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HIGHLIGHTS

What We Audited and Why

Weaudiedthe Muni ci pality of R2o0 Grandeods
Development Block Grant (Block Grant) prograkVe selected the Mhicipality

for review as part of our strategic plafhe objective of the audit vereto

determine whether the Municipality complied with U.S. Department of Housing
and Urban Development (HUD) regulations, procedures, and instructions related
to the admistraton of the Block Grant prograesnd whether the Municipality

had the capacity to administer additional funds allocated under the American
Recovery and Reinvestment Aift2009(Recovery Act)

What We Found

The Municipality awarded 10contractdotaling morethan $1 millionwithout
following HUD andlocal procurementequirements. As a result, it couldt

ensure that quality goods and services were obtained at the most advantageous
terms. In additionthe Municipalitydid not support the reasonablenessofe
than$1 million in Block Grantcontracts

(M



The Municipalityods f i na fullyicanpblywtanagement
applicable HUD requirements. The system did not support the allowability of

more thar$57,000in program disbursementsould not suppi the allocability of

more than $218,000 in administrative costs charged to the Block Grant program

and did not maintain accurate, current, and complete accounting records.

The Municipalityds management coestrol s
were inadequate. The Municipality improperly used Block Grant funds for

deficient housing rehabilitation work and new housing construction. In addition,

it did not provide assistance to correct health and safety hazards. Therefore, the
related progna fundsof more than $20,00@ereineligible, and more than

$7,000is consideredinsupported pending an eligibility determination by HUD.

The Municipality lacked sufficient capacity to adminisaeditional funds

allocated under the Recovery Adt hadnot developdand implemerad

adequate controls to ensure compliance with HUD financial management systems
requirements and the purposes of the Recovery Asta result, HUDacked

assurance that Recovery Act furvdsuld be adequately accounted for,

safguarded, and used for authorized purposes and in accordance with the
Recovery Act and HUD requirements

What We Recommend

We recommend that tHairectorof the San Juan Office of Community Planning
and Development require the Municipality to repay more ti287000in

ineligible expenditures. THeirectorshould also require the Municipality to
provide all supporting documentation showing ris@sonablenessd eligibility

of more than $ million in Block Grantcontracts and more th&276,00Gn

Block Grant disburseants We also recommend that tb@ectorrequire the
Municipality to develop and implement an internal control plan to ensure that the
Block Grant program hgd) procurement procedures which ensure that goods
and services are obtained at the most adgmaus terms and in a manner
providing full and open competitiof?) a financial management system that
complies with HUD requirement§3) controls and procedures which ensure that
the housing rehabilitation activitieseet the program objectives, andl jélicies

and procedures to ensure that Recovery Act funds are effectively and efficiently
used and in accordance with applicable requiremeéntaddition, we recommend
that theDirectori ncr ease moni t or i pegornmafceihthee Muni ci
admiristration of its Block Granand Recovery Act funds

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



Audi teeds Respc

We discussed the findings willUD andthe Municipality during the audit and at
the exit conference oBeptember 820®. The Municipality provided its written
comments to our draft report @eptember 800®. In its response, the
Municipality generallydisagred with the findings.

The compl et e t esponsepalongtwhheour avaldation ef that s
response, can be found in appendix B of this repaitachments to the

Muni ci pal i tyos inclaednmehe tegort, Wwe areavaiablée for
review upon request.
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BACKGROUND AND OBJECTIVES

The Municipality of Ro GrandgMunicipality) has beemn entitlement recipiersince 1998 It
currentlyadministes more than $7.7illion in Community Development Block Grant (Block

Grant)funds approved by the U.S. DepartmehHousing and Urban Development (HUD)

during the lasfive yearsendng June 30, 2000HUDG6s I nt egr ated Di sbursen
Information System reflected Block Grant expenditures exceedirtgnllion during fiscal

yearsendng June 302007 and 2008for the following activities:

Block Grant activity Fiscal year2007 Fiscal year2008
Public facilities andmprovements $2,572,446 $1,363,098
Planning and @ministration 287,064 265,08
Housing rehabilitation and preservatiol 465,917 280,427
Public ®rvices 140,884 126,781
Total $3,466,311] $2,035,364

HUD allocatedmore than $1.4 million in Block Grant fundis the Municipalityfor thefiscal
year ending June 30, 2010n March 6, 2009, HUD allocatedore than $971,000 iadditional
funds pursuant to themerican Recovery and Reinvestméat of 2009 (Recovery Act)
consisting of$587,542 under thdomelessness Prevention and RapiehBeasing Program
(HomelessnesBrogram)and $384,198 under thigdock Grant Recoverict program At the
time of our reviewthe Municipality had only performed preaward activities onBhack Grant
Recovery Act programandhad not startetfomelessness Prograautivities.

The Muni ci p a lesotroegieslerdipnograes) @ partmeRt was sponsible for
administeringBlock Grantand Recovery Act funds. Its books aedordsveremaintained at 37
Pimentel Street, ® Grande, Puerto Rico.

We audited the
General 6s (Ol G)
of HUD fundingprovided.

Bl ock Grant pro

Municipality6s
pl an. Ttheeamdunt ni ci p a

strategic

The objectives of the audit were to determine whether the Municipality complieéiith
regulations, procedures, and instructions related to the administration of the Block Grant
program and whethérhadthe capacity to administer additiorfahds allocated under the
Recovery Act.



RESULTS OF AUDIT

Finding 1: The Municipality Did Not Fully Comply with Procurement
Requirements

The Municipality awarded 110 contracts totaling more than $1 million without following HUD
and localprocurementequirements. This noncompliance occurred because the Municipality did
not have in place adequatgernal controls and procedures atisregardecpplicable Bbck

Grant and local requirement#s a result, HUDackedassurance that the Municipality olsted
goods andservices at the most advantageous terimsddition the Municipality did not support

the reasonablenessmbre thar$s1 million in Block Grant contracts.

Procurement Standards Not
Followed

Program regulations provide that recipients shall comply with HUD procurement
standards contained in 24 CF®ode of Federal Regulation85.36. The

standards include conducting procurements using full and open competition, fully
documenting all procurement activities, and performing price oraz@gyses In
addition, local prourement regulatiarequirethe Municipality to obtain at least
three quotations or cost proposals for services that do not exceed $40,000.

We foundprocurement deficiencies 0" contractsawarded between July 2006
and December 2008~or example, # Municipality did not

e Prepare independent cost estimabegorereceiving proposals,

e Maintain adequate specificatiookthe scope of the services to be
performed

e Obtain price or rate quotations from an adequate number of qualified
sources,

e Maintainsupport showing that price or cost analyses were performed and
the basis used to determine the reasonableness of the contracted amount,
and

e Ensure that contracts included all provisions required by 24 CFR 85.36(i).
For example, it did not include prowess related t@l) the retention of all

! A total of 108 housing rehabilitation contracts, one basketball court construction contract, and one water heaters
and cisterns installation contract.



required records for three years after the final payment and all other
matters are closednd(2) providing HUD, theComptrollerGeneral of the
United States, or any of their duly authorized representatives docasg
books, documents, papers, and records of the contractor, which are
directly pertinent to the specific contract for the purpose of making audit,
examination, excerpts, and transcriptions. irAilsr deficiency was
identified in the 2006 Single Audieport; however, the deficiency
continuel to exist.

The Municipality awarded 08 housing rehabilitatioontracts totaling641,630
between July 1, 2006, and December 31, 2@D8even contractordNe

reviewed a statistical sample of 42 contracts togai249,353 and found that the
Municipality awarded the 42 contractstwout evidence that prepared cost
estimatesdeforereceiving proposals, solicited quotations from an adequate
number of sourcesndperformed price or cost analysds addition, he
Municipality used noncompetitive procurement to obtain housing rehabilitation
services without requestingquiredHUD approval Based on theesults of our
statistical sampleve determined that the awarded contrdotsthe entire
populationhad proarement deficiencies anlble reasonableness of the contracts
wasnot supported.

In addition, he Municipality did not support the reasorabessof two additional
contracs totaling $81,731awardedor the reconstruction of a basketball court
and insallation of water heatel@nd cisterndecause it did not providevidence
that itperformeda price or costinalysis or anindependentost estimate.

TheMunicipality did not ensure that procurement of Block Gifamided goods
and services complied withUD and local procurement requirementisdid not
provide evidence that it created an environment that permitted full and open
competition as required by HUDAppendix D contains a list of the procurement
deficiencies found during the review.

Excessive Expenditures

TheMunicipality awarded through formal bid the supply of housing rehabilitation
materials duringhefiscal yeas endng June 30, 2008 and 2009. We reviewed
invoicesthatthe Municipality paid for materials it granted for four housing
rehabilitation activies between February and August 2008all four activities

the Municipality paid for materials in excess of the approved price. The
overpaymentsvererelated td6 of 12 invoices paid. As a result, the Block Grant
program was charged $174 for excessxpenditures.



Conclusion

The Municipality did noprovideevidenceshowingthat it created an environment

that permitted full and open competitiaa required by HUDIt did not provide
adequate support showing the reasonablenase tharts1l million in Block

Grant funds.This noncompliance occurred because the Municipality did not have
in place adequate internal controls and proceduresiareardecpplicable

Block Grant and local requirementas a result, HUDackedassurance that

goods andervces were obtained at the most advantageous terms and in a manner
providing full and open competition or in accordance with HUD requirements.

Recommenddions

We recommend that tHairector of the San Juan Office of Community Planning
andDevelopment

1A. Require theMunicipality to povide support showing thaigibility and
reasonableness of $96,061awardedegardingBlock Grant contracts for
housizng rehabilitation activities and the reconstruction of a basketball
court:

1B. Require the Municipality teeimbursethe Block Grant program from
nonfederal funds $X4for excessive payments aneview housing
rehabilitation invoices related to housing rehabilitation materials grants
awarded between June 2007 and May 2009 to identify additional instances
of materials pal in excess. Any amounts overpaid must be reimbursed to
the program frormonfederafunds.

1C. Require the Municipality toelelop and implement procurement
procedures and controls that comply with HUD requirements to ensure
that goods and services afatained at the most advantageous terms and in
a manner providing full and open competition.

2 Total contractdor $1,123,361were adjusted to consid$i7,300 ineligiblén recommendatioBA, $7,166
unsupported in recommendati8B, and $2,834 ineligible in recommendation.3C

8



Findng2: The Municipalitydos Financi al
Fully Comply with HUD Requirements

The Muni ci pal i gepnénssystein dicanotsuppott thenalowability of more than
$57,000in program disbursementsould not support the allocability of more than $218,000 in
administrative costs charged to the Block Grant progeard did not maintain accurate, current,
and omplete accounting record3hese deficiencies occurred because the Municipality did not
develop and implement policies and procedures to ensure compliand¢éWibtfinancial
requirements As a result, HUDackedassurance that funds were adequately atea for,
safeguarded, and used for authorized purposes and in accordance with HUD requirements

Unsupported Program
Disbursements

Federal regulations 24 CFR 570.508equirethe Municipality to maintain
sufficient records that properly support charges made to the Block Goginam
However, the Municipality did not provide source documentation supporting the
allowability of more thar$57,000charged to the Block Grant program associated
with administrative payroll costs. Specifically, it did not provide payroll records
evidencing costs charged to the program. These costs were associateglofith
62 disbursements between January 2006 and May 2009 for the payment of
administrative payrblcharges. As a result, HURckedassurance of the
allowability of more thar$57,000in administrative payroll costs charged to the
Block Grant program between January 2006 and May 2009.

Unsupported Allocated Costs

Regulations a24 CFR 57@®06and 24 CFR 57606 only allowdisbursements
for reasonable expenditures associated with the planning and execution of
community development activitiésat are supported by source documentation.
However, the Municipality could not demonstrate that administrative costs
allocated to the program were reasonable.

The Municipality did not tactwitgdr i ts empl
implement a cost allocation plan to distribute its payroll costs among HUD

programs. Althougliit charged the Block Grant program a portion of payroll

costs associated with three employees who performed additional functions not

related to therogram, it did not maintain documentation to support the basis of

the allocation and the reasonablen&fsthe costsas required by HUD. The

9



MunicipalityGs federal programs director informadthat she did not know the

basis for these percentages arat this allocation practice was in place before

she became director in July 2005. A similar deficiency was identified with other
Municipality administrative costs associated with professional services paid for
performingthe Municipalitys sngle audits.Therefore, HUDackedassurance of

the reasonableness, allowability, and allocability of more than $218,000 in
administrative payroll and professional services costs charged to the Block Grant
program between January 2006 and May 2009.

Inaccurate Accounting Records

Federal reglations a4 CFR 85.2Gtate thatecipients of Block Grant funds
mustmaintain financial records that are accurate and current and that adequately
identify the source and application of funds\pded for assisted activities.
However , t heactbbuntrgcecopsavere hof dccurate and complete
andwere not adequate for the preparation of reports.

The Municipalitydés accounting records d
financial information on program activities. For examgheydid notproperly
accountfor Block Grant receipts and expendituresgogint andactivity. The
Municipality did not maintain a general ledder the Block Grant programThe
accounting record it maintained was basically a check register that did not reflect
disbursements bgrant andactivity and contained incomplete and ioa@te

financial information. For example, the Municipafgydisbursemestegister did

not reflect more than $80,000 in program disbursements, including one cancelled
checkthatthe Munigpality improperly recorded as void. The Municipadity

Block Grant accounting records$so did not account for capital assets acquired or
constructed with HUD funds, income receipts, and fund basarnCleere were

other instances in the Municipalisy/acounting records of incorreandmissing

check amounts, check numbers, and ending balafidesMunicipality also did

not locate one chedkatit hadindicated vas void. Thereforat did notmaintain
afinancial management systampermit the tracingf funds to a level which

ensure that such fundeadnot been used in violation of the restrictions and
prohibitions of applicable statutes.

I n addition, the disbursements shown in
for the fiscal years emag June 30, 2007and 2008 did not agree with amounts it

reported to HUD irconsolidatecannualperformance andvaluationreports.

Total disbursements shown in the Munici
not agree with amounts reflected in bank statemtor the same period.

10



Conclusion

MunicipalityGs
disbursements

Period CAPER* register Difference
Fiscal year endg

June 30, 2007 | $3,407,949 $3,460,163 <$52,214
Fiscal year endg

June 30, 2008 | $1,750,4® $2,080,397 | <%$329,96&

Recommendations

2A.

* Consolidatednnualperformane andevaluationreport

funds.

The

A Municipality official informedusthat the Municipality did not maintain written
procedures for accoting for Block Grant program funds. Therefore, the
MunicipalityGs internal controls were not adequatenaire that programuids
were properly accounted for, safeguetcand usd only for authorizegburposes.
Consequently, HUDackedassurance that funds were used only for eligible
purposes since theweasno basis for reliance on the Municipafiyaccounting
records and fiancial information it reported to HUD on its program activities.

The Municipality did not maintain a financial management system that permitted
program charges only for supported costs and that adequately identified the
source and application of Blec Gr an't
program accounting records were inaccurate and incomplete since they contained
several instances of incorrect financial information and did not reflect the full
history of all financial transactions. The nomgpliance occurred because the
Municipality did not implement effective controls to ensure compliance with
financial requirements of HUPrograms. As a result, HURckedassurance that
funds were only used for eligible purposes. Similar deficiencies identified

in the 2000 HUD monitoring report; however, the deficiency contnoexist.
The Municipality must improve its internal controls to safeguard, use, and
properly account for Block Grant program funds.

Mu ni

We recommend that tHairector of he San Juan Office of Community Planning
and Development

Require the Municipality to submit supporting documentation showing the

reasonableness of $218,331 charged to the Block Grant program for
administrative costs associated with payroll and prafaasservices or
reimburse the Block Grant program fraranfederafunds.

11
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2B.  Require the Municipality to submit all supporting documentation showing
the eligibility and propriety o$57,683paid for administrative payroll
costs or reimburse the Block &1t program fronmonfederafunds?

2C.  Require the Municipality to develop and implement a financial
management system that pesite tracing oBlock Grantfunds to a
level which ensures that such funds have not been used in violation of the
restrictions and proibitions of applicable statutes

2D. I ncrease monitoring of the Municipal
administration of its Block Grant program and if the Municipality fails to
improve and fulfill its administrative responsibilities, consider isipg
sanctions in accordance with 24 CFR 570.910.

% Total disbursements of $62,391 were adjusted to consider $4,708 unsdppagcommendation 2A.
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Finding 3: Management Controls ovetousing Rehabilitation
Activities Were Inadequate

The Municipality improperly used Block Grant funds for deficieatisingrehabilitation work

and new housing consttimn. In additionjt did notprovide assistance to corrdwtalth and
safety hazards. These deficiencies occurred because the Munidgukiag effective
managemerandcontrols over its housing rehabilitation activitie&s a result, HUDacked
asswance that program objectives were met and that Block Grant funds were used solely for
authorized purposedAlso, programfundsof more than $20,00@ereineligible, and more than
$7,000is consideredinsupporteghending an eligibility determination by HJ

Deficient Housing
Rehabilitation Work

The Municipalityds housing rehabilit
main objective of the acti v bycrgatings t o
adequate living conditiondHowever, the Municipality did not ensure that
programobjectives ad/or guidelines wermet

ati
i m

From the Municipalitgs 24 units that received housing rehabilitation assistance
payments between July 2006 and December 2008, we selected seven units for
inspection. Our inspectiongn March 200%ound that in thee unitshe

rehabilitation work was deficienfThe Municipalitypaid a private contractor
$17,300 withBlock Grant fundgo repair the rod$ of the threehousing mits to
eliminate water leaksHowever, h March 2009we inspected the units and found
that the water leaks still existed

The above pictureshowdeficient rehabilitation work paifbr with Block Grant funds. \&fter
leaksstill existed n the dwelling units whewe conducted ounspections

The Municipal it yustattherpsrposeoftfoiowp and finalr me d
inspections was to determine whether the housing rehabilitation was performed as

13



agreeduponin the contract and that mategabereused as intendedlherefore,
theMuni ci pal i tyds manage mehabilitationoantiviteo | s
were inadequate to ensure that rehabilitation wakmoperlycompleted, and
Block Grant funds were used for deficient work. As a result, $1 7280
considered ineligible.

Health and Safety Hazards Not

Considered

ove

The Municipalityods houwdslinesgrovidegitat®ebi | i t at i o

financial assistance will subsidize housing rehabilitation workakesubstantial

i mprovements that will remove hea-lth
income families.However, the Municipality did not ensure tipabgram objectives
and/or guidelines were followed.

From the Municipalitgs 24 units that received housing rehabilitation assistance
payments between July 2006 and December 2008, we revieledes. In eight
of the cases reviewethe Municipalitydid not provide assistance falt of the
health and safety hazards identified by its inspedtaproper electrical
connections and water leaks wsmme of thénealth and safety hazards for which
the Municipality did not provide housing rehabilitaticssstance.

Further,in two housingehabilitationactivities totaling $7,168he workcould
havebeenin violation of local building codes.

Assistancen the amount 0$3,215was Assistancen the amount 0$3,951was
approved for the construction of a new approvedor the construction of a new
bedroom on the second floor it bedoom in the back of the existing

existing dwelling unit. However, treeope  dwelling unit. However, the entrance to
of therehabilitation work did not include the new bedroom would be through an
the construction of a protecting wall or existing bedroom.

fence to avoid falls from the second floor.

TheMunicipality did not maintain written procedures or guidafareconducing
housing inspection® ensue that housing redilitation activities compéd with
program requirementsTheMu n i ¢ i mspéciot indidased that he ied on
his judgmentaind common sense conducing housing rehabilitatiomspections

14
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anddid not inspecunitsto ensurghatthey werefree of lealth and safety hazards
or ensure complianceitt local building cods Therefore management controls
were not adequate to enstinat health and safety hazards were removed from
unitsand topromote the welfare of the participantéss a result$7,166is
considered unsupported pending an eligibility determination by HUD.

Ineligible New Housing
Construction

The Block Grant program allows disbursements to finance the rehabilitation cost

of existing residential property. However, the cost associated with new housing
construction anthe creation of a secondary housing unit attached to a primary

unit is not an allowable expense under the Block Grant progrdma.
Municipalityds housing rehabilitation r
construction.

The Municipality avardedmore tha $2,800 in Block Grant funds in August 2006

one participanto provide material®r therehabilitaton of herresidence Our

inspectionof the dwelling unibn May 22, 2009isclosedhatdonated materials

were used for the conatitionof a new hosing unit n violation of HUD

requirementsAl t hough the Munici pal atibnddriag i nspec
its March 12, 2009nspection, no corrective action was tak@&ihis deficiency

occurred becaugbe Municipality did not have adequate magragnt controls over

its housing rehabilitation activities.

TheMunicipality approved thassistancéor a roomadditionto the existing wooden house.
However, the participamthanged the scope of the wpakd Block Grant funds were used to
complete lhe construction of aewdwelling unit. Ourinspection disclosethatthe wooden house
hadnotbeendemolished.

The use of Block Grant funds for new housing construggan violation of
HUD requirementsit 24 CFR 570.207.

15



Other Deficiencies

Conclusion

We identified othedeficiencies related to the administration of the housing
rehabilitation activities.

Slowprogres§ TheMuni ci pal i tyés management contr
rehabilitation activities were not adequate to ensure that housing rehabilitation

activities weregperformedn a timely manner. For example,three of seven

housing units inspectethe Municipality awarded Block Grant funds between

November 2006 and August 2008 for the rehabilitation of the units. However,

our inspections conducted during Mard02 disclosed that the rehabilitation

work hadnotbeencompleted. Btween 221 and 881 days heldpsed since the

Municipality awarded the assistance to the participants.

Missing work specifications The Municipality did not prepare detailed work write

ups or specifications of the rehabilitation work neesfedequired by section (17) of

theMu ni c i poading rehatilligtion program guidelinebhe files contained

onya general statement frThetypedfepaMuni ci pal
neededo bring the unit up to program standards was not clearly demonstrated. As a
result, the files did not properly support the needed repairs, and theongpleted

with Block Grant funds could not be properly determined.

Because the Municipality didot implement adequate internal controls, it
improperly used Block Grant funds fdeficient rehabilitation worknd new
housingconstructioranddid not ensure that units met program standandkhat
rehabilitation activities were performea a timelybasis Thereforeprogram
fundsof more than $20,00@ereineligible, and more than $7,008 considered
unsupportegbending an eligibility determination by HUDManagement must
implement policies and procedures to ensure that it complies with HUD
requrements and that program objectives are met.

Recommendations

We recommend that tHairectorof the San Juan Office of Community Planning
and Development

3A. Require the Municipality to reimburse the Block Grant program from
nonfederafunds $17,30@aidfor deficiert housing rehabilitatiomork.

16



3B.

3C.

3D.

Require the Municipality tsubmitsupporing documentatioshowirg the
eligibility and reasonablenes$ $7,166 awarded for two housing
rehabilitationactivitieswith possibleviolations of local buildingcodesor
reimburse the Block Grant program framonfederafunds.

Require the Municipality to reimburse the Block Grant program from
nonfederafunds $2,834aidfor ineligible new housing construction.

Require the Municipality to improve management contaots procedures

to ensure that its housing rehabilitation activities meet program objectives,
Block Grant funds are only used for eligible purpo$es rehabilitation

work isperformedoroperlyandon atimely basis anddetaikedwrite-ups

or specificationsare properlynaintained

17



Finding 4: The Municipality Lacked Sufficient Capacity to Administer
Its Recovery Act Funds

The Municipality did not develop and implement adequate controls to ensure compliance with
HUD financial management systems requireraamid the purposes of the Recovery. Aldhese
deficiencies occurred because the Municipality lacked sufficient capacity to administer
additional funds allocated under the Recovery. Ak$ a result, HD lackedassurance that
Recovery Act fundsvould be agquately accounted for, safeguarded, and used for authorized
purposes and in accordance with the Recovery Act and HUD requirements

Inadequate Financial
Management System

Regulations at 2 CFR 176 state tlmhtaximize the transparency and

accountability of funds authorized under the®eery Act recipientsmust

maintain records thatdequatelydentify the source and application of Recovery

Act funds. Section 1512 of the Recovery Act requiresipiens to periodically

reportto HUD accurate financial information, including Recoverst Aunds

obligated and expended. However, as described in finding 2, the Municipality

did not havea financial management system that fully comgpliégth HUD
reqguirements. For example, the Municip
Grant program dishot adequately identify the source and application of HUD

funds. The Municipalitydid not properly accourior Block Grant receipts and
expenditures by grant and activity. Th
contained several instances of inaaterfinancial information. In additions

financial management system permitted program charges for unsupported costs.

The above deficiencies in the Municipafitnancial management system
demonstrated that management controls in place during\aaw@erenot
sufficient to safeguard federal funds and preclude inaccurate reporting to HUD.
the financial management system is piamptly corrected to comply with HUD
requirements, the accountability of more than1$0@0 in RecoverAct funds
allocated to the Municipality will be negatively impacted. Therefore, the
Municipality must improve its internal controls to ensure adequate safeégyard
use, and accountability of Recovery Act funds in accordance with applicable
statutes.It must also impove its internal controls to ensure the reporting of
accurate information.

18



Inadequate Program Controls

Section 1602 of thRecovery Actequires thatundsbe usedn a manner that

maximizes job creation and economic benefit. HowdbhetMu ni ci pal i t y 6 s
controls were nobadequate to ensure compliance withghgoses of the

Recovery Act.

In June 200&he Municipality awarded two contracts fareet improvements
within various sitesotaling more than $38000 in Block Grant funds allocated
under the Recovery Aét.The Municipality reported to HUD in its substantial
amendment to the 20@8tion plan that this activityvould create or preserve
approximately 10 to 15 jobs related to the construction industry. However, the
Muni cipalityds f ede noadxplamihe lgasissfonthe di r ect o
estimated number of jobs to be created or preserved and how the Municipality
would ensure that Recovery Act fundsuld be used in a manner that maximizes
job creation/preservation. The Municipality did not require the cotatrao

create or retain jobs in the awarded contracts. Theref®omntrols were not
adequate to ensure compliance with the purpokthe Recovery Act.

Insufficient Planning

HUD Notice FR-5307%N-01statethat recipientshould ensure that sufficient
planning is inplace to begin expending Recovery Act funds on eligible activities
shortly aftetthegrant agreemeris finalized HUD allocated more than $587,000
to the Municipality under the Recovery Act fdomelessnesBrogramactivities.

On May 15, 2009, HUD recetd from the Municipality theubstantial

amendment to the 20@8tionplan. AlthoughtheMu ni ci pal it yés f ede
programs directoindicated thatMunicipality officials hadattended training
associated with the administration of the Homelessheggam,the Municipality
hadnot developed written policies and procedures for the administration of the
program. Théviunicipality official indicated that the Municipality wasvaiting
HUD approval of the substantial amendment to the 2868n plan before
devebping program policies and procedures.

Subject to HUD approval, thigill be the first time the Municipality will
administethe HomelessnesBrogram Although the Municipality hasrior
experience with other community planniagddevelopment activiés, it has no
experience with a similar program, suchtasHUD Emergency Shelter Grant
program. The Municipality must develop controls and procedwres timely

* The two contracts totaled $1,777,711, which includes $384,198 in Block Grant funds allocated under the Recovery
Act. More than $1.3 million will be funded with 20@®09 Block Grant and local funds
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basisto ensure that the HomelessnBssgramwill be effectively and efficiently
administeed and in compliance with the Recovery Act and HUD requirements.

Conclusion

The Municipalityds | ack of adequate con
purposes of the Recovery Act and the deficiencies identified in the administration

of the Block Grant programemonstratéhat the Municipality lacked sufficient

capacity to administer its Recovekgt funds. As a result, HUckedassurance

that Recovery Act fund&ould be adequately accounted for, safeguarded, and

used for authorized purposes and in accoreavith the Recovery Act and HUD
requirements The Municipality must improve its internal controls to safeguard,
accounfor, use, and repqrin accordance with the applicable statutasre than

$971,000 in Block Grant and Homelessnessgramfunds allecated to the

Municipality under the Recovery Act.

Recommendations

We recommend that tHairector of the San Juan Office of Community Planning
and Development

4A. Require the Municipality to develop and implement a financial
management system that pemsite tracirg of Recovery Act funds to a
level which ensures that such funds have not been used in violation of the
restrictions and prohibitions of applicable statutes.

4B.  Require the Municipality to develop and implement policies and
procedures to ensure that Reexy Act funds are effectively and
efficiently used and in accordance with applicable requirements. These
policies and procedureiould include controls to ensure the
Municipalityds compliance with the c
accordance witlthe purposs of the Recovery Act.

4C. I ncrease monitoring of the Municiopal
administration of its Recovery Act funds
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SCOPE AND METHODOLOGY

The audit objective wereto determine whether the Municipality complied with HUD
regulations, procedures, and instructions related to the administration of the Block Grant
programand whetheit hadthe capacity to administer additional funds allocated under the
Recovery Act To accomplish our objectives, we

e Obtained and reviewed elant HUD regulations and Municipality guidelines;

¢ Interviewed HUD, Municipality, and contractor officials;

¢ Reviewed monitoring and independent accountant reports;

e Reviewed the Municipalityds files and reco
o Performe site inspections of Block Grant activities; and

e Reviewed the Municipalityds controls relat
programand the Recovery Act funds.

We obtained a |list of the Municipabeiweepnds Bl oc
July 1, 2006and December 31, 2008. The Municipality conducted six significant procurement
actions(requiring public solicitationjotaling $2,578,23. We selected and reviedthetwo
procuremenactivities with the highest contract amotmwialing $957,12%$500,000 for street

resurfacing and $457,125 for a basketball court)addition,we selected and reviewéue

procurement of a contract totaling $25,960 for installation of wedatersand cisterns We

reviewed each procurement acttordetermine whether the procurement process followed by

the Municipality met HUD standards.

We statistically selected a sample of the housing rehabilitation service cofrtracthe 108

contracts awarded between July 1, 2006, and December 31 t@@li8g $641,63Qo0 determine

whether the Municipality complied with procurement requirements. We used the U.S. Army
Audit Agencyodos Statistical Sampling software
confidence level of 90 percemt precision level 010 percent, and an assumed error rate of 50
percent, the software returned a statistical sample of 42 dagessed Adit Command

Language (ACL}oftware to select a randasamplefrom the 108 housing rehabilitation

contracts antb generatd 0 additioral sample uits to be used as replacements if needed.

We used statistical sampling becaaaeh sampling unit was selected withprgconceptions
from the audit populatiorithereby allowing the results to be projected to the population.

Our samplingesults indicated thdor the 42 housing rehabilitation service contrattte
Municipality did notevidence that iprepared cost estimatbsforereceiving proposals, solicited
guotations from an adequate number of sources, and performed price oabastsan
Projectingour sampling result® thepopulation there are indications that 108 contrgd80
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percent of the populatidnvere also awardedithoutfollowing HUDS and/orthe

Mu ni c i pvwenlpriodurgndest requirementSherefore, we estimatetat the Municipality
awarded 108 contracts totaling $641,630 for housing rehabilitation services vgitipmatrt
showing he reasondbnessf contractedservices.

The Municipality prepared Microsoft Excel software lisbf Block Grant disbursements nead
between July 1, 2006, and December 31, 2@08ling more than $6.3 millionDisbursements
were classified in seven categoriesluding planning and administration costs, public services,
housing rehabilitation and preservation, public faciljteeslimprovements We selectednd
revieweddisbursementwith the highest amount in each category, resulting in seven
disbursements totaling $590,15@/e selecte®?2 additionaldisbursementsouchergotaling
$933,12%ased on theendor name gourposeof the payment We reviewed the expenditures
and related supporting documents to determine whether the payments met Block Grant
requirements, including allowability and allocability of the costs.

We alsoobtained a list of housing rehabilitatiantivitiesfor which the Municipality disbursed
Block Grant funds between July 1, 2006, and December 31, ZD@&g this periogdthe
Municipality made disbursementistaling $841,742 associated w26 housing rehabilitation
activities From this list, we seleetl 10activitieswith disbursemessttotaling $13,174 which
included five grant$or labor and materialrehabilitation services and five grants for
rehabilitation materials only. We selected an additiantlity in which more than two years
had elapsedince the grant was awarded andumdshad beemlisbursed.We reviewed each
activity to verify participant eligibility, the status of the rehabilitation work, and the
appropriateness of the assistance provided. From these cases, we inspected #awgnrdtge
with disbursements totalind3®,115 We inspected one adidihal dwelling unit with
disbursements totaling $2,834 because the assistance provided appéaiedligible new
housing constructian

We did not consider the Municipal@yaccounting records reliable for our purposes becadheg

did not reflect complete and accurate finantifdrmationon program activitiesTo achieve

our audit objectives, we relied in part on compytercessed dagarepared by the Municipality
Although we did not perform a detailed assessment of the reliability of the data, we performed a
minimal level of testing and found the data to be adequate f@uoposes.Except for the

results associated with the review of housing rehabilitation procurententgsults of thaudit

apply only to the itemselectecand cannot be projected to the universe or population.

The audit generally covered the period July 1, 2006, through December 31, 2008, and we
extended the period as needed to accomplish our olgectiWe conducted our fieldwork from
February through July 200i8Grantde RutrteRidduni ci pal it

We conducted the audit in accordance with generally accepted government auditing standards.
Those standards require that we plad parform 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 for our findings
and conclusionbased on our audit objectives.
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INTERNAL CONTROLS

Il nternal control i's an integral component of
reasonable assurance that the followdngtrolsare achieved:

e Programoperations,
e Relevance ancetiability of information
e Compliance with applicable laws and regulaticansd
e Safeguarding of assets and resources
Il nternal controls relate to managemento6s pl an

mission, goals, and objective$heyinclude the processea@procedures for planning,
organizing, directing, and controlling program operatiamsvell aghe systems for measuring,
reporting, and monitoring program performance.

Relevant Internal Controls

We determinedhatthe following internal controls were relevant to our audit
objectives:

e 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 o&ssets lad resources Policies and procedures tha
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 provide reasonable

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

Significant Weaknesses

Based on our review, we beliethatthe following items are significant weaknesses:

e  The Municipality did not follonHUD procurement requirements when
awardingl10contracts totaling moréhan $1 million (see finding)1

23



The Municipalitydéds financi al manageme
applicable HUD requirements (see finding 2).

The Munici pal i ttyl everisahausingeemabilitadtionc o n
activities were inadequate (see finding 3).

The Municipalitydid not develop and implement adequate controls to
ensure compliance with the purposes of the Recoverysgetfinding 4).
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APPENDIXES

Appendix A
SCHEDULE OF QUESTIONED COSTS

Recommendation

number Ineligible 1/ Unsupporte@/

1A $1,096,061
1B $174
2A 218,331
2B 57, 683
3A 17,300
3B 7,166
3C 2,834

Total $20,308 $1,379,241

i Ineligible costs are costharged to a HUBinanced or HUDBInsured 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 afitidBced or HUBInsured pogram
or activity when we cannot determine eligibility at the tim¢hefaudit. Unsupported
costs require a decision by HUD program officials. This decision, in addition to
obtaining supporting documentation, might involve a legal interpretationrifraglion
of departmental policies and procedures.
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Appendix B

AUDI

TEE COMMENTS AND Ol

Ref to OIG Evaluation

Auditee Comments

Comment 1

“ Estado Libre Asociadoe de Puerte Rico

e

Municipio de Riv Grande

Hon. Eduard Rivera Correa
ALCALDE

September 4, 2009

Mr. James D. McKay

Regional Inspector General for Audit

U_S. Department of Housing and Urban Development
Region 4 Office of Inspector General

Office of Audit, Box 42

Richard B. Russell Federal Building

75 Spring Street, SW, Room 350

Atlants, GA, 30303-3388

SUBJECT: DRAFT AUDIT REPORT OF THE MUNICIPALITY OF Ri0 GRANDE

CDBG ACTIVITIES

Dear Mr, McKay:

This is in response to your draft andit report dated August 25, 2009 related to the Audit of the
Municipality of Rio Grande CDBG program. We reviewed the draft audit report and we have
prepared our comments addressing the issues regarding this report:

FINDING 1
The Municipality Did Not Fully Comply with Procurement Requirements:

A. Procurement Standards Not Followed

In reference to the contracts of the Housing Rehabilitation Program that include labor, we
have to mention that during the first year of implementing the program we published a public
notice in a regional c¢irculation newspapéer invitiig local minority contractors to submit
proposals for the development of this program. Up until the final date to submit their
intention letters, as indicated in the notice, only one contractor comply with this requirement.
Since there weren't any more candidates we proceeded to implement the program, as
established in the appropriate Annual Plan. In the following years we continue with the
practice of publishing public notices in local newspapers in order to give an cqual
opportunity of participation to all minority contractors and at the same time ensure the purity
in all processes that invelve the use of CDBG Funds. The outcome of this effort has been
that several contractors submitted their intention of participating in this program and we use
their quotes as basis for a cost estimate. The proposals or quotes presented by the different

- Cradad 2e &t Efungne -
Apariado 847, Rio Granda Puerto Rico 00745 + Tel (787) 887-2370 « Fax (787 8881515
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Ref to OIG Evaluation

Auditee Comments

Comment 2

Comment 3

Comment 4 *

Comment 5

contractors have confirmed that the costs have been the most favorable for the program.
Also, we have to mention that the independent firms that have audited the records of this
program have not identified any findings. (See appendix 1D

In regards to the reasonablensss of two additional contracts, we must clarify that: in the file
of the Municipal Clerk’s Office you can find evidence of the cost estimate for the contract of
the reconstruction of a basketball court, prepared by an independent contractor. This estimate
represents a point of reference of the estimated costs for the development of this project.
Also, in the analysis made of the contract number 2007-000045 from August 15", 2006 we
could observe that it complics with the required clauses. (See appendix 2 and 3)

Concerning the contract for the installation of water heaters and water reserve tanks: the
Municipality of Rio Grande submitted a communication to diverse providers requesting their
proposals for the acquisition and installation of the equipment mention before. In the
Program’s file you can find the proposals submitted by four of the five praviders that were
contacted. This documentation was used a3 basis for our cost analysis of the program; this is
also located in the file of the program, demonstrating that we hired the company that
represented the best alternative for the Municipality, the CDBG Funds and the participants of
the program. (See appendix 4)

B. Excess Expenditures

The amount mentioned in this finding is irrelevant taking into consideration the volume of
transactions conducied under this activity. However, the Municipality will initiate an action
of recovery from the supplier for the amount of §174,00. In addition, we informed the
Finance Department Director of the deficiency pointed out in this draft report requesting
from him to instruct the personnel in charge of pre-intervention to be more thorough in the
analysis of documents and make sure situations like this won't be repeated. (See appendix 5)

We disagree with expressions made by your auditors about the Director of the Extemal
Resources Department, also a member of the Auction Board, reporting that she informed
them that she wasn't familiar with the procedures and with federal and local requirements.
‘We wish to make sure is very clear that this words were never mention by the Director. For
this reason we request that these comments are excluded from the final report.

FINDIN
The Municipality’s Financial Management System Did Not Fully Comply with HUD Requirements:
A. Unsupported Program Disbursements

Concerning your reference about the Municipality not providing source documentation
supporting the administrative payroll costs we would like to make clear that the procedure to

= Cludad de & Lfungue -
Apartado 847, Rio Grande Puerte Rico 00745+ Tel (787)B67-2370 - Fax {787} 368-1515
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Ref to OIG Evaluation

Comment6

Auditee Comments

follow in this type of transaction is that the Department of External Resources emits a
reimbursement for the payroll of the CDBG employees to the Municipality right after the
Finance Department submits an invoice with an employee detail. All the necessary
documents needed to justify this reimbursement are included in the payment Voucher that is
generated for the payment of the payroll for all the employees of the Municipality. This and
all fiscal documents are kept in the archives of the Finance Department, as required by the
Puerto Rico Comptroller’s Office. Nevertheless, the Department of Extemnal Resources
submits all the required documentation as part of the Voucher. We must mention that this
information was requested and was available for your auditors, but it wasn't evaluated. We
include a breakdown of the payroll periods included as part of the sample taken by your
auditors but wasn’t evaluated. We include evidence of the payroll periods not audited. (See
appendix 6)

B. Unsupported Allocated Costs

About the payroll costs: While it is true that until the moment the audit was conducted we
didn’t have a record that demonstrated the distribution of tasks for the mentioned cmployees,
in order to identify the reasonableness of costs assumed by the CDBG Funds, it is also true
that that the Municipal Administration absorbs other costs related to operational costs of the
program, such es: State Insurance Funds, Disability and Unemployment, Summer Bonus,
other fringe benefits and utilities payments, among others. Conclusively, the Municipal
Administration cach year has been contributing more to reduce administrative costs paid with
the CDEG funds.

In addition, instructions were given to the employees whose salaries are paid with
combination of finds to keep a celendar of tasks and time spent in each program. (See
appendix 7)

C. Inaccurate Aecounting Records

The inaccurate information that the auditor point out wasn't registered in the books, was
detected immediately by our employees and we proceeded 10 make the necessary adjustments
in the bank reconciliation demonstrating that this situation was involuntary and isolated. (See
appendix 8)

The Municipality had a perpetual inventory of the equipment scquired with federal funds. Tn
addition, we had a property inventory of all Municipal projects. (See appendix 8)

We must clarify that the discrepancy in the information submitted in the CAPER corresponds
to 2 involuntary error in the wording uscd at the time of writing this document. The guides
used for the preparation of this report establish that we have fo include the total of funds
expended and in our report we wrote disbursed. (See appendix 9)

- Ctudad % &1 @lmqua -
Apaedo 847, Rio Grende Puerio Rico 00745 + Tel (767) B87-2370 « Fa (767) 868-1615
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Comment7

Comment8

Comment9

Comment10

29



