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HIGHLIGHTS

What We Audited and Why

We audited the HOME Investment Partnerships (HOME) program of the City of
Kansas City, Kansas (City). We conducted the audit based on our risk assessment
of U.S. Department of Housing and Urban Development (HUD) HOME
recipients in Region VII. Also, HUD’s 2005 review identified problems with the
City’s monitoring of HOME projects and concerns about its community housing
development organizations (CHDO) that help to administer its HOME program.

The objective of this audit was to determine whether the City followed HUD
requirements when establishing and managing HOME projects.

What We Found

The City did not obtain adequate environmental reviews, improperly awarded
HOME construction projects, improperly charged employee costs to the HOME
program, and allowed contracts that did not include required provisions. In
addition, the City did not verify the eligibility of CHDOs before awarding them
HOME funds, nor did it spend program income and recaptured funds before
drawing down additional funds.



What We Recommend

We recommend that HUD require the City to properly support or repay to its
HOME program more than $400,000 in unsupported costs; repay more than
$17,500 in ineligible costs; and obtain environmental review, procurement,
contract content, and CHDO eligibility training.

Auditee’s Response

The City generally disagreed with most of our findings, particularly regarding the
causes of the reported deficiencies. We provided the draft report to the City on
June 3, 2009, and requested a response by June 8, 2009. It provided written
comments on June 8, 20009.

The complete text of the auditee’s response, along with our evaluation of that
response, can be found in appendix B of this report.
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BACKGROUND AND OBJECTIVE

The U.S. Department of Housing and Urban Development’s (HUD) HOME Investment
Partnerships (HOME) program is authorized under Title 11 of the Cranston-Gonzales National
Affordable Housing Act, as amended, and is funded for the exclusive purpose of creating
affordable housing for low-income households.

The Unified Government of Wyandotte County is the government for Wyandotte County and the
City of Kansas City, Kansas (City). HUD designated the City as a participating jurisdiction,
defined by the HOME regulations as a unit of general local government eligible to participate in
the HOME program. One of the departments in the Unified Government is the Department of
Community Development. It administers the HOME funds for the City. HUD allocated more
than $1.75 million in HOME funds to the City during fiscal years 2007 and 2008.

The City’s HOME program funds the following programs:

e Community housing development organizations (CHDO). A CHDO is a private,
nonprofit community service organization that develops affordable housing for the
community it serves. The City has three active CHDOs. One of the CHDOs serves
as a pass-through for a local nonprofit organization’s HOME projects. The other two
CHDOs directly develop HOME projects.

e Housing rehabilitation. Housing rehabilitation allows HOME funds to be used to
assist existing homeowners with the repair, rehabilitation, and reconstruction of
owner-occupied units.

e Community housing investment program. This program helps homebuyers by
providing a second mortgage, which can be forgiven after a period of time if the
homebuyer meets certain stipulations.

e New construction projects. This program involves using HOME funds for new
construction of single-family homes.

The objective of our review was to determine whether the City followed HUD requirements
when establishing and managing HOME projects.



RESULTS OF AUDIT

Finding 1. The City Did Not Obtain Adequate Environmental Reviews

The City did not obtain adequate environmental reviews. This condition occurred because City
staff did not understand all HUD environmental review requirements and managers did not
provide sufficient oversight of the environmental review process. As a result, HUD lacked
assurance that the City spent nearly $172,000 in HOME funds on projects that met HUD
environmental requirements. Further, HUD and the City could not ensure that the persons living
in the homes were reasonably protected against environmental hazards.

Environmental Reviews Not
Adequate

The City did not obtain adequate environmental reviews on two HOME-funded
properties in our audit sample. According to 24 CFR [Code of Federal
Regulations] 58.38, the responsible entity must maintain a written record of the
environmental review undertaken for each project. In addition, 24 CFR 58.5 and
58.6 outline the 14 statutory requirements (checklist) that the City must address
and certify in the environmental review record. See appendix C for details of
applicable environmental rules and regulations.

The City spent about $42,500 in HOME funds on one property for which it could
not provide a complete statutory checklist. The checklist contained only 5 of the
14 required items and was missing determinations and supporting documentation
in key environmental areas such as historic preservation, water and air quality,
and environmental justice decisions for minority populations and low-income
populations.

For another property, the City spent about $129,300 in HOME funds but could
not provide the statutory checklist or overall environmental determinations. It
was able to provide only a few supporting documents for individual items
required by the checklist.

Staff Unsure of All HUD
Requirements and Insufficient
Management Oversight

City staff did not understand all HUD environmental review requirements. One
staff member stated that the City’s interpretations of the environmental
regulations were different from HUD’s. In addition, a City manager stated that



HUD took a more conservative approach to the regulations than the City believed
was necessary.

In addition, managers did not provide sufficient oversight of the environmental
review process. The housing department director told us that he monitored
environmental reviews only on a random basis. Although the director may have
performed some monitoring, the project records did not indicate a secondary
evaluation of environmental reviews to ensure that the reviews were accurate and
met HUD requirements.

No Assurance Funds Spent on
Environmentally Safe Homes

The City spent nearly $172,000 in HOME funds on projects that HUD could not
be assured met HUD environmental requirements, and neither entity could ensure
that the persons living in the homes were reasonably protected against
environmental hazards.

HUD requires environmental reviews as a means to provide decision makers with
sufficient information to make wise choices about federally funded HOME
projects. HUD has strict environmental requirements and emphasizes
environmental responsibility so that participating jurisdictions do not use federal
funds on projects that will adversely affect the project site or the persons who will
live at the site. Therefore, it is very important that HOME projects receive
adequate environmental reviews.

Recommendations

We recommend that the Director of the Kansas City, Kansas, Office of
Community Planning and Development

1A.  Require the City to provide documentation supporting that $171,779 was
spent on HOME projects that met environmental requirements or repay
any unsupported costs from nonfederal funds.

1B.  Conduct a review of the City’s HOME program to ensure that projects
underway and planned meet HUD’s environmental requirements.

1C.  Ensure that City staff receive training, technical assistance, and sufficient
oversight (or secondary reviews) to ensure that the City complies with
environmental review requirements.



Finding 2: The City Improperly Awarded HOME Construction Projects

The City improperly awarded HOME construction projects. This condition occurred because
City staff did not sufficiently understand noncompetitive procurement requirements. As a result,
HUD lacked assurance that it received the best value for the nearly $230,000 in HOME funds
spent on the projects.

Improper Awarding of HOME
Construction Projects

The City improperly awarded two HOME construction projects. According to 24
CFR 85.36, procurement by noncompetitive proposals may be used, but only under
certain circumstances, such as when the item is only available from a single source,
a public emergency exists, or there was not sufficient competition. See appendix C
for detailed federal procurement requirements.

In addition, the City’s procurement policies require its staff to use the City’s
formal bid process for construction projects in excess of $50,000. The policies
also require the City’s purchasing director to review and authorize
recommendations for award for all construction bids and competitive proposals
exceeding $50,000. The policies allow for noncompetitive contracts, but only the
purchasing director may award these types of contracts, and staff must properly
document noncompetitive awards. See appendix C for details of the City’s
policies.

For one project, the City hired a nonprofit to construct a new home using HOME
funds. However, the City did not seek other bids or competitive proposals. The City
hired the nonprofit as the contractor and the City remained the project owner. The
City ultimately spent more than $100,000 on the project. After completion, the City
deeded the property to the nonprofit and the nonprofit subsequently sold the house.
Therefore, the City remained the owner and the nonprofit remained a contractor for
the entire construction process, making the project subject to federal and City
bidding requirements.

The City told us that it had used noncompetitive procurement for the nonprofit
project because it believed that the nonprofit would have offered the best possible
price because it would incur no labor costs. Also, the City had successfully worked
with the entity in the past. However, the City could not support that it had
documented its determinations to justify the contract at the time of selection.

For another project, the City hired a for-profit construction company to build a house
without obtaining bids from other contractors. The City ultimately spent nearly
$130,000 on the project. It stated that it had used the company to build other houses
in the same subdivision and the company had done good work. The City also



believed that it would be difficult to get other contractors to work in the subdivision
and it was more efficient to use a proven contractor. In addition, a City manager
stated that he had met with other contractors on this project and received no interest.
However, the City could not support that it had documented its conclusions to justify
the contract at the time of selection.

Further, the City’s housing department could not support that it followed the City’s
procurement policies when it awarded the two contracts for more than $50,000. The
purchasing staff confirmed to us that although the housing department had delegated
authority to conduct its own procurement processes, it was required to process
contracts for more than $50,000 or noncompetitive award selections through the
purchasing director. The City stated that the former purchasing director had
approved the noncompetititve awards; however, the City could not provide
documentation of the approval.

Insufficient Understanding of
Procurement Requirements

City staff did not sufficiently understand procurement requirements governing
noncompetitive solicitations and awards. HUD’s and the City’s procurement
regulations allow procurement by noncompetitive proposals. However, the City
did not understand that it needed to adequately document its justifications for
noncompetitive contract awards and related approvals from the City’s purchasing
director.

Best VValue for HOME Projects
Not Ensured

Although the City believed that it completed the two construction projects by the
most economical and efficient means, this may not have been the case. Asa
result of the City’s actions, HUD may not have received the best value for the
nearly $230,000 in HOME funds spent on the projects.

Recommendations

We recommend that the Director of the Kansas City, Kansas, Office of
Community Planning and Development

2A.  Require the City to adequately support that it spent $229,475 on HOME
projects that met noncompetitive procurement requirements or repay
unsupported costs from nonfederal funds. (One property and its related
questioned costs of $129,279 were also questioned in finding 1. While the
City should repay or support these costs, we did not include $129,279 in



2B.

appendix A for this recommendation. We questioned only the remainder
of $100,196.)

Ensure that City staff receive procurement training and implement proper
procurement policies and procedures.



Finding 3: The City Improperly Charged Employee Costs to the HOME
Program

The City improperly charged employee costs to the HOME program. This condition occurred
because the City did not believe that incorrect data in the payroll system were significant enough
to warrant making corrections and it did not use employee timesheets to allocate payroll and
benefits costs. As a result, the City overcharged its HOME fund by more than $17,500 and,
therefore, did not have those funds available for other HOME program efforts.

Payroll Expenses Improperly
Charged to HOME Program

The City improperly charged employee costs to the HOME program. Regulations at
24 CFR 92.207 state that reasonable administrative and planning costs include
salaries, wages, and related costs of the participating jurisdiction’s staff. In charging
costs to this category, the participating jurisdiction may either include (1) the entire
salary, wages, and related costs allocable to the program of each person whose
primary responsibilities with regard to the program involve program administration
assignments or (2) the prorated share of the salary, wages, and related costs of each
person whose job includes any program administration assignments. The
participating jurisdiction may use only one of these methods. In addition, 2 CFR
225 states that when employees work on multiple activities, the employer must
support salary distributions with personnel activity reports or equivalent
documentation.

The City allocated payroll and benefits expenses to the HOME administrative fund
for an employee (employee 1) who did not perform duties related to the HOME
program. Conversely, the City did not allocate payroll and benefits expenses to the
program for an employee (employee 2) who did perform HOME-related duties.
City staff stated that they had inadvertently switched the employees’ personnel
numbers in the payroll system.

According to her timesheets, employee 2 spent the majority of her time on the
HOME program in 2007. The two employees had similar salaries in 2007. If the
City had charged employee 2’s costs to the program instead of employee 1’s costs,
the overall effect on the HOME program funds would have been insignificant.
However, this was not the case in 2008. Employee 2’s timesheets showed that from
January through September 2008 (the end of our audit period), she spent only 56
percent of her time on HOME activities. Therefore, the City could not justify that
her primary responsibilities involved administration of the HOME program. In
addition, employee 2’s salary increased by more than employee 1’s in 2008 and was,
therefore, no longer equivalent to that of employee 1.
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If the City had correctly charged employee 2’s costs to the HOME program, it could
have justified only about $24,800, excluding benefits. However, it instead charged
the program about $42,300 (excluding benefits) for employee 1. As a result, it
overcharged the HOME program by more than $17,500 (excluding benefits) for the
nine-month period.

Payroll Data Not Corrected and
Timesheets Not Used to Allocate
Payroll Costs

The City did not believe that incorrect data in the payroll system were significant
enough to warrant making corrections. City staff stated that the payroll error had
not been fixed because it would be difficult to correct. Staff also told us that the
employees earned about the same salary; therefore, the incorrect payroll data were
insignificant. However, as previously noted, employee 2’s salary increased by
more than employee 1’s in 2008, and, therefore, the employees’ costs were not
equivalent in 2008. Further, although City employees completed timesheets that
identified the programs that they worked on daily, the City did not use the
timesheets to allocate payroll and benefits costs.

The City also stated that several other employees worked on HOME activities but
did not charge the HOME program. Therefore, the City believes that staff costs
not charged would have offset the overcharges. However, the City did not
provide sufficient evidence of its claim. It provided total staff hours of other
employees identified as having worked on HOME activities but did not provide
adequate documentation, such as detailed activity reports or timesheets, to support
its claim of offsetting staff costs.

In February 2009, the City changed its timekeeping and cost allocation
procedures. If followed, these procedures should help the City to more accurately
record costs against the appropriate federal grants.

HOME Program Overcharged

The City overcharged its HOME program by more than $17,500 and, therefore,
did not have those funds available for other HOME program efforts.

Recommendations

We recommend that the Director of the Kansas City, Kansas, Office of
Community Planning and Development require the City to
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3A.

3B.

Reimburse its HOME funds account $17,517, plus any related benefits
costs, from nonfederal funds for improper employee costs charged to the
HOME program.

Correct all payroll errors involving HOME funds and implement an
acceptable method for allocating future salary and benefit costs.

12



Finding 4. The City Allowed Contracts That Did Not Include Required
Provisions

The City allowed contracts that did not include required provisions. This condition occurred
because the City did not fully understand what provisions were required in HOME contracts or
its responsibilities to monitor and ensure contract compliance for all HOME contracts. As a
result, HUD lacked assurance that the City’s contracts adequately protected HUD’s investment
in HOME activities.

Required Provisions Not
Included in HOME Contracts

The City allowed four contracts that did not include provisions required by federal
regulations. According to 24 CFR 92.504, the agreement between the participating
jurisdiction and a nonprofit or for-profit owner must provide a detailed description
of the use of funds. It should also address affordability, property standards,
enforcement of the agreement, requests for disbursements of funds, duration of the
agreement, and any record-keeping and reporting requirements.

For two projects, a CHDO executed contracts with a nonprofit to develop new
homes using HOME funds. The CHDO acted merely as a pass-through organization
for the City. Therefore, the federal contract requirements applied to these projects,
and the City remained responsible for the appropriateness of the contracts.

However, the contracts between the CHDO and the nonprofit were limited and did
not include the required provisions. The contracts did not address such things as
affordability, property standards, enforcement of the agreement, and requests for
disbursement of funds.

In addition, 24 CFR 85.36 outlines the provisions required in construction contracts,
including access to the contractor’s records which are directly pertinent to the
specific contract, records retention, termination for cause, equal employment
opportunity, and compliance with the “Anti-Kickback” Act (18 United States Code
874).

On a third project, the City directly hired a nonprofit as a contractor to build a new
home with HOME funds. The contract between the City and the nonprofit did not
contain many required provisions. On a fourth project, the City executed a contract
with a for-profit contractor that also lacked required provisions. The two contracts
did not address such things as access to the contractor’s records, records retention,
equal employment opportunity, and compliance with the “Anti-Kickback”™ Act.

13



Contract Requirements and
Monitoring Responsibilities Not

Understood

The City did not fully understand what provisions were required in HOME
contracts or its responsibilities to monitor and ensure contract compliance for all
HOME contracts.

City staff told us that for contracts between the CHDOs and the CHDO-hired
nonprofits, the CHDOs drafted the contracts, and the City reviewed them only to
ensure that there were no ineligible activities or costs. The City did not review
these contracts to ensure that they included all required federal provisions.

HUD’s Investment Not

Protected

HUD lacked assurance that the City’s contracts adequately protected HUD’s
investment in HOME activities. In addition, the City could not ensure that its own
interests were protected.

HUD requires properly developed and executed contracts as a method of
protecting its investment and enforcing program requirements. Contracts also
serve as a valuable management tool in verifying compliance and monitoring
performance.

Recommendations

We recommend that the Director of the Kansas City, Kansas, Office of
Community Planning and Development

4A.  Require City staff to receive training to ensure that they understand federal
procurement requirements for the HOME program and their
responsibilities for HOME contracts.

4B.  Conduct a review of the City’s HOME program contracts to ensure that

they meet HUD’s requirements and require changes to current contracts as
needed to meet requirements.
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Finding 5: The City Did Not Verify the Eligibility of CHDOs before
Awarding Them HOME Funds

The City did not verify the eligibility of CHDOs before awarding them HOME funds. This
condition occurred because the City experienced turnover of staff managing the HOME program
and current staff did not fully understand the eligibility requirements. As a result, HUD and the
City lacked assurance that the CHDOs were financially stable and had the experience and
capacity to use HOME funds effectively.

CHDO Eligibility Not Verified
From 2006 Through 2008

The City did not verify the eligibility of three CHDOs before awarding them
HOME funds for HUD’s fiscal years 2006 through 2008. Regulations at 24 CFR
92.2 outline various eligibility requirements for organizations to qualify as
CHDOs and participate in the HOME program. Also, Community Planning and
Development (CPD) Notice 97-11, “Guidance on CHDOs under the HOME
Program,” contains a checklist that describes eligibility criteria and the supporting
documentation recommended for use by participating jurisdictions to certify or
recertify CHDOs. The participating jurisdiction should maintain the completed
checklist to document compliance with the regulations. In addition, a HUD
HOMEfires notice states that HUD strongly recommends annual recertification.
However, at a minimum, a participating jurisdiction must requalify an
organization as a CHDO each time it receives additional set-aside or operating
funds. See appendix C for details of applicable HOME rules and regulations.

During the audit period, the City provided more than $191,000 in HOME funds to
three CHDOs but did not confirm their eligibility to receive the funds. The City
did not verify any eligibility requirements for fiscal year 2006. It also did not
fully verify the CHDOSs’ eligibility in fiscal years 2007 and 2008. Specifically,
the following information was either out of date or missing:

e Audited financial statements and/or notarized statements by the president
or chief financial officer verifying that the CHDO conformed to applicable
financial accountability standards.

e Resumes and/or other documentation to verify key staff members’
experience with successfully completing projects similar to HOME
projects.

e CHDO board composition information.

e Documents stating that the CHDO was not controlled by or did not receive
directions from individuals or entities seeking profit from the organization.
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Personnel Turnover and
Requirements Not Fully
Understood

The City experienced turnover in staff managing the HOME program, and current
staff did not fully understand the CHDO eligibility requirements. From 2005
through 2008, the City had three different staff members managing the program.
The current coordinator followed the procedures of previous coordinators;
however, previous efforts were not sufficient to meet HUD requirements.

As a result of our review, the City developed new procedures to verify that the
CHDOs provided proper and complete eligibility documentation. The City told
us that it had begun implementing these new procedures, which should enhance
the City’s eligibility determination process.

CHDOs’ Financial Stability and
Capacity Not Assured

HUD and the City lacked assurance that the CHDOs were financially stable and
had the experience and capacity to use HOME funds effectively. From October
2006 through September 2008, the three CHDOs received more than $191,000 for
HOME activities without having provided sufficient evidence that they were
qualified to manage the funds.

Recommendation

We recommend that the Director of the Kansas City, Kansas, Office of Community
Planning and Development

5A.  Ensure that City staff managing the HOME program receive sufficient

training and fully understand and implement the CHDO eligibility
requirements.
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Finding 6: The City Did Not Spend Its Program Income and Recaptured
Funds before Drawing Down Additional HOME Funds

The City did not spend its program income and recaptured funds before drawing down additional
HOME funds. This condition occurred because the City had not established adequate formal
policies and procedures. As a result, HUD lacked assurance that the City would properly spend
its program income and recaptured funds in the future.

Program Income and
Recaptured Funds Not Spent
before Using HOME Funds

The City did not spend more than $94,000 in program income and $50,000 in
recaptured funds before drawing down additional HOME entitlement funds.
Regulations at 24 CFR 92.503 require participating jurisdictions to deposit program
income and recaptured funds into their HOME Investment Trust Fund local account.
Regulations at 24 CFR 92.502 require participating jurisdictions to disburse funds
held in the HOME Investment Trust Fund local account before making requests for
additional HOME entitlement funds.

HUD’s Integrated Disbursement and Information System showed that the City
received more than $94,000 in program income in 2007. The City’s records
showed receipt and expenditure of the funds. According to its records, the City
funded or partially funded nine HOME activities using the 2007 program income.
HUD’s system confirmed this information but also showed that the City funded
seven HOME activities with entitlement funds before it spent the program
income.

In addition, the City’s records showed that it received more than $50,000 in
recaptured funds in 2007 and 2008.

e In September 2007, the City received $19,000 in recaptured funds.
HUD’s Integrated Disbursement Information System showed four HOME
activities funded with entitlement funds before the City spent the 2007
recaptured funds.

e InJuly 2008, the City received another $19,000 in recaptured funds. It
then funded 11 HOME activities with entitlement funds before it started to
spend the recaptured funds.

e In September 2008, the City received more than $12,000, adding to the
recaptured funds balance. The City funded three additional HOME
activities with entitlement funds while a recaptured funds balance
remained.
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The City finally spent the recaptured funds balance in October 2008.

No Adequate Formal Policies
and Procedures

The City did not have adequate formal policies and procedures to ensure that
program income and recaptured funds were spent before it drew down additional
HOME funds. City staff stated that they knew about the requirement but did not
follow the proper procedures.

As a result of our review, the City took action to improve its internal processes
involving program income and recaptured funds. On January 26, 2009, the City
revised its policy on the use of HOME program income and recaptured funds.
The policy includes steps to ensure that staff is aware of when the City receives
these funds. It also requires staff to meet to identify spending timeframes and use
of the funds. In addition, it requires that staff maintain adequate documentation
of program income and recaptured funds received and spent. If fully
implemented, this procedure should help the City to consistently use program
income and recaptured funds before requesting additional HOME entitlement
funds.

No Assurance City Would
Properly Spend Program
Income and Recaptured Funds

HUD lacked assurance that the City would properly spend its program income and
recaptured funds in the future. In addition, HUD is required to recapture any funds
not spent within five years of receiving each HOME entitlement grant. If the City
were to receive significant program income or recaptured funds in future years and
did not effectively plan its HOME activities to use these funds before its entitlement
funds, it could be in jeopardy of losing HOME-related funds not spent within five
years.

Recommendation

We recommend that the Director of the Kansas City, Kansas, Office of Community
Planning and Development

6A.  Ensure that the City implements formal policies and procedures to make

certain that it uses program income and recaptured funds before drawing
down additional HOME funds.
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SCOPE AND METHODOLOGY

Our review covered the period October 1, 2006, to September 30, 2008, and was expanded as
necessary. Our review was limited to HOME activities.

To achieve our objectives, we reviewed HUD’s and the City’s rules, regulations, policies, and
procedures and interviewed HUD and City staff. We also reviewed the City’s HOME project
files and related documentation. In addition, we reviewed a 2005 HUD monitoring review of the
City’s HOME program, the City’s Office of Management and Budget Circular A-133 audits for
fiscal years ending 2006 and 2007, and its audited financial statements for fiscal years ending
2006 and 2007. We also reviewed documentation related to the eligibility of three CHDOs.
Finally, we reviewed the City’s payroll records, timesheets, and time-keeping certifications.

We used the City’s HOME activity reports obtained from HUD’s Integrated Disbursement and
Information System to determine that the City spent $1,006,425 in HOME funds on 47 activities
during our audit period. We reviewed a sample of 10 of the 47 activities. We based our sample
on the activities with the highest HOME funding amounts and highest amount of drawdowns
during the audit period, including at least one activity from each of the City’s CHDOs.

For the 10 activities, we reviewed each project file for pertinent documentation such as contract
agreements, bid proposals, loan documents, owner and property eligibility determinations,
contract approvals, HOME fund drawdowns, project monitoring performed by the City, and
project closeout.

We relied on computer-processed data contained in HUD’s Integrated Disbursement and
Information System and the City’s financial system used for payroll. We performed sufficient
tests of the data, and based on the assessment and testing, we concluded that the data were
sufficiently reliable to be used in meeting our objectives.

We performed audit work from November 2008 to April 2009 at the City’s office located at 701
North 7th Street, Kansas City, Kansas.

We conducted the audit in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclusions based on our audit
objective. We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objective.

19



INTERNAL CONTROLS

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

Program operations,

Relevance and reliability of information,

Compliance with applicable laws and regulations, and
Safeguarding of assets and resources.

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

Relevant Internal Controls

We determined that the following internal controls were relevant to our audit
objectives: HOME program controls over

Verifying that CHDOs met eligibility requirements;

Allocating employee costs to the appropriate programs;

Spending program income and recaptured funds;

Completing and monitoring environmental reviews;

Developing, awarding, and monitoring contracts;

Obligating funds within two years and spending funds within five years;
Ensuring that projects were eligible activities;

Ensuring that project costs were allowable and properly supported;
Verifying that families met income requirements; and

Monitoring CHDOs, recipients, subrecipients, developers, contractors, and the
projects overall.

We assessed the relevant controls identified above.

A significant weakness exists if management controls do not provide reasonable
assurance that the process for planning, organizing, directing, and controlling
program operations will meet the organization’s objectives

Significant Weaknesses

Based on our review, we believe that the following items are significant weaknesses:
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e City staff did not sufficiently understand federal regulations governing
environmental reviews, procurement bidding procedures, contract provisions
and monitoring, and CHDO eligibility to ensure that it complied with federal
rules (findings 1, 2, 4, and 5).

e The City did not use employee timesheets to ensure that it accurately allocated
employee costs to the appropriate programs (finding 4).

e The City had not established adequate policies and procedures to ensure
proper use of program income and recaptured funds (finding 6).
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APPENDIXES

Appendix A
SCHEDULE OF QUESTIONED COSTS
Recommendation Ineligible  Unsupported
number 1/ 2/
1A $171,779
2A $100,196*
3A $17,517
1/ Ineligible costs are costs charged to a HUD-financed or HUD-insured program or activity

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

Unsupported costs are those costs charged to a HUD-financed or HUD-insured program
or activity when we cannot determine eligibility at the time of 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.

* To avoid duplication, we did not include $129,279 in unsupported costs for one project

questioned in finding 2 that we also questioned in finding 1. We questioned the costs for
this project only as part of recommendation 1A.
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Appendix B
AUDITEE COMMENTS AND OIG’S EVALUATION

Ref to OIG Evaluation Auditee Comments

Community Development
LaVert A Murray, Director

T01 Horth Tth Strect, Room 825 Phone: (918) 57351
Ransas City, Kansas 66100 Fax: (913) 57351

Jone &, 2000

Mr, Ronald ] Hosking

Regional Inspector General for Audit

L.5, Department for Hovging and Urban Development
Clice of the Inspector General

Fegion 7 Office of Audit

Cateway Tower 11 - 5" Floor

A1 State Avenue

Kansns City, Kansas 66101-2406

Lear Mr, Hosking,

“Through this comespondence I will provide comment and share concerns about your drafl audit report
representing 1 review of the Kansas Cily, Kansis HOME Investment Partngsship Program, mailed to me
o June 3, 2009,

‘Throughout your staff icam’s revisw we have attempted to be mast accommedating during a very
challenging fime, and we have allzmpted to provide all docurrents required 3 conduet 3 thorough,
productive ard objective andit.

1 very much appreciate the sharing of the draft report and [ very el appreciate your stafs apen
discussion rezurding this matter during the exit conferences beld on May 14, 2009 and June 4, 2009,

Below, T will provide general concems and corments and hiter discuss the specifies of each aedit finding
as they appear in the draft report, Permit me w stavt by sddressing tre summary in the FIGHLIGHTS
seclion and moving forward from that point.

“The report indicetes that the audit was conducked because of HUD's risk assessment, and problems snd
concerts about various CHDO's identified in EUD"s 2005 HOME menitoring. [n response | must point
Comment 1 out that very few findings have been issued aganst the City's HOME program in reeent times. Tn our last
HOME monioring we were cited fr not promptly sharing and corecting fndings Tound in one of our
gnl-grantes’s audit report, but the matter was immediately addressed and procedures werg se in plece to
gaard agains: such occurences. We were led to believe that HUD agreed with and hed scoepted those
actions aken to more elesely monitor our CHDOs and sub-recipieats, Exhibit A discusses the successful
close-out of the A-133 asdit review and HUD's 2006 monitoving of the City’s HOME program.

The second highlight represents what we belisve to be n misundersanding of the facls regarding the
environmentel reviews [or several projects and the HOME onstruction projects neviewed.

**We provided HUD officials with the exhibits that the City included with its
written response. Due to the sensitive nature and volume of the exhibits, we have
not included them in the report but can provide them upon request. In addition, we
redacted names and addresses from the auditee comments for privacy reasons.
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Comment 2

Comment 3

Comment 4

Comment 5

Comment 6

Comment 7

Letter to Mr, Ronald J, Hosking (cont’d)
Page

The conclusions drawn and presented in the [nspector General's drafll report represents an unfair
characterization of the City's Housing and Community Development Division, 1t appears that
exaggersied minor weights of data causes conclugions that there exists willful msmanagement instead of
piving careful consideration to the management imperatives presented by reguations and the fund use
requirements, For example, HOME funds ean be used to support housing construztion and dowr-payment
assistance for homebuyers. 1n each instance inspection services are requived (o make certain thit housing
parehased meets the HOME rules which are designed to ensuce that howsing purchased meets the decent,
sefe md sanifary fest, and that howsing constructed meets loeal building codes and program regulatory
requirements, Fundirg for HOME programming compared to the high level of accomplishments achieved
is woefully inadequate. To meet the regulatory requirements related fo the use of HOME funds and o
contingg fo achievs the high level of produection in our communily renewal effos, it is requited that we
utilize ingpection stalT whose primary areas of responsibility were listed ws CDEG beeause thews was no
funding available within the HOME allocation. [n terms of capturing and weporting time within the
prope’ Tunding category, there exst o point where HOME funding is not available, but nspection
requinements remain, We have attenpted fo achieve a balance and meet program national objestives and
also aldress all vegulatory regquirements albeit on the progressive side.

The report is written in a manner to suggest that all activity reviewed was for progrm years 2006-2008,
There is within the report a statement that indicates the scope was expanded wien necessary, howsver,
the report faile fo mention that major findings contained thermin gre in reference o proprms and

imitiatives started in 1993, and was closed ouf in 2002, This ts important in terms of how we pursue a
single lot development in a elosed out project area.

Reference is made in Finding Mo.1 fo the [ scdovelopment initiative. Howover, the single lot
project started in 2003 and the partial envivonimerlal cheeklist noted was completed in advanee of that
date. [t is sy conteation, as | have pointed owl, ihat the [ (nitative had been closed out and
complete records are et to be found because we e well beyond Mve years of the close-out dae for this
project, Again, as noted, there exist no 1DIS data and reporting on this project currently and there has
been no reporting for more than five years because the project was closed out,

Because of some staff lnover, these was 4 iminor lapse in annually re-certifying each CHDO, However,

records show no malerial change 11 the CHDOs funded, with key management stafl of these CHDOs
remaining qualificd and constant,

Auditee’s Response

Finding 1: The Cily Did Not Obtain Adequate Environmental Reviews

Two HOME-funded properties sre cited ge not heving adequate md proper envionmental reviews, The
report indicates that the City “did not wnderstand TUD environmental review requirements and staff did
not provide sufficient oversight fo the environmental review pocess™. Such a statement s reflected

{hroughout the reporl which dogs sel consider the Tact at staff waz following HUD's requirements
outlingd in past HUD taining under HUD's lagt envivonmental review officer,

The conclusion that the City could sol ensure that the subject homes were not reasonably profected from
enviranmental hazard is unfounded in view of the documentation submified along with this respense.
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Comment 8

Comment 9

Letter to Mr, Ronald J. Hosking (cont'd)
Page 3

Documentation contained in Exhibit A<l presents a clear case that the property located of [ N
environmentally safe and falls under the environmental clearance summary for Catsgovieally Excluded
peojects as identified. In addition, the Department of Wildlife and Packs have cleared all in-fill and
redevelopment sites east of [-633 ns reflected n the atlached Oclober 18, 2002 lelter,

The attached docomentation shows the project as @ Categorically Excluded site, subject (o MCFR55.3

and §8.6 meets all reguletory requirements. The attached environmental vepert shows the site and area fo
he safe for lwman habifation.

N (e Construction on vaeant property by a CDC)

In summary, it 15 trug that the completed items eould not be located; however, informalion was provided
(hat indicated that the property is reasongbly protected from environmental hazard,

The Environmental Assessment addressed the residential properties in the vicinity of I end IR
The assessment would have included the property at * The project is located in the | NI
Redevelopment area and assumed by the Inspeclor Genetal team 1o be a part of the originel
redevelopment initiative.  The major infill housing projest was completed in 2000, An older home
existed on the propecty ot [ dvine the [ Rodevelopment initialive era. However, il
was demolished in 2002,

The information below outlines the actions taken 1o develop the subject propery after the home was
demolished in 2002,

1. The subject vacant lot was offered to | NI
2. A CHDO was used as a pass through for the HOME funds,
3. The [ P=dcvelopment area had been completed for several years,

4, The CHNO way informed, hased on the information submitted, that an environmental assessiment

wotld have to be perfommed on | G

3. The project was considered a scattered site, CEST, for purposes of this review. An environmental
assessment was performed; however, the back page was missing,

6. The Inspector General awdit team informed us that they had been informed that the development
could not be considered a seattersd site.

7. A copy of the 1996 Environmental Assessment that was performed for the vieinity of [Jjjrd
I vt vas then provided and it was ised as the basis for the review,

#. The review does not indicate (he site o be problematic,

8, Dollars spent in these efforts becomes muted with a resolution of the environmental findings.
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Comment 10

Letter to Mr, Ronald J. Hosking (cont'd)
Pige 4

Feeference is made to |7 thovgh it was 2 part of the origing I poject. However, this
adddress was identified after the project had closed as a redevelopment opportunity and the environmental
review was pursued s u Categorical Exclusion when (he setivily foul plive i 2006, This s oo dilferenl
than a stvcture being rebuilt after being destroyed by a fine several years after the close-out of & major

project,

Tn response to questions on [ =2 eported that the overall [N project nitistive had
been closed out and that the redevelopment of 4 single Lot met the requirement of projects that are
Categorically Fxciuded under 24CFR38.35(n}.  However, because the Inspector General Awdit team
reiected the respense, siaff continued in its efforts to retrieve data showing that the project met both
requirements (see report on [l There was considerable cffort put into locating the full EA
cheskliet for the project to prove that it wae done, However, while | am certain it wag done properly, the.
Tt remains that afler fifleen years, the fill reporl has not been located, For the Inspector General team
to teke (he position that the City could not asswre that residents in the area were protected against
environmental  hazard i3 an overstaternent 0 lght of the submitied documeniation. Attached
docymentation shows the avea to be environmentally safe,

I (v Construction - Energy Star)

Adtzehed documentation for | N (520t B) shows that the project med the requirements of a
Categorical Exclusion vnder 24CFR38.35(n) and reconds from Kansss Department of Housing and

Environment reflects that the area added to the site with a past history of commercial use had been
teviewed with “no fuither action™ required,

In summary, it is truc that the origingl environmental review could not be located; however, the City hos
proviced assurance and has documented the fact that all homes constructed are proteeted from
envirommental hazand,

The belowr listed items addeesses concems sufficient 1o show that the subject property is protected from
envirammental bzl

I Data provided to the Inspector General Audit team included information indicating that Kansas
Department of Hlealth amd Environment fad tested the arca, and there was no contamination and
the slte was assigned a “CLOSEDY STATUS™.  If the ofher requirements were met, then there is
every indication that the properties are protested Fom environmental hazard,

2. The hote was bullt in a subdivision that is approximately ten years old,

3, The house iz not within the environs of an hiztoric landmark or a historic district per the map
prepared by the Landmark Comimission.

4, Noise sllenvation was sddressed during the constroetion as part of the Energy Star constuetion
andl additional attention was paid W0 insulation ag well,

Although the review conld not be located, along with the delcrmination, e mos! important issue
was proven to be addressed,

5
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Comment 11

Comment 12

Comment 13

Comment 14

Letter to Mr, Ronald J. Hosking (cont'd)
Page 5

&, A copy of a completed environmantsl is aftched

7. Doliars spent in these efforls becomes muted with a resolution of {he environmental findings.

The facts concenming the m property have either been overlooked or misunderstood
vesulting in & fauliy conelugion stated in the Inspector General's report,

Pioject files show that the single home project started oul as a Dollar House: projeet in parnership with
h. After the properly was acquived, two flings ecarred that required a change of plan and
progrom emphasis. First, & declined In cepaciey and 8 was eveniually realized el Dy did nut
have the ability af the fime to deliver a product that met loeal cedes and HOME requirements. Secondly,
dlue bo g fire wnd deteroration of the siroeture, it became obvious that the only reasonable activity for the

site was to demolish the structme and rebuild the site. | scvocd forvard and
woluntecred to underine the project and partner swith the Unified Government and the neighborood o
sehieve this objective. A parnership was forged and [l worked o5 the contractor to build the unit,
Later, as we altempted to market the property fir sale, [INIMMidentified a potential buyer and requested
that the wnit be tuened over o e to sell. The transfer was agreed vpon 1o accommodate the placement
of a low-to-modarate fncome family [nto e home, with proceeds from the sale facilitating the
construction of moe i housing units for low-to-moderate income families, This is
ihe same artangement initially pursued with [, but with o different partner even though I

served in o iminer capacity Tor |G

It showld be noted that the City is working to sirengthen its environmental capacity, Several stafT recently
completect Envirommental training held at the HUD Regional office from March 31 through April 2, 2009,

B addition, qualified end approved consultants have been identified to assist in future environmental
asessments.

Finding 2: The City Improperly Awarded HOME Construction Projects

The Tnspector General audit report concludes that the City awarded two HOME comsruction projects
impraperly because sealed bids were not 4 part of the sclection melhodology and o single or sole scurce
process wes not documenied,  Additionally, the report cites deficiencies in meeting the Cily's
procurement requirements beeause docnentation was lacking showing the Purchasing Director's sign-
ol

Exhibit C provides summary information and documentation shared with the Purchasing Director in an
effort to document the need for 8 sole source procurement for [ Addidonally, the

information docunients the diffisullty experienced in solisiting for and gelting contraetors (o bid jobs in
the area.

The Porchasing Director at ihe time [T sothorized the Director or Development to proceed
with the project although this could not be verified through the Inspector General inguiry becanse the
Purchasing Director is no longer employed by the Unified Govemment,  The new Purchasing Direclor
could not locete Mes related to the matter,
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Comment 15

Comment 16

Comment 17

Letter to Mr, Ronald J, Hosking {cont'd}
Page 6

Felated o | NN, (< avached documentation clearly shows that this process had to be followed
in order to complete a project staried by a CHDO that had no chanee of success without intervention by
the PI. The subject CHDO was later decertified because of problems related o ils construction
methodology, However, the nature of the non-competitive awand s clearly documented along with eost
comparisons with other contractors working for not-for-profits in urban neighborhoads.

Diocumentation and justification is presented above and in Exhibit B justifying the selection process for

the conirector selected to build |

Exhibit I documents the “sole sowrce” nature of the procurement o hire a pot-for-profit to fulfill our
construction obligation for a HOME-assisted development located o [N Thc initiul
project involved rehabbing a Dollar house to address the blighting influence the structure had upon its
respective nelghborheod and to use the rehab activity a5 a training exercise to tain [N vokes
in an cffort to better meet Section 3 requirements. At the time, [ v the only contraclor
interesied in pursuing 4 vehab project with a training component.

As stated earlier, 8 number of fetors, including a fire and property deteriorlion contributed to our
conclusion that the subject property could not be rehabbed in a cost effective manner, Exhibit D clearly
documents the challenges for the subject Dallar house project which includes a historical recap by the
agencies involved. Similar documentation was provided 1o the then Purchasing Agent for (he City who
advised and autherized the project fo move forward, The subject propecty was later deeded to | N R NN

I i cilitate the sale of the property to a low-to-moderate income family, This was required at
the time of sale beciuse of the manner in which Habitat finances the sale of [l bomes.

City staff fully understands both federal and local procurement requirements and the allached
documentation evidences efforts @ comply wilh those requirements.  Additionally, 1 am convinced, as
evidenced by e attached documentation showing costs comparisons that HUD received the best value
for the dollars spent in all of these instances,

Finding 3: The City Improperly Charged Employee Costs to the HOME
Program

In this Finding section, the Inspector General Audifors recognized and acknowledged the PI's effaris to
overcome challenges related to stafT wmover. As a result of staff tumover, new staff were hired and
during the training process covering all CORG-funded areas including HOME and ESG, two slafl people
were given primary responsibility for the HOME Program even though they alternated into other CLBG-
supported program areas. Further, as acknowledged in the draft audit report, little attention was glven to
the work avea differences since both staff were hived i af the same pay rate and it was intended for the
two siaff to remain at the ssme pay rate, The plan at the tUme was o assign one of these stafl people the
responsibility for HOME management after their training was complefed,  Beomuse of the City's
personnel policies, one staff person was allowed to advanoe her salary over the ofher because of the date
hired, Eventually, this led to an approximate four pereent difference in salary, However, because of the
need to keep HOME activity lowing as summarized earlier, given the requirements for inspections, elc.,
mueh more work effors related fo HOME can be documented as shown below to more than offset the
costs cited in the draft awdit report,

2xhiibit B documents the facts surrounding this mafter and also calculates the number of hours that
should have been charged to the HOME Program had staff used cost seeounting numbers to differentiate
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Comment 18

Comment 19

Comment 20

Letier to Mr. Ronald J, Hosling (cont*d)
Page T

between HOME and CD projects, As 4 result of this review, policies have been changed requiring all
giaff to monitor their work activities and funded setivities and report their activities on their tinesheets in
querter infervals. While this Is most time consuming, it would guard against failure to document the
difference in Hime speat within a given program area. The new policy and cosl zecounting information is
also contained in Exhibit B, as well as o ealeulation of the salary differentials between the two cited
employess,

Finding 4: The City Allowed Contracts That Did not Include Provisions

The City understands HUD-requived provisions that must go lnto contracts that govern the aetivities of
our sub-grantees including ow CHDOs, The deafl audit report acknowledges that the confracl betwesn
{lie City ar P and the CHDOs cited in this Finding accurately contained all required provisions. Through
oversight, the P did not discover tmely that these provisions were not included in contracts between the
CHDO and the nol-for-profits they were contracting with,  Steps have been taken fo meke sure (hat
contracts belween sub-geantees and their pof-for-profit partners conforms o the same provisions
contained in the conrmel between the PI amd the sub-geantee. In addition, the Cily has taken a more
aggressive eppronch to HOME training and a contingent of staff already enrolled and completed the
HOME training workshop held at the Crown Center in Kanses City, Missow] on May 19-21, 2009, In
addition, several staff attended (ke MeighborWorks training session held in Phoenix, Arizona from May 4
{hrough May 8, 2009, This training included a session on managing CHDCs as well as covering
foreclosure recovery programming,

Finding 5: The City Did Not Verify The Eligibility of CHDOs Before
Awarding Them HOME Funds

City staff fully understands (he requivements for CHDO eligihility, certification amd re-cerlification. As
noted i the Inspector General's audit report, staff turmover contributed o an oversight during a thres-
month period between the cortification lapse of cur CHDOs and the awarding of fands to thres of the
CHIMg,

A number of our CHDO parlners have been operating for a great number of years with the same
management team and key personnel. Resumes' on these key personnel wers nob found i cunent files,
but exists in other earlier day files. This oversight accurred because stafl, having historical familinrity
with e management {eam, knew fhat there had not been any material change in the operating make-up of
these CHDO's, In pddition, diligent monitoring of CHIO board composition hes historically taken place,
If there becomes @ change in bosrd composition immediately following review and re-certification, the
CHDO is required to advise us immediately.

Tn owr review of our CHDOs for re-certifieation, issues related to capacity and financial stability are
reviewsd and taken inte aceount. However, our current world econoimy suggests (hal capacity and
financial issues can change overnight,
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Letter to Mr, Ronald J. Hosking {cont’d)
Page 8

Finding 6: The City Did Not Spend Its Program Income and Re-Captured
Funds Before Drawing Down Additional HOME Funds

Uscasionally, the City receives program income and re-captured funds, However, the receipt of these
funds s very infrequent especially when compared to the ineldence of expenditoee of HOME funds,
Begause there are penernlly weekly expenditures of HOME funds, oftentimes bills are being processed
withowt some Fiscal staff knowing that additional program income is being received.  Steps have been
faken and policies have been set in place o ensure that program income and re-capured funds are spent
before additional furds are drawn.

Exhibit F veflects the new policy that is designed to ensure that program income and re-captured funds
are gpent immediately.

It is my hope that the above information adequately addresses the concerns and findings contained in the
draft pudit,

1 you have & '=Pc||ltw1a coneeris or questions, please do nol hesitate 1o call on me,

‘”‘W/)@

LaWest A, Muiriy
Dirgctor

LAM/slm

[55M
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Comment 1

Comment 2

Comment 3

Comment 4

Comment 5

Evaluation of Auditee Comments

As stated in the report, we selected the City for review based on our risk
assessment. HUD’s 2008 and 2009 risk assessments for the City’s HOME
program were only two factors of several that we considered. As noted in the
report, we also considered HUD’s 2005 HOME program monitoring review
(HUD did not conduct a review in 2006), which indicated deficiencies in the
City’s HOME program. During the audit, we reviewed the City’s fiscal years
2006 and 2007 A-133 audits. The 2006 audit contained a finding that the City did
not perform on-site monitoring of subrecipients and did not have procedures in
place to follow up on subrecipient audit findings in a timely manner. The 2007
audit had no findings related to the HOME program.

We believe that our report fairly depicts our conclusions and we reached those
conclusions based on a reasonable sample, not minor weights of data. Our sample
consisted of 10 of 47 HOME activities on which the City spent more than $1
million in HOME funds between October 2006 and September 2008.

As noted in comment 2, we audited the City’s program using a reasonable sample.
HOME initiatives related to the questioned HOME projects may have begun in
the early 1990s and been closed out in 2002; however, we reviewed HOME
projects on which the City spent HOME funds in more recent years. Regardless
of the closeout, the City was required to follow HUD environmental requirements
on the sampled properties.

We do not disagree that the questioned property may qualify as a categorically
excluded project according to the HUD rules and relevant circumstances.
Therefore, we did not cite the City for not having an overall environmental review
available for the main site on which the property was located. However, even as a
categorically excluded project, the City was required to complete the statutory
checklist of 14 environmental concerns. The City did not have an adequate and
proper environmental review because the statutory checklist contained only 5 of
the 14 required items and was missing determinations and supporting
documentation. Although the project was located in a redevelopment area, this
did not excuse the City from having a proper environmental review.

We maintain that this was a material issue. HUD regulations outline the various
eligibility requirements for organizations to qualify as CHDOs and participate in
the HOME program. The City did not verify any CHDO eligibility requirements
for fiscal year 2006, and did not fully verify CHDO eligibility in fiscal years 2007
and 2008. While the City may have familiarity with the CHDOs due to its using
these CHDOs for a number of years, the City was to evaluate various aspects of
each CHDO every year and be able to provide evidence that it had completed this
task. The City was not able to provide such evidence during our audit.
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Comment 6

Comment 7

Comment 8

Comment 9

Comment 10

We maintain that the City did not understand HUD environmental review
requirements. The current HUD environmental officer has been in Kansas City
for more than five years. Throughout that time, which encompasses our audit
period, he provided consistent environmental training and technical assistance to
City staff.

We maintain the City could not ensure that the subject homes were reasonably
protected from environmental hazards. Because the City could not provide
documentation to show that it had conducted adequate and proper environmental
reviews, HUD could not be sure that the homes were reasonably protected from
environmental hazards. In addition, the documentation that the City provided
with its comments was provided to us during the audit and we considered it in
reaching our reported conclusions. The City had recently reconstructed the
statutory checklists for the questioned properties and provided some evidence to
support the environmental determinations reached on the reconstructed
documents. However, we did not accept the reconstructed checklists as evidence
of proper environmental reviews conducted at the time that the City spent HOME
funds on the subject properties.

Further, the October 2002 letter from the Department of Wildlife and Parks gave
environmental clearance on only 1 of the 14 checklist items. This does not
constitute a complete clearance of environmental issues that HUD required the
City to review.

As explained in comment 7, the City provided some documentation on the subject
property. However, the City had reconstructed the environmental review record
and the statutory checklist when asked for supporting documentation during our
audit. The City was required to complete the checklist before beginning the new
construction project. As explained in comment 7, we did not accept the
reconstructed information.

We do not disagree with the City considering the subject property as categorically
excluded from the larger redevelopment site. However, the City was still required
to evaluate and provide proper evidence to support its conclusions on the 14
statutory checklist requirements. This was not accomplished as the checklist
contained only 5 of the 14 required items and was missing determinations and
supporting documentation in key environmental areas.

We do not disagree with the City considering the subject property as categorically
excluded from the larger redevelopment site. However, the Kansas Department
of Health and Environment records provided addressed only the removal of
underground storage tanks and that they did not present any human health or
environmental threats. The records did not address all of the HUD-required
checklist items. Further, the City agreed that it could not locate the original
environmental review record and the statutory checklist. The City had provided
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only a few supporting documents for individual items required by the checklist.
This did not constitute a proper environmental review.

Comment 11 This paragraph provides a history of one of the questioned projects in finding 2.
This information was not relevant to finding 1; however, we considered it in
evaluating the City’s response to finding 2.

Comment 12 We commend the City for taking steps to train its staff about HUD’s
environmental review requirements.

Comment 13 We did not conclude or report that the City had awarded two HOME construction
projects improperly because sealed bids were not a part of the selection
methodology. We initially noted that sealed bids are preferred but our conclusion
was that the City could not support that it had properly awarded two
noncompetitive contracts. To avoid confusion, we removed the sentence referring
to sealed bids from the report.

Comment 14 We did not contend that sole sourcing the contracts was wrong. We concluded
only that the City could not provide documentation that it had properly evaluated
the circumstances and reached a supportable conclusion to noncompetitively
award the contracts at the time that it selected the contractors. The documentation
that the City provided with its comments was provided to us during the audit.
However, we did not accept the information as evidence of the City properly
evaluating and supporting noncompetitive awards because the City had
reconstructed its recollection of the events that ensued and did provide evidence
to support the information in the reconstructed documents.

Further, the City could not provide any documentation showing that it had
provided the indicated information to the City’s purchasing director or received
his approval.

Comment 15 As mentioned above, we did not contend that the City erred in sole sourcing of the
contracts, only that the City could not provide the proper documentation for this
process.

Comment 16 Based on interviews of City staff members and the staff having to recreate
documents justifying the sole source selections, we maintain that the City did not
understand procurement requirements to properly evaluate and document
noncompetitive awards.

Comment 17 The City stated that several other employees worked on HOME activities but did
not charge their employee costs to the HOME program. The City provided a
narrative of estimated hours that other City staff claimed to have worked on
HOME projects but provided no support to prove the legitimacy of estimated
hours or that the persons did the work. Therefore, we did not accept this
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Comment 18

Comment 19

Comment 20

additional information as sufficient to offset the improper overcharges detailed in
the report.

We maintain that the City did not fully understand what provisions were required
in HOME contracts. In our sample, we reviewed two contracts between a CHDO
and a nonprofit and neither contained the required provisions. In addition, we
reviewed three contracts between the City and a contractor and two of the three
did not include the required provisions. Therefore, given that the City did not
include required provisions in four of five contracts reviewed, we maintain that
the City did not fully understand the requirements.

We maintain that City staff did not fully understand the CHDO eligibility
requirements. The City had not verified any CHDO eligibility requirements for
fiscal year 2006, and it had not fully verified CHDO eligibility in fiscal years
2007 and 2008. We discussed the eligibility requirements outlined in CPD Notice
97-11 with the staff member most recently responsible for CHDO eligibility. She
confirmed to us that she was not aware of all requirements.

The City stated that it had reviewed and evaluated capacity and financial stability
requirements when recertifying the CHDOs. However, it did not provide
evidence of its efforts in this regard during the audit. In addition, we agree that
capacity and financial elements of an entity can change quickly and this makes it
all the more important that the City diligently monitor its CHDOs’ eligibility to
participate in the HOME program.
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Appendix C
CRITERIA

Criterion 1

Regulations at 24 CFR 58.38 state that the responsible entity must maintain a written record of
the environmental review undertaken under this part for each project. This document is
designated the environmental review record and shall be available for public review. The
responsible entity must use the current HUD-recommended formats or develop equivalent
formats.

Criterion 2

Regulations at 24 CFR 58.38(a) state that the environmental review record should contain all of
the environmental review documents, public notices, and written determinations or
environmental findings required by this part as evidence of review, decision making, and actions
pertaining to a particular project of a recipient.

Criterion 3

Regulations at 24 CFR 58.38(b) state that the environmental review record should contain
verifiable source documents and relevant base data used or cited in environmental assessments,
environmental impact statements, or other project review documents. These documents may be
incorporated by reference into the environmental review record, provided each source document
is identified and available for inspection by interested parties.

Criterion 4

Regulations at 24 CFR 58.5 state that the responsible entity must assume responsibilities for
environmental review, decision making, and action that would apply to HUD under the
following specified laws and authorities. The responsible entity must certify that it has complied
with the requirements that would apply to HUD under these laws, and authorities and must
consider the criteria, standards, policies, and regulations of these laws and authorities.
Regulations at 24 CFR 58.6 state that the responsible entity also remains responsible for
addressing requirements in its environmental review record and meeting these requirements,
where applicable, regardless of whether the activity is exempt or categorically excluded.

The statutory requirements (checklist) for categorically excluded projects subject to 24 CFR 58.5
and 58.6 include

Air quality,

Airport hazards,

Coastal zone management,
Contamination and toxic substances,
Endangered species,

Environmental justice,

Explosive and flammable operations,
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Farmland protection,

Floodplain management,

Historic preservation,

Noise control,

Water quality (sole source aquifers),
Wetland protection, and

Wild and scenic rivers.

Criterion 5

CPD Notice 01-11, “Environmental Review and the HOME Investment Partnerships Program,”
paragraph 1B, states that completion of the environmental review process is mandatory before
taking a physical action on a site or making a commitment or expenditure of HUD or non-HUD
funds for property acquisition, rehabilitation, conversion, lease, repair, or construction activities.
Contractors, owners, and developers (including CHDOs) may not commit or expend funds on
HOME projects until the participating jurisdiction or state recipient completes the environmental
review process.

Criterion 6

Regulations at 24 CFR 85.36(d)(2) state that with procurement by sealed bids, the bids are
publicly solicited and a firm-fixed-price contract (lump sum or unit price) is awarded to the
responsible bidder whose bid, conforming with the material terms and conditions of the
invitation for bids, is the lowest in price. The sealed bid method is the preferred method for
procuring construction.

Criterion 7

Regulations at 24 CFR 85.36(d)(4)(i) state that procurement by noncompetitive proposals may
be used only when the award of a contract is infeasible under small purchase procedures, sealed
bids, or competitive and one of the following circumstances applies:

e The item is only available from a single source,

e The public exigency or emergency for the requirement will not permit a delay resulting
from competitive solicitation,

e The awarding agency authorizes noncompetitive proposals, or

e After solicitation of a number of sources, competition is determined inadequate.

Cost analysis, (i.e., verifying the proposed cost data, the projections of the data, and the
evaluation of the specific elements of costs and profits), is required.

Criterion 8

The City’s Procurement and Contract Compliance Department Memorandum, dated November
17, 2005, “Construction Thresholds,” states that effective January 1, 2006, construction projects
with a cost of less than $50,000 will require three quotes. Of those three quotes, one will need to
be from a local firm and one from a minority or a woman-owned firm. Construction projects in
excess of $50,000 will be required to engage in the formal bidding process.
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Criterion 9

The City’s Procurement and Contract Compliance policies, article 3, section 3-102, states that
contracts shall be awarded by competitive sealed bidding except as otherwise provided and
competitive sealed bidding is the preferred method for procurement. The sealed bidding process
is also outlined in this section.

Criterion 10

The City’s Procurement and Contract Compliance, article 3, section 3-105, states that a contract
may be awarded for a supply, service, or construction item without competition when the
purchasing director, after conducting a good review of available sources, determines in writing
that there is only one source for the required supply, service, or construction item.

Criterion 11
Regulations at 24 CFR 92.2 define a community housing development organization (CHDO) as a
private nonprofit organization that

e Is organized under state or local laws;

e Has no part of its net earnings inuring to the benefit of any member, founder, contributor,
or individual,

e Is neither controlled by or under the direction of individuals or entities seeking to derive
profit or gain from the organization;

e Has a tax exemption ruling from the Internal Revenue Service;

e Does not include a public body (including the participating jurisdiction);

e Has standards of financial accountability that conform to 24 CFR 84.21, “Standards for
Financial Management Systems”;

e Has among its purposes the provision of decent housing that is affordable to low-income
and moderate income persons, as evidenced in its charter, article of incorporation,
resolutions, or bylaws;

e Maintains accountability to low-income residents by having at least one-third of its
board’s membership for residents of low-income neighborhoods, other low-income
community residents, or elected representatives of low-income neighborhood
organizations and, also, provides a formal process for low-income program beneficiaries
to advise the organization;

e Has demonstrated capacity for carrying out activities assisted with HOME funds; and

e Has a history of serving the community within which housing to be assisted with HOME
funds is to be located. In general, an organization must be able to show one year of
serving the community before HOME funds are reserved for the organization.

Criterion 12

CPD Notice 97-11, “Guidance on CHDOs under the HOME Program,” contains an eligibility
checklist in attachment A that is a tool for participating jurisdictions. Attachment A describes
eligibility criteria and the supporting documentation recommended for use by participating
jurisdictions to certify or recertify CHDOs. The participating jurisdiction should maintain the
completed checklist to document compliance with the regulations. The checklists contain
different categories and include such areas as
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Legal status,

Capacity,

Organizational structure, and
Relatonship with for profit entities. .

Criterion 13

HUD HOMEfires Notice, April 2002 states that HUD strongly recommends recertification of
CHDOs annually. However, at a minimum, a participating jurisdiction must requalify an
organization as a CHDO each time it receives additional set aside or operating funds.
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