Issue Date

November 2, 2006

Audit Report Number
2007-NY-1001

TO: Joan Spilman, Director, Office of Public Housing, 2CPH
FROM: Edgar Moore, Regional Inspector General for Audit, 2AGA
SUBJECT: Utica Municipal Housing Authority, Utica, New York, Needs to Make
Improvements in Administering Its HOPE VI Revitalization Program
HIGHLIGHTS
What We Audited and Why

We audited the Utica Municipal Housing Authority (Authority) regarding its
administration of its HOPE VI grant program because of issues identified during
our initial audit of the Authority’s general operations. We wanted to determine
whether the Authority (1) administered its HOPE VI grant program and activities
effectively, efficiently, and economically in accordance with grant agreements
and applicable rules and regulations; (2) complied with applicable procurement
requirements; (3) implemented sufficient disbursement controls over
administrative costs charged to the program; and (4) had a cost allocation plan to
adequately account for and distribute costs to the program.

What We Found

The Authority’s HOPE VI program is not achieving vital revitalization objectives
in a timely manner or in accordance with program goals and requirements as
specified in its application, revitalization plan, and grant agreement. For three
professional services contracts associated with the HOPE VI program, 1)
excessive fees were paid for application services, 2) a consulting contract was
improperly modified, and 3) administration of a financial consulting contract was



inadequate. Questionable administrative costs were also charged to the program.
In addition, the Authority periodically allocated certain costs such as wages and
fringe benefits but neglected to allocate other indirect costs, and its allocation plan
for wages and fringe benefits was not adequately supported or detailed.

What We Recommend

We recommend that the U.S. Department of Housing and Urban Development
(HUD) director, Buffalo Office of Public Housing, instruct the Authority to
implement procedures that will ensure that all collateral investments and in-kind
services for the Hope VI project are documented and quantified. Reevaluate the
scope of its revitalization plan and amend the plan accordingly so that HUD can
reassess whether the Authority is able to meet its primary objective of revitalizing
the project neighborhood known as Cornhill. Based on this reassessment, HUD
should determine whether the amended plan is effective enough to ensure that the
remaining $7.47 million will be put to better use, or if the Authority can only
achieve certain objectives, HUD should consider reducing the remaining amount
of grant funds proportionately. We also recommend that HUD require the
Authority to establish controls to ensure compliance with all applicable federal,
state, and local procurement policies and regulations. Further, the Authority
should be required to submit supporting documentation to justify all unsupported
costs, so that HUD can make an eligibility determination, and reimburse the
program from nonfederal funds all amounts determined to be ineligible. In
addition, we recommend that the Authority develop and implement a cost
allocation plan or establish an indirect cost rate proposal to ensure that all costs
are properly allocated to the benefitting sources.

For each recommendation without a management decision, please respond and
provide status reports in accordance with HUD Handbook 2000.06, REV-3.
Please furnish us copies of any correspondence or directives issued because of the
audit.

Auditee’s Response

We discussed the results of our review during the audit and at an exit conference
held on September 7, 2006. Authority officials did not agree with our findings
and provided their written comments during the exit conference. The Authority’s
comments included alternative recommendations, which we have reviewed and
taken into consideration. Based on this review, we revised our recommendations
that pertain to finding one. Also, the Authority’s comments included numerous
appendixes that were too voluminous to include in this report, but will be
provided to your office. The complete text of the auditee’s response, along with
our evaluation of that response, can be found in appendix B of this report.
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BACKGROUND AND OBJECTIVES

The Utica Municipal Housing Authority (Authority) was organized pursuant to the Housing Act
of 1937 and the laws of the State of New York. Its primary objective is to provide low-income
housing to the citizens of Utica, New York, and surrounding areas in compliance with its annual
contributions contract (contract) with the U.S. Department of Housing and Urban Development
(HUD). The Authority is governed by a board of commissioners (board) composed of seven
members, five appointed by the mayor and two elected by the tenants. The executive director is
hired by the board and is responsible for the day-to-day operations of the Authority.

HUD awarded the Authority an $11.5 million HOPE VI grant effective July 3, 2003. The grant
funds are earmarked for developing replacement units for relocated public housing residents and
new housing unit rentals and providing an opportunity for homeownership and renovated
housing in Utica’s most severely distressed neighborhood known as Cornhill. In addition, the
Authority owns and manages eight federally funded developments with 932 low-rent units. It
also administers Section 8 programs consisting of 515 units at seven Section 8, 11B,
developments and 174 housing choice voucher units.

To administer the HOPE VI grant and related activities, the Authority created the not-for-profit
corporation, Rebuild Mohawk Valley, Inc. (Rebuild Mohawk), on January 8, 2003. On July 11,
2003, the Internal Revenue Service designated Rebuild Mohawk as exempt from federal income
tax under section 501(a) of the Internal Revenue Code as a nonprofit organization described in
section 501(c)(3). Rebuild Mohawk is governed by a board of directors, composed of nine
voting members and five ex-officio members. The HOPE VI coordinator is responsible for
implementing policies and administering Rebuild Mohawk. Since the Authority was awarded
the HOPE VI grant, it maintains responsibility for the grant as grantee; therefore, Rebuild
Mohawk and the Authority are referred to interchangeably throughout this report.

We selected the Authority for audit based on issues identified during our review of the
Authority’s general operations, audit report number 2006-NY-1005, issued on February 21,
2006.

The objectives of our audit were to determine whether the Authority (1) administered its HOPE
VI grant program and activities effectively, efficiently, and economically in accordance with
grant agreements and applicable rules and regulations; (2) complied with applicable procurement
requirements; (3) implemented sufficient disbursement controls over administrative costs
charged to the program; and (4) had a cost allocation plan to adequately account for and
distribute costs to the program.



RESULTS OF AUDIT

Finding 1. The Authority’s HOPE VI Program Was Not Achieving Vital
Revitalization Objectives

Contrary to its HUD-approved grant application, the Authority was not accomplishing its HOPE
VI program objectives and did not show adequate progress toward completing key planned
activities. Specifically, 1) overall progress was lacking and activities were not tracked; 2)
partnership with the City of Utica (City) lacked progress and cooperation; 3) there had been
limited activity or progress on Cornhill Commons, which is integral to the HOPE VI program as
the central hub of the neighborhood revitalization project; 4) planned housing goals will not be
attained, and target area code enforcement was inadequate to achieve revitalization objectives;
and 5) the relocated tenants of the Washington Court development have not benefited as intended
in the HOPE VI application. These deficiencies can be attributed to Authority’s inadequate
management of the HOPE VI program and its inability to handle a large redevelopment project.
As a result, the HOPE VI program has not benefited the Cornhill neighborhood target area and
residents as proposed in the application, plan, and grant agreement. Thus, the Authority has a
limited chance of success in completing vital HOPE V1 activities and achieving revitalization
goals.

HOPE VI Program Obijectives

In December 2002, the Authority applied for a HOPE VI grant in accordance with
the notice of funding availability for the fiscal year 2002 HOPE VI program,
published in the Federal Register, Volume 67, No. 147. In March 2003, HUD
officially notified the Authority that its HOPE VI grant application had been
approved. The grant agreement was executed in July 2003 and incorporates the
notice and grant application. The total approved HOPE VI program budget to be
expended was more than $82 million, of which $11.5 million was HUD funding,
thus leveraging was an important component. The Authority received the
maximum number of points for leveraged funds in its application rating due to the
amount of leveraged funds that were to be provided in addition to the HOPE VI
grant. In accordance with program requirements, all of the HOPE V1 activities
are to be completed and funds expended by September 30, 2008.

The Authority’s approved application proposed to revitalize a community area
known as the Cornhill section of Utica, which was experiencing the greatest
distress and drain on local resources. With pledged support from City, county,
school, and other agency leaders, the Authority planned to (1) offer the 70
families remaining at its Washington Courts Development the opportunity to
move to new replacement housing in Cornhill; (2) demolish the Washington
Courts Development and sell the site to the City for use as an economic



development site, creating job opportunities for residents of Washington Courts;
and (3) transform Cornhill into a mixed-income neighborhood with new
community assets and services. However, numerous revitalization investments
critical to the success of the HOPE VI program have shown little progress, with
available records indicating that only $802,000 of the $27 million in collateral
investments had been expended as of March 31, 2006.

Progress Lacking and Activities
Not Tracked

The Authority was not carrying out its HOPE VI revitalization program in a timely
manner and in accordance with program requirements as proposed in its application,
plan, and grant agreement. Due to a lack of adequate recordkeeping by the
Authority, it is difficult to determine the exact amount expended and the overall
progress for all HOPE V1 activities. The total HOPE VI program budget of $82.3
million has to be expended by September 30, 2008; however, only $22.6 million had
been expended as of March 31, 2006.

Based upon information provided by the Authority and the HOPE VI program
quarterly progress report, the expenditures as of March 31, 2006, were as follows:

Source Budget Expended

HOPE VI award $11,501,039 $ 4,034,362
Other federal funds 5,620,876 2,325,584
Nonfederal funds 38,208,159 15,455,661
Subtotal 55,330,074 21,815,607
Collateral investments 27,039,088 801,936
Total HOPE VI $82,369,162 $22.617,543

As detailed above, only 27 percent of the overall budget had been expended as of
March 31, 2006. Further, only 3 percent of funds for the important collateral
investments had been expended.

The table below reflects activity on collateral investments as of March 31, 2006.

Activity Budget Expended
New school $16,000,000 $ -0-
Rescue mission 2,800,000 -0-
Cosmopolitan center 2,500,000 -0-
City of Utica:
Policing 400,000 111,600
Code enforcement 863,000 20,073



Economic development 500,000 -0-

Cornhill match 500,000 -0-

Residential rehabilitation 500,000 174,445

Lead paint program 500,000 375,000

In-kind staff 1,092,000 120,818
County of Oneida:

Health department 270,000 -0-

Residential rehabilitation 1,024,088 -0-
Habitat for Humanity 90,000 -0-
Total collateral investments $27,039,088 $ 801,936

The Authority’s tracking system is incomplete and unsupported since it did not
track the $27 million of collateral activities. The Authority could not provide any
expenditure reports regarding the $27 million in collateral investments. The
Authority had to request information from the City and other partners in an
attempt to provide us with basic information; however, the responses we received
were inadequate. Since the Authority did not maintain records on the $27 million
in collateral funding, there is no assurance as to the accuracy of the expenditures.

In addition to the lack of progress on collateral investments, the March 2006
quarterly report submitted to HUD shows that $13.5 million of the nonfederal
funds is planned for community services; however, only $3.9 million has been
expended. This represents only 29 percent of the total. Moreover, numerous
partners who pledged support have not provided any funding as of this date. As a
result, many of the leveraged activities, which are an integral part of the HOPE VI
program, have not progressed satisfactorily.

HUD Monitoring Review Cited Concerns

HUD recognized the lack of progress and focus by the Authority in a May 2004
monitoring review. The monitoring report states that the Authority had not
focused on accomplishing any one thing, was trying to accomplish everything at
the same time, and did not have the necessary experience to do so. The
monitoring review report further stated that the Authority needed to focus its
energies on progress, which has been slow as evidenced by the Authority not
meeting projected start dates and the actions not being completed. HUD
recommended that a quarterly source of funds report be developed for each of the
four categories of financial commitments (physical development resources,
community services resources, collateral investments, and anticipatory
investments). Similar to the community services resources report now in place,
we suggest that each report individually list the amounts comprising the total
commitment as well as the year-to-date proceeds and/or services received. When
completed, these reports should reconcile with the quarterly report.



Lack of Progress and
Cooperation in Partnership

with City

The HUD 2004 monitoring review further cited a lack of cooperation between the
Authority and the City, a main HOPE VI program partner. The City pledged
significant funds and activities for the HOPE VI project; however, the Authority
has not obtained progress reports from the City. Many of the City activities
included not only collateral investments, but also infrastructure improvements for
the development budget.

Based on the records available at the Authority, we estimated that approximately
$17 million would be provided by the City for HOPE V1 activities. However, the
Authority obtained City records that show more than $19 million in HOPE VI
program planned items with only around $4 million expended and invested in the
program area at March 2006. The Authority provided the documents to us
without a detailed write-up or reconciliation.

More importantly, as of March 31, 2006 key activities from the City that are
critical to the success of the HOPE VI program have been slow to materialize.
These include:

e $1 million in community assets and services to develop the Cornhill
neighborhood, including a new community school, recreational park,
outdoor ice skating rink, and community plaza.

e More than $800,000 promised by the City for systematic code
enforcement activities, of which the City has provided only $20,000 for
this activity.

e More than $5.5 million in infrastructure improvements to be made in the
HOPE VI program target area. The City is claiming only $343,000.
During our site visit to the target area, we noticed very few street and/or
sidewalk improvements.

e More than $500,000 committed by the City for economic development, of
which no activity has been completed.

e $245,000 committed for facade improvements. So far, only six businesses
have been assisted for a total investment of only $30,000.

The Authority did not maintain records as to the level of expenditures. Since it is
responsible for ensuring the success of its HOPE VI program as required by the
grant agreement, it should track the impact that the activities are having in the



revitalization zone. Further, there was no overall assessment of the impact of
collateral investments.

Limited Activity or Progress on
Cornhill Commons

The Authority’s HOPE VI application states that one of the primary objectives of
the HOPE VI program is to transform the Cornhill neighborhood once again into
a mixed-income neighborhood with new community assets and services. The
application provides that the City made a commitment of $1 million to develop a
new recreational park in the middle of Cornhill. The park is to have a new
community school, multipurpose fields, softball fields, playgrounds, an outdoor
ice rink, and a community plaza. This will bring a much-needed recreational
asset to this area of the City. The Cosmopolitan Center will construct a $2.5
million facility that will be part of the community school. The facility will host
the administrative functions for its own organization, the Authority, the Cornhill
Senior Center, and other neighborhood groups.

There has been limited activity or progress on the vital components comprising
Cornhill Commons. Available records indicate that more than $20 million was to
be expended for the benefit of Cornhill Commons; however, as of April 2006, no
funds had been invested. Authority officials also stated that the Authority still
does not have site control over 12 houses within the seven-acre area needed for
the Cornhill Commons project. In April 2006, we conducted a visual tour of the
HOPE VI program target zone and confirmed that there had been limited activity
in Cornhill Commons.

Housing Goals Not Attained
and Target Area Code
Enforcement Inadequate

The HOPE VI application was approved on the basis that the Authority would
construct 74 new homeownership units and 120 new rental housing units for a
total of 194 housing units. In addition, the application provided that 70 public
housing units (consisting of 24 homeowner units and 46 rental units) would be
developed with funds from this HOPE VI program grant.

The application section also provided that 24 of the 74 homeowner units will be
available as lease to purchase public housing agency-owned units and 44 rental
units would be available as homeowner units after 15 years of rental.

However, based upon information available as of March 31, 2006, the housing
goals will not be met. The basis for this conclusion is as follows:



e The 24 lease to purchase public housing agency-owned units have been
eliminated from the program. The Authority is now planning on only 54
homeowner units, down from the 74 planned. Of these 54 homeowner
units, 23 units are targeted for 2007 and 2008.

e Only 11 of the originally planned 74 homeowner units have been
completed.

e The total of 44 rental units (Rutger Manor) that were to be homeowner
units after 15 years of rental has been reduced. The Authority now plans
only 33 of these units.

Code Enforcement Is Not Adequate

The HOPE VI application provided that the replacement housing would be tied to
“systematic code enforcement,” for which the City promised $863,000. However,
documentation provided by the Authority shows that the City had provided only
$20,000 for this activity as of March 31, 2006. In addition, the Authority noted
many code violations in the HOPE VI target area and informed the City of such
violations; however, little or no action has been taken by the City.

In April 2006, we toured the HOPE VI target area and noticed many code
violations of properties located next to the new HOPE VI program homes. The
following photos illustrate code concerns in the HOPE VI target area.

Street pavement and cur

d curb deterioration on Leah Street
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Poorly maintained grounds of vacant boarded-up property

Relocated Washington Court
Tenants Not Benefiting as

A primary objective of the HOPE VI program was to give the tenants of
Washington Courts the opportunity to relocate to HOPE VI housing in the
Cornhill neighborhood area and hopefully become homeowners. According to
the approved application, the HOPE VI project was designed to provide quality,
affordable housing in combination with support services to empower the former
residents of Washington Courts. The replacement housing is located in the
Cornhill neighborhood of Utica with close proximity to shopping, banking,
human service programs, and other facilities.

However, the vast majority of the displaced tenants have been relocated to other
public housing. Only seven of the relocated Washington Court tenants now reside
in the Cornhill neighborhood, with only one family having purchased a HOPE VI
home. Most of the relocated Washington Court tenants are currently not residing
in the Cornhill neighborhood and are not homeowners.

Washington Court Residents Have Not Benefited From Job Opportunities

According to the HOPE V1 application, another one of the primary objectives of
the HOPE VI program was to demolish Washington Courts and sell the site to the
City for use in economic development including providing job opportunities for
relocated residents of Washington Court. However, we conducted a visual
inspection of the Washington Court site in April 2006 and noted that the
demolition work had only recently begun. Thus, the job opportunities, if any, for
the relocated residents appear to be many years away. More importantly, the
Authority was to provide job opportunities during construction of the HOPE VI
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Conclusion

homes by giving priority to the relocated residents of Washington Court, residents
of other public and assisted housing, and persons in the Cornhill neighborhood.

The application provided that there were to be 1) aggressive procurement and
contracting guidelines to ensure that HOPE VI program construction funds benefit
the Authority’s residents; 2) use of in-house labor or the Authority’s residents to
create hiring opportunities in the construction of the for-sale homes; and 3)
proactive recruitment campaigns to attract private-sector partners, mainstream
contractors, and minority business owners willing to agree to resident hiring

goals. Despite these promises and assertions, the Authority has not hired the
relocated Washington Court residents or any other public housing residents for
the HOPE VI project.

The Authority was not carrying out its HOPE VI revitalization program in a
timely manner and in accordance with program requirements as proposed in its
application, plan, and grant agreement. Further, the HOPE VI program was not
benefiting the Cornhill neighborhood target area residents as planned, and the
Authority has a limited chance of success for completing vital HOPE V1 activities
and achieving revitalization goals within the current timeframes.

These failures can be attributed to Authority mismanagement of the HOPE VI
program and the Authority’s inability to administer a large redevelopment project.
Without knowing the financial and programmatic status of many of its HOPE VI
activities, the Authority cannot adequately administer its HOPE VI program in an
economic and effective manner and with assurance of success. In 2004, HUD
questioned the Authority’s accomplishments and abilities and made several
recommendations for improvements. However, the Authority did not make any
measurable improvements. As such, not until the Authority reevaluates the scope
and amends its plan so that the project neighborhood can be revitalized and
program objectives can be achieved in a timely manner, will the remaining
balance of $7,466,678 in HOPEVI funds be more efficiently used and the reduced
costs will benefit the program.

The remaining findings contained in this audit report are also indicative of the

Authority’s inability to manage the HOPE VI program in accordance with
appropriate requirements.
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Recommendations

We recommend that the director, Buffalo Office of Public Housing, require the
Authority to

1A.

1B.

Implement procedures that will ensure that all collateral investments and in-
kind services for the HOPE VI project are documented and quantified. In
addition, the Authority should continue to work collaboratively with its
partners on this project.

Reevaluate the scope of its revitalization plan and amend the plan
accordingly, so that HUD can reassess whether the Authority is able to meet
its primary objective of revitalizing the project neighborhood.

We also recommend that the director, Buffalo Office of Public Housing,

1C.

Determine whether the amended revitalization plan is effective enough to
ensure that the remaining $7,466,678 in funds will be put to better use or if
the Authority can only achieve certain objectives, consider reducing the
remaining amount of grant funds proportionately.
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Finding 2: The Authority’s Controls over HOPE VI Contract
Administration Were Inadequate

The Authority’s administration of HOPE V1 professional service contracts did not fully comply
with applicable HUD regulations and requirements. For three professional services contracts
associated with the HOPE VI program, 1) excessive fees were paid for application services, 2) a
consulting contract was improperly modified, and 3) administration of a financial consulting
contract was inadequate. As a result of the noncompliances, the Authority incurred unsupported
costs of $242,664, and cost efficiencies totaling $74,099 were identified. The deficiencies can be
attributed to the Authority’s weak system of controls over contract administration.

Several contracts were modified by change orders that authorized increased cost
limitations. Therefore, we selected a sample for review consisting of the three
contracts that included the largest cost limit modifications. The three contracts
were for professional services and were originally executed with not-to-exceed
cost limitations. Nonetheless, each contract was modified to provide additional
funding for significant changes to the scope of services. All three contracts failed
to comply with HUD regulations and requirements.

Excessive Fees Paid for HOPE
VI Application Services

Because the Authority did not follow federal procurement regulations, $181,762
was paid to an architectural firm for a contract that was not to exceed $40,000.
The excessive costs, which were more than 350 percent above the original
maximum amount, were for architectural preconstruction and community
planning services enabling preparation of the HOPE VI application. Federal
regulations at 24 CFR [Code of Federal Regulations] 85.36(2) require grantees to
maintain a contract administration system, which ensures that contractors perform
in accordance with the terms, conditions, and specifications of their contracts.

The selected contractor submitted a letter to the Authority before the competitive
request for proposals, indicating familiarity with the HOPE VI target area of
Cornhill. In responding to the request, the contractor promoted its firm as being
experienced in the Cornhill neighborhood and agreed to do all of the HOPE VI
application preparation for a not-to-exceed fee of $40,000. A review of the
selection process shows that this contractor was chosen over competing proposals
based upon the low price of $40,000.

The contract was executed in March 2002. However, despite its agreement to
conduct all of the required application work for the $40,000 fee, the company
billed $80,000 and at least 1,389 hours through September 2002. The Authority,
however, did not approve the $40,000 contract increase until October 2002. As a
result, the work performed in relation to the billings over the original $40,000 was
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done without authorization. Thus, the contractor had no contractual authority to
incur those charges.

The contractor then billed an additional $89,152 for application services from
September to December 2002. Once again, the work and billings were conducted
without approval and authorization. The approval to go from $80,000 to
$180,000 was not provided by the Authority’s board until March 19, 2003, and
was signed by the executive director on April 7, 2003. All of the billings were for
HOPE VI application services, and the services provided were promised under the
contract for the $40,000. From September through December 2002, the
contractor billed another 1,345.5 hours. More than 2,900 hours were eventually
billed for HOPE VI application services.

Representatives of the contractor and the Authority attempted to provide
justification for the substantial price increases. Our review of the change order
justifications determined that the reasons provided for the increases were not
valid. First, the contractor and the Authority cited the increased number of
meetings and revisions to the plan. However, the scope of work required the firm
to attend all necessary meetings and conduct whatever work was necessary to
assist the Authority with the HOPE VI application. Second, the contractor and
the Authority cited a larger area than anticipated when the proposal was
submitted, yet this argument does not have merit when compared with the request
for proposal’s scope of services.

The total amount paid for the HOPE V1 application services was $181,762, when
the maximum allowed by the procurement and contract process was $40,000. For
this reason and the reasons mentioned above, we consider $141,762, which
represents the amount paid in excess of the $40,000, as excessive costs for the
HOPE V1 application services.

Consulting Contract
Improperly Modified

A contract for consulting services with a not-to-exceed limit of $85,000 was
awarded on March 28, 2002, to assist the Authority with its HOPE V1 application
process, although the contractor’s proposal did not fully comply with the request
for proposals provisions. The Authority authorized a change order increasing the
contract limit by $20,000 on the same day the contract was awarded. The contract
was modified three more times by change orders through November 5, 2003,
adding an additional $85,000 to the contract dollar limit. These four change
orders increased the contract from a not-to-exceed limit of $85,000 to a modified
amount of $190,000, thus increasing the original contract amount by about 124
percent and significantly modifying the scope of services to be provided. Rather
than initiating a new request for proposals, the Authority opted to arbritrarily
modify the contract on four occassions, thereby inappropriatly restricting
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competition for the additional services. In addition, contrary to regulations, the
Authority did not conduct the required cost or price analysis for any of the four
contract change orders executed.

Federal regulations at 24 CFR [Code of Federal Regulations] 85.36(f)(1) require
grantees and subgrantees to perform a cost or price analysis in connection with
every procurement action including contract modifications. Further, 24 CFR
[Code of Federal Regulations] 85.36(a)(9) requires grantees and subgrantees to
maintain records sufficient to detail the significant history of a procurement.
These records will include but are not limited to the rationale for the method of
procurement, selection of a contract type, contractor selection or rejection, and the
basis for the contract price.

The Authority did not maintain sufficient records to track the history of the
procurements as required. From the number of change orders processed, it is
clear that the Authority paid for services well beyond the initial funding
limitations for this contract. Further, it appears that the Authority was instructing
the contractor to submit change orders.

For example, in a February 26, 2003, correspondence, Authority officials advised
the contractor that the balance left on the contract was $6,563, while further
instructing the contractor to provide the authority with an outline of additional
costs it would recommend for the HOPE VI grant implementation period.
Authority officials further requested that the contractor provide the information as
soon as possible so that the Authority could determine the size of the change order
to approve at that time. Accordingly, it appears that the Authority initiated at
least one modification to the contract by requesting that the contractor determine
the level of additional funding to be included in a proposed change order. This
does not appear to be in compliance with 24 CFR [Code of Federal Regulations]
85.36, which provides that all procurement transactions will be conducted in a
manner that provides for full and open competition.

The history of this procurement action illustrates that administration over the
consulting contract was mismanaged, thereby violating the above federal
regulations. This not-to-exceed consulting contract went from $85,000 to
$190,000 due to change orders that improperly modified the contract and
prevented open competition. As of March 2004, the Authority had disbursed
$164,873, leaving a balance of $25,127. As a result of these noncompliances,
$79,874, which represents all disbursements made in excess of the original
contract amount ($164,873 — 85,000), is considered to be unsupported, and the
Authority should be prohibited from expending the undisbursed contract balance
of $25,127; this amount should be considered a cost efficiency.
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Administration of Financial
Consulting Contract Was

Inadequate.

Conclusion

On November 14, 2003, the Authority awarded a contract for HOPE VI financial
consulting services with a not-to-exceed limit of $30,000. Less than seven
months later, on June 4, 2004, the Authority authorized a change order of $70,000
to add additional funds to the contract limit, while also indicating a new
completion date of September 1, 2007. The $70,000 change order represents a
233 percent increase from the original contract, and it modified the contract limit
to $100,000. Therefore, the change order represented a significant change in the
scope of services to be provided.

The Authority could not provide evidence that the required cost price analysis had
been conducted before contract modification. The only documentation
maintained in the Authority’s contract files relating to the change order was two
faxed documents, dated September 20, 2004. One of the documents contained the
change order itself and indicated a change order initiation date of April 1, 2004;
however, the document signatures indicate that it was signed by the Authority on
June 4, 2004, and by the contractor on June 5, 2004. The second faxed document
was identified as a change order request, and it included details explaining that
additional services had already been completed and that other services were
needed. Therefore, it is unclear from the documentation whether certain services
were provided by the contractor before execution of the change order.

Since the Authority did not conduct a price cost analysis for the contract
modification, costs incurred of $21,028, which exceeded the original not-to-
exceed contract limit of $30,000, are considered unsupported, and the Authority
should be prohibited from expending the undisbursed modified contract balance
of $48,972, which should be considered a cost efficiency.

The above deficiencies show that the Authority’s controls over contract
administration relating to the HOPE VI program did not ensure that costs incurred
for services were reasonable and necessary.

Recommendations

We recommend that the director, Buffalo Office of Public Housing, instruct the
Authority to
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2A.

2B.

2C.

2D.

Establish controls to ensure compliance with all applicable federal, state,
and local procurement policies and regulations, to include compliance in
the areas of (1) performing cost estimates and/or price analyses for all
future procurement activities, (2) ensuring that all procurement
transactions are conducted in a manner that provides for full and open
competition, and (3) properly administering contracts after execution.

Provide documentation to justify the $242,664 in unsupported costs
[$141,762 + $79,874 + $21,028], so that HUD can make an eligibility
determination, and reimburse from nonfederal funds the amount of any
unsupported costs determined to be ineligible.

Discontinue activities associated with the consulting and financial
consulting contracts that were improperly modified and ensure that the
remaining contract balance of $74,099 [$25,127 for the consulting
contract and $48,972 for the financial consulting contract] is not
disbursed.

Prepare new requests for proposal if additional consulting or financial
consulting services are deemed necessary.
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Finding 3: Questionable Administrative Costs Were Charged to the
HOPE VI Program

Contrary to its grant agreement and federal requirements, the Authority disbursed HOPE VI
program funds for questionable administrative expenditures. These expenditures were associated
with (a) salary allocations; (b) office supplies, equipment, and computer software; (c)
reimbursement to the Authority for various expenditures; (d) credit card charges; (e) other
miscellaneous expenses; (f) local utilities and taxes; and (g) food and beverages. We attribute
these deficiencies to the Authority’s failure to implement controls over disbursements that were
sufficient to ensure compliance with applicable regulations. Consequently, Authority officials
cannot ensure that they charged only reasonable and necessary administrative costs to the HOPE
VI program.

Federal Regulations

Federal regulations at 24 CFR [Code of Federal Regulations] 85.3 include “any
public housing agency” in the definition of a local government. The HOPE VI
grant agreement between HUD and the Authority and 24 CFR [Code of Federal
Regulations] 85.22(b) require the Authority to comply with the cost principles of
Office of Management and Budget Circular A-87, “Cost Principles for State,
Local, and Indian Tribal Governments.” Attachment A, paragraph C(1)(a),
requires that all costs be necessary and reasonable for proper and efficient
performance and administration of federal awards, and paragraph C(1)(j) requires
that all costs be documented. Therefore, the Authority is required to maintain
records sufficient to document the reasonableness and necessity of expenditures.

In addition, 24 CFR [Code of Federal Regulations] 85.20 requires that accounting
records be supported by source documentation such as cancelled checks, paid
bills, payrolls, time and attendance records, contract and subgrant awards
documents, etc.

Between July 3, 2003, and December 31, 2005, the Authority disbursed HOPE VI
program funds totalling $75,869 to pay for questionable administrative
expenditures. The details are described as below.

Salary Allocations

During the audit period, the Authority made journal entries detailing $30,076
charged to the HOPE VI program for salary allocation for fiscal years ending June
30, 2004, and June 30, 2005. The Authority was unable to provide sufficient
payroll data to support the salaries allocated, and the journal entries were not
descriptive. Further, as discussed in finding 4, the Authority lacked an acceptable
cost allocation plan. As a result, we question the $30,076 pending an eligibility
determination by HUD.
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Payments for Office Supplies,
Equipment and Computer
Software

The Authority could not provide adequate documentation to support expenditures
totalling $20,148 for a laptop computer, computer software, file cabinents, a
digital projector, general office supplies, and copier machine lease fees and their
related supplies. There was no evidence to support that price quotes had been
obtained for these purchases. Also, there was no invoice on file for the purchase
of the digital projector, and it appears that payment, which occurred from two to
six months after the purchase of the projector, was based on the vendor’s
statement of account. In addition, contrary to the Authority’s policy requiring
purchase orders of more than $1,000 to be signed by the cxecutive director,
computer software was purchased without the appropriately authorized purchase
order. Further, the purchase requistion and purchase order to support the costs
associated with the copiers and their related supplies were not properly signed.
The Authority did not have a copy of the maintenance agreement for the leased
copier on file. It could not provide adequate supporting documentation, such as
vendor invoices, purchase requisitions, and purchase orders, for overage charges
for excessive copies. Accordingly, we consider the $20,148 to be unsupported
and recommend that HUD make a determination on the eligibility of these
charges.

Reimbursements to the
Authority for Various Expenses

The Authority reimbursed its general operating account $11,628 for various costs
including wages, benefits, office equipment, and supplies. The supporting
documentation for these expenditures was nondescriptive in detailing the purpose
and providing justification for the charges to the HOPE VI program. The
Authority was unable to provide adequate accounting support such as vendor
invoices, purchase requisitions, purchase orders, receiving reports, etc. Further,
the small amount of supporting documentation that was provided does not agree
with the amount charged to the HOPE VI program. Therefore, since the
Authority did not provide adequate supporting documentation to substantiate that
these expenditures were for reasonable expenses, we consider the $11,628 to be
unsupported and recommend that HUD make a determination on the eligibility of
these charges.
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Credit Card Charges

The Authority was unable to provide adequate documentation to support
disbursements totalling $7,104 for charges made to a credit card. The charges
included finance charges, Dunkin Donuts, airline tickets, gasoline, hotel rooms,
late fees, travel advances, software, and tuition reimbursement. The
documentation provided to us for review lacked adequate accounting support such
as vendor invoices, purchase requisitions, purchase orders, and receiving reports.
Accordingly, we consider the $7,104 to be unsupported and recommend that
HUD make a determination on the eligibility on these charges.

In addition, the documentation that the Authority provided to support some of the
credit card purchases was disorganized, and the billing dates could not be
reconciled to the amount of payment or to budget line item distribution. In
addition, certain charges, such as those for Dunkin Donuts, gasoline, groceries,
and miscellaneous expenses classified as marketing expenses, are questionable as
to their eligibility. The marketing expenses included potpourri, candles, greeting
cards, ribbons, shrink roll, liquid soap, laundry baskets, and a mirror. Further,
Office of Management and Budget Circular A-87, attachment B, provides that
costs incurred for interest on borrowed capital are unallowable. Some payments
were made from two to six months after the items were purchased; thus, certain
credit card billings included finance charges and late fees, which are not eligible
uses of funds. Therefore, we recommend that $68 in ineligible costs be
reimbursed to the HOPE VI program by the Authority from nonfederal funds.

Other Miscellaneous Expenses

The Authority could not provide adequate documentation to support expenditures
totalling $3,821. The items include flooring materials, flooring installation,
digital prints, and black and white copies. There was no evidence to support that
price quotes had been obtained for these purchases. In addition, contrary to the
Authority’s policy requiring purchase orders of more than $1,000 to be signed by
the executive director, the digital prints and black and white copies were
purchased without the appropriately authorized purchase order. The
documentation that the Authority provided to support telephone conference call
expenditures was nondescriptive as to the purpose and did not provide sufficient
justification for the expenditure. Accordingly, we consider $3,821 in costs to be
unsupported and recommend that HUD make a determination on the eligibility of
these charges.
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Payments for Local Utilities and

School Taxes

The Authority disbursed checks totalling $1,562 from HOPE VI program funds
for payment of local utilities and school taxes that we consider ineligible
expenses. The utility payments were for gas, electric, and municipal use in
addition to municipal school taxes. The payments related to property not owned
by the Authority. The property in question is owned by Stuben Manor, LLC, a
limited liability partnership created by HOPE VI Developer Housing Visions,
Inc., and Key Bank. The Authority charged these disbursements to account
number 1400, entitled “Fees and Costs.” However, these payments do not have a
proper relationship to HOPE VI program administrative costs. Accordingly, we
consider the $1,562 to be ineligible and recommend that the Authority be
instructed to reimburse this amount to the HOPE VI program with nonfederal
funds.

Food and Beverages Expenses

Conclusion

The Authority was unable to provide adequate documentation to support the
necessity of disbursements totalling $1,153 for food and beverage items
consumed during meetings related to the HOPE VI program. These expenses
consisted of assorted food items, a luncheon for the HOPE VI program partners,
and a banquet. Accordingly, we consider the $1,153 to be unsupported and
recommend that HUD make a determination on the eligibility of these charges.

The documentation that the Authority provided to support the banquet
expenditure was nondescriptive as to the purpose and did not provide sufficient
justification for the expenditure. In addition, the total amount paid exceeded the
authorized purchase order amount by $304. Therefore, we recommend that the
$304 be reimbursed to the HOPE VI program by the Authority from nonfederal
funds.

Appendix C contains a summary of questionable administrative costs chagred to
the HOPE VI program.

The above deficiencies show that the Authority’s controls over administrative
costs did not ensure that the costs incurred were reasonable and necessary
expenses. The lack of controls has allowed for questionable administrative costs
to be charged to the HOPE VI grant program.
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Contrary to applicable requirements, the Authority lacked documentation to show
that $75,869 in HUD funds used to pay for administrative costs was for
reasonable and necessary expenses. The Authority paid $1,935 in ineligible costs
and $73,934 in unsupported costs from HUD funds charged to the HOPE VI
project.

Recommendations

We recommend that the director, Buffalo Office of Public Housing, require the
Authority to

3A. Implement procedures and effective disbursement controls to ensure that
all transactions charged to the HOPE VI grant are properly incurred,
supported, and in compliance with applicable regulations.

3B.  Reimburse the grant from nonfederal funds the $1,935 in ineligible costs.
3C.  Provide additional documentation and justification for the $73,934 in
unsupported costs so that HUD can make an eligibility determination. If

any unsupported costs are determined to be ineligible, they should be
reimbursed from nonfederal funds.
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Finding 4. The Authority Lacked an Acceptable Plan for Allocating
Costs to Its HOPE VI Program

Contrary to federal requirements, the Authority did not have an acceptable plan to support the
allocation of costs to its HOPE VI program. It periodically allocated certain costs such as wages
and fringe benefits but neglected to allocate other indirect costs. The Authority’s allocation plan
for wages and fringe benefits was not adequately supported or detailed. We attribute these
deficiencies to the Authority’s unfamiliarity with federal cost allocation procedures. As a result,
the Authority’s method of allocating costs to the HOPE VI grant was incomplete and did not
ensure that the grant was bearing a fair share of the costs as required.

Federal Requirements

Federal regulations at 24 CFR [Code of Federal Regulations] 85.22(b) require the
Authority to follow Office of Management and Budget Circular A-87, “Cost
Principles for State, Local, and Indian Tribal Governments.” Section 85.3 of the
regulation includes “any public housing agency” in its definition of a local
government.

Office of Management and Budget Circular A-87, attachment A, paragraph Al,
provides that state, local, and federally recognized Indian tribal governments shall
establish principles to provide that federal awards bear their share of costs. Office
of Management and Budget Circular A-87, attachment E, section B3 and 4, states
that an “indirect cost pool” is the accumulated costs that jointly benefit two or
more programs or other cost objectives, and “base” means the accumulated direct
costs (normally either total direct salaries and wages or total direct costs exclusive
of any extraordinary or distorting expenditures) used to distribute indirect costs to
individual federal awards. The direct cost base selected should result in each
award bearing a fair share of the indirect costs in reasonable relation to the
benefits received from the costs.

Further, Office of Management and Budget Circular A-87 provides two methods
that local governments can use to allocate costs to federal grants. The first
method, as detailed in attachment C, paragraph Al, states that governments need
a process whereby costs can be assigned to benefited activities on a reasonable
and consistent basis. The cost allocation plan provides that process. All cost and
other data used to distribute the costs included in the plan should be supported by
formal accounting and other records that support the propriety of the costs
assigned to federal awards. The second method, as detailed in attachment E,
section D1, states that all departments or agencies of the governmental unit
desiring to claim indirect costs under federal awards must prepare an indirect cost
rate proposal and related documentation to support those costs.
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Certain Costs Periodically

Allocated

The Authority’s plan for allocating costs included salary and fringe benefit
allocations for selected staff but failed to include other allocable costs or an
explanation as to why other costs were not included in the plan. The HOPE VI
coordinator explained that certain costs such as salaries and wages were allocated
periodically; however, other indirect costs were not allocated to the grant.

HUD’s HOPE VI budget guidance, dated June 2005, provides that budget line
item 1410 [Administration] is intended for costs associated with the general,
overall administration of the HOPE VI grant by the grantee. In addition to staff
salaries and benefits, the budget guidance lists several other specific eligible
administration expenses, including such costs as those incurred for office space
and utilities for office space, etc. Further, Office of Management and Budget
Circular A-87, attachment E, section A4, states that typical examples of indirect
costs may include certain state/local central service costs, general administration
of the grantee department or agency, accounting and personnel services
performed within the grantee department or agency, depreciation or use
allowances on buildings and equipment, the costs of operating and maintaining
facilities, etc.

The Authority’s Method for
Allocating Costs Was Not
Documented

The Authority did not have adequate documentation to support its allocation plan.
For instance, the Authority’s plan was not adequately supported with detailed
time sheets or a time study to support the rates used to allocate wages by staff
position, nor did the plan provide reasoning for not allocating nonsalary indirect
costs to the grant. The Authority’s plan merely listed (1) selected employee by
name and title, (2) an apparent percentage of time and number of hours spent on
HOPE VI activities, (3) general HOPE VI duties conducted by position, and (4) a
notation stating cost per employee plus benefits. No additional documentation
was included with the Authority’s plan to indicate how the allocable percentages
were determined or how the salary cost totals were calculated. In addition, the
fringe benefits section of the plan did not describe the nature of the fringe
benefits, nor did it describe how the fringe benefit amounts would be determined.
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Cost Allocation Issue Previously
Noted by HUD

Conclusion

The HUD Buffalo Office of Public Housing conducted a financial review of the
Authority in May 2004. The Authority was cited by HUD for not having
established and/or updated a formal cost allocation plan. HUD recommended that
a formal allocation plan be developed in accordance with Office of Management
and Budget requirements. HUD further recommended that the plan contain the
rationale for the allocation process, as well as how it would be executed and when
it would be adjusted to reflect updated information.

Two years later and despite HUD’s recommendations, the Authority had not
established an acceptable cost allocation plan to include the HOPE VI grant. In
particular, as discussed above, the Authority’s allocation plan did not contain the
rationale for the allocation process.

Authority management had not implemented a cost allocation plan to ensure that
costs allocated to the HOPE VI grant were accurate and reasonable. As a result,
the Authority lacked assurance that costs charged to the HOPE VI program were
reasonable in relation to the benefits derived from the costs incurred. Further, it is
likely that the Authority’s operating fund has been charged with other allocable
indirect costs that have provided benefit to the HOPE VI program, further
burdening an already stressed operating budget. Consequently, the Authority’s
ability to effectively control its HOPE VI program budget is diminished.

Recommendations

We recommend that the director, Buffalo Office of Public Housing, require the
Authority to

4A.  Develop and implement a cost allocation plan and/or establish an indirect
cost rate proposal in accordance with Office of Management and Budget
requirements. Once an acceptable cost allocation plan or indirect cost rate
proposal is developed, the Authority should ensure that all costs are
properly allocated to benefitting sources.

4B.  Establish procedures and controls to ensure that its plan for allocating
costs is updated as necessary.
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SCOPE AND METHODOLOGY

Our review focused on the Authority’s HOPE VI grant program. To accomplish our objectives,
we interviewed HUD officials and Authority staff. In addition, we reviewed applicable laws,
regulations, and other HUD program requirements and the Authority’s program files for the
HOPE VI grant program.

Various documents including financial statements, general ledgers, bank statements, invoices,
purchase orders, contracts, check vouchers, HUD monitoring reports, and the Authority’s audited
financial statements were also reviewed during the audit.

As of the end of our fieldwork, $7,466,678 of the $11.5 million in HOPE VI funding provided by
HUD, was unspent. If the Authority implements our recommendations by amending its
revitalization plan so that the project neighborhood can be revitalized and the program objectives
can be achieved in a timely manner, the remaining balance of HOPE VI funds will be more
efficiently used and the reduced costs will be a benefit to the program. As such, the Authority
could then assure HUD that the remaining funds are being put to better use.

The review covered the period between January 1, 2003 and December 31, 2005, and was
extended as necessary. We performed our audit work from February through June 2006 at the
Authority’s office located at 509 Second Street, Utica, New York. We also performed audit
work at the offices of the Authority’s not-for-profit corporation, the Rebuild Mohawk Valley,
Inc., located at 524 Elizabeth Street, Utica, New York. The review was conducted in accordance
with generally accepted government auditing standards.
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INTERNAL CONTROLS

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

o Effectiveness and efficiency of operations,
¢ Reliability of financial reporting, and
e Compliance with applicable laws and regulations.

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

Relevant Internal Controls

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

e Program operations — Policies and procedures that management has
implemented to reasonably ensure that a program meets its objectives.

e Validity and reliability of data — Policies and procedures that management
has implemented to reasonably ensure that valid and reliable data are
obtained, maintained, and fairly disclosed in reports.

e Compliance with laws and regulations — Policies and procedures that
management has implemented to reasonably ensure that resource use is
consistent with laws and regulations.

e Safeguarding of resources — Policies and procedures that management has
implemented to reasonably ensure that resources are safeguarded against
waste, loss, and misuse.

We assessed the relevant controls identified above.
A significant weakness exists if management controls do not provide reasonable

assurance that the process for planning, organizing, directing, and controlling
program operations will meet the organization’s objectives.
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Significant Weaknesses

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

The Authority did not establish controls and procedures to ensure that
administration of the HOPE VI grant program was conducted in a manner
that would achieve program objectives (see finding 1).

Controls and procedures were not established to ensure the validity and
reliability of HOPE VI data. The Authority was not sufficiently tracking
the HOPE VI program partner activities, and cost allocations were charged
to the grant without the benefit of an adequate cost allocation plan (see
findings 1, 3, and 4).

The Authority did not have an adequate system to ensure compliance with
laws and regulations relating to the payment of certain HOPE VI
contracting and administrative costs charged to the grant (see findings 2,
3, and 4).

The Authority did not have an adequate system to ensure that resources
were properly safeguarded when it charged questionable contracting and
administrative costs to the grant (see findings 2 and 3).
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FOLLOW-UP ON PRIOR AUDITS

Report No. 2006-NY-1005
Utica Municipal Housing
Authority, Utica, New York
February 21, 2006

We issued the above audit report pertaining to the general operations of the
Authority. The report contained three findings with recommendations for corrective
action.

Finding 1 involved the Authority providing unauthorized medical insurance benefits
totaling $511,480 for retiree medical costs. The recommendations are still open as
the Authority contends it does not have any nonfederal funds available to reimburse
the low-rent housing program, and HUD has requested a legal opinion from the
Office of General Counsel regarding the definition of nonfederal funds, which may
qualify for the repayment of disallowed costs to the low-rent housing program.

Regarding finding 2, HUD has also requested a legal opinion from the Office of

General Counsel pertaining to the questioned $140,116 that resulted from the
Authority’s deficient system for procuring and awarding contracts.
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APPENDIXES

Appendix A

SCHEDULE OF QUESTIONED COSTS
AND FUNDS TO BE PUT TO BETTER USE

Recommendation Ineligible 1/ Unsupported  Funds to be put
number 2/ to better use 3/
1C $7,466,678

2B $242,664
2C 74,099

3B $1,935

3C 73,934

Total $1,935 $316,598 $7,540,777
1/ Ineligible costs are costs charged to a HUD-financed or HUD-insured program or activity

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

Unsupported costs are those costs charged to a HUD-financed or HUD-insured program
or activity when we cannot determine eligibility at the time of audit. Unsupported costs
require a decision by HUD program officials. This decision, in addition to obtaining
supporting documentation, might involve a legal interpretation or clarification of
departmental policies and procedures.

“Funds to be put to better use” are estimates of amounts that could be used more
efficiently if an Office of Inspector General (O1G) recommendation is implemented.

This includes costs reductions in outlays, deobligation of funds, withdrawal of interest
subsidy costs not incurred by implementing recommended improvements, avoidance of
unnecessary expenditures noted in preaward reviews, and any other savings which are
specifically identified. In this instance if the Authority implements our recommendations
by amending its revitalization plan and ceasing to spend funds on improperly modified
contracts, it will ensure that the remaining balance of HOPE VI funds will be more
efficiently used and HUD could be assured that vital program objectives will be achieved
in a timely manner. Thus, the efficient use of the funds will be a benefit to the program.
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www.uticamha.org
David H. Williams, Chairman
Dr. Taras J. Herbowy
Executive Director
September 7, 2008
Mr. Edgar Moore

Regional Inspector General for Audit

1.5, Department of Housing & Urban Development
Office of Inspector General

26 Federal Plaza, Room 3430

New York, NY 10278-0068

RE:  Municipal Housing Authority of the City of Utica,
OIG Audit 2008-NY-10XX
HOPE VI Revitalization Program
Letter Dated August 16, 2008 from Mr. Edgar Moore

Dear Mr. Moore:

This is to acknowledge receipt of your letter dated August 16, 2008 in connection with a Draft Audit Findings Report of the
Municipal Housing Authority of the City of Utica, New York (UMHA) HOPE V1 Revitalization Program. We have carefully
reviewed this audit with our HOPE VI staff, senior management and Board of Commissioners. The purpase of this lefter is
to provide an in depth response analyzing the audit findings and to provide an outline of our comective action plan.
Therefore, this response is presented in three parts as follows: Overall Response; Detailed Response; and Corrective
Action. Accordingly, we ask that you include this response in the Auditee Comments of the Final Audt.

OVERALL RESPONSE

The primary recommendation of your report is that the U.5. Department of Housing and Urban Development (HUD) should
reassess whether the UMHA is able fo meet its primary objective of revitalizing the project neighborhood known as Cornhill
Com ment 1 and consider the reallocation of the remaining $7.47 million o another organization. While we agree that much remains to

be accomplished with the HOPE V1 initiative, we believe that recent enhancements to our program detailed in our response
as well as the continued support of the administration of the City of Utica should justify a reexamination of your
recommendation,

The UMHA strangly concurs with your audit report that the HOPE VI initiative must be more than just a housing program in
order to effectuate the revitalization of the Comhill neighborhood. Our strategy for successful neighborhood revitalization
has been to enhance the educational and training opportunities of the neighborhood residents, develop new rental and
home ownership housing, facilitate improvement of existing homes and redevelop the Martin Luther King, Jr. Elementary
School (MLK) and adjacent land into a recreational area and community center known as the Cornhill Commons.

It is also important to note that our HOPE VI project is unique in the nation. Unlike many HOPE VI Revitalization grants
which rebuilt the replacement housing on the same site as the original development, our grant application proposed to
develop new housing units on a scattered site basis in an adjacent neighborhood. The multiple sites of our project were
necessary to ensure a sufficient number of repl t housing units were developed, but it increased the complexity of
the project from both development and property management perspectives.

THE MUNICIPAL HOUSING AUTHORITY OF THE CITY OF UTICA, NEW YORK IS5 A FAIR HOUSING AND EQUAL EMPLOYMENT OPPORTUNITY AGENCY
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At the same time, like other HOPE VI projects in the naticn, our project was negatively impacted by state and federal cuts lo
human service and housing programs, which impeded the ability of our partners to always fulfill match requirements.
Increasing construction costs also made it imperative to reduce the number of planned HOPE VI rental and homecwnership
units.

Comment 2 Notwithstanding these larger issues, our housing authority has achieved many successes with our HOPE VI project. The
following has been accomplished:

¥ Despite a delay in beginning housing producti fivities, we are in the process of meeting our planned goals
and expect to complete the requisite number of units by the end of the grant term.  To date, we have developed
76 tax credit rental replacement housing units in conjunction with our not-for-profit developer — Housing Visions
Consultants, Inc. We have achieved 85% occupancy of these units. By September 2007, an additional 33 tax
credit replacement housing units will be developed. The development of these units has made a significant
difference in the revitalization of the Comnhill neighborhood. This area of Utica was previously blighted by blocks
of vacant lots; through the HOPE VI initiative, we have developed this land into new housing and put properies
back on the tax rolls.

¥ Through our nonprofit HOPE VI subgrantee — Rebuild Mohawk Valley, Inc. — we have developed 11 units of
homeownership housing. Please note that these units represent the first new single family units built in Utica's
inner-city in over 20 years. We are developing another eight units this year. (The HUD Buffalo Office requested
that we reduce the number of homeownership units planned for 2006. RMV was prepared to develop additional
units.) On November 22, 2004, an amendment to our Revitalization Plan was submitted to the HUD HOPE VI
grant manager requesting a reduction in the number of planned homeownership units. The HUD Buffalo Office
agreed with this modification to the Revitalization Plan. Nonetheless, we will complete the remaining 35 units by
the end of the HOPE VI grant term.

¥ Todate, five (5) local lenders have participated in HOPE VI home mortgage seminars and are anxious to provide
permanent mortgages to qualified buyers. Our HOPE VI program, working with The HomeOwnership Center and
Consumer Credit Counseling Services, has assisted over 40 applicants to achieve an acceptable credit rating for
purchase of homes, More than 350 local residents have contacted our office to request information regarding
UMHA homeownership opportunities. Of this number, 93 households are on the waiting list, 28 households have
completed the pre-homeownership training course, and 11 households have been pre-approved.

v Sixty five families residing in the Washington Courts complex were successfully relocated to new and renovated
UMHA and HOPE VI housing as well as provided other housing opportunities. HUD has used our relocation
program as a model for other HOPE VI programs, recommended other housing authorities contact the UMHA for
technical assistance, and we have helped to create forms and protocols used by other housing authorilies.

¥ Qur HOPE VI project has directly benefited both the residents of the Washington Courts complex and the Combill
Target Area. The independent evaluation of our HOPE VI grant by Hamilton College published in June 2006
stales that the project: “... has met major goals. All Washington Courts families have been moved, most to other
public housing projects in neighborhoods that are of higher median income and less racially segregated.”
Washington Courts households were relocated to recently renovated public housing units, provided Housing
Choice (Section B) vouchers, or moved to the new HOPE VI housing. Seven residents are currently residing in
the Target Area; we expect this number to increase as new HOPE V| rental units are constructed. Please bear in
mind that the UMHA provided detailed information to the Washington Courts residents on all available relocation
options; the residents ultimately chose their relocation destination. Many of the residents have informed us that
they preferred to live in jonal public housing because utiliies are included in the rent. The UMHA has and
will continue to provide relocation payments to residents desiring to move to subsequent phases of the HOPE VI
project. Motwithstanding that 70% of the original Washington Courts residents are either elderly or disabled, we
helped one former resident fo purchase a HOPE VI homeownership unit. We expect this number to increase as
we continue to build additional homes for purchase.
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v Our attached response demonstrates our Community Supportive Services Program has enabled our residents to
become self-sufficient, maintain stable housing, secure employment, and access support services. Our
Youthbuild Program enrolled 21 Comhill residents and four public housing residents and helped 15 low-income
neighborhood youth to obtain employment (of which 6 are construction-related jobs). The Youthbuild participants
assisted in the construction and landscaping of the HOPE VI homeownership units and were provided on-the-job
training opportunities in construction.

¥ Although the Utica area has an extremely limited number of certified Section 3 and minerity-women business
enlerprises, we have conducted an aggressive oulreach campaign to identify firms interested in participating in
HOPE VI construction activities. To date, we have entered into 22 separate contracts with minority and women
business and Section 3 enterprises and 21 Section 3 eligible and minority/female residents have been hired in
connection with HOPE VI construction activities. We anticipate that Comhill and Washington Courts residents will
benefit from additional job opportunities once the original Washington Courts site is redeveloped into industrial
and commercial uses.

¥ Qur HOPE VI project has served as a model for cross-agency collaboration and parinership. The City of Utica
and Oneida County have both provided financial support and resources for the project and cooperated with the
UMHA in implementing the program. The City of Utica has provided a total of § 5485841 in housing
development, infrastructure improvements, codes enforcement, planning, community policing, and economic
development funding to the project.  The City of Ulica has been an invaluable partner in HOPE VI revitalizalion
efforts by providing technical assistance, fumishing parcels for development, making available partial tax
abatements and Payment in Lieu of Tax arrangements, and offering planning, Geographical Information System,
environmental review, and zoning assistance. As part of its commitment to increased codes enforcement in the
Target Area, the City recently enacted a local ordinance requiring periodic inspections of rental property.

Comment 2 ¥ The UMHA recently vouchered Oneida County for the first instaliment of $300,000 as part of its $900,000
commitment o home improvement activities as parl of the HOPE VI project. Mew York Stale Empire State
Development has committed to provide this funding to Oneida County. In addition, the New York State Division of
Housing and Community Renewal approved $300,000 for home preservation activities. The Oneida County
Planning and Health Depariments have provided technical assistance and community cutreach services.

v The Utica City School District has also serves as an important partner in our HOPE VI revitalization efforts. In
conjunction with the School District and Oneida County Workforce Development, we have developed a
Neighborhood Networks Center at the Martin Luther King, Jr. Elementary School in Cornhill.  This initiative of
UMHA, funded by a HUD $300,000 Neighborhood Networks grant, has been providing services to the students of
MLK and the Comhill community through its educational programs of job skills development and remedial
education.

v" Qur HOPE VI project demonstrated ifs ability to manage an extremely complicated project by the installation of a
new playground on the grounds of the Martin Luther King Schoal. The playground was constructed in June 2006
with the assistance of over 70 volunteers and a partnership between UMHA, RMV and the Utica City School
District. Funding was provided by Office of George Pataki, The Community Foundation of Herkimer &
Onegida Counties, Inc. and Harriet T. McGrath Fund, the City of Ulica, KaBOOM!, MLK Program Committee,
Excellus BlueCross BlueShield, Utica Region, The Home Depot, and Wal-Mart. Assistance was also provided by
the Office of Senator Hillary Rodham Clinton. The City of Utica provided $5,000 to this project. A total of $96,270
in non-HUD funds were conlributed to this project. We view the playground as the first step in mobilizing public
support for redevelopment of the MLK School and a demonstration of the construction management ability of the
program to coordinate such a complicated initiative.

¥ The UMHA is strongly committed to developing the Cornhill Commens as the central hub of our neighborhood
revitalization project. Although we have not made as much progress in completing this project as originally
anticipated, we have completed important steps in the process. This phase of the project was delayed due to
issues related to the disposition and demolition of Washington Courts and the need to gain approval from the
State of New York and HUD. The Utica City School District has established a committee to examine the feasibility
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of developing a HOPE VI community school, the first step in accessing funding for the schoal from local, state,
federal, and private sources. Absent any feasible plan andlor suitable funding available to a school district at its
debt limit, UMHA is considering a range of other available means that may support the concept of community
schooling in the HOPE VI target area not limited to the establishment of a Charter School. Over $25,000 has been
invested by public and private sources in the MLK Dream Park facility. As already mentioned, we have leveraged
$96,270 in connection with the development of the MLK playground project. The City of Utica has indicated that it
will make available land for the Comhill Commens Project and provide the necessary site control. A local house
of worship is in the process of securing funding commitments to build a community center as part of the Combill
Commons Initiative. The UMHA has recenlly received funding from the State of New York in the amount of
$25,000 for planning activities in connection with the Comhill Commans project.

Comment 3 ¥ Contrary to the match figures presented in your draft report, our data shows that we have leveraged a total of
$36,110,773 for our HOPE VI grant. Of this amount, $5,115,161 consists of Community and Supportive services
match, $ 6,290,799 collateral investment, and $24,704,813 direct housing physical investment. Please note that
we have malch tracking forms in place which are herelo attached as part of our detailed response and the UMHA
submits on a quarterly basis fo HUD reports on the amount of leverage generated for the HOPE V1 project.

DETAILED RESPONSE

Comment 4 On August 16, 2006, the United States Department of Housing and Urban Development (HUD) released a draft Audit
Repoﬂ on the Mumnpa] Housing Authority of the City of Ulica, New York HOPE VI Revitalization Program.  The audit

d the fi I, prog fic, and management aspects of the program and focused on program outcomes,
procurement, admmlslranve costs, and cost allocation of grant expenses.

In July 2003, the United States Department of Housing and Urban Development (HUD) entered into a contract with the
UMHA in the amount of $11,501,039 to implement the HOPE VI project which involves the demolition of the Washington
Courts public housing complex, relocation of residents, and the develog t of rental and homeownership units in Comhill
neighborhood of Utica,. UMHA is the sponsor of the project and program grantee and provides general oversight of the
project, Rebuild Mohawk Valley, Inc. (RMV), a private independent tax exempt Community Development Hous:ng
Organization under contract with UMHA, serves as the developer and construction ger of the he hip
companent of the program and administers the HOPE VI grant on behalf of the UMHA. Housing Visions Consultants, Inc.
(HVC), a non-profit entity, is the developer of the rental portion of the project.

In addition to developing new housing units, the program is designed to imp the HOPE VI Target Area — the Cornhill
neighborhoad - Inrough improvement of oornmumly facilities and preservation and rehabilitation of the existing housing
stock. In part with the e and service providers, the program also seeks to promote economic self-
suﬁciencyofWashinglnn Courts and Cornhill resid through ity service and education programs.

We have carefully reviewed each of the findings in the Draft Audit Report. The UMHA recognizes and shares the United
States Department of Housing and Urban Development's concems regarding the progress of our HOPE V1 program as well
as our contract administration procedures and administrative costs. We are committed to working with your Department to
address these concerns on a long-term basis, develop permanent solutions, and ensure that any problems do not reoccur,

The UMHA has prepared this response to clarify the issues raised by HUD in the audit and to provide additional information
and detailed explanations relating to specific findings.

We have organized this report by replying to the major points raised in each section of the audit report. For the sake of
clarity, each section has been separated and responded to individually, The italic face type indicates UMHA's response.
Under each response, we provide information to clarify the facts relating to the finding, as well as mdbcale specific action
steps to resolve identified issues. In that manner, we offer the following infermation for your

FINDING 1: THE AUTHORITY'S HOPE VI PROGRAM WAS NOT ACHIEVING VITAL REVITALIZATION OBJECTIVES
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Progress Lacking and Activities Not Tracked

The conclusion presented in the first sec!fpn of this finding is not supported by the facls. It is our position that the program

is complying with the major prog q as prof f in the application, plan, and grant agreement. Although we
have not achieved all of our objectives, we have made considerable progress in connection with the HOPE VI project. The
UMHA fully relocated the original Washington Courts resident leted 76 unifs of renfal and 11 units of

homeownership housing, will complele 41 units of rental and homeownership huzr.rs.lhg by the end of this year, made the first
steps in developing the community school by completing a Martin Luther King Dream Park, playground, and computer
center, leveraged $36,770,089 in mafch for the project, and secured §1,200,000 in funding to develop a home improvement
program.

We do acknowledge that the program may not have progressed as rapidly as it should have, but a number of factors have
impeded the progress of the enfire project:

1. Our HOPE VI project is extremely complex and differs form the normal projects funded by HUD. Generally,
HOPE VI projects involve the demoalition of the public housing development and the rebuilding on the same site.
Qur project consists of a scallered site development in a residential urban neighborhood. This kind of project
would naturally take longer fo complete and would have issues in connection with site control and neighborhood
approvals.

2. Several of the major partners have wilnessed significant reductions in funding which have made it impossible for
some of the match contributions to be fulfiled. In other cases, funding for some programs was complelely
eliminated.

3. Increases in construction costs have left the UMHA with no choice buf fo imit the production of housing units.

The UMHA strongly takes issue with your statement that the Authority did not properly frack match for the program.
Tracking forms are sent on a periodic basis to program pariners to verify the amount of mafch. Match reports are submitted
on a quarterly basis to HUD. Records are indeed mainfained on the match confributions.

Contrary to the malch figures presented in your draft report, our data shows that we have leveraged a total of 36,110,723
for our HOPE VI grant. This amount consists of the following forms of match: Community and Supportive Services -
$5,115,161, collateral investment - §6,290,799, and direct housing physical investment - §24,704,813. Attached in the
Appendix to this response are delailed reports detailing all forms of match contributed fo the project.

A table summarizing the original commitmenis of the HOPE VI compared to cument commitments and amounts of
expenditure since July 2003 is as follows:

Application
Current L ing Committed Expended Variance | Commitment
Physical Development $32,206,442 $24,704,813 82% $30,279,906  Application Commitment
Collateral Investment $28,978,607 $6,290,799 23% $27,039,088  Application Commitment
Community & Support
Sves. $13,674.481 $5,115,161 38% 13,475,127 Application Commitment
Partner Support §74,949,530 $36,110,723 51% $70,794,121  Application Commitment
HOPE VI Grant $11.501.039 $4,030,000 35% 63% of $70,794,121 is $44,600,296

63% completed from 7/1/03 through 6/30/08
Period : 7/1/03- 9/30/08 $86,450,569 $40,140.773 (12 of 19 quarters)

Please note that the original application showed partner support of §70,794,121 whereas the UMHA has leverage increased
support for the HOPE VI project which is now committed fo §74,949,530 - a 106% increase in commitied effort
Additionally, the physical development expenditure is at 82% of the original commitment whereas the HOPE VI program is

now only 63% into the HOPE VI funding period.

A major emphasis of the HUD IG report was to focus on Collateral 1

The IG reported that an $801,936 Collateral
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Investment expenditure had occurred whereas $6,290,799 has now been documented - an amount 784% higher than
indicated by the IG report.
As indicated above, if is frue that not all human service agencies that committed malch have provided funding to date.
Com ment 6 However, the UMHA has taken the following comective action steps fo resolve this issue:

1. Meetings have been held to explain the match documentation process and what forms of match are acceplable.

2. One-to-one technical assistance has been provided fo agencies requesting this service.

3. New forms of match have been identified fo supplant expected contributions from agencies unable to make their
commitments due fo funding cuts.

We would be pleased to accept technical assistance from HUD to improve our match tracking procedures and will work with
HUD in any way to resolve this finding.

HUD Monitoring Review Cited Concerns

Based upon the review of our records, the UMHA was in receipt of a fiscal HUD Monitoring Report in connection with
Com ment 7 financial issues referenced in this section. However, we were never provided with a written copy of the other reporf
indicated in your audit. If appears from your audit that this report was prepared by HUD Buffalo and made reference fo the
lack of progress and focus of the HOPE VI project. We consulted with the HUD Buffalo Office and they were also unaware
of this d . We are full) ing that your office provide the UMHA with a copy of the program report.

L ¥ oy

As stated in your report, the UMHA developed a tracking system to frack community services match for the HOPE VI grant.
In fact, a HUD Washington representative applauded the match fracking system while providing training fo our community
service partners. Flease keep in mind that the HUD HOPE VI Office has never provided grantees except for the Bearing
Point report a profocol o track program match. Based upon your recommendation, we will begin the immediale
implementation of a match fracking report for the other leverage categories.

Lack of Prog and Cooperation in Par hip with City

Your statement that there was a lack of cooperation between the City of Utica and the UMHA with connection fo the HOPE
VI Program is inaccurate and false. The Cily of Utica has provided financial support and resources for the project and
Comment 8 cooperated with the UMHA in implementing the program. Contrary (0 th figures cied i the auii, te Cty of Utca has
prowdad a fotal of $5485841 in housing development, infrast codes

ty policing, and i lop fundrng fo the pro;ecf The c«ry of Utica has been an mvafuabfepaftnar in
HOPE VI revitalization efforts by providing fechnical assistance, fumnishing parcels for development, making available partial
tax abatements and Payment in Lieu of Tax arangements, and oﬁen'ng planning, Geographical Information System,
environmental review, and zoning assistance. As part of its commitment fo increased codes enforcement in the Target
Area, the City recently enacted a local ordi quiring periodic inspections of rental property. Coordination meetings
are held on a regular basis fo share information and plan HOPE VI programs.

Upon the request of the HUD Buffalo Office, a formal Memorandum of Agreement was formulafed to define the relationship
between the Cily of Utica and the UMHA. The MOU, which was execuled on May 26, 2005, stipulates the amount and
types of match to be provided to the UMHA and confirms the commitment of the City of Utica to the Comhill Commons and
other HOPE VI projects. The City of Utica has obligated almost its total HUD HOME funding to the project.

In response to your specific concems regarding the key activities of the City of Utica match, the following are summanies of
the financial support herefofore provided to the project:

Comment 9 Combill Commons: in May 2005, the City of Utica entered info a Memorandum of Understanding (MOU) with the Municipal
Housing Authority (UMHA); the MOU clearly defined roles and responsibilities relative fo the rsa‘mfapmen! of two siles in
whpch each party had a mutual interest. The former Washington Courts and Goldbas housing develof ts have

ically been owned, op and mainfained by the UMHA. With the forced decommissioning of both housing projects
by the Umten‘ States Department of Housing and Urban Development due to their condition and location, the City of Utica
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developed a revitalization plan for that particular neighborhood (Gateway Historic Canal District revitalization plan). As part
of the successful HUD HOPE VI grant, the UMHA proposed the co ion of a ity centen'school within the City's
Comhill neighborhood, central to the proposed scattered site housing o be constructed to replace Washington Courts and
Goldbas. Termed Comhill Commons, the City owned the bulk of the land in a two-block area at the time of the HOPE VI
award. To effectuate the development of both the former housing project land and the Comhill Commons, both parties
enfered info the M fum of Understanding in May 2005.

Within the MOU, UMHA agreed to provide title to the Washington Courls and Goldbas parcels to the City for $150,000 in
cash. In addition, the MOU required that the Cily provide an additional $750,000 contribution to be used foward the
dsvalopmen! of a‘he ComhrJf Gommons In retum, the UMHA was required to provide $265,000 to the City from HUD fo
| issues. The MOU also required that a “writen development plan” be developed in
parfrmrs!up between the City and the UMHA. Finally, the MOU also detailed addifional funding commitments fo be made by
the City which had already largely been commifted within the original, successful HOPE VI application and which has
already been add) f in other sections of this

To date, the UMHA has provided the required $265,000 to the ny Wﬁh lhe funds, the City was granted early access fo
the former Washington Courfs housing units and has comph t. Furthermore, in anticipation of the
title transfer for the property, the City has begun demalition of the housing units with its own employees. However, fo dale,
issuas with the New York State Division of Housing and Community Renewal (DHCR) continue fo delay the actual fransfer
of the property from UMHA fo the City. However, at the time that transfer can be made, the Ciy is fully prepared fo provide
the §150,000 in cash as required by the MOU. Furthermare, the Cily is also ready to provide the §750,000 contribution
toward the develt t of Comhill Ct

Relative to the development of a writlen development plan, Comhill Commons was originally envisioned to be part of an
expanded Martin Luther King Elementary School and was to include community space and expanded recreational facilities.
To assist in the development of the school expansion, UMHA contracted with a local archifectural firm with extensi
experience in educational facilties design; of the folal $12,000 contfract, the Cily and UMHA equally shared the total cost.
The resulf of the effort was an architectural plan that depicted a possible expansion of the school to accommodate an
expanded school with provisions for shared ly space. During the development of the plan and subsequent to its
development, the City met extensively with the various pariners in the project - UMHA, the City, Rebuild Mohawk Valley,
the Cilty of Utica School District Board, Superintendent and staff as well as the architect. Ultimately, however, the School
Board has yet o finalize the plan.

The City stands resolute in the commitments made within the MOU relative to Comhill Commons. In the event that the
school portion of the Comhill Commons fails fo materialize, the City (in partnership with the UMHA) has developed plans fo
develop single-family housing on the sites within the two-block area still owned by the City or ifs Urban Renewal Agency.
The City of Utica Urban Renewal Agency has continued fo mainfain ownership of the majority of the parcels within the
proposed Comhill Commons area. Of the fotal 57 parcels of land within the two-block area, the Cily of Utica or its Urban
Renewal Agency still owns all but two dozen. If such a significant change in the scope of the project were to occur, the City
still stands behind its commitment fo the overall HOPE W effort.

Codes Enforcement: The Cify of Utica has contributed a total of $69,232 towards in-kind codes enforcement activiy in the
Comment 9 target neighborhood. These funds cover the portion of time of the Codes Enforcement Bureau, the Ciy of Utica Fire
Depariment, and Section 8 Housing Quality Standards (HQS) inspections. The City of Utica recently has enacted
legistation to strengthen the enforcing of housing codes. The Residential Occupancy Permit law requires that landlords
register their rental properties with the Gity of Utica and that all such properties are inspecfed on a periodic basis.

As per the HOPE VI application, as well as the MOU between the City and UMHA, $500,000 has been contractually
obligated to residential rehabilitation in the HOPE VI farget area. Of that contractually obligated amount, $327,223 has
been expended of the obligated amount. If is our position that the malch requirement has been met for this particular
collateral investment category.

While the City of Utica had a lead paint prog the City did what it could to lete units that were located in the

HOPE VI target area. HUD priorilization regulations and limited funding prevented the City from meefing its goal of
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$500,000. Repeated attempts over the last three years fo receive a new lead grant from the HUD Office of Healthy Homes
and Lead Hazard Control have yel to produce a positive result. Should that change, the City will complete the remaining
$125,000 in lead-related work. A lead application in the amount of $1.4 million was recently submitted to HUD and we are

waiting approval,

C Omment 10 Infrastructure Improvements: Contrary to your claim that only $343,000 has been expended thus far on infrastructure
improvements, a fotal of $822,194 has been contnbuted. Pleass find attached in the Appendix photographs of
improvements made to the neighborhood's infrastructure.

CO mme nt 9 Economic Development: In order fo meet the $500,000 in economic development match that was committed fo the project,
the City of Utica is currently underfaking a significant commercial revifalization of Oneida Square, which is located on the
weslern boundary of the farget area. In addition fo a $200,000 New York State Main Street Grant, the Cily of Utica has set
aside just over $300,000 in CDBG funding for the project. Once executed, this investment would meet the $500,000 maich
requi t for ic develop t

Many economic development incentives are offered by the City of Utica in the HOPE VI farget area. These efforts include:

v" Economic Reinvestment Program (ERP) Loans - low interest loans of $5,000 - $150,000 for real eslafe,
machinery and equipment, inventory, or working capital.

¥ Jumpstart Loans - micro-enterprise loans for new or existing busir with 1-5 employ Loans up fo
§5,000 for inventory, working capital, machinery and equipment, or busir np ity foans.
¥ Empire Zone Benefits - Zone certified busi eligible for i tax credits, employee incentive credi,

real property tax credit, fax reduction credi, sales tax exemption, and utility reductions.
v" Utica Industrial Development Agency - grants PILOT agreements and sales fax and mortgage fax exemptions.

The following is a compilafion of businesses in the HOPE VI targe! area which have benefited from economic development
incentives from the City of Utica.

¥ Gary's Midlown Plaza is located at 1641 Oneida Street. Gary's received a §104,720 ERP loan for building
renovations, machinery and equipment, and working capital. Gary’s Midiown Plaza created fen new full-ime
equivalency jobs.

v" Comhill Senior Cenfer benefited from a $10,000 bridge foan. This loan was a short-term note for working capital,
and was repaid from proceeds of a grant from the New York State Department of the Aging.

v" Metal Logix Design and Fabrication received a loan in the amount of $62,500 for the purchase of equipment and
working capital. The project renovated a Cily of Utica owned building slated for demolition and created 25 new
jobs.

¥ Porter Construction made application and received a JumpStart MicroEnterprise Loan in the amount of $5,000 for
the purchase of equipment. The pany was born out of the HOPE VI project and the need for additional

construction firms operating in the Comhill section of the City. Porter Construction anticipates hiring an employee
from the immediate area.

v' Winston Auto Repair will utilize a §5,000 JumpStart MicroEnterprise Loan for the purchase of equipment with the
target market of Comhill, Winston's will further capitalize on the increased residency via the HOPE VI project fo
generate additional business. An increase in employment of one mechanic is expected.

v Loretfo Utica Center received a loan many years ago as part of the inifial new construction and renovation,
Loretto has long served the community and has hired focally during their tenure.
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v Ofher businesses such as Just Neon, Hannafords Markef and A.J. Wright have been assisted through the Cily’s
Empire Zone Program where benefits are a function of new employment. A.J.Wright has employed over 55 full-
fime equivalents from the local job market.

Comment 9 Business Fagade Improvement: The City of Utica's Business Fagade lmp { Program is a definable matching grant
fund for businesses within the CDBG area. The purpose of this program is fo provide matching granis to neighborhood
business fo improve their fagade and exterior structure. The program provides a 1:1 match with a cap of $5,000 from the
City for those businesses who wish fo renovae/build the extarior of the property, or erect a sign. For those businesses in
the identified Scenic and Historic targefed area, there is a 2.1 match, with a cap of $10,000 from the City. Within the HOPE
Vi and adjacent areas, the City has provided a total of $91,261.53 in fagade granis fo 19 businesses. If it appears that the
administrative requirements are too restrictive, the City of Utica will consider modifying the program requirements fo
increase participation in the program.

Com ment 9 In-Kind Staff: In a commitment letter dated December 3, 2002 (listed in the HOPE VI grant application as item CI-19) from

former City of Utica Urban and Economic Development Commissioner UMHA Executive Director, the City firmly committed
staff resources to the HOPE VI project with an “estimated value" of §1,092,000. Since ils inception, the City of Utica has
been drawing match documentation from certified timesheets and payroll submissions in order fo meet its maich
requirement. Mr. Mojave's commitment was an estimate of the cost fo Rebuild Mohawk Valley had they hired equivalent
staff to those made accessible by the Cily of Utica for the purposes of grant administration. ANl services and assistance
provided by City staff (totaling nearly 15% of all annual staff time) were provided free of charge to Rebuild Mohawk Valley,
and countless unrecorded hours were spent in planning and consultation with HOPE VI staff. The intent of Mr. Mojave's
letter was never fo meet the goal of $1,092,000 in salary and benefits incurred, but rather to offer the services of City staff
whenever necessary lo fulfill the goals of the project.

Comment 11
Your statement that the UMHA did not track in-kind expenditures from the City of Utica is not comect. On & quarterly basis,
the UMHA submits to HUD a report defailing match contributions from all parties. Based upon your recommendations, we
will improve our tracking system and perform written assessments of the impact of collateral investments.
Limited Activity or Progress on Cornhill C

CO mme nt 12 The UMHA is strongly committed to developing the Comhill Commons as the central hub of our neighborhood revitalization

project. Although we have not made as much progress in completing this project as originally anticipated, we have
completed important steps in the process. This phase of the project was delayed due fo issues related to the disposition
and demolition of Washington Courts and the need to gain approval from the Sfate of New York and HUD. Special
legisiation had to be approved by the State of New York fo fransfer the property. The HUD Buffalo Office requested that the
UMHA execute a memorandum of agreement with the City of Utica to confirm the commitment of city funding to the Comill
Commons project. The MOU was executed May 2005 and provides for the funding in the amount of $900,000 for the
Community School project from the proceeds of the sale of the Washington Courts site. We are now waiting for final
approval form the New York State Division of Housing and Community Renewal for the final transfer of the site to the City of
Utica.

In addition to the complexities involved in the transfer of the Washington Courts project, the UMHA confronted the following
challenges to the implementation of the Comhill Commons project:

1. Transitions in leadership at the Utica City School District hampered progress. The former school superintendent,

who made the original itments in ct tion with the C: y School, resigned his position in 2005.
2. The HOPE VI Liaison person at the Cily of Utica passed away suddenly in 2005. This person was exiremely well
respected in our ity and had decades of experience in communiy devel it

3. The Commissioner of Urban and Economic Development of the City of Utica, who assisted in the preparation of
the HOPE Vi grant application, resigned in 2005.

The original HOPE VI Coordinator for Rebuild Mohawk Valley, Inc. feft his position in March 2005.

Site acquisition issues relafed fo the Comhill C project are complex and sensitive. The City of Utica may
need to exercise its eminent domain rights to acquire additional properties in the development area fo complefe
the project.

(LN
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It must be noted that your statement *...that the Authority still does not have site control over 12 houses within the seven-
acre area needed for the Comhill Commons project” is misleading. In fact, the City of Utica has indicated that of the 52
parcels in the Comhill Commons area, 40 are available for development of the project.

Com ment 12 The UMHA agrees that the progress on the Comhill Commons has been limited. However, we take issue with your
statement that “no funds have been invested” fo date. The following staps have been taken fo effectuate the development
of the Cornhill Commons and Community School:

1. A committee of school, agency, and neighborhood residents have held periodic meetings to coordinate planning
of the Community school. The Utica City School District also has established an ad hoc committee to examine
the feasibility of developing a HOPE Vi community school, the first step in accessing funding for the school from
local, state, federal, and private sources.

2. Over $25,000 has been invested by public and private sources in the MLK Dream Park facility located on South
Street in the HOPE Vi Target Area. The Dream Park Facility is part of the Comhill Commons Project.

3. Over $12,000 has been expended for a feasibility study of the Comhill C: ity School Development. This
funding was provided by both the UMHA and the City of Utica.

4. The Office of Governor George Pataki provided funding in the amount of $60,000 for the development of HOPE
Vi Comhill Commons Park Project.  Of this amount, funding in the amount of $35,000 was used for the
development of the Comhill Commons Playground. communily visioning, architectural, engineering, and planning
feasibility study for the Comhill Commons Park and recreational facility. The UMHA intends to complete the
planning study by the end of 2006.

5. By way of the Memorandum of Agreement, the City of Utica has indicated that it will make available land for the
Combhill Commons Project and provide the necessary site control.

6. A local house of worship is in the process of securing funding i fo build a ity center as part of
the Comhill Commons Initiative.

7. In conjunction with the School District and Oneida County Workforce Development, we have developed a
Neighborhood Networks Center at the Marfin Luther King, Jr. Elementary School in Comhill.  This initiative of
UMHA, funded by a HUD $300,000 Neighborhood Networks grani, has been providing services fo the sfudents of
MLK and the Combill communily through its educational programs of job skills development, compuler training,
after-school program, and remedial education. The Neighborhood Network Center represents the first step in
transforming MLK School into a community school which offers services to both the youth and adult residents of
the neighborhood.

8. RMV demonstrated its ability to manage an extremely complicated project by the installation of a new playground
on the ground of the Martin Luther King School. The playground was constructed in June 2006 with the
assistance of over 70 volunteers and a partnership between UMHA, RMV and the Utica City School System.
Funding was provided by Office of Gi George Pataki, The Community Foundation of Herkimer & Oneida
Counties, Inc. and Harriet T. McGrath Fund, the City of Utica, KaBOOM!, MLK Program Committee, Excellus
BlugCross BlueShield, Utica Region, The Home Depot, and Wal-Mari. Please note that the City of Utica provided
$5,000 to this profect as well as in-kind i ist Assist was also provided by the Office of
Senator Hillary Rodham Clinton. A total of $96,270 in non-HUD funds were contributed to this project. We view
the playground as the first step in mobilizing public support for redevelopment of the MLK School and a

f tration of the consfructi g t ability of RMV fo coordinate such a complicated initiative.

Conlrary to your finding, we have determined that $468,270 has been expended to date on the development of the Comhill
Comment 12 Commans Project. Please be assured that the UMHA is committed fo the development of the Comhill Commons Project
and will accept any technical assistance from HUD to achieve this HOPE VI grant objective.

Housing Goals Not Attained and Target Area Code Enforcement Inadequate

We concur that the UMHA does not infend to meet the original housing production goals set forth in the HOPE VI
Comment 13 Application. Your audit fails fo note that the UMHA submited to the HUD Buffalo Office  revised revitalization plan on
November 22, 2004 fo alter the unit mix. HUD approved these unit modifications through verbal statements at field visits
with HOPE Vi staff. HUD siaff shared the same concems about creating realistic expectations for the program and urged
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the UMHA to seek this amendment. Although the UMHA was successful in raising new sources of funding for the program,
rising construction costs put a serious financial stain on the available development capital for the program. Reducing the
number of planned units is the only feasible method for remaining within the budget for the program.

Initial delays in program start-up were the msuﬂ' arf a cnmplex procurement process fo encourage small Section 3 and
M/WBES to participate in the program. Ct ided by the New York State Division of Housing and
Comment 13 Community Renewal involved a higher degree of complexity than originally anticipaled. Despite a delay in beginning
housing production activities, we are in the process of meeting our planned goals and expect to complele our production
objectives by the end of the grant ferm.  To dafe, we have developed 76 tax credit renfal replacement housing units in
conjunction with our not-for-profit developer - Housing Visions Consultants, Inc. We have achieved 95% occupancy of
these units. By September 2007, an additional 33 lax credit replacement housing units will be developed. The
development of these units has made a significant difference in the revitalization of the Comhill neighborhood. This area of
Utica was previously blighted by blocks of vacant lots; through the HOPE VI initiative, we have developed this land info new
housing and put back properties on the tax rofls.

Through our nonprofit affiliate - Rebuild Mohawk Valley, Inc. — we have developed 11 units of homeownership housing.
Please note that these units represent the first new single family units buift in Utica’s inner-city in over 20 years. Sixteen
units are currently under development. We plan to develop another eight HOPE VI units by December 2006. The UMHA is
also developing 8 units of new homeownership housing in the West Ulica area as part of our Replacement Housing Factor
initiative. We will complete the ining 35 units by the end of the HOPE VI grant term.

It is important to note that we will the closing on the Rutger Manor project will be held within 90 days. The amount of the
HOPE Wi funds fo be expended on this closing will be $2,173,058. Thersfore, there will be a significantly higher amount of
funds expended on the HOPE VI grant by the end of this year than was indicated in your report.

The HUD Buffalo Office has encouraged the UMHA fo submit a revised revitalization plan fo adjust our unit production goals
so they are consistent with recent changes in the housing market and financial conditions. We intend to submit this plan to
HUD within 60 days. In addition, we will forward fo HUD a consfruction management plan fo demonstrate that the
remainder of units can be built within the life of the grant ferm,

Codes Enforcement is Not Adequate

Your section on the lack of sufficient codes enforcement in the Comhill area does not accurately reflect the facts. During
the term of the HOPE VI grant, the City of Utica has worked closely with the UMHA and RMV in addressing codes violations
Comment 14 in the target area. Codes Enforcement, Section 8, and Fire Department staff has inspected 3,094 housing units in Comhill
during the last three years and has written nearly as many citations. The fact that the IG witnessed what they believed fo be
apparent violations does not mean that those properties have nof been addressed. In many instances the citation will be
ignored, at which paint it is forwarded for action in Utica City Court. At that point, afler many months of what is commonly
referred to as "docket delay”, the property owner is given the opportunity fo plead their case before a judge. More often
than not, the judge will take that hardship claim and reduce the citation to a nominal fine. In the end, the property remains in
violation and nothing is done fo physically improve the property. The following spring, during a codes sweep, the property
will be cited for something new, plus the old wiolations, and the process begins anew. The City of Utica Codes Deparfment
canno! be faulted for the fact that property owners have significant rights, and that the state of due process is such that a

is provided with the opporunity fo plead tary hardship. As with community policing, the Cily remains
committed to the Coml‘m!nerghbnmood and will continue fo enforce the code fo the best of its abilities.

The City of Utica has taken aggressive action against landlords fo correct code viplations. The City of Utica recently has
enacted a Residential Occupancy law that mandates periodic inspections by the Fire Depariment of rental propery. We
anlicipate that this legisiation will help to reduce residential blight and substandard housing conditions in Ulica's inner-city.
We view the City of Utica as an invaluable partner in our efforfs to address codes violations in our HOPE VI Target Area.

The UMHA has made recent progress in leveraging funding for home improvement activity in the HOPE VI Target Area. If
applied and was approved for a grant of $300,000 from the New York State Division of Housing and Community Renewal fo
implement a Home Preservation Initiative to improve private rental property in the Comnhill neighborhood. The County of
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Oneida recently was vouchered for the first instaliment of $300,000 as part of its $900,00 commitment to home
improvement. New York State Empire State Development has indicated that they will approve a grant of $900,000 fo cover
the cost of the County’s contribution. We intend to begin the implementafion of our home improvement program no later
than November 2006.

It should be noted that continued cuts in funding for HUD's Community Development Block Grant and HOME program may
undermine efforts fo bring up fo code dwelling units in the HOPE VI Target Area. In realify, a massive infusion of federal
dollars is needed to properly address code violations and finance property improvements in the Target Area. Our local
Comment 14 community lacks the requisite tax dollars to subsidize home imp ts in any ingful way.

We are disturbed that photos included in your raport fail fo report the complete picture of revitalization activities and may
dissuade public and private investment in our communily. Please find attached photos we would fike you fo include in the
final report which demonstrate the positive impact of the HOPE W program on the Cily of Utica.

Relocated Washington Courts Tenants Not Benefiting as Intended

The UMHA concurs that the majority of the original inhabitants of the original Washington Courts residents did not locate fo
the HOPE VI housing. Howsver, your analysis neglects to indicate several salient facts regarding how the HOPE Vi project
Comment 15 has benefited the Washington Courts residents and how our relocation efforf was conducted to ensure that the displaced
residents were placed in improved housing situations:

Our relocation plan clearly indicated that residents would be relocated to HOPE VI housing as well as other public housing
developments. This plan was submitted to HUD and no objections were raised fo the plan either from HUD Buffalo or

Washington staff.

HUD approved our request to begin early relocation of the residents in order to ensure that they had a wide range of
available housing oplions. The early relocation facilitates the relocaled process and provided residents with ample time to
cheose relocation destinations.

It was uili an indivi resident decisit as fo fhear ﬁnaI relocation destination. During the planning process,

residents were asked to select their relocalit were req i fo base decisions on location of jobs,
schools, community amenities, efc. as well as public trampaﬂaim nocesabﬂﬂy This choice-based process ensured
resident input and cust tisfaction during the relocati

Residents were provided with extensi location advisory services, case management, moving expenses, and gap
payments to ensure that their successful moves to their new housing. Residents chose where they desired to move fo.

The UMHA believes that every resident displaced from the Washington Courts should have the right fo reapply for
occupancy in the new HOPE Wi housing once rha praject is complete. For this reason, after project completion, every
resident who ist a5 a “displaced person” has been confacted and offered an opportuniy to reapply for
occupancy in the Kemblston and Steuben Village communities. Washington Courfs residents also received priority
preference to relocate fo the new housing.

Forty five of the sidy households were relocated from the develop are either headed by elderly or disabled persons.
Despite the small number of employed heads of household, the program has helped one resident become a homeowner

and we expect additional families to purchase homes through the program,

Our relocation efforts were consistent with the Uniform Relocation Assistance and Real Property Acquisition Policies Act of
1970, as amended as well as Section 104(d) of the Housing and Community Development Act of 1974. The forms
developed for our relocation activities were adopled by HUD for use by other HOPE VI projects in the Unlied States.

M mn‘epend‘ent evak.rar-on of our HOPE VI project (which was required by HUD as part of the NOFA process) stated that
were satisfied with the new residency.” The HUD Buffalo Office repealedly indicated that our
location efforts were ful. The Hamilton College evaluation study also stated that ..."all Washington Courts families
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have been moved, most fo other public housing projects in neighborhoods that are of higher median income and less
racially segregated.” Many of our residents moved into recently renovated public housing unifs and were transitioned fo
private housing through the use of Section 8 (Housing Choice vouchers).

The UMHA is undertaking ﬁ)rk:wmg staps ro ensure that Washington Courts residents will take advantage of HOPE VI rental
and b hip housing opp

Ten households were referred to h hif ing program. We are anficipating that additional residents will
purchase homes through the program.

Comment 15 The UMHA is strongly committed to the well being of our residents and will implement HUD recommendations to improve
to the Washington Courls reside UMHA intends to review our current homeownership program and

recommend steps lo increase access to if by former Washington Courts residents. In addition, we will continue to offer
relocation assistance and benefits to Washington Courts residents desiring to move into subsequent HOPE VI housing.

Based upon the foregoing, we are respectfully requesting that you remove this finding from the final audit document.
Washington Courts Residents Have Not Benefited from Job Opportunities

The UMHA is committed to offering contracting oppoﬂunmes to businesses owned by low-income residents and minonty or

women owned businesses as well as providing rtunities fo low-income residents. We strongly take
Com ment 16 excaption to your allegation that low-income or Sedm 3 res:den!s were not hired as a result of the project. In connection
with HOPE VI, the UMHA and its nonprofit housing developers — Rebuild Mohawk Valley, Inc. and the Housing Visions
Consultants, Inc. - undertook extensive efforts fo maximize the use of minority and women's and Section 3 businesses as

well a5 to hire residents. The following are examples of the affirmative efforfs we conducled to achieve our Section 3 and
minority and women business enlerprise goals:

1 Mailings were sent to MAWBE contractors in our region apprising them of bidding opportunities.

2 The Mohawk Vallay Confractors Guild, a minority contraclors association, provided assistance in identifying
potential confractors.

3 The Oneida Homes project was bid out in smaller portions fo encourage bids from MWBES.) of MWBEs.

4 The UMHA and RMV sp | technical assist rkshops to help fims obtain state certification.

5 Technical assistance was provided by the New York State Division of Housing and Communily Renewal and the
New York State Department of Economic Development.

6 RMV participated in a Construction Career Fair, sponsored by Mohawk Valley Contractors Guild, local builders
exchange and local unions, to encourage participation of minorities and women in the construction trades,

7 Utica Municipal Housing Authority Youthbuild program served as a wbconrracwr for the Oneida Homes project.
Youthbuild is a construction skills fraining, basrc education, and leadership development program targefed fo low-
r;m:;dmpmﬂmm The majority of parficipants in the program are minonities and a significant number are

male.

8  Based upon information provided by the New York State Division of Housing and Community Renewal, there are
only a handful of state certified M/WBE firms in our area.

Thrqugh the efforts of the HOPE W program three minority-owned businesses, two women owned businesses were
tained to perform construction work for the homeownership component of the project.  Moreover, 21 minorities Section 3
residents were employed through HOPE VI related firms.
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Qur rental housing developer — Housing Visions Consultants, Inc. - retained a WBE for both the Steuben Village and Rulger
Manor projects. Six Section 3 firms were refained for the Rutger Manor project, while eight were utilized for the Steuben
Village Project. Two Section Iiminority employees were hired by the Steuben Village Sub prime contractor. A final report
will be issued in 2007 for the Rutger Manor hiring results.

The HUD Buffalo Office encouraged our office fo use modular construction on the HOPE VI units in order fo maximize the
use of federal funds. Modular construction was defermined to be more cost effective than traditional stick built construction.
However, this type of construction camies a social price. Modular construction required the utilization of fewer local
contractors and limited our ability fo carry out Section 3 activities.

Your statement regarding that the demolition for the Washingfon Courts project has only recently begun may be correct, but
does not provide a complete picture of the issue. Delays in the demolition of this property were the resulf of a complex
property transfer process required both by HUD and the Stafe of New York. HUD Washington delayed this process by
mistakenly requiring another demolition application to be approved. It was also necessary fo secure special state legisiation
for the demolition.  We are now waiting for the New York State Division of Housing and Community Renewal fo provide
final authorization for the disposition of the property. Factors beyond rhe control of the UMHA created the delay m
demolishing this structure. The City of Utica is remains committed to redeveloping this site into industrial and

uses and creating fobs for our residents.

Piease find attached in the Appendix documentation of the outreach efforts conducted by our developers.

Comment 16 The UMHA understands that it can further improve its compliance with Section 3 and MWBE requirements. W ntend to
submi to HUD a revised Section 3 plan and a revised procurement policy to reach these goals. Among the enhancements
we are considering will be fo provide Section 3 firms with & prionty ranking (Section 3 regulations allow that where the
Section 3 covered contract is fo be awarded based upon the lowest price, the contract shall be awarded fo the qualified
Section 3 business concem with the lowes! resy quotation, if it is ble and no more than 10 percent higher
than the quotation of the lowest responsive quotation from any qualified source.) and system for certifying covered firms.
The Baltimore Housing Authority, whose HOPE VI program has been nationally acclaimed for ifs effective Section 3
programs, has offered fo provide technical assistance to the UMHA to enhance our ability to hire residents.

We are requesting that this specific finding not be included in the final audit.

Conclusion/R: dath

Com ment 1 We are requesting that the HUD IG office reconsider your recommendation regardi llocating or reducing the original
HOPE Vi grant award. We sirongly believe that the UMHA has the capacily to mnn'nus to administrate this g.ram' and mest
program oufcomes. The UMHA welcomes any fechnical assistance fo improve our program operations. The HOPE VI
grant has been the most significant infusion of federal funds for community redevelopment since Urban Renewal granis of
the 1960's. The loss of these funds for our community will have disastrous consequences for our city’s continued
redevelopment efforts and will send a message to pofential invesfors that the City of Utica has limited potential for urban

revival,
The UMHA will undertake the following tive actions in tion with this finding:
Comment 6 1. Within sixty days, submit fo the HUD Buffalo Office a revised revitalization plan, a collateral match tracking

system, revised Section 3 plan, and a plan fo develop the Comhill Commons project.

Continue fo contact agencies which committed match fo enforce match commitments.

Request that the Utica City School District make & final commitment fo initiale a feasibility study for a communily
school.

Continue to mest wﬁn the City of Utica on a regular basis to coordinate HOPE VI activities.

Ci the i tation of the home imp program funded by New York State

L

o

Finding 2: The Authority's Controls over HOPE VI Contract Administration Were Inadequate
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Excessive Fees Paid for HOPE VI Application Services
The draft Audit Report states that the HOPE VI Architectural Services Contract was for & Not-To-Exceed $40,000.00.

CO mme nt 17 However, the notion that this contract was for a “Not-To-Exceed” $40,000.00 value is incorrect for the following reasans:
Terms of the Contract for HOPE V1 Archi | Services
In the original Request for Proposals (RFF) for “Architectural Design Concept: & Project Impi tation” for the HOPE VI

Project, dated January 27, 2002, the respondents were requested fo provide an hourly rate with a total nof-to-exceed
contract cost for the following HOPE VI project services:

1. Pre-Ce fion Services - During the preparation of the application
2. Architectural Services During Construction - After notification of the HOPE VI Award

The IG Auditor failed fo recognize that this confract is in two parts, 1) HOPE VI Application Preparation Phase and 2) the
HOPE Vi Implementation Phase. The number 1 ranked proposal jointly submitted by two architectural firms provided &
hourly “Not-fo-Exceed Fee” of $40,000.00 for the HOPE VI Application Preparati Phase and fed that once the
grant is received, fixed faes be established for defined projects and hourly rates continue to be used for work not associated
with a defined project. The post HOPE VI Award Implementation Phase of the project assumes proceeding in this manner.

The joint proposal submitted by the two architectural firms was attached to the “Form of Agreement” as EXHIBIT "B and
made a pari thereof. In accordance with item 2 of the hed "Form of Ag {" between the UMHA and the
architectural firm, consideration will be paid in accordance with the following ferms:

1. HOPE VI Application Preparation Phase- Hourly Not-to-Exceed $40,000.00

2. HOPE VI Implementation Phase - Not-to-Exceed 8% of Construction Costs. Recommended that
once the grant is received, fixed fees be established for defined projects and hourly rafes continue
to be used for work not associated with a defined project. The post HOPE VI Award
Implementation Phase of the project assumes proceeding in this manner.

Since, the UMHA did not know if the Authority would receive the grant or the amount of the grant award, the Authority could
not establish a “Not-To-Exceed” value for the HOPE VI Implementation Phase of the contract. Hence, hourly rates were
used for any work that the Authority considered HOPE VI Implementation Phase work or services justified under the change

order process.
The Draft Audit Report States that the provided for fee ir were not valid. The contractor and the Authority
cited the i d number of ings and revisions fo the plan. However, according fo the Audit Report, the scope of

work required the firm lo atfend all necessary meetings and conduct whatever work was necessary to assist the Authority
with the HOPE VI Application. The UMHA takes issue with this statement for the following reasons:

Protracted Pre-Application Phase Services

According fo the oniginal Request for Proposals (RFF), dated January 27%, 2002, HUD was expected to stipulate an
application deadline of June 22, 2002 for the HOPE VI Grant; however, It is very important fo note that the NOFA was not
issued until the end of July with a D ber 6%, 2003 submission. The contract for the HOPE VI Architectural Consulting
Services was awarded on March 28, 2002. The Archifect assumed based on the RFP thal he would be providing pre-
application services up fo the application deadline stated in the RFP of June 22, 2002. This deadling would require the
contractor to anlicipate a three-month period for his pre-application services. However, the pre-application services
projected fo be fully leted after a three-month time period fumed into a much bigger level of effort over a nine-month
time period. This extended time period was approximately triple the time frame that was originally anticipated.

The HUD recommended “Form of Agreement Between Owner and Architect” typically used by the UMHA for any
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Architectural Services provided fo the Authority states that the A/E shall continue as a Basic Service for a period Not-To
Exceed by more than 10% the construction period originally established by the contract document (i.e. Basic Service
Comment 17 Period). Based upon the above recommended HUD contract language it is clear that HUD considers protracted services as
a valid justification for & change order, The UMHA did not state the obvious, ‘protracted services,” in the justifications for the
change orders. However, this cerainly was the case with the Architectural Pre-Application Phase Services. The
Architectural firms provide bid prices based on the information provided to them in the RFP. The RFP clearly stipulates an
expected application deadline of June 22, 2006.

The pre-application phase billing for the architectural firms through June 307, 2006 was $37,758.91. According fo the
original Request for Proposals (RFF), HUD was expecled fo stipulafe an application deadline of June 22, 2006. The
Architect anticipated completing his pre-application services for the UMHA in June and in fact his houry billing did not
exceed the hourly “Not-To-Exceed" bid price of $40,000.00 through June 30, 2006. However, given the highly competitive
nalure of the HOPE VI Grant and the huge financial investment that the UMHA had committed fowards the goal of landing
the HOPE VI Grant in 2001 and again in 2002, the UMHA was determined fo utilize the extended time frame and available
consultants to the HOPE VI Project to improve upon Ulica's HOPE VI Grant Application and as a resulf the fikelihood of
award.

The extended time frame unquestionably increased the scope and level of services provided by the Architect. The actual
efforts provided by our architectural ltants quickly exceeded the efforfs that were originally anticipated as a result of
the extended time frame when this contract was awarded on March 28, 2002, The following is a list of responsibilities that
were assigned fo the architectural feam:

*  Provided professional services for the preparation of the HOPE VI Grant Application.

*  Provided professional services for the preparation of the Combhill Master Plan. The Master Plan preparalion services

required an exhaustive and exfensive site survey of the HOPE VI Redevelopment area fo identify sites for community

space, new construction and rehab of existing structures.

Attended numerous work sessions with the HOPE Vi project teams and UMHA staff

Performed visual and pholographic field surveys of the HOPE W redevelopment area.

Completed design studies for the Neighborhood Master Plan and Community Campus Site Plan.

Prepared colored pressntations for the Neighborhood Master Plan and Community Site Plan.

Prepared housing unit designs and color presentations for the in-fill housing units.

Performed unit distribution analysis of the HOPE VI Project.

Prepared | tations for and attended Public Mesting.

Prepared property lists and residential neighborhood design layouts of the proposed HOPE VI redevelopment area.

Prepared and affended zoning meelings on behalf of UMHA,

Prepared buiding unit designs for one and two family fownhouses.

Prepared fon cost analysis and esti

Provided professional services for the preparation of design and planning refinements for the HOPE VI Phase IV

buildings and properties, including meetings and site wvisits with UMHA staff and members of the Board of

Commissioners.

* Prepared documentation in support of the NYS Affordable Housing Grant Application and the DHCR Mortgage
Assistance Program.

*  Provided professional services for the design and contract documents for the bidding and construction of two Model
Houses for the HOPE VI Project, including the preparation of presantation materials for project review.

*  Provided additional documentation and letters for the NYS Affordable Housing Grant Application and DHCR Morigage
Assistance Program as requested by MHA Staff,

* Provided HOPE VI Master Plan and Environmental Assessment for twenly (20) Steuben Vilage properies as
requested by MHA staff.

»  Provided revisions fo Architectural Construction Drawings and specifications for the Model Homes as requested by
RMV and MHA staff.

*  Provided color maps of the HOPE VI Master Plan as requested by RMV staff.

The following issues refative fo the assigned services listed above resulfed in a substantial increase in fime and
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expenditures to the contract awarded fo the architectural team:

«  Project Schedule - Af the fime of the proposal, it was anticipated that the NOFA was expected fo stipulate an
application deadline of June 2002; however, the NOFA was not issued until the end of July with a November
Submission which was then extended to December. The extended time frame greatly increased the fevel of services
and time expended.

«  Our HOPE Vi project is extremely complex and differs form the normal projects funded by HUD. Generally, HOPE VI
projects involve the demolition of the pubhc housing development and the rebuilding on the same site. Our project
consists of a scattered site development in a residential urban neighborhood. This kind of project would naturally take
longer to complefe and would have issues in connection with site control and neighborhood approvals.

o Campus Size - The area affected by the campus design was four blocks at the time of the bid proposal. Subsequent fo
the bid opening the campus design incorporated significantly more space and included planning for a new police
station and public school.

o Number of Units - The total proposed number of housing units and unit mix ted. Every fime
occurred in these parameters significant fime was expended adjusting base maps and bu:{dmg layouts.

s Available Land — The data that had been provided relative fo available land was constantly changing with some
inaccuracies found in the data found resul'fmg in significant changes o project base maps and plans.

o Zoning Approval - The new NOFA required zoning approval of properties to be developed. This was an unanticipated
assignment resulting in significant time expended in developing the required documentation.

Funding Applications - Provided applicafion preparation services for additional funding in support of the HOPE VI
Grant.

It is not necessarily the scape of services identified above that the confractor performed that is as important as the repetitive
ices the confrach tinued to perform as a resulf of the directives of the Housing Authorty during the protracted time
CO mment 17 period of the grant submittal. The Audifor Report states “under the scope of work that the firm would conduct whatever work
was necessary to assist the authority with the HOPE Vi application”. | have been unable fo find this language in the RFF for

*Architectural Design Concepts & Project Implementation” for the HOPE VI Project, dated January 27, 2002 nor the ‘Form of
Agreement” or the submitial form provided by the architectural fims. In accordance with the joint proposal submitted by the

architectural firms, the UMHA and the architectural consultants g with the work performed during the
profracted fime period at the hourly rates which is consistent with the bid pmposa.r form which was made a part of the
contract,

The Audit Report Stales that all the bilings were for HOPE VI application services and the services provided were promised
under the contract for the $40,000.00. The UMHA takes issue with this statement for the following reasons:

The HOPE VI application was submitted by the UMHA on December 6%, 2003. However, the Audit report fails to recognize
those services provided after the HOPE VI Application submitfal date of December 6%, 2003 as continued services pmwded
during the HOPE I Implementation Phase of the contract. The terms of the joint proposal submitted by the archiect
firms, atfached fo the “Form of Agreement” as EXHIBIT "B" and made a part thereof, are as follows:

1. HOPE Vi Application Preparation Phase- Hourly Not-to-Exceed §40,000.00

2. HOPEVI ImpJemenratron Phase - Not-To-Exceed 8% of Construction Cost. Furth , the joint proposal submitted
by the | firms ded that once the grant is received, fixed fees be esrabhshed for defined projects
and hourly rates continue fo be used for work not associated with a defined project. The post HOPE VI Award
Implementation Phase of the project assumes proceeding in this manner.

The architect and the Housing Authority d that any architectural consultant services performed after the HOPE VI
Application submittal date should nof be considered as part of the applicati paration phase of the contract with the Not-
To-Exceed $40,000.00 value. In accordance with the joint proposal submrﬂad by the architectural firms, the UMHA and
architect assumed proceeding with the additional work af hourly rates for the work not associated with the pre-application
phase of the project which is consistent with the bid proposal form which was made a part of the contract. The following
invoices were for work that occurred after the HOPE VI Pre-Application Phase of the project:
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P: Amouni _Period of Services Pe
#4/Partial $89,152.59 for Services Performed From Seplember 1%, 2002 to December 314, 2002

#5 §4.576.12 for Services Performed From April 1%, 2003 to April 30%, 2003
#6 $8,034.05 for Services Performed From July 1%, 2003 to July 31%, 2003

Also, the following pre-development activilies that were totally unanficipaled assignments resulted in significant lime

fed during the pre-application phase of the project by the Architectural Consultants as a result of the new NOFA.
Based upon the previous year 2001 NOFA for the HOPE VI application that was issued the activities listed below were nof
anticipated. The 2002 NOFA was nof yet issued af the time of bid for the Architectural Services Contract; hence these
activities could not have been included in the contractor's scope of services. Furthermore, these activilies are typical pre-
development activities performed during the Construction or Project Implementation Phase of the project. Some of the pre-
favel or G ion Phase activities described above are as follows:

+  Zoning Approval - The new NOFA requrred zomng appruva.r ofpmpe.'fm‘ fo be dsvelapsa‘ This was an unanticipated

assignment fing in significant time the required documentation. This activity is a
consiruction phase service t‘hat was required by HUD dunng the appffcatran phase of the project.
*  Provided professional services for the preparation of bid ifications and conlract documents for two Model Houses

for the HOPE VI Project. This scope of work is very cfaan‘y spelled out in the RFP under Responsibilities of the
Responder, item #2, Architectural Services During Consfruction.

*  Provided Envi of HOPE VI Properties as requested.

=  Provided documentation and letters for the NYS Affordable Housing Grant Application and DHCR Mortgage Assistance
Program as requested. The RFP clearly states HOPE W Application Preparation not the NYS Affordable Housing
Grant Application and DHCR Morfgage Assistance Program; hence, this work is considered out of scope work.

The Audit Report appears to have oversimplified this contract and their conclusions regarding the same by asserting the
following “the scape of work required the firm to attend all necessary meetings and conduct whatever work was necessary
fo assist the Authority with the HOPE VI Application.” However, in the Auditor's review of this contract including the RFP,
the change orders and the scope and level of services provided for the HOPE VI Project by the Architectural Consultants,
the UMHA strongly feels that the Auditors may have failed to recognize the following important facts:

1. Coniract Period - According to the original Request for Proposals (RFF), dated January 27, 2002, HUD was expected
to stipulate an application deadline of June 22, 2002 for the HOPE VI Grant, however it is very important to note that
the NOFA was not issued until the end of July and UMHA's application was not submitted until December 6%, 2003,
The pre-application services projected by the architectural firms to be fully completed after a three-month time period
tumed into a much bigger level of effort over & nine-month time period. This extended time period was approximately
triple the time frame that was originally anticipated.

The HUD rect ded “Form of Ag t Bet Owner and Architect” typically used by the UMHA for any
Architectural Services provided fo the Authority states that ms AJE shall continue as a Basic Service for a period Not-
To Exceed by more than 10% the truction period lly established by the confract document (i.e. Basic

Service Period). Based upon the above recommended HUD contract language, it is clear that HUD considers
protracted services as a valid justification for a change order. The UMHA did not state the obwious, “profracted
services”, in the justifications for the change orders. However, this certainly was the case with the Architectural Pre-
Application Phase Services. The Arcmec!ural ﬁmw pmwde bid prices based on the information provided fo them in the
RFP. The RFP clearly stipulates an deadline of June 22, 2006.

2. The draff Audit Report states that the HOPE VI Architectural Services Contract was for a Not-To-Exceed $40,000.00.
However, the notion that this contract was for a “Not-To-Exceed” $40,000.00 value is incorrect. The Auditors have
failed to recognize that this contract is in two parts: 1) HOPE VI Application Preparation Phase and 2) the HOPE Wi
Implementation Phase. The terms of the joint proposal submitted by the archi | firms, hed to the “Form of
Agreement” as EXHIBIT "B" and made a part thereof, are as follows:
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«  HOPE VI Application Freparafion Phase- Hourly Not-to-Exceed $40,000.00

s  HOPE VI Implementation Phase - Not-To-Excesd 8% of Construction Cost, Furth , the joint prop
submitted by the architectural firms recommended that once the grant is received, fixed fees be established
for defined projects and hourly rates continue to be used for work nof associated with a defined project. The
post HOPE VI Award Implementation Phase of the project assumes proceeding in this manner.

The Audit report fails fo recognize those services provided after the HOPE W Application submitial date of December 6%,
2003 as continued services provided during the HOPE W Implementation Phase of the confract.

3. Also, the pre-development activities that were fotally unanticipated assignments resulted in significant time expended
during the pre-application phase of the project by the Architectural Consultants as a result of the new NOFA. Based
upon the previous year 2001 NOFA for the HOPE VI application that was issued, the aclivities listed below were nof
anticipated. The 2002 NOFA was not yet issued af the time of the solicitation for the Architectural Services Contract;

Comment 17 hence, these activities could not have been included in the contractor's scope of services. Furthermore, these activities

are fypical pre-development activities performed during the Construction or PI'DJ‘BC! impiemen!sbon Phase of the

project. Some of the pre-development or Construction Phase activities include f

s Zoning Approval - The new NOFA required zoning appmvsf a! pmpemes fo be developed. This was an unanticipated
assignment g in si t fime ded in g the required documentation. This aclivily is a
construction phase service that was required by HUD during the apphcabon phase of the project.

*  Provided prof | services for the preparation of bid ifications and confract documents for two Model Houses
!or the HOPE VI Project. This scope o! work is very cIeady spelled out in the RFP under Responsibilities of the

0 , item #2, i | Services during Construction.

. P.ruwa‘sd Enwmnmsnfa! Assessments of HOPE VI Properties as requested.

*  Provided documentation and letters for the NYS Affordable Housing Granf Application and DHCR Morigage Assistance
Program as requested. The RFP clearly states HOPE VI Application Preparation, not the NYS Affordable Housing
Grant Application and DHCR Morigage Assistance Program; hence, this work is considered out of scope work.

Consulting Contract Improperly Modified

The request for proposal for the HOPE V| application preparation services was written according fo HUD requirements
indicating the need for three public meetings to be accomplished by the November 29, 2002 submission deadline. During
the application preparalion process, the Mayor of Utica and the President of the Utica City School District Board of
Education each asked for public meetings beyond the scope of the original application preparation contract to occur later in
the application process. In furtherance of the HUD stipulation that the applicant will, “evaluate the extent, nature and quality
of resident and community outreach you have achieved by the time your application has been submitted...” the UMHA
accordingly increased the conlract services and conducted additional pubkc meetings to have a satisfactory community
outreach. To have refused requests for additional public ings from si P in the application process would
have been contrary to the express requirements of the HUD gran: apprrca!ron process.

Comment 18 These requests for additional public meefing came within weeks of the November 29, 2002 application deadiine making the
preparation of a new request for proposals infeasible. Additionally, it was known from the 2001 unsuccessful HOPE VI
application process that if the grant management feam was nof under continuous contract throughout the application
process and info the post award pericd, HUD would not consider the applicant ready to proceed. Therefore if the applicant
stopped the application process for any reason, including to issue a request proposals for additional meetings, if would have
shown an interrupfion in services and if no vendor had responded the HOPE W application process would simply stop.

In addition to the need for additional meetings late in the application process, HUD changed the submission deadline to
early December, a few weeks prior fo the stipulated deadline. This caused the application preparer to re-evaluale all

ilable information knowing that every applicant in the country would be doing likewise due to the highly competitive
nature of the application process. These additional services were direclly attributable to HUD and it was infeasible fo
prepare a new request for proposals with the amount of notice provided by HUD.
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Unk to the application preparer at the time of responding to the original request for proposals, critical pariners would

not provide participation commitments until after the original application deadiine had expired, The application was
therefore written with the information available within the original deadiine period and then re-written. The original scope of

service was therefore performed during the original application preparation period; - the partners needed more time
to make a decision afler the application consullant had preformed their services. These critical commitments all arrived
Comment 18 after the ariginal deadling as follows:

v December 2, 2002 Utica City School District commitment of $16,000,000 to build a community school;

v December 2, 2002 Ct litan Center ¢ itment of $1,500,000 fo build a community center,

P

v December 3, 2002 City of Utica commitment of $1,000,000 to develop the Combhill Commons, being $500,000 of it
for the Cosmo Center project;

v December 3, 2002 City of Utica commitment of $500,000 fo provide residential housing rehabilitation;
v December 3, 2002 Cily of Utica commitment of $500,000 for a Lead Safe Utica program, and

v December 3, 2002 City of Utica commitment of $1,763,000 for Systematic Codes Enforcement, Community
Policing, and Economic Development Funding.

Due to the new commitments received afler the original submission deadiline, the entire HOPE VI budgel, most narratives
and all summary reports had fo be thoroughly rewniten and edited. This was accomplished by having the applicant
Executive Director and other members of the application team fly to the consultant's office for a total rewrile and review.
None of this work beyond the original scope of work could have been anticipated and there was insufficient time fo issue a
request for proposals bety the original application deadline of N ber 29, 2002 and the HUD revised submission
deadiine of December 6, 2002.

The vailue of the original contract work compared o the addifional work needed is summarnized as follows:

Item Percentof | Value of Effort | Rationale for Modification from Original Scope of Work
Effort

Original Contract for 100% $85,000 Respond to HUD RFP requi quiring application

Application Services and post submission services.

Charge for Application §79.351 Needed application services subject to original scope of

Services April-Oct., 2002 services.

Additional Public Meetings | 15% $15,300 Needed to satisfy HUD application requirements.
Infeasible to RFP due to meetings requested late in
process.

Additional Analysis 25% $21,250 Respond to HUD change in the submission deadline.
Infeasible to RFP due to HUD required work needed late
in process.

Application Rewrite 30% $25,500 Respond to partner commitment documentation.
Infeasible to RFP due to required work needed late in
the process.

Value of Additional $62,050 Meeded application services in compliance with HUD

Agplication Services requirements wherein it was infeasible to RFP.

Charge for Additional 56,158 Services rendered in compliance with HUD requirements

Services Nov.-Dec., 2002 and in response to commitments from partners.

[ Value of Application ] [§147.050 | Original Contract plus needed services in response to |
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Services HUD requirements and partner requirements without
sufficient time to RFP
Charge for Services $135,509 Actual charge for application services.
performed for 2002
Application
Charge for Services $275,000 Actual charge for application services.
performed for 2001
Application
C 18 As is evident from the above fables, the UMHA utilized a not-to-exceed contract in 2002 as a means of attempting to reduce
omment the application cost of $275,000 experienced in 2001. The original 2002 contract of $85,000 actually cost $135,509 due to

additional demands stipulated by HUD and as a result of p submitting i tion beyond the original HUD
submission period, If was infeasible to issue a request for pmposais within HUD revised application period due fo the nofice
periods provided by HUD and partners critical to the application process. The presumed value of the application services
provided was §147,050; being more than was actually charged.

For the reasons slated, the UMHA was unable to RFP during the application period and the services were performed
according to acceplable values and per HUD application requirements. Additionally, the UMHA utilized a nof-lo-exceed
contract format that fully p d for significant cost savings.

Piease bear in mind that our HOPE VI application was more complex than the applications submitfed by most housing
authorities. Since our project involved the development of scaffered site locations rather than the redevelopment of the
original public housing development, application preparation costs would naturally be higher than comparable proposals.

The original Request for Proposal indicated an expected submittal date of the grant application of June 22, 2002, However,
the NOFA was not issued unlil July 2002 with an application date of November 29, 2002, which was then delayed until
December 2, 2002. The consultants based their bid proposals on a June 22, 2002 deadline. The D ber 6 submittal
date increased the level and scope of services provided as a resulf of the delay in the application deadline. The protracted
services provided as a result of the HUD HOPE VI application requirements necessitated the change orders to the original
contract. There was a cost analysis performed of the contract’s hourly rales and the continued services were provided af
the oniginal rates.  Hence, it was not necessary fo perform additional cost analyses of the hourly rates provided in the
original proposal. Each of the change orders was approved by the UMHA Board of Commissioners.

In conclusion, it is our position that the costs expended for the HOPE Wi application services were justified. The
C Omment 19 procurement of this contract and the change orders complied with relevant HUD regulafions and the Housing Authority

procurement polices. We are requesting that the HUD IG not include this finding in your audit. We intend to cancel this
contract within the next thiry days.

Administration of Financial Consulting Contract Inadequate

On November 14, 2003, the Authority awarded a contract for HOPE VI financial consulting services. Af that juncture, the
UMHA assumed thal there would have to be considerable reliance on general consulting services. The HUD HOPE VI
Comment 20 Grant Manag tly informed the UMHA that instead of general services, extensive reliance would need to be
placed on financial arMsory services for preparation of “Term Sheets” and “Master Development Agreements.” This was
new information fo the UMHA, never having administered @ HOPE VI grant the financial services contract had fo be
immediately modified or risk HUD sanctions for falling behind project timetables.

A cost price analysis was conducted in reference to this confract on March 28, 2002. The consultant continued her services

on an hourly basis as provided for in the original contract. Due to additional financial consulling services, the It
continued fo bill on the hourly rate for work performed. Based upon your concems, the UMHA will be terminating this
contract within the next thirty days.

CONCLUSION/RECOMMENDATIONS
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It is our position that the UMHA did not violate any section of our procurement policy or Part 85 in the change orders related
to these contacts. We do acknowledge that the amount of the change orders were significant. However, in order lo meet
the HUD imposed HOPE VI grants application deadlines, it was not practical fo reissue Requests for Proposals for these
services. Additionally, the complex nature of our HOPE W project involving multiple scatfered site locations necessitated
increases in the original cost of the proposal preparation services.

The change orders required for these contracts were the result of the uncertainy as to the actual submitial dates for the
C omment 20 HOPE VI grant application. HUD Washington continued to change anticipated deadlines and extended the formal HOPE VI
deadline once. The lack of clarity from HUD as to the actual deadline date created the conditions for the delivery of
“protracted services” during the life of the contract. HUD considers protracted services as & valid justification for change
orders, The exlended time period, by its very nature, alfered the level of effort requested of our consultants by the UMHA,

The contracts involved more than one phase — pre-application and post-application. Your audit failed to recognize that the
not lo exceed amounts were only based on the pre-application phase for architectural services.

Please bear in mind that all three contracts were awarded based on an hourly rate with a not to exceed value that would
equate to the number of hours anticipated fo achieve conlract objectives. The level of services requested of our consultants
far exceeded the anticipated hours. The services requesfed were defermined by HUD HOPE Vi requirements and the delay
in the expected submittal date of the HOPE Vi application naturally increased the number of hours needed to complete the
application. Al the contracts were solicited prior to the publication of the HOPE W NOFA; hence, the level of effort and the
application requirements could not have been anticipated prior to the issuance of the NOFA.

Your audit stated that the vendors should have completed all the required work for the nof to exceed value. The level of
effort over the extended time period far exceeded our expectations. If is our posilion that the UMHA acted in a justified
manner with respect to the payments. We adhered to original ferms of the contract in connection with the hourly rate. It
was not practical fo reissue a Request for Proposal due fo the exigencies of the HOPE VI grant application process. It
would have been impractical to change the vendors in the preparation phase of the grant application submittal.

Com ment 6 While we befieve that the UMHA acted properly with respect to the modifications of these contracts, we concur with your
recommendation to strengthen our conlract administration process. We recently have provided pmuremsnr training to our
sfaﬂ'andarsmfhepmcsssufrswsmgwpmcursmsnfpm and developing a defailed pi tocol. We will
terminate the contracls mfen'sd fo in your Draft Audit Report within 30 days and will prepare new raqussfs for proposal if
additional services are di d Y. (The contract for the architectural services has already been lerminated,) We
are respectfully requesting that the HUD IG office close this finding and not deem any of these expenses as ineligible.

FINDING 3: QUESTIONABLE ADMINISTRATIVE COSTS WERE CHARGED TO THE HOPE VI PROGRAM
Salary Allocations

The allocations of staff time were made on the basis of the cost allocation plan which was determined to be in compliance
by the HUD Buffalo Office on two separate occasions. It is our position that these costs were fully supported by the salary
C omment 2 1 distributions reflected in the cost alfocation plan and HOPE VI budget. The HUD Buffalo Office accepted the methodology of

our submitted cost allocation plan and did not request additional information. If was our undersfanding that this plan met
HUD requirements. Nonetheless, the UMHA will submit to HUD within 60 days a more complele and defailed cost
allocation plan meeting the requirements of your audi report.

Payments for Office Supplies, Equipment, and Computer Software

We concur that there might not have been adequate documentation provided in connection with the expenditures listed in
Comment 22 this section when your office initially reviewed the transactions. The supporting documentation for expenses was generally
filed i m ﬂ‘re program offices rather than atfached to the purc-‘rass order. We have now faken corrective steps fo ensure that

! ion is hed to the p order inft ion to facilitate the audit process.  Please bear in mind
Ihat no request was made to our staff for dararied explanations of these expenses while IG audit team was at our offices.
We requested the listing of these expenditures through teleph tions as well as pondence, but were not
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provided wilh the list until the issuance of the draft audi.

The UMHA takes issue with your statement regarding the lack of price quotes for the items listed in the section. Please be
aware that the UMHA procurement policy allows the use of slale coniract pnces in lieu of securing multiple quoles for
CO mme nt 22 purchases. State confract pricing is permitted P fo federal Jati The p t of the Laptop

puter and digital profector were purchased using state contract pricing. AutoCAD, Intuit, and Creative Management
software were procured from sole source vendors. It was our understanding that the filing cabinets and general office
supplies purchased from Hummel's Office Supply were covered by stafe contract prices; however, we are unable fo locate
such documentation at this time. However, please keep in mind that Hummel's is a state contract price vendor. The copy

machine was purchased through a New York State Contract price #PC59459.

Comment 23 Please find | the signed maint e contract which was not included with the original back-up purchase. Also

enclosed are the two vendor invoices for the purchase of the copier and the overage copy charges. Please bear in mind
that the excessive copy charges were the result of the HUD Buffalo’s directive fo our program (o ir kating efforts
in connection with the HOPE rental and homeownership units.

Reimb to the Authority for Various Expenses

Please find attached the supporting documentation for the reimbursements to the Housing Authority for various HOPE W
Com ment 23 expenses. Each expense was directly related fo the operation of the HOPE VI program and was aflowable. For

ovsrmghr delivery service bills were in connection with HOPE W submissions Po HUD and other funders. As prewousiy
indicated, we have gthened our internal control policy to require that supporting documentation is attached to every

purchase order.
Credit Card Charges

We concur that documentation on the subject credif card charges were not available for easy access at the time of the audi.
Com ment 24 We further acknowledge that finance charges and late fees are not eligible expenses. At the same time, it is our position
that the other charges fo the credit card were legitimate and aliowable as per federal requlations. The donufs purchase was
in conneca‘m wﬂh refreshments for HOPE VI open houses. The airine tickels, hotel rooms, gasoline, and tuition

t were in ion with training workshops on mapping software and low-income housing tax credits.
Travel advances were not charged to the credit card.

We do not agree with your rtion that marketing exp listed in this section are questionable as to their eligibiliy.
Included in the budget for HOPE VI is a marketing line which was intended to cover communily outreach and advertising
aclivities in connection with both the rental and homeownership unifs. ltems such as ribbons, candles, and pofpourr were
used for HOFE VI open houses. Laundry baskels and a mirmor were utilized as door prizes for the open houses and
welcoming gifts for the new homeowners. The Buffalo HUD Office repeatedly requested that our HOPE VI program
intensify our marketing efforts to attract fenants and homeowners to ths project. These efforts were successful in helping
the UMHA to rent up the Steuben Village project and sell h ip units. Marketi tices such as open houses
are widely used in both the private and public housing industry and are consfdered a mgmy effective method of generaling
public interest in real estate products. It is our position that marketing expenses are legitimale costs as per HUD HOPE VI
budget guidelines.

Based upon our concems, the UMHA will require supervisory approval of all HOPE VI purchases. Each purchase will be
signed off by the HOPE VI Fiscal administrator, HOPE VI Director, and the UMHA Fiscal Administrator. A checklist of back-

Comment 6 up items will be prep and no purchase order will be p | unless all items are presented. Random file reviews will
be conducted by staff designated by the UMHA Executive Director fo ensure compliance with HUD regulations and UMHA
procurement and accounting controls,

Other Miscellaneous Expenses
The digital prints and black and white copies were in tion with the | and bidding documents for the
Oneida Homes 4B project

54



Appendix B
AUDITEE COMMENTS AND OIG’S EVALUATION

Ref to OIG Evaluation Auditee Comments

Page 24 of 27 Mr. Edgar Moore 9/7/2006

The telepk fe call i fi d in your audit were justifisble and were in connection with the
Comment 25 planning activities for the HOPE VI grant start-up. HUD staif in New York, Buffalo, and Washington offces as wel as the

UMHA staff, attomeys and board members participated in these cafls. The UMHA's infernal felephone conferencing
capability is limited to only three shared lines. Due to the higher than normal participation in these calls, it was necessary fo
use our fong-distance telephone provider to provide the conferencing services. Upon analysis of the cost of these calls, the
UMHA has since discontinued this practice.

Payments for Local Utilities and School Taxes

Payments for local utilities and school taxes are eligible expenses as per the following HUD documents - HOPE VI Budget
Com ment 26 Guidance and Policy Alert and Use of Operating Subsidies for Mixed Finance Projects. HUD regulations stae that HOPE

VI funds may be used fo pay for utility and tax payments in connection with mixed finance rental projects. The utility and
tax payments were paid for vacam units in the Steuben Village project during the rent-up period. AN the properties for which
these exg were reil | were desig f at that time as public housing units. It is important to nole that the
purpose of the Initial Operating Period Deficit Reserve is fo fund initial operating deficits related fo the public housing units
prior to receipt of operating subsidy. In conclusion, the expenses for the utilities and taxes were justified expenditures since
they are allowed as a development expense. The fact that these payments were made on properties nof owned by the
UMHA is imelevant. The audit report failed to mention that these properfies are part of our HOPE VI project, financed in part
by HUD funds, and are subsidized with ACC funding.

Food and Beverage Expenses

The food expenses cited in this section were in ion with ti reg ding the HOPE VI prog The
purpose of the funcheon held on November 20, 2003 was lo onignt our Hope w to the p dures for providing
match documentation reports to the program. The ‘banquet” ext were m i to a lunck of HOPE Vi

partners fo build community support for the Comhill Commons - Community School Project which was conducted on
December 20, 2003. The luncheon featured speakers on successful community school models and provided information on
how local residents can assist the HOPE W project to develop the Comhill Community School project. In fact, local service
providers purchased tickets to cover some of the expenses for the event. Please find attached documentation in connection

Comment 26 with the food expenses. We regard these faodccsfsasfegmmam perating The fit igs reporfing
match are not reimbursed for their time in bling the d fation; the luncheon was an rmponan! busmsss pracrlce
to eam their good will for their continued participation in the prog The Cs ity School Li was intended fo
bring together key ity leaders and organizations for the pur of building a coalition to advocate for the

development of the HOPE VI Community School.

It is our position that these expenses were justified marketing costs of the HOPE VI project and are allowed by HUD
regulations. Based upon our review of HUD HOPE VI budget guidance and discussions with HUD Buffalo, reasonable food
and b fi are allowable under the HOPE VI program so long as they are used to support HOPE VI program
objectives (og marketing of renfal and homeownership units). During the audit process, the supporting documentation
was nol available. Pleass find in the Appendix to this letter d tation for the ex; listed in the Draff Audit
Appendix C.

Conclusion/Recommendations

C omment 23 We are raspecrrurn/ requesting rnar the HUD IG Office review the expenses deemed fo be ineligible anwor unsupported in
light of the i it ith. We are in the process ofrmpl'emsnnng p and
controls fo ensure thst all HOPE VI program ftransactions are propery i ipported, and in pli with

applicable regulations.

FINDING 4: The Authority Lacked an Acceptable Plan for Allocating Costs to Its HOPE VI Program

Certain Costs Periodically Allocated
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Your audif asserts that our cost allocation plan “...included salary and fringe benefit expenses for selected staff but failed to
include other allowable costs or an explanation as to why other costs were not included in the plan.” It is important to note
Comment 21 that the UMHA's cost allocation plan was determined by the HUD Buffalo Office to be in compliance. The Buffalo Offce did
not request that other costs than salary and fringe benefits be included in the plan. There are no statulory or regulatory
requirements mandating these other costs be charged to the grant. The UMHA was fully aware of the limited amount of
administration funds for the HOPE Wi grant, which must last during the five-year duration of the program. We were further
cognizant of the fact that other housing authonities such as Albany, New York exceeded their administrative caps and had to
greatly reduce staff for their programs. In order to ensure that the HOPE VI program had sufficient funding for staff and
other direct operating expenses, the UMHA elecled not fo charge to the grant indirect costs, but instead provide these on an
in-kind basis to the HOPE VI program and RMV.

The Authority’s Method for Allocating Costs Not Documented

The salary allocations to the HOPE VI program were formulated based upon the following factors: 1) the limited funding
available through the grant fo cover adminisiration costs; 2) previous expenience of the UMHA and other grantees in
allocating staff time fo other grants. The HUD Buffalo Office did not require the submission of any time sheets or time
studies to support the percentage allocations of staff s part of the approval process of the cost allocation plan. I is our

position that a time study would not have been useful fo determine salary allocations since the | 1 of time charged
fo the HOPE VI grant were small and reasonable. The same percentage for salary allocation was assigned to the
distribution of fringe benefit costs in order fo ensure y. It was not Y fo ibe the specific fringe

benefits since these are benefits which are paid fo all UMHA staff and are based upon rates supplied by the IRS, New York
State, and heath insurance vendors. Most importantly, the HUD Buffalo Office did nof request any of the information cited
in your audit to support the methodology of our cost allocation plan. We would have certainly complied with this request.

Cost Allocation Issue Previously Noted by HUD
We do not take issue with the recommendation of the HUD Buffalo Field Office in their May 2004 report that the Autharity

Comment 27 needs fo adopt a cost allocation plan. We submitted the plan to the Field Office and received verbal assurances of s
compliance on two separate occasions. It was our understanding that this plan was acceptable.

Conclusion/Recommendations

It is our position that we have complied with the basic components of the cost allocation plan (e.g., p ges of time,

staff roles in project). Based upon our research of HUD HOPE VI guidance materials, no time study is required to
Co mme nt 2 1 substanliate the operating assumptions of the cost allocation plan.

We believe that your request for the UMHA to develop detailed cost allocation plan is neither necessary nor practical at this
time. In order fo maximize the use of HOPE W funds, the UMHA resolved nof to charge the HOPE VI budget for certain
overhead costs such as office space. HUD has set a safe harbor cap of 6% on housing authority administration on HOPE
VI grants.  An mn‘n’sct msf rm‘e proposal to HUD would be limited to no more than this amount. The UMHA is in the
process of developing a g b the UMHA and Rebuild Mohawk Valley, Inc., the HOPE VI

b , in order fo efficiently distribute, reimb and share cosfs. Smce!hsmarson!ytmmammwarsfarms
HOPE Wi gram we belisve it is nof cost effective to submit an indirect cost proposal.

Itis the position of the UMHA that HOPE VI funds should primarily be used to directly benefit low-income residents, develop
new housing and assist in the revitalization of the HOPE VI Target area. Therefore, we believe it is entirely appropriate and
in the public interest to minimize the use of HOPE VI funds with respect fo administration and overhead. It is also a
common practice of housing authorities fo limit the use of HOPE VI funds for administrative purposes.

Notwithstanding these is, we will establist dures and controls to ensure that costs are fairly charged fo the
HOPE VI program and Rebuild Mohawk Valley, Inc. and submit a more detailed cost allocation p«'an fo the HUD Buffalo
Comment 6 Office for their review. The City of Utica has made available HOME Ci ity Housing Development Organization funding

fo help defray operating costs of HOPE VI related activities. In addition, we will request that our Independent Auditor
prepare an annual cost allocation plan to distribute HOPE W costs.
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CORRECTIVE ACTION

We acknowledge that our HOPE VI program has not completely met all objectives in connection with the Comhill Commons,
housing praduction goals, codes enforcement, and benefits to Washington Courts residents. At the same time, we have
made considerable pragress in leveraging match, creafing a neighborhood playground and park, creating partnerships,
developing new housing units, providing community and supportive services to Washinglon Courls residents, and
encouraging the participation of Section 3 and minority and women business enterprises in the HOPE VI project.

In order to ensure that the project continues to meet its objectives, we will request technical assistance from HUD and
National Association of Housing and Redevelopment Officials College of Experts and use funding from a grant from the
Office of Governor Pataki to assist with the development of the Cornhill Commons Project. The UMHA will submit a revised
Revitalization Plan to ensure that our housing development goals are reasonable and feasible. We will institute a home
improvement project this autumn utilizing funding from Oneida County and the State of New York. The Baltimore Housing
Authority and other agencies have committed to provide the UMHA with lechnical assistance to strengthen our Section 3
programs. We also intend to revise our Section 3 and procurement policy to encourage increased resident participation. In
order to ensure community participation in the HOPE VI project, we will continue to hold meetings of our HOPE VI Task
Force and Comhill Commans Planning Committee. We have replaced our HOPE V| Coordinator and are now in the
process of hiring a new fiscal administrater for the program.

The UMHA is committed to working with the United States Department of Housing and Urban Development fo resolving
concems related to the Draft Audit Report of our HOPE VI Program. Upon a detailed review of the audit report, UMHA
believes that the findings do not rep a complete and of the HOPE VI Program. The report
neglected to include the significant accomplishments of the program and did not take into consideration the complexity of
managing a comprehensive and multifaceted community revitalization initiative involving multiple partners and intricate
financing arrangements. The report did not consider the often contradictory purposes of the HOPE VI program, the lack of
initial technical assistance and training provided by HUD, the unreasonable demands of the HUD Notice of Funding
Avallability process, the lating cost of ion and cuts to federal and state human service programs which
negatively impact the prog 1 and the process for obtaining HUD approval for components of the
Revitalization Plan. At the same time, we acknowledge the need for changes in fiscal management policies and
procedures, a revision of our Revitalization Plan objectives, and a realistic plan for the development of the remaining

ing units and y infrast projects including the Comhill C and the Community School. We are
fully confident that these issues can be successfully add i and new procedures put into place that will ensure that grant
objectives will be met. The HOPE VI funding is indisg ble to our ¢ ity's revitalization and revocation or reduction

of the program's financing will have dire consequences for the future redevelopment of Utica's most blighted
neighborhoods.

As set forth below, UMHA has already begun to take steps to strengthen its management of the HOPE VI Program by the
implementation of new procedures, as well as additional oversight and review:

The process of hiring of a new fiscal administrator for the HOPE VI grant has commenced:

The Coordinator of the HOPE VI program has been replaced;

Increased frequency of meetings to coordinate HOPE VI activities with the City of Utica;

Increased contact with service providers and other entities to document provision of match;

Reinitiating the HOPE VI Task Force to coordinate neighborhood revitalization and resident services;

Organizing of a HOPE VI resident association cansisting of new residents of the homeownership and rental
housing as well as former residents of Washington Courts;

Required supervisory approval of all HOPE VI purchase orders and procurements;

Dist of first instaliment of 3 pay of $300,000 from the County of Oneida to the UMHA to underwrite
home improvement program;

9. Revised contract language in constructi dating Section 3 compliance;

10. Termination of contracts with HOPE VI propasal preparation consuitants;

11. Required back up and documentation for purchases made with HOPE VI funds;

12. Development of a new tracking system of collateral match.
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Appendix B
AUDITEE COMMENTS AND OIG’S EVALUATION

Ref to OIG Evaluation Auditee Comments

Page 27 of 27 Mr. Edgar Moore 9/7/2006

The following is a time line for our praposed action plan to resolve issues in connection with your Draft Audit Report:

1. Retain technical assistance to submit recommendations on enhancing existing and recently revised policies and

Comment 6 operating procedures — September 2008;

2. Receive report from lechnical assistance provider and act on recommendations — December 2008;

3. Submit a plan to HUD indicating oversight procedures, revised policies and procedures on financial controls -
January 2007,

4, Receive HUD approval of plan - February 2007,

5. Implement action plan - March 2007,

6. Progress meeting with HUD - June 2007.

In addition, based upon your recommendations, we will submit the following to HUD Buffalo within 60 days:

1. Arevised revitalization plan to accommodate programmatic changes to the HOPE VI project, all of which are not
only possible but shall be accomplished;

A construction management plan to complete the lop of the ining hip units;

A revised Section 3 and procurement protocol to provide incentives to participation by resident and minority-
women business enterprises;

A revised protocol for HOPE VI procurement and accounting procedures to be used by RMV staff;

A plan for the development of the Comhill Commans properties;

A plan for the immediate development of the home improvement program,

The development of a detailed annual cost allocation plan.

w

NP ok

We would be pleased to supply your office with copies of our above referenced submissions to the HUD program staff.

We look forward to working with HUD to resolve any issues relating to the operation of our HOPE VI project. Continued
funding of our HOPE VI project is vital to the revitalization of Utica's neighborhoods.

Finally, it is most important for you to understand that irespective of our concurrence with any of your findings; it is the
position of the Municipal Housing Authority of the City of Utica that this should not obscure the accomplishments of the
HOPE VI program. Further, it is our position that any findings amid our accomplishments should not merit recommending
reallocation or reduction of the remaining HOPE V| project funding. You have my pledge, as a recenlly appointed Executive
Director, that corrective action is currently being implemented and future actions prompting the findings you have set forth in
the HOPE VI audit shall no longer occur,

In the meantime, if we may provide additicnal information or answer questions that you might have, please do not hesilate
to call me.

Should you have any questions and/or concerns, feel free to contact me accordingly.

Thanking you in advance for your kind cooperation and consideration, on behalf of the City of Utica Municipal Housing
Authority, | remain

W/l.;@?[\oerely.
Jr
Dr. Taras J.
Executive Director

Enclosures
cc. Karen A Campbell, Assistant Regional Inspector for Audit
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Comment 1

Comment 2

Comment 3

0OIG Evaluation of Auditee Comments

Officials for the Authority state the primary recommendation of the report is that
HUD should reassess whether the Authority is able to meet its primary objective
of revitalizing the project neighborhood and consider the reallocation of the
remaining $7.47 million to another organization. Authority officials believe that
much remains to be accomplished with the HOPE VI initiative, and they strongly
concur with our audit report that the HOPE VI initiative must be more than just a
housing program in order to effectuate the revitalization of the project
neighborhood. We have reviewed and taken into consideration alternative
recommendations provided by Authority officials in their comments. Based on
this review, we revised our recommendations pertaining to finding one. We
changed our recommendation to finding one to have HUD require the Authority
to reevaluate the scope of its revitalization plan and amend the plan accordingly,
so that HUD can reassess whether the Authority is able to meet its primary
objective of revitalizing the project neighborhood. Based on this assessment, we
recommend that HUD determine whether the new plan is effective enough, to
ensure that the remaining funds will be put to better use, or if the Authority can
only achieve certain objectives, HUD should consider reducing the remaining
amount of grant funds proportionately.

The Authority cites many events that have occurred since we left the audit site,
however, these actions and recent accomplishments are responsive to our audit.
The conclusions presented in our report are based on facts in place at the time of
our review. However, regarding the June 2006 evaluation of the Hope VI grant
conducted by the local College, which provides that the project met major goals.
This study focused on the geographical and demographic mix of the community
that resulted from relocating tenants of the distressed and now demolished
Washington Court project; as such, the major goals of this study does not relate to
the objectives of our audit. The study mentions that the goal of relocating tenants
was accomplished. However, it does not mention that the tenants were not
relocated according to the planned application of the Hope VI grant, which was to
relocate the tenants to the Cornhill section of Utica and for them to become home
owners. Nevertheless, the Authority needs to continue collaborating with its
partners and document the cost of its successes to ensure that the total HOPEVI
project is achieved.

Officials for the Authority contend that contrary to the match figures presented in
our draft report, they have leveraged over $36, million in grant funds, match
tracking forms are now in place, and the amount of leverage generated for the
HOPE VI project is now reported to HUD on a quarterly basis. However, as
noted during the review and with the additional documents provided at the exit
conference, the Authority was unable to assure the accuracy of the expenditures
reported. For example, the Authority’s additional documents include a letter from
a collateral partner dated August 31, 2006 that asserts that the partner has

59



Comment 4

Comment5

Comment 6

expended $3.7 million towards the Hope VI program. However, the Authority
provides no evidence that they verified these figures by examining supporting
documents. OIG calculated $801,936 in collateral investment expenditures from
the information provided to us during the audit and at no time did the Authority
provide documentation to support any other amounts in collateral investments.
Regarding the quarterly reports submitted to HUD, Authority officials admit that
this form does not include figures for collateral investments, as such; their system
does not appear to be complete and is insufficient to support some statements
made in their response.

Officials for the Authority state that the United States Department of Housing and
Urban Development (HUD) released a draft audit report on the Authority’s HOPE
VI Revitalization Program. This statement is not correct. The HUD Office of
Inspector General (OIG) Office of Audit released a draft audit report on
Authority’s HOPE VI Revitalization Program. While organizationally located
within the Department, the HUD-OIG provides independent oversight in initiating
and carrying out audits and investigations.

Officials for the Authority contend that the conclusion presented in the finding is
not supported by the facts and that they are complying with major program
requirements as proposed in the application, plan and grant agreement. In
addition, tracking forms are sent on a periodic basis to program partners to verify
the matching funds. Furthermore, the officials contend that the match reports are
submitted on a quarterly basis to HUD. OIG stands by the facts and conclusions
presented in our report. The Authority’s tracking system was incomplete and
unsupported, it did not track the $27 million of collateral activities and these
activities were not included in the quarterly report to HUD. The Authority did not
maintain adequate records on collateral investments; therefore, the accuracy of the
financial data provided could not be determined. Further, the match reports that
were provided to HUD on the activities other than collateral investments were not
always supported with evidentiary matter. During the audit, OIG made numerous
requests for basic financial information on all collateral activities and City match
activities. Authority officials advised that they did not maintain the records in
question and had to actually request documentation from various partners. Since
the Authority did not adequately track all Hope VI funding and activities we
maintain that they are not complying with all major program requirements.

This comment applies to auditee comments on pages 37, 45, 53, 54, 56, 57 and
58. Throughout their response, Authority officials mention several corrective
actions that they started or have planned to implement. Although we recognize
these corrective actions, the majority of these actions are planned and were not
implemented during our review, as such, they will be part of the audit resolution
process to be reviewed when the actions have been completed. For the Authority
actions that have commenced, the Authority’s response and appendices of
information that was provided at the exit conference was not sufficient enough to
encourage us to change our determinations.
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Comment 7

Comment 8

Comment 9

Officials for the Authority contend that HUD never provided them with a copy of
a 2004 monitoring report, nor provided grantees a protocol to track program
match other than the Bearing Point report. Authority officials also contend that a
HUD Washington representative applauded their match tracking system.
However, OIG obtained the HUD monitoring report from Authority officials, and
also received a copy from the Buffalo field office along with the Authority’s
response to the financial review section of this monitoring report; as such,
Authority officials were aware of this report. As for the match tracking system as
stated above, the Authority’s system is incomplete because it does not maintain
adequate tracking of all activities and appropriate records. Regarding the HUD
official applauding the tracking system during a training class, we were not
present at this training and we did not see such approval in writing.

Officials for the Authority state that the OIG’s conclusion that there was lack of
cooperation between the City of Utica and the Authority in connection with the
HOPE VI program is inaccurate and false. Based on the Authority’s comments it
appears that the relationship with the City has improved, however, during the
audit, Authority officials informed us that the City was not always cooperative in
providing data on HOPE VI program matters. In addition, during our audit
Authority officials confirmed that the financial data from the City was not readily
available until OIG provided a written request for the information, which
prompted the Authority to consult with City officials to obtain the information.
However, once the information was received from the City, the Authority could
not reconcile substantial differences in the financial data related to the HOPE VI
activities. Nevertheless, now that a Memorandum of Understanding has been
finalized with the City, the Authority needs to continue to work with the City to
document all amounts expended on the HOPE VI project to ensure its success.

Subsequent to our audit, Authority officials provided financial information
pertaining to key activities of the City of Utica match. We have reviewed the
additional documentation submitted and conclude that the new information only
details the Authority’s assertion that more funds have been expended, matched
and additional commitments have been made. However, the documentation to
support these assertions was not attached to their response. Consequently, the
Authority is merely highlighting issues that are not cited in the report as deficient.
However, our review of the additional documentation submitted pertaining to
Codes Enforcement revealed that the figures provided do not reconcile to the
Authority’s claim that the City has contributed a total of $69,232 towards codes
enforcement activity. Further, the Authority has not provided any documentation
to support the $187,220 in Economic Development cost other than a detail list of
businesses in the HOPE VI program, which have benefited from economic
development incentives from the City. The Authority did not provide any
evidence or loan documents that we could test or review. In addition, a printout
of 19 businesses that have received matching grant funds for Fagade Improvement
does not sufficiently support the claim that the City has provided $91,261 in
facade grants. Lastly, in regards to In-Kind Staff services, the Authority asserts
that the City’s intent was never to meet the goal of $1 million in salary and
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Comment 10

Comment 11

Comment 12

benefits, but rather to offer the services of City staff whenever necessary to fulfill
the goals of the project. However, the Authority provided insufficient
documentation to support the basis of the $1 million estimate (e.g. for support for
demolition cost, the City provided a schedule that listed addresses, census track
data, block information, population statistics and total cost; but no basis for how
this cost was calculated).

Officials for the Authority contend that contrary to OIG’s claim that only
$343,000 has been expended on infrastructure improvements; a total of $822,194
has been contributed. Nevertheless, although the Authority provided pictures of
infrastructure improvements, Authority officials do not state how much of the
contributions received have been expended. Furthermore, during the audit the
Authority was unable to assure the accuracy of program expenditures detailed in
the limited documentation that was available. Our review of the documentation
submitted subsequent to the audit pertaining to infrastructure improvements noted
that the documentation does not reconcile to the $822,194 in contributions
claimed. The schedule provided details street boundaries, census tracts, income
ranges, population statistics, and total cost; however, there was no evidence of
what street repairs were made or how the total cost was calculated. Accordingly,
the Authority needs to maintain better support for the accuracy of the
contributions and expenditures pertaining to infrastructure improvements.

Officials for the Authority disagree with our conclusion that in-kind expenditures
from the City were not tracked. However, we reiterate that the Authority did not
adequately track in-kind expenditures. The Authority’s tracking system is
incomplete and unsupported because it does not maintain adequate tracking of all
activities and appropriate records (see Comment 7). Nevertheless, Authority
officials state that based on our recommendations, they will improve their
tracking system and perform written assessments of the impact of collateral
investments.

Officials for the Authority agree that progress on this activity has been limited,
however, they take issue with the statement that no funds have been invested to
date because a total of $468,270 has been expended on the development of the
Cornhill Commons Project. They cite various activities and potential funding that
the Authority has taken to effectuate the development of the Cornhill Commons
and the Community School, which was done so as recent as June 2006. However,
at no time during our audit or during our visual tour in April 2006 were we
provided with any financial or programmatic records that we could verify
indicating any activity pertaining to Cornhill Commons and the Community
School. Our review of the additional documentation provided by the Authority
subsequent to our audit has determined that the $468,270 in claimed expenditures
is not fully supported. The City cites various activities and potential funds to be
expended, however, the documentation that they provided does not reconcile
which activities pertain to the $468,270. Accordingly, better support is needed.

62



Comment 13 Officials for the Authority concur with OIG that housing goals set forth in the

Comment 14

HOPE V1 application will not be met. The officials contend that a revised
revitalization plan was submitted to HUD on November 22, 2004, and HUD
verbally approved a reduction in housing goals, however we were unable to
ascertain this verbal approval with HUD field office officials. Such approvals
should be documented in writing and not verbally granted. HUD field office
officials have recently encouraged the Authority to submit a revised plan, and
officials for the Authority intend to submit to HUD a revised plan within 60 days.
We remind the Authority that their HOPE VI grant application was a competitive
process and was approved based upon the assertions made by the Authority for
housing goals as well as other promised HOPE VI activities. Although officials
for the Authority cite various factors to explain why housing goals will not be
met, it is OIG’s position that it is incumbent upon Authority management to
adjust to changing conditions and to anticipate that there will be obstacles to
overcome in such a large development project. Since the Authority acknowledges
that housing goals will not be met, we changed our recommendation for finding
one to have HUD require the Authority to reevaluate the scope of its revitalization
plan and amend the plan accordingly, so that HUD can reassess whether the
Authority is able to meet its primary objective of revitalizing the project
neighborhood.

Officials for the Authority contend that our conclusion on the inadequacy of code
enforcement does not accurately reflect the facts. Authority officials contend that
a total of 3,094 housing units in the Cornhill area have been inspected and just as
many citations have been issued. However, we found the documentation
submitted to support this claim inadequate as it appears to be merely a
compilation of Section 8 units inspected by the City. Officials state that the City
has taken aggressive action against landlords to correct code violations and that a
law mandating periodic inspections by the Fire Department was recently enacted.
The officials continue on to state that a massive infusion of federal dollars is
needed to properly address code violations. Although a law mandating
inspections may have been recently enacted, our review noted that the Authority
maintained records on the specific HOPE VI target area parcels that had code
violations, but did not provide documentation to support resolution of the
violations noted in their records. Further, OIG inspection of the target area
documented that many of the violations remain. The conclusions reached during
our review are correct as documented by Authority records, which indicate that
only $20,000 of the budgeted $863,000 was expended on code enforcement and
that many violations remain uncorrected. The Authority does not dispute that
only $20,000 has been expended by the City and further acknowledges that much
work remains to be addressed. Lastly, Authority officials request that their
photos, which demonstrate the positive impact of the HOPE VI program be
included in our report. However, including photographs in our report that
Authority officials want us to would effect the independence of our review. As
such, the photographs depicted in our report that supports inadequate code
enforcement, are just two of several photographs taken by OIG of numerous code
violations identified during our visual inspection of the HOPE VI target area.
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Comment 15

Comment 16

Comment 17

Officials for the Authority concur that the majority of Washington Court residents
did not relocate to HOPE VI program housing. Conversely, the officials claim
that the relocation of the residents to other housing has been a success. The
Authority’s response does not address the primary relocation issue raised in the
finding, which is that Washington Courts residents should be relocated to the
Cornhill area and become homeowners. The fact that residents were simply
relocated is not indicative of meeting the primary HOPE VI program objective for
the residents. Authority officials assert that every displaced tenant has been
contacted and offered an opportunity to reapply for housing in the HOPE VI
project area. However, at no time during or subsequent to our audit were
Authority officials able to provide documentation to support that such actions
occurred. Further, Authority officials assert that 45 of the 60 relocated
households were either disabled or elderly head of household and not employed.
However, this information about resident circumstances should have been
considered at the time the Authority declared the application goals of relocating
such residents. Thus, the fact that only one resident to date has become a
homeowner is evident that the Authority is not truly achieving the HOPE VI
application goals. Authority officials cite an independent evaluation of the HOPE
VI project, which concluded that the relocated Washington Courts residents were
satisfied with the new residency. Based upon the living conditions of the
Washington Courts project, as described in the HOPE VI application, the
conclusion of the independent evaluation is not surprising. Residents of
Washington Courts would have been satisfied with any new residency. Overall,
officials for the Authority cite many obstacles to homeownership, including
resident reluctance, and request that this finding be removed from the report. We
remind the Authority that these issues should have been anticipated and methods
for marketing and effectuating homeownership are the responsibility of the
Authority management, as such, the finding stands as presented.

The comments provided by officials for the Authority do not address the issue
raised in the finding. The comments provided by the Authority address general
Section 3 hiring and do not dispute the fact that Washington Court residents have
not benefited from job opportunities as detailed in our finding. In addition,
Authority officials agree to the statement that the demolition of Washington
Courts project has only recently begun, however they object to the
characterization of the demolition. Authority officials contend the delays were
beyond their control and partly the responsibility of HUD. OIG maintains that the
Authority is responsible for the management of the HOPE VI program and
overcoming obstacles inherent during large development projects. The fact that
the application was prepared in 2002 and the demolition still remains incomplete
in 2006 cannot be denied. As such, the finding stands as presented.

Officials for the Authority disagree with the fact that the contract for HOPE VI
applications services was for a not-to-exceed value of $40,000. In summary, the
officials contend that OIG failed to recognize that the contract had two parts 1)
HOPE VI application services and 2) HOPE VI implementation phase. In
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Comment 18

Comment 19

addition, there was a protracted pre-application phase that was initially expected
to be only three months, but became nine months, which added to the application
costs. The statement by Authority officials is inaccurate, whereas the OIG was
fully aware that the contract contained two parts. The finding and related issues
address only the portion of the contract relating to the application services.
Contrary to assertions by Authority officials, their own records indicate that the
contractor was indeed paid at least $181,762 for just the application services.
This is despite the fact that the contract provided that all application services be
provided for a not-to-exceed fee of $40,000. In addition, as noted in the finding,
the contractor was competitively selected due primarily to the low price of
$40,000. Officials for the Authority also cite the protracted time of application
services as a cause of the contract application costs increasing from $40,000 to
$181,762. Thus, the Authority appears to be making the argument that the
application costs would have been within the $40,000 cap if only the application
was filed in June 2002 rather than in December 2002. This argument does not
have merit since the contractor had billed a total of $80,000 from April 2002
through September 2002. This is already double the original agreed upon costs of
$40,000. The contractor then billed an additional $101,762 for application
services, even though the application was filed only three months later. Further,
the billings submitted do not provide specifics as to the additional services
provided for the $101,762.

Officials for the Authority contend that several factors extended the scope of work
needed for the contract requiring the extension of the contract time period. Thus,
the work beyond the original scope could not have been anticipated, and there was
insufficient time to issue a new request for proposal. In addition, Authority
officials contend that there was a cost analysis performed of the contract’s hourly
rates and since the continued services were provided at the original hourly rates, it
was not necessary to perform an additional cost analysis. We agree that the scope
of this contract was significantly modified, thus emphasizing the need to comply
with 24 CFR [Code of Federal Regulations] Part 85 requirements. Although this
contract was modified on four occasions, including an initial change order
authorization on the very same day the contract was awarded, the required cost
analysis was not performed for any of the four modifications. The Authority
chose to modify this contract on four occasions, increasing the original not-to-
exceed contract limit of $85,000 to a modified contract limit of $190,000. It is
clear that the Authority’s method of administering this contract were conducted in
a manner that did not allow for full and open competition for the significant level
of services to be provided.

Auditee officials believe that the costs expended for HOPE VI Application
Services were justified. However, the contract in question was modified in
violation of 24 CFR [Code of Federal Regulations] Part 85.36. Specifically, there
was no cost analysis for the increased change order amounts and no open
competition provided for the additional services beyond the scope of the original
contract. Although officials for the Authority contend that the procurement of
this contract and the change orders complied with relevant HUD regulations and
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Comment 20

Comment 21

Comment 22

their own procurement policies, the Authority intends to cancel this contract
within the next thirty days.

Officials for the Authority contend that this contract for financial services was
modified to avoid the risk of HUD sanctions for falling behind project timetables.
Authority officials state that a cost price analysis was conducted on March 28,
2002, and that the contractor’s additional services were based on the hourly rate
provided for in the original contract. Our review determined that the initial
contract was not awarded until November 14, 2003 and the contract modification
change order was not authorized until June 4, 2004, thus the cost analysis
conducted on March 28, 2002 cannot be related to the June 4, 2004 contract
modification. Thus, the Authority was unable to provide evidence that the
required cost analysis had been conducted for the contract modification. The
Authority intends to terminate this contract with the next thirty days.

Officials for the Authority contend that the HUD field office determined the cost
allocation plan was in compliance and accepted the methodology on two
occasions. Further, the costs were fully supported by the salary distributions
reflected in the cost allocation plan and HOPE VI budget. In addition, Authority
officials further contend that a time study would not have been useful since the
percent of time charged were small and reasonable. However, the Authority was
unable to provide any documentation that indicated that HUD approved their
methodology for allocating cost, nor did they provide support for how the salary
percentages for allocating the costs were determined; thus, a time study would be
useful. Further, upon review of the draft report, HUD officials stated that the cost
allocation plan should include support for its allocation percentages and that the
plan should be updated annually. Nevertheless, Authority officials have stated
that they will resubmit a more detailed cost allocation plan to HUD.

Officials for the Authority concur that adequate documentation might not have
been provided in connection with identified expenditures. In addition, Authority
officials contend that no request was made to the Authority staff for detailed
explanations of these expenses while the audit was being conducted, and they
took issue with the statement that there was no evidence of price quotes.
However, during the audit we provided Authority staff with a list of the
transactions we wished to review, and requested that they provide all available
supporting documentation pertaining to the transactions. The Authority staff
provided us the available supporting documentation requested and, for their own
reference made copies of all the documentation that was provided to us. Thus, the
staff of the Authority was aware of the transactions reviewed during the audit.
However, the documentation provided to us generally was disorganized,
incomplete and lacked sufficient details. Further, the additional documents
provided in the Authority’s appendix to their comments pertaining to the
questioned administrative costs still did not adequately address the deficiencies
noted in the finding. For example, to support the inadequate number of price
quotes deficiency, Authority officials provided a single price quote provided by
the same vendor cited in the deficiency. This clearly does not support nor address
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Comment 23

Comment 24

Comment 25

Comment 26

Comment 27

the deficiency cited. In addition, although Authority officials stated that the
equipment was purchased using state contract pricing, they did not provide
evidence of this.

We have reviewed the supporting documentation Authority officials attached to
their response to support the questioned costs pertaining to copier supplies,
maintenance and overage charges (check no. 1624), and determined that this
documentation was inadequate. Although the contract and sales agreement detail
such items as unit price and overage rates, the invoice provided by the Authority
did not support or tally up to the amounts questioned. In addition, our review of
the additional documentation pertaining to the reimbursements for various
HOPES VI expenses (entitled check No. 1485 and GJ-106) found that these items
were unexplained, disorganized, and could not be clearly traced to the amount
questioned in the report. For example, the copies of travel itineraries submitted
do not support the actual travel costs incurred. Further, the Authority submitted a
stack of invoices, bills, contracts, etc. with no evidence on whether these items
should have been charged to the HOPE VI project.

Officials for the Authority concur that documentation pertaining to credit card
charges was not available at the time of the audit, and further acknowledges that
finance charges and late fees are not eligible expenses. The Auditee believes the
items labeled as marketing expenses, are allowable, however, since they pertain to
candles, potpourri, greeting cards, etc., we disagree.

We have reviewed the additional documentation provided by the Authority and
found the telephone conference calls costs to be unsupported. The documentation
submitted is merely copies of the reservation confirmations for the calls and
provides no support for the actual costs charged. Although officials for the
Authority contend that the telephone conference call expenditures were justifiable
in connection with the planning activities for the HOPE VI grant program start-
up, the documents provided do not explain the purpose of the calls. Authority
officials now state that they have discontinued this practice.

Authority officials contend that the food and beverage expenses cited were in
regards to the HOPE VI program and that they consider these food costs as
legitimate operating expenses. Authority officials concur that during the audit,
the supporting documentation was not available, and therefore provided, as an
attachment to their response, documentation to support the expenses. We
reviewed the documentation and determined it to be insufficient and inadequate.
For example, the purchase of food and beverages to be served at HOPE VI
meetings is questionable as to necessity and reasonableness. Further, press
releases and meeting agendas submitted as supporting documentation pertaining
to the banquet do not provide support for the actual costs questioned.
Accordingly, the food and beverage expenses are still questionable.

Officials for the Authority contend that they received from HUD verbal
assurances that their cost allocation plan was in compliance with requirements.
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Comment 28

However, during our review we were not provided any evidence to support this
claim.

The Authority contends that the draft report neglected to include significant
accomplishments of the program and did not take into consideration the
complexity of the financial arrangements involved. Nor did it consider the
complexity in managing a multifaceted community revitalization effort involving
multiple partners, not to mention the lack of HUD training and unreasonable
demands of the HUD Notice of Funding Availability (NOFA). However, we
remind Authority officials that our goal is to recommend improvements to
existing program controls to ensure that the program is completed efficiently and
effectively. As for the complexity of the program and the demands of the NOFA,
HUD technical assistance and training can be obtained by contacting HUD and
requesting such assistance or guidance. Nevertheless, these issues will not change
the facts presented in the report, as such, if our audit recommendations are
implemented the Authority can make a difficult project become less complicated.
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Appendix C

QUESTIONABLE ADMINISTRATIVE COSTS CHARGED TO

THE HOPE VI PROGRAM

Date Check / Description Ineligible Unsupported
reference amount amount
number

Sept. 3, 1028 Assorted food items $37.86
2003
Jan. 23, 1247
2004 Luncheon for Hope VI program partners $235.40
Jan. 23, 1254
2004 Banquet $304.00 $880.03
Total food and beverage $304.00 $1,153.29
Oct. 17, 1095
2003 Computer software and file cabinet $308.98
Dec. 5, 1170
2003 Computer software $3,567.00
Dec. 5, 1172
2003 Laptop computer $1,380.00
Jan. 23, 1249
2004 Computer software $1,630.90
Jan. 23, 1411
2004 Digital projector $1,139.45
Mar. 5, 1445
2004 Computer software $1,825.00
Mar. 24, 1624
2004 Savin copier and related supplies $2,443.78
Mar. 24, 1624
2004 Savin copier and related supplies $3,987.22
June 22, 1624
2004 Leased copier maintenance and copy overages $311.45
June 22, 1624
2004 Leased copier maintenance and copy overages $787.15
July 1, 2004 | 1913 Computer and software $1,677.00
Oct. 22, 1792
2004 File cabinets and office supplies $545.47
Dec. 22, 1857
2004 Leased copier maintenance and copy overages $195.35
Sept. 28, 2256
2005 Leased copier - copy overages $350.16
Total office supplies, equipment, and computer
software $20,148.91
June 30, GJ-32
2004 Salary allocation fiscal year June 30, 2004 $3,252.84
June 30, GJ-104
2005 Salary allocation fiscal year June 30, 2005 $26,823.96
Total salary allocation $30,076.80
May 25, 1485
2004 Reimburse authority - various costs $504.35
May 25, 1485
2004 Reimburse authority - various costs $1,231.33
May 25, 1485
2004 Reimburse authority - various costs $6,940.19
June 30, GJ-106 Reimburse authority - office equipment/supplies $2,952.98
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2005

Total reimbursement To municipal housing $11,628.85
May 5, 2016
2005 Gas and electric use $416.92
Oct. 5, 2227
2005 Municipal water use $1,089.15
Oct. 19, 2231
2005 Municipal school taxes $56.24
Total utilities and taxes $1,562.31
Apr. 26, 1483 Various charges including late fees and finance
2004 charges $2,236.92
Apr. 27, 1483 Various charges including late fees and finance
2004 charges $164.65
Apr. 27, 1483 Various charges including late fees and finance
2004 charges $3,562.80
Nov. 26, 1791 Various charges including late fees and finance
2004 charges $382.18
Nov. 26, 1791 Various charges including late fees and finance
2004 charges $623.56
Nov. 9, 2254
2005 Marketing expenses, late fees, and finance charges $39.44 $134.20
Nov. 21, 2290
2005 Late fees and annual membership fees $29.50 $0.00
Total various credit card charges $68.94 $7,104.31
Sept. 12, 1040
2003 Flooring materials and installation $1,255.80
Oct. 28, 1110
2003 Health insurance $0.00
Oct. 29, 1118
2003 Telephone conference calls $876.91
Aug. 24, 2161
2005 Black and white copies and digital prints $1,689.00
Total miscellaneous charges $3,821.71
Subtotal $1,935.25 $73,933.87
Grand total of ineligible and unsupported costs $75,869.12
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