Date | ssued: Decenber 18, 1996
Audi t - Rel at ed Menor andum
97- SF-207- 1802

TQO C. Raphael Mecham Adm nistrator, Southwest O fice of
Nati ve Anerican Prograns, 9EPI

FROM Gary E Albright, Dstrict Inspector General for Audit,
9ACGA

SUBJECT: Hual apai Housing Authority
Internal Controls Over Monetary Assets and I nventory
Peach Springs, Arizona

| NTRODUCTI ON

W conducted a limted review of the Hual apai Housing Authorit
(HHA) to evaluate its internal controls over nonetary assets

inventory, and rel ated areas. This included a review of the HHA' s
controls over cash recei pts, cash disbursenents, security de posits,
inventory, investrments, genera | accounting, travel and procurenent

which were in effect at the tine of our field work in Septenbe
1996. VW concluded that the HHA's controls over investnents
travel , inventory and procurenent were inadequate. Further, it
controls over general accounting were so deficient that it wa
impossible to determne the status of its prograns. In general
the HHA had adopted policies but not inplenmented procedures tha
provided adequate controls in these areas. W have recomende
that the HHA inpl ement strengthened controls over these areas i
order to protect its assets and inprove its admnistrative an
budgetary control s.

BACKGROUND

At the time of our review the HHA was admni stering 298 housin
units in 11 projects under three prograns as foll ows:

. Low rent program - 135 units
. New nutual hel p program - 53 units
. ad mutual hel p program - 110 units
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Hualapai Housing Authority

In addition, the HHA was admnistering a Conprehensive Gan t
programwi th annual funding of approxinately $1.5 mllion.

The HHA had 10 enpl oyees, incl uding seven adm ni strative enpl oyees

and

three nai ntenance enpl oyees. Its accounting records ar e

maintained by a fee accountant, Wight, Darnell & Rector, P.C :
located in Atlanta, Ceorgi a.

PURPCSE AND METHODOLOGY

The objective of this review was to determ ne whether the HHA S
internal controls over nonetary assets and inventory were ad equat e.
Based upon problens noted while carrying out the review ou r

objective was expanded to include a limted analysis of th e
adequacy of the HHA's controls over travel and procurenent. T o]
acconpl i sh our revi ew objectives we:

I ntervi ewed HHA staff.

Revi ened exi sting HHA policies and procedures relating to ca sh
receipts, cash di sbursenents, i nventory, travel, an d
pr ocur ement .

Tested the inplenentation of the HHA' s adopted policies an d
procedures by review ng sel ected travel charges, procurenent
actions, disbursenments and receipt cycles.

Scanned avai |l abl e accounting records.

Qur reviewwas prinarily limt ed to a testing of in place policies
and procedures at the time of our review However, as part of this
testing, a limted nunber of transactions occurring during th e
period July 1993 through June 1996 were revi ened.

REVI EW RESULTS

The Hual apai Housi ng Authority Needs to Strengthen and Enforce

its Financial and Managenent Control s

The Hual apai Housing Authority (HHA) did not enforce its adopte d
policies or had not devel oped adequate procedures relating t o]
controls over accounting, investnents, procurenent, travel, an d
inventory. As aresult, it has |ost budgetary and admnistrative

control over its prograns and operations; its assets are no t
adequately protected; ineligible travel costs were paid; and it has
no assurance that goods and servi ces were obtained in such a nmanner
as to ensure full and open conpetition and price reasonabl eness

In our opinion, the HHA's failure to adhere to its adopted p olicies
was a result of unfamliarity with the policies, a failure t o]
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devel op procedures to inplenent policies, and intentional di sregard
of procedures by the previous executive director.

The Hual apai Housing Authority is Required to Have Financial and
Managenent Control s

The HHA's contractual responsibilities to HID are set out in it S
Annual Gontributions Contract (ACQ. Section 4 of the ACCr equi res
the HHA to operate its projects in an economc and efficien t
nmanner . In order to do this, appropriate operating policies an d
procedures nust be adopted and inplenented. Additiona |
requirenents relating to general financial and procurenmen t
requirements are contained in 24 GFR Parts 85 and 950. Esse ntially
these regulations require housing authorities (and other federa I
grant recipients) to:

. Establ i sh financi al managenent systens whic h
provi de accurate, current, and conpl ete discl osure
of its operations; effective controls an d

accountability; budgetary controls; procedures for
determnation of cost eligibility; and accountin g
records supported by source docunentati on.

. Adopt and conply with procurenent policies which
at a mnimum ensure full and open conpetition
all procurenent transactions; establish procedures
for inventory control; set out enployee and boar d
menbers standards of conduct and conflict o f
interest provisions; and provi de for inplenentation
of a contract admnistration systemto ensure that
contractors adhere to the terns, conditions, an d
specifications of their contracts.

S -

W noted problens in the HHA's financial and nmanagenent control S
relating to (a) accounting records, (b) procurenent, (c )
investnents, (d) travel and (e) inventory as detail ed bel ow

a. Accounting Records

At the tine of our review, the HHA' s accounti ng records were post ed
only through June 1995. Further, the accounting records for fisca
year ended (FYE) June 30, 1995 were not available until July 1996.
The lack of current accounting records seriously inpacts the HHA' s
ability to admnister its prograns. It is unable to nonitor th
financial progress of its projects and prograns or even conpl et

and nmanage an operating budget. Basically, it lacks th
information needed to effectively and efficiently admnister it
oper ati ons.

n ooo
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The HHA currently uses the services of a fee accountant for posti ng
its accounting (general |edger) records. However, it has no t
submt ted docunents needed by the fee accountant to post th e
accounting records on a tinely basis, i.e. check carbons an d
related invoices, bank statenents, cash receipt records, deposi t
slips, copies of contracts, budgets, etc. For exanple, none of the

docunents needed to post the a ccounting records for FYE ended June
30, 1996 were submtted to the fee accountant until August 1996

The failure to submt needed docunents to the fee accountant wa S
due to staff's unfamliarity with the terns of its fee accountant
contract and the | ack of procedures to identify and pronptly subm t
requi red docunents to the fee accountant.

Conplicating the accounting process is the HHA's attenpt t o]

establish its own on-site accounting system It recently pu r chased
a software accounti ng package and has been attenpting to use |learn
the use of it. However, staff does not currently have th e

expertise or programexperienc e to inplenment the accounting system
to the point that a fee accountant would not be necessary :
Accordingly, the HHA should place primary enphasis on gettin g
needed docunents to its fee ac countant, w th secondary enphasis on
postings to its on-site system

To ensure tinely submttal, the HHA shoul d establish procedure
which provide for a check list detailing docunents needed to b
sent to the fee accountant non thly and assigned responsibility for
ensuring that these docunments are accumul ated and shipped to th e
fee accountant on a tinely basis, such as by the 15th of the next

nont h.

D Wn
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b. Procurenent

The HHA had adopted a conprehensi ve procurenent policy. However,
the policy was not followed. Qur review of procurenent wa S
limted, but we noted nunerous deficiencies including:

. Large procurenents were nade w thout obtaining pric e
quotes, or seal ed bids as appropri ate.

. Subst anti al repair contracts were entered wthou t
appropriate plans and specific ations setting out work to
be done under the contracts.

. Contract "change orders" were entered wthout an
docunentati on show ng what the change order was for, onl vy
that the price of the contract was being raised
Further, change orders were entered into which resulted
in large rehabilitation contracts being increased by up
to 96 percent indicating, at a mninum serious problens
in the procurenent planning process.

. Substantial up-front paynents were nade to contractor S
(up to 100 percent) prior to construction start
Additionally, contract retainage was limted to 2. 5
percent rather than the 5 percent set out in severa |
| arge rehabilitation contracts.

. Small purchases were nade by enployees (and non
enpl oyees) w thout purchase requisitions as called for by
the HHA s poli ci es.

As a result of these deficiencies in the procurenent process :
conpetition was limted and there was no assurance that goods and
services were obtained at the best available price. Further, the

HHA was pl aced at risk of contractors being paid for work bu t never
conpleting it, which happened in at |east one instance. Th e
weaknesses also resulted in the HHA being unable to properl y
monitor rehabilitation contracts because of the lack of detaile d
pl ans and specifications and the paynment for goods and service S

without determnation as to their |egitimacy.

The procuremnent deficiencies identified occurred during the t erm of
the prior executive director. The current HHA admnistration i S
attenpting to strengthen its procurenment process. To b e
successful, it needs to train its enployees in its procurenen t
poli cy; establish vendor lists to assist in the procurenen t
process; and assign one enployee responsibility for its larg e

procurenent activities.

C. | nvest nent s
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The HHA had not adopted investnent policies and procedures whic h
ensured that excess funds were fully invested and i nvestnents and
investnment inconme were controlled and properly accounted for

Specifically, the HHA did not have procedures in place to identify
and i nvest excess funds (inves tmnent policy) nor did it maintain an

i nvestent register to properly account for and control inve stnment s
it did have. Further, its policy for the handling of investnen t
i ncome was inconsistent as on sone investnents, incone was rolled
back into the investnment and i n other instances incone was sent to
the HHA on a nonthly basis. As a result of these deficienci es, the
HHA has no controls over investnents and a significant risk o f
| oss.

In order to properly control its investnments the HHA needs t 0 adopt
and inplenent an investnment policy and establish and maintain a n
investnent register. As part of its investnent policy, investnent
earni ngs should be rolled into the investnment rather than sent to

the HHA Such a procedure will strengthen the HHA's interna I
controls. Additionally, the HHA shoul d ensure that its inve stnents
are adequately insured and col |l aterali zed.

d. Travel

The HHA had adopted travel policies, however its procedures fo r
i npl ement ation of these policies were inadequate to ensure t hat al
enpl oyee travel costs were legitimate and el igible program costs.
Additionally, travel advances were accounted for as a cost rather
than as an advance. In order to ensure adequate control, advances
should be accounted for as such wuntil the travel vouche r
docunenting actual costs is submtted by the enployee an d
pr ocessed.

During our limted review of travel we noted several questionable
travel charges as foll ows:

. O August 22, 1995 the forner Executive Drector was pai d
$213.60 for use of her own vehicle on a trip t o
Al buquer que, New Mexi co. However, based upon othe r
available infornmation, the for ner Executive Drector did
not use her own vehicle for the trip but instead rented
a car which was also paid for by the HHA.  There is n o]
docunentation which indicates that the inproper duplicat e
paynent for the use of a perso nal vehicle was rei nbursed
to the HHA

. The HHA paid $617.84 for the r ental of a vehicle for the
former Executive Drector's si  ster for the period August
11 through 20, 1995. This individual was not a HH A
enployee and there is no docunented reason why the HH A
woul d be responsi bl e for paying her car rental expense.
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The HHA needs to establish strict controls over its approval an d
review of travel and related claimed costs.

e. | nvent

The HHA had devel oped policies but not inplenented procedures t

adequatel y
supplies.
mai nt ai ned

ory

account for and control equipnent and naterials an
Specifically, up to date property records were no
nor were annual inventories taken. Wt hout suc

o Qo

controls the HHA can not protect and control its assets.

AUDI TEE COMVENTS

On Decenber 6, 1996 we received a witten response from th e
Hual apai Housing Authority (HHA) in response to our draft report.

The HHA

expressed agreenment with our draft findings an d
n

recomrendations and detailed steps they are taking or plan o

taking to

nprove their operations. The conplete text of th e HHA' s

comments is included as Attachnent A to this nenorandum

I n order
i nventory,
activities,
oper ati ons,
A
B
C
D.

RECOVMVENDATI ONS

to protect and account for its nonetary assets an d

ensure cost eligibi lity and fairness in its procurenent
and provide for full and current disclosure of it S
we recomend you require the HHA to:

Establish procedures which provide for a check lis t
detailing docunents needed to be sent to the fe e
accountant nonthly and assign responsibility to ensur e
that these docunents are accumul ated and shipped to the
fee accountant on a tinely bas is, such as by the 15th of

t he next nonth;

Train its enployees inits pro curenent policy; establish
vendor lists to assist in the procurenent process; an d
assign one enployee responsibility for its larg e
procurenent activities;

Adopt and inplenent an investnment policy and establis h
and maintain an investnent register. As part of it S
i nvestnent policy, investnment earnings should be rolled

into the investnent rather than sent to the HHA an d
i nvest nent s nmust be adequat el y i nsur ed an d

collaterali zed;

Establish strict review procedures for approving an d
review ng travel requests and clains. Additionally, al
travel advances should be accounted for as such in th e
accounting records;
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E Identify all existing equipnment inventory, establis h
appropriate control records for this equipnent, an d
install procedures for properly recordi ng new equi pnent
purchases and the performance of periodic inventor vy

count s.
* * * *
Wthin 60 days, please furnish us a status report on the cor rective

action taken, the proposed corrective action and the date to b e
completed, or why action is not considered necessary for eac h
recomrendati on. Al so, please furnish us copies of correspondence

or directives issued because of this review

VW have provided a copy of this audit-related nenmorandumto th e
Audi t ee. If you have any questions, please contact ne at (415 )
436- 8101.

Att achnent s: A - Auditee Comments

B - Dstribution
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Attachnment A
AUDI TEE COMMVENTS Page 1 of 2
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Attachnent A
Page 2 of 2
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Attachnent B
Di stribution

Secretary's Representative, 9AS

Adm ni strator, Southwest O fice of Native Amrerican Prograns, 9EPI
State Coordi nator, Phoenix Ofice, 9ES

Admni strative Service Center #3

D rector, Accounting D vision, 9AFF

Gfice of the Conptroller, Texas State Ofice, 6AF

Assistant to the Secretary for Field Managenent, SD

Audit Liaison Oficer, PF

Deputy Assistant Secretary for Native American Prograns, Pl
Associ ate CGeneral Counsel, Ofice of Assisted Housing & GComunity
Devel opnent, CD

Chief Financial Cficer, F

Deputy Chief Financial Oficer for F nance, FF

D rector, Housing & Community Devel opnent |ssue Area,

US GAQ 441 G St. NW Washi ngton, DC 20548

Hual apai Housing Authority
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