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SUBJECT: Procurement Activities
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As requested by your office, we conducted an audit of certain procurement activities of the San Antonio
Housing Authority. We received indications of the need for an audit from City officias and newspaper
articles. Also, our audit of the Authority’s HOPE VI Program, report number 99-FW-201-1003,
dated January 29, 1999, identified weaknesses requiring some additiona audit coverage in the
procurement area. During this audit of procurement activities we focused on concerns expressed and
wesknesses previoudy identified. This audit contains one finding.

Within 60 days please give us, for each recommendation in this report, a status report on: (1) the
corrective action taken; (2) the proposed corrective action and the date to be completed; or (3) why
action is consdered unnecessary. Also, please furnish us copies of any correspondence or directives
issued because of the audit.

If you have any questions, please contact Jerry Thompson, Assistant Digtrict Inspector Genera for
Audit, at (817) 978-9309.
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Executive Summary

We conducted an audit of the San Antonio Housing Authority to find the extent of
procurement irregularities affecting HUD programsinvolving: (1) purchasesfrom the
Authority’s affiliated nonprofit corporations; (2) child-care services purchased from a former
resdent commissioner; (3) furniture purchased from alocal nonprofit corporation; and (4) the
Economic Development Program. Wefound the Authority violated federal conflict of interest,
procurement, and cost requirements and used HUD program fundsto pay about $865,409 in

guestionable costs.

Noncompetitive
procur ement
arrangement with
affiliate.

Excessive feesto a
former commissioner for
child-car e services.

Excessive costs of
furniture purchased from
a nonprofit organization.

Managers entered into a noncompetitive arrangement with their
affiliate, the San Antonio Housing Assistance Corporation
(SAHAC) reaulting in HUD programs paying questioned costs
of about $822,508 for 3 fisca years ending June 30, 1999.
HUD programs paid: excessive disposa service fees of about
$336,865; the effiliate’ s disposal service operating costs of
about $461,028; and about $24,615 for debris remova a non-
HUD properties. Authority managers aso permitted the affiliate
to use HUD equipment and facilities without paying rentd or
utility codts.

The Authority paid excessve fees to aformer commissioner for
child-care services provided to resdents of Springview
Apartments, aHUD property. The former commissoner over-
billed for the services by about $31,352. Authority managers
paid the excessive hillings usng HUD funds and dthough they
were aware of the over-hillings as early as 1997, they have not
yet reimbursed HUD programs from non-federa funds.

Dueto a conflict of interest, the Authority paid $25,000 to a
loca nonprofit organization for furniture gppraised at only
$12,175. The Authority’sformer Board Chairperson
negotiated the purchase while occupying positions on both the
nonprofit and Authority boards. The former Presdent/CEO
approved the payment, gpparently knowing the appraised vaue
of the furniture. Authority managers alocated costs of about
$11,549 in excess of the appraised value to the HUD Low
Rent, Drug Elimination, Comprehensive Grant, Hope VI, and
Section 8 Programs.
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Executive Summary

Authority officials did not
follow their procurement
policy and requirements.

No outstanding issues
remain regarding the
Economic Development
Program.

Finding discussed with
Authority officials.

Our HOPE VI audit* recommended HUD require the Authority
to implement policies and procedures to ensure compliance with
federd procurement requirements. Managers developed
adequate policies and procedures but did not follow them. We
are recommending actions to correct the problem, the
repayment of indigible costs of about $810,692, and the
Authority provide support for, or repay, saaries and benefits
expenses of about $54,717. We are also recommending HUD
to consider taking administrative sanctions againgt those
Authority officias and Commissonersinvolved in the conflict-
of-interest decisons.

Our audit dso indluded an examination of the Authority’s
Economic Development Program. The former Economic
Development Program Director did not follow procurement
guidelines, properly monitor a consultant, and opened
unauthorized bank accounts. Authority management conducted
areview and took appropriate actions. Although the program
had problems, no outstanding issues existed at the completion
of our audit.

We provided a draft report to the Authority officials on

June 20, 2000, and they issued their response on July 14,

2000. We had an exit conference on July 20, 2000. Authority
managers disagreed that they violated federa conflict of interest,
procurement, and cost requirements regarding the
noncompetitive procurement arrangement with its affiliate, the
San Antonio Housing Assistance Corporation. They said the
disposal service fees were not excessive. They said HUD had
approved the arrangement. However, they agreed to reimburse
HUD programs for over $480,000 for costs attributable to the
disposa service operations and debris remova from non-HUD
properties. They generaly agreed that the Authority had
overpaid for child care services and furniture and that HUD
programs should be reimbursed. We summarized their
response in the findings and included a copy of the response,
without attachments, as Appendix B.

! Report No. 99-FW-201-1003, dated January 29, 1999.
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| ntroduction

Background

Audit Objective, Scope
and M ethodology

Texas statute established the Housing Authority of the City of
San Antonio in 1937. During our review period, afive-member
Board of Housng Commissioners provided generd oversght of
Authority activities. Currently, the authorized number of board
membersis 11, including the Chairperson. Mr. Mdvin Brazid,
President and Chief Executive Officer, and Richard Martinez,
Chief Operating Officer, are in charge of day-to-day
operations. The Authority’s adminigtrative offices and records
arelocated at 818 S. Floresin San Antonio, Texas.

The Authority administers over 8,000 public housing units and
provides rental assstance to about 10,000 familiesin privately-
owned residences. During fisca year 2000, HUD provided
over $94,000,000 in assistance for the Authority’s Low Rent,
Section 8, Comprehensve Grant, Public Housing Drug
Elimination Grant, and HOPE VI Programs.

In 1981 the Authority crested a nonprofit effiliate, the San
Antonio Housing Assistance Corporation (SAHAC), to dispose
of solid waste at Authority-managed properties. All of the
Authority’ s commissoners dso serve on the effiliate’ s board.

We issued an audit report on January 29, 1999, on the
Authority’s HOPE VI Program that disclosed the Authority did
not comply with HUD procurement regulations and
requirements. The report included recommendations for HUD
to require the Authority to: (1) develop a comprehensive
procurement policy and (2) take stepsto ensure full and open
competition and purchases are only for digible expenditures.
This audit addresses some of the same issues and concerns
related to procurement.

The Audit objective was to find the extent of irregularities
involving the Authority’ s procurement of goods and services
from: (1) affiliated, nonprofit corporations, (2) aformer
resident commissioner; (3) aloca nonprofit corporation; and
(4) participants in the Authority’ s Economic Development
Program.

To accomplish the objective, we:

Interviewed U.S. Department of Housing and Urban
Development (HUD) and Authority employees, former
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Introduction

Audit Period

Housng Commissoners, former employees and directors of
the local nonprofit corporation, and other individuals as

necessay;

Anadyzed and compared digposa service fees the Authority
paid to ther affiliate, the San Antonio Housing Assstance
Corporation, to fees the Authority paid loca commercid
disposal companiesfor disposa services;

Obtained information from the Authority’ s Interna Audit
Department detailing excessve child-care payments to the
former commissioner totaling about $31,352. We relied on
the Department for this information and limited our work to
areview of the relevant agreement, certain accounting
documents, and interviews. We did not review dl of the
documentation to verify the accuracy of the amount
overcharged;

Obtained and reviewed the HUD Procurement Handbook,?
federa regulaions, State law, the Authority’ s procurement
policy, the Annua Contributions Contract, contract files,
financia records, correspondence, ownership documents,
and Tampico warehouse acquisition and devel opment costs
records,

Obtained and analyzed annud audited financid statement
information; and

Issued subpoenas to financid indtitutions to obtain financia
records relaing to the Authority’ s Economic Devel opment
Program.

We subgtantialy performed fidd work at the Authority from
February 1998 through November 1999. Our work was
periodicaly interrupted due to other higher priority assgnments
or other personne conflicts. The audit generally covered 3
fiscd years ending June 30, 1999, athough we extended the
review period when appropriate. We conducted the audit in
accordance with generdly accepted government auditing
standards.

2 Procurement Handbook for Public and Indian Housing Authorities , Directive Number 7460.8, effective January 14,

1993.

00-FW-201-1004
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Finding

The Authority’ s Conflict-of-Interest
Arrangements Caused HUD Programsto Pay
Questionable Costs of About $865,409

The Authority entered into excessive, noncompetitive, and conflict-of-interest procurement
arrangementsinvolving: an affiliate, the San Antonio Housing Assistance Cor poration
(SAHACQC); achildren’sday care operation, Dora’'s Sure Care; and a nonprofit agency, the
Partner ship for Hope. Authority managersand Board membershad conflicts of interest in the
arrangements. Asaresult, managersused HUD program fundsto pay questionable costs of
about $865,409. Specifically, thisamount includes $336,865 in excessive disposal service
fees, $461,028 in the affiliate’ s disposal service operating costs, about $24,615 charged to the
L ow Rent Program to remove debris from non-HUD housing projects, $31,352 in excessive
tenant child-car e fees, and $11,549 in excessive furniture costs. Manager s also allowed the
affiliate to use Low Rent Program facilities and equipment without paying rent or utility costs.
Also, the conflict-of-interest arrangementsresulted in: an increasein the affiliate’ s retained
ear nings of about $335,000 for the period July 1, 1996, through June 30, 1999, appar ent
additional incometo a former resident Board member, and the dischar ge of a possible debt of
a Board chairperson. All occurred at the expense of HUD programs.

The Annud Contribution Contract (ACC) between HUD and
the Authority incorporates by reference the regulations for
Public and Indian Housing Authorities contained in Title 24 of
the Code of Federd Regulations (CFR). Title 24 of the CFR,
part 85, establishes the uniform adminigrative rules for Federd
Grants and cooperative agreements and sub-awards to State,
locd and Indian triba governments. This part dso establishes
OMB Circular A-87 asthe cost principles for housing
authorities to follow when determining alowable costs to federd
programs.

Requirements

Regarding conflicts of interest, the ACC, Part A, Section 19,
Subsection (A)(1), providesthat neither the Housing Authority
nor any of its contractors or their subcontractors may enter into
any contract, subcontract, or arrangement in connection with a
project under this ACC in which any of the following classes of
people has an interes, direct or indirect, during hisor her tenure
or for one year theresfter:
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Finding

() Any present or former member or officer of the governing
body of the Housing Authority, or any member of the
officer’ simmediate family...;

(i) Any employee of the Housing Authority who formulates
policy or who influences decisions with respect to the
project(s), or any member of the employee simmediate
family, or the employe€' s partner; or

(i) Any public officid, member of theloca governing body, or
State or locd legidator, or any member of such individud’s
immediate family, who exercises functions or responsibilities
with respect to the project(s) or the Housing Authority.

The requirements of this Subsection (A)(1) may be waived by
HUD for good cause, if permitted under State and local law.

No person for whom awaiver is requested may exercise
reponsibilities or functions with respect to the contract to which
the walver pertans.

Applicable procurement regulations, Title 24 of the CFR,

Section 85.36 (b)(3), prohibit an employee, officer, or agent of

the Authority to participate in the selection, award, or

adminigration of a contract if a conflict of intere<t, red or

gpparent, would be involved. Such a conflict would arise when:

() Theemployee, officer or agent;

(i) Any member of hisimmediate family;

(i) His or her partner; or

(iv) An organization which employs, or is about to employ, any
of the above, has afinancid or other interest in the firm
selected for award.

The regulations® require al procurement transactions be
conducted in amanner providing full and open competition.
Situations considered to be redtrictive of competition include:
(1) non-competitive pricing practices between firms or between
affiliated companies and (2) any arbitrary actionin the
procurement process.

OMB Circular A-87, Cost Principles for State and Local
Governments,” requires costs to be necessary and reasonable
for proper and efficient performance and adminigiration of

% Title 24 of the Code of Federa Regulations, Section 85.36(c).
* OMB Circular A-87, Attachme nt A, Part C. Basic Guiddlines.

00-FW-201-1004
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Finding

federal awards. A cost isreasonableif, in its nature and
amount, it does not exceed that which would be incurred by a
prudent person under the circumstances prevailing at the time
the decision was made to incur the cost. In determining
reasonableness, congderations include:

a.  Whether the cost is of atype generdly recognized as
ordinary and necessary...,

b. Theredrantsor requirements imposed by such factors as.
sound business practices, arms length bargaining; Federd,
State and other laws and regulations; and terms and
conditions of the Federal award;

c. Market pricesfor comparable goods or services,

d. Whether the individuas concerned acted with prudence in
the circumstances congdering their reponghilitiesto the
governmenta unit, its employees, the public at large, and the
Federd Government; and

e. Significant deviations from the established practices of the
governmental unit which may unjustifiably increese the
federa award's codt.

Also, OMB Circular A-87 provides that costs are alocable to
aparticular cost objectiveif the goods or servicesinvolved are
chargeable or assignable to such cost objective in accordance
to the relative benefits received.

Authority managers entered into a non-competitive arrangement
with their affiliate, the SAHAC, causing HUD programs to pay
excessive disposa service fees totaing about $336,865 for
fisca years 1997, 1998, and 1999. Authority managers
operae the affiliate and the Authority’ s governing board
members aso serve on the effiliai€ s Board creeting a conflict-
of-interest relationship as defined by HUD regulations.” The
Authority did not, however, request a conflict-of-interest waiver
from HUD as required.

HUD programs paid
excessive disposal
service fees of about
$336,865.

Managers did not require the affiliate to compete for disposal
work and instead determined the ffiliate’ s service fees during
an annud budgeting process. The Authority’s current President
and Chief Executive Officer told us he prepared the initia
proposa and implemented the ffiliate’ s solid waste disposal

® Title 24, Code of Federal Regulations, Section 85.36(b).
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Finding

00-FW-201-1004

operationsin 1981. He said he studied the Stuation and found
the costs of operating their own disposa service (exclusive of
dart up costs) would be less than what the Authority paid for
contract services. The dffiliate provided disposa service a
Authority developments until January 1997 when the Authority
awarded a contract for disposal services at nonprofit and
elderly devdopments. The Authority solicited bids for this
contract in October 1996. Authority officids said they
reviewed the effiliat€ s revenues and expenses annudly but did
not consder market commercia disposa service rates when
setting the affiliate’ s digposa service fees. The effiliate receives
al of itsdisposa service revenues from the Authority and other
dfiliates

We noted the éffiliate’'s Annud Financia Statements contained
an evauation of disposa service fees showing a cost saving to
the Authority’s properties. However, the evauation included a
comparison of the affiliate’ s fees to the City of San Antonio’s
per-unit disposal fees. The City’ srates were based on a
garbage can for each unit. However the actua method used for
garbage disposdl required the tenants to place trash into large
garbage bins. Disposa service employees would then empty
the bins into garbage trucks with lift equipment. The evaluation
did not compare the affiliate' s rates with loca disposal
companies commercid rates for comparable services. We
found no evidence to indicate the Authority had ever compared
the affiliat€' s rates with other rates for comparable services.
We a0 noted the affiliate' s financia statements showed an
increase in retained earnings of about $335,000, from about
$671,000 to $1,006,000, during the fiscal years 1997 through
1999.

We compared the affiliate’ s disposa service feesto commercid
fees on acodt-per-yard bagis; that is, total cost divided by the
tota volume of dl digposd bins emptied during the period.
Commercia digoosa service fees remained generdly consstent,
on aper-yard basis, regardless of bin Sze and service
frequency. For this reason, and because we believe cost-per-
yard is an accurate measure of service provided for fee paid,
we used cost-per-yard to compare the affiliate’ s disposal
service fee with commercid fees. The effiliat€' s per-yard fee
exceeded commercial fees by about $336,865 for the 3-year
period ending June 30, 1999, as shown in the table below.
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Finding

Yexr

Commercid-
cost-per-yard

Affiliate
cost-per-yard

Excessive
cost-per-
yard

Annud Yads
Collected ©

Excessive
Annud fess 7

1997

$195°

$267

$ 072

240,032

$172,823

1998

247

2.70

0.23

206,748

47,552

1999

1.89"°

2.58

0.69

168,826

116,490

Totd feespaid in excess of commercid retes

$336.865

HUD programs paid
affiliate’ s disposal
service oper ating costs of
about $461,028.

Disposal operation’s
landfill fees of about
$387,629 charged to
HUD programs.

By the effiliate only.

The affiliate aso provided less service when compared to
commercid contracts. Commercid contracts in force during the
review period required: emptying disposa bins up to three
times per week; steam-cleaning bins every 30 days, removing
excess debris from around digposa Sites; and included landfill
fees. In comparison, for itsfee, the affiliate emptied bins only
twice each week, did not steam clean bins, did not remove
debris from dump stes, and did not pay landfill fees.

Authority managers used HUD fundsto pay the affiliate' s
disposd service operating costs of about $461,028 including:
landfill fees estimated to be about $387,629; disposa service
employees sdaries and benefits of about $18,682; and other
unsupported salaries and benefits expenses of about $54,717.

HUD properties, dready paying the affiliate’ s digposd service
fee, dso paid landfill fees of about $387,629 that related to the
affiliate’ s disposa service. Commercia service fees, which
were comparatively lower, included landfill costs. The &ffiliate' s
disposa sarvice fees, if competitive, should have included
landfill feesaswell. The Authority alocated landfill fees totding
about $430,699 to HUD properties for the 3-year period
ending June 30, 1999. However, we estimate about 90 percent
of thisamount, or $387,629, rdates to the affiliate’ s ongoing
disposal operations. We estimated the remaining 10 percent
applied to debris removal not covered by comparable disposa
sarvice.

Authority managers dlocated |landfill fees during the 3-year
period to HUD property accounts entitled “dump fees" These

Excessive fee-per-yard multiplied by annua yards collected.

6
7
8 January 1997 commercia contract.
9

September 1997 commercia contract.
%" Indudes costs for roll-off fees and a September 1999 commercia disposal agreement.
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Finding

“dump fees’ congsted of landfill feesfor the disposd of: (1)
debris such as discarded furniture, gppliances, and tree limbs
removed from HUD properties and (2) refuse removed from al
properties as part of the affiliate’ s disposal operation.™
Managers did not separately account for these “dump fees’ by
garbage disposa and debris remova and do not know how
much relates to the various activities. We reviewed about 30
percent of these charges, or about $128,000 of the costs, by
examining landfill invoices during soring, summer, fdl, and
winter months. The supporting documentation identified the
trucks ddlivering the waste materid to the landfill. Therefore,
we could estimate the costs of garbage and debris dumped.
Based on our review, we concluded that about 90 percent of al
invoiced amounts related to the affiliate’ s disposa operation.
Therefore, we estimated about $387,629 of the costs should
have been charged to the effiliate's digposa operation.

Authority managers said they redlocated dump fees of about
$147,885 from Low Rent accounts to the affiliate viajourna
voucher # 0081, dated October 18, 1999. The voucher
established a payable by the &filiate to the Low Rent Program.
Authority managers, however, did not provide the requested
additional documentation verifying the repayment of “dump
fees’ to HUD Low Rent Program accounts. Therefore, our
estimate of landfill cogts rdlated to the affiliate’ s disposd
operation include these reallocated dump fees.

The Low Rent Program paid $18,682 in sdary and benefits for
an affiliate disposa service crew member and about $54,717 in
sdary and benefits for a generd maintenance helper who
worked with the disposal service crew and sometimes with the
debris crew. The disposd service crew operates the ffiliate’' s
disposa equipment and performs other duties related to the
affiliate’ s ongoing disposal operations. The debris crew cleans
around disposa bins and picks up tree limbs, discarded
furniture, and other items at HUD and non-HUD properties.
No one kept track of the time the maintenance helper spent on
each activity. Since the HUD properties are dready paying the
affiliate’ s disposa service fees, we consdered the sdary and
benefits of the disposal worker, $18,682, to be indigible costs

Questionable salary and
benefit costsfor disposal
service employees
amount to $73,399.

" The Authority alocates these costs using the Authority’ s “80-" alocation method where costs are only alocated
to Low Rent properties.
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Finding

The Authority failed to
properly allocate costs of
debris collection
activities.

to the HUD programs. Also, since part of the sdary and
benefits of the generd maintenance helper should be alocated
to the affiliate for disposal work and to non-HUD properties for
the time spent on the debris crew at those properties, we
consider these charges, $54,717, to be unsupported.

Other than the sdlary and benefits of the generd maintenance
hel per mentioned above, we estimated the Authority incorrectly
charged HUD programs about $24,615 in costs of debris
collection that should have been charged to non-HUD
programs during the 3 fiscal years 1997 through 1999. We
estimated about $21,662 in salary and benefits and $2,953 in
fuel and repair costs should have been charged to non-HUD
activities.

Authority managers charged sdlary and benefit cogts totaling
about $170,344 for five debris crew employees solely to HUD
program accounts. A portion of these costs should have been
alocated to non-HUD accounts becauise debris crew members
spent part of their time at non-HUD properties. We had to
estimate the sdlaries and benefits expenses rdated to non-HUD
properties because Authority managers did not require crew
members to maintain detailed time records.

We determined the relative number of disposd binsat each
property was areasonable basis for estimating sdary and
benefit costs related to debris work at non-HUD properties.
We determined the percentages of digposa binsat HUD and
non-HUD properties for each year and applied the percentage
at non-HUD properties to the total to arrive a the codts that
should have been charged to non-HUD properties. Thetotal
sdary and benefits, the percentage of bins, and estimated salary
and benefit costs related to work performed at non-HUD
properties are shown in the following teble:
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Finding

L ow Rent Program paid
for repair and fuel costs
for debrisremoval at
non-HUD properties.

Fiscal Total Salary/ | Percentage™ | Estimated
Y ear Benefits Indigible
1999 $105,520 15% $15,828
1998 10,770° Wo 969
1997 54,054 %% 4,865
Totals $170,344 - $21,662

Managers used HUD funds of about $2,953 to pay repair and
fuel chargesfor debris remova from non-HUD properties.
Authority managers charged dl of the fud and repair coststo
HUD program accounts, although as indicated above, the
debris crew works at HUD and non-HUD properties. Using
the same methodology as mentioned above in estimating the
debris activity sdary codts, the relative percentage of disposa
bins at non-HUD dites, we estimated fudl and repair costs that
should have been charged to non-HUD properties. Our tableis
shown below:

Fisca | Tota fuel & | Applicable™ | Estimated

Year | repair costs | Percentage Ineligible costs
alocation

1999 | $14,007 15% $2,101

1998 16,841 Pb 253"

1997 6,656 % 599

Totals | $37,504 $2,953

Managers provided HUD
program facilitiesto the
affiliate free of rent and
utility costs.

12
13

15
16

Authority managers dlowed the affiliate to use two Authority-
owned warehouses and an authority-owned truck without
paying rent and utility costs. The affiliate worked out of the
Brazos warehouse™ until December 1997 and then moved to
the recently renovated Tampico warehouse in January 1998.
The Authority used Low Rent and Comprehensive Grant funds
of about $32,878 and $762,190,"° respectively, to purchase
and renovate the Tampico warehouse. The Authority also used
HUD Low Rent funds of $10,760 to purchase a container-lift
truck in March 1986 that the affiliate used exclusvdy inits
disposd operations. The Authority transferred the truck to the
affiliate and set up a payable to the Low Rent Program on

The percentage of disposd binsat non-HUD properties.
Total sdaries and benefits expenses for 2 months only.
" Since the debris crew worked only 2 months a non-HUD properties this amount is calculated:

$16,841 X .09 X 2/12.

The Authority used Section 8 reservesto purchase the

Brazos warehouse.

1993 and 1994 Comprehensive Grant funds of about $32,849 and $729,341, respectively.

00-FW-201-1004
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Finding

Managers used HUD
fundsto pay $31,352 in
excessive child-care fees
toaformer
commissioner.

" Asof June 30, 1999.
8 Springview isaHUD property.

March 20, 2000. The Authority used additional HUD Low
Rent funds of about $40,098" to pay utility costs a the
Tampico and Brazos warehouses. The Authority should
determine and require the affiliate to repay Low Rent accounts:
(2) reasonable utility costs and renta fees for the use of
Authority facilitiesand (2) lost interest revenue for the purchase
price of the truck ($10,760) for the 14-year period ending
March 20, 2000.

Authority managers used Springview Property (Low Rent
Program) funds to pay excessve child-care costs totaing about
$31,352. Theformer Presdent/CEO entered into a contractual
agreement in 1994 with Dora’' s Sure Care to provide child-care
services at the Springview Apartments®® The owner of the
child-care sarvice lived in the Springview Apartments when they
made the agreement, and was a member of the Authority’s
Board of Commissioners during 1996 and 1997. Managers
alowed the commissioner to use Springview fadilities for the
child-care business without paying rent or utilities expenses.
The former commissioner agreed to provide day care, on a
part-time basi's (approximately 8 hours per week per child), for
children of Springview residents attending G.E.D. classes, not
to exceed the maximum capacity of 12 alowed at any onetime.
The rate per child was $35 aweek. The commissioner
increased fees from $35-per-child-per-week to $81 per-child
without forma approval, and requested fees for “ spaces that
could have been used.” Springview Apartments closed in
August 1997 and the commissioner “sub-contracted” child-care
to HUD tenants. Authority managers redlized they were making
excessve payments to the former commissioner in September
1997 and brought the matter to the attention of the Interna
Audit Department. In a February 16, 1998 |etter, the Authority
discontinued “direct child care service payments’ but offered
the former commissioner additiond spaceto use asachild care
facility. The Authority ingtituted a new payment procedure
whereby residents could select a child care provider of their
choice. The Authority managers have not yet required
reimbursement to HUD programs for the excessive child care
payments. The commissioner was generdly non-cooperative
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Finding

Manager sused HUD
funds of about $11,549 to
dischargea
Commissioner’s personal
liability.

with Authority staff and would not provide verifiable billing
information.

The Authority’s Interna Audit Department interviewed HUD
tenants and examined the commissioner’ s billing information.
They determined that from March 1994 to March 1998 the
Authority pad child-care fees to the commissioner totaing
about $56,988. However, based on their review, the
commissioner should have been paid only about $24,605. The
difference in the amount paid and the amount that should have
been paid consisted of amounts billed over $35 per child per
week, amounts billed for vacant dots, and errors or double

billings

During 1996, aloca nonprofit organization, the Partnership for
Hope, had to sdll its furniture to meet outstanding obligations.
The Authority’s Board Chairperson at thetime dso held a
position on the nonprofit’s Board and was persondly liable for
aportion of the nonprofit’s outstanding debt. The former
Chairperson negotiated with Authority managers for the
purchase of the nonprofit’ s furniture. Shortly thereafter, the
former President/CEQ agreed to pay the nonprofit $25,000 for
used office furniture appraised at only $12,175. Although the
Managers were aware of the appraised vaue, they made the
$25,000 payment, and allocated 90.05 percent of purchase
price to the Low Rent, Drug Elimination, Comprehensive Grant,
Hope V1, and Section 8 Housing Programs. The amount HUD
programs paid in excess of gppraised vaue equas about
$11,549 ($25,000 - $12,175 X .9005).

Our HOPE VI audit™ recommended HUD require the Authority to implement a comprehensive
procurement policy with procedures to ensure full and open competition, and purchases for digible
program expenditures. The Authority developed, but did not follow, a procurement policy for the
purchase of disposd servicesfrom its affiliate. The Authority’s policy requires compliance with federd
regulations and requirements which: prohibit conflict-of-interest relationships, require full and open
competition; and require costs be reasonable and necessary.

Based on our review of the San Antonio Housing Assistance Corporation’s (SAHAC's) Audited
Financial Statements for 1998 and the unaudited Financid Statements for 1999, we believe the conflict-

9" Report No. 99-FW-201-1003, dated January 29, 1999.
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Finding

of-interest and noncompetitive garbage disposal arrangement resulted in the increasein SAHAC's
retained earnings at the expense of HUD programs. According to the financia statements, the SAHAC
had retained earnings of $1,145,304 as of June 30, 1998. SAHAC' s retained earnings amounted to
$1,006,163 in 1999 according to the unaudited financid statements. The 1996 audited financid
statements show the amount of SAHAC' s retained earnings was $671,426. So, during fiscd years
1997 through 1999 the SAHAC has shown a net profit of $334,737 without providing services
comparable to services that could be obtained for less from commercial waste disposad companies. All
of SAHAC' s revenue comes from the Authority or its affiliates.

Authority Board membersinvolved in excessve child-care and furniture payments are no longer on the
Authority’s Board. However, while they served on the Authority’ s Board, the conflict-of-interest

rel ationships resulted in Authority managers gpproving paymentsto: (1) provide more income to the
former resdent Board member than authorized in the child-care contract and (2) relieve the former
Board Chairperson of a possible persond debt in connection with the nonprofit.

Auditee Comments The Authority officids did not agree that a conflict of interest
exised in the waste disposd purchase arrangement between the
Authority and its afiliate, the San Antonio Housng Assistance
Corporation. They said HUD had reviewed and approved the
arrangement. Also, they did not agree the waste disposal fees
were excessve. However, they agreed to remburse HUD
programs for certain questioned costs.

They agreed that the Authority and the San Antonio Housing
Assistance Corporation have the same management. The same
management is responsible for setting the waste disposa fees
and paying them from federd funds. However, they sad,
instead of a conflict of interest, the entities have acommon
interest. The Authority formed the San Antonio Housing
Assistance Corporation to provide waste disposa servicesto
resdents who live in housng owned or managed by the
Authority. They said HUD was aware of the arrangement.
They sad they had provided HUD afeashility andysisto
operate its own disposa servicein 1981. HUD responded
saying HUD had no disagreement with the basic concept.
Authority officids said they did not violate gpplicable federd
procurement regulations because they used noncompetitive
negotiations in a Stuation when adequate competition was

impossible
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They said the Authority did not pay excessive disposal feesasa
result of the noncompetitive negotiations. They said

the waste digposal fees charged by the San Antonio Housing
Assstance Corporation were less than fees that would be
charged if the services were provided by a commercid
company. They stated the scope of work provided by the
commercid companies under contract during the audit period
was less than the scope of services provided by the San
Antonio Housing Assistance Corporation. They criticized the
auditor for discussing the scope of services with those who
performed the servicesingtead of only discussing the matter
with management. They aso provided a price quoted by one
commercia company in July 2000 they believe showsthe
savings from using the San Antonio Housing Assstance
Corporation instead of acommercid company. They
maintained that competition to provide the services was il
inadequate. The Authority says it requested price quotes from
sx companiesin July 2000 and only recelved a quote from one.
The Authority used the price quote to gpply a deflation factor
and show the commercid prices would have been higher than
the fees of the San Antonio Housing Assistance Corporation
during our audit period.

At or subsequent to the exit conference, Authority officids
agreed to reimburse the HUD programs for costs of the
Housing Assistance Corporation’s disposa operations and the
incorrectly alocated debris crew costs discussed in the findings
asfollows

Sdary and benfits of disposa crew member $18,682
Sdary and benefits of debris crew at non-HUD 21,662

properties
Repair and fud cogts 2,953
Landfill fees 387,629
Warehouse utility cogts 6,751
Warehouse rent 34,439
Logt interest 10,763
Totd $482,879

At the exit conference, they agreed that the San Antonio
Housing Assstance Corporation had retained earnings, before
consdering the above reimbursements to HUD programs, of
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Finding

OIG Evauation of
Comments

over $1,000,000 that had accumulated from the fees since
entering into the arrangement in 1981.

Subsequent to the exit conference, Authority officids atempted
to support the amount of slary and benefits of the Generd
Maintenance Helper we questioned as unsupported. They
provided copies of the employee s daily work schedule. They
believed they supported dl but $6,107 and proposed to
reimburse HUD programs for this amount.

They provided severa compound journd entries and a copy of
a San Antonio Housing Ass stance Corporation bank account
showing awire transfer from the account to show they had
repaid part of the costs to be reimbursed.

Authority officids agreed with the finding related to the conflicts
of interest resulting in the excessve payments for child care and
furniture. They blamed the problems on the former
President/CEO or former chairperson. They stated current
management took immediate action when they found out about
the problems. In the child care matter, they said they obtained
alegd opinion from the State Attorney Generd and terminated
the contract in January 1998. They said they are currently
working through their attorney to recover the excessive child
care payments and have dready reimbursed HUD programs for
the excessve furniture cogts.

Our evauation of the Authority’ s comments did not change our
pogtion. The Authority’s purchase of waste disposal services
for federd programs from its ffiliated entity involves a conflict
of interest because the Authority’ s management has conflicting
responsibilities for operating both. On one hand the Authority is
responsible for ensuring costs are necessary and reasonable for
the efficient operation of the federa programs as required by
federd cogt principles. On the other hand, Authority
management also sats the service fees charged by the Housing
Assistance Corporation to the programs. As evidenced by the
finding, the fees charged to the federa programs exceeded
costs and market prices.
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HUD did not approve the Authority to charge disposa fees
established aboveits cogts. The feasbility study the Authority
saysit provided HUD in 1981 indicates the Authority was
considering operating its own waste disposa service. The sudy
shows costs such as labor, vehicle maintenance, container

mai ntenance, insurance, etc., and shows estimated savings
based on estimated costs. There is no indication the Authority
or the Housing Assistance Corporation would charge fees that
would permit an accumulation of sgnificant profits or retained
eanings.

Regarding the scope of work, as stated in the finding, there was
no forma written contract with the San Antonio Housing
Assistance Corporation to show the scope of servicesit
provided. However, we obtained the San Antonio Housing
Assistance Corporation’s service schedules and interviewed the
people performing the service to determine the scope of
services provided. We then compared the scope of servicesto
that provided by commercid contractors under contract during
the audit period. We bdieve our method of determining and
comparing the actua scopes of services was effective. The
commercial companies provided more service under contract
than the Housing Ass stance Corporation.

We do not agree with the Authority’ s conclusion that
competition to provide waste disposal serviceis inadequate.
Also, we do not agree with the Authority’ s method of
atempting to show the cost savings of using San Antonio
Housng Assistance digoosd service over that of acommercia
company. Although the Authority may have solicited price
quotes in July 2000 from six companies and only obtained a
quote from one company, we believe it was obvious the
Authority did not intend to award a contract. The Authority did
not publicly solicit bids. Therefore, we believeit is
understandable why other digposal companies limited their
responses. The scope of services proposed by the company
that provided the price quote was not comparable to the
services provided during our review period. The quote
included providing debris pick-up services not provided by the
Housing Assistance Corporation or commercia companies
under contract during our review period. The Authority used its
own debris crew for picking up debris and paid the crew with
federd program funds. Our comparison of actual contract
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pricesin effect during our audit period provides a much better
cost comparison than the price quote provided by the Authority
in response to our finding. Our comparison shows the fees
charged by the Housing Assstance Corporation, in a
noncompetitive Stuation, were in excess of market prices.

The Authority appeared responsive to our recommendation to
reimburse HUD programs. They agreed to make
reimbursement for Sdaries and benefits of the Disposa Crew
member and the Debris Crew working at non-HUD Properties,
for fuel and repair costs, and for landfill fees. However, our
review of employee work schedules provided to support the
sdaries and benefits of the generd maintenance helper did not
convince us that we should lessen the amount of costs
questioned for thisemployee. The employee swork schedules
were not specific as to whether the employee was working on
the disposal crew or the debris pick-up crew. Also, the work
schedules provided did not account for the entire time period
questioned. Therefore, we are till questioning $54,717 as
unsupported costs charged to the Low Rent Program.

We did a cursory examination of the compound journa entries
and the copy of a San Antonio Housing Assstance
Corporation bank account they provided to show they had
repaid part of the costs to be rembursed. However, from the
information provided, we could not readily determine whether
the HUD programs received the reimbursement.

The Authority cdculated the amounts it should reimburse HUD
programs for warehouse utility costs, warehouse rent, and lost
interest. We did not review these calculations but bdieve it
gppropriate to recommend HUD to review them to determine
whether the amounts are acceptable.

The Authority appeared responsive to our recommendations
related to the conflicts of interest involved in the excessve
payments for child care and the furniture purchase. Based on
documentation provided, we agree the former CEO and former
Board members may have had more knowledge of the
transactions when they occurred than the current management.
Therefore, we have made minor changes to our draft finding for
additiond clarification. However, the Authority did not provide
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Finding

us evidence to show actua reimbursements to HUD programs.
Therefore, HUD needs to ensure appropriate reimbursement.

Recommendations

00-FW-201-1004

We recommend HUD require the Authority to:

1A.

1B.

1C.

1D.

1E.

1F.

Implement control procedures to ensure the cogts of
dfiliate-related activities are not charged to HUD
programs and to avoid procurement transactions that may
involve favoritiam or a conflict of interest without
appropriate waivers from HUD.

Follow its own procurement policy in compliance with
HUD regulations and require the &ffiliate to compete for
al future disposa service work while ensuring that dl
competitors compete for the same and comparable scope
of work.

If the affiliate can provide comparable disposa services
for fees competitive with commercia rates, obtain a
written, conflict-of-interest waiver from HUD before
continuing payments to the affiliate for disposal services.

Repay HUD properties from non-federa fundsfor: (1)

excessive disposal sarvice fees of about $336,865;

(2) sdaries and benefits expenses of adisposa service
employee totaling $18,682; (3) sdaries and benefits
expenses for debris crew employees working a non-
HUD properties totaling $21,662; (4) repair and fuel
costs for debris crew work performed at non-HUD
properties totaling $2,953; and (5) landfill fees
estimated to be about $387,629, or determine and
repay actud landfill fees alocated to HUD properties
related to the affiliate’ s disposal service operation.

Determine and repay HUD Low Rent accounts any
excessive disposd service and landfill fees rdated to the
affiliate’ s disposal service operation charged to the Low
Rent Program since June 30, 1999.

Either satisfactorily demonstrate and support the
reasonableness of $54,717 charged to HUD program
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1G.

1H.

1l.

1J.

1K.

1L.

accounts for the costs of the generd maintenance helper’s
sdary and benefits or repay Low Rent accounts from
non-federa funds.

Determine and repay Low Rent accounts from non-
federd fundsthe affiliate’ s share of utility costs at the
Brazos and Tampico warehouses.

Determine and repay Low Rent accounts from non-
federa funds areasonable rentd rate for the Tampico
warehouse space utilized by the affiliate for its disposd
service activities since January 1998.

Determine and repay Low Rent accounts from non-
federd funds a reasonable amount for lost interest
revenue on the purchase price ($10,760) of the 1-ton
container-lift truck for the 14-year period ending March
20, 2000.

Repay $31,352 in excessive child-care contract feesto
Springview Apartments ( a HUD property) using non-
federd funds.

Repay to HUD programs from non-federd funds
$11,549 in excessve codts related to the furniture
purchase.

We dso recommend HUD consider taking administrative
sanctions againg those officers and Commissioners of the
Authority involved in decisions where conflicts of interest
existed.
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Management Controls

In planning and performing our audit, we obtained an under ssanding of management controls
relevant to the audit objectives. Management isresponsible for establishing effective
management controls, and in the broadest sense, theseinclude a plan of organization,
methods, and procedur es to ensure management goals are met. Management controlsinclude
the processfor planning, organizing, directing, and controlling program operations. They
include the systemsfor measuring, reporting, and monitoring program performance.

Significant Controls

Significant Weaknesses

We determined the following control categories were relevant
to our audit objectives.

Procurement & Purchasing
Cogsadlocation & digibility

We assessed these relevant control categoriesto the extent they
impacted our audit objectives.

A sgnificant weskness exigts if management controls do not
give reasonable assurance that resource use is consstent with
laws, regulations, and policies; that resources are safeguarded
againg waste, loss, and misuse; and that reliable data are
obtained, maintained, and fairly disclosed in reports. Based our
review, we believe the following items are Sgnificant
weaknesses:.

Authority managers did not follow established procurement
policy and purchasing procedures (finding).

Managers charged indigible and unsupported costs to HUD
programs (finding).
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Follow Up on Prior Audits

An Office of Inspector General audit report (No. 99-FW-201-1003, dated January 29, 1999) on the
Authority’s HOPE VI grants included one finding with recommendations relevant to our audit
objectives. Finding 1 of the report concluded the Authority did not comply with federal procurement
regulations and operated without a comprehensve procurement policy and recommended the Authority:

(1) develop acomprehensive procurement policy and contract administration system and
(2) take stepsto ensure: full and open competition; documentation supports procurement
transactions, and purchases are only for eligible expenditures.

Authority managers partialy addressed these recommendations by developing a procurement policy and

purchasing procedures. However, as discussed more fully in the findings, Authority managers did not
follow the procurement policy or purchasing procedures causing HUD programs to pay indigible costs.
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Appendix A

Schedule of Questioned Costs

Type of Questioned Costs
|ssue Indligile?  Unsupported #
1D. (1) Excessive Disposa Fees $336,865
Sdaries and Bendfits
(2) disposal crew 18,682
(3) debris crew 21,662
(4) Repairs & fud for the
debris crew 2,953
(5) Landfill Fees 387,629
1F. Maintenance Helper's $54,717
sdaries and benefits
1J. Child-care contract, 31,352
excessve fees
1K. Furniture purchase 11,549
Totals $810,692 $54,717

! Indigible costs are costs charged to a HUD-financed or insured program or activity that the auditor believes are
not alowable by law, contract, or federal, sate, or loca policies or regulations.

2 Unsupported costs are costs questioned by the auditor because the dligibility cannot be determin ed at thetime of
audit. The cogts are not supported by adequate documentation or thereis aneed for alega or administrative
determination on the digibility of the costs. Unsupported costs require afuture decison by HUD program
officids. Thisdecision, in addition to obtaining supporting documentation, might involve alegd interpretation or
clarification of Departmenta policies and procedures
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Appendix B

Auditee Comments

HOUSING AUTHORITY OF THE CITY OF SAN ANTONIO ———
LUPITA g}iIIERREZ 818 South Flores Street ® PO Box 1300
San Antonio, Texas 78295-1300
EMILIO AMAY A (210) 220-3210 ¢ Fax (210) 227-9307

Vice-Chair
BOB BELTRAN
SAHA

ROSS OMAR GARCIA

MICHAEL B. FELDBLUM
CONNIE SONNEN . MELVIN L. BRAZIEL

JON GARY HERRERA President and
DOROTHY WARD Chief Executive Officer
Commissioners

July 14, 2000

Mr. D. Michael Beard

District Inspector General

Department of Housing & Urban Development
South District Office of Inspector General

819 Taylor Street, Room 13!09

Fort Worth, Texas 76102

Dear Mr. Beard:

Attached is the response from the San Antonio Housing Authority to the Office of the Inspector General
HUD Audit Report, No. 00-FW-201-100.

If any further information is required, please contact me at (210) 220-1881.

Sincerely,

Wip f

Melvin L. Braziel |
President and CEO |

Encls.

of g and Officials SRPORTIRTY
"z
&
Q\\P"P Member - Public Housing Authorities Directors Association CLP HA Member - Councll of Large Public Housing Authorities

Pege 27 00-FW-201-1004



Appendix B

SAN ANTONIO HOUSING AUTHORITY
818 SOUTH FLORES STREET
SAN ANTONIO, TEXAS 78295

RESPONSE TO HUD AUDIT REPORT
NO. 00-FW-201-100

JULY 14, 2000
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SUMMARY

In February 1998, the HUD Office of Inspector General (OIG) initiated an audit of the San
Antonio Housing Authority. The stated audit objective was, “to find the extent of irregularities
involving the procurement of goods and services...”.

Their audit focused primarily on three transactions:

(D) The relationship of SAHA and its related non-profit “instrumentality” the San
Antonio Housing Assistance Corporation (SAHAC), and manner in which it
procured and allocated the cost of Waste Management and debris removal services;

(E) Payment for child-care services to the owner of a non-profit who also was serving
as a SAHA Commissioner at the time.

(F) Furniture purchased by SAHA from an unrelated non-profit entity whose
Chairperson was also SAHA’s Board Chairperson at the time and;

Approximately a year and a half, to two years after OIG initiated the audit, they provided SAHA
with a draft of their audit report. The report contained only one finding. Stated below is the
HUD OIG’s finding. It is followed by SAHA’s response.

HUD FINDING

The Authority’s conflict of interest arrangements caused HUD programs to pay
questionable costs of about $866,409.

affiliate’s *di&joasal
' -ent Program to

)00 for the period of
! arent: come 10 .a former
p‘- dzscharge qf a p, sible ‘debt of a Board
chmrperson Al occurred at the expense of HUD programs. -

Page 1 of 16
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PERSPECTIVE

In its report, the HUD OIG identified $866,409 in questionable costs. It is important to note that
$822,508 or 95% of the total questionable costs pertain exclusively to the San Antonio Housing
Authority’s (SAHA) procurement of waste management and debris removal services from the
San Antonio Housing Assistance Corporation (SAHAC), a non-profit instrumentality of the San
Antonio Housing Authority. For this reason, we will first respond to this particular allegation.
The response is formatted so that we state HUD’s concerns in the form of a question, and then
present SAHA'’s answer.

Distribution of HID QG Questioned Costs

This format was selected so as to assist HUD OIG, HUD, and readers of this response to clearly
understand that SAHA and SAHAC are not involved in a conflict of interest relationship, that
SAHA obtained HUD review, concurrence, and approval in procurement of waste disposal
services with SAHAC, and that no violation of HUD or federal regulation procurement policies
occurred in that instance.

Page 2 of 16
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HUD OIG ISSUE #1

Question:

SAHA Response:

SAHAC’s Articles of
Amendment to the
Articles of Incorporation
dictate in Article VI,
entitled DIRECTORS
that “Five directors who
shall be incumbent
members of the Board of
Commissioners of the
Housing Authority.”

This was done to
maintain common
interest and has been
reviewed by HUD, and
HUD OIG on numerous
occasions over the past
12 years..

Did a conflict of interest exist between SAHA & SAHAC?

No. The interests of SAHA and SAHAC are common, not in
conflict, as defined by the following:

SAHAC Articles of Incorporation

SAHAC’s Articles of Amendment to the Articles of Incorporation
dictate in Article VI, entitled DIRECTORS that “Five directors who
shall be incumbent members of the Board of Commissioners of the
Housing Authority. This was done to maintain common interest
and has been reviewed by HUD, and HUD OIG on numerous
occasions over the past 12 years.

The SAHAC Articles of Incorporation, Article II, entitled Purposes
states that, “the purposes for which the Corporation is formed are
purely public and charitable within the meaning of Section 501
(©)(3) of the Internal Revenue Code of 1954...” quoting the
Articles, which state:

(a) To promote and advance decent, safe and sanitary
housing for persons of low income, and particularly
elderly, handicapped, or disabled persons in the City
of San Antonio, Texas (the “City”), and County of
Bexar, Texas (the “County”), and to act as the
instrumentality of the Housing Authority of the City
of San Antonio, Texas (the “Housing Authority”)..

(£} To conduct its business and affairs so as to vest
in the Housing Authority or its lawful successor or
successors, or failing such succession, in the City
all right, title and interest of this Corporation or
to all of its properties and assets free of all
encumbrances (other than tenant leases) which have
been created subsequent to the acquisition of such

00-FW-201-1004
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property by the Corporation, in order that the Housing
Authority or the City may acquire such properties and
assets (or interest therein) either without any
consideration or upon such other basis as may be
mutually agreed upon by this Corporation and the City,
provided that whenever this Corporation shall have
fully paid all of its indebtedness incurred.

SAHAC By-Laws

The by-laws of SAHAC specifically provide that the directors shall
have “no right, title or interest in or to any property or assets of the
corporation”, and that the “directors shall receive no salary for their
services” (nor shall any close relative of a director receive
compensation for serving the corporation);

SAHAC’s IRS Application

SAHAC’s application Form 1024, Application for Recognition of
Exemption under Section 051 (a) to the United States Internal
Revenue Service (IRS) dated March 10, 1982, clearly states that a
common interest is held solely with SAHA. In response to Part III,
question #2, which asked:

a.: “Are you now, or do you plan to be connected in
any way with any other organization?”

SAHAC’s form responded “YES”, and described the relationship
with SAHA as follows:

e “A political subdivision of the State of Texas created by
Article 1269K of the Vernon Anotated Texas Statues. A

public housing agency that provides housing to low
income families.”

In response to Part IlI, question #3 which asked :

b: “Describe in detail the specific purposes for which
you were formed, the activities presently carried on,
and those that will be carried on. If you are engaged
in any business or fund raising activity, describe in
detail the nature and the scope of the activity.
Attach copies of any agreements with other parties
related to conducting the business or fund raising

activity. For each business activity engaged in,
state how it contributes importantly to your exempt
purpose.”

SAHAC'’s response was as follows:

e This corporation was formed by the San Antonio
Housing Authority for the purpose of providing waste

Page 4 of 16
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HUD’s letter dated
February 6, 1981
confirms their
understanding of a
common interest between
SAHA and the to be
developed waste disposal
entity.

disposal services to residents who live in housing owned
or managed by the Housing Authority.

o The funds to operate these services and to pay the note
will be provided by an annual grant to the Corporation
by the Housing Authority of the City of San Antonio.
Services will be provided at no cost to the residents. All
excess funds will be transferred to a reserve account to
be set up for maintenance and replacement of existing
equipment.

e There is a possibility that in the future, the Corporation
may acquire housing for low-income families, and any
funds in excess of total operating expenses will be
placed in a reserve account for maintenance.

Further evidence of no conflict of interest is found in HUD’s letter
dated February 6, 1981", confirming their understanding of common
interest by stating:

*We have reviewed your letter dated January 23, 1981,
regarding the proposal for the Housing Authority to
develop its own garbage disposal operation. On the
basis of the information you have put together, we
agree that the potential appears quite promising, and
we do not see any objection to the basic concept...
We assume that you intend to include this in the
budget for FY beginning July 1, 1981.~"

Therefore, SAHA believes it cannot accurately be stated, or alleged, that SAHAC is unrelated to
SAHA. SAHAC is an entity with interests and purpose solely for the benefit of SAHA.

! A copy of HUD's letter is contained in the appendix.

00-FW-201-1004
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Question:

SAHA Response:

(4). Pro" 1

1nadequate. : :
(i) Procurement by noncompetltlve proposals may ‘be u.sed only when
the award of a  contract is infeasible under 'small purchases
prcacedures, sealed bids" oxr" compet:.t:.ve proposals and one’ of the
;follow:.ng c1rcumstances applles :

Did SAHA violate HUD procurement policy in procuring waste
management services from SAHAC?

No. SAHA complied with applicable federal procurement
regulations contained in 24 CFR 85.36, using the fourth method
of procurement permitted in the regulations, which authorizes the
HA to use non-competitive proposals (i.e. procurement through
solicitation of a proposal from only one source, or after
solicitation of a number of sources, competition is determined to
be inadequate). The OIG bases their finding of a violation on the
belief that SAHA be limited to using the second method in the
regulations as the sole method for procurement compliance. The
following excerpt from the Code of Federal Regulations clearly
shows that non-competitive procurements are permissible under as
stated.

THE FEDERAL REGU_;AT_IQNS CONTAINED AT 24 CFR 85 36 STATE, IN PART:

(A) The J.tem is ava:.lable only from a s:.ngle saurce.

(B) The ubllc ex;gency‘
t-a delay resu
{C) The award:.ng agency.

emergency . for the reguirement will not:
g from competltlve SOl:LCltathn, S
horizes noncompetlt:.ve proposals, oxr:

(D) After solicitation of a number of sources, competition: is

determined madequate. s

(11)00st analysxs,xw "
progectlons of £k

e ‘rev1ew accénipllshed‘ after‘
sthe awarding agency Tmay stlll review - the
1catlons, ‘with such ‘veview. usually 11m1ted “to the

‘1fy:Lng the pxoposed cost date,"' the
the evaluatn.on of tha “specific

a sollca_tatlon ‘has‘ been

: : ‘technlcal aspects of the proposed purchase
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SAHA Response to HUD OIG Report

July 14, 2000

HUD’s letter dated February
6, 1981, acknowledges the lack
of adequate competition,
SAHA’s Waste Disposal Costs
Analysis, and agrees with
SAHA starting their own
Waste Disposal Entity.

The OIG also confirmed
in its own report that
SAHA did obtain
competitive information
by referencing the
January 1997, September
1997, and September
1999 commercial disposal
contracts.

In compliance with the federal regulation, SAHA determined, after
solicitation of a number of sources, that competition was
inadequate. In compliance with paragraph (i) of subsection (4),
since the procurement was larger than $100,000 it could not be
considered under small purchase procedures, and according to the
solicitation responses SAHA demonstrated that procurement was
feasible under sealed bids or competitive proposals since no true
competition existed. SAHA documented that competition was
inadequate by soliciting a number of sources and preparing a cost
analysis in January 1981, thereby complying with 24 CFR 85.36
Section (4)(i)(D), including subsection (ii) and (iii). The sole
responding commercial bid increased waste disposal fees to SAHA
by more than 111%. SAHA completed the entire cost analysis
verifying the proposed cost data, projections of the data, and the
evaluation of the specific elements of costs and profits, as required.

SAHA'’s letter dated January 23, 1981, transmitted to HUD the
feasibility analysis requesting HUD pre-award review in
accordance with paragraph (iii) and subsection (g) of the same
section. On February 12, 1981, SAHA received HUD’s letter
dated February 6, 1981, acknowledging review of SAHA'’s
analysis, as required under procurement regulations, and agreeing,
to SAHA'’s intent to develop and establish its own garbage disposal
operation. HUD’s letter acknowledges and documents official
confirmation, and concurrence with:

o The lack of adequate competition;
e SAHA'’s 5 year cost analysis for FY’s 1982 — 1 9857,

o Agreement with SAHA establishing its own related
instrumentality to provide exclusive waste disposal and debris
removal at housing developments.

In addition, as late as July 2000, SAHA re-confirmed that
competition in waste disposal services continues to be inadequate
to obtain cost competitive proposals from the commercial market.
SAHA research clearly shows that one firm, Waste Management,

Inc..:

o Is the sole provider of waste disposal services for the Housing
Authority’s in Dallas, Austin, Ft. Worth, and Houston;

2 (an additional cost analysis was completed at the end of FY 1983, and FY 1989 confirming SAHAC's as
being more cost effective than the commercial sector)

00-FW-201-1004
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SAHA Response to HUD OIG Report July 14, 2000

e Was the only provider able to respond to SAHA’s IFB for
waste management services completed in July of 2000 with a
scope equivalent to SAHAC;

e Owns one, of the two waste landfill sites in San Antonio;

e Is one of only two firms, out of the six to whom proposals were
submitted, that owns the same specialized dumpster side-
loading equipment, similar to SAHAC, that is capable of
servicing SAHA Low-Income Public Housing sites.

The OIG also confirmed in its own report that SAHA did obtain
competitive information by referencing the January 1997,
The OIG based their finding September 1997, and September 1999 commercial disposal
of excessive fees incurred by contracts. The scope of services provided by the two commercial
SAHA on erroneous and carriers were significantly less than those provided by SAHAC, and
understated scopes of work are not, therefore, valid measures of the competitiveness or
performance and associated . . . .
fecs. excessiveness of rates in comparison with SAHAC. Based on the
cost analysis obtained when HUD first approved the SAHAC
concept, and the bids obtained in July 2000, SAHAC provides its
services at substantially less cost to SAHA, with services that
address the full scope of services required by SAHA to address the
waste disposal and debris removal demands required of SAHA’s
developments. Furthermore, the services are being provided by
SAHAC at a projected savings of more than $100,000 for FY 2001,
when compared with the only provider who responded to the
request for information (RFI).

Question: Did SAHA pay excessive funds to SAHAC as a result of a non-
competitive bid process?

SAHA Response: No. SAHA’s analysis of the cost of fees paid to SAHAC by the
HUD funded program, as compared to what would have been paid
to the commercial sector, saved more than $420,000 over the three
year period of FY 1997 and FY 1999, and the potential of saving
$166,000 for FY 2001. The OIG based their finding of excessive
fees incurred by SAHA on erroneous and understated scopes of
work and associated fees. SAHA’s detailed analysis comparing
similar scopes of work with SAHAC clearly demonstrate that, rather
than excessive, SAHA’s costs are approximately 25% less per
square yard than using the commercial waste disposal firm. It
should also be noted that better communication by OIG with SAHA

Page 8 of 16
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4 Year Comparison of HUD Limited Scope vs. SAHA & Commercial peI'IOd for

management in a number of instances might have eliminated this
confusion.

The chart shown below illustrates that, over the most recent four year
comparable services,

Comprehensive Scope of Waste Disposal Costs using SAHAC, SAHA pays less for

waste disposal services from
SAHAC than those charged by

Cost Per Yard

available commercial waste
disposal providers. In all cases,
SAHAC’s costs have proven to
be less than those charged in the
commercial sector, and include
: ; a more comprehensive scope of
1998 1899 2000 work. Analysis of the contract

Years)  and prices the OIG used to make a finding that SAHA

: &6 b
BIHUD OIG Report Cost Per Yard  (A) had paid “excess fees”, to
W SAHA Cost Per Yard (8) * (Budgeted for FY 2000) SAHAC, clearly shows that the
OCommercial Bid Cost Per Yard* (€) prices are lower because the

scope of work completed by SAHAC is more comprehensive in meeting
the needs of SAHA waste disposal needs. The charts below clearly
demonstrate SAHAC’s significantly lower when compared to
commercial waste disposal bids.

Table 1, outlines the differences between SAHAC and Commercial
Contracts Used by HUD OIG above, outlines some of the specific

Table 1. January | September | September | SAHAC
SAHA Waste Disposal Needs 1997 1997 1999 Scope
Contract | Contract Contract
Dispose of Dumpster Debris 2x (or in | Included Included Included Included
some cases 3x) per week
Disinfect/Sanitize each container at| Included Included Included Included
each disposal incident
Remove trash from around each| Included Included Included Included
dumpster at disposal
If dumpster blocked, contact Not Not Not Included
management and pick up later same day | included included included
Maintain all Dumpsters in proper | Included Included Included Included
condition
Provide majority of side load dumpster Not Not Not Included
capability included included included
Remove all large debris, branches, Not Not Not Included
brush, once per week included | performed | included
Page 9 of 16
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SAHA Response to HUD OIG Report July 14, 2000

Total Cost Per Yard

differences between the SAHAC scope of work and those performed by
the waste disposal contractors used by the HUD OIG to indicate that
SAHA paid more for services than they should have.

Table 1 clearly shows that SAHAC’s scope is more comprehensive in the high labor
areas that cannot always be performed simply by driving and lifting a loaded
dumpster, or that require special equipment that 4 out of six commercial waste
disposal firms in the San Antonio area do not even have in inventory. In the HUD
OIG’s report, all of the contracts that are listed as costing less per yard than SAHAC
are not equivalent in either scope of work, labor requirement(s), or equipment needs.
Not withstanding, SAHAC’s cost per yard is more than competitive when compared
to the other Texas Housing Authorities.

Survey of Average Dumpster Cost for Texas Housing Authorities
(Cost for Large Debris Removal is only included in the San Antonio Costs)

Average Cost Per Dumpster
g
o
o
8

Dallas Austin San Antonio Ft. Worth Houston
Agency

4 Year Comparison of HUD Limited Scope vs. SAHA & Commercial Comprehensive Waste

Dronoss) Cost Based on proposals obtained from

e the commercial waste disposal
o0 ' field, SAHAC is consistently lower
sas0 ———M than the estimated cost for using
$200 : . comparable services from the
oo o — ” commercial waste disposal
marketplace.
$200 95 T 5189
s160 The charts shown on the left and
$100 below illustrate the difference in
s050 costs for performing the SAHAC
scope of work between the private
4 1997 1908 1909 2000 sector and SAHAC. The chart
T el also shows that the cost used by the OIG to
o St e e oy =) determine that SAHA paid “excess fees”, is
understated. The commercial costs are
Page 10 of 16
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100%

based on proposals and quotes obtained by SAHA during analysis of the SAHAC.

SAHA and HUD OIG Cost Compared as a Percent of Commercial Cost

L o ooy

$3:99—

80%

80%

70%

60% 7

50%

40%

30%

Percent of Commercial Costs

20%

10%

0%

o
T WU
1997 1998 1999 2000
Years
=== ommercial Bid Cost Per Yard* (C)
P SAHA Cost Per Yard (B) * (Budgeted for FY 2000)
=W 11D OIG Report Cost Per Yard  (A)

The two charts above objectively demonstrate that, based on current commercial cost
proposals on SAHAC equivalent waste disposal scope of work, SAHAC’s cost are
consistently less than 60% the cost for commercial waste disposal services.

00-FW-201-1004
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HUD OIG ISSUE #2

The ~San. Antonio  Housing - Authority entered into a conflict-of-interest
procurement .arrangements involving a children’s day care operation, Dora’s
Sure Care: and a non-profit agency, the Partnership for Hope. Authority
managers and Board members had conflicts of interest in the arrangements.
$3‘1',352.:i‘n“‘eyxcesSive;ff‘te'nant;chz‘l&tdre; fees, and $11,549 in excessive furniture
costs. : LM ‘ e

Child Care Expenses -
$31,352
4%

The allegations regarding conflict-of-interest and payment of excessive funds to Dora’s Sure
Care are responded to as follows:

Question: Did a conflict exist between SAHA and Dora’s Sure Care, an
unrelated nonprofit childcare agency?

SAHA Response: Apparently, Yes. 1t also appears that the only parties engaged in
this conflict-of-interest with knowledge were SAHA’s former
President/CEO and the owner of the childcare agency.

Question: Did SAHA pay excessive funds to Dora’s Sure Care for childcare
services?

SAHA Response: Yes. While we agree with the auditor on this matter that the fees
were excessive, we disagree that appropriate actions were not taken
after being notified about the over-billings by SAHA’s Internal

Page 12 of 16
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SAHA Response to HUD OIG Report July 14, 2000

Audit Department.  Quite the contrary, action was taken
immediately. The contract was terminated. SAHA then obtained an
opinion from the Texas Attorney General and, immediately upon
the Attorney General’s determination of a conflict, asked the
Commissioner to resign. SAHA is working through its attorney to
recover these funds.

HUD OIG ISSUE #3

The San Antonio  Housing Authority entered into a conflict-of-interest
procurement arrangement involving the Partnership for Hope. - Authority
managers and Board members had - conflicts of interest in the arrangements.
$31,352 in excessive tenant child=care fees, and $11,549 in excessive furniture
costs. S :

Furniture Purchase

-$11,549
— | 1%

The final component of HUD’s finding involves allegations concerning SAHA’s purchase of
furniture from Partnership for Hope, an unrelated non-profit agency.

Question: Did a conflict of interest exist between SAHA and Partnership for
Hope an unrelated non-profit agency?

Page 13 of 16
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SAHA Response: Apparently, yes. It also appears that the only participants engaged
in this conflict of interest with knowledge were SAHA’s former
President/CEO and its former Chairperson.

Question: Did SAHA pay excessive funds to Partnership for Hope when it
purchased their furniture?

SAHA Response: Yes. The excess funds were paid over the strenuous objections of
SAHA staff who advised the former President/CEO that the
purchase price exceeded fair market value. In spite of staff protests,
the former President/CEO signed off on the invoice and issued a
directive that it be paid. Since then, excessive funds have been
reimbursed using non-Federal funds.

Page 14 of 16
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CONCLUSION

In conclusion, SAHA strongly believes that 95%, or $822,508 of the total questionable costs
alleged by HUD OIG should be deleted from the finding because no conflict-of-interest,
procurement violation, or excessive charges were involved in the provision of waste
management services to SAHA owned housing developments. Additionally, the methodology
used by HUD OIG to arrive at the questionable costs of $822,508 is flawed, erroneous, and
misleading. Further, a review of the supportive documentation included in this response clearly
demonstrates that the San Antonio Housing Assistance Corporation (SAHAC) is in fact a public,

Distribution of HUD OIG Questioned Costs

fully disclosed,
HUD  approved
non-stock, non-
profit corporation
acting as an
instrumentality of
SAHA.

Documentation
shows that
SAHAC was

created for one
exclusive purpose:
to provide garbage
and debris removal
services for
SAHA, and to

solely deliver on SAHA’s commitment to provide safe, decent, and sanitary housing to its

resident;

S.

Moreover, SAHA is including as part of its response, analytical data that demonstrates that no

$120.00

p

Cost Per Di

Comparison of SAHAC Cost with Commercial Waste Disposal Firm FY 2000

$100.00
$80.00
$60.00
$40.00

< $20.00

$-

2000 Commercial Bid To SAHA

other
organizatio
n in the
marketplac
e has
proven to
be able to
handle the
unique and
peculiar
demands
of SAHA’s
housing
developme
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nts, at least at a competitive cost as compared with SAHAC. In SAHAC’s case, the cost of waste
management and debris removal services costs is actually less than what the market place
charges, or would charge for comparable services.

With respect to the OIG allegations regarding waste management services, it is SAHA’s strong
contention that no conflict-of-interest, procurement violations, or payment of excessive funds
occurred. Therefore, all reference to such should be eliminated as a finding.

SAHA'’s creation and use of SAHAC was and continues to be for one purpose:
To maximize service to residents with the least cost. To deny SAHA the
ability to use SAHAC and save hundreds of thousands, and eventually
millions of dollars, is counter-intuitive as is the idea that SAHAC is unrelated
to SAHA.
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