnecessary costs are those not generally recognized as ordinary, prudent, relevant, and/or necessary within established
practices. Unreasonable costs exceed costs that would be incurred by the ordinary prudent person in the conduct of a

competitive business.
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Appendix F
AUDITEE COMMENTS
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Appendix G
DISTRIBUTION

Acting Assistant Secretary for Public and Indian Housing, P
Secretary’ s Representative, 4AS
Assstant Generd Counsd, 4AC
Director, Office of Public Housing, 4ADPH
State Coordinator, Florida State Office, 4DS
Director, Adminigtrative Service Center, 4AA
Audit Liaison Officer, 3AF
Director, Accounting Division, 4AFF
Acquisitions Librarian, Library, AS (Room 8141)
Asociate Generd Counsdl, Office of Assisted Housing and Community Development, CD
Chief Financid Officer, F
Chief Financid Officer for Finances, FF (Room 10166)
Director, Housing and Community Development, Issue Area, U.S. GAQ,

441 G Street, NW, Room 2474 Washington, DC 20548 Attention: Judy England-Joseph
Counsdl to the IG, GC (Room 8260)
HUD OIG Webmagter-Electronic format viaEmail ~ Morris_F._Grissom@hud.gov
Public Affairs Officer, G (Room 8256)
Director, Office of Public and Indian Housing Comptroller, PF

Attention: Audit Liaison Officer (Room 4122)

Director, Generd Management Divison, PMG (Room 4216)
Assgtant to the Deputy Secretary for Fiddd Management, SDF (Room7106)
Assgtant to the Secretary for Labor Relations (Acting), SL (Room 7118)
The Honorable Fred Thompson, Chairman, Committee on Governmental

Affairs, United States Senate, Washington, DC 20510-6250
The Honorable John Glenn, Ranking Member, Committee on Governmental

Affairs, United States Senate, Washington, DC 20510-6250
Mr. Pete Sessions, Government Reform and Oversight Committee,

Congress of the United States, House of Representatives, Washington, DC 20515-4305
Ms. Cindy Sprunger, Subcommittee on General Oversight and Investigations,

Room 212, O’ Neill House Office Building, Washington, DC 20515
Executive Director, Housing Authority of the City of Tampa
Chairman, Board of Commissioners, Housing Authority of the City of Tampa
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