Press the "Esc" key for access to Print and Zoom contrg

AUDIT REPORT

OMAHA HOUSING AUTHORITY
HOUSING AUTHORITY OPERATIONS
OMAHA, NEBRASKA
00-KC-201-1001

DECEMBER 3, 1999

OFFICE OF AUDIT, GREAT PLAINS
KANSASCITY, KANSAS

Navigate by using "Page Up" and "Page Dow »
keys. Also, use hyperlinks on Table of Contents :
at the bottom of each page. EXxit



http://www.hud.gov/oig/oigindex.html

Issue Date

December 3, 1999

Audit Case Number
00-KC-201-1001

Office of Inspecior General
TO: Michael A. Williams, Director, Troubled Agency Recovery Center, PB1
fi% PN fg %A_EM_/
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SUBJECT:  OmahaHousing Authority
Housing Authority Operations
Omaha, Nebraska

We completed an audit of the Omaha Housing Authority. We conducted the audit at the request of
HUD and to follow up on issues identified in a January 1999 independent public accountant report.
The overd| objective of our audit was to determine whether the Authority complied with applicable
laws and regulations related to cash handling procedures, identity-of-interest non-profit entities,
procurement and contracting, inventory procedures, management information systems, Specid
Purpose Grants, the Section 8 program, and accounting procedures. We aso assessed the Authority’s
gaffing and organizationa structure and the Authority’s compliance with the “Housing Opportunity
Program Extension Act of 1996.”

The Authority did not maintain an effective control environment, lacked adequate cash controls, used
$1,082,992 in federal funds to pay unalowable expenses or expenses it could not support, did not
follow federd or its own procurement regulations, conducted an inadequate year-end inventory for
1998, did not exercise adequate control over implementation of its management information system,
did not follow federa regulations regarding a Specid Purpose Grant, did not properly administer its
Section 8 program, and did not properly account for cable television revenues. We also determined the
Authority’s organizational structure and staffing were comparable to other housing authorities of
gamilar sze, and the Authority substantialy complied with the “Housing Opportunity Program
Extenson Act of 1996.”

Within 60 days, please provide 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.

Should you or your staff have any questions, please contact me at (913) 551-5870.
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Executive Summary

We completed an audit of the Omaha Housing Authority. We conducted the audit at the request of
HUD and to follow up on issues identified in a January 1999 independent public accountant report.
The overd| objective of our audit was to determine whether the Authority complied with applicable
laws and regulations related to cash handling procedures, identity-of-interest non-profit entities,
procurement and contracting, inventory procedures, management information systems, Specid
Purpose Grants, the Section 8 program, and accounting procedures. We aso assessed the Authority’s
gaffing and organizationa structure and the Authority’s compliance with the “Housing Opportunity
Program Extension Act of 1996.”

The Authority did not maintain an effective control environment, lacked adequate cash controls, used
$1,082,992 in federal funds to pay unallowable expenses or expenses it could not support, did not
follow federd or its own procurement regulations, conducted an inadequate year-end inventory for
1998, did not exercise adequate control over implementation of its management information system,
did not follow federa regulations regarding a Specid Purpose Grant, did not properly administer its
Section 8 program, and did not properly account for cable televison revenues. We dso determined the
Authority’s organizational structure and staffing were comparable to other housing authorities of
amilar sze, and the Authority substantialy complied with the “Housing Opportunity Program
Extenson Act of 1996.”

Because of the problems identified, HUD lacks assurance the Authority used its resources to the
maximum extent to benefit low and moderate income tenants.

|
The Authority exhibited deficiencies in six of seven
Authority Did Not Have components the Committee of Sponsoring Organizations of
An Effective Control the Treadway Commission defines as necessary for an
Environment effective control environment. The Authority had
deficiencies in: integrity and ethical values, commitment to
competence, board of directors or audit committee,
management philosophy and operating style, assgnment of
authority and responsibility, and human resource policies
and procedures (see Finding 1).
. The Authority did not have adequate controls over cash.
Authority Lacked . __ : _
e el The Authority maintained a change fund on its premises that

reached as much as $50,000, did not complete timely cash
reconciliations, and did not adequately segregate its employees
duties (see Finding 2).

The Authority inappropriately used $1,082,992 in federa
funds to pay ineligible or unsupported expenses. The
Authority paid $21,877 for travel expenses to track meets
even though regulations did not allow such payments, could

Authority Paid
Unallowable And
Unsupported Expenses
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Executive Summary

Authority Did Not Follow
Proper Procurement And
Contracting Procedures

Authority’ s Inventory
Process Was Not
Adequate

Authority Did Not
Adequately Implement Its
Management Information
System

Authority Did Not Follow
Regulations Regarding A
Specia Purpose Grant

Authority Did Not Properly
Administer Its Section 8
Program
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not support that related entity debts and expenses totaling
$905,225 were reasonable and necessary for the Authority’s
public housing program, paid $6,190 for Section 8 forms
that were available from HUD at no cost, and paid $149,700
for anon-qudified supplemental continuation plan (see Finding
3). The Authority also hired a federal lobbyist and did not
ensure the lobbyist was paid $11,475 from non-federal
funds (see Finding 10).

The Authority did not dways solicit competitive bids, made
payments to vendors without a valid contract in place; entered
into a contract drafted by the vendor, which contained no
definitive ending date and had an automatic renewd clause; and
procured goods and services exceeding $1,000 without issuing
awritten contract (see Finding 4).

The Authority’s year-end inventories for 1998 were
unreliable. The Authority did not have formal procedures
for conducting the inventory counts, did not have adequate
records to support the value assigned to its fixed assets, and
did not always assign a knowledgeable employee to oversee
inventory counts. Further, the Authority has no assurance a
$688,386 inventory adjustment made at the end of 1998 is
accurate (see Finding 5).

The Authority did not establish a comprehensive system
implementation plan to identify the scope, tasks, activities,
and resources needed to effectively and efficiently manage
the implementation of its new management information
system (see Finding 6).

The Authority violated federal requirements regarding a
Specia Purpose Grant it recelved to construct a training
facility and provide job training for tenants. The Authority
did not request disposition instructions from HUD when the
Authority ceased using the facility for the authorized
purpose. As aresult, HUD lost the use of $130,500 (see
Finding 7).

The Authority did not properly administer its Section 8
program, alowing its program expenses to exceed earned
fees and reserves (see Finding 8).
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Executive Summary

Authority Did Not Properly
Account For Cable
Tdevison Revenues

The Authority did not properly account for funds it
collected for cable television services. From January 1996
through January 1999, the Authority failed reimburse its
public housing program for $79,918 of public funds used to
pay for cable television services (see Finding 9).
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| ntroduction

On May 21, 1935, the Nebraska Legidature passed the Metropolitan Cities Housing Authorities
Law in response to national efforts to revitalize . . -

economically depressed communities and §
finance low-rent housing. To initiate housing
efforts in Omaha, the City of Omaha passed a v
resolution establishing the Omaha Housing sucwres
Authority on May 28, 1935. The Authority =
contracts with HUD to provide low and
moderate income individuals with safe and
sanitary housing through rent subsidies. The
Authority administers 2,708 public housing
units and 3,787 Section 8 units. A five
member Board of Commissioners governs the
Authority. The Authority’s central office is .
located at 540 South 27" Street, Omaha, Nebraska, 68105.

In recent years, HUD expressed concerns about the Authority’s operations. To address these
concerns, the Authority contracted with an independent public accounting firm, KPMG Peat
Marwick LLP, in 1998 to conduct areview of its operations. KPMG issued a report in February
1999 detailing many deficiencies in the Authority’s operations. In June 1999 HUD designated the
agency as “troubled” in accordance with HUD’s Public Housing Management Assessment
Program. HUD then assigned oversight of the Authority’s public housing programs to its
Troubled Agency Recovery Center in Cleveland, Ohio. The Troubled Agency Recovery Center
began working with the Authority to correct operational deficiencies in August 1999. In October
1999 HUD aso assigned oversight of the Authority’s Section 8 program operations to the
Troubled Agency Recovery Center.

The overdl objective of our audit was to determine whether
the Authority complied with applicable laws and regulations
related to cash handling procedures, identity-of-interest
non-profit entities, procurement and contracting, inventory
procedures, management information systems, Specid Purpose
Grants, the Section 8 program, and accounting procedures.
We dso assessed the Authority’s staffing and organizationa
sructure and the Authority’s compliance with the “Housing
Opportunity Program Extension Act of 1996.”

Audit Objectives

We performed our on-site work from March 1999 through
Audit Scope and September 1999 to determine whether the Authority
Methodology complied with applicable laws and regulations related to cash
handling procedures, identity-of-interest non-profit entities,
procurement and contracting, inventory  procedures,
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management information systems, specid purpose grants, the
Section 8 program, accounting procedures, saffing and
organizational structure, and compliance with the “Housing
Opportunity Program Extenson Act of 1996.” We
interviewed HUD staff, current and former Authority staff,
and the vendor for personnel benefit packages. We
analyzed: HUD files, Board of Commissioner meeting
minutes, organizational charts, policies and procedures
manuals, bank statements and canceled checks, cash
reconciliations, cash recelpts and deposits, cash
disbursements and invoices, cash flow and budget variance
reports, lega files, journa vouchers, personnel and payroll
records, vendor files and contracts, year-end inventory
count sheets and fixed asset inventory lists, management
information system planning and testing records, grant files,
Section 8 files, the cost allocation plan, homeownership
files, tenant files, tenant account ledgers, travel vouchers,
and |lease agreements.

Further, we tested employee access to the Authority’s
on-site change fund, conducted a surprise cash count, and
verified the accuracy of a sample of the fixed assets from the
Authority’ s fixed asset inventory list.

The audit covered the period from January 1991 through
September 1999, and was adjusted as necessary. We
conducted the audit in accordance with generally accepted
government auditing standards.

We provided a copy of this report to the Authority’s

Executive Director and the Chairman of the Board of
Commissioners.
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Finding 1

The Authority Did Not Have An Effective
Control Environment

The Omaha Housng Authority did not have an effective control environment. We identified
deficiencies in Sx of the seven areas outlined as necessary to achieve an effective control environment
according to the Committee of Sponsoring Organizations of the Treadway Commission. As a result,
the Authority could not provide HUD assurance regarding the effectiveness and efficiency of
operations, rdiability of financid reporting, and compliance with applicable laws and regulations.

Requirements

Authority Did Not Have
An Effective Control
Environment

The Committee of Sponsoring Organizations of the Treadway
Commission published a report, “Interna Control Integrated
Framework,” that outlines the components of an organization's
control environment.  The components include:  integrity and
ethicd vaues, commitment to competence, board of directors
or audit committee, management’s philosophy and operating
dyle, organizational structure, assgnment of authority and
respong bility, and human resource policies and practices.

The Authority did not have an effective control environment.
We determined the Authority exhibited deficienciesin six of the
seven areas outlined by the Treadway Commisson. The
Authority had wesknesses in the following control aress
integrity and ethical vaues, commitment to competence, board
of directors or audit committee, management philosophy and
operating style, assgnment of authority and responsbility, and
human resource policies and procedures. We aso performed a
limited review of the area of organizationd structure and found
no indications of deficiencies.

The control environment sets the tone of an organization. In
our opinion, tone includes both an entity’s actual environment
and employees perceptions of the environment. An effective
control environment fosters shared values and teamwork in
pursuit of the entity’s objectives. Our discussons with current
and former Authority staff reveded there were, a a minimum,
perceptions that were harmful to the control environment. Six
key current and former employees expressed concerns that
senior management did not share the same vaues or foster
teamwork in the manner necessary to achieve the Authority’s
objectives. For example, the employees sad:
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Integrity And Ethical
Vaues
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Senior management expressed unwillingness to  fully
cooperate with groups reviewing the Authority’s
operations, including the Board of Commissioners. In
regard to our review, staff were told to answer only those
questions specificaly asked, provide only those documents
gpecifically requested, and refran from offering any
unsolicited  information. In regard to Boad of
Commissoner mesetings, staff were told to refran from
answering any questions from the Board or adding any
information to senior management comments unless
gpecificaly asked to do 0.

Senior management ingtructed staff members to accomplish
a task, then later questioned the staff as to why they
performed the task. The staff interpreted this as lack of
top-level support and poor communication.

The Authority has a reputation of issuing Requests for
Proposdls for goods and services; then, after vendors bid,
they cancd the Request for Proposals and give the task to
the vendor of choice.

As previoudy stated, the control environment sets the tone of
an organization. Tone includes an entity’s actud environment
as well as employees perceptions of that environment. Our
review of the Authority disclosed a lack of shared values and
teamwork between senior management and staff, and among
daff members.  As a result, the Authority’s control
environment had sgnificant deficiencies that need immediate
attention.

An entity’s objectives and the way they are achieved are based
on preferences, vadue judgments and management styles that
trandate into standards of behavior and reflect management’s
integrity and its commitment to ethical values. Integrity and
ethica values are essential elements of the control environment,
affecting the design, administration and monitoring of other
interna control components. Senior management plays a key
role in determining the organization’s culture. The Executive
Director is usudly the dominant persondity in a public housing
authority and should set the example for ethical tone.

Management must convey its commitment to acceptable

busness practices, avoidance of conflicts of interest, and
compliance with standards of ethical and mora behavior. Our
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Finding 1

Commitment To
Competence

review disclosed that management did not follow acceptable
business practices in regard to adequate competition among
vendors serving the Authority’s needs.  Authority personnel
confirmed the Authority used the same vendors exclusively for
certain sarvices.  Although the Authority believed these
vendors were the only vendors that could perform the services,
the generd nature of the services (dectrical, plumbing, heating
and cooling, and paint supplies) and the large sze of the
Omaha metropolitan area indicate otherwise.  Intentiona
avoidance of adequate competition among vendors indicates
controls were lacking in the area of integrity and ethica values.
In addition, lack of competition is unfair to area businesses and
provides no assurance quality goods and services are acquired
at the lowest price.

Another dement of integrity and ethical vaues is whether
management appropriately deals with signs that problems exist.
We determined the Authority did not heed concerns expressed
by outside parties regarding the Authority’s operations. HUD
issued a Section 8 management report to the Authority in
January 1997 that included concerns regarding the Section 8
program operating in a deficit position. As of the end of our
review in September 1999, nearly three years after HUD
notified the Authority of its concerns, the Authority still had
not diminated the deficits.

Also important to integrity and ethicd vaues is whether
management follows the same guiddines it imposes on
employess.  We identified one example in which the
Authority’s policies and procedures contained different rules
specific to Executive Director travel. The Executive Director
could approve higher own travel estimates and also approve
the resulting voucher for rembursement. All other employees
were required to obtain a second level of approva before travel
could be taken and expenses rembursed.  While we did not
find any indication of improprieties regarding Executive
Director trave, it is till important for management’ s guiddines
to be the same as dl other employees.

Competence should reflect the knowledge and skills needed to
accomplish tasks that define an individud’s job. How well
these tasks need to be accomplished is generdly a management
decision that should be made consdering the entity’ s objectives
and management’s drategies and plans for achievement of
objectives. Management needs to specify the competence

Page 5 00-KC-201-1001

»
Exit




Finding 1

00-KC-201-1001

s 3
T.0.C.

levels for particular jobs and trandate those levels into requisite
knowledge and sKills.

One way management illudrates its commitment to
competence is by making clear the specific job duties expected
of each employee. Formal or informal job descriptions or other
means of defining tasks that comprise particular jobs is
important in demongrating management’s commitment to
employees competence.  We determined the Authority’s
generd job descriptions and information on detailed tasks
expected from each podgtion were outdated and needed
revison. Since the last revison of the job descriptions in 1996,
the Authority reorganized and significantly changed job
descriptions and duties. In addition, postion duties and
operationa  processes recently changed with  the
implementation of its new management information system.

Conducting periodic andyses of knowledge and skills needed
to peform the jobs adequatdly is another dement of
management’s commitment to competence. The Authority
conducted annua performance evaduations of its employees
and used the evauations as an avenue for employees and their
supervisors to identify training needs for improving employees
performance.  Although the Authority conducted periodic
reviews, it placed employees in key postions without the
employees having the needed training to perform the job
effectively.

For example, an employee, with no procurement background
and no formd training, was placed in the position of processing
and approving daily procurement transactions. In another
ingtance, the Authority tasked a maintenance supervisor with
conducting the 1998 year-end fixed asset inventory. The
supervisor and his crew had no experience in conducting a
fixed asst inventory and did not understand what was
congdered to be a fixed asset. These employees did not
receive training or forma instructions before conducting the
inventory. Asaresult, there is no assurance as to the accuracy
of the inventory.

In our opinion, alack of commitment by management to clearly
define duties expected of employees and the assgnment of
duties to employees for which they have not been trained
causes unredigtic expectations by management, frustration
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Finding 1

Board Of Directors Or
Audit Committee

among employees, and the posshility of criticd deficiencies in
the entity’ s operations.

The control environment and “tone at the top” are influenced
ggnificantly by the entity’s Board of Directors or Audit
Committee. Factors include the Board or Audit Committee's
independence from management, experience and dature of its
members, extent of its independence and scrutiny of activities,
and the appropriateness of its actions. Another factor is the
degree to which difficult questions are raised and pursued with
management regarding plans or performance. An active and
involved Board of Directors is critical to effective interna
control.

An effective board congructively chdlenges management’s
drategic initiatives and maor transactions and probes for
explanations of past results. The Authority operates under a
Board of Commissoners conasting of five individuds. The
Board holds monthly meetings and, when needed, holds specid
meetings to act on specific issues of an urgent nature. We
determined the Authority’s Board made significant strides in
paring down the Authority’s various initiatives and operations
toward returning to its core mission of providing housing to
low income families. However, the Board did not exercise
adequate oversight in other areas, specificaly the Authority’s
financia Stuation.

The Authority suffered from a negative cash flow throughout
1999. To meet its minimum obligations, the Authority
liquidated investments, borrowed funds from land sdes
earmarked for other housing initiatives, borrowed from
identity-of-interest  entities, and made arangements with
vendors to pay outstanding debts on extended schedules. The
Authority provided the Board budget variance andyses,
however, the Board did not take direct actions to evaluate the
Stuation and identify causes.

Another element important to an effective board is the action it
takes to correct problems. An effective board should issue
directives to management detailing specific needed actions then
oversee and follow up to ensure the directives are followed.
As previoudy dated, HUD issued a Section 8 management
report in January 1997 outlining deficiencies in the Authority’s
operation of the Section 8 program. One of the maor
deficiencies detailed in this report related to the Authority
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operating the program in a deficit pogtion. Although the
Board continually asked questions of management regarding
the on-going deficit in the Section 8 program, it took no major
steps to resolve the problem.

Management’ s philosophy and operating style affect the way an
entity is managed. Elements of management’s philosophy and
operating style include attitudes toward financid reporting,
consarvative or aggressve sdection from - dternative
accounting principles, conscientiousness and conservatism in
which accounting estimates are developed. This includes
attitudes toward data processing, accounting, and personndl.

A key indicator of an acceptable management philosophy and
operating syle is the level of personnd turnover in key
functions of an organization, particularly in management or
upervisory postions. The Authority experienced significant
turnover of sx key pogtions in four of seven departments
under the current Executive Director. The Legad Counsd,
Development Director, Purchasing Coordinator, Computer
Services Manager, and Human Resources Director positions
turned over once, and the Finance Director postion twice.
Two former employees said they resgned because they did not
believe management gave them the authority to perform their
jobs and did not support their efforts to improve the
Authority’ s operations.

Another important dement of management’s philosophy and
operating style is management's attitude toward the data
processng and accounting functions, and concerns about
reliability of financia reporting and safeguarding of assets. For
example, management should view the accounting function asa
vehicle for exerciang control over the entity’s various
activities, not just as a means of Smply recording the entity’s
transactions.  Although the Authority’s Finance Department
continudly provided financid reports to senior management,
no continuous actions were taken as a result of the reports.
We commend senior management’'s initiative to reduce
adminigrative spending in April 1999 by diminating severd
full-time and temporary postions and alowing only critica
spending. However, administrative costs quickly returned to
previous levels because of sdary increases above the approved
budget, purchases of non-criticd goods and services, and
failure to release a highly-compensated employee when funding
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Finding 1

for the podtion ended. The employee was trandferred to a
newly-created position.

Management's attitude toward financia reporting is another
crucid eement of philosophy and operating style.  Does
management select accounting principles used in financid
statements that always result in the most favorable presentation
of the entity’ s financid information? Does management ensure
accounting principles have not been misgpplied, important
financid information is disclosed, or records are not
manipulated or fadfied? We identified actions that indicate
management’'s philosophy and operating syle regarding
financid reporting was contradictory to a successful control
environment.

The Authority took actions that caused its financial statements
to understate tenant receivables. One Authority practice was
to remove outstanding balances from its books when tenants
moved out of their units, even though the Authority made little
or no effort to collect the debts. The Authority did not use an
outsde collection agency but, ingtead, performed its own
limited collection efforts. Asaresult, potentia income was lost
and the personal credit rating of former tenants was not
updated by credit bureaus to reflect poor payment records.

A second Authority practice was to remove outstanding
balances from its books for current tenants that needed
additiond time to pay their debts. The Authority removed
debts from the tenants accounts; this ultimately removed the
debts from total tenant receivables reported, even though the
debts were ill owed and consdered collectible.  As the
Authority removed the debts from its books, it entered into
promissory note agreements with tenants to pay ther
outstanding debts either in lump-sum or payments allocated
throughout future months. The Authority re-recorded the
debts on the tenants' accounts in either the following month or
future months depending on the terms of the promissory notes.
Although this practice occurred throughout the year, the
remova practice increased in December 1998. The
outstanding debts were then re-recorded in 1999. As a reaullt,
the 1998 year-end financid <tatements understated tenant
recaeivables. The Executive Director said this practice was used
when the norma eviction process was not deemed appropriate.
We believe tenant debts did not have to be removed from the
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Assignment Of Authority
And Responsihility
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books for the Authority to have followed an dternative
eviction process.

Management’s attitude toward safeguarding assets is another
important element of a successful control environment. We
identified problems with the Authority’ s controls over cash and
its accounting of fixed assets. Specificaly, the Authority did
not properly safeguard cash held in its Accounts Receivable
Department (see Finding 2) and did not have reliable records to
identify and locate fixed assets the Authority had recorded on
its books (see Finding 5).

The Authority’s treatment of its homeownership program
promissory notes is another indicator that assets were not
adequately safeguarded. The Authority operated the
homeownership program from 1990 through 1996, sdlling 22
homes. In cases where the purchaser did not qudify for aloan
large enough to meet the full sales price, the Authority entered
into a promissory note agreement for the remainder. The
Authority was not able to provide promissory notes, valued at
gpproximately $60,000 for three of their home saes. As a
result, the Authority has no record it is owed the $60,000 and,
possibly, no lega basisto collect the debt when the homeowner

disposes of the property.

The assgnment of authority and responsbility for operating
activities includes establishment of reporting relationships and
authorization protocols. This also includes the degree to which
individuds and teams are encouraged to use initidive in
addressing issues and solving problems, aswell aslimits of their
authority. This component also addresses policies describing
appropriate business practices, knowledge and experience of
key personnel, and resources provided for carrying out duties.

The dignment of authority and accountability often is designed
to encourage individud initiatives, within limits. Delegation of
authority, or “empowerment,” means surrendering centra
control of certain business decisions to lower echelons - to the
individuas who are closest to everyday business transactions.
The control environment is greetly influenced by the extent to
which individuas recognize that they will be held accountable.
This holds true dl the way to the Executive Director, who has
ultimate responghility for al activities within an entity,
including the interna control system.
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Assignment of responghility and delegation of authority is
important at al levels of an organization. These elements are
necessary to deal with organizationd gods and objectives,
operating functions and regulatory requirements, including
respongbility for information systems and authorizations for
change. An organization must ensure employees at the “right”
levdl are empowered to correct problems or implement
improvements, and empowerment is accompanied by
appropriate levels of competence and boundaries of authority.

Although these concepts are important to a successful
organization, we determined the Authority’'s senior
management did not support the empowerment concept. Staff
expressed concerns and frustrations that they were not allowed
to make decidons that were within ther authority and
expertise. For example, a former Finance Director tasked with
reolving the Authority’s cash flow problems sad his
recommendations were ignored and overridden by senior
management. Under the former Finance Director’s guidance,
the Finance Depatment made arangements with the
Authority’s utility suppliers to repay substantial, overdue debts
in ascheduled plan the Authority could afford under its strained
cash flow dtuation. The Finance Department dso evauated
other outstanding debts and based future cash flow activity on
paying the oldest debts first. Although this Finance Director
kept senior management advised of the cash flow Situation and
efforts to regain control of spending, senior management
continualy ignored the plan and brought invoices to the
Finance Department for immediate payment. These payments
effectively overrode the responsbility and efforts of the Finance
Department to get control of the Authority’'s cash flow
gtuation. The former Finance Director resgned from the
Authority shortly after joining the staff, in part due to his belief
that senior management did not truly support the efforts being
made by staff to resolve the Authority’ s problems.

In addition, two former Purchasing Coordinators said effortsto
improve the Purchasing Department were not supported by
senior management. The Coordinators said they were not
given the authority to make needed changes to ensure the
Authority recelved quality goods and services a the best
prices. One Coordinator said he provided procurement training
to Authority personnel on proper procurement procedures.
However, senior management did not give him the authority
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and was reluctant to discuss ways to enforce the use of the
proper procedures.

Human resource practices send messages to employees
regarding expected levels of integrity, ethical behavior and
competence.  Such practices relate to hiring, orientation,
training, evauating, counseling, promoting, compensating and
remedid actions. It is essentid that personnel be equipped for
new challenges. Hiring of competent people and one-time
traning are not enough. The education process must be
ongoing.

One dement of the human resource component is the extent to
which policies and procedures for hiring, training, promoting,
and compensating employees are in place. The Authority had
detailed human resource policies and procedures in place.
Specificdly, the Authority’s Policy and Procedure Manua
contained detailed information on generd job performance
sandards, employee performance gppraisals, and guidelines for
disciplinary actions. Authority employees either had a persona
copy of the manua or ready accessto a copy.

Another important element of human resource practices is an
organization's efforts to ensure new employees are made avare
of ther responshbilities and management’'s expectations of
them. In addition, supervisory personnel should meet
periodicaly with employees to review job performance and
make suggestions for improvement. The Authority prepared
new employees through an orientation process conducted by
human resource personnd and the new employee's supervisor.
The Authority aso provided an orientation packet to the new
employee containing copies of the human resource policies and
procedures, performance gppraisa forms, compensation and
benefits information, information on the Authority’s
organization, notices specific to the employee's area of work,
and multiple notices regarding specific areas of conduct (i.e,
use of Authority vehicles and dectronic mall services). The
Authority’s policies and procedures dso require annua
performance appraisds of employees. We determined the
Authority completed these annua performance gppraisas.

The levd of attention given to recruiting and training is an
important indicator of management’s support of employees.
The Authority’s employee training procedures state that the
primary development of knowledge and skillsisto take placein
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Finding 1

Weaknesses In The
Control Environment Had
A Negative Impact

the employee’'s working environment through supervisory
coaching and on-the-job training. These procedures alow for
outsgde training, if aoproved by appropriate officids. The
procedures aso dtate that employee development needs, as
indicated on the employee's performance appraisads, are the
combined respongbility of the employee, the employee's
supervisor and the Human Resources Department.

Although the Authority’s approach to training is adequate, we
identified examples of employees placed in key postions
without the needed training to conduct the job effectively. We
previoudy noted an example of a procurement official who had
no training in procurement before being placed in the position.
The employee received no formd training but received on-the-
job traning and read literature related to procurement.
Because the employee had the responsbility of properly
procuring goods and services with federal funds, the employee
should have had formd training in federa procurement
procedures.

Another part of an effective human resource function is
accurate job descriptions. The Authority had not updated its
job descriptions and detailed job tasks since 1996, even though
the Authority had reorganized and changed job duties.

Because the Authority did not have an adequate control
environment, its personnd did not:  follow appropriate
contracting procedures, effectively implement new initiatives,
prepare accurate financid records and statements, and paid
expenses that were ineligible or unsupported. Additiondly, the
Authority could not identify an independent accounting firm (as
of September 5, 1999) that would accept an engagement to
audit the Authority’s records and provide annua financia
statements.

Auditee Comments

Excerpts from the Authority’s comments on our draft finding
follow. Appendix C, page 113, contains the complete text of
the comments.

The first area of an “effective control environment” is an
area the Board of Commissioners, the Executive Director,
Authority staff, and the HUD Troubled Agency Recovery
Center team has spent considerable time, effort, and money
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Finding 1

to improve. Starting with the KPMG Management Analysis
Study and Report of January 29, 1999 and the Authority’s
response to that report in April 1999, the Authority has
made consistent, steady and marked improvements in
strengthening its internal control environment.

We have implemented corrections in these areas:
Cash Recelpts
Procurement/Disbursement

Asset Accountability Procedures

Human Resources/Payroll Process
Grants Management

Inventory of Fixed Assets

Internal Control Monitoring System (PHAS related)
Developing a Strategic Plan

- Comprehensive Plan for PHAS

- Five-Year Plan for Operations

SQ@ o P oW

Some of the corrective actions were made near the end of
the period of the Inspector General audit. The Inspector
General allegation that the Authority did not have an
effective control environment must also be refuted factualy.
The Authority has always encouraged staff to cooperate and
denies the alegation that Request for Proposas were
cancelled to give the task to the vendor of choice.

OIG Evaluation of
Auditee Comments

We evduated the Authority’s control environment after the
KPMG Management Study and found it was not adequate. As
we dated in the finding, we believe the control environment
includes both an entity’s actud dtuation and employees
perceptions.  Our findings contain examples of control
weaknesses provided by Authority employees. These examples
suggest, & a minimum, that key employees were operating
under assumptions and beliefs indicative of a deficient control
environment.

Auditee Comments
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Integrity and Ethical Values

A Regquest for Proposa system is currently in place that
meets or exceeds federal procurement standards as of
October 1999. A member of the Troubled Agency

Page 14

»
Exit




Finding 1

Recovery Center team assisted the Authority in the
computer and Management Information System area to
establish the proper procurement and contract process.
This procurement process will be incorporated into the
Authority’s policies and procedures. In addition, a
procurement supervisor and supply speciadist have been
hired to control procurement and to support work-orders,
supply controls, and maintenance. A fixed asset inventory
system will be done on a year-round cyclic basis.
Compsetitive bids and a competitive contracts system is now
in place.

The Authority has worked very hard to address the Section
8 issues. First with the local HUD office, then later in 1998
with Abt Associates, and in 1998 and in early 1999 with a
consultant to resolve problems associated with Section 8
Housing Assistance Payments and program administration.
Factually, the program was operating in a deficit position.
However, this was an approved strategy to allow the use of
the reserve account from the Section 8 funds. The facts
also indicate the Authority’s use of the Section 8 reserve
and many other HUD-approved measures were undertaken
to provide needed housing vouchers and at the same time
resolve budget issues. In no way were any illegal or
unethical measures used to address the Section 8 problem.

The Authority will revise its policy by the end of this year to
require such travel requests be approved by the Chairman of
the Board or the Board of Commissioners.

OIG Evaluation of
Auditee Comments

The Authority actions taken or planned in relation to its
procurement system should correct control weaknesses
identified in this finding, if these plans and actions are
effectively implemented and congstently followed.

We found no illegad or unethica actions on the part of the
Authority in the operation of its Section 8 program. The
Authority did not identify Section 8 program problems that
caused it to operate in a deficit postion. Operating reserves
are to be used to fund the program in abnormal Stuations when
the costs of operations exceeds funds available to operate the
program. The use of operaing reserves should not be a
long-term strategy to fund operations. In January 1997, HUD
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Finding 1

issued a Section 8 Management Report that showed the
Authority’s Section 8 program was operating at a deficit.

The Authority aso needsto include inits revised travel policies
the requirement for the Chairman of the Board or the Board of
Commissioners to approve the Executive Director's travel
reimbursement vouchers.

Auditee Comments

Commitment to Competence

The interview process for al positions includes completion
of an interview rating sheet for each applicant. The
interview rating sheet includes the minimum knowledge,
skills and ahilities, and physical demands required for the
position. Individuals are hired or promoted based on their
interview rating sheet scores and a recommendation by the
interviewing supervisor to the Executive Director.

In 1996 the human resources staff interviewed individualsin
all job classifications and revised every job description in the
organizational structure.  Job descriptions have been
updated or changed regularly in accordance with changesin
procedures or to meet grant goals and objectives.
However, the Authority organizational structure does
include a number of skilled trade positions. These job
descriptions have not been updated and there has been no
indication that they need revisions.

The report indicates the Authority does not promote a team
approach. The Authority in fact has done a number of
things over the last two years that indeed promote a team
concept.

OIG Evaluation of
Auditee Comments
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The Authority says it has an effective interview process and its
job descriptions are current. We did not review the Authority’s
interview process, however, we did determine that employees
were placed in key postions without the needed training to
effectivdy peform the job. We dso determined the
Authority’s generd job descriptions and information on
detailed tasks expected from each position were outdated.
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Our finding does not discuss whether the Authority promoted a
team gpproach. We did say that a lack of commitment by
management to clearly define duties expected of employees and
the assgnment of tasks to employees who have not been
adequately trained, causes unredistic expectations by
management and frustration among employees.

Auditee Comments

Board of Directors or Audit Committee

The actions the Board of Commissioners took to resolve the
budget deficit crisis are outlined in the Emergency Board
meeting in September 1999. The Authority cut staff, over
33 positions, for the second time in 1999. The cutting of
staff and the Board involvement in the approva of a
positive cash flow budget in the year 2000 demonstrates the
Board's involvement in the deficit issue. Throughout the
year, the Board has put in countless volunteer hours in
every maor concern.

The Troubled Agency Recovery Center Memorandum of
Agreement reflects the agreed upon changes being instituted
by the Authority Board of Commissioners and staff. The
Authority will provide a list detailing Board activities to the
Troubled Agency Recovery to substantiate the proactive
involvement of the current Board of Commissioners.

OIG Evaluation of
Auditee Comments

The Authority’s comments address Board actions taken place
after completion of our on-gite audit work. We commend the
Board for these actions. During our review, the Board
discussed many Authority problems, but did not take proactive
steps to direct actions, even after problems perssted. For
example, HUD notified the Board the Authority’s Section 8
program was operating a a deficit in January 1997. It
continued to operate in a deficit through the end of our review.
We found the Board continudly asked questions of
management about the deficit, but took no magor steps to
resolve the problem.
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Auditee Comments
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M anagement’ s Philosophy and M anagement Style

The draft report referenced a staff member hired “because a
grant expired.” We believe this is an unfounded charge
without substantive merit. The Grant Coordinator was a
highly qualified applicant for the Planning Technician
position that she applied for prior to grant transfer and she
received the job on the basis of merit.

The draft Inspector General report includes incorrect
statistics regarding key senior staff changes under the
current Executive Director.

a. The Authority did not employ a Development Director
until February 1999.

b. The Computer Services Manager resigned in November
1998 because her spouse was relocated.

c. There has been only one Human Resources Director
leave during this period. The individua resigned to
begin a business venture with the previous Executive
Director.

d. Under the supervision of the current Executive Director,
the Inspector General report indicates that three Finance
Directors have left the Authority. This statement
is not accurate. The Finance Director resigned in May
1997 and the previous Executive Director promoted a
Senior Accountant to Acting Finance Director. The
current Executive Director determined the individual did
not have the ability to perform the tasks required. The
individual moved back to his previous position as a
Senior Accountant in April 1998. The Authority hired
a Finance Director in February 1999. The audit report
says the new Finance Director |eft because the Authority
did not follow through with the intended repayment
schedules or adhere to the cash flow activity as planned.
This is not accurate; the Authority is now current with
all utilities and all invoices through August 1999.

e. Purchasing Coordinator - The report indicates there
were continual problems with the procurement methods
and daily purchases. Thisfinding is adirect result of the
individuals in the Purchasing Coordinator positions daily
work. There is sufficient documentation that indicates
they were held responsible for their actions.
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Management has completed the work to fully implement the
public housing automated system.

The Authority does not understate tenant receivables when
tenants move out of their units.

The Authority, under the law, had the power to remove
debts, establish a promissory note system or forgive the
debts due to individual hardship. In no case were any of the
procedures the Inspector General outlined against the law.

Homeownership promissory notes were found for the three
homes. The $60,000 of promissory notes has now been
reconciled to show the lega liability of each property
owner, where appropriate.

OIG Evaluation of
Auditee Comments

We did not question the qudifications of the person that filled
the Planning Technician podtion. Our point was that senior
management did not take the opportunity to reduce
adminigrative expenditures when funding for the Grant
Coordinator postion stopped. A new postion was created
during atime the Authority was in a criticd financid criss and
was having difficulty finding fundsto pay itsroutine bills,

The part of our draft finding regarding personnd turnover was
not clearly worded and lead to misinterpretation by the
Authority. We revised the finding to show that the Legd
Counsd, Development Director, Purchasing Coordinator,
Computer Services Manager and Human Resources Director
positions turned over once, and the Finance Director twice. It
is true the Authority did not employ a Development Director
until February 1999; however, it had previous positions with
different titles that performed smilar functions. We included
the Acting Finance Director as part of the turnover, since he
was the Authority’s most knowledgesble accountant at the
time the Executive Director removed him. Therefore, the
Finance Director postion was vacant for nearly a year. The
large amount of turnover is an indicator thereis, a a minimum,
a perceived problem with management’s philosophy and/or
operating style.

The Authority’s policy to remove receivables from its books
with limited collection efforts when tenants vacated units
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understates tenant receivables.  Until adequate collection
efforts are made, the debts should be reflected as a tenant
receivable on the Authority’ s books.

The Authority’s practice of removing outstanding balances
from the books for current tenants that needed additiona time
to pay their debt understated the Authority’ s tenant receivables
in the 1998 year-end financia statements. We did not say that
procedures violated the law. What we said is, the practice was
contradictory to a successful control environment.

Auditee Comments

Assignment of Authority and Responsibility

The Authority’s Board of Commissioners and the
Authority’s Executive Director support the assignment of
authority within certain limitations, and also support the
delegation of authority and “empowerment” where
appropriate. It isnot valid to suggest that an employee who
took the Finance Director job for a brief 10-week period
knew enough, or worked in depth enough to make valid,
long-term decisions about the Authority or its long-term
needs, strategic planning, or staffing.

OIG Evaluation of
Auditee Comments

Although the Authority’ s response stated it supports delegation
of authority and empowerment, Authority staff expressed
concerns and frudtrations that they were not alowed to make
decisons within their authority and expertise. We agree the
Finance Director may not have had sufficient knowledge of the
Authority to make long-term decisons. However, he was
hired as a qudified individud to help resolve the Authority’s
financid problems. He stated he resigned because he was not
given the authority to adequately perform hisjob.

Auditee Comments
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Human Resour ce Policies and Practices

The Authority has updated the job descriptions and
responsibilities of al employees to reflect the otaff
reductions and new management changes.
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The Authority will work with the Troubled Agency
Recovery Center team to place more staff training into the
year 2000 budget.

OIG Evaluation of
Auditee Comments

The Authority’s effort to update job descriptions and
responghilities and increase training should improve human
resource's policies and practices. The Troubled Agency
Recovery Center needs to verify that job descriptions were
accurately updated.

Recommendations

We recommend the Director, Troubled Agency Recovery
Center, ensures the Omaha Housing Authority:

1A.

1B.

1C.

1D.

1E.

Develops and implements a plan with specific
objectives and timeframes to improve controls over
the Authority’s operations and, if the plan is not
successfully accomplished within an agreed-upon
timeframe, revises the Authority’s current senior
management structure;

Amends its policies and procedures to require Board
approval, on a per trip basis, for the Executive
Director's travel requests and reimbursement
vouchers,

Updated its genera job descriptions and specific
tasks for each position so employees have a clear
understanding of their job requirements;

Evaluates the capabilities of staff to perform their
job duties, provides appropriate training to any
employee where a need is identified, or reassigns the
individual to a more appropriate position;

Establishes and implements policies and procedures
for an intensve tenant receivables collection
process, including a method of reporting uncollected
debts to credit bureaus, or contracts with a
collection agency to recover tenant debts,
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1F.  Properly records tenant receivables so financia
reports accurately reflect all outstanding tenant
receivables at al times;

1G. Researched and adequately resolved the situation
related to the three missing homeownership program
promissory notes,

1H.  Uses cash flow analyses and budget variance reports
to control spending and works toward reversing the
Authority’s current financia constraints.

00-KC-201-1001 Page 22
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Finding 2

The Authority Lacked Adequate Cash Controls

The Omaha Housing Authority did not have an acceptable system of controls over cash. The
Authority did not: (1) properly safeguard cash, (2) ensure timely completion of cash reconciliations,
and (3) adequately segregate employees duties. These weaknesses occurred because the Authority’s
management did not fulfill its respongbility to establish and implement effective interna controls over
cash. Thislack of effective controls caused the Authority to lose accountability over cash funds and
subjected the funds to increased risk of loss or misuse.

HUD’ s Requirements

OMB’s Requirements

Authority Did Not
Properly Safeguard Cash

S 5

Section 4 of the Annud Contributions Contract States that
housing authorities a dl times should operate projects in a
manner that promotes serviceability, economy, efficiency,
gability of the projects, and the economic and socid well-being
of tenants.

Section 15, Paragraph A of the Annual Contributions Contract
gtates housing authorities must maintain complete and accurate
records to permit timely and effective audits.

24 CFR, Pat 85.42 and reated HUD directives state that
financid records and supporting documents pertinent to an
award should be retained for a period of three years from the
date of the submisson of the quarterly or annud financia
report, as authorized by HUD.

24 CFR Part 85.22 (b) requires State, local, and Indian
tribal governments to follow the Office of Management and
Budget Circular A-87, Cost Principles for State and Local
Governments. A public housing authority is a local
government according to 24 CFR Part 85.3.

Office of Management and Budget Circular A-87, Attachment
A, Paragraph A(2)(a)(1) dtates that housing authorities are
responsble for the efficient and effective adminidration of
federd awards through the application of sound management
practices.

The Authority did not properly safeguard cash from loss or
misuse. The Authority maintained a change fund that held as
much as $50,000 on its premises.
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Authority Did Not Ensure
Timely Completion Of
Cash Reconciliations
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The change fund was maintained in an unsecured cash box
accessble by three Accounts Recelvable personnd. The
Authority’s Executive Director said the fund was maintained
for the sole purpose of cashing checks, such as Socid Security
and subsstence checks, so tenants could pay their rents. She
adso sad dgmilar change funds were routindy maintained by
other housing authorities. However, in our experience, this is
not the case. In fact, HUD encourages housing authorities to
retain as little cash as possible on premises and set up a tenant
payment system directly with abank when feasible.

As of June 18, 1999, the Authority was holding an additional
$7,620 in checks and cash in its Accounts Receivable
Depatment that were not adequately safeguarded. Of this
amount, the Authority maintained $6,424 in a card file for new
tenant move-ins. The Accounts Recelvable Department held
the cash and checks until another department entered the new
tenants into the computer system. Accounts Receivable
personnd held the remaining $1,196 in their desks because
sector managers requested the payments be held, not
deposted. These funds were payments made by socid service
organizations toward various tenants rents. The sector
managers requested that the Accounts Recelvable Department
hold al funds received for each tenant supported by service
agencies until dl agencies submitted their assstance payments.

Further, the Authority received a $6,855 Section 8 on May 1,
1999 but did not depogit it until June 8, 1999. The Interim
Finance Director maintained the check in a locked box in her
office. The Interim Finance Director said, in generd, deposits
were delayed because of staff reductions. In our opinion, the
Authority had adequate staff to make daily deposits; not to do
0 represents imprudent use and oversight of Authority
resources.

The Authority did not complete timely reconciliations of cash
resources. The Authority conducted business through twenty
accounts at three different banks. As of August 12, 1999, the
Authority’s last complete reconciliation of al accounts was for
the month ended January 1999. It is prudent business practice
to perform timely reconciliations in order to obtain an accurate
assessment of cash resources. In July 1999, the Authority hired
temporary staff to complete the reconciliations. The Authority
needs to make pemanent arangements to ensure
reconciliations are performed timely.
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Authority Did Not

Adequately Segregate
Duties

Authority Did Not Have
Formal Cash Procedures

s 3
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In order to test the accuracy of the Authority’s cash account,
we attempted to reconcile bank accounts as of May 31 and
June 18, 1999. The accounts were out of balance, checks were
received and deposited but not recorded, and outstanding
checks had been carried on the Authority’s books since 1997.
Based on the condition of the records and lack of past
reconciligtions, we were unable to confirm the Authority’s
actual cash position. Asaresult, HUD and the Authority lack
assurance the Authority’s recorded cash postion is accurate
and cash has not been lost or misused.

The Authority did not adequately segregate employees
respongbilities regarding opening and recording of receipts
obtained by mail, control of the Accounts Receivable change
fund, and tenant rent collections.

Four employees opened and recorded al receipts obtained by
mail. Since certain employees performed both duties, those
employees had the opportunity to divert unrecorded receipts.

The Accounts Recelvable Supervisor was soldly responsible for
the change fund. The Supervisor performed dl reconciliations
of the fund without a second level of review. Because the
Supervisor had tota control of the fund, she could have
diverted funds by providing an inaccurate count and
erroneoudy completing the reconciliation.

The Accounts Recelvable Department collected tenant rent
payments and posted the funds to tenant accounts. 1n addition,
the department was responsible for making adjustments to
tenant accounts. As a result, an employee in the department
could divert funds without detection by collecting rent
payments, not recording the full amount collected, and then
making an adjusting entry to prevent a delinquency notice to
the tenant.

Proper segregation of duties is important to provide HUD and
the Authority assurance that resources are not misused or that
any misuse will be promptly detected. The Authority’s
inadequate segregation of duties increased its susceptibility to
the misuse of funds without detection.

The Authority’s management did not fulfill its respongbility to
establish and implement effective internd controls over cash.
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Authority Was Subjected
To An Increased Risk

The Authority did not have written policies regarding cash
receipts, check cashing, deposits, change funds, bond receipts,
or Section 8 receipts. This contributed to the Authority’s poor
controls and lack of adequate records. For example, the
Annuad Contributions Contract says that housing authorities
must maintain complete and accurate records to permit timely
and effective audits. The Authority destroyed its tenant
receipts after sx months. 24 CFR requires housing authorities
to maintain appropriate documentation for three years to
fecilitate audits.

Further, the Authority tracked Section 8 portables (money
owed to the Authority by other housing authorities) on a basic
spreadsheet. However, there were no written procedures to
explain the spreadsheet process and only one accounting clerk
knew how to use the spreadsheet.

Written procedures are important to ensure condstency in
operations and provide an information trail for personne
turnover.

The Authority’s lack of procedures to adequately safeguard
and control cash and checks subjected the Authority to an
increased risk that funds could be lost or misused without
detection. We did not find that any funds were diverted,
however, as previoudy mentioned, based on the condition of
the records and the lack of past reconciliations, we were unable
to confirm the Authority’s actua cash pogtion. Further, the
large amount of cash kept on premises subjected the
Authority’ s residents and employees to unnecessary danger and
risk of armed robbery. The Authority also lost interest income
it could have earned had funds not been held in the vaullt.

Auditee Comments
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Excerpts from the Authority’s comments on our draft finding
follow. Appendix C, page 110, contains the complete text of
the comments.
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The Authority L acked Adequate Cash Controls

Although the Authority does not destroy its tenant receipts
after six months, the Authority agrees with the need to
maintain complete and accurate records to permit timely and
effective audits.

The Authority isin the process of:

1) Discontinuing the change fund and establishing a system
for tenant rent collections;

2) Establishing and implementing procedures to deposit all
receipts daily;

3) Establishing and implementing procedures that require
monthly bank reconciliations;

4) Establishing and implementing cash handling procedures
and record retention practices; and

5) Implementing all necessary policies and procedures to
assure proper cash management controls.

OIG Evaluation of
Auditee Comments

The Authority could not provide the tenant receipts we
requested. The Accounts Receivable Supervisor said tenant
receipts were destroyed after six months.

The Authority’s planned actions should correct the problems
we identified, if the actions are completed. The Authority
needs to ensure the implementation of al necessary policies and
procedures includes proper segregation of duties.

Recommendations

We recommend the Director, Troubled Agency Recovery
Center, ensures the Omaha Housing Authority:

2A.  Discontinues the change fund and establishes a system
for tenant rent collections with a bank;

2B. Edablishes and implements procedures to depost al
receipts daily;

2C.  Edadlishes and implements procedures that require a
monthly reconciliation of al bank accounts;

Page 27 00-KC-201-1001

»
Exit




Finding 2

2D.  Segregates employee duties so that no employee has
complete control of atransaction, fund, or account; and

2E. Edablishes and implements cash handling procedures
that include proper requirements regarding record
retention.
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Finding 3

The Authority Used Federal Funds To Pay
Expenses That Were Not Allowed
Or It Could Not Support

The Omaha Housing Authority inappropriately used $1,082,992 of federal funds to pay ineligible
and unsupported expenses. The Authority: (1) paid $21,877 for travel expenses to track meets
even though applicable regulations did not allow such payments; (2) could not support related
entity debts and expenses totaling $905,225 were reasonable and necessary for the Authority’s
public housing program; (3) paid $6,190 for Section 8 forms available through HUD at no cost;
and (4) paid $149,700 for a non-qualified supplemental continuation plan. As a result, the Authority
had less funds to operate its public housing program.

HUD’ s Requirements

OMB’s Requirements

24 CFR Part 85.20 requires a housing authority to maintain
adequate accounting records to identify the source and
application of funds. The CFR specifies that accounting
records must be supported by such source documentation as
canceled checks, paid bills and payroll records.

Section 9, paragraph (C) of the Annua Contributions
Contract states that the Authority must maintain records
that identify the source and application of funds in such a
manner as to alow HUD to determine all funds are and
have been expended in accordance with each specific
program regulation and requirement.

HUD Handbook 7401.7, Public Housing Agency Personnel
Policies Handbook, requires all private retirement plans to
be qualified under the Internal Revenue Code of 1986.

24 CFR Part 85.22 (b) requires State, local, and Indian
tribal governments to follow Office of Management and
Budget Circular A-87, Cost Principles for State and Local
Governments. A public housing authority is a local
government, according to 24 CFR Part 85.3.

Office of Management and Budget Circular A-87, Attachment
A, paagraph A(2)(a)(1), says governmenta units are
responsble for the efficient and effective adminidration of
federd awards through the application of sound management
practices.
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Authority Paid Inéligible
Travel Expenses

Authority Transactions
With Related Entities
Were Not Supported
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Circular A-87, Attachment A, paragraph C(1)(a), says al costs
must be necessary and reasonable for proper and efficient
performance and administration of federa awards. Paragraph
C(1)(j) says dl cogts must be adequately documented.
Attachment A says a cos is reasonable if, in its nature and
amount, it does not exceed an amount that would be incurred
by a prudent person under the circumstances prevailing a the
time the decison was made to incur the cost. Paragraph
E(2)(d) says travel expenses are an alowable direct cost of an
award if the expenses are incurred specifically to carry out the
award.  Attachment B, paragraph 18, says costs of
entertainment, including amusement, diverson, and socid
activities, and any codts directly associated with such costs
(such astransportation and gratuities) are unalowable.

From 1994 through 1997, the Authority paid $21,877 for
residents and Authority staff to travel to three out-of-state
track meets. We were unable to determine why the
Authority made the payments because of personnel turnover
and the Authority could not provide any support for the
payments. Office of Management and Budget Circular A-
87 sgpecifically states that the costs of entertainment,
including amusement, diversion, and socia activities, and
any expenses directly associated with such costs are
unallowable.

The Authority established accounts in its general ledger
system for inter-company transactions involving Housing In
Omaha, Inc.; Omaha Housing Authority Foundation, Inc.;
and Gateways of Opportunity, Inc. However, the Authority
could not provide documentation to support the
reasonableness and necessity of many of the transactions to
the public housing program.

From 1991 through 1997, the Authority made entries in an
inter-company account that showed the Authority owed its
related entity, Housing in Omaha, $70,810. The
inter-company account also showed the Authority owed the
Omaha Housing Authority Foundation $180,834.
However, the Authority did not provide adequate
documentation to support these debts or show that they
were reasonable and necessary public housing program
expenses.
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Authority Purchased
Unnecessary Forms

Authority Paid A
Supplemental Retirement
Benefit That Was Not
Approved By HUD

Further, as of December 31, 1998, the Authority’s records
showed Gateways of Opportunity owed the Authority
$653,581. The amount represented expenses incurred by
the Authority on behalf of Gateway. However, the
Authority did not provide adequate documentation to
support these debts or show that they were reasonable and
necessary public housing program expenses. Federd
regulations require that costs be necessary, reasonable and
adequately documented.

Current Authority accounting staff could not explain why
past transactions were not adequately supported, nor could
they provide justification for the entries. As a result, HUD
lacks assurance the Authority spent $905,225 for purposes
that benefited the public housing program.

During 1998, the Authority spent $6,190 for publications
and forms that were available at no cost through HUD’s
Directive Didtribution System. The Authority’s Section 8
manager confirmed that HUD publications and forms could
have been obtained from HUD at no cogt, but said she ordered
them from the local vendor because they were backordered and
not avalable from HUD. She sad she only ordered smal
quantities to last until the forms and publications could be
provided by HUD. We determined the Authority did not order
forms and publications as only a stop-gagp measure. For
example, the Authority ordered 12,000 copies of HUD 52580,
Ingpection Checkligt, in 1998. For the number of units at the
Authority, this quantity was enough to last severd years.

The Authority aso ordered forms from the local vendor in
which the only difference from the HUD form was the
Authority customized the form to include the Authority’s name
and address. The Authority’s use of scarce funds to pay for
printing HUD forms was not prudent and necessary.

From 1994 through 1996 the Authority made three payments
of $49,900 ($149,700 tota) for a non-qudified supplemental
continuation plan. The Authority established the plan to pay
supplementa  retirement  benefits to its former Executive
Director. The Authority did not follow HUD’s Handbook
7401.7 which required plans to be qudified. Qudified plans
are more redrictive than non-qudified plans and require the
Authority to follow Section 401(a) of the Internd Revenue
Code. Section 401(a) provides the plan’s sponsor and
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participants significant tax advantages. Also, the Authority did
not obtain HUD’s gpprovd for the plan as required by the
HUD handbook.

Auditee Comments

Excerpts from the Authority’s comments on our draft finding
follow. Appendix C, page 119, contains the complete text of
the comments.

The response to the finding will be submitted to the Troubled
Agency Recovery Center within 30-45 days. This will dlow
the Authority adequate time to reconstruct financia records
and provide proper supporting documentation.

OIG Evaluation of
Auditee Comments

The Director of the Troubled Agency Recovery Center needs
to ensure reconstructed records are supported by origina
invoices, vouchers, contracts, and/or walvers that predate
ineligible and unsupported expenditures. Expenditures that do
not have adequate supporting documentation need to be repaid
to HUD.

Recommendations

00-KC-201-1001

s 3
T.0.C.

We recommend the Director, Troubled Agency Recovery
Center, ensures the Omaha Housing Authority:

3A. Repays HUD $21,877 from non-federal sources for
ineligible travel expenses paid for track meets;

3B.  Provides documentation to support $70,810 in debts
owed to Housing in Omaha or removes from the
Authority’ s books the amount of debt that cannot be
supported;

3C. Provides documentation to support $180,834 in
debts owed to the Omaha Housing Authority
Foundation or removes from the Authority’s books
the amount of debt that cannot be supported;

3D. Provides documentation to support that $653,581 in
expenses paid by the Authority for Gateways of
Opportunity was reasonable and necessary to the
public housing program or repays HUD from
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3E.

3F.

non-federal funds the amount that cannot be
supported;

Provides support that the quantity of HUD forms
printed for $6,190 was reasonable and necessary or
repays HUD from non-federal funds the amount that
cannot be supported; and

Repays HUD $149,700 from non-federa funds for
payments made to the supplemental continuation
plan without HUD approval.
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Finding 4

The Authority Did Not Follow Its Procurement
Procedures Or HUD Regulations In Contracting
For Goods And Services

The Omaha Housing Authority did not adhere to its own policies or federa regulations when procuring
goods and services. The Authority did not properly plan and manage its contracting process to ensure
each procurement followed required procedures and was based on adequate competition. Specificaly,
the Authority: (1) did not aways solicit competitive bids, thus making sole source procurements
without HUD' s approval; (2) paid vendors without a valid contract; (3) entered into a contract drafted
by the vendor, that contained no definitive ending date and had an automatic renewd clause; and (4)
procured goods and services exceeding $1,000 without issuing a written contract. As a result, HUD
and the Authority have no assurance the best prices and quality goods and services were received.

Authority’ s Requirements

HUD’ s Requirements

The Authority’'s November 1998 procurement policies and
procedures require that al transactions provide full and open
competition and procurements of equipment, materials,
supplies and services be documented. Policies and procedures
require al contracts in excess of $1,000 be in writing and
contain dl required terms and conditions, including Sgnature of
the appropriate Authority officid. The Authority must aso
obtain written price quotations from a minimum of three
suppliers, if avallable, and record the quotations on a
Tabulation of Bids for purchases and contracts from $250 to
$20,000 in the aggregate. Further, the Authority must solicit
an adequate number of seded bids through advertisng, in
accordance with State laws and HUD regulations, for
purchases in excess of $20,000. Any purchases and contracts
over $20,000 in the aggregate must adso be approved by the
Board of Commissioners.

24 CFR Parts 85.36 (c) and (d), state that al procurements
must be conducted in a manner that dlows full and open
competition with proposals solicited from an adequate number
of qualified sources. The CFR aso requires the Authority to
maintain sufficient records to detall dgnificant history of a
procurement. The detail must include the rationde for the
method of procurement, selection of contract type, rejection or
selection of each bidder, and basis for the contract price.
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Authority Did Not Adhere
To Its Own Procurement
Policies Or HUD's
Regulations

Authority Did Not Solicit
Competitive Bids
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The Authority did not properly plan and manage its contracting
process to ensure each procurement followed required
procedures and was based on adequate competition. The
Authority did not aways solicit competitive bids when
required; alowed vendors to perform services without a vaid
contract; entered into a contract drafted by the vendor that
contained no definitive ending date and had an automatic
renewa clause; and made procurements exceeding $1,000
without a written contract.  To evauate contracting
procedures, we judgmentally selected for review 6 of 29
procurements initiated from December 1998 through July
1999, as listed on the Authority’s contract list, and al 1999
purchase ordersin excess of $1,000.

The following table outlines our review results of the sx
selected procurements:

Vendor No

Sample  Value Of No No Drafted  End
Number Sarvices Bids Contract Contract Date

1 $ 5,550

2 $ 4,900 X X

3 $ 643 X X

4 $ 10,972 X

5 $134,723 X X

6 $ 94,819 X X

1) The Authority extended portions of the 1998 lawn maintenance contract from
April 15 to duly 14, 1999, when it issued a new contract. The contract was a
fee-for-sarvice type and the vaue was based on hillings from July 14 to
September 16, 1999.

2) Asof August 16, 1999, the consulting contract was drafted but not signed. The
vaue assigned was the maximum amount alowed under the draft contract.

3) The contract was a fee-for-sarvice type and the value was based on dl hillings
for fire extinguisher services from April 28 to September 16, 1999.

4) The contract was a fee-for-service type and the value was based on hillings for
snow remova from November 18, 1998 to April 15, 1999.

5) The hillings were based on hourly rates of service and the value was based on
al billings from August 29, 1998 to August 9, 1999.

6) The hillings were based on hourly rates of service and the value was based on
al billings from December 5, 1997 to October 15, 1998.

The Authority awarded four of the Sx procurements we
reviewed without the Authority having solicited and received
bids from an adequate number of qudified bidders.
Additiondly, the Authority could not document it received
HUD’s approval prior to awarding what amounted to
sole-source procurements.  One procurement was for a
consultant under a drug dimination grant. The Authority
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Consultants Performed
Services Without A
Contract

Authority Entered Into A
Vendor Drafted Contract
With An Automatic
Renewa Clause

Authority Procured Goods
And Services Without A
Written Contract

believed HUD’ s approval of the grant application, showing the
consultant’ s involvement, was tantamount to HUD’ s approving
the method used to procure the services. However, HUD's
Public Housing officids, having specidized knowledge of the
drug dimination program, sad the approvad of a grant
gpplication does not release the Authority from following
required procurement policies when obtaining goods and
services required by the grant application.

The Authority allowed three consultants we reviewed to
perform services without a fully executed contract. As of
mid-August 1999, the Authority had paid $101,029 for
services of one consultant from August 1998 through
mid-August 1999, and had not yet paid another $33,694
billed for the same period. The Authority also paid $94,819
for a second consultant’s services without a contract during
the same period. These are also two of the four
procurements in our sample for which the Authority did not
solicit competitive bids for the services procured. The
Authority alowed the third consultant to perform services
without a contract. However, the consultant had not yet
billed the Authority during our review.

The contract agreement for one of the six procurements was
drafted by the vendor on the vendor's letterhead. The
agreement did not contain clauses required by 24 CFR
85.36. One clause stated that the agreement was initially in
effect for one year, but alowed the contract to
automatically renew and in effect run in perpetuity unless
terminated by one party. The vendor billed the Authority
$643 under this contract in 1999.

The Authority did not have a written contract to support
purchase orders exceeding $1,000. The Authority’s 1998
procurement policy required that all contracts in excess of
$1,000 be in writing. We identified 119 purchase orders
issued from January through mid-Jduly 1999 for
procurements exceeding $1,000, none of which had a
written contract. Further, three individual purchase orders
exceeded $20,000, the threshold in which competitive,
sealed bids should have been obtained. One of the purchase
orders exceeded $198,000.
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The following table shows the value range for the 119
purchase orders:

Number of Purchase
$ Range of Procurements Orders

$100,000 and over 1
$20,000 - $99,999 2
$ 5,000 - $19,999 14
$ 2,500 - $ 4,999 14
$ 1,000-$ 2,499 _88

Totd 119

We selected 15 purchase orders to review the Authority’s
compliance with its bidding procedures. We were not
provided any documentation on four purchase orders. The
Authority considered three purchase orders to be emergency
purchases. However, one of the purchases was for a
foreseeable service and, with proper planning, would not
have been an emergency purchase. Of the remaining eight
purchase orders, the Authority obtained the minimum
required three bids on only three.

A previous review of the Authority’s procurement process
also determined the Authority was not following its policies
and procedures. KPMG Peat Marwick LLP performed a
review of the Authority’s procurement function from
January through June 1998 and reported that the Authority
had not followed its procurement policies and procedures.
Specifically, KPMG reported the Authority did not follow
its bidding procedures for 33 of 36 procurements reviewed.

The Authority issued revised procurement policies and
proceduresin November 1998 as aresult of the KPMG review.
However, the Authority was not following their revised
policies and procedures. We were unable to determine why the
Authority did not follow the proper procurement procedures.
The Executive Director did not explain the Stuation, saying
she chose to not place respongbility for any deficiencies. We
believe responsbility for an effective procurement process rests
with senior management and that assgning responghility is an
important step in being able to control the process.
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Authority’ s Procurement
Policies Are Confusing

The Authority’s Finance Department paid for goods and
sarvices based on an approved invoice and a Sgned purchase
request from the Purchasing Department or other department
supervisors.  The Purchasing Department approved requests
over $1,000 without contracts because the wording in the
Authority’s procurement policies was confusing. The policies
required all contracts expected to exceed $1,000 to be set forth
in writing. Because most purchase requests over $1,000 were
not in the form of a contract, purchasing personnd did not
believe the policy requiring written contracts to be gpplicable.
The Authority’s policies should have said “dl purchases of
goods and services exceeding $1,000 shall be st forth in a
written contract.”

Because the Authority did not follow proper procurement
procedures, HUD and the Authority lack assurance they are
getting the best product for the least cost. The Authority is
aso open to public criticiam that it circumvented policies and
procedures.

Auditee Comments

Excerpts from the Authority’s comments on our draft finding
follow. Appendix C, page 111, contains the complete text of
the comments.

The Omaha Housing Authority is taking corrective action on
procurements that did not follow the Authority’s procurement
policies and procedures, including Procurements 5 and 6.
However, the Authority disagrees with the finding in other
instances.

The Authority secured services of Procurement 1 under its
emergency purchase procedures and, therefore, believes the
procurement was proper. For Procurement 2, the Authority
maintains its belief that the nationa search for the consultant,
the consultant’ s expertise, and the Authority’ s disclosure of the
use of the consultant in its gpplication to HUD for the drug
elimination grant was sufficient to satisfy bidding regulations.
In addition, the Authority believes HUD’ s subsequent approva
of the application congituted HUD’s approva of the
consultant. For Procurement 3, the Authority believes both
HUD and the Authority are adequately protected by the
executed contract and the Authority contractually could and
would end the contract in one year. For Procurement 4, the
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Authority says it properly solicited for bids and executed the
contract by placing notices in the loca newspapers, soliciting
more than 10 potentia contractors, receiving two bids, and
selecting the contractor prior to executing the service contract.

The Authority believes we interpreted its procurement policies
and procedures in a manner not initidly contemplated by the
Authority in relation to contracts expected to exceed $1,000.
The Authority says it was not the intent of its policies and
procedures to require written contracts for al purchases of
goods and services exceeding $1,000. Therefore, the 119
purchase orders did not necessarily require written contracts.
The Authority added that the three larger transactions were
procured by seded bid and approved by the Board of
Commissoners, and therefore, the Authority received the
desired results

The Authority is reviewing al transactions to assess the
concerns identified in order to develop a procurement policy
that baances proper internd controls with the demanding
needs of the organization.

OIG Evaluation of
Auditee Comments
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We commend the Authority for evaluating its procurement
process and developing new policies and procedures to address
concerns. However, we believe our observations and
conclusions remain valid. The following further clarifies our
position.

For Procurement 1, our review showed the Authority did not
properly plan for the needed services, causing it to invoke
emergency procedures to acquire services until it selected a
contractor. The Authority originally treated this as a normal
procurement and issued a Request for Proposals. However, by
the time the Authority determined that the proposalsit received
were non-responsive, the lawn maintenance season had begun
and the Authority had no contractor to perform the services.
For Procurement 2, the disclosure of the use of an expert
consultant in a grant application to HUD, and HUD’s
subsequent approva does not constitute grounds for ignoring
federa procurement regulations. For Procurement 3, we
maintain that the contract alows for perpetua continuation of
the contract. The contract states: “This Agreement shall be for
an initid term of one year and shdl automatically be renewed
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for one (1) year and from year to year thereafter unless either
party notifies the other in writing, of its intention to terminate
this agreement, not less than sixty (60) days prior to the
expiration of origind term or any renewa term thereof.”
Therefore, there is no assurance the contract would end one
year from its effective date. For Procurement 4, the Authority
was unable to provide documentation that it properly solicited
bids for show remova services The Authority’s Legd
Counsd informed us on August 16, 1999 that he had provided
everything in the contractor’s file and that if there was no bid
information, then he would conclude that the bid process was
not followed.

Although we agree the $1,000 requirement may be too
restrictive, we conducted our review based on the language of
the Authority’s written policies and procedures and assurance
from its Lega Counsd that our understanding of the language
was correct. Procuring goods and services without written
contracts leaves the Authority and HUD without assurance that
the Authority could legally enforce purchasing agreements
when disputes arise. Therefore, the Authority needs to
evauate this requirement and clarify its policies and procedures
accordingly.

Recommendations

We recommend the Director, Troubled Agency Recovery
Center, ensures the Omaha Housing Authority:

4A.  Deveops and implements procedures that ensure the
Authority’s written procurement policies and HUD's
procurement regulations are strictly followed; and

4B. Claifies its procurement policies and develops and
implements procedures that ensure invoices are not
paid unless a written, properly executed contract is in
place per the Authority’s directives and HUD’s
requirements.
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The Authority’s Inventory Process
Was Not Adequate

The Omaha Housing Authority did not have accurate fixed asset and materials and supplies
inventories for its December 31, 1998 financial statements. The inventories were unreliable
because the Authority did not have formal procedures for conducting the inventory counts, and
did not have adequate records to support the value assigned to its fixed assets. Additionally, the
Authority did not always assign an employee knowledgeable of the inventory process to oversee
the counting of year-end inventory. As aresult, HUD lacks assurance the Authority adequately
safeguarded assets and a $688,386 year-end adjustment to reduce the materials and supplies

inventory was appropriate.

HUD’ s Requirements

Section 4 of the Annud Contributions Contract States that
housing authorities should, a al times, operate projects in a
manner that promotes serviceability, economy, efficiency, and
gability of the projects, and the economic and socid well-being
of the tenants.

Section 15, paragraph (A), of the Annual Contributions
Contract states that housing authorities must maintain complete
and accurate records to permit timely and effective audits.

24 CFR Part 85.32 (d)(1) requires grantees of federal funds
to maintain property records for equipment that includes a
description of the property, serial number or other
identification number, source of the property, titleholder,
acquisition date, cost of the property, federal participation
in the cost of the property, location, use and condition of
the property, and any ultimate disposition data, including
the date of disposal and sales price of the property.
Paragraph (d)(2) requires grantees to conduct a physical
inventory of the property and reconcile results with property
records at least once every two years.

24 CFR Part 85.22 (b), requires State, local, and Indian tribal
governments to follow the Office of Management and
Budget Circular A-87, Cost Principles for State and Local
Governments. A public housing authority is a local
government according to 24 CFR Part 85.3.
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Materials and Supplies
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Office of Management and Budget Circular A-87, Attachment
A, paragraph A(2)(a)(1), States that governmenta units are
responsble for the efficient and effective adminidration of
federd awards through application of sound management
practices.

The Authority did not maintain reliable fixed asset inventory
records, nor did the Authority conduct an accurate
inventory of its fixed assets for its December 31, 1998
financial statements. To test the accuracy of the fixed asset
inventory list, we selected 11 fixed asset purchases from
1995 through 1998 and 19 purchases in 1999. For the
purchases from 1995 through 1998, we could not match 1
of 4 cooking stoves;, 1 of 6 dishwashers, and 13 of 52
refrigerators from invoices to the fixed asset inventory list.
We could not match the items because the inventory list did
not contain sufficient identifying information, such as serial
numbers.

For the 1999 acquisitions, only 5 of the 19 fixed assets
appeared on the June 9, 1999 inventory list. Authority staff
was not certain how the new system tracked fixed assets or
who was responsible for recording purchases in the new
management information system. As a result, fixed asset
purchases made in 1999 were not consistently placed on the
fixed asset inventory list. This could result in inaccurate
information on the 1999 financial statementsif the Authority
relies on the inventory list.

The Authority’s year-end inventory count of its materials
and supplies was not accurate. As of December 31, 1998,
the Authority had 26 maintenance vehicles that carried an
inventory of materials and supplies. HUD nor the Authority
could rely on the inventory count of these materials and
supplies because maintenance employees inventoried their
own vehicles without evidence of supervison. The
Authority could not provide documentation that inventory
counts were taken for 13 of the 26 vehicles. In addition, the
computer consultant responsible for recording the inventory
counts in the Authority’s management information system
said the 13 count sheets provided to us were the only
vehicle inventory counts included in the Authority’s
materials and supplies inventory for maintenance vehicles.
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Inventory Procedures
Were Not Adequate

We aso tested the Authority’s tracking of its maintenance
vehicles. The Authority’s management information system
records did not agree with the records maintained by
individual maintenance warehouses. The discrepancies
included differing vehicle identification and license plate
numbers on the two sets of records. Also, one vehicle was
assigned to a different maintenance location than shown on
the Authority’s records.  Accurate identification and
location information is important to ensure all assets are
properly controlled and accurately accounted for on
inventories.

The Authority did not have written instructions for its fixed
asset inventory. The Interim Finance Director set up basic
guidelines for the year-end count, but she did not oversee
the process or the results. The Authority charged a
maintenance supervisor and his staff with the responsibility
of conducting the fixed asset inventory count, even though
they had no experience in this process and no expertise in
the financial field. The supervisor said he and his crew
conducted the inventory without having an understanding of
what items qualified as fixed assets. His team counted and
tagged every item they believed was not materials and
supplies. For example, they counted staplers and paper
punches as fixed assets. The Authority’s computer
consultant recognized the inclusion of improper items and
eliminated them from count sheets before entering detailed
inventory information into the Authority’s management
information system.  However, because the Authority
conducted their fixed asset inventory in this manner, HUD
and the Authority lack assurance the resulting inventory list
and valuation was accurate.

We also tested the Authority’s efforts to track its computer
equipment. We selected 16 computer equipment purchases
from 1997 and 1998. All 16 items were at the Authority.
However, the location of the equipment was incorrect on
the fixed asset inventory list for 14 of the 16 items. An
accurate tracking of computer equipment, as well as any
other fixed asset, is an essential control to ensure the
Authority’s assets are accurately accounted for and
protected.
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Records Supporting
Inventories Were Not
Adequate

New Control Procedures
Could Work

The Authority also could not provide assurance the value
assigned to its fixed asset purchases before 1999 was
accurate. Values assigned to the 1999 purchases agreed
with actual costs on invoices. The Authority could not
provide any documentation to show how it determined the
value of its fixed assets purchased before 1999. The Interim
Finance Director said the Authority valued older fixed
assets, those purchased before 1998, at 50 percent of the
current cost of a like item. The Purchasing Agent said the
Authority used a valuation method based on a depreciation
schedule.  Without documentation of the method used to
value inventory, HUD and the Authority lack assurance the
inventory valuation is accurate.

The Authority’s Development Director proposed new
property and inventory control procedures on August 18,
1999. These procedures appear adequate to properly
control the Authority’s future inventory process if the
Authority ensures personnel are properly instructed and held
accountable to following the procedures. Effective
inventory procedures provide assurance that the Authority’s
assets are accurately recorded. Also, an accurate inventory
with proper accountability helps fix responsibility for lost or
misused equipment.

Auditee Comments

Excerpts from the Authority’s comments on our draft finding
follow. Appendix C, page 118, contains the complete text of
the comments.

The Authority is correcting this deficiency. By October 1999,
al eements of the deficiency were ether corrected, or a plan
and timetable to fix the deficiencies had been established.

OIG Evaluation of
Auditee Comments
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Authority actions taken and planned should correct the
Authority’s inventory process if the actions are effectively
implemented and followed.
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Recommendations

We recommend the Director, Troubled Agency Recovery
Center, ensures the Omaha Housing Authority:

SA.

SB.

SC.

SD.

Develops and implements formal procedures to record
al purchases of fixed assts on the Authority’s
inventory list;

Deveops and implements forma procedures for
conducting accurate inventories. These procedures
should include required training for inventory team
members and supervisory responsihilities;

Develops and implements a forma method to establish
vauefor itsfixed asset inventory; and

Conducts a complete inventory of al assets and makes
appropriate adjustments to properly reflect quantities,
descriptions and locations of items.
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Finding 6

The Authority Did Not Exercise Adequate
Control Over Implementation Of Its
Management Information System

The Omaha Housing Authority did not exercise adequate management controls over
implementation of its new management information system. The Authority did not establish a
comprehensive system implementation plan to identify the scope, tasks, activities, and resources
needed to effectively and efficiently manage the implementation process. The Authority
implemented modules of the new system without adequate oversight, testing and user feedback.
The Authority aso did not implement the general ledger module, a key component to their
financial operations. Further, the Authority did not have effective procedures to manage and
control user requests to resolve system problems. These problems occurred because the
Authority lost key management and contractor personnel during the management information
system implementation and did not replace them with personnel knowledgeable of the system. As
aresult, the system was not used as intended and was not efficient. The Authority had to rely on
manual records to manage and control financial operations.

On March 17, 1998, the Authority executed a licensing
agreement with Data Processing Solutions, Inc. for a new
management information system that used the Public
Housing Authority Software, a commercia off-the-shelf
package. The agreement required Data Processing
Solutions to install all modules, except payroll, onto the
Authority’s minicomputer, and convert data from existing
systems to the new system. The new system went into
operation on January 11, 1999.

Authority Implemented A
New Management
Information System

The Authority implemented the new system without an
implementation plan. In addition, the Authority did not
adequately test the new system prior to implementation and
did not have a consistent process to manage and control
user requests to resolve problems.

The Authority did not establish a comprehensive system
implementation plan to identify the scope, tasks, activities,
and resources needed to effectively and efficiently manage
the implementation of the Public Housing Authority
Software system. Under the licensing agreement, the Data
Processing Solutions' Project Manager was responsible for
developing and executing a comprehensive system

Authority Lacked An
Implementation Plan
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New System Was Not
Adequately Tested

Authority Lacked Formal
Procedures To Resolve
System Problems
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implementation plan. However, an implementation plan was
not prepared. The only planning documents used were
Gantt charts that provided timelines for various tasks and
activities. Gantt charts are not sufficient by themselves in
that they do not identify the full scope of activities nor the
needed resources.

The Authority implemented the Public Housing Authority
Software system without adequate testing. The Authority
did not have atest plan for the system conversion. System
testing was limited to reviewing the accuracy of converted
data. However, at the time of the testing not all modules
had received converted data. For example, the Financia
Module conversion was not completed a the time of
testing. The Authority did not test data produced by the
new system and did not document user acceptance.

Additionally, the system was implemented without the
genera ledger module installed, a key module for recording
and tracking financial information. Financia users were
able to enter data into subsidiary financial modules, but the
reports generated were inaccurate or did not provide users
with needed information. Because of these problems,
Authority staff were unable to use the genera ledger
module. Instead, they created spreadsheets to record and
reconcile financial data, a task that should have been
automated.

The Authority’s staff said the Authority implemented the
Public Housing Authority Software to meet deadlines
promised to the Board of Commissioners. The computer
services staff did not know of any outstanding issues and
believed the system was functiona, since users had not
reported any problems. Additionaly, the staff said they
were concerned the old system was not Year 2000
compliant and needed to be replaced. However, we believe
there was sufficient time to properly test and implement the
system before the year 2000.

The Authority did not have effective procedures to manage
and control user requests to resolve system problems. User
requests were not adequately prioritized, documented or
tracked. Users submitted work orders to the Authority’s
Computer Department to resolve system problems or called
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Key Personnel Were Lost
And Not Adequately
Replaced

in problems over the telephone. However, records were not
consistently made to document telephone requests.

Automated software programs are available to help agencies
manage their user-support workload. These automated
programs provide a structured and controlled approach to
prioritize and track system problems and determine the
appropriate level of resources that should be dedicated to
help users and resolve system problems.

The Authority lost key personnd while planning the
implementation of its new Public Housing Authority Software
sysdem. The Authority’'s Computer Department Manager
resgned in November 1998 and was not replaced. The
Manager was in charge of the computer function for severa
years. She was involved in the sdlection and procurement of
the new system and was knowledgeable of the previous system.
During this same period, the Authority also lost a key
contractor employee. The employee was replaced by another
contractor employee. However, the new employee did not
have experience with ether the previous system or the Public
Housing Authority Software system. Management of the
implementation was |eft to one full-time computer assistant and
two contract staff. None of these individuds had the necessary
experience or qudifications to effectivdy manage the
implementation of the new system.

Auditee Comments

Excerpts from the Authority’s comments on our draft finding
follow. Appendix C, page 105, contains the complete text of
the comments.

The Authority Did Not Exer cise Adequate Control Over
the Implementation of Its Management |nformation

System

The Authority disagrees with the finding and believes it
exercised adequate management controls over the
implementation of its new management information system.
The Authority said it contracted with industry experts on
the AS400 and the Public Housing Authority Software
system to assure that all issues related to the scope, tasks,
activities, and resources needed were in place to effectively
and efficiently manage the implementation process of the
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new system. The Authority discussed the Office of
Inspector General’s findings with the two contractors (Data
Processing Solutions and KALOS) responsible for the
Public Housing Authority Software and AS400
implementation.

The Authority incorporated the contractors commentsin its
response. In reference to the general ledger module, the
Authority allocated a full-time contract accountant to “set
up” a genera ledger to assure the module was executed
appropriately, but was unsuccessful in this portion of the
implementation plan. The implementation plan provided for
an adternative solution, i.e, alowing the accounting
modules for the “old” system to remain online and using
“manua” records to manage and control the financia
operation. An operational decision was made by the
Authority to use this solution. However, the Authority
believes that using this solution is not sufficient grounds to
determine the entire Public Housing Authority Software
implementation was inadequate.

In general, the Authority believes the implementation plan
was adequate and properly identified the scope and tasks of
activities necessary to complete the implementation of the
new system.

OIG Evaluation of
Auditee Comments

00-KC-201-1001

s 3
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After reviewing the comments and information provided by
the Authority, we believe our observations and conclusions
remain valid. The following clarifies our position.

Our finding focused on the overall management controls
over the implementation of the Public Housing Authority
Software system and whether the system was used as
intended. The criteria used to measure whether effective
management controls were put in place and used were based
on industry-accepted best project management practices and
HUD’'s system development methodology, which
incorporated these same best management practices. The
implementation plan is a critical and key document used by
management to ensure successful implementation of a
system and to minimize the risk of it not meeting users
needs. This plan establishes the implementation project
strategy, processes, tools and techniques for project plan
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execution. Project strategy includes determining
organizationa roles and responsibilities for the project team,
scope of the project, and resources needed to accomplish
project objectives. The project team must have the
appropriate set of general management (e.g., leadership and
communication) and technical skills and knowledge.
Additiondly, an effective and efficient overal control
process must be established to ensure project scope changes
are necessary, properly authorized and approved.

The implementation plan provided during our review, and
included as part of the Authority’s response, consisted of
only a GANTT chart schedule that identified the tasks,
dates, resources, and milestones for the Public Housing
Authority Software implementation. It did not describe
organizational roles and responsibilities, implementation
strategy, scope, and the resources needed to accomplish the
tasks. For example, the plan did not provide any
information on who or what department was responsible for
overseeing and approving completed tasks. Also, the data
conversion tasks in the plan showed a total of 32 days to
complete the tasks and that they were to be performed by
Data Processing Solutions. However, the plan did not
reflect the volume of records to be examined, or the
strategy, process, tools, and techniques to be used to
conduct the analysis, perform the necessary programming,
and test and validate the converted data.

Auditee Comments

The Authority Implemented a New Management
I nformation System

The Authority said its selection of Data Processing
Solutions as a vendor and Public Housing Authority
Software as the new system was based on a competitive bid
process to select the “best” system and software vendor on
the market that could address the magority of the
Authority’s needs for a fully-integrated system. The
Authority’s position is that the process used to select and
implement the system was appropriate and the processes for
testing and managing user requests were more than
adequate. However, without specific examples of what led
the Office of Inspector Genera to believe the testing and
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management was inadequate, the Authority isin no position
to substantiate its assessment.

OIG Evaluation of
Auditee Comments

00-KC-201-1001
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We neither agree nor disagree with the Authority’s position
that the process used to select the system was appropriate.
Our scope of review did not include an assessment of the
adequacy of the Authority’s selection process. However,
we disagree with the Authority’s position that their
processes for testing and managing user requests were more
than adequate.

Industry-accepted best practices require a system testing
strategy be documented and included in a Verification,
Validation, and Test Plan. This test plan provides for
acceptance testing of al components of the system,
including detailed requirements for all tests, testing methods
and tools, test evaluation criteria, and test resources.
Additionally, the user should be a key player in this process
as the user is responsible for reviewing and confirming the
testing strategy.

As part of our review, we interviewed several Authority and
contractor personnel to determine the amount and extent of
testing peformed during system conversion and
implementation and whether users were involved in the
testing process. We were informed by Authority personnel
that the Authority did little testing before the system went
into production. The extent of testing was limited to having
three department managers view their converted data to
evauate its accuracy. These managers did not test the
modules by entering new data. This lack of testing was aso
confirmed by the contractor, who explained that they loaded
a new module on the system and waited for the users to use
it and provide feedback about any problems. The Authority
could not provide a test plan that contained the testing
strategy for system acceptance testing. Proper testing of the
system should have identified the type of problems outlined
in the April 30, 1999 memo, Computer Problems and
Concerns (see page 120), included with the Authority’s
comments.
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Auditee Comments

The Authority L acked an | mplementation Plan

It is the Authority’s position that through a competitive
bidding process, the best vendor and software system was
selected. Data Processing Solutions, as a successful Public
Housing Authority Software implementation specialist,
provided the Authority with their standard Public Housing
Authority Software implementation plan, used to
successfully implement ten versions of Public Housing
Authority Software with other housing authorities, and a
data converson schedule that included anayzing,
programming, testing, validating, and receiving/converting
the Authority’ s data.

In addition, Data Processing Solutions developed a
comprehensive training schedule that included over 30 days
of on-site training with a 30-day lead time for each
department to work with the software prior to going “live”
with a given module. In regard to the sufficiency of the
Data Processing Solutions implementation plan, both Data
Processing Solutions and KALOS computer implementation
experts said this plan is at least a standard plan/process used
in the industry and may be the only plan available for the
Public Housing Authority Software. The Authority believes
the Office of Inspector General should take these facts and
supporting information into consideration prior to stating
that the implementation plan was not sufficient.

OIG Evaluation of
Auditee Comments

As previoudy dsated, we believe the Authority’s
implementation plan was not sufficient to adequately
manage and control the implementation of Public Housing
Authority Software. The implementation plan provides a
schedule of tasks and milestones. However, it did not
provide details about the scope, the Authority’s and the
contractor’s roles and responsibilities, or resources needed
to complete the Public Housing Authority Software
implementation. Accordingly, our recommendations remain
the same. We provided the Authority documentation that
establishes what constitutes an adequate project plan.
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The New System was not Adeqguately Tested

Data Processing Solutions was contracted to develop a
conversion plan that would adequately test ten new modules
prior to “full” implementation. Data Processing Solutions
was also responsible for data conversion services to convert
the Authority’'s existing files to the Public Housing
Authority Software format for six of the ten modules. Data
Processing Solutions completed a full analyss,
programmed, tested, validated, and reviewed the conversion
with the Authority in reference to the data conversion of the
modules. Not only were these modules fully converted and
tested prior to “live” implementation, but have been fully
operationa since the first quarter of 1999. Notwithstanding
a few system enhancements and modifications, the majority
of the modules were successfully implemented.

In relation to the general ledger/budgets, the Authority was
responsible for the Public Housing Authority Software
accounting system conversion issues. The Authority
assessed its Finance Department and made a determination
to employ a contract accountant to take on the
responsibility of the genera ledger conversion. This
contractor worked on the project for approximately 60
days. During the process, this contractor outlined a
conversion plan, listed prioritized conversion issues, and set
up over 9,000 accounts on the “Chart of Accounts.”
However, in April of 1999, the Finance Department
informed the Computer Services Department of a number of
outstanding issues. Based on this feedback, Authority
management determined that the general ledger issues
needed additional resources beyond the scope of the initial
genera ledger project and retained the KALOS Group to
complete the conversion started by the contract accountant
in November of 1998.

Notwithstanding the fact that the system was implemented
without the general ledger, a “key module,” the statement
that the whole system implementation plan and process was
“inadequate’ is not only unfair but an inaccurate statement.
In addition, the Office of Inspector Genera said the
Executive Director “hurried” the implementation of the
system because she was concerned that the previous system
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was not Year 2000 compliant and that she did not know
that the system was not “fully” tested because she relied on
the Computer Services Department. These statements
allegedly made by the Executive Director are outlined as the
foundation for this finding and are completely inaccurate.
Therefore, these inaccurate statements relied on by the
Inspector General investigation team should warrant a
review of the Office of Inspector General data gathering
process. This review would assess the validity of the
statements or documents that were relied on by the Office
of Inspector Genera in formulating these conclusions.

OIG Evaluation of
Auditee Comments

Our conclusion that the system implementation plan and
process was inadequate is valid. We agree that the lack of
implementation of the general ledger module, in itself, does
not support that the system implementation plan and
process were inadequate. However, as previously stated,
we believe the lack of management controls over project
planning and testing of the Public Housing Authority
Software system contributed to the project being behind
schedule and not fully implemented. As indicated in the
Authority’s response, problems with the general ledger
module implementation efforts still exist and are currently
being addressed. Statements made to us by Authority staff
were erroneoudly attributed to the Executive Director. We
revised that portion of our finding to show the correct
source of the information.

Auditee Comments

The Authority L acked Formal Proceduresto Resolve
System Problems

The Authority has in place a standard procedure for
documenting al computer-related problems. This
procedure is to be followed by all employees for any issues
ranging from the need for Personal Computer diskettes to
system related problems on the AS400. In discussions with
Data Processing Solutions and KALOS about the
implementation process, the Authority decided to use the
process that staff was comfortable with and knowledgeable
of in relation to the forma procedures to resolve system
problems. All user requests were prioritized and tracked. |If
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the request was submitted in writing, then it was properly
tracked and prioritized.

For instance, on April 30, 1999, the Finance Department
provided a full description of problems that they had
encountered, in writing, to the Computer Department.
These issues became the Authority’s top system
enhancement priority. Authority management procured the
expert services of the KALOS Group, after a full review
established a need for more manpower and expertise to get
the General Ledger operational. The KALOS Group is
actively addressing the Genera Ledger issue and is working
with Authority staff to establish a realistic implementation
plan for this final module of the Public Housing Authority
Software.

OIG Evaluation of
Auditee Comments

We commend the Authority’s efforts to actively address the
Genera Ledger issue and establish a redistic
implementation plan for the fina module of the Public
Housing Authority Software. However, we believe the
Authority needs to do more to better manage and control
user requests. As we previoudy stated, the “standard”
procedure used for documenting all computer-related
problems was the use of awork order processed by the user
and submitted to the Authority’s Computer Department.
However, Computer Department personnel told us this
process was not formalized, completely documented or
consistently used. We recognize that actions taken on
problems reported by the Finance Department are a step in
the right direction. But, without a formal, documented
process for resolving all user problems, the Authority
cannot ensure that problems are resolved timely and
efficiently.

Auditee Comments
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K ey Personnel were L ost and not Adequately Replaced

Although this statement is true, the loss of the personnel
mentioned was taken into consideration during the planning
stage. In fact, the concern from the Authority processing
side was not whether the loss of an individua would impact
the implementation, but whether the problem tracking
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system the employee had put in place was adequate.
Notwithstanding, the Office of Inspector General’s
assessment that it was not, the Authority believes the
problem tracking system implemented by the Computer
Department was adequate, and regardless of whether a
particular employee was “here,” the success or failure of the
implementation would be based on the system in place.

As this issue relates to the contract employees, the
Authority contracted with KALOS, Inc. to provide on-site
ASA00 support and programming as needed. All contract
employees working with the Authority at the time of the
conversion were quaified AS400 programmers and system
anaysts. In fact, the employees on site had implemented
multiple Data Based Management Systems for the AS400.
In addition, the “lost” contract employee has been available
to the on-site employee as needed. Therefore, the Authority
still believes the team in place was qualified to oversee and
effectively manage the implementation of the new system.
In fact, 90 percent of the modules were successfully
implemented. In relation to the one module that till needs
“development,” the Authority has contracted with KALOS
to provide the necessary support to complete the
converting, testing, and final “implementation.” The facts
that have been cited by the OIG investigation team to
substantiate the position that the system implementation
plan was not adequate appear to need further corroboration.

OIG Evaluation of
Auditee Comments

The intent of our finding was to show that management
direction and authority were absent during a critical period
of the Public Housing Authority Software implementation.
We believe the facts support our concluson. The
accounting software is not yet fully implemented and
KALOS told us they could not make the Finance
Department perform their tasks and meet their deadlines.
Specifically, they were unable to implement and test the
general ledger module because the Finance Department
changed its system requirements and did not complete its
assigned tasks of entering the chart of accounts and vendor
information.

We recognize the Authority has a contractual relationship
with the KALOS Group to ensure that the Public Housing
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Authority Software system is fully implemented. However,
the KALOS Group, as the contractor, has no direct control
over Authority employees to ensure the tasks and deadlines
are met. When the former Computer Department Manager
resigned, the Authority’s management of the
implementation project was left to a computer assistant with
no experience in project management and no line of
authority to ensure that the Public Housing Authority
Software system was fully implemented within established
deadlines.

Auditee Comments

00-KC-201-1001
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In general, based on the Authority’s review of the Office of
Inspector General findings, the facts utilized by the
investigation team should at least be substantiated or
corroborated by not only supporting documentation, but
interviews with the subject matter experts involved in the
Public Housing Authority Software implementation. This
should provide the Office of Inspector General with a full
understanding of the actua scope of work and how the
Authority intends to implement the remaining module. In
reference to the “tracking” system, we are open to the
Office of Inspector General’s suggestions on a more formal
process than the current system that requires users to submit
computer problems in writing via interoffice mail or
electronic work orders.

However, the Authority is committed to “fully” integrating
Public Housing Authority Software into the operations of
this organization. The Authority has contracted with
KALOS for a team of progranmers and accountants to
complete the conversion of the General Ledger module not
in operation and to complete user requested system
enhancements. This team is in the process of assessing the
problems with the general ledger/budgets and will report to
the Executive Director weekly on the status of the
contracted work. The team plans to provide the Authority
with a scope of work that will include all tasks, activities,
and testing needed to effectively complete the Public
Housing Authority Software implementation. This
supplemental plan will ensure user involvement, user
sign-off and integration testing to assure a smooth transition
of the General Ledger module.
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OIG Evaluation of
Auditee Comments

If the Authority follows its planned actions and remains
committed to fully integrating the Public Housing Authority
Software into its operations, the problems identified in this
finding should be resolved.

Recommendations

We recommend the Director, Troubled Agency Recovery
Center, ensures the Omaha Housing Authority:

6A.

6B.

6C.

6D.

Assigns an individua with the necessary skills,
knowledge and experience to oversee completion
and full operation of the Public Housing Authority
Software system,

Prepares a project plan describing the scope, tasks,
activities, and resources needed to effectively
complete their Public Housing Authority Software
implementation;

Develops a test plan for system implementation and
enhancements, and assures users are involved in this
process and approve the results of the tests; and

Develops a formal process to assure system
problems reported by users are properly and
adequately managed and controlled. Consideration
should be given to automating the process for a
more efficient medium to minimize and control
system problems.
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The Authority Did Not Follow Federal
Regulations Regarding A Special Purpose Grant

The Omaha Housing Authority violated of federa requirements regarding a Special Purpose
Grant used to construct a facility and provide job training for residents. The Authority did not
request disposition instructions from HUD when the Authority ceased using the training facility
for the authorized purpose. Asaresult, HUD lost the use of $130,500.

HUD’ s Requirements

Authority Received A
Specia Purpose Grant

24 CFR Pat 8531, which edablishes adminigrative
requirements for grants and cooperative agreements, requires
that rea property be used for the origindly authorized purposes
as long as needed for those purposes. Red property means
land, including improvements, structures and appurtenances
thereto. When red property is no longer needed for the
origindly authorized purpose, the grantee must request
dispogtion ingructions from the awarding agency. The
ingtructions provide for the grantee to: (1) retain title after
compensating the agency, (2) sell the property and compensate
the agency, or (3) transfer title to the agency or to athird party
designated or approved by the agency. In the firg two
dternatives, the agency’s compensation is determined by
applying the awarding agency’s percentage of participation in
the cost of the origind purchase to the fair market value or
saes price of the property. In the third alternative, the agency
pays the grantee an amount determined by applying the
grantee's percentage of participation in the purchase of the
property to the current fair market value.

On August 2, 1993, HUD executed a grant agreement with the
Authority awarding it a Special Purpose Grant of $600,000.
The grant funded a plan to provide “Step Up” training in
connection with the Authority’'s Gateways of Opportunity
training program. HUD awarded the grant pursuant to the
Authority’ s application for $350,750 to renovate a building for
use as a training center and $249,250 to provide training in
construction trades.

The Authority acquired the site for the training facility through
a corporate donation in October 1993. A 1992 appraisa
vaued the site at $53,000. The appraisal included the land and
one building on the Site,
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Authority Did Not Follow
Federa Regulations

The Authority origindly intended to renovate the building.
However, it later determined renovation was not feasible. The
Authority obtained HUD approva to use $14,500 of the grant
renovation funds to demolish the building and the remaining
$336,250 to construct a new building.

In late 1997, the Authority terminated its Gateways of
Opportunity training program. The Authority aso
discontinued the training program established by the Specid
Purpose Grant. The Authority did not request disposition
ingructions from HUD for the training facility, as required by
federd regulations. Instead, the Authority used the building as
adorage facility and workshop.

The Authority’s participation in the Specid Purpose Grant
building project was $53,000, the appraised vadue of the
donated land and building. HUD' s participation was $350,750.
Therefore, the Authority had a 13 percent interest ($53,000 +
(350,750 + $53,000). HUD had an 87 percent interest ($350,750
+ ($350,750 + $53,000)). Under federd regulations, HUD is
entitled to 87 percent of the current fair market vaue of the
building. A February 1998 gppraisal vaued the property at
$150,000.

Because the Authority did not follow federd regulations, an
asset vaued at $130,500 ($150,000 x 87 percent) was not used for
the maximum benefit of HUD’ s programs.

Auditee Comments

Excerpts from the Authority’s comments on our draft finding
follow. Appendix C, page 113, contains the complete text of
the comments.

The Authority will work with the Troubled Agency Recovery
Center Director to assure, if applicable, that dispostion
ingtructions from HUD are secured and followed.

OIG Evaluation of
Auditee Comments
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24 CFR  Pat 8531, which edablishes adminigrative
requirements for grants, says when real property is no longer
needed for the originadly authorized purpose, the grantee must
request digposition ingtructions from the awarding agency. The
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issues in this finding will be resolved when the Authority
requests disposition ingtructions from HUD and complies with
them.

Recommendation

We recommend the Director, Troubled Agency Recovery
Center, ensures the Omaha Housing Authority:

7TA.  Seeksdispostion ingtructions from HUD for the closed
training facility and complies with the ingtructions.
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The Authority Did Not Properly Administer Its

Section 8 Program

The Omaha Housing Authority did not properly administer its Section 8 program. The Authority
allowed its costs to exceed its earned fees and reserves. In a 1997 management review of the
Section 8 program, HUD warned the Authority it needed to control and properly allocate Section
8 costs. However, the Authority did not adequately address the issues that HUD brought to its
attention. As aresult, neither HUD nor the Authority have assurance that costs allocated to the

program were reasonabl e.

As of December 31, 1998, the Authority had a Section 8 operating reserve deficit of $615,872.

HUD’ s Requirements

OMB’s Requirements

HUD Performed A 1997
Management Review

S 5

HUD Handbook 7420.7, Administrative Practices for the
Section 8 Program, states that the operating reserve is to be
credited with earned administrative fees that exceed
expenditures for program administration during the year.
The operating reserve must then be used to pay Section 8
administrative costs exceeding earned administrative fees in
future years. The Authority must ensure that projected
administrative fees and the operating reserve will cover all
projected costs for efficient and effective administration of
the program. The administrative fee is the funding source
for ongoing administrative expenses.

24 CFR Part 85.22 (b), requires State, local, and Indian tribal
governments to follow the Office of Management and
Budget Circular A-87, Cost Principles for State and Local
Governments. A public housing authority is a local
government according to 24 CFR Part 85.3.

Office of Management and Budget Circular A-87,
Attachment A, paragraph C(3)(a), states that a cost is
alocable to a particular cost objective if the goods or
services involved are chargeable or assignable to the cost
objective in accordance with relative benefits received.

The HUD Office of Public and Indian Housing issued a
Section 8 management review report in January 1997. The
report stated, for most housing agencies during most fiscal
years, administrative fees exceed the actual cost of
operation. These excess fees are recorded in the Section 8
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Section 8 Costs Exceeded
Authority Resources

Costs Were Not
Reasonably Allocated To
The Section 8 Program

00-KC-201-1001

s 3
T.0.C.

operating reserve and are available to meet future cost
increases. HUD evauated the Authority’s 1995 year-end
balances and determined operating reserves were smal
when compared with administrative costs for the Section 8
programs. The operating reserves appeared inadequate to
meet future needs. HUD recommended the Authority:
1) evaluate its allocation of costs to ensure that a reasonable
alocation of cost was being made to the individual Section
8 programs, 2) increase its fee income through leasing
additional certificates and vouchers, and 3) examine its total
cost of administering its Section 8 program. HUD
concluded that, even with a reasonable allocation of costs
made in accordance with Office of Management and Budget
Circular A-87, it may prove necessary to reduce the
Authority’s overal costs for administering the program.
The Authority did not address HUD’s recommendation in
its response.

The Authority did not adequately address HUD' s concerns.
It did not ensure that projected administrative fees and
available operating reserves would cover al projected costs
of program administration. As aresult, in 1998, half of the
Authority’s Section 8 projects operated at a deficit and the
Section 8 operating reserve was not sufficient to cover the
deficits.

In response to the 1997 review, the Authority submitted a
cost alocation plan to HUD, which HUD approved. The
plan specified that cost allocations would be based on three
dements. 1) daffing anaysiglevel of effort, 2) revenues
from the Section 8 program versus public housing program,
and 3) number of Section 8 units versus public housing
units.

The Authority did not completely follow the plan when it
allocated 1998 costs. The plan stated that the Authority
would conduct time analyses of employees work on various
programs. However, the Authority relied on the judgment
of consultants for determining this element. Neither the
Authority nor the consultant conducted a time analysis. If
the Authority had conducted actua time analyses, the
allocations would have been more accurate.

Also, dlocating costs based on revenues and units would
not necessarily allocate costs equitably. According to HUD,
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Section 8 Costs Are
Greater Than Costs At
Other Authorities

Section 8 programs should provide more revenue to
housing authorities because administrative and maintenance
costs are less than those in public housing programs.
Therefore, there is not a equal basis between Section 8
revenues or units and Section 8 costs.

Section 8 sdlary and sundry expenses substantially increased
from 1997 to 1998 even though the Authority’s Section 8
program size did not significantly increase. We bdlieve
these increases occurred, at least in part, because the
Authority did not allocate costs based on actual time spent
on the Section 8 program, but instead used the consultant’s
recommended factors. This, in conjunction with the
weaknesses in alocating costs based on revenues and units
caused costs to exceed earned fees and reserves.

We compared the Omaha Housing Authority’s 1998 Section
8 administrative expenses to two high-performing housing
authorities with similar sized Section 8 programs. The
Omaha Housing Authority spent an average of $66 more
per unit (approximately $265,000) on administrative
expenses than the other housing authorities. Because the
Omaha Housing Authority’s cost allocation method was not
based on analyses of actua costs incurred, we could not
determine if the higher expenses were solely attributable to
the cost dlocation method or if they indicate program
inefficiencies.

Auditee Comments

Excerpts from the Authority’s comments on our draft finding
follow. Appendix C, page 119, contains the complete text of
the comments.

The response to this finding will be submitted to the Troubled
Agency Recovery Center within 15-30 days. This will alow
the Authority adequate time to reconstruct financia records
and provide proper supporting documentation.

OIG Evaluation of
Auditee Comments

S 5

The Director of the Troubled Agency Recovery Center should
ensure that reconstructed financid records are supported by
verifiable, origind documentation. The Authority needs to
develop a cost dlocation plan based on actud expenses and
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ensure its Section 8 program is operated within available
revenues.

Recommendations
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We recommend the Director, Troubled Agency Recovery
Center, ensures the Omaha Housing Authority:

8A. Develops acost alocation plan based on actual data
to equitably allocate costs to the Section 8 program.

8B. Turns the Section 8 program over to a contract

adminigtrator if it cannot operate the program with
available Section 8 revenues.
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The Authority Did Not Properly Account For
Funds Collected For Cable Television Services

The Omaha Housing Authority collected cable television service fees from tenants, then deposited
collections in its public housing or identity-of-interest entities bank accounts. The Authority
disbursed the deposits from the public housing account directly to the cable company or the
Omaha Housing Authority Foundation. The Foundation then paid the cable company. However,
from January 1996 through January 1999, the Authority disbursed $79,918 more public funds to
the Foundation and the cable company than it had deposited in the public housing account.

In addition, the Authority erroneously recorded on its books a $36,594 cable-related payable to
the Foundation. The Authority recorded the debt according to its usual procedure, intending to
transfer the cable funds to the Foundation. However, in thisinstance, the Authority paid the cable
company directly.

The Authority ceased cable operations at the end of January 1999.

On August 5, 1986, the Authority entered into an agreement
with a cable tdlevison company to pay a monthly fee for cable
services provided to its tenants. On September 9, 1986, the
Authority assigned its rights under the cable contract to the
Omaha Housing Authority Foundation. The Foundation was a
non-profit entity created by the Authority to provide charitable
services to the Authority and its tenants. The Foundation used
profits generated from the cable contract to provide those
sarvices. The contract was canceded a the end of January
1999.

Authority Non-Profit
Used For Cable Service
Operations

The Authority disbursed more in funds to the Foundation and
the cable company than it deposted in its public housing
accounts. As a norma operating procedure, the Authority
collected cable fees from tenants, and depending on where the
tenants lived, deposited the feesinto the public housing account
or the accounts of Northampton Arms or Housing in Omaha
Those funds were then transferred to Foundation’s account by
check. However, in the case of the final payment covering
November 1998 through January 1999, the Authority paid the
funds to the cable company directly from its public housing
account.

Authority Overpaid The
Foundation
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Finding 9

Authority Had An
Incorrect Payable On Its
Books

The Authority did not ensure the amount of checks written to
the Foundation reconciled to actual deposits of collections.
The Authority provided checks to the Foundation that were
rounded to the nearest thousand dollars. In addition, the
Authority did not ensure that cable collections deposited in its
identity-of-interest entities' bank accounts were transferred to
the Authority’s public housing account when making payments
to the cable company or the Foundation. The Authority did
not transfer any of Northampton's collections and transferred
only 42 percent of Housing in Omaha's collections to the
public housing account and/or the Foundation.

As aresult, the Authority overpaid the Foundation $79,918 of
public housing funds. The overpayment consisted of $32,164
erroneoudy trandferred to the Foundation because the
Authority failed to reconcile checks to actua deposits of cable
collections. The remaining $41,337 of Northampton Arms
receipts and $6,417 of Housing in Omaha receipts should have
been trandferred to the public housng account or the
Foundation, but were not.

The Authority incorrectly recorded a payable on its books to
the Foundation for November and December 1998 cable
collections. The payable represented funds the Authority
collected for cable fees that were to be transferred to the
Foundation so the Foundation could, in turn, pay the cable
company. However, in this ingance, the Authority used the
funds to pay the cable company directly. As a reault, the
$36,594 recorded as a payable to the Foundation isin error and
needs to be removed from the Authority’s records to prevent
inappropriate use of public housing funds.

Auditee Comments
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Excerpts from the Authority’s comments on our draft finding
follow. Appendix C, page 111, contains the complete text of
the comments.

The Authority will collect $41,337 from Northampton
Arms, $32,164 from the Foundation, and $6,417 from
Housing in Omaha and deposit the amounts in the Public
Housing accounts. In addition, the Authority will remove
the recorded $36,794 (sic) payable to the Foundation from
the Housing Authority's records.
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OIG Evaluation of
Auditee Comments

When completed, the Authority’s planned actions will resolve
the problems identified in thisfinding.

Recommendations

We recommend the Director, Troubled Agency Recovery
Center, ensures the Omaha Housing Authority:

9A. Collects $41,337 from Northampton Arms, $32,164
from the Foundation and $6,417 from Housing in
Omaha; and deposits the $79,918 to the public housing
account; and

9B. Removes the erroneoudy recorded $36,594 payable
from Authority records.
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Finding 10

The Authority Hired A Federal Lobbyist

The Authority hired an individua to perform federa lobbying services under a December 1998
Request for Proposal and did not ensure the lobbyist was paid from non-federal funds. The
Authority determined it could use the lobbyist in accordance with Office of Management and
Budget Circular A-122. However, the Circular does not apply to public housing authorities. Asa
result, HUD lacks assurance that $16,725 hilled to the Authority for services performed by the
lobbyist were not used in violation of HUD Handbook 7570.1, Public and Indian Housing

Lobbying.

HUD’ s Requirements

Authority Used Federa
Funds To Pay A Federal
Lobbyist

HUD Handbook 7570.1, Public and Indian Housing Lobbying,
dates that the use of any federally appropriated funds to
influence or attempt to influence federd officials in connection
with any federd contract, grant, loan, or cooperative
agreement is prohibited. The Byrd Amendment, included in
the handbook, states that al public housing authorities that
have applied for or received a grant exceeding $100,000 are
required to certify that no federaly appropriated funds will be
or have been used to influence federd employees, Members of
Congress and Congressiona staff regarding specific grants or
contracts.

The Authority could not support that it used other than
public housing funds to pay for federal lobbying services.
The Authority hired a federa lobbyist to perform federal
lobbying services under a December 2, 1998 Request for
Proposa. The Request for Proposal stated that the
successful candidate needed to: 1) lobby the United States
Congress on behalf of the Authority; 2) provide regular
written reports on all legidation of interest to the Authority;
3) provide office and conference facilities in Washington,
DC; and 4) provide research to the Authority on legislation
or existing laws.

As aresult of the Request for Proposal, the Authority hired
afirm. Inits response, the firm reported that the principles
in its firm were registered federal lobbyists and, if retained
by the Authority, would register with Congress as a federal
lobbyist on behalf of the Authority. The company began
providing services in January 1999.
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When we questioned the legality of federal lobbying during
our review, the Authority acknowledged that the use of
federal funds to pay for federa lobbying was prohibited.
They then cited the Office of Management and Budget
Circular A-122 as stating: “... costs may be charged to a
grant if incurred in connection with providing a technical
and factual presentation of information on a topic directly
related to the performance of the grant, contract, or other
agreement...in response to a documented request of a
cognizant staff member ... provided such information is
readily put in deliverable form ....” However, the Office of
Management and Budget Circular A-122 does not apply to
housing authorities.

As of July 15, 1999, the firm had billed the Authority
$16,725, and the Authority had paid $11,475 of that
amount. The firm billed the Authority for five meetings
with a United States Senator and/or the Senator's staff
regarding lead-based paint grants. The invoices indicated
the firm performed research regarding lead-based paint as
well as other issues. The Authority did not have
documentation that payments to the firm were for other
than federa lobbying services. In our opinion, when an
Authority retains a firm as a federal lobbyist and reimburses
the firm with federal funds, a a minimum, the Authority
must maintain detailed documentation with its invoices that
shows payments to the firm were not for federal lobbying.

As aresult of the Authority’s actions, HUD lacks assurance
that $16,725 billed to and $11,475 paid by the Authority for
services performed by the firm were not in violation of
HUD Handbook 7570.1, Public and Indian Housing
Lobbying.

Auditee Comments
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Excerpts from the Authority’s comments on our draft finding
follow. Appendix C, page 111, contains the complete text of
the comments.

The Authority issued two Request for Proposals for State
and Federa Lobbying on or about December 2, 1998.
However, Authority staff only recommended to the Board
for approva one firm to provide State Lobbying. This firm
was registered with the State and paid completely from
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private sources of income as required by State and Federa
law.

However, it isthe Authority’s official position that a Federa
Lobbyist was never recommended to the Board, or
approved by the Board to provide services in any form or
fashion to OHA. The use of the “selected firm's’ services
was based on a need for specific legal advice for Board
members that were charged with addressing specific tasks as
it relates to HUD matters. Once the use of the firm's
services came to the Executive Director’s attention, she had
the Authority’s legal counsel review the vendor’'s invoices
and work product, which clearly established that the nature
of said services were related to researching Authority legal
or program matters.

Notwithstanding the fact that the services of the firm were
not Federa Lobbying services, the Authority is in the
process of reimbursing the operating account for al monies
paid to the firm.

OIG Evaluation of
Auditee Comments

The Authority’s Request for Proposal stated that the
successful candidate needed to: 1) lobby The United States
Congress on behalf of the Authority; 2) provide regular
written reports on all legidation of interest to the Authority;
3) provide office and conference facilities in Washington,
DC; and 4) provide research to the Authority on legidation
or existing laws. The firm billed the Authority for five
meetings with a United States Senator and/or the Senator’s
staff regarding lead-based paint grants. The Authority did
not have documentation showing that payments to the firm
were for other than federal lobbying services.

The Authority’s plan to reimburse the operating account will
resolve the issue identified in this finding.

Recommendation

We recommend the Director, Troubled Agency Recovery
Center, ensures the Omaha Housing Authority:

10A. Reimburses its operating account $11,475 from
non-federal funds for the questioned services
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provided by a lobbying firm and does not use its
operating account for the additional $5,250
($16,725-$11,475) hilled but not paid as of July
15, 1999.
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Additional Issues

We noted five issues that did not warrant an audit finding, but require management attention. The
Authority had not taken actions to: 1) segregate tenant security deposits for a related entity,
2) dispose of vacant lots disapproved by HUD for devel opment of replacement housing, 3) amend
its admission and occupancy policies and procedures to comply with federa regulations, 4)
properly report distributions from a supplemental continuation plan established for the former
Executive Director, and 5) spend homeownership sales proceeds in accordance with its
Homeownership Plan.

These issues do not warrant a finding at this time. However, management needs to review the
issues and take appropriate actions to prevent the issues from becoming significant problems.

Housing in Omaha, Inc. is a related, non-profit entity

Authority Did Not administered by the Authority. Housing in Omaha owns

Segregate Tenant and operates 56 housing units under HUD’s Section 8

Security Deposits program.  Housing in Omaha's Housing Assistance
Payments Contract with HUD (#KC-79-201, dated June 28,
1979) isin effect for 30 years. According to the contract,
HUD agrees to make housing assistance payments to
Housing in Omaha on behaf of low-income families as long
as Housing in Omaha maintains the units in a decent, safe
and sanitary manner. The contract also requires Housing in
Omaha to maintain al tenant security deposits in a
segregated bank account with a balance equal to the
deposits collected from al tenants occupying units.

The Authority did not maintain a segregated bank account
for Housing in Omaha's tenant security deposits. The
Authority’s Interim Finance Director was not aware of the
requirement until our review, but agreed that tenant security
deposits were not correctly segregated. As of May 31,
1999, tenant security deposits totaled $16,408. Housing in
Omaha had sufficient cash flow to fund the tenant security
deposits. However, there were no controls to ensure
security deposits would remain fully funded without
separate bank accounts. The Authority should establish a
separate bank account for tenant security deposits and fully
fund that account.

On June 13, 1997, HUD denied approva of Authority use
Authority Did Not of 14 vacant lots as development sites for replacement
Dispose Of Disapproved housing because the lots were located in impacted areas and
Development Sites were not suitable as sites for construction of replacement

Page 79 00-KC-201-1001

5 »
T.0O.C. Exit




Additional 1ssues

Authority Did Not Fully
Comply With Federal Act
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housing. The Authority acquired the lots through donation
or purchase before HUD denied their use as replacement
housing sites. Although HUD disapproved the lots in June
1997, the Authority till owned 13 of the 14 lots as of July
1999. Because the Authority can not use the lots for
development of replacement housing and the lots continue
to cost the Authority maintenance fees, the Authority
should dispose of the lots and return any sales revenue to
the appropriate accounts.

Public Law 104-120, the “Housing Opportunity Program
Extension Act of 1996,” enacted March 28, 1996, requires
Authorities to establish more stringent screening, lease and
eviction procedures. Section 9 of the Act, “Safety and
Security in Public and Assisted Housing,” requires
Authorities to establish standards to prohibit admission and
terminate tenancy in public and assisted housing for any
persons illegally using controlled substances or abusing
alcohol. HUD provided specific guidance to Authorities,
requiring them to amend their admission and occupancy
policies and procedures for public housng and
administrative plan for the Section 8 program to implement
the Act’s provisions.

The Authority’s “Admission and Continued Occupancy
Policy” for public housing, revised January 1999, complied
with the Act except that it did not contain a provision
regarding termination of tenancy for alcohol abuse. The
policy addressed denial of admission for alcohol abuse but
did not address termination of tenancy for the same offense.

The Authority’s “Administrative Plan for the Section 8
Certificate, Voucher, and Modernization Rehabilitation
Program,” revised February 1997, complied with the Act
except that it did not contain provisions to deny admission
and terminate tenancy for alcohol abuse. The Authority was
not aware its admission and occupancy policies and
procedures did not meet federal regulations.

The Authority should specificdly include provisions

regarding alcohol abuse in its admission and occupancy
policies for both public and assisted housing.
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Additional 1ssues

Authority Did Not
Properly Report
Distributions

Authority Did Not
Follow Homeownership
Pan

The Authority did not properly report distributions from the
supplemental  continuation plan established for the former
Executive Director. The Authority incorrectly reported the
digtributions on Internd Revenue Service Forms 1099-R. It
should have reported them on Internad Revenue Service Forms
W-2. As a reault, the Authority did not withhold the proper
federal taxes on digdributions from the supplementa
continuation plan.  According to the Authority’s outside
counsd, the Authority could be held ligble for the federd taxes
that should have been withheld from the distributions. The
Authority notified the former Executive Director it expected
him to repay the Authority for any taxes that should have been
withheld from the didributions. The former Executive
Director’s spouse responded to the Authority that they had
reported the distributions and paid the required taxes.

According to the Authority’s outside counsel, the Authority
mistakenly assumed it was not responsible for any tax
withholding. The Authority should follow up with the former
Executive Director and assure the tax problem has been
resolved.

We reviewed the Authority’s use of proceeds from
homeownership program  sdes. The  Authority’s
Homeownership Plan stated that sales proceeds were to be
used to acquire additional homes for low-income families.
However, federal regulations governing HUD’s
homeownership program are not as restrictive. 24CFR Part
906, “ Section 5(h) Homeownership Program,” alows public
housing authorities to retain sales proceeds for use in
providing housing assistance to low-income families. The
regulation provides examples of permissible uses, including
maintenance and modernization, augmentation of operating
reserves, protective services, and resident services. The
Authority used a mgority of its sales proceeds for Authority
operations unrelated to homeownership sales. Its use of the
proceeds for typica public housing authority operations is
allowable under the federal regulations but is not consistent
with its Homeownership Plan. Local HUD officias told us
the Plan would not have been approved if it showed the
proceeds would be used for other than home purchases.
Therefore, the Authority should seek HUD’ s advice on how
to resolve thisinconsistency.
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Management Controls

In planning and performing our audit, we consdered the management controls of the Omaha Housing
Authority to determine our auditing procedures, not to provide assurance on the controls.
Management controls include the plan of organization, methods and procedures adopted by
management to ensure that its goas are met. Management controls include the processes for planning,
organizing, directing, and controlling program operations. They include the systems for measuring,
reporting and monitoring program performance.

Relevant Management
Controls

Significant Weaknesses

We determined the following management controls were
relevant to our audit objectives:

Environment established to ensure efficient and effective
operations.

Safeguarding resources.

Assuring appropriate expenditure of federa funds.

Assuring compliance with laws and regulations.

Assuring effective management information and accounting
systems.

We assessed dll of the relevant controls identified above.

It is a dgnificant weakness if management controls do not
provide reasonable assurance that the process for planning,
organizing, directing, and controlling program operations will
meet an organization’s objectives.

Based on our review, we believe the following are sgnificant
weaknesses.

The Authority did not have an effective control
environment (see Finding 1).

The Authority maintained a change fund on its premises
that reached as much as $50,000, did not complete timely
cash reconciliations, and did not adequately segregate its
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employees duties (see Finding 2). The Authority did not
have accurate fixed asset and supplies and materias
inventories for its December 31, 1998 financia
statements (see Finding 5).

The Authority inappropriately used $1,082,992 in
federa funds to pay ineligible and unsupported expenses
(see Finding 3).

The Authority did not adhere to its own policies and
federa regulations when procuring goods and services (see
Finding 4). The Authority was in violation of federal
requirements regarding a special purpose grant it
received to construct a training facility and provide job
training for residents (see Finding 7). The Authority
hired an individual to perform federal lobbying services
under a December 1998 Request for Proposal and did
not ensure the lobbyist was paid from non-federal funds
(see Finding 10).

The Authority did not exercise adequate management
controls over the implementation of its new
management information system (see Finding 6). The
Authority did not properly administer its Section 8
programs (see Finding 8). The Authority did not
properly account for funds collected for cable television
services (see Finding 9).
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Follow Up On Prior Audits

The Office of Ingpector General issued an audit report on April 6, 1989 regarding the Omaha Housing
Authority’s Section 8 Moderate Rehabilitation Program. The report contained two findings. The
recommendations for the two findings were closed.

The Authority contracted with an independent public accounting firm, KPMG Peat Marwick LLP,
in 1998 to conduct a review of its operations. KPMG issued a report in January 1999 detailing
many deficiencies in Authority operations. KPMG separated its report into two time periods:
January 1991 through December 1997 and July through December 1998. See Appendix A for a
summary of the report, including our comments, on operations from 1991 through 1997.

KPMG reported on the following areas for the period July through December 1998: internal
control, cash receipts process, procurement/disbursement process, asset accountability
procedures, human resources/payroll process, and grants management process. Our review aso
included testing in these areas. The Authority was still evaluating KPMG's recommendations
when we completed our field work.

Following is a summary of KPMG's findings and the results of our review.

I nter nal Control

KPMG reported:

The Authority’'s entity-wide goals and objectives were not clearly
communicated in writing to the staff and management, nor did the Authority
prepare and manage budgets on a cost center basis,

Confusion existed among the staff regarding lines of authority and
responsibility;

Distrust existed between and among senior leadership, management and line
employees; and

In late 1998, the Authority made a good faith effort to improve controls.

We identified similar problemsin the Authority’s control environment (see Finding 1).

Cash Receipts Process

KPMG reported no exceptions in its testing of 47 general deposits and 12 grant
deposits made from July through December 1998. However, KPMG noted that
any recommendations for improvement were addressed in its evaluation of 1991
through 1997 (see Appendix A).

We determined the Authority did not have adequate controls over cash (see Finding 2) and did
not properly account for cable television fees (see Finding 9).
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Follow Up On Prior Audits

Cash Disbur sements/Procur ement Process

KPMG tested 32 public housing and Section 8 transactions totaling $147,732.90
and three travel transactions from July through December 1998 and reported:

Disbursements totaling $14,469.52 were not properly supported in
accordance with the Authority’ s policies and procedures,

Support for purchases totaling $18,038.06 was completed after the date of
service or after the goods were received;

Purchases totaling $24,666.21 were not completed in accordance with the
Authority’ s bidding procedures,

Support could not be provided for one Authority check in the amount of
$4,541.84;

Actual receipts for airline travel expenses charged to credit cards were not
available; and

In general, controls in place within the overall procurement and
disbur sements process needed improvement.

We determined the Authority lacked adequate controls over cash (see Finding 2), used federd
funds to pay unallowable or unsupported expenses (see Finding 3), did not follow its procurement
procedures or HUD’ s regulations when contracting for goods and services (see Finding 4), and
did not ensure it paid afederal lobbyist from non-federal funds (see Finding 10).

Asset Accountability Process

KPMG reported:

The Authority’s physical inventory of fixed assets, conducted in December
1998, was the first in several years and internal controls over fixed assets
were not in place or operating effectively before December 1998;

Instructions for the December 1998 inventory count of materials and supplies
were not effectively communicated to employees, nor were the instructions
complete or followed;

Testing of eight materials and supplies inventory transactions revealed one
transaction for $50,000 was incorrectly coded to materials and supplies
inventory, and five transactions totaling $16,221.18 were recorded to the
incorrect materials and supplies account;

Internal controls over materials and supplies were not in place or operating
effectively before December 1998; and

Procedures for requisition of materials and inventory supplies were not in
place.

We determined the Authority’ s inventory process was not adequate to properly account for either
fixed assets or materials and supplies inventories (see Finding 5).
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Follow Up On Prior Audits

Grants M anagement Process

KPMG reported:

Testing of ten invoices revealed the Authority was unable to provide
documentation to provide assurance that cash draws of federal funds were
only for immediate needs, and interest earned on excess funds was credited
back to the federal government; and

As of September 30, 1998, indirect costs, other than payroll charged to the
grants, were not in accordance with the HUD-approved cost allocation plan.

We also determined the Authority was not able to provide adequate support for cash draws of
federal funds before 1999, but is assembling support for those draws.

The Authority did provide proper support for cash draws made in 1999. In our opinion, the
Authority’ s current procedures are adequate to ensure future cash draws are supported.

As it related to the Section 8 program, we determined the Authority did not comply with the
HUD-approved cost alocation plan (see Finding 8).
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Appendix A

|ndependent Review

OMAHA HOUSING AUTHORITY
EXECUTIVE SUMMARY
1991 THROUGH 1997

Below are excerpts from the executive summary of the report issued by KPMG Peat Marwick
LLP, an independent public accounting firm. OIG comments follow each section as they relate to
the KPMG review. During our audit, we concentrated on the status of the Authority’s current
operations and did not necessarily repeat KPMG's analyses. However, we assessed each areain
the KPMG report and performed additional audit work to determine if there was evidence of
intentional irregularities.

Employee Compensation - We (KPMG) obtained a listing of all expenditures
relating to compensation and benefits of all employees classified as level one and
above for the years 1991 through 1997. We examined supporting documentation
and determined if the Authority had complied with rules and regulations, when
and if the Board approved compensation, and whether the stated expenditures
were correctly reported and documented on the books of the Authority. The
summary of the results and findings are as follows:

Authority records indicate that compensation for the President & Chief
Executive Officer was routinely determined by applying a percentage
increase for merit and inflation to the current salary (not including any
discretionary bonus). In 1990, the Authority’s records indicate that the
President & Chief Executive Officer's salary was increased by 15 percent
over its 1989 level. In addition, a $5,000 discretionary bonus was paid
and deposited in the President & Chief Executive Officer's deferred
compensation plan. Beginning in 1990, the President & Chief Executive
Officer's base salary used to calculate his future compensation included
the discretionary contribution to the deferred compensation plan. The
result of this was to overstate base compensation and provide annual
increases in compensation that included both the discretionary bonus, now
paid as salary, and an increase in such bonus annually. The Authority
was unable to produce records that demonstrated any executive approval
of this practice nor were any Board actions discovered approving this
method of determining compensation. As a result, we were unable to
substantiate $58,165.85 of compensation paid during the period from
1991 through 1997.

Authority records indicate that salaries paid by the Authority to certain
level one employees exceeded the local average for public employees for
each year from 1991 through 1997.
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Authority records indicate that salaries and related benefits paid to
certain level one employees exceeded the Board and HUD approved
budgets for each year from 1991 through 1997.

The Authority did not report any amount on the Internal Revenue Service
Form W-2 for group term life insurance and personal use of the company
automobile for 1996 and 1997.

The Authority did not issue a Form 1099-R for the distribution of $92,500
of deferred compensation for 1997 to the President & Chief Executive
Officer.

Authority accounting records at December 31, 1997 reflect an asset of
$149,700 which represents the amount the Authority paid for the former
President & Chief Executive Officer’s Supplemental Continuation Plan.
As of December 31, 1997, the Authority received $92,500 from the plan
which, in turn, was paid to the former President & Chief Executive
Officer. On February 2, 1998 the Authority received and on February 5,
1998, paid out $95,587.66, the final amount due under the plan. At
December 31, 1997, the Authority’ s assets were overstated by $149,700.

The Authority did not reflect interest earnings of $80,679.33 for the split
dollar life insurance policy and salary expense of $80,679.33 for the
President & Chief Executive Officer on its books.

OIG Comments

Executive Director Compensation Overpayment

We determined the documentation supporting the salary increase and contribution to the deferred
compensation plan did not convey how the increase was to be calculated. Additionally, the
documentation did not indicate whether the contribution to the deferred compensation plan was a
bonus or an increase to salary. As a result, we could not confirm the Executive Director’s
compensation was overstated.

Salaries Exceeded L ocal Average

We agree that salaries paid from 1991 through 1997 to certain level one employees exceeded the
local average for public employees. HUD Handbook 7401.7, “Public Housing Agency Personnel
Policies,” required that al administrative sdaries be comparable to other local public
organizations. The handbook aso stated HUD retained the right to disallow salaries if they
jeopardized the efficiency of the Authority’s operations. HUD established the handbook in
October 1987, but abolished it in January 1995. Therefore, the handbook only applied to years
1991 through 1994, and HUD had no specific requirements for subsequent years. Consideration
of what is comparable is a judgmental decision to be made by HUD. HUD had the ability to
disalow sdariesif it believed the salaries were detrimental to the Authority’s operations.
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Salaries Exceeded Board and HUD-Approved Budgets

KPMG used proration methods to distribute salaries and benefits in reaching their conclusions.
We could not verify KPMG’s determination that salaries exceeded Board and HUD-approved
budgets because the Authority did not have accurate and reliable cost allocation plans (see
Finding 8).

Fallure to Report Life Insurance and Car Usage on Internal Revenue Service Form W-2
We performed no additional testing in this area because it did not impact HUD funds.

Failure to Issue Internal Revenue Service Forms 1099-R for Payment of Deferred Compensation
We agree the Authority did not file Interna Revenue Service Forms 1099-R regarding two
payments to its former Executive Director relating to the supplemental continuation plan. After
notification of the error, the Authority filed the forms for the two payments. In December 1998,
after the Forms 1099-R were filed, the Authority’s outside counsel reviewed the two payments
and informed the Authority it should have filed Internal Revenue Service Forms W-2 instead of
the Forms 1099-R. Because of the error, the Authority failed to withhold taxes from the
payments and could be held liable for future payment of the taxes (see Additional
I ssues - page 81).

Overstatement of Assets
We reviewed the Authority’s general ledger at December 31, 1998 and determined the Authority
recorded adjusting entries to remove the $149,700 asset from its books.

Interest Earnings for the Split Dollar Life Insurance Policy

We agree the Authority did not reflect interest earnings of $80,679.33 related to the former
Executive Director’'s split dollar life insurance policy. However, we determined the former
Executive Director, not the Authority, owned the life insurance policy. The Nebraska Insurance
Commission confirmed that the policy was an individua policy and any interest earnings were
owned by the former Executive Director and not the Authority. Therefore, the Authority should
not have recorded the interest earnings on its books.

Computer System Expenditures - We requested but the Authority did not
provide copies of all consulting and lease agreements for its computer system for
1991 through 1997. We obtained a listing of related expenditures in excess of
$500 for the Authority's computer system for 1991 through 1997. We examined
supporting documentation, the sources of funds used to procure said system, and
supporting services. The summary of the results and findings are as follows:

. The Authority’s records reflect expenditures totaling $2,093,000.51 which
were not supported by all of the necessary documentation required by its
policies and procedures.

. The Authority’s records reflect expenditures totaling $1,937,304.18 which
were not approved in accordance with its policies and procedures.
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The Authority’s records reflect expenditures totaling $2,171,044.44 which
were paid without evidence that the Authority’s bidding processes were
followed.

The Authority's records reflect payment by checks totaling $588,692.76
that did not have proper signatures in accordance with polices and
procedures.

OIG Comments

We reviewed

elements. We

the Authority’s computer system expenditures from 1993 through 1998 and
identified concerns regarding lack of documentation for expenditures, inability to track the
physical location of computer equipment, and consulting agreements missing key control
performed additional testing in these areas and determined the Authority could not
aways provide the necessary documentation to support expenditures (see Finding 3), did not
adequately track fixed asset inventory (see Finding 5), and did not adhere to its own policies and

procedures or federal regulations when procuring goods and services (see Finding 4).

Trave

Expenses - We obtained a listing of all non-local travel expenses

incurred by the Authority for 1991 through 1997. We examined supporting
documentation. We determined if all expenses were in accordance with the
Authority’s procurement policies and HUD’s rules and regulations. We have
provided a listing in the detailed report which includes such information as the
traveler/payee, travel destination, duration, purpose, and the amount(s) of such
payments. The summary of the results and findings are as follows:
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We examined travel related transactions totaling $590,248.81 which
includes 136 deposits.

Travel related expenditures totaling $440,252.82 were not supported
and/or documented in accordance with Internal Revenue Service
regulations.

Travel vouchers totaling $150,931.72 were not returned for
reimbursement within 10 days as required by Authority policies and
procedures.

Travel reimbursements totaling $131,632.01 were paid in excess of
General Services Administration 1997 per diemrates.

Travel related expenditures totaling $122,359.16 were reimbursed without
receipts.
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Hotel reimbursements totaling $111,251.88 were in excess of General
Services Administration 1997 per diemrates.

The Authority reimbursed $60.60 for mileage in excess of Board-approved
rates for one travel voucher.

The Authority was unable to locate travel related checks that totaled
$21,190.14.

The Authority’s records indicate that credit card finance charges and late
fees of $1,718.38 were paid in violation of Office of Management and
Budget Circular A-87.

The Authority was unable to match 746 credit card charges to travel
reimbur sement requests.

Travel for all but three entries was not pre-approved on Form E-33 by the
Executive Director as required by Authority policies and procedures.

Authority records indicate 2 instances where Authority employees traveled
first classin violation of Authority policy.

Travel expenditures and related reimbursements were not always reflected
in the year in which the travel occurred.

We noted that the Authority’s President & Chief Executive Officer
approved his own travel.

OIG Comments

KPMG performed an extensive review of non-local travel. Therefore, we performed limited
testing to determine whether intentional irregularities occurred. We did not identify any such
irregularities. We agree the Authority was unable to provide complete documentation for travel
expenditures and did not always follow its own policies and procedures. We aso agree that the
former Executive Director approved his own travel. The Authority’s policies and procedures
allowed this practice and we recommended the Authority change its policies and procedures to
require Board approval for al Executive Director travel on aper trip basis (see Finding 1). Asfor
the travel-related checks totaling $21,190.14 that the Authority could not locate for KPMG, the
Authority provided us with adequate documentation for $20,562.96 of that amount. The
Authority was unable to locate proper documentation for the remaining $627.18. However, we
considered this amount immaterial.

Further, we found the Authority paid ingligible travel expenses of $21,877 for residents and staff
to travel to three out-of-state track meets (see Finding 3). We aso tested the Authority’s
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adherence to its policies and procedures for travel pre-approval and reimbursement. We tested all
travel from January 1 through July 26, 1999 and found the Executive Director had pre-approved
al travel, reimbursement requests contained proper documentation, and all travel costs were
within the Authority’ s approved budget.

Materials Inventory - We obtained a listing of all inventory material
expenditures over $1,000 for 1991 through 1997. We examined supporting
documentation. We determined if the Authority complied with rules and
regulations, if the Board approved such expenditures, and whether the stated
expenditures were correctly reported and documented on the books. The
summary of the results and findings are as follows:

The Authority could not locate supporting documentation for 708
expenditures.

A second signature on original check, as required by Authority policies
and procedures was missing for 129 expenditures.

The Authority was unable to locate checks for 266 expenditures.

Less than three bids were obtained as required by Authority policies for
768 transactions.

For 58 expenditures the supporting bid sheet was not approved or had an
unauthorized approval.

The Authority was unable to provide us with 178 bid sheets.

Thirty-six expenditures were recorded in the wrong general ledger
account.

OIG Comments

We tested materials inventory to evaluate the Authority’s process of conducting the physical
inventory count at December 31, 1998. The Authority did not have accurate materials and
supplies inventories for 1998 year-end financial statements (see Finding 5). We aso reviewed
KPMG’s work related to the 266 expenditures not supported by canceled checks. There were
actually 266 purchases, but many were from common vendors so the Authority often paid for
more than one purchase with one check. Therefore, the actua number of checks was significantly
less than 266. KPMG's documentation did not consistently identify the check numbers.
Therefore, we could not determine the actual count of checks nor the check numbers the
Authority could not locate. Because of difficulties in identifying the checks, we did not perform
additional work in this area. From the documentation available, we identified no indications that
the inability to locate the canceled checks was intentional.
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Year-end Journal Voucher Entries - We requested but the Authority could not
provide a listing of all year-end journal voucher entries for fiscal years 1991
through 1997. For the journal entries the Authority provided, we examined
supporting documentation. Because of the lack of supporting documentation, we
could not determine if the Authority complied with rules and regulations. We
could not determine if the Board approved such entries, and we could not
determine if stated entries were correctly reported and documented on the books.
In light of the deficiencies in the records, we suspended our procedures in this
area.

OIG Comments

We performed no specific testing in this area because we tested journal voucher entries and
related documentation throughout our review while testing specific areas of the Authority’s
operations. For the journal vouchers we reviewed, we found problems similar to those reported
by KPMG.

Interrelated Entity Expenditures - We obtained a listing of all expendituresin
excess of $500 to the Authority’s interrelated entities, including Gateways of
Opportunity, Inc. (Gateway); Woolworth Housing Development Corporation
(Woolworth); Omaha Housing Development Corporation; Omaha Housing
Authority Foundation, Inc. (the Foundation); Restore 2 Community Devel opment
Corporation (Restore); and Housing in Omaha, Inc. for 1991 through 1997. We
examined supporting documentation. We determined if the Authority complied
with rules and regulations, if the Board approved expenditures, and whether the
stated expenditures were correctly reported and documented on the books. The
summary of the results and findings are as follows:

Board minutes for Woolworth, Restore, and Housing in Omaha were
unsigned.

The Authority was unable to provide Board minutes for the Foundation or
Gateway.

During 1991 through 1997, there were no transactions between the
Authority and Woolworth, Omaha Housing Development Corporation,
and Restore.

The Foundation cable television revenue may be considered unrelated
business income by the Internal Revenue Service and be subject to income
taxes. In addition, the cable television revenue was income that was
related to ownership of HUD property and should have been recorded as
Authority revenue.
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The Authority routinely provided management and accounting services to
the Foundation, however, a monthly fee for services provided was not
charged to the Foundation. The Authority was unable to provide
documentation that costs were equitably allocated to the Foundation.

Foundation deposited reimbursements of travel expenses of $1,703.57 and
honorariums for speaking fees of $4,462.45. The Authority was unable to
provide documentation that the original related expenses were paid by the
Foundation.

A deposit of $1,125.06 was credited to the Foundation for rental
rehabilitation. The Authority was unable to provide documentation that
the Foundation incurred rental rehabilitation expenses.

We examined a deposit of $75,000 to the Foundation in 1992 written to
the Authority from the Surdna Foundation, Inc. The documentation
provided by the Authority indicates that the deposit should have been
credited to the Authority.

The Authority was unable to obtain supporting documentation for entries
totaling $1,004,094.77 with the Foundation.

The Authority was unable to provide supporting documentation for entries
totaling $1,679,721.31 with Housing in Omaha.

The Authority was unable to provide financial statements for Gateway.

Authority records indicate that the tax returns for Gateway filed by the
Authority contained incomplete information.

The original contribution of the Gateway building and property donated
by Lozier Corporation was not recorded on the Authority's books and
records.

The improvements to the Gateway building were funded by a $500,000
grant from The United States Department of Commerce directly to the
Authority.  The Authority did not reflect contribution income or
improvements of $500,000. The grant requires the Authority to pay back
the grant if not used for its intended purpose. Gateway has ceased
operations. A liability of $500,000 is not reflected on the Authority's
books.
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Authority records did not reflect the grant for improvements to the
Gateway building from the Peter Kiewit Foundation.

Transactions with related companies were not authorized by the Board
and did not go through the bidding procedures as required by the
Authority’s policies and procedures.

OIG Comments

We agree Board minutes for Housing in Omaha were unsigned and that the Authority could not
provide Board minutes for the Foundation or Gateway. We also did not identify any transactions
between the Authority and Woolworth, Omaha Housing Development Corporation, and Restore.

Foundation Activities

We concentrated our review of the Foundation on collection, recording and payment for cable
televison services administered by the Foundation. We did not review the validity of KPMG's
concerns regarding violations of Internal Revenue Service rules because it did not impact HUD
funds.

We agree the Authority did not alocate costs for providing management and accounting services
to the Foundation. However, we could not determine the value of services provided because the
Authority did not monitor the amount of time spent by its employees in providing management
and accounting services. We aso determined the Foundation ceased its administration of the
cable television services at the end of January 1999. The Foundation has had minimal activity
since January 1999. Therefore, we believe reimbursement to the Authority for its management
and accounting servicesin 1999 is not necessary. However, if the Foundation activity increases, it
should equitably reimburse the Authority for its efforts.

Further, we agree the Authority could not document that the Foundation paid original expenses
related to travel and honorarium reimbursements. We also agree the Authority could not
document supporting the Foundation’s right to a reimbursement for $1,125.06 for renta
rehabilitation. KPMG reported the Foundation received a deposit from the Surdna Foundation in
1992 that should have been credited to the Authority instead of the Foundation. Our review
disclosed the Authority recognized the error and made the correcting adjustments in November
1992. Therefore thereis no longer a concern regarding this deposit.

KPMG reported the Authority was unable to obtain supporting documentation for $1,004,094.77
in inter-company transactions between the Authority and the Foundation. We determined the net
effect of these transactions represented an Authority debt to the Foundation of $892,395.71.
Although the Authority was able to provide the journal voucher for 16 of the 30 transactions, the
vouchers did not contain additional supporting documentation.  Further, we determined
$661,561.75 of the net amount pertained to cable television receipts and deemed such
transactions as needing no additional support because they were legitimate, ongoing transactions
between the Authority and the Foundation. Also, $50,000 of the net amount was a transfer of
funds from the Foundation to the Authority for which there are no restrictions. Therefore, no
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additional documentation was necessary. As a result, we reported the remaining $180,834 as
unsupported (see Finding 3). We aso reported that the Authority did not properly account for
funds collected for cable television services (see Finding 9).

Housing in Omaha Activities

KPMG reported that the Authority was unable to obtain supporting documentation for
$1,679,721.31 in inter-company transactions between the Authority and Housing in Omaha. We
determined the Housing Assistance Payments contract between the Authority and Housing in
Omaha did not place restrictions on Housing in Omaha expenditures, as long as the property was
maintained. Therefore, we did not question any charges to Housing in Omaha by the Authority.
The Authority provided journal vouchers for 15 of the remaining 22 inter-company transactions.
However, the vouchers did not contain additional supporting documentation. As a result, we
determined the Authority could not support $70,809.64 in inter-company transactions (see
Finding 3).

Gateway Activities

We agree the Authority was unable to provide financia statements for Gateway. We aso agree
the Authority’ s files indicated the tax returns for Gateway contained incomplete information. The
files indicated problems with Gateway’s records, causing the Authority to file incorrect Internal
Revenue Service Forms 990, “Return of Organizations Exempt From Income Tax,” for years
1995 and 1996.

We agree the origina contribution of the Gateway building and property was not recorded on the
Authority’s books and records. We also agree the Authority did not record The Unites States
Department of Commerce grant and resulting liability, or the Peter Kiewit Foundation grant. As
of August 12, 1999, the Authority had not recorded any of these transactions because, according
to the Interim Finance Director, it is evaluating how to completely remove Gateway from the
Authority’ s books and records.

Further, we determined the Authority could not support the inter-company transactions that, as of
December 31, 1998, Gateway owed the Authority $653,581 (see Finding 3). Also, the Authority
did not adhere to its own poalicies or federd regulations when procuring goods and services, and did
not properly plan and manage its contracting process to ensure that each procurement followed
required procedures and was based on adequate competition (see Finding 4).

Computer System - We conducted an information risk management review of the
Authority’s computer system currently in place. Our objectives were to identify
risks facing the Authority arising from the use of technology and the controls in
place to minimize these risks. Based on our review, specifically security access, it
appears that the Authority’s controls, when considered with other features of the
internal control structure, are ineffective in achieving adequate security. The
Authority is in the process of implementing a new computer system. We did not
review the new system.
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Our review, including the limited inquiries we made in connection with Year 2000
issues, was not designed to, and do not, provide any assurance that Year 2000
issues which may exist have been identified, on the adequacy of the Authority's
Year 2000 remediation plans regarding operational or financial systems, or on
whether the Authority’s systems are or will become Year 2000 compliant on a
timely basis.

The Authority is in the process of converting to a new financial accounting
system. Because it is not yet operational, we did not assess the new computer
system.

OIG Comments

We reviewed the management information system the Authority placed into operation in January
1999. We determined the Authority did not exercise adequate controls over the implementation
of the new system. As a result, the system was not used as intended and was not efficient (see
Finding 6).

Procurement Procedures - We documented and tested the Authority's
procurement procedures through June 1998 and determined if procedures
complied with applicable rules and regulations. The summary of findings and
results are as follows:

Approximately 89 percent of the transactions examined were not
supported in accordance with Authority policies and procedures.

Approximately 92 percent of the transactions examined were not approved
in accordance with Authority policies and procedures.

Approximately 92 percent of the transactions examined were not in
accordance with Authority bidding procedures.

Throughout our engagement, we noted instances where internal controls
were overridden and supporting documentation was created after the
receipt of material.

OIG Comments

We reviewed the Authority’ s adherence to its policies and procedures and federa regulations for
procuring goods and services. We determined the Authority did not adhere to its own guidelines
or federal regulations (see Finding 4).
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Fixed

Assets - We documented and tested the fixed asset accountability

procedures in place from January 1998 through July 1998 and have made
recommendations for improvements. Some of our findings are as follows:

The Authority was unable to provide us with a fixed asset inventory listing
at December 31, 1997, therefore, we were unable to verify assets owned at
January 1, 1998. For assets selected for detailed testing, the Authority
was unable to provide supporting documentation for 25 percent of items
examined primarily because the Authority’s records had not been
maintained with detail data.

Some of our recommendations are as follows;

The Authority should use a mechanized accounting system for fixed asset
accountability rather than property cards.

A physical inventory of all fixed assets should be taken.
We suggest the Authority increase its capitalization policy to $1,000.

We suggest the Authority develop a formal, written plan for taking
inventory.

OIG Comments

We reviewed the Authority’s process of conducting the December 31, 1998 year-end inventory of
fixed assets and its tracking of fixed assets. We determined the Authority did not have: 1)
accurate fixed asset inventories for year-end 1998, 2) formal procedures for conducting the
inventory count, or 3) adequate records to support the value assigned to its fixed assets (see

Finding 5).

Home Ownership Program - We documented and tested the Authority's Home

Ownership Program for 1991 through 1997. We obtained a listing of the
proceeds of the sales of Authority property. We tested compliance with the
approved home ownership plan. We determined how the proceeds of sales were
expended and if the expenditures of the proceeds of sales were in accordance with
HUD rules and regulations and the home ownership plan. The summary of the
results and findings are as follows:
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The Authority sold 19 homes for $1,164,000. The Authority did not
remove the cost from its records when the properties were sold.

The Authority was unable to provide promissory notes for six of the
properties sold.
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Files provided by the Authority were incomplete and were missing
documentation.

The Authority was delinquent in paying the taxes on one property sold on
contract for which they received escrow payments.

The Authority did not include the husbands income on the original
application for two properties when the husbands were on the mortgage
and deeds.

The Authority’s records indicate that 22 homes were sold under the Home
Ownership Program from 1991 through 1997. The Authority produced
detailed records supporting 19 home sales in the aggregate amount of
$1,164,000.

The Authority received net cash of $935,517.69 from the sales of the
property. Of this amount received, $209,484.06 was deposited to
Gateway; $112,330.96 was used for computer contract labor, $41,207.26
was used for development site improvements, $65,725.45 was for
development interior renovations, $60,000 was used for maintenance
salaries, $18,000 was used for fringe benefits, and $39,784.57 was used
for ground maintenance. The remaining balance of $187,926.77 was held
in a suspense account. None of the funds received were used to purchase
additional scattered-site housing for low income families as provided by
the plan.

OIG Comments

Although KPMG identified only 19 home sales totaling $1,164,000, we determined the Authority
sold 22 homes under the homeownership program for $1,359,000. We agree that the Authority
did not remove the cost of these properties from its books when sold. As of November 18, 1999,
the Authority had not removed the assets from its books. According to the Interim Finance
Director, the Authority had not made the adjusting entries because an independent public
accounting firm is reviewing the Authority’s financial statements and will make adjusting entries
as deemed necessary, including those identified in our and the KPMG report.

KPMG reported the Authority was unable to provide promissory notes for six of the properties
sold. During our review, the Authority provided promissory notes on al but 3 of the 22
properties (see Finding 1). We aso agree the Authority’s files were incomplete and missing
documentation. We randomly selected seven homeownership sales files to review for digibility
and completeness. The Authority’s files indicated income limits were exceeded on two sales, and
two filesin the sample did not contain digibility information.
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At the time of KPMG’s review, the Authority provided detailed records on 19 home sales. At the
time of our review, the Authority produced documentation on all 22 home sales. In addition to
reviewing the files, we reviewed the Authority’s recording of proceeds from the sales. We agree
the Authority used a magjority of the sales proceeds for Authority operations unrelated to
homeownership sales. The Authority’s Homeownership Plan stated that sales proceeds were to
be used to acquire additional homes for low-income families, However, federa regulations
governing HUD’ s homeownership program are not as restrictive. 24CFR Part 906, “ Section 5(h)
Homeownership Program,” alows public housing authorities to retain sales proceeds for use in
providing housing assistance to low-income families. The regulation allows use of the proceeds,
a the discretion of the public housing authority, for any of the uses defined in the regulation.
These uses include any purposes authorized for the use of operating funds under the Annual
Contributions Contract and applicable provisions of other HUD regulations as included in the
HUD-approved operating budgets. The regulation provides examples of permissible uses,
including maintenance and modernization, augmentation of operating reserves, protective
services, and resident services. In our opinion, the Authority’s use of the proceeds for Gateway
operations, computer contract labor, development site improvements, development interior
renovations, maintenance saaries, fringe benefits, and ground maintenance are typica public
housing authority operations and allowable under the federal regulations. Although the Authority
did not follow the specifics of its Plan, the Authority did not violate federa regulations (see
Additional Issues).

In addition, we agree the Authority had the remaining sales proceeds recorded in a suspense
account. As of December 31, 1998, the suspense account balance was $186,670.04. The
Authority should resolve the balance in this account.
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Schedule of Questioned Costs

=

N

Recommendation Type of Questioned Costs
Number Indigible 1/ Unsupported 2/
3A $ 21,877
3B $ 70,810
3C 180,834
3D 653,581
3E 6,190
3F 149,700
9A 79,918
9B 36,594
10A 16,725
$304,814 $911,415

Ineligible costs are costs charged to a HUD-financed or HUD-insured program or activity
that the auditor believes are not allowable by law, contract or Federal, State or local
policies or regulations.

Unsupported costs are costs charged to a HUD-financed or HUD-insured program or
activity and dligibility cannot be determined at the time of audit. The costs are not
supported by adequate documentation or there is a need for a legal or administrative
determination on the eligibility of the costs. Unsupported costs require a future decision
by HUD program officiads. This decison, in addition to obtaining supporting
documentation, might involve a lega interpretation or clarification of Departmental
policies and procedures.
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Auditee Comments

November 5, 1999

BY FACSIMILE (913) 551-5877
& U.S. MAIL

Mr. Roger E. Niesen

U.S. Department of Housing and Urban Devel opment

Great Plains Office of Director of Inspector General
for Audit, 7AGA

Gateway Tower I1, 5" Floor

400 State Avenue

Kansas City, Kansas 66101-2406

RE: Responseto Draft Audit Findings
Dear Mr. Niesen:

The purpose of this correspondence is to provide the U.S. Department of Housing and
Urban Development, Office of the Inspector Genera with the Omaha Housing Authority’s
responses to the draft audit findings. Pursuant to your request, the responses are being provided
to your agency electronically and in hard copy.

AUGUST 5, 1999 FINDINGS
(Previously submitted)
Finding: The Authority Did Not Exercise Adequate Control Over the Implementation of
Its Management | nfor mation System.

OHA Response:

OHA not only exercised adequate management controls over the implementation of our new
management information system, but contracted with industry experts on the AS400 and the
Public Housing Authority Software (PHAS) system to assure that all issues in relation to the
scope, task, activities and resources needed were in place to effectively and efficiently manage the
implementation process of the new system. OHA has discussed these allegations with Data
Processing Solutions (DPS) and KALOS (consultants on the PHAS & AS400 implementation),
and we are confident that the implementation plan was sufficient and provided adequate oversight,
testing and user feedback (see attached memorandum).

In reference to the General Ledger module, OHA allocated a full-time contract accountant to “ set
up” the general ledger in order to assure this module was executed appropriately. This
component of the implementation plan was not successful. However, the implementation plan
provided for an aternative solution for this component. The solution alowed the accounting
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modules of the “old” system to remain online. In the event the Finance Department could not set
up the genera ledger by the estimated implementation date, OHA could continue to function until
all the accounts were adequately converted, tested and implemented.

The Finance Department evaluated the multiple options provided to them by the implementation
team and decided to use “manua” records to manage and control the financia operation.
Unfortunately, the HUD |G disagrees with the decison made by the Finance team on which
option was most appropriate. However, OHA’s position is that this operational decision, in and
of itself, is not grounds to determine that the entire PHAS implementation was not adequate.
Therefore, notwithstanding the ongoing issue with the account ledgers, the system was and is
being used as intended and as a functioning system. The implementation team (which consists of
OHA dtaff, KALOS and Data Processing Solutions) is more than confident that the system is
efficient.

OHA, in generd, believes that the implementation plan was adequate and properly identified the
scope and tasks of activities necessary to complete the implementation of the new system.

The remainder of this document will address each finding specificaly as outlined in your draft
document.

Finding: The Authority Implemented a New M anagement | nfor mation System

OHA Response:

It is OHA'’ s position that through a competitive bidding process, the best vendor and software
system was selected. DPS, as a successful PHA software implementation speciaist, provided
OHA with their standard PHA S implementation plan, has successfully implemented ten versions
of PHAS with other housing authorities, and a data conversion schedule which included
analyzing, programming, testing, validating, and receiving/converting OHA'’ s data (see attached).
In addition, DPS developed a comprehensive training schedule which included over 30 days of
on-site training with a 30-day lead time for each department to work with the software prior to
OHA going “live’ with a given module (see attached). In regard to the sufficiency of the DPS
implementation plan, both DPS and KALOS, computer implementation experts, stated that this
planisat least a standard plan/process used in the industry and may be the only plan available for
the PHAS software. OHA believes that the I G should take these facts and supporting information
into consideration prior to stating that the implementation plan was not sufficient.

Finding: The Authority Lacked an mplementation Plan

OHA Response

As previously stated, OHA contracted with DPS to develop a conversion plan that would
adequately test all new modules prior to “full” implementation. This conversion included modules
for: 1) the genera ledger/budgets; 2) accounts payable; 3) fixed assets; 4) application/wait list; 5)
tenant accounting; 6) Section 8 accounting; 7) maintenance work orders, 8) maintenance
inventory; 9) purchase orders; and 10) CIAP/Comp. Grant
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DPS was responsible for data conversion services to convert OHA’s existing data files to the
PHAS format for the OHA modules listed below:

Accounts Payable

Fixed Assets

Applications/Wait List

Tenant Accounting

Section 8 Accounting

Maintenance Inventory

DPS completed a full analysis, programmed, tested, validated, and reviewed the conversion with
OHA in reference to the data conversion of the aforementioned modules. Not only were these
modules fully converted and tested prior to “live” implementation, but have been fully operational
since the first quarter of 1999. Notwithstanding a few system enhancements and modifications,
the majority of the modules were successfully implemented.

In relation to the general ledger/budgets, OHA was responsible for the PHAS accounting system
conversion issues. OHA assessed its Finance Department and determined to employ a contract
accountant to take on the responsibility of the general ledger conversion. This contractor worked
on this project for approximately 60 days. During this process, this contractor outlined a
conversion plan, listed and prioritized conversion issues, and set up over 9,000 accounts on the
“Chart of Accounts’ (see attached). However, in April of 1999, the Finance Department
informed the Computer Services Department of a number of outstanding issues (see attached).
Based on this feedback, OHA management determined that the general ledger issues needed
additional resources beyond the scope of the initial general ledger project and retained The
KALOS Group to complete the conversion started by the contract accountant in November of
1998.

Notwithstanding the fact that the system was implemented without the general ledger, “a key
module the statement that the whole system implementation plan and process was “inadequate” is
not only unfair but is inaccurate. In addition, the IG stated that the Executive Director “hurried”
the implementation of the system because she was concerned that the previous system was not
Y ear 2000 compliant and that she did not know that the system was not “fully” tested because she
relied on the Computer Services Department. These statements allegedly made by the Executive
Director are outlined as the foundation for this finding and are completely inaccurate. Therefore,
these inaccurate statements relied on by the |G investigation team should warrant a review of the
|G data gathering process. This review would assess the validity of the statements or documents
that were relied on by the IG in formulating these conclusions.

Finding: The New System Was Not Adequately Tested

OHA Response:

Asyou stated, on March 17, 1998 OHA executed a licensing agreement with DPS for a new
management information system called the PHAS, a commercial off-the-shelf package. Asa
primary public housing software implementation vendor, DPS was engaged to install al the PHAS
modules and assist in the conversion from the existing systems to the new PHAS system. The
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installation, data conversion, implementation and, ultimately, operations conversion was to begin
July 1998 and be fully executed in order to “go live” on January 11, 1999. OHA'’s selection of
DPS and PHAS as a vendor and software system was based on a competitive bid process to select
the ‘best’ system and software vendor on the market that could address the majority of OHA’s
needs in relation to obtaining a fully integrated system. OHA’s position is that the process used
to select and implement this system was appropriate and the processes for testing and managing
user-requests were more than adequate. However, without specific examples of what led the IG
to believe that said testing and management was inadequate, OHA isin no position to substantiate
its assessment.

Finding: The Authority Lacked Formal Proceduresto Resolve System Problems

OHA Response:

OHA has in place a standard procedure for documenting all computer-related problems. This
procedure is to be followed by al employees for any issues ranging from the need for PC diskettes
to system related problems on the AS400. In discussions with DPS and KALOS about the
implementation process, OHA decided to use the process that staff was comfortable with and
knowledgeable of in relation to the formal procedures to resolve system problems. All user
requests were prioritized, and tracked; if said request was submitted in writing, then it was
properly tracked and prioritized.

For instance, on April 30, 1999, the Finance Department provided a full description of problems it
had encountered, in writing, to the Computer Department. These issues became OHA's top
system enhancement priority. OHA management procured the expert services of The KALOS
Group, after afull review established a need for more manpower and expertise to get the Genera
Ledger operational. The KALOS Group is actively addressing the General Ledger issue and is
working with OHA staff to establish a realistic implementation plan for this final module of the
PHAS.

Finding: Key Personnel Were Lost and Not Adequately Replaced

OHA Response:

Although this statement is true, the loss of the personnel mentioned was taken into consideration
during the planning stage (see attached correspondence). In fact, the concerns from the OHA
processing side was not whether the loss of an individual would impact the implementation, but
whether the problem tracking system the employee had put in place was adequate.
Notwithstanding the IG’'s assessment that it was not, OHA feels the problem tracking system
implemented by the Computer Department was adequate and, regardless of whether a particular
employee was “here the success or failure of the implementation would be based on the system in
place.

As this issue relates to the contract employees, OHA contracted with KALOS to provide on-site
ASA00 support and programming as needed. All contract employees working with OHA at the
time of the converson were qualified ASA00 programmers and system anaysts. In fact, the
employees on site had implemented multiple DBMS for the AS400. In addition, the “lost”
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contract employee has been available to the on-site employee as needed (see attached
information). Therefore, OHA still believes that the team in place was qualified to oversee and
effectively manage the implementation of the new system. In fact, 90% of the modules were
successfully implemented. In relation to the one module that still needs “development,” OHA has
contracted with KALOS to provide the necessary support to complete the converting, testing, and
final “implementation” (see attached). The facts that have been cited by the |G investigation team
to substantiate the position that the system implementation plan was not adequate appear to need
further corroboration.

RECOMMENDATIONS:
We recommend that the Director, Troubled Agency Recovery Center ensure the Omaha
Housing Authority:

1A. Assigns an individual with the necessary skills, knowledge and experience to
oversee the completion and full operation of the Public Housing Authority
Softwar e system;

1B. Prepares a project plan that describes the scope, task, activities, and resources

needed to effectively complete the Public Housing Authority software
implementation;

1C. Develops a test plan for system implementation and enhancements, and ensures
that usersareinvolved in this process and sign off on the results of the tests; and

1D. Develops a formal process to ensure that the system problems reported by users
are properly and adequately managed and controlled. Consideration should be
given to automating the process to provide a more efficient medium to minimize
and control system problems.

OHA RESPONSE TO RECOMMENDATIONS

In general, based on OHA'’s review of the IG findings, the facts utilized by the IG investigation
team should at least be substantiated or corroborated by not only supporting documentation, but
interviews with the subject matter experts involved in the PHAS implementation. This should
provide the 1G with a full understanding of the actual scope of work and how OHA intends to
implement the remaining module. In reference to the OHA “tracking” system, we are open to the
|G’ s suggestions on a more formal process than the current system that requires users to submit
computer problems in writing via interoffice mail or electronic work orders.

However, OHA is committed to “fully” integrating PHAS into the operations of this organization.
OHA has contracted with KALOS for a team of programmers and accountants to complete the
conversion of the General Ledger module not in operation and to complete user requested system
enhancements. This team is in the process of assessing the problems with the generd
ledger/budgets and will report to the Executive Director weekly on the status of the contracted
work. The team plans to provide OHA with a scope of work, which will include all tasks,
activities, and testing needed to effectively complete the PHAS implementation. This
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supplemental plan will ensure user involvement, user sign-off and integration testing to assure a
smooth transition for the General Ledger module.

Finding: The Authority Lacked Adequate Cash Controls

OHA Response:

Based on feedback from HUD, OHA has decreased the amount of funds on hand in the “change
fund.” In addition, OHA has officially posted a notice stating that effective November 1, 1999,
the Accounts Receivable payment window will no longer exist. OHA is in the process of
developing policies and procedures which will include a drop box for tenant payments, as well as
a formal relationship with a local FDIC banking institution to assist in the collection of tenant
rents. The cash box is now secured with new hinges and locks with limited access to OHA
employees. OHA has implemented additional controls to assure al checks and cash in its
Accounts Receivable department are accounted for daily. This daily report along with additional
controls that will be presented to the board after TARC review should assure proper processing
of all checks and cash in the Accounts Receivable department.

OHA has completed the reconciliations and updated all twenty bank accounts at the separate
banks. OHA is committed to implementing prudent business practices to perform timely
reconciliations in order to obtain an accurate assessment of cash resources. OHA has committed
to the TARC to provide up to date reconciliations on requested accounts and will develop an
ongoing procedure within the Finance department to assure that all accounts are reconciled on a
consistent bases. Although OHA does not destroy its tenant receipts after six months, OHA does
agree with the need to maintain complete and accurate records to permit timely and effective
audits. Therefore, OHA isworking with the TARC to develop new written procedures to address
the concerns in relation to Public Housing and Section 8.

In closing, OHA isin the process of:
1) Discontinuing the change fund and establishing a system for tenant rent collections;
2) Establishing and implementing procedures to deposit all receipts daily;
3) Establishing and implementing procedures that require monthly bank reconciliations;
4) Establishing and implementing cash handling procedures/record retention practices,
5) Implementing all necessary policies and procedures to assure proper cash management
controls.

Finding: The Authority Hired a Federal L obbyist

OHA Response:

As stated to representatives of the HUD IG team, OHA issued two RFPs for State and Federal
Lobbying on or about December 2, 1998. However, OHA staff only recommended to the Board
for approva one firm to provide State Lobbying on LB 108. This firm was registered with the
State and paid completely from private sources of income as required by State and Federa law.

However, it is OHA’s officia position that a Federal Lobbyist was never recommended to the
Board, or approved by the Board to provide servicesin any form or fashion to OHA. The use of
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the “selected firm's’ services was based on a need for specific legal advice for board members
that were charged with addressing specific tasks as it relates to HUD matters. Once the use of the
firm’s services came to my attention, | had OHA’slegal counsel review the vendor’ s invoices and
work product, which clearly established that the nature of said services were related to
researching OHA legal or program matters.

Notwithstanding the fact that the services of the firm were not Federal Lobbying services, OHA is
in the process of reimbursing the operating account for al monies paid to Mr. Hultman.

Finding: The Authority Did Not Properly Account for Funds Collected for Cable
Television Services

OHA Response:

Based on the HUD OIG's comments, OHA will collect $41,337 from Northampton Arms,
$32,164 from the Foundation, and $6,417 from Housing in Omaha; and deposit the amounts in
the Public Housing accounts. In addition, OHA shall remove the recorded $36,794 payable to the
Foundation from the Housing Authority’ s records.

OCTOBER 1, 1999 FINDINGS

Finding: The Authority Did Not Follow Its Procurement Procedures and HUD Regulations
in Contracting for Goods and Services.

OHA Response:
Based on preliminary feedback from KPMG during their 1998 engagement, OHA modified the
procurement policy and procedure in order to improve internal controlsin four ways.

1) To develop a process to assure adequate documentation for transactions.

2) To develop a process to assure said documentation was properly approved.

3) To assure OHA bidding procedures were followed.

4) To assure checks paid were approved in accordance with OHA policies and
procedures.

Thus, OHA is aware that there are some outstanding transactions, such as procurement 5 & 6, as
identified by KPMG that may not have followed the Board approved OHA procurement policies
and procedures. In addition, the TARC team is aware of these transactions and we are taking
corrective actions on each contract at thistime. However, most of the noted procurement
transactions were in compliance with OHA policies and procedures. For instance, in reference to
procurement 1, OHA procured the services of established vendors at the 1998 bid price under an
emergency purchase procedure. This process was recommended and approved by the appropriate
department head and the Finance Director to assure OHA policy compliance. Further, the
services ran from April 15 through July 15, 1999 when the Board approved the 1999 service
contracts. Further, in reference to procurement 4, OHA placed a notice in the Omaha World
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Herald and Omaha Sar, solicited more than 10 potential contractors, received two bids and
selected the contractor prior to executing the service contract.

Procurement 3 may need to be clarified, but OHA’s analysis of said contract resulted in afinding
that both OHA and HUD were adequately protected by the executed contract and contractually
could and would end in one year. Findly, the use of Dr. Roneck, a national expert on Crime
Statistics, as OHA'’ s expert on crime statistics gathering was based on a nationa search and
recommendation. Dr. Roneck was included in the PHDEP budget and his role was fully explained
in the substantive section of the application. Therefore, OHA staff contracted with Dr. Roneck
based on the approval of the PHDEP grant. Based on OIG’s comments, OHA reviewed the use
of Dr. Roneck’s services and is confident that the procurement of said services was appropriate
and, at least, in the best interest of the tenants that the PHDEP grant is established to serve.

In relation to contracts expected to exceed $1000, the OIG appears to have interpreted OHA
policy and procedures in a manner not initially contemplated by the OHA saff. OHA
procurement policy and procedure outlines the requirements for “purchases’ and/or “contracts’.
However, the interpretation that all “purchases’ require a drafted contract is not the intent of the
drafted policy or procedure. More importantly, it was never the intent of OHA to implement such
arestrictive practice.

As explained to OIG investigators, OHA placed the additional “contract” language in the policy
and procedure in order to force all employees involved in procurement to access multiply
purchase order transactions. Thus, allowing OHA to identify vendors that had multiple
transactions and then in turn properly bid these services pursuant to the required threshold.
Therefore, the identified 119 purchase orders did not necessarily require a “written contract” to
support them. In fact, OHA would need to review all 119 transactions mentioned to appropriately
respond to this alegation. However, OHA was able to identify the three larger transactions
mentioned. In the case of these three individual purchase orders mentioned, OHA has found that
each transaction was procured by sealed bid and approved by the Board of Commissioners. That
being the case, OHA policy did achieve the desired result. Based on this finding OHA is in the
process of reviewing the remaining transactions and will incorporate any findings into the new
procurement policy.

OHA isrequesting that the IG provide OHA Executive Management with copies of the 15
purchase orders and questionable procurement transactions reviewed in order for OHA to address
the prohibited internal control problems identified. OHA management is reviewing all
transactions to assess the concerns expressed by KPMG and the OIG in order to develop a
procurement policy that balances proper interna controls with the demanding needs of the
organization. Asyou know, during the OIG’ s engagement, these issues were addressed with the
staff of the Finance Department and the proper steps have been put into place to assure all
payments have the required supporting documentation. The Legal Staff, Finance Staff and TARC
subject matter experts are in the process of modifying the procurement policy and procedure to
more clearly express the desired procurement procedures and assure that all employees are held
responsible for following said procedures when procuring goods and services.
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Finding: The Authority Must Follow Federal Regulations for Disposition of the Gateway
Annex Property.

OHA Response:

Based on the HUD OIG comments, OHA will work with the TARC Director to assure, if
applicable, that disposition instructions from HUD are secured and followed. However, based on
the HUD OIG comments on the Gateway building and Annex presented in the draft findings from
October 1 and a different draft finding from October 7, OHA will provide the HUD OIG with a
detailed explanation on the Gateway Project for the purpose of factually outlining the disposition
of the Gateway building and Annex and provided supporting financial information within 30-45

days.

OCTOBER 7, 1999 FINDINGS
Finding: The Authority Did Not Have an Effective Control Environment

OHA Response:

The first area of an “effective control environment” is an area the Board of Commissioners, the
Executive Director, OHA staff, and the TARC-HUD team has spent considerable time, effort, and
money to improve. Starting with the KPMG Management Analysis Study and Report of January
29, 1999 and the OHA response to that report in April 1999, OHA has made consistent, steady
and marked improvements in strengthening its internal control environment.

The KPMG study tested the controls in place from July 1998 through December 1998. Control
activities are the policies and procedures that help provide assurance that management’ s directives
are carried out. They help assure that necessary actions are taken to address risks in achieving
OHA’sgodls. Asreferenced in the KPMG Management Study, on page 7, KPMG stated, “that
evidence reflects that the internal controls over grants management and human resources, and
payroll, were operating effectively over the test period.” Theinterna controls anaysis by KPMG
was the basis of OHA' s corrective action plan and we have implemented corrections in these
areas.

Cash receipts

Procurement/Disbursement

Asset Accountability Procedures

Human Resources/Payroll process

Grants Management

Inventory of fixed assets

Internal Control Monitoring System (PHAS related)

Developing a Strategic Plan

- Comprehensive plan for PHAS

- Five Year plan for Operations

SQ@ o P oW

Some of the corrective actions were made near the end of the period of the Inspector General
audit. The IG alegation that the Authority did not have an effective control environment must
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also be refuted factually. OHA has aways encouraged staff to cooperate and denies the allegation
that RFPs were cancelled to give the task to the vendor of choice.

Integrity and Ethical Values.

An RFP system is currently in place that meets or exceeds federal procurement standards as of
October 1999. Mr. Bill Sabalburo, a member of the TARC team, has assisted OHA in the
computer and MIS area in establishing the proper procurement and contract process. This
procurement process will be incorporated into OHA Policy and Procedure and with the
assistance of the TARC at the December Board meeting. In addition, a Procurement Supervisor
and supply speciaist (under the Finance Director) have been hired (realigned) to control
procurement and to support work-orders, supply controls, and maintenance. A fixed asset
inventory system will be done on ayear round cyclic basis. Competitive bids and a competitive
contracts system is now in place. Vendors are selected on the basis of an open competitive
bidding process and purchases are done on the basis of price and quality.

The I1G also raised the question of Section 8 issuesin this category. OHA has worked very hard
to address the Section 8 issues. First with the local HUD office, then later in 1998 with Abt
Associates, and in 1998-early 1999 with Jack Blosky (HUD consultant) to resolve problems
associated with Section 8 HAP payments and program administration. Factually, the program
was operating in a deficit position. However, this was an approved strategy to alow the use of the
Reserve account from the Section 8 funds. An administrative ruling in 1999 which abruptly ended
this process was HUD’ s decision. However, the facts also indicate that OHA'’ s use of the Section
8 Reserve and many other HUD approved measures were undertaken to provide needed housing
vouchers and at the same time resolve budget issues. In no way were any illegal or unethica
measures used to address the Section 8 problem. Instead, OHA sought expert help, HUD
assistance, and constant guidance from HUD to resolve the issues.

The I1G report expressed concerns regarding the Executive Director’ s ability to approve hig’her
travel requests. OHA will revise its policy by the end of this year to require such travel requests to
be approved by the Chairman of the Board or the Board of Commissioners.

Commitment to Competence.

OHA Human Resources Department has addressed the knowledge skills and abilities of OHA
employees in the following ways:

Assignment of authority and responsibility — The interview process for all positions includes
completion of an interview rating sheet for each applicant. The interview rating sheet includes
the minimum knowledge, skills and abilities and physical demands required for the position.
Individuals are hired or promoted based on their interview rating sheet scores and
recommendation by the interviewing supervisor to the Executive Director.

OHA Revised Job Descriptions — In 1996 the human resources staff interviewed individuasin
al job classifications and revised every job description in the organizational structure. This
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process included the completion of a job analysis interview for each position. Following
reorganization in January 1998, a request was made for supervisors to review al job
descriptions with the appropriate staff and to make recommendations regarding needed
changes. The Human Resources Director reviewed the recommendations with each OHA
Department Director and job descriptions were revised as required. In addition, job
descriptions have been updated or changed regularly in accordance with changes in
procedures or to meet grant goals and objectives. However, the OHA organizationa
structure does include a number of skilled trade positions. These job descriptions have not
been updated and there has been no indication that they need revisions.

OHA Work Environment - The report indicates that OHA does not promote a team approach.
OHA in fact has done a number of things over the last two years that indeed promote a team
concept. Thirty management staff participated in a Board Retreat in June 1998 and forty
management staff participated in a Strategic Planning Training Session in June 1999. In
addition, management staff meet regularly every Tuesday at 7:30 am. At the weekly
management meetings, staff is provided the same information regarding current issues at the
housing authority. Very frequently staff are paired into team groups to address issues and
develop solutions. This opportunity has alowed management staff to interact with
management in al departments at the housing authority. The utilization of individuals with a
variety of expertise has enabled the housing authority to implement some very credative
solutions over the last two years. An excellent example is the completion of the OHA 5-year
and annual plans. In addition all OHA staff participate in a monthly staff meeting. This
opportunity allows senior staff to communicate organization changes to the entire group. It
also enables staff to ask questions or express any concerns that they might have. Department
directors also meet with their staff on a weekly basis and more often if there is a need.

Board of Directors or Audit Committee.

The actions the Board of Commissioners took to resolve the budget deficit crisis are outlined in
the Emergency Board meeting in September 1999. The OHA cut staff over 33 positions, for the
second timein 1999. The cutting of staff and the Board involvement in the approval of a positive
cash flow budget in the year 2000 demonstrates the Board' s involvement in the deficit issue.
Throughout the year, the Board has put in countless volunteer hours in every major concern.

The TARC Memorandum of Agreement with the attached goals and timetables reflects the agreed
upon changes being instituted by the OHA Board of Directors and OHA Staff.

List of Board Activities, 1999:

List of Board Management Actions to Reduce Deficits:

Within 30-45 days, OHA will provide the TARC a set of copies reflecting Board activities to
substantiate the proactive involvement of the current Board of Commissioners.
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Management’ s Philosophy and Management Style.

The draft report indicated that appropriate personnel policies were in place, and at the same time
referenced a staff member hired “because a grant expired”. We believe thisis an unfounded
charge without substantive merit. OHA chose to transfer the Healthy Start grant to the Charles
Drew Center in Omaha. The Grant Coordinator was a highly qualified applicant for the Planning
Technician position that she applied for prior to grant transfer and she received the job on the
basis of merit.

OHA has had in excess of 50 lay-offs and staff changes due to mandated budget downsizing, and
audit recommendations. Many of these changes occurred from April to September 1999. Itis
obvious that large personnel turnover adversely effected OHA morae.

The draft IG report includes incorrect statistics regarding key senior staff changes under the
current Executive Director.

a) The housing authority did not employ a Development Director until February 1999.

b) The Computer Services Manager resigned in November 1998 because her spouse was
relocated.

c) There has been only one Human Resources Director leave during this period. The
individual resigned to begin a business venture with the previous Executive Director.

d) Under the supervision of the current Executive Director, the |G report indicates that three
Finance Directors have left OHA. This statement is not accurate, following the
resignation of the Finance Director in May 1997; the previous Executive Director
promoted a Senior Accountant to Acting Finance Director. The current Executive
Director clearly documented that this individua did not have the ability to perform the
tasks required and did not display a willingness to incorporate changes as recommended
by KPMG. Thisindividual moved back to his previous position as a Senior Accountant in
April 1998. OHA did hire a Finance Director in February 1999. The report indicates that
he left OHA because he had developed a cash flow activity to pay old debts and made
arrangements with utility companies to repay overdue debts. He did in fact meet with
representatives from the Utility Companies and other vendors. However, this occurred
following recommendations from the Executive Director. He indicated that OHA did not
follow through with the intended repayment schedules or adhere to the cash flow activity
as planned. This is again not accurate; OHA is now current with al utilities and al
invoices through August 1999.

e) Purchasing Coordinator - The report indicates two very different issues regarding this
position. That the individuals left because they were not allowed to do their jobs
effectively. However, the report clearly indicates that there were continual problems with
the procurement methods and daily purchases. This finding is a direct result of the
individuals in the Purchasing Coordinator positions daily work. There is sufficient
documentation that indicates they were held responsible for their actions. In many
situations, these individuals chose not to follow OHA policy.

Management has completed through the use of highly skilled CPA and computer consultants the
work to fully implement the public housing automated system.
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Other 1G alegations that must be addressed are as follows:

OHA does not understate tenant receivables when tenants move out of their units.

OHA did not fail to release a highly paid employee after a grant had terminated, and did not
place that employee into a job because of grant funding termination.

Finance and accounting data are not falsified, but reported as accurately as the old system
alows. A new MST Software PHA system will be implemented by December 31, 1999.
Human errors are the causes of mistakes in the old system. Thereis no pattern of willful non-
compliance of the statement of finance records in the OHA now, or at anytime in 1999.

The Authority under the law had the power to remove debts, establish a promissory note
system or forgive the debts due to individual hardship. In no case were any of the procedures
the |G outlined against the law; OHA viewed these actions as an administrative action
ethically neutral. Under QHWRA of 1998, hardship rent forgiveness may be reviewed or
continued every 90 days.

Homeownership Promissory Notes were found for the three homes cited by the IG. The
$60,000 of promissory notes has now been reconciled to show the legal liability of each
property owner, where appropriate.

Assignment of Authority and Responsibility.

The Housing Authority Board of Directors and the Housing Authority’ s Executive Director
support the assignment of authority within certain limitations, and also support the delegation of
authority and “empowerment” where appropriate. It is not valid to suggest that an employee who
took the Finance Director job for a brief 10-week period knew enough, or worked in depth
enough to make valid, long-term decisions about the Authority or its long-term needs, strategic
planning, or staffing.

Human Resource Policies and Practices.

The Omaha Housing Authority has updated the job descriptions and responsibilities of all
employeesto reflect the staff reductions, and new management changes.

The OHA will work with the TARC team to place more staff training into the year 2000 budget.

In addition, large staff reductions were made to meet budget goals, and significant improvements
were made in redesigning the procurement systems in August 1999, improved Safety and
Security, and improved management information systems devel oped.

Finding: The Omaha Housing Authority Inventory Process Was Not Adequate.

The deficiency is acknowledged. OHA is correcting this deficiency. By October 1999, al elements
of this deficiency were either corrected, or a plan and timetable to fix deficiencies had been
established. The 1999 Fixed Asset inventory list will be reviewed internaly, prior to December
31, 1999, and the new staff dedicated to supply and inventory control will attempt to insure 100%
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accuracy on al fixed assets. The following revisions to the staffing, procedures and policies, and
systems have now been implemented:

-New automated system will be internally reviewed and asset inventories cross-checked.

-All OHA fixed assets will be inventoried and validated during the next year’ s annual
cyclic inventory cycle.

-Inventory team member will be trained regarding IAW GAAP standards.

-Cyclic year around inventory is started in October 1999.

-New Maintenance and automated work-order plan implemented in September 1999.

-Automated inspections system will inventory fixed assets simultaneously with inspections.

-OHA Maintenance vehicles are 100% inventoried.

-A number of the 26 vehicles the |G cited for lack of inventory did not contain supplies
and equipment, and therefore would not have inventories taken.

-Inventory Procedures redesigned and new staff hired in September 1999.

-Cyclic Inventory will validate valuations and quantities of fixed assets throughout the
fiscal year 2000.

-Computer equipment and other assets will aso have locations included on inventories.

-Five full-time personnel dedicated to procurement and inventory control under the staff
revision plan.

-New bar coding devices will assign more descriptive UPC codes for inventory, and
inventory will become more automated.

-OHA’s Procurement and procurement policies approved by the board in December 1998
will be checked and evaluated by internal assessment staff now on-board.

-An approved method of valuation will be assigned to fixed assets based upon a
reasonable value of the property.

-Adjustments of valueless, or property requiring disposa will be made in 2000.

Finding: The Authority Used Federal Fundsto Pay for Expenses That Were Not Allowed,
or It Could Not Support.

The response to the finding that OHA used federal fundsto pay for expenses that were not
allowed or it could not support will be submitted to the TARC within 30-45 days. Thiswill alow
OHA adequate time to reconstruct financial records and provide proper supporting
documentation.

Finding: The Authority Did Not Properly Administer 1ts Section 8 Programs.

OHA Response:

The response to the finding that OHA did not properly administer its Section 8 programs will be
submitted to the TARC within 15-30 days. Thiswill allow OHA adequate time to reconstruct
financial records and provide proper supporting documentation.

This response is being provided in order to meet your requested turn around time. If additional
information or clarification is needed on any items or facts, please contact me.
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If you have any questions or need additional information please contact my office at (402) 444-
6901 or Troy Thompson, Legal Counsel at (402) 444-4898.

mcl
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Sincerely,

Julia S. Parker
Executive Director
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DATE: 4/30/99
TO: Patrick Bingham
FROM: Rose Maggart

Gregg Gibson

RE: Computer Problems and Concerns

In response to your memo regarding software problems within the finance department, we will try to outline these
problems below "in writing". Asyou are well aware a number of these problems have been discussed with you on
numerous occasions. From the beginning, when the system was taken live your department has told us a number of
times if we have any problems call you and let you know. We have followed that directive.

The Executive Director agreed to use valuable financial resources to hire Mr. Beach to help us solve the problems
and find a solution to getting this system operational in an acceptable manner. What we have found is that
whenever we try to discuss the problems we encounter with Mr. Beach heis very quick to criticize the staff, he
becomes very argumentative and defensive of the software / sales company. He is not being paid by the software
company and wasn't hired to defend them. Thisis not amanner in which we are aware that consultants treat their
clients. His task was to help OHA solve their problems with the software we purchased. The problems with Mr.
Beach have escalated to the point that thereisno onein the department who wants to discuss issues with Mr.
Beach dueto his attitude and the manner in which they are treated. Therefore Patrick all issues and concerns of
this department have been directed to you.

There have been a number of times the finance department have asked you if the problems we have incurred have
been corrected, and your response has typically been that you have not had time to address those issues because you
have been given other priorities. Now it appears that the frustration has  escalated to the point that we are being
told you are not aware of the problems because they are "not in writing.", please consider this our notification "in
writing” of the major concerns we have been trying to get assistance in solving.

1) The software package will not accept numerical entries larger than $ 9,999,999.99. Therefore on one
ledger alone we have had to put on 55 entries instead of the 7 entries that needed to be entered, and we haven't
even started the cumulative grant entries yet which cover activities over a number of years. Thisleaves avery
confusing audit trail for the company that will be hired to do our 1999 audit(s).

2) The accounts payable package appears to key all of the requested reports off of the date the transaction
was entered and not the date of the transaction itself (i.e. invoice date), therefore we are unable to pull a month by
month report showing our financial information for that month only. We then have to go to the calculator and
spend hours separating the transactions by the month to arrive at the correct monthly totals.

3) The system will not allow usto enter a partial payment on an invoice, We then haveto go back and
void the invoice and put on several small invoices which match the payment(s) being made. This once again is not
showing transactions in an accurate manner. When the auditors select which items they want to look at they will be
looking for several invoices which they will not find because they do not  exist.

4) When we run month end closing procedures for the accounts payable, the system isincluding all
amounts and invoices included in previous month end close procedures, which is duplicating information then
taken to the general ledger. When we tried to verify the information shown on the reports and what the system
was doing, the reports are not including invoice dates for the reference. If the

item has not been paid it shows zeros for a reference point, therefore once again we are spending a great deal of
valuable time, backtracking and tracing information to see what is duplicated.
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5) When we are entering manual checks to the new system, there are a number of those checks that are
payments for alarge number of invoices. The new system will not allow us to enter more than 34 invoices or
vouchers per check. So once again we have to split the entries up in a confusing and inaccurate manner to
circumvent the problem.

6) When entering credit entries to the system, the last entry shows on the screen as being an alpha
character, therefore every time we are out of balance we are unable to compare the entries on the screen with the
entries on our workpapers to find the error. We have to take time out and createa  printout which we can then
balance back to.

7)The software system limits our on line access to bank accounts to four accounts. We have made known
to computer services since the original training sessions that thisis a problem. We as of today not received afix for
the problem, therefore are unable to access on line the other accounts needed

8) The accounts receivable department have projects set up on the system which mix HUD project
numbers therefore the information can not be correctly interfaced to the correct project number. Computer services
has been made aware of this problem months ago, we even had our staff prepare a spreadsheet separating the HUD
projects and outlining where and how they need to be split. We have had promises again on a number of occasions
that this problem would be taken care of. As of yesterday, it still has not been addressed.

These are the major issues being presented in writing, in our attempt once again to obtain some reasonable
solutions and assistance in getting the finance department on line. We have been told in a number of discussions
with computer services that the problem is with our expectations that things operate as they did with the old system
and that our requests are "custom changes'. Our expectations are that the new system will operate better than the
old system, that's what OHA was promised when they agreed to the purchase. And as for "custom changes', the
things we are reguesting are standard performances and reporting capabilities from any accounting / finance
software system.

In response to the suggestion from computer services to have ORA staff go to another housing authority to see how
the system runs for them or how they are utilizing the system, we are of the opinion that while that type of atrip
could answer afew basic questions, it would not be the most efficient or effective use of OHA's staff or funds They
would be spending most of their time watching what works for someone else and not getting a solution or hands on
training for what works for or what is needed for OHA.

We fedl that as part of the contractual agreement between the company selling the software and ORA, was the
agreement to ensure that not only was the software installed and fully functional, but that staff be adequately
trained and all bugs or problems worked out. It is of our opinion that the software company has not delivered
good, effective, timely services or support in this area. We fedl this issue needs immediate attention and that
someone fully qualified who has had hands on experience in day to day operations and use of the software be made
available to ORA within areasonable time frame to ensure that all areas of the software within ORA are fully
operational with the least amount of delay.

Asyou can see from the above documentation, we are spending a great deal of time not only back tracking in
trying to get accurate meaningful information from the new system, but we are still spending a great deal of time
doing manual reports, which the new system is suppose to provide for us. With our staffing being cut in half, it is
imperative for the departments to work together in reaching a solution to the problem.

cc., Ms. Parker
S. Huscroft
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Distribution

Deputy Secretary, SD (Room 10100)

Chief of Staff, S (Room 10000)

Specia Assgtant to the Deputy Secretary for Project Management, SD (Room 10100)

Acting Assistant Secretary for Administration, S (Room 10110)

Assstant Secretary for Congressional and Intergovernmenta Relations, J (Room 10120)

Senior Advisor to the Secretary, Office of Public Affairs, S (Room 10132)

Deputy Assstant Secretary of Administrative Services/Director of Executive
Secretariat, AX (Room 10139)

Director of Scheduling and Advance, AL (Room 10158)

Counsdlor to the Secretary, S (Room 10234)

Deputy Chief of Staff, S (Room 10226)

Deputy Chief of Staff for Operations, S (Room 10226)

Deputy Chief of Staff for Programs and Policy, S (Room 10226)

Director, Office of Specid Actions, AK (Room 10226)

Deputy Assstant Secretary for Public Affairs, W (Room 10222)

Specid Assigtant for Inter-Faith Community Outreach, S (Room 10222)

Executive Officer for Adminigtrative Operations and Management, S, (Room 10220)

Senior Advisor to the Secretary for Pine Ridge Project, W (Room 10216)

Generd Counsdl, C (Room 10214)

Director, Office of Federal Housing Enterprise Oversight, O (9" Floor Mailroom)

Assgtant Secretary for Hous ng/Federd Housing Commissioner, H (Room 9100)

Office of Policy Development and Research, R (Room 8100)

Assstant Secretary for Community Planning and Devel opment, D (Room 7100)

Assgtant Deputy Secretary for Field Policy and Management, SDF (Room 7108)

Government National Mortgage Association, T (Room 6100)

Asssgtant Secretary for Fair Housing and Equal Opportunity, E ( Room 5100)

Chief Procurement Officer, N (Room 3152)

Assstant Secretary for Public and Indian Housing, P (Room 4100)

Chief Information Officer, Q (Room 3152)

Director, Office of Departmental Equal Employment Opportunity, U (Room 5128)

Director, Office of Departmental Operations and Coordination, | (Room 2124)

Chief Financid Officer, F (Room 2202)

Director, Enforcement Center, V (200 Portas Building)

Director, Redl Estate Assessment Center, X (1280 Maryland Avenue, SW, Suite 800)

Director, Office of Multifamily Assstance Restructuring, Y (4000 Portas Building)

Secretary’ s Representative, Great Plains, 7AS

Senior Community Builder, lowa State Office

Senior Community Builder, Omaha Area Office

Senior Community Builder, &t. Louis Area Office

Director, Office of Public Housng, 7APH

Section 8 Financia Management Center, PCFD

Omaha Public Housing Program Center, Coordinator, 7DPHO (2)

Deputy Chief Financia Officer for Finance, FF (Room 2202)

Director, Office of Budget, FO (Room 3270)
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Headquarters Audit Liaison Officer, Deputy Secretary, SD (Room 10126)

Public and Indian Housing, PF (Room 5156)

Primary Fidd Audit Liaison Officer, 6AF (2)

Acquisitions Librarian, Library, AS (Room 8141)

Chairman, Committee on Governmenta Affairs, 340 Dirksen Senate Office Building,
United States Senate, Washington, DC 20510

Ranking Member, Committee on Governmenta Affairs, 706 Hart Senate Office Building,
United States Senate, Washington, DC 20510

Chairman, Committee on Government Reform, 2185 Rayburn Building, House of
Representatives, Washington, DC 20515

Ranking Member, Committee on Government Reform, 2204 Rayburn Building
House of Representatives, Washington, DC 20515

Subcommittee on Oversght and Investigations, Room 212, O’ Neil House Office Building
Washington, DC 20515

Director, Housng and Community Development Issue Area, United States Genera Accounting
Office, 441 G Street, NW, Room 2474, Washington, DC 20548

Deputy Staff Director, Counsdl, Subcommittee on Crimina Justice, Drug Policy & Human
Resources, B373 Rayburn House Office Building, Washington, DC 20515

Chief, Housing Branch, Office of Management & Budget, 725 17" Street, NW, Room 9226,
New Executive Office Building, Washington, DC 20503

Executive Director, Omaha Housing Authority

Chairman of the Board of Commissoners, Omaha Housing Authority
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