Issue Date

August 17, 2009

Audit Report Number
2009AT-1010

TO:

FROM:

Michael A. Williams,Director, Office of Public Housing, Greensboro, NEEPH

/Isigned//
James DMcKay, Regional Inspector General for AudittlantaRegion, 4AGA

SUBJECT: The High Point Housing Authority, HigRoint, North CarolinalNeeds tdmprove

Internal Controlover Its Section 8 Program

HIGHLIGHTS

What We Audited and Why

We auditedthe High Point Housing Authorifys ( A u W.$. Departtmen) of
Housing and Urban DevelopmgitUD) Section 8Housing Choice Voucher
programpursuanttoacite n 6 s ¢ o@updbjactivs were tadetermine
whetherthe Authoritypr operly (1) enforced HUDOGS
(2) calculated Section 8 administrative feasd (3)determined housing

assistance subsidiasdissued vouchers to quaéfil participants

What We Found

The Authoritydo administration of the Housing Choice Voucher progveith

respect to enforcement of housing quality standards, calculation of administrative
fees, rent reasonableness determinations, and eligibility of land¥ads
inadequatelue to missing or ineffective controls

For the sample of 15 units we inspected, 12 (80 percent) did not meet minimum
housing quality standards. In additiome tAuthority paid rental assistance for

ho



four unitsthat weran material noncomplianosith housing quality standards for
conditions that existed at the time of thet Authority inspection.

The Authority received excessive administrative fhasng fiscal year 2008

because it did naemove ovemcome tenants fronts programon a timely basis

Our testing showed that the Authority correctly calculated housing assistance
subsidies and issued vouchers to qualified participants for our 12 sampled tenants.
However, the Authority did not properly document rent reasonablenegs usin

recent comparable unit data prior to signing housing assistance payment contracts
and did not prescreen landlords as required by HUD.

What We Recommend

We recommend that the Director of tBeeensbor®ffice of Public Housing
require the Authority to repais voucher program from nofiederal fundgor rental
assistance paidndlordsfor units in material noncomplianegth housing quality
standards We also recommend that the Authopigrform a special inspection af
representative sample its units to determie the extent of noncompliance and
develop and implement controls for ensutinagtits units meestandards Further,
the Authority must implement controls to ensiinatits administrative fees are
correctrent reasonableness determinatiaresmaden atimely basisusing
appropriate comparable dasadits landlords qualify.

For each recommendation without a management decision, please respond and
provide status reports in accordance with HUD Handbook 2000.06;REV
Please furnislo us copies oany correspondence or dire@s/issue@s a result

of the audit.

Audi teeds Respc

We discussed the findings with the Authority and HUD officials during the audit.
We provided the drafieport to the Authority on July 12009, and discussed the
findings with Authoity officials at an exit conference duly 27 2009. The
Authority providel its written comments on July 32009. Authority officials
expressegeneraligreement with the findisgand recommendations.

The compl ete text odanbé¢fouad irAppgemdix Bfithisy 6 s r e
report.



TABLE OF CONTENTS

Background and Objectives 4

Results of Audit
Finding 1: Tenants Lived in Units That Were Not Decent, Safe, and Sanitar 5

Finding 2: The Authority Did Not HavéAdequateContols for Effective 10
Section 8 Administration

Scope and Methodology 12
Internal Controls 14
Appendixes
A. Schedule of Questioned Costs 16
B. Auditee Comments 17



BACKGROUND AND OBJECTIVES

TheHousingAuthority of High Poirt, North Carolina(Authority) was chartered in 1940 as a
non-profit corporation undethe General Statutes, Article Thof thestate of North Carolina. Its
primary objective is to provide decent, safe, and sanitary housing to thedome citizens of
High Point, North Carolina, in accordance with regulations set forthé{y).S. Departmeof
Housing and Urban DevelopmemtD). The Authority is located &00 East Russell Avenue,
High Point, North Carolina.

A sevenmember board of commissioners apyped by the mayor of High Point governs the
Authority. Mr. Bob Davis is thehairman of the boaréndMr. Robert Kenner has been the
executive director since January 20, 2003.

The Authority administers approximately3%0 units funded under the Hougiivoucher Choice
progam.HUDG6s Gr eensbor o, North Carolina, Office
The Authority is budgeted to recei®d.9 millionfor HUD housing assistance payments during
fiscalyear 2009

Our objectives were to determimdether the Authority r oper 'y (1) enforced '}
quality standards, (Zalculated Section 8 administrative feasd (3)determined housing
assistance subsidiasdissued vouchers to qualified participants



RESULTS OF AUDIT

Finding 1: Tenans Lived in Units That Were Not Decent, Safe, and
Sanitary

Our inspection of 15 units showed that 12 units (80 percent) did not meet minimum housing
guality standards. Of the 12 unitst meeting standargd®ur were in material noncompliance
with housing quality standards. Thisnditionoccurred because Authority managenuidtnot
place sufficient emphasis on housing quality standards by implementing controls sufficient to
ensurehatunits met minimum housing quality standards and inspectiomplied withHUD
requirements. As a result, tenants lived in units that were not decent, safe, and sanitaey, and
Authority made housing assistance payments for units that did not meet starieartise units
samplel, the Authority spent®106for four units in material noncompliance

Units Were in Material
Noncompliancewith Standards

We inspectedl5 unitsfrom 1,247 unitsunder contractor compliance with
HUDOGs housi ng .d4wuAuthdrity inspectorastampaniddsus on the
inspections and generally agreed with our resitisD regulationg24 CFR

[Code of FederaRegulation$982401(a)(3)) requirethatassisted uniteeet
housing quality standards bathcommencement of assisted occupancy and
throughout the assistédnancy.

Of the 15 unitsnspected12 units 80 percenthaving a total of 48 housing

guality standards violatiordid not meet minimum housing quality standards

Additionally, four of the units were in material noncompliance with housing

guality standards These units were in material noncompliance becaugentte

one or morenateriald e f i ci enci es that existed at tF
previous inspectian Wedeterminedhat the Authority spent3106in housing

assistance payments for units in material noncompliance with housing quality

standards

Electrical violations were the most frequently occurring deficiency. Nine of the
failing units had one or more such deficienciEgamples of deficiencieare
shown below



Missing outlet cover
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Cracked foundation and misg window panen crawlspace

1

Leaking kitchen sink with a pot to contain the water

The Authority Did Not Have
Adequate Internal Controls

Authority management ltbnot placed appropriate emphasis on housing quality
standardrequirements. Until recently, the Authoritgedonly one inspector for
upto 1,350 Housing Choice Vouchprogramunits. Interviews with Authority
staff indicatedhatt h e A u ttwo mspectorg wese performing 10 to 15
inspections per day and allowing or@@to 30 minutesincluding travel timeper
inspection.In one cae, a handwritten note on a form indicatteatthe inspection
had been performed in 15 minutéBhisinspection was performed @nlarge
threebedroom unit with multiple living areas and an additional bathroSach a



small amount of timés generallynot sufficientto adequatelyperforman
inspection.

The inspectortackedguidance andversight. Our interviews with staff

performing inspections revealed inconsistent treatment for some requirements.

For instancein some caes inspectorslid not immediately notify owners of life

threatening conditionsr require correction of the conditids) within 24 hours as

the regulation$24 CFR 982.404a)3)) require. Instead, owners were notified by

mail, which resuledin suchconditions existing for aehst several days. The

Aut hor it ya@ministativeplan ddmot 8learly require correctioof

such conditionsvithin 24 hours. It statkthat such conditions must be corrected

within 24 hours ofinoticeo When not i f mailaheregulatory s made
requirement is impossible to meet.

The files did not contain documentation evidendimgfa complete inspection
had been performed for any of the 15 units sathplhe inspectors hand ote
inspections in the field and engelthe results ird the computer system upon
return to the office. For the 15 units sangplall of theinspectionforms
contained missing or incomplete information.

Deficiencieswere also found regardirtbe required supervisory reinspections.
According to staff,heseinspections were not performed until a month or more
after the original inspection. The passage of time makes it more difficult for the
supervisor to determine whether identified deficiencies existed at the time of the
original inspection or occurrddter. In addition, the Authority did not maintain
records sufficient to evidence the results of the inspections or howesihis

were used to improve the qualityfotureinspections.

Conclusion

Because Authority management did not place sufficient empbiasisusing

guality standards requirements and did not implement adequate internal controls,
HUD issuedhousing assistance payments for units that were in material
noncompliance with standards. Management must emphasize the importance of
housing quality stndards and implement policies and procediarégtterensure

thatit complies with HUD requirements and gives tenants the opportunity to live
in decent, safe, and sanitary conditions.



Recommendations

We recommenthatthe Director othe Greensboro Officef &ublic Housing
require the Authority to

1A. Repayits Housing Choice Vouchgrogram $,106from nonfederal funds
for housing assistance payments madeifaiswhich were bothin material
noncompliancand had conditionthatexisedat thetimeo f t he Aut hor i
last inspection.

1B. Inspect the 12 units that did not meet minimum housing quality standards to
verify that the landlords took appropriate corrective actions to make the
units decent, safe, and sanitatyappropriate actionwere not taken, the
Authority should abate the rents or terminatedietracs.

1C. Develop and implement an internal control plemcluding a staffing plan,
andmake any necessary adjustments t&éstion 8 administrative plan
and/or any other Autrity policies or procedurds ensurdhat itsunits
meetH U D éiausing quality standards

1D. Performaspecial inspection af representative sampleits units to
determine the extent of housing quality standards noncompliance. The
Authority shodd report theresults of these inspectionsytou, along with
an explanation of how the results were used to develop its new internal
control plan.



Finding 2: The Authority Did Not HavéAdequateControlsfor
Effective Section 8 Administration

The Authaity generally complied with the Section 8 administrative requirementdidbuiot
have adequateontrols. Forthe 12 tenant fileseviewed the Authority correctly calculated
housing assistance subsidies and issued vouchers to qualified participantsekitack of
effective controlsesulted in the Authorify €1) not removingsometenants from the prograon
a timely basis(2) notadequatelyeviewing rents for reasonablenésforeentering into housing
assistance payments contraetsd (3) failig to prescreen landlord#\s a result, the Authority
received an overpayment of $428 in administrative, fieesy/ havepaid excessive rental
assistance, and may hawneligible landlords

Tenants Were Not Removedrom
the Program on a Timely Basis

The Authority did not consistently remowger incomeenants from thgrogram
in accordancevith HUDO eequirements HUD regulationg24 CFR 982.455)
require that any individualo longermreceivinga housing assistance paymdat
removed from the program withik80 calendar daysOur review of tenants
removedrom the program during 2008 showed tfia¢ tenants had not been
removedon a timely basis As a result, the Authority received excessive
administrative fees totaling $428. We did not review ybafere2008because
of a HUD change in thiee calculion method Before2008 the number of
active tenants for each month did not impact the administratigedeeived by
the Authority

Rent Reasonableness Was Not
Adequately Documented

A review of 12 tenant files showed that the Authority had not adequately
documented rent reasonablenedslD regulations(24 CFR 982.50(&)) prohibit
a public housing authority from approving a lease before it estabtisutbe
rent is reasonabld-or all 12 tenantghe supportingdocumentation in the files
was dated after the lease and housing assistancaacdmud been approved.
Authority staff statedthatthey perfornedan informal checlof the rentswhich
wasnot documentedyeforesigning thecontract

Although the contract rents for samglienits were reasonable based on the
documentation in the Bls, some of the comparable dasg@dwerequestionable
sincethe datavereseveral years oldThe rents for proposed program units

should be evaluated based on comparable units currently or very recently placed
on the marketAccording to he Housing Cbice Voucher Guideboo420.10G
section9.3), the age ofcomparable unitatashould not exceed two years. For
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of the12 tenant fileseviewed theage of thecomparable dataeasmore thartwo
years.

Landlords Were Not Prescreened

None of the 12 tenant files reviewedntaired documentatiorevidencingthat the

Authority hadprescreened landlordeforetheir participation in the program.

HUD regulationg24 CFR 982.30@)) statethatthe Authority must not approve a

landlord who has beatebarred from participation in fedef@aograms orssued a

limited denial of participatioh hat excl udes or restricts |
programs.Authority staff stated that thegcreened tensure that their staff and

officials werenot Section 8 landlords bdtd not screemprospectivdandlords to

detect possible instancesddbarment olimited denial of participation.

Conclusion

Although te Authoritygener al 'y compl i ed with HUDOGS
requirements, the implementation of additional controls shaadide better
asswancethatthe administrative f calculationsre properly calculateloased on

the correct number of tenantents paid to landlords are reasonable, and

landlords are eligible

Recommendations

We recommenthatthe Director othe Greensboro Office ¢fublic Housng
require the Authority to

2A. RepayHUD $428for excess dministrative feesor fiscalyear2008 and
implement controls to ensurthatformer program participants are removed
from thecomputeisystemsn a timely basis

2B. Require the Authoty to reviewall rents for reasonablenessing
appropriate comparableandimplement controls to better ensuihatthe
rentreasonablenesketermination for future contracisemadewith
appropriate comparables a timely basis

2C. Requie the Authority to screen tlexistinglandlords to ensure dir

eligibility, and implement controls to better ensure the eligibility of new
landlords.
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SCOPE AND METHODOLOGY

To accomplish our objectives, we

e Reviewed applicable laws, regulatspard other HUD program requirements

e Reviewedthédut hori tydés Section 8 policjies, proce:
e Interviewed HUD and Authority management and staff

e Reviewed the Authorityds | atest independent

montoring reviews and
e Obtained a download of the Authorityds Sect
program

Weinspectedl5units from1,247 unitson he Aut hor i t y 6Ghoicedoacher on 8 Hou
program Ourresultsshowedhat12 of the15 wnits did not meet minimum housing quality
standardsandfour were in material noncomplianc&Ve based our assessment on prior

Authority inspection reports and our observations and judgment of the condition of the units

during inspection. We judged thaits to be in material noncomplianbecause they had one or

more material deficiencies that inspediantAltd at th
units were ranked, and we used auddprdgment to determine the material cutoff line.

In orderto give each unit an equal charfoeinspectionwe randomly selected 20 un(ts plus 5
extra for replacementfomtheAut h or i t y Sisce tperumvgrseacantained 1,247 units, we
generated a random starting point aetécted every 63rd unit, @47 / 20 = 62.35), until we had
selected 20 unitsWe electedhot toextend theeviewby selecting andhspecing a statistical
sample of the Authorify anits. We made this decision becawsgcials from the local HUD

office and the Authority agredd implement recommendations desigt@improve housing
guality based on our survey resuli®einspectionresults apply only to the units inspected and
cannot be projected to the universe or population.

We determined tht the Authority had expende®#06in housing assistance payments for units
in material noncompliance by

¢ |dentifying those units in material noncompliance for conditions that clearly were present

during the Authorityds | ast inspection,
e Determining the amount of time between the Authot y 6 s | ast i nspectior
inspection

e Deducting one montfor the standard amount of time thathority would havellowed
the landlord to make to required repaaad
e Calculating the amount of housing assistapaié to the landlordbr the period.

To perform our tenant file reviews, we relied upon compptecessed data provided by the
Authority. Specifically, we relied upon a spreadstikat contained data on housing subsidies
and tenant recertification data. We analyzed the data and cedchat the dateaere
sufficiently reliable for our purposes of sample selection.
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For the tenant file reviewsve selected a sample of 12 tenant files feolisting of1,827 tenants on
theA u t h o pragrany dursng the audit period. In order to gdaeh tenant an equal chance for
selectionwe performeda random selection by generating a random starting point andrsglect
every 1529 (1,827 /12 = 152.25nant from the listintil we had selected 15ince we did not
use a statistical samplibe fle review result@apply only to the files reviewed and cannot be
projected to the universe or population.

We conducted our fieldwork from March to May 200Hd D6 s Gr eens borfield Nor t h
oficeandt he Aut hori tyds o fCarplinae §ur audit pefiodgvas fréhoJanoiary, Nor
2006 to December 2008, but we expandeddhdit period as needed to accomplish our objectives.

We conducted the audit in accordance with generally accepted government auditing standards.
Those standardsdaaire 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
objectives. We believe that the evidence obtained provides a reasonable basis fodiogsfin
and conclusions based on our audit objestive
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INTERNAL CONTROLS

Il nternal control i's an integral component of
reasonable assurance thatfitleowing controlsareachieved:

Programoperations,

Relevance andeliability of information

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

Internal controls relatetma nage ment 6s pl ans, methods, and pr
mission, goals, and objective$hey include the processes and procedures for planning,

organizing, directing, and controlling program operatiasisvell aghe systems for measuring,

reporting, and monitoring program performance.

Relevant Internal Controls

We determinedhatthefollowing internal controls wre relevant to our audit
objectives:

¢ Compliance with laws and regulationBolicies and procedures that
management has implemented to reasonably ensure that resource use is
consistent with laws and regulations.

e Safeguarding of resourcePolicies angrocedures that management has
implemented to reasonably ensure that resources are safeguarded against waste,
loss, and misuse.

We assessed the relevant controls identified above.

A significant weakness exists if management controls do not provistnadae

assurance that the process for planning, organizing, directing, and controlling
program operations will .meet the organi z

Significant Weaknesses

Based on our review, we belietlatthe following items are significamieaknesses:

e The Authority dd not have internal controls in place to ensure that Section 8
units met housing quality standards (see finding 1)
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e The Authority did not haveontrols for effective Section 8 administrati@ee
finding 2).
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APPENDIXES

Appendix A
SCHEDULE OF QUESTIONED COSTS
Recommendatior
number Ineligible 1/
1A $9,106
2A 428
Total $9,534
1/ Ineligible costs ee costs charged to a HUfihanced or HUDBInsured program or activity

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

AUDITEE COMMENTS

HOUSING AUTHORITY
OF THE
Robert L. Kenner CITY OF HIGH POINT

Executive Director

July 31, 2009

Mr. James D. McKay

Regional Inspector General for Audit

U.S. Department of Housing and Urban Development
Richard B. Russell Federal Building

75 Spring Street, SW, Room 330

Atlanta, GA 30303-3388

Re:  Draft Section 8 Housing Choice Voucher Audit Report — Housing Authority of the
City of High Point Comments

Dear Mr. McKay:

The Housing Authority of the City of High Point (HPHA) is in receipt of the subject draft report
dated July 15, 2009 and is pleased to provide comments as required. We concur, in general, with
your draft findings and recommendations. Please find enclosed the written comments and
corrective actions being implemented for the findings in the draft audit report.

As a public body, HPHA welcomes public oversight and scrutiny and it was a privilege to host
the OIG during the audit. The HPHA Board of Commissioners and staff always appreciate any
advice, encouragement, recommendations, and suggestions that will allow us to better fulfill our
important mission of providing housing opportunities to our clients.

HPHA also welcomes the opportunity to work with the Greensboro Office of Public Housing to
ensure that internal controls over our Section 8 Program are improved and that the HPHA
Section 8 Housing Choice Voucher program is operated in accordance with HUD’s regulations
and requirements.

If additional information is required, please contact me at (336) 878-2375.

Sincerely,
rd
A0y, # 7
et Wt A Baedoct SN~
Robert L. Kenner Dr. Burdell Knight J
Chief Executive Officer HPHA Board Vice-Chair

500 East Russell Avenue « Post Office Box 1779 » High Point « North Carolina 27261-1779

Phone (336) 878-2300 - TDD/Voice - Fax (336) 887-2414 + www.HPHA.net
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Ref to OIG Evaluation

AUTHORITY COMMENTS TO FINDINGS

1B.

1A,

IC.

1D.

Finding 1: “YTenants Lived in Units That Were Not Decent, Safe, and Sanitary’

Recommendation: In your original draft report, it was indicated that you found that the
Authority spent $9,106 for (4) four units in material noncompliance of the (15) fifteen
units sampled.

Response: The HPHA will repay the Housing Choice Voucher program the $9,106
from nonféderal funds for the housing assistance payments made for units that were
determined to be noncompliant.

Recommendation: “Inspect the 12 units that did not meet minimum Housing Quality
Standards (HQS) to verify that the landlords took appropriate actions to make the units
decent, safe, and sanitary,

Response: The HPHA re-inspected the 12 units and confirmed the landlords®
compliance with HQS. HPHA will provide the Office of Public Housing with the
detailed documentation for the re-inspections and verifications uipon request.

Recommendation: “Develop and implement an intefnal control plan and make any
necessary adjustments to its Section 8 Administrative Plan and /or other Authority
policies and procedures to ensure that is units meet HUD’s HQS.”

Response: The HPHA is currently in the process of updating and making the necessary
policy revisions to the Section 8 Administrative Plan and developing internal control
procedures to ensure that HQS compliance with 24 CFR 982.401(2)(3).

Recommendation: “Perform a special inspection of a representative sample of its units
to determine the extent of HQS noncompliance,”

Response: The HPHA will schedule and begin performing special inspections
immediately of all units to determine if noncompliance exists and will report the results
to the Director of Greensboro Office of Public Housing, along with an explanation of
how the results are implemented in the new internal control plan on a monthly basis
beginning on September 2009.
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Ref to OIG Evaluation

2A.

2B.

2C.

Finding 2: The Authority Did Not Have Adequate Controls for Effective Section 8

Administration

Recommendation: “Our review of tenants removed from the program during 2008
showed that five tenants had not been removed on a timely basis. As a result, the
Authority received excessive administrative fees totaling $428.”

Response: The HPHA will repay HUD $428.24 for excess administrative fees for
fiscal year 2008. The HPHA has implemented an internal conirol process to ensure that
program participants are removed from the Section 8 program and the computer system
in a timely manner. First, at the end of each month, we run an over income report. It
is then determined who is over income and they are sent a letter stating when they will
be removed from the Section 8 program. Next, we document on our calendar indicated
the date of removal from the program.

Recommendation: “Require the Authority to review all rents for reasonableness using
appropriate comparables, and implement controls to better ensure the rent
reasonableness determination for future contracts are made timely with appropriate
comparables.” :

Response: The HPHA has implemented a rent reasonableness procedure and controls
to better ensure determination of rent cotnparables. First, the system is checked to
determine unit comparability with unassisted units. Next, the comparable units are
listed on the rent reasonableness form. Afier that, the lease and contract is prepared for
a new lease agreement. The documents for the procedure and controls will be
forwarded to HUD to demeonstrate the compliance with HUD requirements upon
request.

Recommendation: “Require the Authority to screen the existing landlords to ensure
their eligibility and implement controls to better ensure the eligibility of new landlords.

Response: The HPHA has screened all current and new landlords utilizing the Section
8 program. The HPHA has implemented better conirols to ensure that all landlords are
screened accordingly by screening landlords via the Excluded Parties List system
(EPLS) to verify landlord status. A form is retained as verification of the screening
results for all landlords. Documentation will be provided to the Director of Public
Housing upon request.
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