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Audit Case Number
99-K C-244-1001

TO:  William B. Rotert, Director, Office of Community Planning and Development, 7AD

FROM: Jose R. Aguirre, District Inspector General for Audit, 7AGA

SUBJECT:  Community Development Block Grant Program
Department of Housing and Community Development
City of Kansas City, Missouri

We have completed our limited review of the Community Development Block Grant (CDBG)
Program administered by the City of Kansas City, Missouri (City). We performed the review to
evauate City monitoring of subrecipient performance and to evauate sdected subrecipients
compliance with rules and regulations. This report contains one finding and recommends the City
improve monitoring to ensure subrecipients comply with Federd requirements. We provided the
auditee a copy of thisreport.

Within 60 days please furnish us, for each recommendation in this report, a status report on:
(2) corrective action taken; (2) proposed corrective action and the date to be completed; or (3) why
action is not necessary. Also, please provide us copies of any correspondence or directives issued
because of the audit.

If you have any questions, please cal me or Ron Hosking, Assistant Disgtrict Inspector Generd for
Audit at (913) 551-5870.
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Executive Summary

We performed a limited review of the City’s CDBG program. The review was not a comprehensve
evauation of dl the activities of the City’s Department of Housing and Community Devel opment.
Rather, the review concentrated on monitoring of subrecipients and the related activities of some
selected subrecipients. Our objectives were to determine whether the City had adequate controls to
ensure that subrecipients carried out activities prescribed in their contract and complied with applicable
Federd requirements.

We found the City made some improvements in its monitoring of subrecipients through changes made
asaresult of HUD's monitoring review last year. Also, the City was in the process of establishing a
new Monitoring Divison to further improve its monitoring efforts by focusng on evauating
performance and compliance of subrecipients.

However, our review showed the City still needs to make further improvements.

Snniiiniiiiiiiiiiiiiiiiiiiiiiiiioi The City did not adequately oversee the performance of the

- Subrecipient:Monitoring: - :: Kansas City Downtown Minority Development Corporation

- Improvements Needed : - - (Corporation) and did not hold the board responsible for
effecting collections of monies loaned. As a result,
businesses receiving loans seldom made the required
payments; loan repayments were not available to make new
loans, and the Corporation is currently due about
$13 million. We recommended the Director, Office of
Community Planning and Development, verify that the City
implements monitoring  procedures and develops,
implements and maintains a loan collection program.

The City did not ensure that the East Meyer Community
Development Corporation complied with contract award
requirements because it did not properly monitor corporation
activities. East Meyer did not have a written contract for a
major sanitary sewer installation. In addition, it did not
properly monitor the contractor's work. As a result,
East Meyer and the contractor are now in dispute over the
propriety of a $157,000 change order. We recommended
that the Director dso verify the City strengthens its
monitoring and provide subrecipients technical assistance on
required Federal contracting requirements.

The City executed contracts with community development
corporations to perform housing activities and included
performance standards that were not met. The City needs
to consider past performance, evaluate reasons for not
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meeting the performance goals, and adjust subsequent
contracts to more realistic goals.

We performed our review from March through July 1998.
We discussed the draft finding with City officials during an
August 8, 1998 exit conference. The City provided written
comments on September 1, 1998 which generally agreed
with the finding and recommendations. The comments are
included in their entirety as Appendix A.
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| ntroduction

The CDBG Program, established by Title | of the Housng and Community Development Act of
1974, provides grants to units of general loca government for development of viable urban
communities. CDBG program objectives are to provide decent housing, suitable living
environments and to expand economic opportunities, primarily for low and moderate income
persons.

The City’s Department of Housing and Community Development administers its CDBG program.
Four divisions report to the Director: administration, planning, small business, and housing.
Department of Housing and Community Development offices and related records are located in
City Hall.

The Department of Housing and Community Development contracts with subrecipients to
perform most CDBG activities. During the most recent program year, the City entered into
43 contracts with subrecipient organizations. Independent public accountants perform annual
audits of the subrecipients.

In 1997, local HUD office monitoring identified weaknesses in the City’s subrecipient monitoring.
The City has since modified its monitoring program.

Our objectives were to determine whether:
I . The City had adequate controls to ensure subrecipient
compliance with HUD regulations.

Subrecipients carried out activities as shown in ther
contracts economicaly, efficiently and effectively.
Subrecipients complied with Federal program
requirements, laws and regulations.

We performed our on-site work from March 1998 through
July 1998. We interviewed HUD and City staff. We also
reviewed 43 contracts, valued at $11.1 million, awarded to
subrecipients during program year 23 (April 1, 1997
through March 31, 1998).

Based on reviews of contract files, we selected five
subrecipients for further study: Old Northeast Community
Development Corporation, the Community Development
Corporation of Kansas City, East Meyer Community
Development Corporation, Kansas City Downtown
Minority Development Corporation, and the Maintenance
Reserve Corporation. While on-site at the community
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development corporations, we reviewed documentation
supporting grant expenditures and activities for compliance
with Federal regulations and the City contracts. We
reviewed and evauated loan collection policies and
procedures of the Kansas City Downtown Minority
Development Corporation and evaluated the need for large
reserves at the Maintenance Reserve Corporation.

Our review generally covered the period from April 1, 1997
through March 31, 1998 and was conducted in accordance
with generally accepted government auditing standards.

We provided a copy of the draft finding to the HUD
program staff and the City on August 17, 1998. The City
provided written comments on September 1, 1998. Their
comments generally agreed with our finding and are
included in their entirety as Appendix A.
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Finding and Recommendations

City Needs to Strengthen Oversight Of
Subrecipients

The City did not adequately oversee the performance of its subrecipients to ensure subrecipients
complied with their contractual requirements or with applicable regulations. In 24CFR570.501 it
states that the grant recipient is responsible for ensuring that CDBG funds are used in accordance
with all program requirements, even if it uses subrecipients to administer the funds. The City is
also responsible for determining the adequacy of performance under subrecipient agreements and
for taking actions when performance problems arise.

As a result, subrecipients have not spent CDBG funds as effectively and efficiently as desired.
More specifically, we found that:

The Kansas City Downtown Minority Development Corporation did not pursue
collections on loans made to businesses.

East Meyer Community Development Corporation did not follow required contracting and
contract monitoring procedures.

The City contracted with community development corporations but did not adjust
subsequent contracts to more realistic goals.

The City did not adequately oversee the performance of the
= Kansas City Downtown Minority Development Corporation
o Col ' (Corporation) and did not hold the governing board
responsible for collecting moneys loaned. As a result,
businesses receiving loans seldom made the required
payments and loan repayments were not available to make
new loans. The corporation was owed about $13 million
from these loans.

DIl The Corporation has been involved in three types of
: : assistance to businesses.  Initidly, the Corporation
administered Urban Development Action Grants to
businesses. Some of these grants generated loan
repayments to the Corporation. The Corporation used loan
repayments as well as CDBG funds to make direct loans to
businesses. The last direct loan was made in 1996. After
that, the Corporation purchased certificates of deposit and
pledged the certificates as security to banks making business
loans. The Corporation recently started a new program
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Finding and Recommendations

with $1 million in State of Missouri economic development
grant funds and used the funds to purchase certificates of
deposits to guarantee new business loans.

Since July 1993, businesses have paid only about $150,000
on the $13 million in outstanding loans. The following table
shows the types of loan assistance and the number of
borrowers making payments since July 1993.

99-KC-244-1001

Sour ce of Number of L oans With Payments
Funds L oans Made Since July, 1993
UDAG 5 1
CDBG 2 0
UDAG 21 8
Repayments

The Corporation has not pursued collections on delinquent
loans. Available documentation at the City and the
Corporation’s attorney showed no collection efforts since
about 1994. The prior efforts were letters from the attorney
to delinquent borrowers. Many loans are likely
uncollectible because the businesses have closed. However,
operating businesses that have not made payments in years,
and the amounts owed, include a shopping center
($2 million), national charity ($355,000), distributorship
($584,000) and mortuary ($85,000).

A Corporation official told us the new board of directorsis
aware of the problem and intends to pursue collections.

The City should develop and implement a monitoring plan
that would help ensure the Corporation takes appropriate
efforts to collect on the [oans.

The City did not ensure that East Meyer Community
Development Corporation complied with contract award
requirements because it did not properly monitor corporation
activities. East Meyer did not have a written contract for a
major sanitary sewer installation. In addition, it did not
properly monitor the contractor's work. As a result,
East Meyer and the contractor are now in dispute over the
propriety of a $157,000 change order.
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Finding and Recommendations

Federal regulations (24CFR84.84) require a contract which
defines a sound and complete agreement and requires that a
system be maintained to ensure contractor compliance with
contract terms, conditions and specifications.

East Meyer solicited bids for the sewer project by
telephone, but did not document the firms contacted. Two
firms responded; the low bid, $63,709, stated “All rock
excavation will be extra” East Meyer awarded the job
based on this bid but did not prepare a written contract.

The scope of work was based on plans prepared by an
engineering firm. These plans did not anticipate any rock
excavation. After contractor selection, East Meyer hired a
geological engineering firm to conduct site tests and
determine rock content. The tests showed a moderate
amount of rock would be encountered during excavation.
Despite these results, East Meyer did not prepare a written
contract addressing the rock problem.

After construction started, the contractor notified
East Meyer it encountered rock during excavation. When
East Meyer's engineering firm first visited the job site, much
of the work was complete and most of the trench had been
back filled. Later, the contractor submitted a $157,081
change order for rock excavation.

The engineers believed far more rock was encountered than
anticipated by their geologica testing. However, they did
not agree with the contractor’s method of calculating the
change order amount. The absence of contract terms
specifying an acceptable method for calculating change
order amounts has made it difficult to resolve the dispute.

The City official responsible for monitoring East Meyer
reviews their contracting efforts once a year but did not
review the sanitary sewer contract.

The City needs to improve technica assistance and
monitoring to ensure subrecipients become aware of and
implement applicable procurement regulations.

The City executed contracts with community development
corporations to perform housing activities and included
performance goals that were not met. When executing
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Finding and Recommendations

subsequent contracts, the City did not take into
consideration the reasons for unmet goals and did not adjust
subsequent contracts to be more redlistic. The City needs to
consider past performance when renewing contracts with
community development corporations.

Each year the City enters into a contract with each
community development corporation to pay program
administrative costs. These contracts contain services to be
performed as well as performance standards.

We compared new single family homes built or rehabilitated
during the program year ended May 31, 1998 with
performance standards in the contracts at three community
development corporations: Old Northeast, East Meyer and
the Community Development Corporation of Kansas City.
Progress reports submitted by these corporations showed
none of them would complete the number of homes in their
contracts. For example, the Community Development
Corporation of Kansas City was to complete and sell eight
homes during the recently completed contract period. The
Corporation had five homes under construction but had not
sold any during the period.

Community Development Corporation staff attributed
shortfalls to the time it takes to get construction financing
approved, staff turnover, contractors not completing work
timely, and lack of citizen interest. City monitoring reports
disclosed this problem and recognized reasons for not
achieving contract goals. However, the City did not
consider past performance or current construction
impediments when devel oping goals for subsequent periods.

We believe the City should evaluate the justifications for
goals not met and adjust subsequent contracts to more
realistic goals.

Auditee Comments

99-KC-244-1001

The City agreed with our recommendation that they need
better collection efforts a the Downtown Minority
Development Corporation.  Also, the City said procedures
have been implemented to provide additiona technical
contracting assstance and oversight to subrecipients.

However, the City bdieves tha in reviewing annud
performance and awarding subsequent contracts, it does review
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Finding and Recommendations

OIG Evaluation of
Auditee Comments

Recommendations

We recommend that you:

1A.

1B.

1C.

the performance of each organization and makes adjustments
accordingly.

The City needs to improve annud performance reviews and
make agppropriate adjustments to subsequent contracts.  For
example, during Program Year 22, the Community
Development Corporation of Kansas City was required to
begin congruction of seven sngle family homes. The
Corporation started construction on two homes. In pite of
this performance, their Program Year 23 contract was
increased, caling for the congruction and sde of eight single
family homes.

Verify City implementation of monitoring procedures that will help
ensure the Kansas City Downtown Minority Development
Corporation develops, implements and maintains a loan collection
program. This program should provide for writing off loans
determined to be uncollectible.

Verify the City has strengthened its monitoring procedures and
provided technical assistance to subrecipients on required Federal
contracting requirements.

Require that the City: consider subrecipient performance when
awarding new contracts, evaluate reasons for not meeting
performance goals, and, if warranted, adjust subsequent contracts
to more redlistic goals.
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Management Controls

In planning and performing our audit, we consdered the City's management controls in order 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 its gods
ae met Management controls mclude the processes for plannlng organlzmg dlrectlng and

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

Controls over compliance with laws and regulations .
Controls over safeguarding resources.
Controls over subrecipient program operations.

We assessed dll of the relevant controls identified above.

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

Based on our review, we believe the City’s monitoring of
subrecipientsis a sgnificant control weakness (see Finding).
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Follow Up On Prior Audits

The most recent financid audit covering the City's CDBG Program was for the year ended April 30,
1997. That report contained eight findings. Only one finding, dedling with controls over receipt of
subrecipient audit reports, pertained to our audit objectives. The City has since implemented
procedures to verify receipt of subrecipient audit reports.

The most recent OIG audit report was issued in February 1991. That review examined City and
subrecipient handling of CDBG program income. The report identified significant problems with
the City’s handling of program income. Since our current audit objectives did not address
program income, we did not follow up on the deficiencies cited in the 1991 audit.
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Appendix A

Auditee Comments

Department of Housing and
Community Development

it Foser, Aoy Halk
414 East [ 2th S
Kansas Ly, Mi R P 180 Lrs-doli

Septamber 1, 1968

Wi Jose A Aguirre
District Inspecior General tor Audit
Dapartment of Housing and Urbarn

Devealopmeant

400 State Avenue
Kensas City, Kansas 66107

Diear Mr. Aguirre:

The City of Kansas City, Missour has reviewed the repait conceming findings on three activities
of those reviewed by your staff and has prepared the following responss:

East Meyer Community Development Corporation

1.

The City agrees that East Meyer Community Development Corporation did not have a
complete contractual agreament in place for the awarding of a sanitary sewer project,
out rather accepted the work reguirements as wiitten in the successful bid.  As a result
when exira axcavation costs ware incurred because of the discovery of rock, a dispute
over the costs arose betweesn East Meyer and the Contractor.  This dispute s in
negolialion petwaen the two parties. 1t is important to nate that no public funds (COBG
ar other City funds) have been spent or commitied to any additional cost thar might
result trom this dispute. The City became awara of thig situation after the additional
‘work was authorized by East Meyer and completed by the Contractar,  The City agrees
that additional technical assistance and monitoring of public improvement projects
procurad by subrecipients is indicated in this instance, and procedures to implement this
additional leval of oversight are now in place.

I el i

Procurement Documentation

The report states that adequate documentation was not avadabie for the
selection of a housing contractor, as well as copies of purchase documents for
three building sites. We concur that adhsrence fo procurement and recordation
procedures are essential, and have incorporated review of these items in our
monitoring procedures,

Completion of Contract Activities

The report indicates that CDC did not mest cerlain contract goals, most notably
construction of single family homes. The contract objective was 8 and 5 wera
under construction during the contract period, with the remainder still in pre-
canstruction phaging. Alsc several raferral and report requirements did not maet
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Auditee Comments

B

W——

O ——

Mr. Aguliie
September 1, 1998

Page 2

the stated objectives. The report also recognized that CDC staff turnover
contributed to these conditions, and that the monitoring reports maintained by the
City documented these conditions. In reviewing annual performance and
awarding subsequent contracts, the City does review the performance of sach
organization and make adjustments accordingly, which can affect cost allocation
andfor perdormance objectives,

Cast Allocation

The report points oul thal the Community Development Corporation deoes not
have an indirect cost allocation system, but the review believed that the
Corporation incurred sulficient administrative costs to support the amount of
CDBG funds reimbursed by the City. We have instructed CDC to add the
additional breakdown of employee's time spent fo the payroll records to
document this racond.

THOWNTOWN MINORITY DEVELOPMENT CORPORATION

While we concur with the basic recommendation that the DMOC davelop and
implement a loan collection program and believe that in fact, this is baing done
by the curent Board of Directors, the overall record of loans and businasses
assisted shouid be evaluated in the comtext of the omganization's established
purpcse.  DMDC was formed in 1978, primarily as a lending and underwriting
venicle 1o leverage private funds in conjunclion with the federal Urban
Development Action Grant (UDAG) program to creale business and employment
cpportunities for low income and minarity persons in Kansas City, with emphasis
upon the Central Business District ana vieinity.

As the City obtained UDAG funds from the Department of Housing and Urban
Development, it ulilzed the OMDC as the public lender of last resort to fill the
"UDAG gap® in conjunction with private funds to assist major development
projects, including & downtown hotel (Allis Plaza/Masmiott), and & multi-phased
mixed income housing development in the downtown area {Guality Hill - Phases
| and & I}, LUDAG funds were utlized to fund the *non-economic” partion of
development projects, which would not otharwise have been feasible.  While
return of UDAG leans was a secondary objdotve, in order that revolved funds
could assist other businesses, the primary objective was to stimulate majer
development and employment within the downtown CBD loop and environs.

Three active UDAG loans (Allis Plaza/Masriott, Rivergate, and Quality Hill) are
current based ugon the loan terms. Two of these are performance based keyed
to net raturn on income.  While several of the other projects were not financially
succassiul for the individual developer, and subsequently ware taken back by the
first position lender, aach project has made a significant contribution to downtown
employment, tax base, and environment. Maore than 5150 miflion of private funds
weara |everaged, with over 850 jobs created and 240 housing units constructed as
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Mr. Aguime
Page 3

Septemper 1, 1908

a result of these UDAG loans. In several cases involving foreclosure, the Ciy,
although not in a first position, has recelved funds as settlement, which have
feen reprogrammed for small business lending by OMDC.

It should be noted that consistent with the ariginal charier of DMDC, it has
provided loans to minodty business wventures with UDAG loan repayments,
independcent from the City.. Besides the UDAG projects, the scle contractual
ralationship between the City and DMDC up to 1897 involved annual audits of
the Corperation.  Independent audits were conducted annually as part of the
City's annual audit program. Since 1997, the City has a formal agresmant with
DMEC for implernentation of the State's Urban Enterprise Loan Program, which
does not involve tederal funds.  Prior to administering the UEL funds, a new
Board of Directors ware appointed to DMDC, who have retained the service of
First Business Bank 1o provide loan underwriting for small business loans. The
new board has also been in discussions with professional collection agencies fo
pursue the collection of delinguent andfor defaulted loans.

We appreciate having the response included in your final report.
Sincerely,
S L
Atfs T
it

,—‘-""’ Jamég M, Vaughn
Director

JMV/plh
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Appendix B

Distribution

Secretary’ s Representative, 7AS

CPD Specia Advisor Controller-DOT (Rm. 7228)

Director, Office of Community Planning and Development, 7AD
Director, Administrative Service Center, 7AAR

Assistant to the Deputy Secretary for Field Management, SDF (Rm. 7106)
Management Analyst, 6AFI (3)

Director Field Accounting Center 6AFA

FHA Comptroller, HF (Room 5132)

Associate General Counsel, CD (Room 8162)

Acquisitions Librarian, Library, AS (Room 8141)

Chief Financial Officer, F (Rm. 10164) (2)

Deputy Chief Financial Officer for Finance, FF (Rm. 10164) (2)
AIlG, Office of Audit, GA (Rm. 8286)

Deputy AlIG, Office of Audit, GA (Rm. 8286)

Director, Program Research and Planning Division, GAP (Rm. 8180)
Director, Financial Audits Division, GAF (Rm. 8286)

Central Records, GF (Rm. 8266) (4)

Semi-Annual Report Coordinator, GF (Rm. 8254)

Counsel to the Inspector General, GC (Rm. 8260)

OIG Webmanager

Inspector General, G (Rm. 8286)

Public Affairs Officer, G (Rm. 8286)

Deputy Assistant to the Secretary for Labor Relations, SLD (Rm. 7118)
Director, Office of Budget, FO (Room 3270)

Deputy Assistant Secretary for Operations, HO (Rm. 9138)

Director, Housing and Community Development Issue Area
Attention: Judy England-Joseph

U. S.GAO

441 G Street, NW - Room 2474

Washington, D. C. 20548

Director, HUD Enforcement Center
1240 Maryland Ave., Suite 200
Washington, D.C. 20024

The Honorable John Glenn
Ranking Member, Committee on Governmenta Affairs
United States Senate; Washington, D. C. 20515-4305

The Honorable Fred Thompson

Chairman, Committee on Governmental Affairs
United States Senate; Washington, D. C. 20515-4305
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Distribution

Mr. Pete Sessions
Government Reform and Oversight Committee
Congress of The United States; House of Representatives, Washington, D. C. 20510-6250

Ms. Cindy Sprunger
Subcommittee on Oversight and Investigations
Room 212, O’ Neil House Office Building; Washington, D. C. 20515

Honorable Dan Burton
Chairman; Committee on Government Reform and Oversight
House of Representatives; Washington, D. C. 20515-614

Department of Housing and Community Development

414 East 12" Street
Kansas City, Missouri 64106

99-KC-244-1001 Page 18



