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Issue Date

June 4, 2001

Audit Case Number
2001-KC-1003

TO: Herman Ransom. Director. Office of Multifamily Housing, Kansas City Hub, 7AHM
FROM: Roger E. Niesen, Digtrict Inspector Generd for Audit, 7AGA

SUBJECT:  TopekaHousng Associates |l L.P.
VillaWest Il Apartments
Topeka, KS

We have completed an audit of the Villa West I Apartments in Topeka, Kansas. We sdlected the
project based on an audit request from your office that indicated there were unauthorized distributions
from project funds. Our overdl audit objective was to determine whether project officials used project
funds for purposes other than reasonable administrative fees, operating expenses, necessary repairs and
alowable digtributions from surplus cash.

We concluded that the management agent, Metro Developers, Inc., overcharged the project $8,853 for
payroll services and did not dways follow its HUD approved management plan regarding alocation of
direct expenses. Additiondly, Metro did not dways follow its management agreement that required
obtaining owner gpprova for expenditures over $1,000.

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

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

We have completed an audit of the Villa West 11 Apartments. We sdlected the project based on an
audit request from your office that indicated there were unauthorized didtributions from project funds.
Our overal audit objective was to determine whether project officids used project funds for purposes
other than reasonable adminidrative fees, operating expenses, necessary repairs and alowable
digtributions from surplus cash.

We concluded the management agent, Metro Developers, Inc., overcharged the project $8,853 for
payroll services and did not aways follow its HUD approved management plan to alocate direct
expenses. Additiondly, the management agent did not dways follow its management agreement to
obtain owner approval for expenditures over $1,000.

We determined Metro Deveopers, Inc., (Metro) made payments for other than reasonable operating
expenses and necessary repairs of the project. This occurred because Metro did not have adequate
controls and did not ensure it followed existing policies and procedures.  As a result, HUD lacks
assurance project operations were conducted in the most efficient and effective manner.

From 1998 through 2000, Metro charged 25 to 35 percent
over actud payroll expenses for administration of payrall,
payroll taxes, and worker's mmpensation insurance. Metro
managed numerous rental properties not insured by HUD and
did not ater its private sector management practices to account
for the management practices required by its Regulatory
Agreement with HUD. As a result, $,853 in project funds
were used to pay unallowable expenses (see Finding 1).

Metro Overcharged the
Project

Metro did not accurately charge maintenance payroll expenses

Metro Did Not Use Its to VillaWest 11, Specificaly, Metro used a per unit alocation

Approved Plan method to charge some labor costs between pojects when
those cogts should have been charged directly to a specific
project. Metro did not have procedures to capture direct work
and maerids expended at individud units. As a reault, Villa
West |1 was not following its gpproved management plan and it
could be paying more than necessary for labor codts (see
Finding 1).

Metro did not get owner approval for al expenditures over
Metro Needs to Implement $1,000. When Metro’'s employees received separate invoices
Its Controls from the same vendor for work performed on the same unit on
the same day, the employees processed the invoices separately.

2001-KC-1003 Page iii
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Executive Summary
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As a reault, HUD and the owners lack assurance funds were
used appropriately (see Finding 1).

We recommend that the Director, Office of Multifamily
Housng, Kansas City Hub ensure Metro Developers, Inc.
repays the Villa West 11 generd operating account $8,853 for
unauthorized disbursements for payroll expenses for the years
1998, 1999 and 2000; and obtains Metro’s payroll supporting
documentation (Spreadsheets) to determine and recoup the
amount Metro overcharged after December 31, 2000 to date.
We adso recommend the Director ensure Metro develops and
implements controls to charge only actud costs for payroll
services and procedures to capture direct maintenance labor
cods by individud gpartment unit. Further, we recommend the
Director ensure Metro develops and implements controls that
ensure employees obtain owner gpprova for dl expenditures
over $1,000.

We conducted an exit conference with the owner of Metro
Deveopers, Inc. on March 15, 2001. We provided our draft
finding to Metro Developers, Inc., on May 11, 2001. Metro
Developers, Inc. provided written comments to our draft
findngs on May 29, 2001. We included excerpts of the
comments with the finding. The complete text of the comments
are included in Appendix B. We provided a copy of this report
to the project’s owners and the management agent.
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| ntroduction

The Topeka Housing Associates |1, LP was created as a limited partnership under the laws of the State
of Kansas on November 30, 1989 for the purpose of constructing and operating a rental housing
project cdled Villa West 11 Apartments. HUD approved refinancing of the partnership’s exigting
mortgage through section 223(f) of the Nationad Housing Act on December 17, 1996. The mortgage
and HUD co-insurance subject the project to HUD's rules and regulations as stated in the project's
Regulatory Agreement between the owners, the lender and HUD. The lender is GMAC Commercid
Mortgage Corporation. VillaWest I Apartments consists of 60 unsubsidized low income housing tax
credit units. The VillaWest 11 Apartment's Federal Housing Administration number is 102-11020.

The owner of Metro has been in the congtruction and property managing business since 1963. Metro
Deveopers, Inc’s man office is located in Savannah, Georgia. In 1998, American Housing
Asociates, the generd partner for the ownership group, became dissatisfied with the Villa West 11

management agent (Mid-Land Management, Co., Inc.) because the security deposit and cash accounts
were under funded. In March 1998, the owners requested HUD approval for a change in management
agents. Metro Developers, Inc. was approved by HUD on March 24, 1998 to take over as the new
management agent for VillaWest 11.

The Red Estate Assessment Center sent aletter on February 16, 2000 to the owners, Topeka Housing
Asociaes |1, informing them of possble program compliance deficiencies. The initid assessment by
the Real Estate Assessment Center indicated there was an unauthorized distribution of project assets
and security deposits were under funded. The letter, sent by the Red Estate Assessment Center,
included arequest for a response within 30 days. The owners did not respond within 30 days. HUD's
Office of Multifamily Housing followed up with aletter on March 24, 2000 requesting a response within
15 days. Housing received aletter, dated April 18, 2000, from alaw firm representing two of the three
generd partners. The letter indicated the security deposits had been fully funded and the two partners
hed initiated lega proceedings against Metro Developers, Inc. to recover the unauthorized distribution.
From April through June 2000, numerous correspondence, including two Freedom of Information Act
requests, occurred between the Office of Housing, HUD Generd Counsd, the three generd partners
and the partners separate atorneys. During this time, the project funds were not returned and no
evidence of correct funding of the security deposit account was provided to HUD. Two of the generd
partners said they did not benefit from the unauthorized digtribution of funds. They said the third generd
partner acted as the management agent and controlled all project funds.

Al Bk Our audit objective was to determine whether project officias
Audit Objectives used project funds for purposes other than ressonable
adminidrative fees, operating expenses, necessary repairs and

dlowable digtributions from surplus cash.

2001-KC-1003 Page 1
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Introduction

Audit Scope and
Methodology

2001-KC-1003
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We performed our on-ste work from March through April
2001.

We interviewed HUD program gaff to obtain background
information on the project. We interviewed the project’'s
owners, management agent, and management agent employees
to gan an undedanding of the management agent's
respong bilities and operational processes. We aso interviewed
the owner’s independent certified public accountant to obtain
financid data

To determine whether project officias complied with applicable
laws and regulations, we analyzed HUD project files, personndl
and payroll records, bank statements and cancelled checks,
cash receipts and deposits, check register and invoices. We
aso andyzed the project’ s year-end financia statements for the
periods ended December 31, 1998 and 1999. Further, we
revieved the Regulatory Agreement, Management
Certifications, Management Agreement and Management Plan
governing operation of the project between the management
agent and owners.

The audit covered the period from January 1998 through
December 2000, and was adjusted as necessary. We
conducted the audit in accordance with generaly accepted
government auditing Sandards.
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Finding 1

Metro Did Not Have Adequate Controls To
Ensure It Followed Policies and Procedures

Metro Developers, Inc., (Metro) made payments for other than reasonable operating expenses and
necessary repairs of the project. The management agent, Metro, overcharged the project $8,853 for
payroll services and did not dways follow its HUD approved management plan to dlocate direct
expenses. Additiondly, the management agent did not dways llow its management agreement to
obtain owner approva for expenditures over $1,000. Metro managed numerous rental properties not
insured by HUD and did not dter its private sector management practices to account for the changes
required by its Regulatory Agreement with HUD. As aresult, HUD lacks assurance project officias
conducted business in the most efficient and effective manner. Project funds totding $8,853 were used

for unalowable expenses.

HUD Requirements

Metro's Management Plan
and Agreement

2001-KC-1003
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HUD Handbook 4381.5, REV-2, The Management Agent
Handbook, Chapter 6, Section 4, Financid Compliance,
Section 6.37, ‘Asdgning Management Codsts, dates in
paragraph ¢ (2), "The agent may not impose surcharges or
adminigtrative feesin addition to actual costs.”

The same handbook Section 6.38, Management Costs Charged
To The Projects Operating Account, saysin paragraph a (2) “If
front-line management functions for severa properties are
performed by daff of the agent operating out of a single office,
(b) the agent may not impose surcharges or adminidrative fees
in addition to actud costs.”

Further, Chapter 6, Program Monitoring, Section 4, 6-37
paragraph c (1) says, “Sdaries and fringe benefits of personne
performing front-line duties are prorated among the properties
served in proportion to actua use.”

The HUD approved Owner-Managing Agent Certification plan
says, maintenance persons will be charged to Villa West 1 at
the rate of $10 per hour of work performed at the property.

Metro's Management Plan states in Section 1. Exhibit -1, Part
C.(3), The Managing Agent shall seek gpprova of the Owner
when any expenditure greater than $1,000 is needed for asingle
item with exception of recurring budgeted expenses, emergency

| Exit I
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Finding 1

Metro Overcharged the
Project

Metro Did Not Use Its
Approved Plan

2001-KC-1003
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repairs involving manifest dangers to property or persons or
those required to avoid suspension of any necessary servicesto
the project.

The Management Agreement Section 11.(B.) says, “. . . the
Management Agent shal conduct its management activities in
accordance with the Policies and Procedures st forth in the
Management Plan.”

From 1998 through 2000, Metro charged 25 to 35 percent
over actud payroll expenses for administration of payroll,
payroll taxes, and workers compensation insurance.

Metro managed numerous renta properties not insured by
HUD. Metro routindy charged for payroll services expense at
those properties using aflat rate markup on actua payroll costs.
However, requirements & HUD-insured properties differ
sgnificantly from thosein the private sector. Metro did not ater
its management practices conducted in the pivate sector to
account for the management practices required by the
property's Regulatory Agreement with HUD. HUD dipulates
that only actua costs can be charged for payroll services. Asa
resut, Metro charged the project for unallowable costs.

In 1998 Metro charged a flat 25 percent rate for payroll
adminigration and taxes, and an additiond flat 10 percent rate
for workers compensation insurance premiums. In February
1999, Metro ceased charging the 10 percent for insurance
premiums, but continued charging the 25 percent rate for
adminigration and payroll tax services Metro stopped
charging the 10 percent fee for insurance because of an
independent auditor finding in a 1998 audit report. We
caculated the amount Metro overcharged the property for
payroll services to be $8,853 for the years 1998, 1999, and
2000.

Metro did not accurately charge maintenance payroll expenses
to VillaWest II. Specificaly, Metro used a per unit alocation
method to charge some labor costs between projects when
those cogts should have been charged directly to a specific
project. Metro manages three properties at Villa West
Apartments. Two of the properties are non-HUD related.
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Finding 1

Owner Approvas Were
Not Always Obtained
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In 1998, Metro received HUD’s approvd to charge
maintenance workers wages to the property where the work is
performed. Specifically, the HUD-approved Owner-Managing
Agent Certification plan says that maintenance persons will be
charged to Villa West |l at the rate of $10 per hour of work
performed at the property. However, Metro’s payroll records
indicate it dlocated expenses for dl ongte employess,
including maintenance workers, using an indirect cost dlocation
method.

Metro used the indirect cost alocation procedure because it did
not have a method, such as detailed time sheets, to show where
work was performed. As a result, Villa West 1l was not
following its gpproved management plan and it could be paying
more than necessary for labor costs. Metro did not have a
control to ensure it followed its HUD-approved plan.

Metro did not get owner approval for al expenditures over
$1,000. When Metro's employees received separate invoices
from the same vendor for work performed on the same unit on
the same day, the employees processed the invoices separately.
Most invoices were less than $1,000. However, invoices for
work done by the same vendor on the same unit on the same
day often added to be over $1,000. This occurred on invoices
for floor covering and carpeting and had the effect of bypassng
the requirements in the Management Plan to get owner approval
for al expenditures over $1,000.

We tested 53 transactions for carpet and flooring work from
the Villa West Il General Operating account in 1998, 1999,
and 2000. We found 12 instances where multiple invoices for
carpet and flooring work done in the same unit on the same day
exceeded $1,000. Metro's on-site property manager said she
was not aware the invoices should have been consdered as
one. However, Metro did not have any controls to detect if its
approva procedures were followed. Compliance with owner
approva levels is an important control that ensures funds are
used effectively and for authorized purposes. Asaresult, HUD
and the owners lack assurance funds were gppropriately used.

Page 5
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Finding 1

Auditee Comments

Excerpts from the Presdent of Metro Developers, Inc.
comments are copied below. Appendix B contains the
complete text of the comments and attachments.

1A. Metro Developers, Inc. has rembursed Villa West
Apartments, Phase 2 General Operating Account for
the 1998 — 2001 overages on the payroll expenses.
Metro has adso reimbursed the Operating Account in
the amount of $386.55 for the January and February,
2001 overages.

1B.  Metro Developers, Inc. has reduced the charge for the
payroll reimbursement surcharge to 16 percent and will
monitor these charges quarterly and adjust them as
necessary to insure that the actua costs will be charged.

1C. A revised “Employee Time Sheet” to breakdown
labor costs by property phase will be implemented.
Maintenance Work Orders will be specific about time
and materia's used on each apartment.

1D. Owner gpprovd will be obtaned on dl
expenditures which exceed $1,000.

OIG Evauation of
Auditee Comments

2001-KC-1003
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We have evauated the actions undertaken by Metro and
revised our recommendations as necessary.

The actions Metro has taken and planned should correct the
problems identified if the actions are followed through to
completion.  Although Metro indicates they are ill assessng
the payroll surcharge as a percentage, if they adjust the charges
quarterly to actud then the intent of our recommendetion will be
achieved. Metro's comments only said they will obtain owner
gpprova on al expenditures that exceed $1,000; however,
Metro provided an implementation policy as an attachment.

Page 6
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Finding 1

Recommendations
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We recommend the Director, Office of Multifamily Housng,
Kansas City Hub ensure Metro Developers, Inc.:

1A.

1B.

1C.

1D.

Repaid the VillaWest |1 genera operating account
$8,853 for unauthorized disbursements for payroll
expenses for the years 1998, 1999 and 2000; and
properly calculates and repays al amounts overcharged
to datein 2001.

Edablishes and implements controls to ensure only
actual cogts are charged for payroll services.

Implements the time sheet developed to capture
direct maintenance labor costs by individua apartment
unit.

Implements controls developed to  ensure
employees obtain owner approva for al expenditures
over $1,000.

Page 7
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Management Controls

In planning and performing our audit, we considered the management controls of the management agent,
Metro Developers, Inc., for the VillaWest 11 Apartments to determine our auditing procedures, not to
provide assurance on the controls. Management controls include the plan of organization, methods and
procedures adopted by management to ensure that its goals are met. Management controls include the
processes for planning, organizing, directing, and controlling program operations.  They include the
systems for measuring, reporting, and monitoring program performance.

Reevant Management
Contrals

Sgnificant Weaknesses

2001-KC-1003
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We determined there were no relevant management controls
applicable to our original objectives. However, after thereview
began we identified control wesknesses that contributed to
ingtances of non-compliance with the Management Certification
and the Regulatory Agreement.

As aresut, we evauated the following management controls:

1. Assuring proper dlocations of indirect costs, and
2. Assuring appropriate expenditure of project funds.

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

Based on our review, we bdieve the following items are
sgnificant weeknesses.

Metro did not differentiate its management practices
conducted in the private sector and management
practices required by the property's Regulatory
Agreement with HUD. A control to ensure only actud
payroll cogts are charged to the project does not exist
(SeeFinding 1).

Metro received HUD approva for its proposa that the
maintenance workers wages are charged to the
gpatment phase where the work is performed.
However, Metro’s payroll records indicate it alocated
expenses for dl ongte employees including
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Management Controls

maintenance workers, using an indirect cost dlocation
method. A control to ensure maintenance workers
wages are correctly charged to the project as a direct
cost does not exist (See Finding 1).

Metro did not combine invoices where there were two
invoices for carpet and flooring work done in the same
unit on the same day. Metro did not have any controls
to detect if its approval procedures were being
followed. Compliance with owner gpprovd levelsisan
important control that ensures funds are effectively used
and for authorized purposes (See Finding 1).

2001-KC-1003 Page 9
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Follow Up On Prior Audits

Thisisthefirgt Office of Ingpector Generd audit of the VillaWest 11 Apartmentsin Topeka, Kansas

2001-KC-1003 Page 10
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Appendix A

Schedule of Questioned Costs

Type of Questioned costs

Recommendation Indigible 1/ Unsupported 2/
1A $8,853

=

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

I\

Unsupported costs are costs charged to a HUD-financed or HUD-insured program or activity
and digibility cannot be determined at the time of audit. The costs are not supported by
adequate documentation or there is a need for a legd or adminidrative determination on the
igibility of the cogts. Unsupported costs require a future decison by HUD program officids.
This decison, in addition to obtaining supporting documentation, might involve a legd
interpretation or clarification of Departmental policies and procedures.

2001-KC-1003 Page 11
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Appendix B

Auditee Comments

Feiler Enterprises Ltd.

May 25, 2001
Mr. Roger E. Niesen
District Inspector General for Audit
Kansas City Program Center
Kansas Department of Commerce and Housing
Gateway Tower I, Room 200
400 State Avenue
Kansas City, KS 66101-2406

Dear Mr. Niesen,

In response to your letter of May 11, 2001, Metro Developers, Inc. has taken the following steps the
address the concerned items:

1.A Metro Developers, Inc. has reimbursed Villa West Apartments, Phase 2 General
Operating Account for the 1998 - 2001 overages on the payroll expenses. On May 10,
2001 the reimbursement was for $8,734 in accordance with the audit from Tauber &
Balser. On May 25, 2001 a check for $119 to pay an additional amount for 1998, 1999
and 2000 was deposited in order to conform with the requirements of your letter Metro
has also reimbursed the Operating Account in the amount of $386.55 for the January and
February, 2001 overages. Copies of all checks are attached.

1.B Metro Developers, Inc. has reduced the charge for the payroll reimbursement surcharge to
16%. We will monitor these charges quarterly and adjust as necessary to insure that the
actual costs will be charged.

1.C A revised “Employee Time Sheet” to breakdown labor costs by property phase will be .
implemented. Maintenance Work Orders will be specific about time and materials used on
each apartment. See attached memo from the Property Manager.

1.D  Owner approval will be obtained on all expenditures which exceed $1,000.
Please advise if further action is required.

Yours very truly,
METRO DEVELOPERS, INC.

)

Edwin J. Feiler, Jr.
President

EJFjr/mgp
Enclosures

DAMGPAKANSASS EJF

Feiler Building * 120 Habersham St. « Savannah, GA 31401-3892 « 912 232-6444 « Fax 912 232-1612

2001-KC-1003 Page 12
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Appendix B

METRO DEVELOPERS, INC.
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Appendix B
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Appendix B
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Appendix B

B5/25/2001 14:83  TE5-271-6E2S PocE 82

v
t

APARTMENTS (TES) 273-5253
FAX: (785) 271-6825

MEMUCr: Metro Developers, Inc.
FROM: Villa West Aparimems

Marian Reynokds, Resident Property Manager
RE: HUD Recommendaticns
DATE: May 25, 2001

IC: Recommendmtion: Develops and implenuents procedures to caprure direct
maintenance labor costs by individual apartment.

ACTION: Revised “Empioyee Time Sheei™ to break down labor costs by Phase.
Maintenance Work Orders to be specific about time and materials ived am each
apartrienl (See Aliachment)

ID: Recommendation: Develops and mplements comirols fo ensure erployees
obtain owner approval for all expenditures aver 51,000,

ACTION: No work, per individual vendor, will be orderedcontracted, whick
exceeds 31,000 00 withow! prior owner approvel. All work ordered by a vendar, which
kmnurm‘m 31,000 lirmit will be faxed io Metre Developers, Inc. for
prior owner gpproval. All work by said vendor will be on the same imvoice, dated the
mﬁmwummwmw

Siﬂi! you have any further questions or requirements of me plesse do not besitate

to advise,
Simcerely,
et A
Marian Hevnolds
Residert Property Manager
L7844 5W Villa West Drive + Topeka, Kansas 66614
2001-KC-1003 Page 16
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Appendix B

BS/25/7081 14183 TES-2T1-6E25 P&EE B3

VILLA WEST APARTMENTS Managing Aganl: Meire Developers, inc.

ZT44 SW Villa Wesl Driva 120 Hisbewrsham 5inesl

Topaka, K B8A14 Swvannah, G4 31400

TOS-2TH-5253 TAS-ITT-ANDE Fax P12-232-8444  B12-232-1812 Fax
EMPLOYEE TIME SHEET

Pray WEEK BEGIMMInG: ENDING:

EMPLOYEE NAME:

PROPERTY: VILLA WEST APARTMENTS, 2744 S\ Villa West Drlve, Topaka, K5 65614

5*‘;

HOURS WORKED

e

%y

ot

s
. Mo,

Jb'“& %

K3

Phasss il o ol ;1 il 4] 2 2l a3

m

Tttty

 Thistaciay

| Friday

Sonday

[rotsa

EMPLOYEE SIGMATURE: DATE;

RESIDENT MANAGER SIGNATURE: DATE:
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Appendix C

Distribution Outside of HUD

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

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

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

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

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

Associate Director, Resources, Community, and Economic Development Division,
United States Genera Accounting Office, 441 G Street, NW, Room 2T23,
Washington, DC 20548

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

Director, Office of Federa Housing Enterprise Oversight, 1700 G Street, NW, Room 4011,
Washington, DC 20552

Director, Subcommittee on Crimina Jugtice, Drug Policy and Human Resources, B373 Rayburn
House Office Building, Washington, DC 20515

House Committee on Financid Services, 2129 Rayburn House Office Building,
Washington, DC 20515
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