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Attached is the U.S. Department of Housing and Urban Development (HUD), Office of Inspector
General’s (OIG) final results of our review of the City of Dallas” HOME Investment Partnerships
program.

HUD Handbook 2000.06, REV-4, sets specific timeframes for management decisions on
recommended corrective actions. For each recommendation without a management decision,
please respond and provide status reports in accordance with the HUD Handbook. Please furnish
us copies of any correspondence or directives issued because of the audit.

The Inspector General Act, Title 5 United States Code, section 8M, requires that OIG post its
publicly available reports on the OIG website. Accordingly, this report will be posted at
http://www.hudoig.gov.

If you have any questions or comments about this report, please do not hesitate to call me at
817-978-93009.
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Always Administered in Accordance With Requirements

Highlights

What We Audited and Why

We audited the City of Dallas” HOME Investment Partnerships program, specifically, its
reconstruction program. A City auditor’s report, multiple news articles, and U.S. Department of
Housing and Urban Development (HUD) monitoring reviews identified issues with the City’s
Federal funds and record keeping. Our audit objective was to determine whether the City
followed HOME regulations and its own policies and procedures when it reconstructed 13 homes
and correctly administered its matching contributions.

What We Found

The City did not follow HOME regulations and its own policies and procedures in its
reconstruction program or its administration of its match contributions. The City did not (1)
follow environmental regulations, (2) properly assess contractors or ensure that they followed
contract terms, (3) check the eligibility status of subcontractors, (4) sign loan agreements, or (5)
support and calculate participant income correctly. These conditions occurred because City staff
did not have adequate training or direction on environmental requirements and the City hastily
reprogrammed $1.02 million to its reconstruction program without proper planning because it
believed the money would be recaptured by HUD. As a result, the City rushed projects without
ensuring that it followed HOME regulations or its own policies. Therefore, it misspent more
than $1.3 million to reconstruct 13 single-family homes. Also, the City did not meet all HOME
requirements for its match contributions. This occurred because the City did not believe it had to
meet HOME requirements as the properties receiving match contributions were not HOME
funded. As a result, it claimed more than $2.9 million in ineligible match contributions.

What We Recommend

We recommend that the Fort Worth Office of Community Planning and Development Director
require the City to (1) repay HUD more than $1.3 million that it misspent reconstructing homes,
(2) perform environmental reviews in accordance with HUD regulations, (3) hire a qualified
entity to determine the structural integrity of the reconstructed houses, (4) provide a plan to cover
the costs of any potential warranty work needed on the properties, (5) develop procedures to
include the review of subcontractors, (6) repay more than $2.9 million in match contributions,
and (7) ensure that its employees understand and comply with the HOME income requirements.
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Background and Objective

The City of Dallas, an entitlement grantee, received annual allocations of HOME Investment
Partnerships program* funds authorized under the Cranston-Gonzalez National Affordable Act as
amended from the U.S. Department of Housing and Urban Development (HUD). HUD allocated
funds by formula among eligible State and local governments (participating jurisdictions) to
strengthen public-private partnerships and to expand the supply of decent, safe, sanitary, and
affordable housing. Participating jurisdictions could use HOME funds, among other things, to
carry out multiyear housing strategies through acquisition, rehabilitation, new construction of
housing, and tenant-based rental assistance. The City must match no less than 12.5 cents? of
every HOME dollar it spends on affordable housing, and the contributions must come in the
form of a permanent contribution to affordable housing. The City received more than $8 million
for fiscal years 2016 and 2017.

The City’s HOME activities included a reconstruction program that provided forgivable loans of
up to $103,0002 for demolition costs and onsite reconstruction for eligible homeowners. Eligible
participants included individuals of 62 years of age or older or persons with disabilities.* For
eligible participants, the City provided a list of contractors from which they could choose. The
loan agreement was between the homeowner and the City. The construction contract was
between the homeowner and the selected contractor.

Our audit objective was to determine whether the City administered its HOME program in
accordance with HUD regulations and its own policies and procedures. Specifically, we
reviewed the reconstruction of 13 homes to determine whether the City met HOME and
contractual requirements. Additionally, we reviewed matching contribution requirements for its
HOME funds to determine whether the City correctly administered the claimed amount.

HUD’s Office of Community Planning and Development administered the HOME program.

Generally the amount is 25 cents per HOME dollar spent, but the City got a waiver.

In 2015, the City increased the loan amount from $103,000 to $110,000 for one loan in our sample.

The City also set aside 10 percent of its HOME funds to be used to assist persons younger than 62 years of age
or without a disability.
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Results of Audit

Finding: The City Did Not Follow HOME or Its Own Requirements

The City did not follow HOME regulations and its own policies and procedures in its
reconstruction program or its administration of its match contributions. The City demolished and
reconstructed 13 homes and did not (1) follow environmental regulations, (2) properly assess
contractors or ensure that they followed contract terms, (3) check the eligibility status of
subcontractors, (4) sign loan agreements, or (5) support and calculate income correctly. These
conditions occurred because City staff did not obtain necessary training or comply with guidance
received and supervisors did not ensure compliance. Further, the City hastily reprogrammed
$1.02 million to its reconstruction program without proper planning because it believed the
money would be recaptured by HUD. The City rushed projects without ensuring that it followed
HOME regulations or its own policies. As a result, the City misspent more than $1.3 million to
reconstruct 13 single-family homes. Also, for its match contributions, the City did not (1)
execute written agreements imposing affordability requirements, (2) monitor HOME match-
eligible housing, or (3) document that the match was made only to the affordable housing units.
Consequently, it had more than $2.9 million in ineligible match contributions because it did not
follow HOME regulations.

The City Did Not Follow Environmental Regulations

The City did not follow environmental regulations. Specifically, it did not perform
environmental reviews® or maintain an environmental review record containing all required
documents.® This condition occurred because City staff did not have adequate training” or
direction on environmental requirements. The City was required to perform an environmental
review of all HUD-assisted projects to ensure that the proposed projects did not negatively
impact the surrounding environment and that the property site itself would not have an adverse
environmental or health effect on end users. The City spent more than $1.3 million to
reconstruct 13 single-family homes without performing the required environmental reviews.

The City used a tiered approach for the reconstruction environmental reviews. Tiering is a
means of making the environmental review process more efficient by allowing parties to
eliminate repetitive discussions of the same issues.® A tiered review consists of two stages: a
broad-level review (tier 1) and later site-specific reviews (tier I1). The tier I reviews should
identify and evaluate the issues that can be fully addressed and resolved before the City selects

> 24 CFR (Code of Federal Regulations) 58.10

6 24 CFR58.38

7 HUD training attendance records showed that only one of the five inspectors performing the review had been to
training.

8 24CFR58.15



specific sites.® In addition, it must establish the standards, constraints, and processes to be
followed in the tier Il reviews. As individual sites are selected, the tier Il reviews evaluate the
remaining issues based on the policies established in the tier I review. Together, the tier I and all
tier 11 reviews collectively comprise a complete environmental review addressing all required
elements.

The City Generally Did Not Perform Environmental Reviews

The City generally did not perform its tier Il environmental reviews as required. It was required
to address and document each site’s compliance with 14 statutory items® and 3 compliance
items.®* However, of the 14 statutory items, the City addressed and documented only the items
for historic properties and floodplain management. Of the three compliance items, the City
addressed and documented only the flood disaster protection and coastal barrier improvement.
The reviews relied on a “written strategy” generated by the City’s Housing Department staff.
The strategy outlined the requirements in the statutory checklist.*? For the items not covered in
the tier I review, the City was required to perform additional steps. However, the City did not
include supporting documentation showing that the property complied with environmental
requirements.*

The City Did Not Maintain a Complete Environmental Review Record

The City’s environmental review record did not include all required documents. HUD required
the City to maintain an environmental review record containing all documents, including public
notices, written determinations or environmental findings, decision-making procedures, and
actions taken pertaining to each project. Contrary to this requirement, the City’s documentation
was scattered throughout its departments. Further, the staff responsible for the tier 11 reviews
were not aware that a tier | review existed. Instead, the staff generated a strategy for tier Il that
was intended to address the required statutes, including those addressed in tier I.

The City Did Not Properly Assess a Contractor or Ensure That It Followed Contract
Terms

The City did not properly assess a contractor to ensure that it had the ability and financial
capacity to fulfil its contractual responsibilities. Despite indications that Dry Quick Restoration,
LLC, had limited financial capacity, the City took no further steps to ensure that Dry Quick had
sufficient capacity to complete eight projects® concurrently. Further, the City did not adequately

®  Anexample of a statutory item that could be addressed in a tier | review in the City’s program would be coastal
zone management. Dallas is more than 200 miles from the Texas coast, so this item could be addressed upfront
before the individual sites are selected.

10 These 14 items are included on the statutory checklist for compliance with 24 CFR 58.5. For the reconstruction
program, the City was not required to address the statutory requirements for air quality or explosive and
flammable operations.

11 These three items are included on the compliance checklist for 24 CFR 58.6, Other requirements.

12 The written strategy was a document generated by the Manager 11, Inspection Services. It contained
information regarding the statutory requirements. Although the strategy indicated that the environmental
review would be tiered, the manager stated that he did not know a tier | review existed.

13 For example, statutes required that the property comply with noise control and abatement requirements. Only
one of the files reviewed contained documentation. And in that one instance, the calculation was incorrect.

14 Seven of eight reconstruction projects included HOME funds. One was funded by Community Development
Block Grants and not included in our sample.



monitor Dry Quick or ensure that it followed contract terms in performing the reconstruction
projects. In addition, the City tried to avoid its responsibility by including clauses in its contracts
stating that it was not responsible for the contractor’s failure to carry out work in accordance
with requirements. However, those same contracts designated the City as the homeowner’s
attorney with the power to endorse the name of the homeowner on any check or other instrument
to transfer funds to the contractor for work properly performed. Further, the City had the
authority to override a homeowner’s objection to pay the contractor for unsatisfactory work. As
a result, the City paid Dry Quick almost $700,000 for seven reconstruction projects that were
completed late and not in accordance with contract terms.

The City Did Not Properly Assess a Contractor

The City did not properly assess the contractor, Dry Quick, to ensure that it had the experience
and financial capacity to fulfil its contractual responsibilities. The City’s policy® required that
new contractors with no previous experience with the City receive limited capacity until they
completed at least one or two successful projects. However, the City allowed Dry Quick to
exceed limited status and start eight reconstruction projects at once. Further, the City had
indications?®® that Dry Quick had limited financial capacity and took no actions to address this
risk.r” This deficiency resulted in the City’s relying upon a contractor with limited financial
capacity to undertake the majority of the reconstruction projects.

The City Did Not Adequately Monitor Dry Quick

The City did not adequately monitor Dry Quick to ensure that its reconstruction projects
complied with the contract requirements or that homeowners were not financially overburdened
during the reconstruction of their homes. Specifically, the City did not ensure that Dry Quick

completed its projects on time,

completed its projects in a professional manner,
provided the required warranties,

submitted the required paperwork, and

followed the City’s allowed draw schedule for payment.

Reconstructions Exceeded Construction Deadlines

Dry Quick exceeded the contract completion date on all of its reconstruction projects by 9 to 18
months. This condition likely occurred because Dry Quick did not have the capacity to begin
eight projects concurrently and complete them in a timely manner. Further, the City did not take
appropriate action to mitigate capacity issues or enforce contract terms. In addition to poor
contract administration, the delays caused a hardship for the homeowners that the program was

15 The City’s policy required contractors to satisfactorily complete one or two projects before being approved to
operate at full financial capacity. A contractor was allowed to have no more than two projects underway until
full status was authorized.

16 The contractor’s file contained an internal email indicating a City official expressed concerns about Dry Quick’s
financial capacity.

17 The file contained an approved waiver for Dry Quick to exceed the limited status. However, the waiver stated
that the Inspection Services Division ensured the quality and financial capacity of the contractor.



designed to help. The eligible homeowners were 62 years of age or disabled and had very
limited income.*® During reconstruction, homeowners were responsible for any relocation costs.
Therefore, homeowners had to obtain housing for an unanticipated extended period due to the 9-
to 18-month delays. The City should have been more diligent in ensuring that the projects were
completed in a timely manner to avoid unnecessary hardships.

Reconstruction Projects Were Not Completed in a Professional Manner

The Dry Quick reconstruction projects were not completed in a professional manner. Many of
the Dry Quick reconstructed homes were incomplete and had defects or signs of substandard
work. For example, at one house, the frame extended beyond the slab by several inches, and Dry
Quick used brick mortar to support an exterior wall. (See photographs below.)

The frame of the house extended
over the slab by inches.

18 The highest income reported by any of these participants was $25,056.



An exterior brick wall was
supported by what appeared to be
brick mortar.

In addition, two houses reconstructed by Dry Quick had flooding issues. For one house, it
appeared that the flooding was because the air conditioner condensate line had been installed
above the back patio. (See photographs below.) At both houses, the back patios sloped toward
the house, causing water to puddle and leak into the home.

The air conditioning condensate
drain line emptied onto the back
patio. Although the house was
new, condensation was
consistently draining onto the
patio according to the
homeowner. In addition, the
back patio sloped toward the
home. This issue caused water
to seep into the home. The
homeowner had a bucket on the
patio to stop the water from
getting into the house. (See
photograph below.)




A bucket was placed on the
patio by the homeowner to
collect air conditioner drainage.

In addition to structural issues with the homes, it did not appear that the yards were graded or
cleaned before the contractor left. Many of the yards observed contained construction debris and
trash. One homeowner stated that the yard could not be mowed due to the construction debris.
Also, there were large pieces of broken concrete left at one house. (See photographs below.)

The debris left in the
yards of the homes
included a large piece
of pipe coming out of
the backyard.




The contractor left
debris in a lot next to
the home. The debris
included large pieces
of broken concrete.

Dry Quick Did Not Provide Warranties

Dry Quick did not provide warranties or warranty documentation for any of the seven
reconstruction projects. The City required Dry Quick to provide warranties on mechanical and
structural components as well as workmanship, materials, and fixtures.*®* Dry Quick was also
required to register the homeowners online for any potential extended warranties available. Dry
Quick’s failure to provide these warranties represented a material breach of contract. In addition
to being contractually required, the State of Texas required certain warranties.?

It did not appear likely that Dry Quick would be able to cover any warranty work on the
properties. Some subcontractors had filed liens against the properties for nonpayment, and Dry
Quick told the City that it did not have the money to settle the claims. In addition, some of the
warranties covering structural components of the house are required for 10 to 25 years. Yet there
was no documentation showing that those warranties existed.

Dry Quick Did Not Submit Required Paperwork

Dry Quick did not submit required paperwork, such as lien waivers, bills paid affidavits, and an
updated list of subcontractors. The contract required that Dry Quick provide lien waivers and
bills paid affidavits from each individual or entity for which payment was sought. However, the
files contained only some of the lien waivers. Further, the only invoices in the file were from
Dry Quick. Lastly, Dry Quick did not provide updated lists of subcontractors as required.?

19 See appendix C for warranties.

20 Texas Property Code, Title 16, chapter 430, required certain warranties and stated that the warranties could be
no less stringent than the standards required by HUD programs as set forth in 24 CFR Sections 203.202 —
203.206.

2L Texas Property Code, Title 5, also requires that an updated list of subcontractors be provided to the owner no
later than the 15™ day after the date on which a subcontractor or supplier is added or deleted.
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Dry Quick Did Not Follow the City’s Allowed Draw Schedule

The City did not hold Dry Quick responsible for following its normal draw schedule for
payment. The contract documents stated that Dry Quick was allowed to make five draws, not
including retainage. However, the City allowed Dry Quick to make as many as 13 draws for
each project due to Dry Quick’s limited financial capacity and its inability to pay for work
without making additional draws.

The City Hastily Reprogrammed Funds for Reconstruction Projects

Many of the deficiencies with the reconstruction projects occurred because the City hastily
reprogrammed $1.02 million.22 On August 26, 2015, the City Council authorized the funds to
start construction on the houses because it believed the money would be recaptured by HUD.
During this period, the City Council reduced the amount of funding for an individual house from
$110,000 to $103,000, causing some contractors not to participate. As a result, the City may not
have had sufficient time to plan these projects.

The City Did Not Comply With Other HOME Requirements

The City did not comply with other HOME requirements. Specifically, it did not meet all
HOME requirements imposed on match contribution projects, obtain a signed agreement, check
subcontractors’ eligibility status, or properly support or calculate income. This condition
occurred because the City did not believe match contribution projects had to meet any
requirements other than providing money for affordable housing and because of a lack of
attention to detail. As a result, the City had more than $2.9 million in ineligible match
contributions, as well as unsigned contracts, no process to check for subcontractors on the
federally excluded list, and unsupported income documentation.

Match Properties Did Not Meet All HOME-Imposed Requirements

The City did not meet HOME requirements® imposed on non-HOME-assisted projects used as
HOME match contributions. Specifically, the City did not (1) execute a written agreement that
imposed HOME affordability requirements, (2) monitor HOME match-eligible housing to ensure
income eligibility compliance, and (3) document that the match was made only to the affordable
housing units in mixed-income projects. The City did not believe that it had to meet HOME
requirements as the properties receiving the match contributions were not HOME-funded
projects. However, HOME regulations require that HOME affordability requirements apply to
HOME match contribution projects. HUD reported the same type of finding in an onsite
monitoring report in 2017.* HUD’s finding stated that during the period of affordability, the
City must perform onsite inspections and verify information submitted annually by the owners.
As a result, the City claimed $2,967,568 in match contributions that did not meet HOME
requirements.

22 The $1.02 million paid for 11 of the 13 homes included in our sample.
23 24 CFR 92 219 and 24 CFR 92 252
24 Costs identified in HUD’s report were not include in this report.
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The Loan Agreements Were Not Signed

In 10 of 13 reconstruction projects, the loan agreement was not signed by the prior city manager
or prior city attorney. HUD regulations stated that the City must enter into a written agreement
before disbursing HOME funds.?> The City had a similar finding in a HUD monitoring review,
dated June 15, 2017. The City stated at the time that the loan agreement was not rerouted to the
appropriate signing officials for signature. The majority of the unsigned loan agreements
appeared to be attributable to the rush by the City to reprogram money as this issue did not occur
in the 2016 reconstruction loan documents. As a result, the 10 loan documents may have been
invalid.

The City Did Not Check the System for Award Management for Subcontractors

The City did not check the System for Award Management (SAM) in 12 of 13 projects reviewed
to determine whether subcontractors were on the Federal excluded list. HUD regulations®
required that the City ensure that no suspended or ineligible contractors worked on federally
funded projects. The City believed it was responsible to check only for the prime contractor on
the SAM list. Later, the City checked for subcontractors and in two instances, found
subcontractors on the list for Internal Revenue Service registration failure but did not document
any action taken. As a result, the City may have indirectly paid subcontractors that were
excluded from receiving Federal awards.

The City Did Not Support and Calculate Income Correctly

The City did not support or calculate income correctly for 4 of 13 instances. This condition
occurred because of the rush to encumber reconstruction funds and the City’s lack of attention to
detail. As a result, the City could not ensure that homeowners always met eligibility
requirements.

The City did not calculate income correctly for two families. HUD regulations required that the
City calculate the annual income of the family.?” In one of the two instances, the City calculated
income incorrectly because it did not recalculate income, although updated income
documentation was included in the file. In the other instance, when the City averaged income for
one homeowner, it used tax returns, which were not considered income source documentation.?
HUD noted this same finding in a 2017 monitoring review. This condition occurred because the
homeowner’s original contractor terminated his September 2015 contract in November 2015 and
the process had to begin again, including City Council approval. In September 2016, the City
completed the process, and a new contractor began the reconstruction project. In the interim, the
homeowner’s income rose to $50,817, which exceeded the 2016 HOME eligibility requirement
of $40,150. As a result, to meet the eligibility requirements the City averaged the homeowner’s
income.%

%5 24 CFR 92.504.(b)

% 24 CFR 92.350(a) and 2 CFR 200.213

21 24 CFR 92.203(d)(2)

2 This homeowner was not 62 years of age or disabled.

2 24 CFR 92.203(a)(2)

30 This was the only instance in which the City averaged the income.
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The City did not obtain current income documentation for two families. HUD required that the
participating jurisdiction reevaluate income if more than 6 months had elapsed since the family
qualified as income eligible.®* The City provided HOME assistance to homeowners in 2015 and
2016 without updating income documentation. The City could not explain the oversight. As a
result, the City could not ensure that all recipients were income eligible.

Conclusion

The City did not follow HOME regulations and its own requirements in its reconstruction
program or its administration or calculation of its match contributions. As shown in the table
below, the City demolished and reconstructed 13 homes and did not (1) follow environmental
regulations, (2) properly assess contractors or ensure that they followed contract terms, (3) check
the eligibility status of subcontractors, (4) sign loan agreements, or (5) always obtain current
income documentation.

Summary of deficiencies
IDIS* Did not follow Did not search | Unsigned  Lacking Unsupported  Total HOME,

number environmental for loan warranty and CDBG,**
regulations subcontractor = agreement incorrectly and liens paid

on Federal calculated

excluded list income
12278 X X X $108,146
12309 X X X X 102,842
12310 X X X X X 103,000
12311 X X X X 102,071
12312 X X X X 102,821
12313 X X X X 92,700
12314 X X X X 103,000
12316 X X X X 92,700
12317 X X X X 103,000
12318 X X X 103,000
12630 X X X 103,000
12631 X X 103,000
12633 X X 103,000
Total 13 12 10 7 4 1,322,280

* IDIS = Integrated Disbursement and Information System
** CDBG = Community Development Block Grant

These conditions occurred because the City staff did not obtain necessary training or comply
with guidance received and supervisors did not ensure compliance. Further, the City hastily
reprogrammed $1.02 million to its reconstruction program without proper planning because it
believed the money would be recaptured by HUD. Also, for its match contributions, the City did
not (1) execute written agreements imposing affordability requirements, (2) monitor HOME
match-eligible housing, or (3) document that the match was made to only the affordable housing
units. As a result, the City misspent more than $1.3 million to reconstruct 13 single-family

31 24 CFR 92.203
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homes. In addition, the City had more than $2.9 million in ineligible match contributions
because it did not follow HOME regulations.

Recommendations
We recommend that the Fort Worth Office of Community Planning and Development Director

require the City to

1A

1B.

1C.

1D.

1E.

1F.

1G.
1H.

1I.

Repay its HOME program from non-Federal funds $1,322,280, which it misspent
reconstructing homes.

Ensure that staff responsible for environmental reviews understands and complies
with environmental requirements.

Hire a qualified entity to determine and correct deficiencies related to 13
reconstructed homes, including the structural integrity of the homes.

Provide a detailed plan for covering the cost of any potential warranty work
needed on these 13 properties for the entire statutory warranty period.

Support or reduce its match contributions by $2,967,568 and review its HOME
match contributions for the past 5 years for compliance with HOME regulations
and report the results to the Fort Worth Office of Community Planning and
Development.

Develop and adopt policies and procedures to address HOME match contribution
requirements.

Ensure that the loan agreements are signed and valid legal instruments.

Develop policies and procedures, to include the review of all subcontractors in
SAM.

Ensure that its staff understands and complies its policies and procedures
including HOME income requirements.

32 gpecifically, the City should repay $1,170,081 to its HOME program and $152,199 to its Community
Development Block Grant program.
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Scope and Methodology

We performed our audit work between August 2017 and March 2018 at the Dallas City Hall
located at 1500 Marilla Street, Dallas, TX, and at the HUD Fort Worth office located at 801
Cherry Street, Fort Worth, TX. The audit period was January 1, 2015, through December 31,
2017. We expanded the audit period as needed to accomplish our objective.

To accomplish our objective, we

Reviewed relevant HOME program requirements and applicable Federal regulations to
gain an understanding of the HOME administration requirements, including match
requirements.

Reviewed relevant HUD environmental requirements.

Reviewed the City’s policies and procedures pertaining to its reconstruction program.
Reviewed the reconstruction loan agreement and Texas Property Code.

Reviewed prior audits and reviews performed by the city auditor and HUD.

Interviewed staff from the City’s Housing-Community Services Department, the City’s
Budget and Management Services Department, the Office of the City Auditor, and HUD.

Obtained an understanding of the City’s management controls and procedures through
interviews with City Housing-Community Services Department employees.

Reviewed the City’s consolidated annual performance and evaluation reports, action
plans, and grant agreements for HOME fiscal years 2012 to 2016.

Conducted onsite observations of the 13 reconstruction homes in our sample in January
and February 2018.

Interviewed 10 homeowners during the onsite observations of the 13 reconstruction
homes.

Reviewed the application, construction, and environmental files maintained for the 13
reconstruction properties.

Reviewed the City’s tier | and tier 1l environmental documentation.
Reviewed the contractor’s application and financial files.

Obtained and reviewed reports from HUD’s Integrated Disbursement and Information
System to obtain a universe of HOME projects.

33 One interview was conducted over the phone. The homeowner was not home at the time of the onsite
observation but called later for an interview.
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e Obtained and reviewed payments to the contractors and liens paid on the 13
reconstruction homes.

e Reviewed supporting match contribution documentation.

e Reviewed City Council resolutions pertaining to the 13 reconstruction homes and the
reprograming of HOME funds from the City’s HOME housing development loan
program to the reconstruction program on May 27, 2015.

We reviewed 100 percent of the 13 homes that the City reconstructed during the audit period.

Scope Limitation

During our review of the City’s environmental review documentation, City staff altered a
statutory checklist. The alteration was made to make the property “exempt.” It was essential
that the files provided an accurate and true representation of the original documentation
generated. We informed the City of the tampering, and the City’s housing director sent an email
to City staff, explaining that “original documents should never be deleted or altered.”

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

16



Internal Controls

Internal control is a process adopted by those charged with governance and management,
designed to provide reasonable assurance about the achievement of the organization’s mission,
goals, and objectives with regard to

o effectiveness and efficiency of operations,
e reliability of financial reporting, and
e compliance with applicable laws and regulations.

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

Relevant Internal Controls
We determined that the following internal controls were relevant to our audit objective:

e Compliance with applicable laws and regulations — Policies and procedures implemented by
the City to ensure that it complied with environmental requirements.

e Effectiveness and efficiency of operations — Policies and procedures implemented by the City
to ensure that it effectively administered its HOME program activities, including monitoring
its contractors to ensure that they followed guidance and contract terms.

e Compliance with applicable laws and regulations — Policies and procedures implemented by
the City to ensure that it administered and adequately documented its HOME program
activities in compliance with HUD requirements, including its match contributions

We assessed the relevant controls identified above.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, the
reasonable opportunity to prevent, detect, or correct (1) impairments to effectiveness or
efficiency of operations, (2) misstatements in financial or performance information, or (3)
violations of laws and regulations on a timely basis.

Significant Deficiencies
Based on our review, we believe that the following items are significant deficiencies:

e The City did not have adequate controls to ensure that it followed environmental
requirements.

e The City did not have adequate controls to ensure that contractors followed guidance and
contract terms.

e The City did not have adequate controls to ensure the proper administration and
documentation of its HOME program, including its match contributions.
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Appendixes

Appendix A
Schedule of Questioned Costs
Recommendation Ineligible 1/
number
1A $1,322,280
1E 2,967,568
Totals 4,289,848
1/ Ineligible costs are costs charged to a HUD-financed or HUD-insured program or activity

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

Auditee Comments and OIG’s Evaluation

Ref to OIG _
Evaluation Auditee Comments

D

City of Dallas
Apil 23, 2018

Ms. Kilah 5, White, Regional Inspector General for Audit
Faor Warih Region & Office of Audit

Office of Inspachr Ganeral

819 Taylor Street-Suite 13409

[Fort Warth: TX Ta102

RE: Office of Inspector General Draft Audit Report (Cliy of Daltas HOME Reconstructlon
Activities)

Dear Ms, White:

The City of Dalla iz in recaipt of the draft sudit repont (the “Draft Report”) and your accompanying letier
dated Apnl 4, 2018 prepared by the U5, Department of Housing and Lirban Development's (HUE) Office of
Ingpector General (OIG) following s recent audn of the Clty's HOME Investment Parinerghip Program
{HOME), which focused on the Cily's reconsiruciion aclivites thal occured befween January 2015 amd
Decembar 31, 2017, The Cily appreciates the coparunily to review lha Draft Report and %o provide you with
our perspective on e nine recommendations described therein.

Comment 1 1A. Repay its HOME program from non-Federal funds $1,322 817, which it misspent reconstructing
Iwoemes.

The City rajects tis racommendation. The recommendsion ignores fe fact that the City administered the
recenstruction of 13 homes afer stalf conducied environmental reviews, Homeowners of 13 uniis that
were previously diapldated and beyond repalr have been provided reconstrucied homes, While, mistakes
wire made, corstnuction was detayed, and documentalion was deficient, the 51,522 617 expended on he
henmrees wine irwastied in the labor and malenals used lo constct the hames where he homeowners nside
Iodary. The Cay will allocale non-edaral funds fo address neaded repairs io the homes and ensure thal the
homaownars receive all ferms identified in their reconsirucion canbracts. This could include mitigation of
ary findings regulting from condwcling fhe appropriste ervironmental ravisws, Based on a preliminary
review of bwo fies by HUD's Enironmentsi Cfficer, it appeers that thene is noom o address fis in
conjunchian with the third-party review of the properties ufilzing the City's Office of Environmental Quality.

The emercnmental reviews. paricrmed on Be 13 reconstnucled homes while deficient still provide an
Cfporunity o complets the appropriate resiews and address any [ssues, For examgle, the Ciy can
complele e cormect form and ensure 1 applicable infarmation i provided, the Cily can also use HEROS
on liered environmental resiews b minimize unintended omissons. In the fubure, the City will impeove e
procass and fraining of staff chamed with carmying out environmental revisws. Howewer, the discussion
descnbed i the report says the Cily did nod perform environmental reviews and uses this assertion fo
conchide that HOME funds were misspent and should be repaid. The City beleves the evidence provided
does ned support the conclusion made: The Cily nequests an apporiursty 1o cure lls deficiencies thraugh
tralning and intemal controls rater han repayment
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Evaluation

Comment 2

Comment 2

Comment 2

Comment 3

Comment 2

Auditee Comments

4E. Ensure that siaff responsible for environmental reviews understands and complies with
wnvinanmantal requirements.

The City accapis this recommendation. Emironmental review Iraining is ongaing, staff uliize HUD
wrainings, bath in person and via webinars. The Cily is also consolidating barad anvirsnmental raviews
under the Office of Environmental Cuality to: (1) creafe a saparation of authority bebwesn construction and
renabiiaton managers and emdrenmental review sia and (2] provide addiional suppor i me
anviranmental reviaw sieff who will be managed by ervironmental scienfists trained in state and losal
enviranmental requistions. The Office of Financial Services (OFS) will continue: o senve as the
Environmental Orfficer for the City, reviewing all fier 1 environmental reviews for federal grants, ensuring
complance with the City's Ervironmental Review Policy and Procedirs Manual,

4C. Hire a qualified entity to determine and correct deficiencies related to 13 reconstructed homes,
including the structural integrity of tha homes,

The City accepts this recommendation, The Cily wil hire a structural engineer bo assass the stnclural inbegriéy
of e 13 reconstnichsd homes and eslimale the cost of addiional repairs needed, Once complete, B new
coniractor will be hired fo make fhe repairs as prescribad. The City wil keep the homeowners abreast of the
process and work to make the necessary nepairs in a imely fashian,

40 Provide a detalled plon for covering the cost of any petentlal warranty work nesded on thess 13
properties for the entine statutory warranty pariod,

The City i actively resiewing the status of &l express and implied waranties related 1o e 13 reconstncied
homes, Each reconsirecied home has 33 consiruction components. The City will address al relevant
‘warranbies with the general conlractor. Any applicable waranlies from subcanfraciors will be addrassed with
the gereral conlractor and the Cily may seek assignment of them. The City will address subcontreciars
directly a5 nacessary. For manufachwers' wamanties, fhe City will seck fo obtain them from the genesal
conlrachar and will raach oul to the manufzchurars dinsctly if necassany to obiain the relevant warranbes, The
City will provide werranty infarmafion &end documentation to the homeowners. The City will devise a plan In
consultation with HUD fo cover all necessany work and repars nol covered by existing waranlies.

1E. Support or reduce its match contributions by $2,967 568,

The Ciiy accepts fhis recommendation. The City uses general funds and bord funds 1o meat the HOME
miatch reguinement on an annual bass. n Fiscal Year 2017, the Ciy's maich requirement was sat at
£3TN Bl and the Clity Alleeaterd mors fhan S15 milinn in maich funds. The City will redues i reported
match contnbufion as direched.

1F. Bewelop and adopt policles and procedures to address HOME match contribution requirements,

The City accepts this recommendatian. While the City Fas a histary of affering absove and bayond the required
HOME malch confribution, e City wil improve how maich dolars are reported end fracked from the
exacufion of & witien agreement to comgliance monitaring across e affordability peiod. The City Instiluled
HUD approved undenwriting siandands in 2047 that track sources of funds, which indudes maich funds, in

WO | ARl REWTALTATION [ FAATUEHT DTV LALLM DALLAE TEMAS TEMH TELOPGEME HiSTLILES
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Comment 2

Comment 2

Comment 3

Auditee Comments

fhe project proforma. The inegration of match dollars 3t the project level will help ensune HOME regulations
are applied o all reported match dollars and simplify the iracking process for HOME match contrbutions.
The City's undenwrifing quidelines ang included in the City's comment submission o this rapart (Exhibit 2).

16. Ensure that the laan agreements are signed and valld legal Instruments.

The City accepts this recommendation. The City uses a friparty agreement—the City, the Homeownar and
the Confrector—io administer Home Rapair activities, which includes reconstruction projects, 'Whils it would
have: been ideal for the City to have signed the 13 agreements, e City believes the 13 agresments ane valld
legal instrumeants enforceable withaut the City's signature once the homecwner and coniracion sign. Under
the direction of the City's Imemal Conirols Office, new profoools are being developed for execuling conlracts.
All Home Repalr and Reconstruction conracts will be signed on regulary schedubed days, Homeowniers,
contractors, the City Atlormey and City Manager will be expected 1o paricpate n the reguiady schaduled
signing days and stalf will ba trained under the new protocols. The 13 confracts discussed in this report wil
be amanded %o raflect the rapains recommendad by a third parly struchsal enginear. Amendments will be
signed by all parfies an regqulary schedulsd conérac signing days.

1H. Develop policies and procedures te include the review of all subcontraciors in SAM,

The Cily sccepls this recommendation. The City is redesioning its Home Repalr Program to engune
confractors and subconiractors ane propery wetied prior o being aulhonzed 1 particioate in the program.
The velling process wil ncluda a mars thomugh evalusation of background, experianca and fnancial capacty.
Staff currently review canfraclors in SAM, check references and make sife visits 1o evaluate warkmanship,
lbut mowing forwand, 2 committee of financial, complance, develapment and constnection experts will evalwate
&ll prospecive confractors and subconiractors: before granting approval fe participate in the City's Home
Repsair program.

Expariance has shown thet pricing and fimedy repayments: are key factors in atiracsing qualified contractors
with the financial capacity needed o complete reconstiructions in a timely manner. Working on mulliple
homes at croe 15 nol a concerm when conlrachors have the appropriabe capacity bo canry cul the wark in a
limety manner. Therefore, moving farsard, the City wil fght size its reconstruction confracts (o allow for
reconsiruction work 1o be dane in bulk whils 581 enswing fe warkmanship is complant with e City's
buiding standands.

Al. Engure that ie etaff underetande and complioe with the HOME incoma requiremants.

The City acoepls this recommendation, Income eligibility documentation wil be reviewed at Te time the
homeswmer apoles for assislance o the City's Home Repair program and reviewed agan priar 1o exsculing
a confracl, Those income requirement documents that are more than six months oid wil be updaled o
comply with HUD requigtions. The siaps fo verifying income gualifications will be addressed through the
City's infemal conbrods. Staff are aware of the income requirements and will work 1o ensure the Income
documenitation does naol expine prior b execution of a contract,

The City is alao taking steps to provide siaff with a mone broader training foundation, The City sent staff o a
HOME Essentials in person training coursa in March 2018 and staif are participaling in the HUD-sponsored
HOME wabinars when fey are ofiered. Training and staff development wil be regularty offered fo stalf and
steps will be taken o achieve measurable improvement in staff capacity.

R ) RPN DO AEWTTAL AT SEPASTIERT CMYSALLEDH [ALLAS TOOMAE TM3H  TELEMIOHE JLLATDAEEN
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Comment 1

Comment 2

Comment 3

OIG Evaluation of Auditee Comments

The City disagreed with recommendation 1A. The City stated that the funds were
used to demolish dilapidated and beyond repair homes with reconstructed homes.
The City acknowledged its mistakes and deficiencies. The City further indicated
that it would allocate non-federal funds to address needed repairs and to ensure
that homeowners receive all terms identified in their contracts including
mitigation of any findings resulting from conducting the appropriate
environmental reviews. The City requested an opportunity to cure the
deficiencies through training and internal controls rather than repayment of
federal funds.

We appreciate that the City will take actions to ensure that it complies with
requirements and ensure that the homeowners will receive everything under the
contract. Since the City did not refute the finding that it misspent the funds, we
maintain our position and recommendation that the City repay its HOME program
from non-Federal funds that it misspent reconstructing homes. The City should
work with HUD to resolve the noncompliance with requirements and ensure that
the homeowners receive all contracted items.

The City agreed with recommendations 1B, 1C, 1D, 1F, 1G, and 1H. We
appreciate that the City has outlined a corrective action plan to resolve the
deficiencies and help the homeowners negatively impacted. The City will need
to work with HUD to ensure that the plan is implemented and the deficiencies
corrected.

The City agreed with recommendations 1E and 11. Based upon its and HUD’s
response, we modified the recommendations to include that the City review the
prior 5 years of match contributions and ensure that its staff understands and
complies with its policies and procedures. The City should report to HUD the
results of the review of its match contributions and work with HUD to ensure that
its policies and procedures are implemented and the deficiencies corrected.
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Appendix C

Warranty

Materials, fixtures, equipment,
workmanship

Required Warranties

Required warranties

Construction
contract
1 year

Section 19 reconstruction program

construction requirements
18 months

Mechanical delivery systems
(plumbing, electrical, heating,
ventilation, air conditioning

2 years

Major structural components

10 years

3d-party foundation

10 years

Warranty of habitability

10 years

Labor, material, and equipment

18 months

Roofs, mechanical equipment,
major appliances

Mechanical service agreement

Must be registered online with the manufacturer to
gain the extended warranty. Mechanical equipment
will be registered online with the manufacturer for
no less than 10 years. Proof of registration must be
provided to the housing inspection at the final punch
list.3* Major appliances include water heaters,
ranges, dishwashers, and refrigerators (if
applicable).

The contractor will provide an 18-month mechanical
service (maintenance) agreement from a 3' party.
The contractor is required to ensure that the service
agreement is scheduled and completed twice a year —
spring and fall — and provide two minimum merv 9%
air filters to the homeowner in the spring and fall for
18 months.

Roofing material

Minimum 25 years

Manufacturer warranty and installation required
online with manufacturer

3 A punch list is a document prepared near the end of a construction project listing work not conforming to
contract specifications that the contractor must complete prior to final payment.
35 Merv refers to the maximum efficiency reporting value for air filters.
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