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MEMORANDUM FOR: J. Michae] Dorsey, Gamers] Cownsel, & .

+ Inspector Camersl, 1
SUBJECTY - Section B Moderste Rehobititation Funding Decinlons

T™is 5 a follow-up to my masorandus dated October 23, 1984
the FY 1989 Saction § Moderste Rehabilitatien Funéing. 1 bave su“ﬁ._.“.
concarns and am bringing to your attestion some fnforsatfon developed
durfng our ongolng raviews. My staff has reviewed the FY 1989 process to
date and # that Tittle was done te addrass tha concerss we exprassed te
ﬂn a.lh.".a uo..u“ h..u- ﬂnﬂn [ a.-nzﬂnm ﬂ.q—..-. Alsg, Larry

0I8 concerns were resolved 19 .-8..32.. on Demery stating that

FY_1938 FUNDING PROCESS 3 ,

Ve revieved the process fodlowed for the duly 19 .

tation qc_.““- rownd and foumd severs) ...B....-Suo_.u._"o“ﬂ."!ﬂ".ﬂ:

which spplfcations wers rated and ranked. Conssquently, we balieve seversl

Piks were i propelutaly miscted for finding 1n duly r".... In addition,
. ore

certain “m-. additionsl consideration that u-!-....is.-:- Shﬂ n““ﬂ.o..

u"o""”-n..:. the finsncing factor, The fellowing suwmerizes the conditions

The Comnittes sdvised the Assistant Secratary 88 to what PHAS show
be funded and swpgested the distridbution of l._n.-.m ™res v_.n- hd “a-___.;
enit attocations raised by the Assistint Secretary. e found no
inforastion that would support an {ncrease fn the sumber of waits, The

 changes were as follows:

Unfts Suggested Units

A Applied For Units Muarded
H.A. of Nid1and Co,, TH 178 00
A, of Salt Lake Clty* 150 1% HH
WA, of the City of ?.-.../J 100 = 50

*As discussed Yater, these PHAS alto received additions
!.....- them wp o -.__....._-!o Tavel. | constdaration to
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In the Midland application the Comaittes suggested 100 unity be
funded. The Comittee cosmented, “100,000 tation with very few
vouchers/certificates.” In essence, the ttee felt that 100 units was
Y “._..3..- allocation as other -3:8..2 recaivad about one third of the
units they requested. The evaluator comsented on the Midland -_._o_.:n-n.o._..
*siia, 1f selected, must be reminded of need to conduct «B:n notice/
cospetitive selection based on HUD -..ﬂ.ocz_ Administrative Plan; Applice-
tion indicates that they are definitely constdering a particular project,
but do not state it was salected competitivaly.” The Assistant Secretary
changed the mmber of units to 125. tur suditors detersined that the

* midiand County PHA advertised um.._o.. to receiving the allocation. The PHAs

most preferred project i3 a 125 unit !_.::._-n!_«..o:-n _.m aoe..nn n-z_.u
and David Barrett. Ne, Barretl was in frequent comunfcation wi
Hr. Desary during the period that selections were made.

The Committes rscommended 100 units of the Satt Lake City ap 1ication
be funded, The Committes commented that 100 units would be “consistent
with pravious [decisfons).® The Assistant Secretary thanged the nusber of
units to 125, The initia) application gave no {nformation as to 8 specific
«..&23. This was one of the applications whers additional financin

aforsation was provided (discussed later): The supplemental financing
informatfon identified two .w.n_:o projects accounting for 128 of the 150
units applied for. The developers controlling the 128 unit projects are
Pingres and Dahle, & firm with substantfal MRP experience. Marttn Artiano;
who was in frequent comsunication with Mr} Demery, 13 a1s0 a principal in

the project.

The Comelttee recommended 25 units of the .q-l_..q.u- -w__.:n-zo_. s.
funded, The Committes commented that only 25 units should be funded
pecause 1t is a new program; The Assistant Secratary o__-._mo._ the number of
units to 50; The applfcation does not fdentify any specific projects!
Howevar, the application states that “one potential owner has outside
finncing readily avatlable.”

Some PHA'S wers given adé tiona) consideration for” the- financing" factor

The Comsittes rated al) applications and provided & ranked 11st of
fundable applications to the Assistant Sacratary. Tha Assistant Secretary
noted that twelve spplications scoring 44 points or more received weak
ratings for the fimancing factor. The Assistant Secratary detided to
re-exanine thase appiications and, {f mecessd , contact the PHAs to deter-
mine If they had additional financing {nformation as of the application
date, Some fimancing scores were changed based on a re-examination of the
origina) application, while other PHAs submitted additional information
which raised their scores, The following 18 a Vst of the PHAs and thelr
rovised scores:

LT }TqTUXd
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Kew Cowmittes
Scors ﬂ“w%u_
Committes Reconsideration
PHA . Initial Score of financing
it i -
Temple, TX* 4 .
Los Angeles* 47 n”
goise, 10 47 e
oy o bty P @
Salt Lake . , 43
Linn-Benton .. ] 46 .h” change .
Montans* . . 44 H ;
Mest ¥a. H.A. 4 "
Ariington, YA 48 ] change
“-ﬂ_- on "“ No change
ortage . .
Tdaho WFA ) No change
tunded 7/88

uhfle §t appears that al) applicants vere given the same considers=
tion, severs] other & 15cations, falling below 44 pofnts, could have .
gcored high snough Sﬁ. tunded; Thaie applicants were not given a8
opportunity to 1de additions) financing »n:__..l:!. to raise their |
scores, These & 14cants did not reach the 44 points beciuse their rating
for overall feasibility was Tow. The rating for overall feasability is an
evaluation of the 4 0 factors, Over one half of the applications
tunded n July 88 did not receive saxisum scores in the four other factors
yot received & sanimom score for overall ?-3:3«.. with additsonal
tinsncing information the overall feastbility and £ nancing score would H-
raised to a fundedble level} The following {s o 1ist of those PHAS 15 .
not get the opportuaity to provide sdditional financing information. :

Rehab Adnin  Rehab/  Overall Comm, Potential 1
.25:.. Exp: Fing Cap | Leasing .n.-..: Score - Store

Manchester N.A* 15 3 10 3 . I 43 48
Frankiin Co. MA* 15 4 10 3 12 w“ : n“
tris County WY 15 0 10 3 9 2 ]
¥irginia HOA* 15 3 10 3 g »
KY Hsg. Corp.* 15 2 10 s 9 41 5
Bowling Green XY 15 2 10 ] 12 k) i
Ft. North MA 15 - O 10 9 3% "
o #0108 3 B 0w
ancouver WA HA*
“-uﬂn.l .n.ns...- 15 ] 10 8 15 %0

1 t1s] score {s bused on the PHA providing all necessery tinancing
.‘—"“owon""_‘.o“.:-i recaiving 8 acore of 5 points ....un_. tn turn would raise tha
overall feasibitity scora to 15 points.

b 1] Jects could have received high enough scores to be funded in
. w....“m-oon.!.“__& received no funding in FY 1989 either:

ﬁ 4217 . ﬁ

Rehabil{tation and 1easing se

hedules not consistent] ranked

One of the more objective ranking factors is the PHA's ability to schieve &
timely rehabilitation and leasi of the units. In the application, the PHA 1s
asked to provide a' 24-month 3 ule showing when a1l units applied for will be
under sgreament and leased: Since most PiAs applied for consjderably more units
than could be funded, most {dentified o full 2 yesr schedule in completing all
the units, ,1.5-..._.___«.?_._“ 2 full 2 yesrs to ss the units were rated
adequate for this factor, HAs showing a rehabilitation and 1easing schedule
within 18 months wers given an excellent ..-2_.“ in this ranking factor, Except
for two applications, the. evaluators did not give weight to the fact that; _uw
fewer units can be completed in a shorter time frame, and {2) most applicants
would be funded for fewsr units: The 31 PHAs selected for *E&.Hszn:c& an
avarage of 35 percent of the units they -ﬂv:o._ for: In two of funded .
spplications, the rehabilitation and Jeasing rating factor was raised based on
avalustor's decisfon that a Tesser nusber of units would be approved.

The application for the Nousing -.Es..:m of the City of Tesple, Texss
{dentitied 8 21-month rehabilftation and leasing schedule for the 100 units in
their application. Initially, the PHA réceived an adequats rating for the
rehabilitition and Teasing factor. Thé comaittis raised this rating factor to
excellent In consideration of funding one natt of the units applied tor, This
.w__..:n...“_g.. would not have basn funded unless this rating factor was raised; -
(This action changed tha totsl rati to 47 from 46; As ¢iscussed previously,
Tesple's score was tater rifsed for tinancing factor;} - .y

In the New Orleans CIA application, the PIA Indicated that the 419 units
applied for would be completed in 12 months; Two fnitial raters of the applica-
tion felt this was an unrealistic schedulel Based on prior PHA axperience, this
factor wes rated adequate. This rating was later rafsad to excellent by the
office Director in consideration of funding for s reduced number of units:
Hithout the higher rating, this application would not have been funded:

t . . 1

., Sevaira] other PHA applications were not funded because they recaived an
adequats rating for the rehabiiitation snd Teasing schedule ranking factor, We
tdentified six applicatioas receiving perfect scores {n 111 ranking factors
except for this factor. 1f consideration was given to funding a lesser nuaber
of units, thefr rankings would have been rafsed. As seen in the chart below,
consideration to funding 50 percent of the units applied for would have brought
four of the PHAs' ratings to excellent {within 18 months}. ,

Nuwber of Schaduled ¢ . Scheduled # of
Units in of Months to Months to Complete-
PHA Application lete - 508 of ‘Units © "~
Macon, Georgla 120 21 . 15
Cuyahoga MHA 400 . 24 . 21
st, Paul H.A. 100 24 15
Santa Cruz, CA 200 L] 18
Everstt H.A. as 24 21
portland H.A. 100 24 15
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The PHA'S record in managing previously funded moderate rehabilftation
units {1 a sajor consideration 1n the rating process; past expsriences ars
important in .to...s:...d the PHA's rehab{litation sapartise and their ability to
achiave & rapid remabititation and leasing schedule for any newly swarded units]
A record of previously funded soderats rehabil1itation projects 1s taken from the
Management Inforsation System (MIS) and {ncluded on the Application Review
Chacklist; Ve found that the WIS was mot relfadle in identifying the PHA's past
record, During this evaluation process, the MIS information was {mconsistently
-h.ﬁo. LI : e lw : o . R . .

Tne NIS {dentifted nine previously funded Michigan State Housing Develop- -
ment Authority (WA} moderate rehabilitation projects with no units completed.
Since none of thé a...so..:u tunded projects were complate, the rater noted on
the review sheet, "Assume PHA has completed projects on schedule and MIS data 15
severely deficlent.® This PHA was then rated excellant for the factor on
Rehabilitation Expertise and the factor on Rehabil1{tation and Leasing Schedule;
Michigan State HDA was awarded 150 wnits 4n the July 1988 q.s.____u round; In
looking behind the MIS fnformation, wi found two {ncouplete Michigan Stats HOA
soderite rehibilftation projects, one of which was funded fa 1384, 1f this
*-{nformation was known during the rating process, the PHA should not have
recefved an éxcellent rating; Evidance that the PHA could not complete the
units within the estimated time frane should have resulted 1n a Tower evaluation
stors; MWith & Tower scoré; Michigan State DA would ot have been funded,

In contrast, the Oklihomi WFA application was wot funded because of
reliance on the NIS. The MIS fdentified four Incomplets projects for this PHA,
funded 1n 1985 and 1986. Because the evaluator relied on the MIS, the spplica-
tion was rated adequats for rehabilitation expartise; This rating resulted in a
lower total scors and the application not being referred to the comittes for
considerstion, In checking with the PHA, we found the MIS information wis
fncorrect and a1 four projects were completed; I1f the correct Information had
been known, it is Jikely that the application would have received a high emough
rating to be funded. : : S

In the Richmond PHA appltication, Richmond pointed out that 202 previously
funded moderate rehadilitation units were {n process. The MIS confirmed that
some of the units funded 1n 1985 were {ncomplate; The MIS data and the PHA'S
comments were not considersd in the rating process. The Richmond PHA'S
appYication was vated excellent 1n 211 factors and was funded for 50 units In
July 1988, Consideration should have been given to the PHA's comments on the
status of previocusly funded umits] .

As part of the application process, we belfeve PHAs should be required to
report on the status of previously funded moderate rehabilitation Jects,
Thts information, which would help in evaluating the PHA's capabilities, should
be used in the ranking process.
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FY_1989 FUNDING PROCESS

On October 31, 19688, our staff met with Mr. Goldberger to
A review

__3"3- used to prepare recommendations for FY 1989 2_..._«"9_ Ve were ""_.".8._
-n."- no -n"n.o...- were taken to revise the w...oo-n- or raassess applications,

“w z.nu were not funded in FY 1988 becauss of Inconsistent treatsent
m" or ﬂowu“n!d- were selectad this round, Thus, Mr. Goldberger stated in an

tober 18, 1988 meno to Mr, Demery that the FY 1989 funding recommendations
satisfied the DIG's concerns with the selection process. -

Split Funding Applications

-

Before funding decisions were reached for FY 1989 ,
-n“"-z_ that 675 units were reserved for “split ?_.._o._- ""“._n“”“"".-.“m u.ﬂ_.nn"u.Q
units tnvolve 7 PiAs that received some funding in FY 1988. Me understand the
ﬂzluﬂ_ units will complete specific PHA nﬂ.__.e..oon. partially funded tn FY 1988
exanined the FY 1988 applications for 7 PHAsS, In § of the -x.:n-:eaun

»_.-
-Euoﬂ.‘.udu“.“___.!.-ﬂ- that a..!._. will be used for spacific !.o.%n»u., . These

Dade County
Michigan State HOA
Clark Coumty

Sants Ana

L: A} County

It appears the Assistant Secretary msy ha
the application process on which to _.n“- n"_- ﬂoﬂﬂ.ﬁ& Inforsation outside

2_._;-2_-._ 016 Concerns

We currently are auditing over 20 PHAs in nine re .
gions; Several
.-;-Su “._x:nmu.. received FY 1988 funding and were recommended for FY —onoo“.__“““_.u
bt well. audits pofnt up significant deficiencies in the PHAs' adwinistra-
Ru m-ﬂ_._“:g sod/or their compliance with WUD requirements and their own
nistrative Plans, In many cases, we provided copies of significant draft

audit findings to Mr. Demery and Mr.
following PHAs are fn this o-n..euu el for review and coment. The

Units tnits
Massachusetts EQCD
Richmond Redevelopment and 62 M
Houstfng Agency 50 101
Michfgan State Howsing ’
Development Agency 150 100
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For example, MSHDA's operatfons were def{cient in three specific sreas that
jwpact their administrative capability. oOn Septesber B, 1988, we provided
coples of ouf draft raport to Wr, Demery. That raport discussed WSHOA's fatlure
to -.._.ﬂ that awards to developers complisd with WD requiremants for open
compet on,’ ' : - R . ;

. MSHDA did not ‘assure that rental calculations were accurate and support-
able, Ne estimated that rents under two contracts wil} be axcessive by about
$1.7 million over the 15 year contract tarns., ' -

wsuok also approved units for soderate renabilitation that vere not ¢
occupied by incoms-eligible fanilies contrary to HUD regulations.

In our discussion with . Goldberger, he stated that our draft tindings
were not oo.i.ao...._ in the current funding decisions. W -

*" in other cases our reviews at PHAS naven't !.ow..-.u.._ to the point where
the draft findings have been provided yet to the Office of Housing, However,
the information developed to date {3 significant and our reports when 1ssued
will guestion various aspects of the PHAs' operations. Two PHAS exenplify this:

pade County, Florida
clark County, Nevada

More speci fically for your ‘aqoal.n_s and Bau__no_.-w_o._. a._._. os_.n-
disclosed the following: )

pade County

The PHA has failed to comply with 1ts Administrative flan or with HUD
regulations tn awarding 17 projects to developers over the past several years.
Yirtually no competition occurs. Rather, the PHA salects developers based on
thair providing 2 HUD Form 185.. .

The-PHA did not obtain and raviev devaloper cost cartifications bafore
executing HAP contracts in 16 of 17 contracts reviewed, A wore detailed review
of 6 projects showed enceis payments wade to owners exceed $94,000 at June 30,
1908, MNe estimate that, if not correctad, the excess rants will exceed $1.25
miilion over the 15 ysar term.

The PHA did not cowply with WD regulations pertaining to the detarsination
of eligible tenants and vaits. As 8 result, the PHA has paid ineligible
assistance on 33 units and 79 additional units are questionabls because the PHA
did not make & valid determination of eliginility.

Clark Count Nevada - .

The PHA advertised for units prior to receiving an allocation and
selected & developsr contingent upon receiving an allocation. The PHA did not
readvertise when the actual funds were provided. At the time of the
advertisement, the PHA had no Administrative Plan.
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The PHA d14 not properly compute rents; Ve sttimate that excess remts
uu.u.. ..ww "_L_““ will be paid during the 15 year contract ters 1f contract _.o““u

The PHA did not progerly deternine unit eligibility in accord with WUD '
requirements. Rather they wrote to project tenants to fnform them that 1f they
did not meet incone requirements, they sust move from the project.

» * L] * *

In sumary, we balieve that the funding process used in ) w

flswed and not corrected 1n FY 1989, :o..oou.... the ultimata e_.nmo““-u_. "ﬂ.
process tends to perpetuate the perception of favoritism that the hew procedures
were designed to overcome. For these reasons 1 belfave you need to move
promptly to restors the integrity of the allocation process and to assurs that
the MRF _.“nmﬂ_a_.“ﬂ.ﬂu n_-h.ﬂn..n“w_.“a“ -2.3““«,. To accomplish this, the
recomme cre n my October 24, 19 memorandum

be addressed as soon &s practicable: v » 198 need to

- Should you have questions or require additional fnformation, please contact

cct Thomas T. Demery Assistant Secretary for
_.e._a_a.n.%_.-m Housing Commissioner, H ’




