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HIGHLIGHTS

What We Audited and Why

We reviewed the development activities of the Kansas City, Kansas, Housing
Authority (Authority) to determine whether the Authority improperly spent
federal public housing funds when developing and operating nonfederal
developments. We conducted the audit because of a citizen complaint received
by our office.

What We Found

The Authority inappropriately spent federal funds for nonfederal development
activities. It transferred nearly $1 million from its public housing general fund
bank account to the Community Housing Investment Group’s (the Authority’s
nonprofit affiliate) bank account between January 2002 and December 2006. It
also inappropriately spent federal funds for payroll costs when staff worked on
nonfederal development activities. None of the nonfederal developments that
staff worked on were projects covered by the annual contributions contract, nor
had HUD approved the use of public housing funds for these activities.



What We Recommend

We recommend that HUD require the Authority to repay its public housing
program nearly $184,000 from nonfederal sources for federal funds that were
inappropriately used and not yet repaid and to implement adequate procedures to
ensure that it does not spend HUD assets on nonfederal activities without HUD
approval. Additionally, HUD should require the Authority to provide
documentation to support payroll costs allocated to HUD programs or reimburse
its HUD programs from nonfederal sources for costs that it cannot adequately
support. HUD should also require the Authority to implement an acceptable
method for allocating future payroll costs.

For each recommendation without a management decision, please respond and
provide status reports in accordance with HUD Handbook 2000.06, REV-3.
Please furnish us copies of any correspondence or directives issued because of the
audit.

Auditee’s Response

The Authority generally agreed with our conclusions and recommendations but
disagreed with our calculation of questioned payroll costs. We provided the draft
report to the Authority on August 20, 2009, and requested a response by
September 11, 2009. It provided written comments on September 11, 2009.

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 Kansas City, Kansas, Housing Authority (Authority) was chartered by the State of Kansas in
1957. The Authority’s mission is to help families and individuals with low and moderate
incomes by providing safe, affordable, quality housing; partnering with community services and
agencies; and promoting economic opportunity. The Authority is governed by a 12-member
board of commissioners that provides oversight to the agency and its staff.

The Authority owns and operates 2,045 public housing units that provide housing options for the
disabled, elderly, and families whose income meets U.S. Department of Housing and Urban
Development (HUD) guidelines. The Authority also administers a Section 8 Housing Choice
Voucher program that enables 1,469 low-income families to rent from a private landlord with
rental assistance administered by the Authority. The Authority received $6.2 million for its
public housing program and $8.4 million for its Section 8 program for fiscal year 2008.

To participate in HUD’s public housing programs, the Authority executed an annual
contributions contract with HUD on January 23, 1996. The annual contributions contract defines
the terms and conditions under which the Authority agreed to develop and operate all projects
under the agreement. The contract defines a project as any public housing developed, acquired,
or assisted by HUD under the United States Housing Act of 1937, as amended. The contract
states that the Authority may withdraw public housing funds only for the payment of the costs of
development and operation of the projects under the contract or other purposes approved by
HUD.

Due to concerns about housing authority development activities nationwide, on June 20, 2007,
HUD’s Office of Public and Indian Housing (PIH) issued Notice PIH 2007-15 (HA),
“Applicability of Public Housing Development Requirements to Transactions between Public
Housing Agencies and their Related Affiliates and Instrumentalities.” This notice reaffirmed the
requirements of public and Indian housing programs, including the annual contributions contract,
that apply to public housing development activities.

In accordance with its agency plan, a public housing agency may form and operate wholly
owned or controlled subsidiaries or other affiliates. Such wholly owned or controlled
subsidiaries or other affiliates may be directed, managed, or controlled by the same persons who
constitute the board of directors or similar governing body of the public housing agency or who
serve as employees or staff of the public housing agency but remain subject to other provision of
law and conflict-of-interest requirements. Further, a public housing agency, in accordance with
its agency plan, may enter into joint ventures, partnerships, or other business arrangements with
or contract with any person, organization, entity, or governmental unit with respect to the
administration of the programs of the public housing agency such as developing housing or
providing supportive/social services subject to either Title I of the United States Housing Act of
1937, as amended, or state law.



The Authority set up a nonprofit
affiliate, Community Housing
Investment Group, in 2001 so the
Authority could develop mixed-
financed properties to create new
public housing for low-income
families. The Authority’s board of
commissioners’ chairman and the
executive director sit on the board
of directors for the nonprofit
affiliate. The nonprofit affiliate
tried to develop four different
projects, but only Delaware
Highlands Assisted Living was
completed.

Delaware Highlands Assisted Living

Delaware Highlands Assisted Living is a 121-unit property that began development in 2003 and
opened in September 2006. It was not constructed using mixed financing, nor does it contain
public housing units. The Authority’s executive director has managed the daily operations of the
property since September 2008.

Our audit objective was to determine whether the Authority improperly spent federal public
housing funds when developing and operating nonfederal developments.



RESULTS OF AUDIT

Finding 1: The Authority Inappropriately Spent Federal Funds for
Nonfederal Development Activities

The Authority inappropriately spent federal funds for nonfederal development activities. This
condition occurred because the executive director relied on consultants, who told him it was
acceptable to spend public housing funds on nonfederal development and repay the funds when
permanent financing was in place. As a result, the Authority did not have nearly $1 million of its
public housing funds available for the intended purpose, which was to provide decent and safe
housing for low-income families, the elderly, and persons with disabilities.

Authority Used Public Housing
Funds to Pay Nonfederal
Development Expenses

The Authority inappropriately spent HUD public housing funds for nonfederal
development activities. According to the Authority’s annual contributions
contract with HUD, the Authority may withdraw money from its public housing
fund only for the payment of the costs and operation of the projects covered under
the contract. The nonfederal developments were not approved projects under the
contract.

The Authority transferred nearly $1 million from its public housing general fund
bank account to the Community Housing Investment Group’s (the Authority’s
nonprofit affiliate) bank account between January 2002 and December 2006. In
addition to the transfers, the Authority wrote a $500 check from its public housing
general fund account for an application to the Internal Revenue Service for
nonprofit status on behalf of the nonprofit affiliate. When the nonprofit affiliate
received bond sale proceeds and construction loans in March 2005, it repaid the
Authority nearly $803,000 but later used another $23,000 in federal funds. The
nonprofit affiliate still owed about $184,000 to the public housing general fund as

of May 2009.
Public housing
Calendar year funds used Balance
2002 (includes $500 check) $163,367 | $163,367
2003 $81,832 | $245,199
2004 $676,262 | $921,461
2005 (January through March) $42,349 | $963,810
2005 (March repayment) ($802,835)| $160,975
2005 (April through December) $5,272 | $166,247
2006 $17,654 | $183,901




The nonprofit affiliate used the inappropriately transferred money to pay
predevelopment costs for two planned developments. Only one of the two
planned developments materialized, Delaware Highlands Assisted Living. The
predevelopment expenses included the land purchase for Delaware Highlands
Assisted Living and fees for attorneys, architects, and appraisers.

Executive Director Relied on
Consultants

The executive director relied on consultants, who told him it was acceptable to
spend public housing funds on nonfederal development and repay the funds when
permanent financing was in place. The executive director stated that the
consultants told him the Authority could use the HUD funds as long as the
Authority accounted for and repaid the funds when it obtained other sources of
financing. The executive director relied on this information and presented it in
the same way to the Authority’s board of commissioners. The commissioners
also relied on this advice.

In addition, the executive director told us that the Authority’s independent auditor
did not consider the debt owed by the nonprofit affiliate to the Authority to be a
reportable finding. He told us that because the consultants and the independent
auditor thought this practice was acceptable, he relied on their advice as experts in
their respective fields.

Public Housing Funds Were
Not Available for Intended
Purposes

Beginning in 2002 and continuing through May 2009, the Authority had not had
nearly $1 million of its public housing funds available for the intended purpose,
which was to provide decent and safe housing for low-income families, the
elderly, and persons with disabilities.

In addition, as of May 2009, the nonprofit affiliate owed the Authority about
$184,000, with no apparent ability to repay the funds until the Delaware
Highlands Assisted Living facility generates sufficient funds to begin repayment.
The facility’s audited financial information, for the period ending December 31,
2008, showed that the facility had an operating loss of nearly $1 million since it
opened in September 2006. Therefore, persons intended to benefit from the
public housing funds will receive less assistance than they would have until the
Authority secures funds to repay the public housing program.



Recommendations

We recommend that the Deputy Director, Office of Public Housing, require the
Authority to

1A.  Repay its public housing program from nonfederal sources for any federal
funds inappropriately used, including $183,901 owed by the Community
Housing Investment Group as of March 31, 2009.

1B.  Implement adequate procedures to ensure that it does not spend HUD
funds on nonfederal programs and activities without HUD approval.
These procedures should include following Notice PIH 2007-15, which
addresses spending HUD-related assets in relation to development
activities.



Finding 2: The Authority Inappropriately Spent Federal Funds for
Payroll Costs When Staff Worked on Nonfederal
Development Activities

The Authority inappropriately spent federal funds for payroll costs when staff worked on
nonfederal development activities. This condition occurred because the Authority’s executive
director did not understand the requirements. As a result, public housing tenants did not receive
the full benefit of Authority employees’ time and efforts for which the Authority paid nearly $1.5
million in payroll costs.

Authority Spent Federal Funds
on Nonfederal Activities

The Authority inappropriately paid payroll costs (salaries and benefits) from its
federal public housing funds for staff that worked on nonfederal development
activities. The annual contributions contract between the Authority and HUD
allows the Authority to use public housing funds only for the costs of
development and operation of the projects under the contract or other purposes
approved by HUD. None of the nonfederal developments that staff worked on
beginning in January 2002 was covered by the annual contributions contract, nor
had HUD approved the use of public housing funds for payroll costs when staff
worked on these nonfederal efforts.

Five Authority employees spent a portion of their time working on nonfederal
development activities beginning in January 2002. Beginning in January 2003,
staff worked on developing Delaware Highlands Assisted Living, a nonfederal
development, which opened in September 2006. After the facility opened, two
additional staff members began spending time on nonfederal activities.

Authority Did Not Track Time
for Nonfederal Activities

Authority staff that worked on nonfederal development activities did not track
their time spent on federal or nonfederal activities. The annual contributions
contract requires the Authority to maintain records that identify the source and use
of funds in a way that allows HUD to determine that all funds are and have been
spent in accordance with each specific program requirement. Further, Office of
Management and Budget Circular A-87 states that when employees work on
multiple activities, the employer must support salary distributions with personnel
activity reports or equivalent documentation.



The executive director and department heads were primarily the employees who
worked on nonfederal development activities. The Authority did not require its
managers to keep detailed records of their activities. As a result, the Authority
had no records of staff time spent on federal or nonfederal activities and,
therefore, could not support payroll costs charged to the public housing program
during the nonfederal development period.

In addition, the Authority’s executive director began managing the daily
operations of Delaware Highlands Assisted Living in September 2008. The
nonfederal development had incurred losses of nearly $1 million since opening in
2006. The nonprofit affiliate’s board members fired three management agents
during this period. As a result, the nonprofit affiliate’s board members instructed
the executive director to manage Delaware Highland Assisted Living’s daily
operations in an attempt to make the nonfederal development profitable. The
executive director told us that he expected to manage the nonfederal development
for at least the next year.

Authority Management Did Not
Understand Requirements

The executive director did not understand HUD requirements. He believed that it
was the Authority’s responsibility to pay salaries for Authority staff working on
nonfederal developments because the board of commissioners instructed him to
carry out the development activities.

The board of commissioners

e Created a nonprofit to develop low-income housing,

e Appointed the executive director as a member of the nonprofit board, and

e Expected the executive director to aggressively pursue developing low-
income housing.

The executive director told us that he believed it was his responsibility to carry
out the board of commissioners’ wishes and in hindsight he should have kept
track of the time he and other staff spent on the nonfederal activities. He also told
us that he tried to work on the nonfederal activities outside the normal 40-hour
work week but had no documentation to support this assertion. In addition, he
told us that he tried to limit the amount of time his staff spent on the nonfederal
development activities.

Authority Tenants May Have
Been Underserved

Public housing tenants did not receive the full benefit of Authority employees’
time and efforts for which the Authority paid nearly $1.5 million in payroll costs.
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Further, without an acceptable method of allocating such costs, the Authority will
pay at least $194,000 in unsupported payroll costs, excluding benefits, from
federal funds within the next year. When the Authority used federal funds to pay
for employee time spent on activities other than public housing activities, it
deprived the Authority’s public housing tenants of funds that should have been
spent on their needs.

Recommendations

We recommend that the Deputy Director, Office of Public Housing, require the
Authority to

2A.  Provide documentation to support payroll costs allocated to HUD
programs or reimburse its HUD programs from nonfederal sources for
costs that it cannot adequately support. These costs should include
$1,452,462 allocated from April 1, 2002, to March 31, 2009.

2B.  Implement an acceptable method for allocating future payroll costs, such
as daily activity reports or equivalent documentation, for services
performed. This measure will ensure that an estimated $194,079 in
payroll costs that will be allocated in the next year will be put to better
use.

11



SCOPE AND METHODOLOGY

Our review generally covered the period January 2002 through February 2009 and was expanded
as necessary. We performed on-site work from March through July 2009 at the Authority’s
office located at 1124 North 9th Street, Kansas City, Kansas.

To achieve our audit objective, we conducted interviews of the Authority’s staff and members of
its board of commissioners. We also conducted interviews of HUD staff at the Kansas City,
Kansas, Office of Public Housing. We reviewed the Authority’s policies and procedures,
development files, general ledgers, payable files, payroll files, and audited financial statements.
We also reviewed the Authority’s annual plan, board of commissioners meeting minutes,
correspondence with HUD, annual contributions contracts, bank statements, and bank loan
documents. In addition, we reviewed federal regulations and HUD requirements.

We reviewed reports generated from the Authority’s computerized accounting system for
evidence of spending public housing assets without prior HUD approval. We used the
computerized data for background information purposes only; therefore, we did not conduct tests
of the data or controls governing the data. We did not use the data to support audit conclusions
but used only original source documents to reach our conclusions.

We assigned a value to the potential savings to the Authority if HUD implements our
recommendations. If HUD implements recommendation 2B requiring the Authority to
implement an acceptable method for allocating future payroll costs, it will protect an estimated
$194,079 in salaries for staff who will likely work on nonfederal development activities in the
next fiscal year. The estimate will be a recurring benefit; however, our estimate reflects only the
initial year of this benefit.

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.
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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:

. Controls to ensure that the Authority complied with its annual
contributions contract with HUD regarding the use of federal funds.

. Controls to ensure that the Authority complied with Office of
Management and Budget Circular A-87, “Cost Principles for State, Local,
and Indian Tribal Governments,” regarding support for payroll costs and
funding sources used for these costs.

. Controls to ensure adequate oversight of the Authority’s daily operations.
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 Weakness

Based on our review, we believe that the following item is a significant weakness:

. The Authority did not have adequate controls in place to ensure that its
spending of federal funds complied with federal regulations and its annual
contributions contract with HUD (findings 1 and 2).
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Separate Communication of
Minor Deficiencies

We reported a minor internal control issue to the auditee in a separate memorandum,
dated September 8, 2009.
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APPENDIXES

Appendix A

SCHEDULE OF QUESTIONED COSTS
AND FUNDS TO BE PUT TO BETTER USE

Recommendation Ineligible 1/ Unsupported  Funds to be put
number 2/ to better use 3/
1A $183,901
2A $1,452,462
2B $194,079
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.

2/ 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.

3/ Recommendations that funds be put to better use are estimates of amounts that could be
used more efficiently if an Office of Inspector General (OIG) recommendation is
implemented. These amounts include reductions in outlays, deobligation of funds,
withdrawal of interest,-costs not incurred by implementing recommended improvements,
avoidance of unnecessary expenditures noted in preaward reviews, and any other savings
that are specifically identified.

If HUD requires the Authority to implement an acceptable method for allocating future
payroll costs, it will protect future payroll costs for staff that will likely work on
nonfederal development activities in the next fiscal year. The estimate will be a recurring
benefit; however, our estimate reflects only the initial year of this benefit.
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Appendix B
AUDITEE COMMENTS AND OIG’S EVALUATION

Ref to OIG Evaluation Auditee Comments

Kansas City, Kansas Housing Authority
1124 NMarth Mmnth Strest

Kansas Cily, Kansas 86101-2197

(8113) 281-3300 FAX (813) 270-3428

September 11, 2009

Mr. Ranald J. Hosking

US. Dept. of HUD

Office of the Inspector General for Audit
400 State Ave.

Kansas City, KS 68101

Dear Mr. Hasking:
Thig transmits my response to the 1G audit findings.

Best regards,

Thaomas W. Stibal
Executive Director

NSr
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Comment 1

Memaorandum

To:  Ronald J. Hosking
HUD office of Inspecter General far Audit

From: Thomasz V. Stibal
Executive Director, KCKHA

Date: September B, 2009
Subject: HUD I1G Audit 2008, Development Activities
Background

The Housing Authority of Kansas City, Kansas (KCKHA) became interested in
patential development, initially in conjunction of the HOPE VI program, as a tool
to redevelop our Juniper Gardens development, and then even more so after the
passage of GHWRA in 1896, which seemed to impose upon housing aut horities
the obiigation to seek and expiore any development and redswveiopmeant
opportunities that were prasented in their respective communities. KCKHA had
no &taff er board members that had parbcipated in development in this setting.
After staff submitted multiple HOPE VI applications that were nal funded, the
brard advocated for the procurement of consullants to provide experence,
expertise, and to spear head develapment initiatives for KCKHA,

HUD did not have a PIH notice regarding development activities published at the
time, which provides PHA's and consultants guidance on the departments
interpretation of the language of the: CFR's. As pointed out by 1G Audit 2004-AT-
0001, PIH notice 81-30 was allowed 1o expire i 1992, and no new nalces were
published to replace PIH notice 91-39. nor were any PIH notices published
following the passage of QHWRA it 1008, In fact PIH natica 2007-15 2 the first
guidance we have seen offered on HUD's interpretation of the development rules,
other tham the 2004-AT-D001 audit repart. [tis alss impoartant ta note that audit
report 2004-AT-0001 recognized that consultants giving advice and advice be
given at conferences may be incorract, It statad, We are concamed that PHAS
have received improper guidance on how to develop housing at these
conferances”

KCKHA did hire consultants in 2000, They were chosen after @ procurement
process that evaluated candidates based upon their expertise, expernence, and
integrity. A committes of board members, staff, a representative of the Mayors
office, a representative of the local HUD field office. a representative of LISC,
and bwo representatives of Fannia Mae graded and interviewed the proposers.,

was the successful candidate, We also regquested that legal
advice be provided as part of the proposal for services, and _of

**We redacted names to protect the individual’s or entity’s privacy.
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Comment 1

Comment 2

Comment 3

I i gl advice. Additionally we had
precured NN - 'oc= bond attomey to provide finansing advice, Qur
slafl eounsal was not available from October of 2001 to Saptember of 2003, as
he was called up for military duty following 2411,

Fallowing the consultants advice KCKHA developed an integrated multi deal
devalopment sirategy, and we visiled with the HUD offica of public housing
investmenis in February of 2001, at which fime we outiimed our overall
development strategy and discussed the two first mixed finance devalopmeant
prapasals, We subsequently, initiated participation in teo mixed finance
developmeant projects, which, it is my understanding were undartaken cormactly
and are not at issue hera.

In 2002, also following consuliants advice we underiook the development of an
asslstad living Tacility, which was a badly needed facility in this community. Wie
believed that a large part of the target market would be public housing residents
who were over eighty years old and who were having difficulty ving
independently in aur public hauaing program. We initially tried to do this at the old
Bethany hospital, as an adaptive reuse, but could not make that work fimancially,
s0 we endad up with a new site and development called Delaware Highlands
Assisted Living, LLG, (BHAL). All residents of DHAL are residents who qualify
financlally for federal housing assistance and, since opening in September of
2008, over 85% of residents income is less than 50% of AMI, with the other 5%
at or below 60% AMI. All residents meet low or very low income restrictions, and
all are frail elderly. This development has allowed ws to serve residents that are
aligible for faderal housing assistance without HUD or KCKHA needing fo make a
fen million dellar capital investment to build the facility.

During the course of this audit we have been advised that this effort to develop
an assisied living facility was not done correcﬂy._ our
consultants, indicated that the advice given to KCKHA'Wwas based on
cirsumatances and practices and interprotation of legitimate funds use for
‘affordable housing purposes’ before the HUG 1G report was is-sued.” Thay did
advise KCKHA in Movember of 2004, that ‘predevel opment costs covered by
(CHIGE {Community Housing Investment Group, the PHA non profit affiliate)
investment, for which funds were borrowed from the Housing Authority, will be
refunded at closing. This is necessary due to a change in HUD guidelines per a
January 2004 report pubslished by HUD's: Inspector General pertaining to the
nature of PHA financial involvement in other housing intiative s, notably relative
ta the nature of funds used and applicable Federal regulations’. As a result of
this advice funds used for predevelopment costs of Delaware Highlands werea
repaid to KCKHA at the financlal closing. Thers were also some predevelopment
funds expended earlier whon we attempted to first do an assisted living facility as
an adaptive reuse of an existing hospital. This cccurred In 2002, well before the
2004 1G audit report was issuad that changed the advice given us by our
consultants. We have net had available nen Federal funds to repay, those cosls
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Comment 4

Comment 5

Comment 6

=
S AL AL dme rolimbg cem o ek fon Bfls o o S0
e DHAL o L i 200

| wiould also ke to poind ou: that KGKHA has raparted all of the developmant
activilies it engaged n from 2002 lo 2003 in its annual plan, and Ihose pkans
ware all approved by HUD. In faci KCKHA told HUD t was angagad in theae
development eckivifies over 25 tires in iis annual plan submissions from 2002 to
2008, PHA advising HUD of thel planred development adivitkes in the r annual
plan submissons was one of the ecommendations of 1G asdit 2004-AT-0001.
Chur understanding o the parposa of the plans wae ic give HUD the opparfunity
to review PHA activites and quesion or provide guidance to PHAS prior o them
angaging in the activlias, All plars ware approved a5 submilbed,

“inding Mo, 1.

ARhough we Dalleve at we mede every efor i follow HU2 ules and
guidelings regerding development activiies we do agree that the KCKHA affiliste
onaes the KCKAA 182 3041 dollars. and agree with the numtbers redected in the
chart on page seven of the epart. . This number has baen eponed acceratsly to
HUD cwer e courses of the perioc currantly beng audited in our snnual audits
and finacial egtemants sirce 2002, A of which warz approvad by HUD.

Wi balisve thet the conclusion of the 1S audit that® Eeginning in 2002 and
aeniinuwing through May 2008, the Author ity had not kad nearly 51 milion of its
public housing funds evailsble for the intanded punpose, "owrstates the
Unaivanilability of funds 1S thi public holisng agendy, 235 thal amouml was ted up
for anly about an ehght momh window oftime. ~he baance of the time the
amount was under $250,000. And wa agrae with the HUD Office of Public
Hausing Imwesiment, which in is response bo |G Aedi; 2004-4T 0001 staled thet
thare s enly true risk If & “PHA becomes inancially distressed’. KCEKHA, ja not
firanclally disiressed nor were any management dedaions regarding oparations
or capitel imvestments decisions impacted by thess development activitiea.

Fially, wa acknowledge that DHAL had inflial aperalional problams durng s
firal tweo years of ope-ations, but snee the developers established & management
artity in September of 2008, the oleraticn has stabilized ard became
pradictable, ard bagun to cash flow, although il under pedorming its
pradevelopment pro forma, ds of July 31, 2008, accoding ta the Fnancial
staterments prepared by Keler and Owen the CPA firm that providas the
aocounting sarvices to DHAL, the project was cash flowing vear 1o date. DHAL
wirs alsc appraised in March of 2008, and it aparatsed for $10,050,000 end has a
Bond bakngee of $6,630,000, 0 there Is abowt B3,420,000 in eguity in the project.
GHIG intereat of twe thirds ownaighip we baelieve protects KCKHAS interast.
HOKHA Joes rof balieva that its obfigation due from CHIG will nat be mel.
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Comment 7

Finding 2.

Ajter reniewing OMB circular A-87, we agres thal CHIG mary owe KCEHA monay
for ralhirearssnt of ealanses hotwe hdisvs the 51 5 millon idantified 2 an
overetatsmantof the amount and that it 8 much smaler. Tha current 15 audit
identifind five employees who mar have worke for the benshil of sither SHIG,
e affiliabe, or BHAL T “Sf are the execulive sssistant, the elderly services
poordinetor, the director of #nance, the moderrizetion coordinator, and fe
anacutive director.

Aaldiionadly, Hhe audidor fewel that two ks drieens’ wages should be relimbasrsed,
KZEHA was blling CHAL for expenses for the bus aervies, but nol wagee. This
wias the result of miscommunication within the agency, and staff has been
insdrusted to back bill e wages and Lo bl for wages and axpanees in e fulus,
This Iz about afour thousard dollar porton of tee total payrell Bmount noted by
th= 13 aadibar.

The executive assistants ertire saary for 2 five year pericd was ingluded in the
armenl sited by the IG awdion, |nfact the exemitive essiatait was given one fask
to do and that waa to help prepare a liat of invieas to the grand opaning of
DHAL. Ehe was given that mek so that we ware sure 1o inclade invitations o
HUD, curant end farner KCKHA sommissioners, and ethees In the community
with whorn KC€HA had working relationships. This task toor place in 2006, and
reguired about? hous of her fime. One can certainly make the coge thal KCKHA
benefitted from thal woek ard our semmunity relatianships improved by he
rezagnition received during the grand opening. Other then that she has been
qiven notaske related o the devesopment or cperafion of DHAL. Neither she
ner | car say thad she did not handle occasionzl phoee calls that came to
KCKHASs swilciboand or mall that zame 'o KCEHAS nalling address, but that is
cerlainly miniral imghvernent, anc really no diferent that redirecting calls that
come [0 KGKHA thatweare meant o 9o to HUD or other dopartments of fu clty,
orredirecting mail that came to KCKHA hat wes nof addressed to us, This
erployes spenl abeyl 3 of 12 480 hours over e five yvear period on this task
aho woo aokod to complote, about $.02E % of hor tima.

The elderly sendces ceordiralor etire salary was incuded for & two vear period,
2008 and 2006, In 2008 she waa tasked with fiing a report with the state of
Kanzas. A revew of her cabendar shovied that she warkied about 3.5 hours on
that project. That was her only las: related 1o the DHAL developrment o

operation during 2008, The audite alse ncluded her sakary for 2005, bud that
may have Bean meant to be 2008, In 2008, as alderly services coordmator she

sef up meetings with the merketing parsons from OHAL and the residant
agsociations inour high rises, The we would characlerize & part of her ob
deaeripilan at KCKHYA, and not marketing DHAL oo characterized by the 1G
auditor. The elderly sarvices coorcinator regulary sef up speakers and
presentations fr our elderdy residents, asd helped them idenlify services in the
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community to kelp them remain independent. As elderly sevices zoordinafor,
shi alse was tskod with idantifying persons who wate no langar able fo live
independanthy and eher o help them fisd new accommadations e ko
reconmend that thelr lease be teminated, a8 they began 1o posea risk o
themesliea orothere. Clealy, coardinaling informatian about an affordable
aseisted living facility was providirg a benafit to those public howsng mszidents
win hat reacted anage thal tey could no lenger e indepandently, and was a
funclion of her position at KCKHAand mat mareting for DHAL. A review of her
calendar showed about 14 hours engaged in this activity in 2008, In thiz case
G HA belleves thal this employes spenl aboil 5.5 hours of 4960 hears of he
fime or 0.12% of hartime on tasks assigned for DHAL.

The third ermplovees was the direcior of linance His etine salary Tor a teee yvesar
period was incuded. During 2003 he completed 21 banking transactione, during
2004 he competed 43 banking trensaciians and during 2005 he complead 14
iransactons, for & tolal of B2 trangactions over the thiee year peried. Allowing 30
minubes per ransaction the time believed to be used by this empleyae 15 41
hours, This errployes also met wilh the sonsullants when they were in town ana
manthly bagis n 2003, 2004 and 2005 urtl the financing clesed. Once
construction strted n March of 2005 he was no longer mvclved. I this case
KGKHM hebeyves thal the erployes used abouw 83 hours of 2 total of 6240 hous
during the thres year peried, sbout 1.0 pereent of his fime.

The fourth cmp&:ﬂ,w was (ke modernizalion coordinalor, His enlire salary was
incluced for a period of flve vears by the 15 auditor, Eecauss this was a
construdion project he was the logical slaff pewson tohave nvalved.

A His ob duing cosstrucion his tasks were: 1, To santiclpata inthe
awrer are bank nepecions that fock placa ence a moath from Aprilof
2005 to Septermnber of 2006, a pericd of 18months, . These
inspactions took about 2 hours, 2, To help process the ‘equest for
paymenl and 1o keep filke of 1e recards for the project. This wek toak
about ancher bz hours per month. He did not da othe: nspections as
thwa baank aned cwiner had a constructon inspecter that worked with the
progest anchilect during the course of the month, and who approved
the conatruction draw prior fo the inzpaction baing perfarmed. For this
tima frame of thework KCKHA belisves that he spent about 72 hours
af 3120 heurs, or about 2.0% of his lime,

B Aller the facllity cpened he wes chaiged with mantzining tha
chedkhook regisiers and bank statement files. He wae also charged
with maintaining Fe files for the pay and rembursement requests of
the management company, He alsomet monthly with the devalopment
croLpr when the checks were praparad for “he menagament company.
Thia time frame was from Octobar 2006 to May 2007 aboiit 1400
working hours, We believe thal the bme spent wes aboul 48 hours o
3.0% of his time, Additlonally at year end the bodks provided by the
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manageameni company contanad amora a1d he spent about an
addifional @ hours helong o provide mose aceurate voar end
Tirsancials.

. From June of 2007 o Decamoer 2007 he xontineed e malntain the
check regaters and files for paymerf reguasts, buf was relleved of he
responsib ity of mesting with the development team to procesa chedks
for payments and reimbursements, SCEHA befieves that his lime
speat on is actvity wae about 21 hours of the spproximately 1200
hioLes hia spant working or about 2% of his time.

0. From Janeary lo October af 2008 he continued to mainkain of eok
regatars end files with 3ayment requasis. We believe that his time
spait was about 30 hoirs of e 1730 hours he would have worked
during thal tirme, or aboul 2% of his dme. During his tima he also
spent abot 8 hours heping 1o clarily vear end siatements

E. Fram Cetaber of 2008 untll Saptember of 2008 the modemizetion
coordinaior ssrved as custodian of hie bark atatements. We belisve
thathe spends aszout 31 minutes per monk filing bank slaterments and
seanming hem awd disributing ther via emall tethe parbies o the
distribution list. Curing this time frame this employes sgent 8 howrs
halging fill out anannual repon, and about4 houss helging o olarfy
year end statements inJanuany of 2008, This ervployes spen; 16 of
2087 hours on DHAL related work or about or about 0U6% of his time.

The modemizetion ceordingtor is participating in a time stucy aleng with the
epecUive direcor 1o ablectively demonairate time spent at the suraeation of tha
IG auditer. \We bege the time eiudy in July, and will continue o e enc of the

yEar.

The final emphryas datarmined by the 1G Auditor i the executive director. and
his entire salary was inchuded for te entre seven year period of the audi. He
wias (v only employee Invatved fram the Degiming of this oeveloprment io the
ard of it. The executive director dd not keep heck of time during this procesa
becausa tha work thet ha doas for CHEG and DHAL & communiy sarvice, CHIG
is a not for profil corporatior in Katsas, and in srdes for il Lo maintaln its not for
prafit status mernbers of 15 board must serse a8 voluttzers, and inure no benefit
from thesr work on the board, The seculive diraclor of the housing authority has
the same regquirements as all ofhe: members. AN meetings for CHIG wers
conducied eithar before the normel work day began or after it was aver, as all
oiher members of the board had fulltime work coligatione. All of the corporations
which wera seup by CHIG to devalop ad, in Septeriber o 2008 1o oparate the
facilily am alsomol for prafil comorations of wheh the executive drectoriz a
beard member have the aana reqliraments. OMB circular A-87 doas allow for
denated sarvicss to be provdad i a govermmental agency,
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Adclitionally, e polivy of KEHHA G el empkyees ovo Nex e al wak and
e expecied t put 1 our normal work cay (8 howrs) any time belveen he hours
of T:00am and 530 pm. One of the purposes was to allow =mployess he
apportunity to ncrease thei- community service commifmerts. So an employes
thaal wiores frora 7 40 3:30 and takes a thity mirate lunch could spand Beo hours
pach day an eommuniby sendoe pojecls

Finally, i is ou- baliaf that the devalopment work at thie agency hes not mpacied
aur pubds housing rission. Our PHAS @d SEMAP scores havea remainad
constan’ or rigen, Our Monboring reviews have condinued fo show improsement,
D ooccupancy has inproved, Ou- financial condition has rermained strong, Far
Ihoge reasons we do nol believe Dat any of our development activities has
inpachd the ssrvices o o residents, the carditlon of our zapital assels, or our
firancial ability to camy out aur mission,

It & air understanding that we willbe corfacted aler the audilt report is provided
b e Izl b wllice of pualic Txasing, mimd (Fed wee wll Shen haee Thes
appariunify to resolve thess outstanding findings.
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Comment 1

Comment 2

Comment 3

Comment 4

Comment 5

Comment 6

Comment 7

OIG Evaluation of Auditee Comments

Notice PIH 2007-15 of June 2007, reiterated HUD restrictions on federal funding
that already existed in annual contributions contracts between public housing
authorities and HUD. The Authority entered into an annual contributions contract
with HUD on January 23, 1996, well before OIG issued audit report 2004-AT-
0001 in 2004. The contract stated the Authority may withdraw public housing
funds only for the payment of development and operation costs of the projects
under the contract or other purposes approved by HUD. Delaware Highlands
Assisted Living did not contain public housing units, was not covered under the
contract, nor was it approved by HUD.

We disagree that HUD changed its guidelines as a result of OIG audit report
2004-AT-0001. The OIG report pointed out to HUD an apparent misconception
by public housing authorities regarding how such entities could use federal funds
in development activities. HUD subsequently reminded public housing
authorities of federal funding use restrictions that already existed in their annual
contributions contract.

Our report did not detail the makeup of the $184,901 in federal funds
inappropriately used for development activities. The $183,901 due from the
nonprofit affiliate to the Authority was made up of $163,367 for Bethany Hospital
development efforts and $20,534 for Delaware Highlands Assisted Living.

The Authority’s annual plans described development activities in vague terms and
stated that the Authority intended to pursue replacement of public housing units
and development of assisted housing. The annual plans did not state that the
Authority intended to use public housing funds for developments that did not
contain public housing units.

The Authority accurately reported the amount due from its nonprofit affiliate in its
annual audited financial statements. However, the Authority did not disclose in
the notes to the financial statements that the amount due from the affiliate
represented federal funds spent for nonfederal development activities.

We agree that the Authority was not without use of $1 million during the entire
audited time period. However, nearly $1 million of the Authority’s funds were
not available for the intended purpose as of March 2005. The chart on page 7 of
this audit report demonstrates the flow of federal funds to/from nonfederal
development activities between January 2002 and December 2006.

The $1.5 million questioned represents payroll costs for employees that spent time
working on federal and nonfederal activities during periods of the development
efforts. These employees did not track the time they spent on federal or
nonfederal activities. Therefore, we questioned their payroll costs for those
periods in which they worked on both types of activities.
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