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SUBJECT:  The Chicago Housing Authority, Chicago, IL, Did Not Always Make Payments for
Outside Legal Services in Compliance With Requirements

INTRODUCTION

We conducted a review of the Chicago Housing Authority’s payments for outside legal services
in conjunction with an ongoing internal audit of the U.S. Department of Housing and Urban
Development’s (HUD) oversight of public housing agencies’ expenditures for outside legal
services. Our review objective was to determine whether the Authority made payments for
outside legal services in compliance with applicable requirements.

METHODOLOGY AND SCOPE

The Authority was one of three Moving to Work housing authorities we selected for review as
part of our ongoing internal audit. To accomplish our review objective, we identified payments
that the Authority made from October 1, 2007, through September 30, 2012, for outside legal
expenses. We determined that the Authority incurred outside legal expenses in two ways. It
made payments directly to outside law firms for services rendered, which we classified as direct
payments. It also authorized private property management firms to make payments on its behalf
for outside legal services. We classified those payments as indirect payments.

We determined that the Authority made $2.1 million in direct payments related to 503 invoices
and $5.4 million in indirect payments related to 10,038 invoices for outside legal services during
the review period. We statistically selected 81 sample invoices totaling $774,601 for the direct
payments and 110 sample invoices totaling $141,475 for the indirect payments. We requested
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the Authority provide the documentation supporting its payment of the sample invoices. In
addition, we obtained and reviewed the following:

e Relevant HUD regulations and requirements.

¢ Invoices, canceled checks, contracts, and purchase orders related to direct
payments that the Authority made to 12 outside law firms.

e Invoices, canceled checks, contracts, purchase orders, general journal entries, and
general ledger entries related to indirect payments made on behalf of the
Authority by property management firms to 11 outside law firms.

e The Authority’s record retention policy, private property management procedural
manual, and private property management financial policy manual.

e The Authority’s Moving to Work agreement and its administrative plans with
Moving to Work certifications.

We also held discussions with HUD program officials and Authority officials.

We used statistical sampling procedures to estimate the potential unsupported payments related
to the universes for direct and indirect payments based on issues identified.

Our review covered transactions and events that occurred during the period October 1, 2007,
through September 30, 2012. This was a limited scope review. Therefore, it was not performed
in accordance with generally accepted government auditing standards.

BACKGROUND

The U.S. Housing Act of 1937, as amended, initiated the Nation’s public housing program. That
same year, the City of Chicago established the Chicago Housing Authority under Illinois laws to
provide decent, safe, and sanitary housing. The Authority’s main administrative office is located
at 60 East VVan Buren Street, Chicago, IL. The Authority is governed by a 10-member board of
commissioners. The board is responsible for overseeing the Authority’s operations as well as the
review and approval of its policies. The Authority is the Nation’s third largest public housing
authority and owns and operates approximately 21,200 public housing units. The Authority’s
chief executive officer is appointed by the mayor and is responsible for supervising and
managing all of the Authority’s operations, programs and activities.

The Authority is a participant in HUD’s Moving to Work Demonstration program. In 1996,
Congress authorized the Moving to Work Demonstration program as a HUD demonstration
program. This program allowed certain housing authorities to design and test ways to promote
self-sufficiency among assisted families, achieve programmatic efficiency, reduce costs, and
increase housing choices for low-income households. Congress exempted participating housing
authorities from much of the United States Housing Act of 1937 and associated regulations as
outlined in the Moving to Work agreements. Participating housing authorities have considerable



flexibility in determining how to use Federal funds. In February 2000, the Authority signed its
Moving to Work agreement with HUD and was accepted into the program. In June 2008, HUD
entered into a new 10-year Moving to Work agreement with the Authority. The new agreement
expires in December 2018. The Authority’s fiscal year begins on January 1.

RESULTS OF REVIEW

The Authority did not always make payments for outside legal services in compliance with
applicable requirements. It paid for legal services that were not within contract terms and did not
always maintain adequate documentation to support payments for legal services. These
problems occurred because the Authority lacked controls to ensure that it adequately verified
invoices before payment and followed Federal requirements, contract terms, and its own internal
record retention policies. As a result, it made $503,744 in unsupported payments for outside
legal services. The unsupported payments included $362,549 in direct payments (see appendix
C for details) and $141,195 in indirect payments.

The Authority Paid for Legal Services That Were Not Billed in Accordance With Contract
Terms

The Authority made $259,596 in direct payments for legal services that were not billed in
accordance with contract terms. It paid for services rendered by unapproved personnel and
services based on block billing, general billing descriptions, and unbillable charges that were
explicitly prohibited. Regulations at Office of Management and Budget Circular A-133, subpart
C.300(c), required the Authority to comply with laws, regulations, and the provisions of
contracts or grant agreements related to each of its Federal programs. Regulations at 24 CFR
(Code of Federal Regulations) 85.36 required the Authority to ensure that contractors performed
in accordance with the terms, conditions and specifications of their contracts. Also, the
Authority’s outside billing guidelines, which were part of each individual contract, indicated that
law firms would be paid only for allowable and reasonable expenses and that the Authority
would not pay for certain expenses, such as, intraoffice conferences, duplication of legal services
by multiple staff, and improper billing of professionals’ time. The Authority lacked controls to
ensure that it adequately verified invoices before payment and followed Federal requirements
and contract terms and as a result, made $259,596 in direct payments for legal services that were
not billed in accordance with the contract. The following paragraphs provide details.

The Authority Paid for Legal Services That Were Performed by Unapproved Personnel

According to article 2, section 2.03, of the contractual agreement between the Authority and
outside law firms, key personnel needed to be approved by the Authority’s Office of General
Counsel before performing legal services, and the Authority would not pay for legal services
performed by personnel who were neither listed in the contract nor approved by its Office of
General Counsel. However, of the 81 invoices associated with direct payments reviewed, 37
totaling $159,985 reflected legal services performed by unapproved personnel. The Authority
stated that it could not always comply with the contracts because it did not always know what
personnel would be available to perform legal services. However, as a result of our review, the
Authority stated that it would include a provision in future contracts to require any personnel not



listed in the contract to be added to a task order before performing legal work. To resolve this
issue, the Authority needs to provide additional documentation to HUD to support the payments
totaling $159,985 or repay applicable programs for any costs that it cannot support.

The Authority Paid for Legal Services Based on General Descriptions of Services

The Authority’s outside billing guidelines stated that the use of vague or generally described
activities on an invoice was unacceptable and would not be compensated. However, we
identified 24 invoices totaling $55,669 that reflected general descriptions of services. The
general descriptions included line items such as “setting up meeting” or general discussions that
lacked detail. A sample excerpt from an invoice reflecting general descriptions of services
performed is shown in appendix F. To resolve this issue, the Authority needs to provide
additional information and documentation to HUD to support the payments totaling $55,669 or
repay applicable programs for any costs that it cannot support.

The Authority Paid for Unbillable Charges

The Authority’s outside billing guidelines stated that it would not pay for certain expenses, such
as intraoffice conferences, duplication of legal services by multiple staff, and improper billing
for professionals’ time. However, we identified eight invoices totaling $32,429 that reflected
charges for intraoffice conferences, duplication of services by multiple staff, legal services
without required advance approval, and improperly billed legal services due to incorrect billing
rates. A sample excerpt from an invoice reflecting an unbillable charge for intraoffice
conferences is shown in appendix D. To resolve this issue, the Authority needs to provide
additional documentation to HUD to support the payments totaling $32,429 or repay applicable
programs for any costs that it cannot support.

The Authority Paid for Legal Services Based on Prohibited Block Billing

Contrary to its contract terms, the Authority made payments for invoices that reflected block-
billed entries. The Authority’s outside billing guidelines stated that it would not pay for
“blocked time entries,” which include a single time charge for multiple activities. However, we
identified 15 invoices totaling $11,513 that reflected block-billed time entries. This type of
billing does not identify the nature of the work performed; therefore, it was impossible to
identify how much time was spent on an activity to determine the reasonableness, necessity, and
accuracy of the work performed. A sample excerpt from an invoice reflecting block billing is
shown in appendix E. To resolve this issue, the Authority needs to provide additional
information and documentation to HUD to support the payments totaling $11,513 or repay
applicable programs for any costs that it cannot support.

The Authority Did Not Provide Adequate Support for Payments for Qutside Legal Services

The Authority failed to provide adequate documentation to support about $102,953 in direct
payments it made for outside legal services. It could not demonstrate that the legal services
invoiced and related payments it made were in accordance with contract terms and HUD
requirements. Regulations at 2 CFR Part 225, appendix (C)(1)(j), state that to be allowable



under Federal awards, costs must be adequately documented. However, the Authority failed to
adequately support its expenditures for outside legal services with the appropriate
documentation. The Authority provided some supporting documents for its expenditures;
however, the documentation lacked one or more of the following elements required by the
respective contracts:

Prior approval of the use of consultants,

Prior approval for legal research hours and cost,

Prior approval from HUD for service extension,

Prior approval for deposition costs and supporting documentation for costs,

Charges for time spent making telephone calls and on correspondence to copy services
providers,

e Support for copy expenses, and
e Support for payment approvals.

To resolve these issues, the Authority needs to provide additional documentation to HUD to
support the payments totaling $102,953 or repay applicable programs for any costs that it cannot
support.

The Authority Failed To Maintain Source Documentation for Its Indirect Payments for
Outside Legal Services

The Authority could not provide source documentation for $141,195 in indirect payments it
made for outside legal services. Under its Moving to Work certifications, the Authority certified
that it would comply with regulations at 24 CFR 85.20(b), which state that accounting records
must be adequately supported by source documentation, such as canceled checks, paid bills,
contracts, and subgrant award documents. However, the Authority generally could not provide
complete documentation, including contracts, purchase orders, checks, and other financial
records, for the indirect payments sample, consisting of 110 payments totaling $141,475. It
provided only 80 invoices, 1 contract related to 7 invoices, and 41 purchase orders. Only two
sample payments totaling $280 were completely supported. Because it failed to provide
complete documentation for almost all the sample items, we could not determine whether the
$141,195 that the Authority spent was for allowable and reasonable expenses.

The Authority’s record retention policy required that contracts and agreements be maintained for
12 years and paid bills, invoices, canceled checks, and check registers be maintained for 9 years.
However, the Authority stated that it did not have the documentation we requested because it had
stopped doing business with most of the property management firms that made the payments for
legal services on its behalf. The Authority lacked controls to ensure that it complied with its
record retention policy when it stopped doing business with property management firms. As a
result of our review, the Authority planned to begin monitoring litigation performed on its behalf
by property management firms. The Authority also planned to switch from outside to in-house
counsel for litigation related to evictions.



To resolve this issue, the Authority needs to provide additional documentation to HUD to
support the payments totaling $141,195 or repay applicable programs for any costs that it cannot
support.

Conclusion

The Authority did not always make payments for outside legal services in compliance with
applicable requirements. It lacked controls to ensure that it adequately verified invoices before
payment and followed Federal requirements, contract terms, and its own record retention
policies. As a result, it made unsupported payments totaling $503,744 for outside legal services.

Based on our results, we estimated that at least $924,085 of the $2.1 million of the Authority’s
direct payments for outside legal services could be unsupported. Also, we estimated that at least
$4.9 million of the $5.4 million of the Authority’s indirect payments for outside legal services
could be unsupported.

RECOMMENDATIONS

We recommend that the Director of HUD’s Chicago Office of Public Housing require the
Authority to

1A.  Provide documentation to support the $503,744 in unsupported payments
identified by the review or reimburse the applicable programs from non-Federal
funds for any costs that it cannot support.

1B.  Develop and implement controls to ensure that invoices for legal services are
adequately verified and ensure that its payments for outside legal services are
made in accordance with the terms of the related contracts and other applicable
requirements.



APPENDIXES

Appendix A
SCHEDULE OF QUESTIONED COSTS

Recommendation number Unsupported 1/

1A $503,744

1/ 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 the 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.



Appendix B
AUDITEE COMMENTS AND OIG’S EVALUATION

Ref to OIG Evaluation Auditee Comments
|'.l March, 27, 2015
Mr. Dravid E. i
c H A Regiomnal Inspector General for Audit
CHICAGO HOUSING  HUD Office of the Inspectar General
LETHC RN Philadelphia Regional Office
U5, Department of Housing and Urban Development
Office of the Inspector General
p LTS
Re:  Draft Audit Memornndum No. 201 5-PH-180X (“Draft
Ry R Memoranduam™)
i Cosel
0, el il i Deesr Mr Ihsp:r-:twi:z:
s . Miarhorenie.
"-"".'fm m‘?ﬂm'ﬁﬂlﬁﬁﬂmlﬂm“m 1%, 2015 exit conference
Rodrigo 4. call discussion of the above referenced Draft Memorandum with respect to
e recommendations and findings of the U5, Department of Housing and

Urban Development (“HUD™) Office of the Inspector General (“01G™) in
its audit of payments by the Chicago Housing Authority’s (“CHA™) for
A outside counse] legal services during the period of October 1, 2007 through
Wit & Marsium September 30, 2002 (“Audit Period”). As indicated in the call, this lemer
containg our writlen comments o the Dvaft Memorandum, including
elabortion of comments made during the call.

As partially done in your Draft Memorandum, we would clearly distinguish
those payments made directly by the CHA Office of the General Counsel
(OGC™) 1o law firms procured by, contracted with and managed by the
CHaA OGC; and those identified as “indirect payments" which wers made
Comment 1 by the CHA"s Privite Property Managers (“PPMs™) to law firms retained
by the PPMs, as indcpendent contractors under their property management
contracts with the CHA. The OGC's and PPM's clearly procure and
manage outside counsel legal services separately and the audii request
ite di . Therefore, the analysis of these functions
should be separate and distinet and the recommendations shoald follow suit
and clearly delineate between direct and indirect payments,

However, in somme stalements in the Draft Memorandum, the OIG lumps the
Comment 1 direct and indirect payment transactions together, despite the fact that there
are clear differences in the audit results of the docuseniation supplied, and
Comment 2 management and controls in place for the two functions. Substantially all

of the requested documentation for the invoices, contracts, purchase orders,
task orders, payments and supporting documeniation for payments made
Comment 3 directly by the OGC was supplied. While we acknowledge that there were

a_ﬁwmb@wmmﬂdﬂmﬁﬁmmdﬂtmmmm
N :mpwz with HUD OIG the need for certain additional supporting




Comment 4

Comment 5

Comments 4
and 6

mmmmmmmmmMmmmemMy
with the indirect payments. Some of these issues had been identified by the CHA prior 1o this
audit. The PPMs ot a point subsequent to the Audii Period have been required to enter order,
invoice and payment documents in the CHA electronic property management system, Moreover,
legal services for evietions which comprised o substantial portion of the PPM's requested legal
!ﬂn‘im|'|.|'|-':bmhﬂummﬂfhhﬂﬁuﬁnmmﬂuﬂsimzﬂllmﬁﬂ'sﬂﬁu
of the CGenernl Counsel is now handling most evictions and has increase its staf¥ from a fwo
pﬂmnnﬁofmmywpuﬂm]maMeammynmdnmﬂqﬂ_

We will first address the comments nnd recommendations for the disect payment function, which
15 under OGC management. Most of the findings with respect to direct payments relsted 1o the
auditor’s interpretation of the CHA contracts for outside counsel legal service, the Legal Services
Agreements (“LEA"), including the billing guidelines. Findings involve approval of law firm
personnel, consultanis, research, and depositions, intrs-office conferences, gencral, vague
description of services, block billing and unbillable items {eg. Intrn office conferences, incormect
billing rates). These will be generally addressed herein with some specific examples.

The OGC does not lack control but has controls in place for to the payment of legal services. A
CHA in house attomey (“Dresignated Coniect”) acts ns the point of contact for each matter and
r:uimmhinwiuﬁumumﬁmfurmcmuﬂnppmm&ummmb-upan. The
invoice payment also requires the approval of the CHA General Counsel, Prior 1o the
Deesignated Contact review, an invedce may be retumed to a law firm by OGCs Management
Analyst, if the proper format or general billing guidelines obwiously had not been followed.

We do not believe there is an applicable regulsiory requirement or cost principles that require
muimividlmpmnmmadbyﬂwfmmperfmnsmliueglnﬂ:rnmnm:mu;:bepr:-
approved by the CHA.

Accordingly, CHA disputes the proposed finding thar 159,985 was inappropriately spent on
services performed by unapproved personnel. Conatracts vary to the extend, if any, thar any
approval of vendor personnel is required. [n fact, the inclusion of sech controls is very carefully
considered to avoid undermining the vendar's independent contractor siatus and, in the case of
for professional services such s legal services, professional lability.

Fil':t.a.llp:rmm:lHnlawﬁnumrﬂngn.uapmiwlﬂ'mm,hﬁﬂ.w by CHA
through the review and approval of invoices. With respect 1o the approval of personnel handling
marmhl.s.&ljmamrneysM,Mmmm]smmwdnwu“ﬂnﬂﬁﬁmm
pumumlmmﬂmﬁmdmﬂm]dﬂlb:ﬂd@dmpmﬁd:hgﬂufﬁmmﬂnﬂﬁ:ﬂmm
without the express consent of the Office of the General Counsel, The CHA will not pay for any
legal services performed by Legal Counsel’s personnel who are meither listed herein nor
subsequently approved by the Office of the General Counsel =

mHningnflhcpuwulinm:nrigiullyemuwdmhuIimimim for &t the time of the
contracting, the specific matters are mot known and may require additional manpower o
particular expertise or experience. Further, over the term of the LA, generally af least throe
}uﬂtﬂunﬁlhga.lnﬂlnmsig:ﬂdﬁngdmmﬂodnmnmlﬁad.dnlawﬁmu
organizational staffing will probably change. Given the potential dynamics of a mitter, staffing
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Comment 7

Comment 8

and changes, are discussed with the Designated Contact, wha in practice checks personnel billed
when reviewing the invoices, avoiding the administrative burdens of additional steps to modior

Prior to this audit, the OGC sought to improve monitoring staffing by requiring the law firms
tor lisi attorneys 1o be assigned 1o that matter in the task order for the matter. However, CHA
dmmmmmmhmtmm-mmmwwmmmm
render inappropriate work performed by personnel added Inter. However, in any event, there
will still be instances where additional stafT may be needed for capacity or for specific expertise
of experience in the immediacy of handling a master including coverage of legal proceedings,
when eonflicting schedule arise.

Morcover, given the desire to rely upon law finms' professional responsibility for a matier, the
Ilwﬁn:u'nlll:l.nm:m]mlnmnﬁngmmmhmﬁmmmﬂlimmwr
liability for any problems with the service provided. It is the law firm itself, pet individual
allomeys, which are procured, contracted, and which provide professional linbility bsurmnce,

T‘h¢mqmnmmljslpmicipmingmﬁmlm:ﬂuﬂnrﬂnmmmﬂmmhpm
HH:iHrymviaimxhutahﬂsinomujlnnhel:wﬁmsmddmmtﬂh{)ﬁcmhinm:
bt interest of the CHA io continue to assign work to the law firm. The intent is also to inoent
the firm t proactively manage siaffing with the Designated Contact of risk not being paid.
Amm&mﬂwuﬂnmr,mmmmm:mhmm:mmmu
approval of such personnel at the risk of thelr work being deemed unauthorized.

Tﬂh]ﬂdb!ﬂﬁ!pl“ﬁmwuebwdmmbuﬂ]ﬂuC’HA.mdlh:hwﬂn'n:ahili.lyln
adequately represent the CHA's interests in critical legal matters.

hstﬂlufdrwkspcdﬁmtyuuﬁrwdhyﬂnmdiminﬂmumrymwmtﬂm
ultimately was approved by CHA and was critical to the defense of its interests,

\flgm.gumsldmﬂpﬁnugmmllymmbemuid:odinﬂnmunarmmmm
ﬂlm-:mricainlheimuhuu.Wzmmmdiuwuimmcmdimrsmmci:deumm&mu
1o what is acoeptsble description for particular matters,

You have listed five invoices for a firm in the amount of $38280 45 an unaccepiably vague
description.  As we have indicated, we do not belicve thess descriptions 1o be vague and have
explained, “These are for & major mixed finance transaction involving muliiple parties and many
documents. Entries for the most part relate to dealing with specifically identified documents for
review, drafting, or negotiation. The “working group calls” are the periodic scheduled calls for
mmﬂmwhmhuurkmwmmmdimwimm“umimw
documents. You must consider billing in the context of the transsction,
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Comments 4
and 9

Comments 4
and 10

Comments 4
and 11

Authority Pyid for Unpillghle Charges
Charges for intra-office conferences are not prohibited. mmdﬂmmw:mﬂmmy
mmmmmﬂﬂhwﬁumﬂm,mnﬁllm-mﬁﬂymcmmuof
time expended on such conferences on substantive maticrs. The CHA will nat pay for inger-
office confierences that are either administrative or educational in nature”,

The ability to kave intra-office confirences is required 1o delegate for efficiencies, io effectively
utilized firm experiise and 10 manAge leam manpower, when necessary,

The example giver in appendix D for “CHA-Mot-For-Brafit formation mesting with J. Cannon,
D.ann-ﬁT.WM-ii"inmwﬁngb}-ﬂ:p-'trwinchug.:oflhiﬂ-uysipiﬁnmhﬁziuiw
with leam associate members, who are working on various fax exempt and legal entity
consideration. 'I'IJIsia:pmp:rinln-niﬁﬂmtin;. It reflects the desired use of less costly
associates for cost efficiencies, timely effectiveness, A Designated Coniact would analyze the
invoice by considering all entries FlTﬂlcmtilgmdﬂEpurpmfuflhtmicinﬂsh}'
checking their other time entries for the matter. Thus, the charge was reviewsd against the
standard and deemed 1o be appropeiaie.

mmmufpamﬁrmmw}-dwmlﬂ of prior approval is mot
suppaorted by the LA, nor otherwise required under any regulatory scheme.

Fﬁnrappmrdufuplkmh[nmormhwsi:mtm. The guidelines
mvidcpﬁwa;;uwal“ahnu]dhc“m"mmhe"dum.I‘hismmmhiﬁﬁh:diaputuum
the neceasity for extensive research. This provision is to incent law firms to discuss the need fir
significant research., It also provides a basis for denying charges for research when considersd
excessive, Becsuse prior approval is nowhere required, CHA believes this finding is
msupportabls,

An id for ruki

Thl:[uld.dm[nm‘.idna”Thﬂmﬁﬂmmyfmblmkadm“m[yl]imiumwimn
single time charge for multiple activities™. The key is what is considered multiphe activities in
the context of the marter and the activities being handled but with consideration of practicalicy,
rensonablencss, efficiencies, effectiveness and puspose of the extent that break down of activities
fior billing purposes is warranied for adequate analysis, The purposs is to allow the reviewer to
mﬂmﬂuwmprla:mmm'anmiufmﬂmmofmuu. As we have indicated there
aré many instances that we disagree with block billing characterization,

The highlighted entry en Appendix E for “Mot-for-Profit corporation; PBCA Incorporation”™ s
of the parner-in-charge for an important CHA initiative for structusing the formation of
affilistefies) or instrumeniality(ies) for real estate development, consuliing  and ather
opportunitics where o scparaie entity would be advissble. Given the goal of the task order, it
simﬂrbmm:muymhhkduwnlhmtimmuhip]emmuwchrgpm
appropristely reviewed and approved,
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Comment 6

Comments 4
and 12

Comments 4
and 13

Comments 4
and 14

Comments 6, 12,
13, and 14

Comment 15

Comment 16

Included in this category were expenditres for consultants, legal research, and depositions
lacking prior approval, Mandatory prior approval for legal research is not an absolse
prevequisite as already discussed. The performance of research in many cases is either the actual
uﬁmmmﬂmﬂmufﬂnmﬂmﬂkgﬂmﬂm. Druring the course of the
performance of legal services, the use of comsultants g8 expert advisors, or witnesses & a
requisite for the process, Mamﬂ:n{mnﬂlmnppmw]:mm“hunaupﬂhdh
this sudit where greater than £30,000 in consultant fees are being challenged, that were
subminied 1 OGC by the Corboy firm for approval of a consuliang to review and analyze
mmwm;smulmmwuuchhmmmlmmwﬁr
ather proceeding if mediation unsuccessfl. The two Designated Contacts in discussions of these
mlwmhﬁmhlwﬁmwwﬂ&mmmhmfnmngﬂmbmywmw
Lasks.

Demﬁumhhhhmmﬂaﬂhhdhﬂn]i%mmdjmmﬂnﬂmﬂhy
the opposing party to the CHA The deposition is taken pursuant to the litigation process and the
costs are incurred.  For the questioned Grant firm deposition costs, we have provided the
documentstion supporting the costs, which were approved in the proper process,

Wiihrupmmmp}ring.mmormﬁmbyalmrmhmmmmua
mmnm,hmmwmmm.wmm.

W:hdmﬂunmwﬂu]knmdcmsMhimhﬁ:ﬂ:ﬁnhﬂhﬂnnﬂmmly
documented and approved for payrment.

The Autbority Failed to Monitor Source Documentation for

m“uuimmmummﬂmmwmmmmm
immtﬂ!ptmﬁsfmmrdhup[ngfnrﬂtirlﬂimmmpmuﬁ. Furihermore, we have
Hmupuﬂﬂﬂhtpﬁurmﬂﬁswﬁl.weudmgﬂﬁmdwmuhﬂl:ﬁnnm. which
comprise a majorty of the legalmmmu&ﬁ:hwmbﬂnghuﬂ:dbynmiﬂ: legal counse]
uuindhyﬂn!ﬁhmb&hhmﬂ:dbyﬂﬁﬂ'mﬂimsmmhnmhmiu
2013. Mtbmm.hﬂmmt:imﬂuiﬂ:misaiudmmmuﬂnn.mmmmﬂﬂﬂmm
with HUD to establish Mulmm:wmhmmhm&mmﬂnﬂm
expenses are allowable and reasonable and adequately supponied enough to justify the payments.

Copclusion

We agres that there were ssoes with the records retentlon for the Property Managers payments
of the indirect payments. Property Management is now required to track their orders, invoices
and payment in the CHA electronic management system. We will work with HUD to estabfish
the reasonableness and allowability for the payvments made. There is mo question that begal
m'iwsfurwjuimsmahgjﬂmmuﬂmm-ynpmsﬂ.
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Comment 17

Comment 18

Comment 19

With mspmtoﬂwindhutpn}mnmwhvcpmvldtdad:qmdwmmmﬂmwﬂmy&w
exceptions.  There is a satisfactory control process in place and tha we have haen working te
enhance. Our process is with the focus on the provision of gquality, effective, costs efficient,
umdyk;ﬂmicmmdﬂmhwﬂmunmpmm:dfmlhehpmﬁsjnﬂufmhgﬂ
services and not on the basis of the perfeciion of their invaices,

lli:mmdmmﬁngﬂutlhl:mqmmwumltoadﬂmsmhiMcnwmdunderlhemlm
hwm:xmmuwmmuuﬁlhrﬁpmlmﬂcmmnmm&unsmdrmﬁm Wi gererally
are in compliance with the applicable regulatory requirements, but af issue is the interpretation of
wmudiuwwmmhmm‘mwlmmm We
bs]kwmmwhhupmpmadm:adminmm:mqm&mummqwhj
either our contracts nor the principals of applicable regulations. Provisions in the LSA intended
mincm:vuﬂo:‘shhriorhmiﬁmi::ﬁncdj:pmmb:inghmmuduahﬁsmpmﬁbh
the performance of our payment obligations under the LS4,
W:Im‘l.':wrhnd“ilhlheludiltummdﬂwhplheirummﬂn:mdhammmnmﬁjhrh
several instances agree to disngree. In our last previous response we noted there was some
determination that we did not understand We regret that our request for additional time to
respond was nat granted, limiting the time we had to revisit the audit materials

We request that vou reconsider parts vour amalysis, findings and recommendation based WP oar
Comments.

w:wwhmmtwmmﬁmudwmmwmmeMHmm
their effons,

We look forward to the next steps to resalve this marter,
E-ert&,
-’lf'f ﬁ-"r:ff:“{ ﬁLJ«M,'.-. i -"P

“Scott W, Ammare]l
Chief Legal Oficer
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Comment 1

Comment 2

Comment 3

0OIG Evaluation of Auditee Comments

The Authority stated that the analysis of the direct and indirect payments should
be separate and distinct, and the recommendations should follow suit and clearly
delineate between direct and indirect payments. We properly distinguished
between the two types of payments in the discussion of the issues identified
related to the payments. The report clearly identified the deficiencies noted for
both payment types. Based on the recommended actions, we do not believe that
separate recommendations are needed for direct and indirect payments. We
recommended that the Authority provide documentation to support the
unsupported payments identified by the review or repay any costs it cannot
support from non-Federal funds; and develop and implement controls to ensure
that all invoices are adequately verified and all payments are made in accordance
with the terms of the contract and other applicable requirements. The Authority
needs to work with HUD to determine and take the specific appropriate action
required to resolve the issues related to both payment types.

The Authority stated that it provided substantially all of the requested
documentation for its direct payments. However as explained in the report, the
review disclosed that it did not provide adequate documentation to support
$362,549 in direct payments for legal services. The unsupported payments
represented about 47 percent of the total direct payments reviewed.

The Authority stated that while it acknowledged that there were a few missing or
unexecuted documents with respect to direct payments, it disputed the need for
certain additional supporting documentation. It also indicated that it had made
some improvements related to the transactions associated with the indirect
payments and the accounting process for those payments after the review period.
Nevertheless, as discussed in the report, the Authority could not provide adequate
documentation to support all of the direct and indirect payments it made during
the review period.

Comment 4 The Authority stated that most of the findings, with respect to direct payments,

related to the auditor’s interpretation of its contracts for outside counsel legal
services, the Legal Services Agreements, including billing guidelines. We
reviewed the Authority’s contracts and outside billing guidelines. However, we
also reviewed several applicable key Federal requirements. The Authority was
required to comply with several Federal regulations either directly or by ensuring
compliance with its contract provisions and related guidelines. Regulations at
Office of Management and Budget Circular A-133, subpart C.300(c), required the
Authority to comply with laws, regulations, and the provisions of contracts or
grant agreements related to each of its Federal programs. The Authority’s
Moving to Work Certificate of Compliance required it to follow requirements
from regulations at 24 CFR 85.20 which required that accounting records be
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Comment 5

Comment 6

Comment 7

supported by source documentation and adequately maintained. The Authority
was also required to follow regulations at 24 CFR 85.36 which required it to
ensure that contractors performed in accordance with the terms, conditions and
specifications of their contracts. Further, the Authority was required to comply
with 2 CFR Part 225, appendix (C)(1)(j), which stated costs must be adequately
documented to be allowable under Federal awards.

The Authority stated that its Office of General Counsel did not lack control and
had controls in place for the payment of legal services. However as shown in the
report, the review disclosed that the Authority made $503,744 in unsupported
payments because it did not adequately verify invoices before payment and follow
Federal requirements, contract terms, and its own record retention policies.

The Authority stated that there were no applicable regulatory requirements or cost
principles that required it to pre-approve individual personnel prior to performing
legal services under a contract. The Authority is correct that there was no
regulatory requirement for personnel to be pre-approved prior to performing legal
services. However, there was a regulatory requirement for the Authority to follow
the terms of its own contract. Regulations at Office of Management and Budget
Circular A-133, subpart C.300(c), required the Authority to comply with laws,
regulations, and the provisions of contracts or grant agreements related to each of
its Federal programs. The contract between the Authority and outside law firms
specifically stated that no additional key personnel or authorized personnel would
be added or assigned to provide legal services under the contract without the
express consent of the Office of General Counsel. The contract also stated that
the Authority would not pay for any legal services performed by personnel who
were neither listed on the contract nor subsequently approved by the Office of
General Counsel. Therefore, the Authority was required to pre-approve personnel
before having them performing legal services. The review identified several
instances in which personnel were not pre-approved. During the review, the
Authority contended that if an attorney was not listed in the contract and pre-
approved, they would have been listed on the task order for a legal matter;
however, we found that this was not consistently completed. As a result of the
review, the Authority stated that it would include provisions in future contracts to
require any personnel not listed in the contract to be added to a task order before
performing legal work.

The Authority stated that all of the work specifically identified in the unapproved
personnel category, was work that it ultimately approved and was critical to the
defense of its interests. We did not perform an assessment of the legal work that
was performed. Accordingly, we do not express an opinion on whether or not the
work performed was critical to the defense of its interests. The issue is that the
Authority failed to follow applicable Federal requirements that required it to
comply with the provisions of its contracts.
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Comment 8

Comment 9

Comment 10

Comment 11

The Authority stated that vague, general descriptions had to be considered in the
context of the transaction and other entries in the invoice, and that it continued to
disagree with the audit team’s determination as to what was an acceptable
description for particular matters. However, the Authority’s outside billing
guidelines clearly stated that the use of vague or generally described activities was
unacceptable and would not be compensated. The guidelines also provided
specific examples of unacceptable entries, such as those simply reflecting
“discussion with” and “conference with” etc. The costs we classified as
unsupported were associated with invoices on which we identified time entries
which reflected these general descriptions of services for which we were unable to
determine the specific tasks or work completed.

The Authority stated that charges for intra-office conferences were not prohibited.
We understand that the contract did not prohibit intra-office conferences;
however, as it acknowledged, its outside billing guidelines stated that it strongly
discouraged non-essential intra-office conferences, and would only pay for
reasonable amounts of time expended on such conferences and conferences on
substantive matters. The guidelines also stated that the Authority would not pay
for intra-office conferences that were either administrative or educational in
nature. Although we provided the Authority several opportunities to do so during
the review, it did not provide sufficient information to demonstrate that the costs
related to intra-office conferences that we questioned were for substantive matters
and not for administrative or educational conferences. The related time entries we
reviewed did not include enough information as to what was discussed among the
personnel involved. Because we were unable to determine whether the
conferences were on substantive matters, we classified the related amounts
unsupported.

The Authority stated that prior approval of legal research in excess of 2 hours was
not mandatory. The Authority stated that its guidelines only provided that prior
approval “should be” not “must be” done; but rightly acknowledged that the prior
approval would minimize disputes as to the necessity for extensive research.

The Authority’s outside billing guidelines stated that law firms should obtain
prior approval from the Authority’s designated contact before conducting a legal
research project that was expected to exceed 2 hours. We agree with the
Authority’s position that prior approval would minimize disputes related to the
necessity for extensive research. It is a key control to ensure the efficient use of
Federal funds. Therefore, the Authority should have ensured that its outside law
firms followed this key requirement. For the costs we classified as unsupported,
we were unable to determine whether prior approval was given or if any
discussions regarding the legal research took place. Also, we were unable to
determine from the invoices whether the legal research was necessary or for
routine matters.

The Authority stated that it disagreed with many instances of time entries
classified as block billing. The Authority’s outside billing guidelines specifically
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Comment 12

Comment 13

Comment 14

Comment 15

stated that it would not pay for “blocked entries,” which include a single time
charge for multiple activities. The outside billing guidelines provided examples
of an acceptable time charge and what was not an acceptable time charge. The
examples in the guidelines showed that if multiple tasks were included in one
time entry, the amount of time spent on each task needed to be identified in
parentheses next to each component task. During the review, we identified
several instances of block-billed time entries. The entries did not identify the
specific nature of the work performed or the amount of time spent on each
individual component task so we could not determine the reasonableness,
necessity, and accuracy of the work performed. As a result, we classified the
related costs as unsupported.

The Authority stated that the use of consultants as expert advisors, or witnesses
was requisite for the performance of legal services. It also provided an example
of a consultant that it approved to review and analyze architectural drawings for a
lawsuit against an architect. The Authority’s outside billing guidelines stated that
the selection and retention of appraisers, experts, and consultants must be
coordinated with and approved by the Authority’s designated contact. However,
the Authority did not maintain adequate documentation to show that any
approvals were granted for consultants’ work related to the expenses we
questioned.

The Authority stated that it properly approved questioned deposition costs for the
Grant firm and that it provided the supporting documentation for the costs.
However, the Authority failed to properly maintain documentation and did not
provide adequate support for either questioned cost. The Authority’s outside
billing guidelines stated that copies of invoices for reimbursable expenses should
be submitted with the original invoice for professional services. For the
deposition costs we questioned, the Authority could not demonstrate that it
approved the costs. It also could not provide a copy of the invoice or receipt for
one of the costs.

The Authority stated that in-house copying costs did not require a separate
invoice. However, although a separate invoice might not be required, the costs
still needed to be supported. The Authority failed to provide supporting
documentation for in-house copying costs on one invoice. We noted that for in-
house copying costs, law firms generally attached to their invoices a computer
system print-out that identified the persons who performed the copying, the
number of pages, and the dollar amount. However, in the case of the law firm for
which we questioned the copying costs, this information was not provided.

The Authority acknowledged that there were issues with missing documentation
related to its indirect payments for legal services. It stated that it had undertaken
steps to improve record keeping for its indirect payment process, and expressed
its willingness to work with HUD to at least resolve some of the unsupported
costs associated with the indirect payments. As stated in the report, to resolve the
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Comment 16

Comment 17

Comment 18

Comment 19

issue, the Authority needs to provide additional documentation to HUD to support
the unsupported indirect payments or repay applicable programs for any costs that
it cannot support.

The Authority stated that legal services for evictions were a legitimate and
necessary expense. While we generally agree, we did not review the legitimacy
of the Authority’s expenses for legal services related to evictions; therefore, we
do not express an opinion on the legitimacy of the expenses.

The Authority stated that with respect to the indirect payments, it had provided
adequate documentation with very few exceptions. We disagree. Regulations at
24 CFR 85.20 required that accounting records be supported by adequate source
documentation such as, cancelled checks, paid bills, and contract documents. As
discussed in the report, the Authority generally could not provide complete
documentation, including contracts, purchase orders, checks, and other financial
records, for the indirect payments sample, consisting of 110 payments totaling
$141,475. It provided only 80 invoices, 1 contract related to 7 invoices, and 41
purchase orders. Only two sample payments totaling $280 were completely
supported.

The Authority stated that it generally complied with the applicable regulatory
requirements, but the issue was the interpretation of its contract and the
appropriate application to the performance of required legal services. However,
as discussed in the report, the Authority did not always comply with or ensure
compliance with its contract and related billing guidelines as required by Federal
regulations. The Authority paid for legal services that were not within contract
terms and did not always maintain adequate documentation to support payments
for legal services.

The Authority stated that it regretted that its request for additional time to respond
to the review findings was not granted, limiting the time it had to revisit the audit
materials. In accordance with our normal practice, we provided the Authority
ample time to respond to the review findings. From the time the audit team
provided the preliminary review results to the Authority to the time we requested
that it provide a written response to the draft report, the Authority had at least 5
months to respond to the review findings. The audit team maintained open
communication with the Authority throughout the review and provided it
numerous opportunities to discuss and resolve the review findings.
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Appendix C

SUMMARY OF DIRECT PAYMENTS BY DEFICIENCY

IDENTIFIED

T G
g — a ~—~~ — c
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Kutak Rock, LLP 17 [$271,702| $60,700| 8 0 0 0 4

Mayer, Brown, Rowe & Maw, LLP | 12 | 117,582| 90,523 | 12 4 1 2 0

Corboy & Demetrio, P.C. 6 83,443 83,180 O 0 0 0 6

Charity & Associates, P.C. 7 56,136/ 43,168 | 3 5 0 4 1

Grant Schumann, LLC 6 54,171 7,311 O 3 1 0 1

Seyfarth Shaw, LLP 3 37,831 37,368 | 1 1 2 2 1

Hoogendoorn & Talbot, LLP 2 37,636/ 11,299| O 1 2 2 1

Hawekins, Delafield & Wood, P.C. 2 32,097 5669| 0 1 1 1 0

Johnson, Jones, Snelling, Gibert & 4 10743 2600 2 3 0 0 5

David, P.C.

Pugh, Jones, Johnson & Quant,

P.C. (PJJQ). 6 18,414 3,953| 0 3 0 1 2

Laner, Muchin, Dombrow, Becker,

Levin, and Tominberg, LTD ! 13,566 70161 6 0 0 L L

Varga, Berger, Ledsky, Hayes & 3 12,583 1826| 3 0 1 0 1

Casey, P.C.

Albert, Whitehead, P.C. 3 11,491 0| O 0 0 0 0

Brothers & Thompson, P.C. 1 4,585 4315 0 1 0 1 0

Schiff Gorman, LLC 1 3,000 3,000 1 1 0 1 1

Hinshaw & Culbertson, LLP 1 621 621 1 1 0 0 0

Totals 81 |$774,601| $362,549 | 37 | 24 8 15 21

! Some invoices had more than one deficiency.
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(1) Unapproved Personnel:

Lack of supporting documentation to show that a law firm’s staff was authorized (approved)
to perform legal services according to the contract.

(2) General Description:
A general or vague description of legal services performed. These descriptions lack
specificity. Each invoice should describe the parties, the subject, and the purpose, as
applicable, for billed services.
(3) Unbillable Charges:
1. Unallowable charges according to the outside counsel billing guidelines (for example,
intraoffice conferences or reviewing files not precipitated by an event such as a

telephone call); or

2. Inaccurately billed charges (for example, time charges billed at 0.25 of an hour instead
of the required 0.10 of an hour).

(4) Block Billing:
1. Only a summary of time charged for each attorney (for example, only attorney name,
rate, and total hours and amount billed); or

2. Asingle time charge for multiple activities performed.

(5) Insufficient Documentation:

1. Aninvoice was provided, but there was no documentation to support the amount invoiced

or paid for services or costs; or
2. An invoice was provided, but the accompanying documentation did not adequately
support the amount invoiced or paid.
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Appendix D
EXAMPLE OF UNBILLABLE CHARGES

Mayer Brown LLP
09047448 P
Chicago Housing Authority +
Corporate lssues Re Formation
DES! E|
Date Ti ar Hours
0B/03/09 I 1.00

Research related {o definition of primary activity in the context of 501(c)(4)
organizations (.50), review proposed structure and issues list {.50).

08/02f09

e
m
L=

Energy Board financing transaction.
08/04/09

8

Reviewing 501(c)(3) PLR and Rev. Ruling regarding conducting business as a
tax exempt organization.
opo4ma 1.00
Conference with IENEregarding proposed structure for CHA new project
and discussion regarding 501(c)(4) status (.25}, review and revise 501(c)(4)
Irternal memae (.75).

08/04/08 0.80

|
o
=
o
=3
2
o
3
L

OB508 0.90
Reviewing memo regarding organization under Internal Revenue Code section

501(c)(4) and corresponding case law (0.70); conference with NN

o discuss the same (0.20).

080508 0,50

08/06/08
08/06/09 0.50

08/10/08 0.80

g
i
g
&
;

08M10/08 130

'HEH B
1HEE
B
Mgl 3¢
R K
s =g
5 Sf:z
g z
g a
2
&
E]
g
a8

o
2
H
g
3
g
g
L=
F
3
:
]
5
3
3
g

08/12/09 0.60

g
g
&
2

L et R
r CHA affiliate ive.

Researching filing of Form 1024.
oszioe I 0.80

Conference it

CHA - Mot for Profit formation - meeting with J. Cannan, D. Lopaz, T. Woods.

08/13/09 ) 1.00
Research related to statutes governing low-profit limited liability companies (.50,

a
B
12
E
=
a
E‘

1.30

o8na/og

08/12/09 1.00

|

The highlighted example was related to an intraoffice conference among four lawyers. There
was no description or explanation to show whether the conference was necessary. The
Authority’s outside billing guidelines stated that it would not pay for intraoffice conferences.
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Appendix E
EXAMPLE OF BLOCK BILLING

Mayer Brown LLP
09047446 Page 3
Chicage Housing Authority . TP T L
Corporate lssuss Re Fermation
Ri F L

Data Timakeeper Name Hours

conference with [ RN egarding CHA status update (.50).
oar3/oe 0.50

Nt for ProfitiLLC formation discussions with client and related follow-up.
ozians 0.80

Research legislative history and background of low-profit limited lability

companias ((50); correspondence to I rcgarding preliminary

findings on low-profit limited liability companies (.15); correspondence to
providing initial draft documentation for not-for-profit corporations (,15).

08M7I08 0.50
Tax comments to LPA. Researching 1023 and 1024 filings.
081700 I 2.30

Research ragarding low-profit limited liability companies and alternative
struciures for linois not-for-profit entities (2.00), conference with I (.30).

0&rM8/09 250

Revisions to open issuas memo (.25), correspondence with INGEGE__—_————
Iy regarding open issues memo (. 15), correspondence and conference with

regarding updated open issues mema and structuring options (.10),
conference al Chicago Housing Authority with I regarding structuring
options for new CHA affiliate (2.00).

2.50

08118109
' Nat-for-profit cerporation; PBGA Incorporatien,

042000 1.30
Coenference with NI (.20), revise draft articles of incorporation
(.75), confarence with I (.10), corraspondence to | llllregarding
revised drafi articles and open fkems for formation (.15),

-
m
=]

08/20/00
Not-for-profit formation Issues.

ra
Lo
[=]

08/21/09
Not-for-Profit formation issues.

=]
o
[—]

08/24/08
Review bylaws.

-
t
=]

OBI25/09
Review HUD and inspector general's guidance recaived fron MM (. 75),
review revised bylaws (.25), confarence w‘nh=regarding selection of
board of directors (,25), correspondence with regjarding
status of entity formation (,25).

08/26/09 0.30

Review board resclution provided by IR

08/26/00 m ' 150
-for-profit formation issues.

The highlighted example represented multiple activities billed as a single time charge. There
was no description of the activities performed or indication of the time spent on each activity.
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Appendix F
EXAMPLE OF GENERAL DESCRIPTION

Mayer Brown LLP

09047446 Page 2

Chicago Housing Authority [P R T O .

Corporate lssues Re Formation

D E! E

Date Timel r Ma Hotirs

oeozioo N, 1.00
Research related to definition of primary activity in the context of 501(c)(4)
organizations (.50), review proposed structure and issues list (.50},

ngpann R R 1.50
Energy Board financing transaction.

08/04/09  iy——— 1.30
Reviewing 501(cH3) PLR and Rev. Ruling regarding conduciing business as a
tax exempt organization.

PEDEE . ] 1.00
Conference with iwisepen regarding proposed structurs for CHA new praject
and discusslon regarding 501(c)(4) status (.25), review and revise 501(c)(4)
intarnal memo {.75).

RN B " 0 e O 0.60
Bond discussions.

osiosiop I 0.90
Reviewing memo regarding organization under Internal Revenue Code section
501(c)(4) and corresponding case law (0.70); conference with NN
I o discuss the same (0.20).

oosico [N 0.50
Review memo and open issues list regarding proposed structure for GHA
special project.

os/og/00 2.80
Energy Finance Bond meeting.

DRIOGNG [ G | 0.50
Mot for Profit corporation.

08/10/00 I 0.80
Reviewing IRS guidance on 501(c)(3) entities entering for profit activilies.

03AK0S 1.30
Client meeting regarding various formation issues.

ogi1209 I 0.60
Conference with to discuss
structuring lssues for CHA affiliate Initiative.

og/12/00 (N 1.30
Researching filing of Form 1024.

08209 0.80
Confzrenoy wi TS o o Sk e I |

OB/E209 1.00
CHA - Not for Profit farmation - meeting witn I

OECE09 . 1.00
Research related to slatutes governing low-profit limited liabiity companies (.50},

The highlighted examples did not include clear descriptions of the services performed.
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