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TO:

BRAD WINTER, PRESIDENT OF THE COUNCIL

FROM:
Debra D. Yoshimura, Internal Audit Officer

SUBJECT:
Report on Review of the Housing Rehabilitation Program

In accordance with the Resolution R-02-145, Enactment No. 109-2002, the following report is hereby submitted to the City Council.  The Resolution required the Office of Internal Audit, Council Services and Administration to complete a review of the housing rehabilitation program and report back to the City Council.

The attached report summarizes the legislative history, current policies and processes for the City of Albuquerque’s housing rehabilitation program, and the policies in place for housing rehabilitation programs in other jurisdictions around the country.  The report suggests several policy areas that could be revised by the Administration and City Council.  

REPORT TO

CITY COUNCIL

ON THE

DEPARTMENT OF FAMILY AND COMMUNITY SERVICES

HOUSING REHABILITATION PROGRAM
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INTRODUCTION

Resolution R-02-145 (Enactment 109-2002), Placing a Moratorium on Housing Rehabilitation, requires a review of the housing rehabilitation program by the Office of Internal Audit, Council Services, and the Administration.  This report will be presented to the City Council in response to the requirements of the Resolution.  

A committee was formed with representatives from the three entities as follows:

Debra Yoshimura, Internal Audit Officer

Office of Internal Audit

Tom Ortiz, Policy Analyst



Council Services Department

Irene Garcia, Chief Financial Officer


Administration

The Administration sent a letter to the Housing and Urban Development (HUD) Office of Inspector General (OIG) requesting an audit of the City’s Housing Rehabilitation Program.  Two HUD-OIG auditors were sent to Albuquerque to audit the program.  They anticipate issuing a report in early 2003.  

The committee decided that a Follow-Up review by the Office of Internal Audit should be performed to determine the progress that had been made toward implementing the recommendations made.  The Follow-Up review of Audit No. 01-118 review was performed by the Office of Internal Audit.  The Follow-Up Report was approved by the Audit Committee on October 23, 2002, and is included here as Attachment A.  

The Follow-Up review determined that two of the recommendations related to the Housing Rehabilitation Program were fully implemented, four were partially implemented, one had no progress toward implementation and another is on hold until the HUD-OIG Audit is completed.

An Internet search for other Housing Rehabilitation Programs identified twenty-eight jurisdictions with informational web pages.  A summary spreadsheet of the information available for the twenty-eight programs is included as Attachment B.   The information was compared to the City of Albuquerque’s current policies and practices.  There are several areas where Albuquerque’s Housing Rehabilitation Program differs significantly from other jurisdictions’ programs.

The legislative history of the program was reviewed to determine which policies and procedures were formally adopted by the City Council and which policies were developed by the Department of Family and Community Services (DFCS) and Housing Rehabilitation Program personnel.  Dollar limits for rehabilitation loans, applicant eligible income levels and the contractor selection process were all initially included in City Council resolutions.  The majority of the policies included in the Community Development Block Grant Housing Rehabilitation Guidelines are based on the City Council resolutions.  The Rehabilitation Standards for the Rehabilitation Section of Albuquerque Housing Services, the Housing Division of the City of Albuquerque Department of Family and Community Services (Housing Rehabilitation 

Standards) were developed by the Housing Rehabilitation Program personnel and are not formally adopted.  

A flowchart of the basic processes for the Housing Rehabilitation Program was prepared to aid the reader in understanding the program procedures.  The flowchart is included as Attachment C.

LEGISLATIVE HISTORY:

Resolution R-244 (Enactment 139-1975)

The Housing Rehabilitation Program was established in 1975.  Resolution R-244 (Enactment 139-1975) established the eligibility criteria and selection process “to govern the loan or grant assistance to residential property owners for the purpose of rehabilitation of residential properties in Community Development areas.”  At that time, modifications or exceptions to the criteria required formal approval of the City Council.

Resolution R-353 (Enactment 125-1983)

In 1983, Resolution R-353 (Enactment 125-1983) established Housing Rehabilitation Revolving Loan Fund Guidelines.  It specified that program income be used for low-interest loans and that deferred loans be funded with new funds from the Community Development Block Grant (CDBG).  The program allowed deferred loans of up to $10,000 and low interest loans or a combination of deferred and low-interest loans up to $27,000 per property.  Income eligibility was at the low and moderate income levels as defined by HUD for the Section 8 housing programs.

Resolution R-48 (Enactment 74-1986)

The Council passed Resolution R-48 (Enactment 74-1986), which repealed R353 and established guidelines for the housing rehabilitation program, and other programs.  The Resolution identified the Revolving Loan Fund and the General Loan Funds as funds available for: low interest loans to be given to persons whose incomes indicate the ability to repay a loan; and deferred loans for those who cannot repay a loan, but otherwise qualify for the program.  The guidelines specified that the loan must be used solely for costs relating to the rehabilitation of the property.  Includable costs are those directly attributed to the preparation of construction contracts, including loan documents, origination fees, title searches, surveys, appraisals and other pertinent costs.  Temporary relocation funds could be granted to a maximum amount of $750.

Resolution R-48 established several types of loans.

· Partial Rehabilitation Loans.  Designed to correct conditions that are dangerous or detrimental to the health safety and welfare of the occupants.  The loans are not designed to bring property up to code.  Maximum loan: $8,000.  Maximum term: 8 years.

· Deferred Loans.  A loan to the owner whereby he does not have to repay the loan if he complies with specific provisions.  Each year for five years from the date of the loan, 20% of the deferred loan will be forgiven, and after five years no payment will be due.  The owner must reside at and own the property during the term.  Maximum amount: $10,000.

If the property is inherited, the new owner may apply for a new loan to pay the remaining amount due, or may pay it in a lump sum.  If the property is sold, converted to income property or otherwise transferred during the term, the amount of the deferred loan remaining becomes immediately due.

· Refinance of existing Mortgage.  Can be added to a loan and are subject to full repayment.  The total amount would not exceed $30,000.

· Combination Deferred Loan and Low Interest Loan.  If the applicant qualifies for a deferred loan and estimated costs of rehabilitation exceed $10,000, the applicant may be given a low interest loan to cover the costs over $10,000 up to a maximum of $30,000.

· Low Interest Loans.  The interest rates and loan term shall vary according to family size and income.  Maximum Term: 20 years.

Contractors who wish to bid on rehabilitation projects must comply with eight eligibility criteria.  Bids must be submitted sealed.  The lowest responsible bidder was considered the successful bidder.  If the property owner would not accept the lowest responsible bidder, the deferred loan property owner could pay the difference in cash.  The Resolution also specified grounds for suspension or termination of contractors.

The Resolution established the Housing Advisory and Appeals Committee (HAAC).  The HAAC is to: advise and provide guidance to the Housing Program staff; make recommendations to the Mayor, CAO and City Council; consider waivers of the guidelines related to income, waivers of the $10,000 deferred loan limit up to the $30,000 maximum, waivers of the $30,000 maximum to $35,000, waivers of the requirement that the property be located in the designated area, and waivers of the partial rehab loan amount from $8,00 up to $10,000. The HAAC will hear appeals of contractors, disputes, revocation of eligibility, tenants, and review all applications for loans to City employee.

Resolution R-222 (Enactment 25-1987)

Resolution R-222 (Enactment 25-1987) amended R-48 and added a section providing for the waiver of the guidelines for sub-recipient agencies funded with Community Development funds.  It amended the amount that could be refinanced on an existing loan to $15,000 for each loan transaction over and above the maximum loan amounts.  The HAAC could approve up to $20,000 over and above the loan amounts in the guidelines.  The Resolution increased the partial rehab loan amount to $10,000.  The HAAC could approve a waiver for a partial rehab up to $15,000.  The Resolution allowed for non-governmental sub-recipients operating similar programs using their own guidelines.  The HAAC would serve as the oversight committee for the sub-recipient agencies.

Resolution C/S R-56 (Enactment 53-1992)

Resolution C/S R-56 (Enactment 53-1992), passed in May 1992, repealed R-48 and R-222.  The Introduction states that the changes are due to an expected decrease in CDBG funding.  The intent is to maximize the number of low-income households benefiting from the program and minimize administrative costs, while maximizing program income. The Resolution also increased the maximum amount loaned to $35,000, with a possible increase by the HAAC to $40,000.  It increased the 90% loan to value ratio to 97% for low interest loans.  The HAAC was given responsibility to review reports and guidelines of non-governmental sub-recipient agencies and hear appeals brought by participants in those programs.  

Exhibit A of the Resolution established eligibility for loans: “Total includable gross income must be less than 100% median income for a family as determined and published by the U.S. Department of Housing and Urban Development (HUD) and updated by HUD from time to time in the Federal Register.”  

Exhibit A states that to be eligible, property must be located within the municipal boundaries of the City and be in substandard condition as that term is used in the City Housing code.  It also states that the property must “Be in such condition that it will be possible to rehabilitate the Property up to Housing Division Rehabilitation Section (Rehabilitation Section) standards.”  The amount spent on incipient Code violations or general property improvements cannot exceed 20% of the total cost of correcting code violations, for a combined total of 40% of the cost of Code items.

The Resolution established limits on the percentage of gross monthly income that can be used for housing expense and on total long-term debt.  It also established five categories of loans based on the applicant’s family income.  The income calculation must include asset income when the net cash value of all of the Homeowner’s includable assets is greater than $5,000.

The Resolution established seven criteria that must be met for a contractor to be included on the Active Contractors’ List.  It also changed the way that contractors are selected.  Exhibit A of R-56 states:

“Contractor Selection

The homeowner will select a Contractor from the Active Contractor’s List who has agreed to do the Rehabilitation project for no more than the office estimate plus contingencies, if any.”
Resolution R-12 (Enactment No. 23-1994)

Resolution R-12 (Enactment No. 23-1994) amended the insurance requirements for the Housing Rehabilitation Program guidelines.  It was determined that the required limits were not attainable for the contractors.  

Resolution R-193 (Enactment 60-1995)

Resolution R-193 (Enactment 60-1995) amended the subordination section of the Housing Rehabilitation Program guidelines.  The change was made because the subordination language created a hardship for the homeowners by prohibiting them from borrowing against the equity in their homes.

Resolution R-240 (Enactment 88-2001)

Resolution R-240 (Enactment 88-2001) revised the City housing rehabilitation loan program by incorporating a category to leverage City funds, and eliminating forgivable loans.  R-240 raised the maximum loan amount for low interest and deferred loans to $45,000 per unit, which could be raised to $50,000 by the HAAC.

R-240 changed deferred loans to be payable upon sale, transfer or refinance, even when the transfer is due to the death of the homeowners.  Previously, these loans were completely forgiven under some circumstances.

R-240 established new categories of loans including Category 4, which is available to applicants with annual incomes of 81% to 125% of area median income who reside in designated areas of economic distress.  This is an incentive for those homeowners to remain in these areas.  

The Resolution also created Category 3a, the Pilot Program in Target Areas.  The program is one in which City funds are leveraged with a rehabilitation loan product in the marketplace to make that loan product affordable to the eligible homeowner.  The City funds would be used for an interest write-down on the private-market loan product.  This was to be a one-year pilot program to determine the feasibility of making it a permanent part of the housing rehabilitation program.  The Resolution required that the DFCS “submit a report to the Mayor and the City Council one year after the ‘Pilot’ Program start date to discuss the success or failure of the ‘Pilot’ Program and determine whether it should become a permanent eligibility category….” 

R-240 repealed R-56 (Enactment 53-1992), R-12 (Enactment No. 23-1994), and R-193 (Enactment 60-1995).  R-240 left the guidelines in place, but required some revisions.

COMPARISON WITH OTHER PROGRAMS

Information is available on the Internet for housing rehabilitation programs in twenty-eight other jurisdictions (cities/counties and councils of governments) was gathered for comparison to the program at the City of Albuquerque.  A spreadsheet showing the information gathered is included as Attachment B.

The current procedures used by the Albuquerque Housing Services (AHS) for the housing rehabilitation program were adopted by Council resolution C/S R-56 (Enactment No. 53-1992). Exhibit A to R-56 is the Community Development Block Grant Housing Rehabilitation Guidelines and is incorporated by reference.  Additional procedures and changes to some programs limits were adopted in R-240 (Enactment 88-2001).  As a result, if changes are made to the housing rehabilitation procedures, they may require adoption by Council as a resolution.

1. Dollar Limits on Rehabilitation Loans:

Albuquerque has a maximum rehabilitation loan amount for deferred loans of $45,000 that may be increased to $50,000 upon appeal to the HAAC.  This upper limit was established by Resolution R-240 (Enactment 88-2001).

Sixteen of the programs in other jurisdictions provide low interest loans to applicants.  The maximum loan amount ranged from $20,000 to $90,000.  Albuquerque’s maximum of $45,000 is in the top third of the limits (see Exhibit 1).

	EXHIBIT 1
	

	
	

	City/County Housing Authority
	Low Interest

	
	

	Oceanside, CA
	20,000

	City of Pleasanton, CA
	20,000

	City of Billings, MT
	20,000

	Fairborn, Ohio
	21,000

	St. Clair County, Michigan
	24,000

	City of Spokane -- Administered by Kiemle & Hagoog Company
	25,000

	City of Reading, MI
	25,000

	
	

	EXHIBIT 1 (Continued)
	

	
	

	City/County Housing Authority
	Low Interest

	
	

	Unified Government of Wyandotte County, Kansas City, Kansas
	25,000

	City of Lubbock, TX
	35,000

	City of San Diego, CA
	35,000

	City of Albuquerque
	45,000

	City of Lewiston, Maine
	50,000

	Upper Arkansas Area Council of Governments
	52,000

	City of Santa Rosa, CA
	75,000

	City of Monterey, CA
	90,000

	Decatur/DeKalb Housing Authority, Georgia


	varies 




Twenty-four of the programs in other jurisdictions provide deferred loans.  Only one program had a higher maximum than Albuquerque.  The City of Santa Rosa, California has an upper limit of $75,000.  The maximums for the other programs range from $10,000 to $30,410 (see Exhibit 2).

	EXHIBIT 2
	

	
	

	City/County Housing Authority
	Deferred

	
	

	City of San Diego, CA
	10,000

	St. Clair County, Michigan
	15,000

	City of Fargo, ND
	15,000

	Titusville Community Development Agency Titusville, PA
	15,000

	Huntingdon County, PA
	15,000

	City of Tucson, AZ
	15,000

	Thurston County Housing Authority Olympia, Washimgton
	19,000

	Reading, PA
	20,000

	Decatur/DeKalb Housing Authority, Georgia
	20,000

	City of Pleasanton, CA
	20,000

	City of Billings, MT
	20,000

	Pinal County, AZ
	20,000

	Fairborn, Ohio
	21,000

	City of Lubbock, TX
	21,000

	
	

	
	

	EXHIBIT 2 (Continued)
	

	
	

	City/County Housing Authority
	Deferred

	
	

	City of Spokane -- Administered by Kiemle & Hagoog Company
	25,000

	City of Plano, TX
	25,000

	City of Orlando
	25,000

	City of Piqua, Ohio
	25,000

	City of Norman, Oklahoma
	25,000

	City of Reading, MI
	25,000

	Unified Government of Wyandotte County, Kansas City, Kansas
	25,000

	Middlesex County, New Jersey
	25,000

	City of Ann Arbor, Michigan
	30,410

	City of Albuquerque
	45,000

	City of Santa Rosa, CA
	75,000


Federal HUD program forms define “Moderate Rehabilitation” as costing less than $25,000.  A “Substantial Rehabilitation” costs in excess of $25,000.  The requirements related to lead based paint vary from limited abatement for Moderate Rehabilitation to complete abatement for a Substantial Rehabilitation, which further increases the cost of the project.  As a result, programs in some jurisdictions may limit the dollar value of rehabilitations to avoid the more stringent lead based paint abatement requirements.

The City of Albuquerque should review the current loan limits to determine if they are consistent with the goals of the Housing Rehabilitation Program.

2. Applicant Income Eligibility:

Albuquerque has set an applicant income eligibility limit at 100% of the median income as defined by HUD.  For FY2002 the median income for a family of four in Albuquerque is $51,000.  The income eligibility for the rehabilitation program is adjusted depending upon the number of persons living in the home.  HUD established the program to benefit families with low and moderate income.  

The HUD definitions for income contained in the CDBG regulations at 24CFR507.3 state:

“Low- and moderate-income household means a household having an income equal to or less than the Section 8 low-income limit established by HUD.

“Low- and moderate-income person means a member of a family having an income equal to or less than the Section 8 low-income limit established by HUD. Unrelated individuals will be considered as one-person families 

“Low-income household means a household having an income equal to or less than the Section 8 very low-income limit established by HUD.

“Low-income person means a member of a family that has an income equal to or less than the Section 8 very low-income limit established by HUD. Unrelated individuals shall be considered as one-person families for this purpose.”

The Section 8 low-income limit is 80% of the median income.  The limits established by HUD for Section 8 low-income and the limits for the Housing Rehabilitation Program for FY2002 published by Albuquerque Housing Services on its web page are as follows:

	Number of Persons in Household
	HUD Section 8 Low-Income Limits

(80% of median)
	Albuquerque Housing Services Income Limits

	1
	28,550
	33,800

	2
	32,650
	38,600

	3
	36,700
	43,500

	4
	40,800
	48,300

	5
	44,050
	52,200

	6
	47,350
	56,000

	7
	50,600
	59,900

	8
	53,850
	63,800


The limits published on the web page are the maximum for a category of loans that allow income up to 125% of median.  They do not apply to the majority of the Housing Rehabilitation Program loans.  According to DFCS personnel, applicants are given the correct income limits when they attend orientation for the housing rehabilitation program.  However, the published program brochure and the web page for the program both list higher limits and may be creating false expectations for applicants.  Also, the income limits published by Albuquerque Housing Services are not consistent with the limits included in R-240 (Enactment 88-2001).

Fifteen of the programs in other jurisdictions identified the percentage of median income used for determining applicant eligibility.  Three programs listed the maximum as 50% of median for deferred loans.  The other programs listed the maximum as 80% for their deferred and/or low interest programs.  

The City of Albuquerque should revise the eligibility income limits on all published material to be consistent with the program guidelines.  The eligibility income limits should be reviewed to determine if they are consistent with the goals of the Housing Rehabilitation Program.

3. Limitations on Assets:

The City of Albuquerque includes income from assets in the applicant income calculation when the net cash value of all of the homeowner’s includable assets is greater than $5,000.  Two other jurisdictions’ programs state that asset income is included in the calculation without identifying a minimum level of assets.

The programs in six of the other jurisdictions place a limit on the amount of assets an applicant may own to be eligible for a loan.  

	Jurisdiction
	Asset Limitation

	City of Fargo, ND
	Household assets cannot exceed $30,000

	City of Plano, TX
	Assets may not total more than $50,000

	City of Ann-Abor, MI
	Household personal assets cannot exceed $25,000



	City of Tucson, AZ
	Applicant may not have more than $10,000 in liquid assets after financing his share of rehab costs

	City of Norman, OK
	May not have over $10,000 in form of cash, savings, CDs, etc.

	City of Billings, MT
	Applicant may not have liquid assets in excess of $15,000


The City of Albuquerque should review its policies to determine if including a limit on the homeowners’ assets would be of benefit to the Housing Rehabilitation Program.

4. Contractor Selection Method:

The method used by the AHS Housing Rehabilitation Program to select a contractor appears to be unique.  AHS prepares an estimate of costs to perform the rehabilitation work on each home.  The estimate is given to the contractor selected by the homeowner from the Approved Contractors List.  If the contractor agrees to perform the work at the cost estimated by AHS, then the contractor and the homeowner sign an agreement for the rehabilitation work.  This method was adopted in 1992 and was included in Exhibit A of R-56, which states:


“Contractor Selection

The homeowner will select a Contractor from the Active Contractor’s List who has agreed to do the Rehabilitation project for no more than the office estimate plus contingencies, if any.”
This method of contractor selection is also included in the most recent version of the Community Development Block Grant Housing Rehabilitation Guidelines.  

Thirteen of the 28 programs in other jurisdictions identified their method for selecting the contractors to perform rehabilitation work.  All thirteen programs use a bid process.  Some request bids from every contractor on a pre-qualified list.  Others instruct the homeowner to obtain bids.  Most give the homeowner the option to include an owner-preferred contractor in the bidding process.  Some of the programs require that the lowest bidder be awarded the work.  Some give the homeowner the option of paying the difference between the lowest bidder and the contractor the homeowner chooses, if it is not the lowest bidder.  Some programs allow the homeowner to select any contractor whose bid is within 10% of the estimate prepared by program personnel.  Some programs allow the homeowner to use any of the bidders when the work will be paid with a low-interest loan.

The City of Albuquerque should review the current method of contractor selection for the Housing Rehabilitation Program to determine if it is achieving the desired results in the most cost effective manner.

5. Housing Rehabilitation Standards:

HUD has issued Housing Quality Standards (HQS) for housing programs.  The HQS are published in the code of federal regulations at 245CFR982.401.  The AHS Housing Rehabilitation Standards were developed by Housing Rehabilitation Program personnel and in most cases exceed the HQS requirements.  For example the HQS state that “The exterior doors of the dwelling unit must be lockable.  Exterior doors are doors by which someone can enter or exit the dwelling unit.”  The AHS Housing Rehabilitation Standards state: “Exterior Doors Canopies may be installed over all exterior doors with a minimum size of 42 inches x 24 inches deep.  Exterior doors all have keyed entry locks, single cylinder deadbolts, peepholes, thresholds and weather stripping.  All exterior doors, frames and trim shall meet the Uniform Security Code.”  

The boilerplate work plan write-up used by Housing Rehabilitation Program personnel lists the following for exterior doors:

“Replace front and rear doors with 1 ¾” solid core Mahogany doors complete with weather-strip and thresholds.  Mill to existing door jambs and replace exterior and interior casings.  Provide and install new locksets and deadbolts, Kwik-set or pre-approved equal, on the day of final inspection.  Front and rear doors to receive peep holes.  All locks shall be keyed alike…”

Some of the programs in other jurisdictions referred only to compliance with the HQS and their local housing codes.  Some jurisdictions referenced their own housing standards.  

The City of Albuquerque should review the Housing Rehabilitation Standards that exceed the requirements of HUD’s HQS and determine if the higher standards are consistent with the goals of the program.

6. Rehabilitation Versus Reconstruction:

The City of Albuquerque performs some work under the rehabilitation program that could be considered reconstruction.  AHS does not have a separate reconstruction program.  AHS uses HUD funds from both the CDBG and HOME programs to rehabilitate homes.  The federal regulations for the HOME program at 24CFR92.2 state:  “Reconstruction means the rebuilding on the same lot, of housing standing on a site at the time of project commitment.  The number of housing units on a lot may not be decreased or increased as part of the reconstruction project, but the number of rooms per unit may be increased or decreased.  Reconstruction also includes replacing an existing substandard unit of manufactured housing with a new or standard unit of manufactured housing.  Reconstruction is rehabilitation for purposes of this part.”

CPD-89-14 (Guidance from HUD on Housing Rehabilitation) states: “Limited new construction after failed rehabilitation.  Grantees may substantially reconstruct, on the same site, housing which is owned and occupied by low and moderate income persons where the need for the reconstruction was not determinable until after CDBG-assisted rehabilitation began.”

According to the AHS guidelines the property must “Be in such condition that it will be possible to rehabilitate the Property up to Housing Division Rehabilitation Section (Rehabilitation Section) standards.”  Exhibit A of Resolution R-56 states that the amount spent on incipient Code violations or general property improvements cannot exceed 20% of the total cost of correcting code violations, for a combined total of 40% of the cost of Code items.  This requirement is not included in the guidelines.  The AHS Inspectors do not identify which rehabilitation items are Code violations; which are incipient Code violations and which are general property improvements when preparing the work write-ups.

The Housing Rehabilitation Standards, Section 2-5, specify when demolition and substantial reconstruction is allowable.  Therefore, the Housing Rehabilitation Program personnel have interpreted this program to include both rehabilitation and reconstruction.  Section 2-6 describes “unfeasible projects.”  The primary consideration when determining if a project is feasible, is the amount of loan funds available to bring the property into compliance with the Housing Rehabilitation Standards.  Though not specifically stated in the HOME regulations, the project set-up form for homeowner rehabilitations defines “Moderate Rehabilitation” as costing less than $25,000.  A “Substantial Rehabilitation” costs in excess of $25,000.

Several of the rehabilitation programs in other jurisdictions have established limits for the amount of rehabilitation that can be performed on a home.  Several state that a home will not be eligible for rehabilitation if it is too deteriorated, or if it cannot be brought to minimum code standards within the funding limits.  These programs also have lower total cost limits.  Some programs have established limits on the amount of funds that can be spent for modernization and other general improvements.  

Some jurisdictions have separate reconstruction and “substantial rehabilitation programs” to deal with homes that are not economically feasible to rehabilitate.  One program, managed by the Upper Arkansas Council of Governments, stated that the “loans are to repair or replace owner-occupied homes.”

The City of San Diego program limits allowable rehabilitation as follows: "Rehabilitation may not include work so excessive as to be equivalent to new construction or reconstruction of the property, although 'gut rehabilitation' may be considered rehabilitation if necessary to meet local standards."

The City of Albuquerque should review the housing rehabilitation program and determine if the goal is to rehabilitate homes or to modernize them as well, sometimes to the extent of a reconstruction of a home.  Specific guidelines could be written to distinguish between rehabilitation and a reconstruction.  The City should consider the benefits of having restrictions on the percentage of costs for non-Code repairs. 

7. Target Areas:
The CDBG regulations allow housing rehabilitation programs to target specific areas.  The City of Albuquerque advertises its housing rehabilitation program as being available for homes within the City limits, without targeting specific areas.  Resolutions R-56 and R-240 identified target areas for some categories of loans, such as the Pilot Project.  Exhibit 3 shows the number of rehabilitation loans that were processed in each of the City’s Community Planning Areas (CPAs) from calendar years 1997 through 2001.

Six of the programs in other jurisdictions specified target areas that are eligible for the housing rehabilitation programs.  Four of the jurisdictions identify their programs as being open to all homes within their geographic boundaries.  

The City of Albuquerque should determine if specific areas will be targeted for the home rehabilitation program or if it is available to qualifying homeowners Citywide.  The program should be promoted to all areas that may be served.  To avoid confusion, published material about the program should identify target areas, if any (See Exhibit 3).

	EXHIBIT 3
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	Community
	No.
	%
	Homeowner
	Homeowner
	No.
	No.
	Ave. 
	$
	%
	Average

	Planning
	of
	of Total
	Average
	Age
	Deferred
	Low Int
	Interest
	Value of
	of Total
	Dollars

	Area
	Loans
	Loans
	Age
	Range
	Loans
	Loans
	Percentage
	Loans
	Value
	per Loan

	
	
	
	
	
	
	
	
	
	
	

	Central Albq.
	66
	 21%
	61
	27-94
	57
	9
	6%
	2,763,210
	 23%
	41,867

	East Gateway
	 8
	  3%
	51
	33-75
	 6
	2
	3%
	256,355
	  2%
	32,044

	Foot Hills
	 2
	0.6%
	47
	41-52
	 2
	0
	
	30,252
	 0.3%
	15,126

	Mid-Heights
	24
	  8%
	57
	33-76
	21
	2
	5%
	960,709
	  8%
	40,030

	North Albq.
	 1
	0.3%
	42
	       42
	 0
	1
	3%
	28,956
	 0.3%
	28,956

	Near Heights
	28
	  8%
	58
	34-88
	23
	3
	7%
	1,009,673
	  8%
	36,060

	North Valley
	83
	 27%
	59
	25-87
	74
	8
	7%
	3,429,096
	 28%
	41,314

	South Valley
	13
	 4%
	53
	33-77
	13
	0
	
	482,866
	  4%
	37,144

	SW Mesa
	83
	 27%
	57
	32-77
	79
	3
	5%
	3,074,935
	 25%
	37,047

	West Side
	 2
	0.6%
	51
	39-63
	 2
	0
	
	82,563
	 0.7%
	41,282

	
	
	
	
	
	
	
	
	
	
	

	Grand Total
	310
	100%
	58
	25-94
	277
	28
	5%
	$12,118,615
	100%
	$39,092

	
	
	
	
	
	
	
	
	
	
	

	Number 
	1997
	 57
	
	
	Home
	Rehab
	dollars
	spent in: 
	1997
	$2,304,159 

	
	1998
	 68
	
	
	
	
	
	
	1998
	2,564,067

	
	1999
	 68
	
	
	
	
	
	
	1999
	2,535,560

	
	2000
	 61
	
	
	
	
	
	
	2000
	2,478,264

	
	2001
	 56
	
	
	
	
	
	
	2001
	2,236,565

	
	
	310
	
	
	
	
	
	Total
	
	$12,118,615 

	
	
	
	
	
	
	
	
	
	
	


8. Procedures and Rules in Other Jurisdictions:

The City of Lewiston, Maine requires a 75/25 match for all applicants.  The match can be in the form of a loan from another source or owner equity.

The City of Tucson, Arizona funds either 2/3 or 1/2 of the total eligible rehabilitation costs dependent upon the applicant’ income level, or $15,000, whichever is less.

The City of Reading, Michigan requires homeowners to match 25% of the total loan dollars, which can be through other loan programs.
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October 18, 2002


To:
Valorie Vigil, Director, Department of Family and Community Services


Ted Trujillo, Building Maintenance Specialist

From:

Debra Yoshimura, Director, Office of Internal Audit

Subject:
FOLLOW-UP REVIEW OF AUDIT REPORT NO. 01-118, DEPARTMENT OF FAMILY AND COMMUNITY SERVICES, ALBUQUERQUE HOUSING SERVICES DIVISION, HOUSING REHABILITATION PROGRAM CONTRACTORS

The Office of Internal Audit completed a follow-up review of Management Audit Report No. 01-118, Department of Family and Community Services (DFCS), Albuquerque Housing Services Division (AHS), Housing Rehabilitation Program Contractors.  The purpose of our review was to determine whether the audit recommendations had been implemented.  We determined the following:

RECOMMENDATION NO.1:  We recommended that DFCS-AHS request a HUD monitoring visit to review the AHS method for selecting contractors and determining costs, for compliance with federal grant requirements and guidelines.  We further recommended that AHS obtain several bids on rehabilitation projects from contractors, without providing the contractors with the AHS costs estimate, to determine if costs could be reduced through competition.

At the time of the audit, AHS was preparing an estimate of costs to perform the rehabilitation work on each home.  The estimate was given to the contractor selected by the homeowner.  If the contractor agreed to perform the work at the cost estimated by AHS, then the contractor and the homeowner signed an agreement for the rehabilitation work.

ACTION TAKEN:

The recommendation has been partially implemented.  At the request of DFCS, the Albuquerque Office of the U.S. Department of Housing and Urban Development (HUD) reviewed the City’s Homeowner Rehabilitation Program.  In a report issued on October 31, 2001, the HUD Public Trust Specialist stated; “As stated earlier, the process of providing the final cost estimate to the contractor is neither one that is a common practice nor one that is recommended; however, HUD is allowing some latitude in this process.  Based upon the City’s success with this method HUD is allowing the City to make the final decision in this matter.”  

It is our understanding that the HUD Office of Inspector General (OIG) is reviewing the City’s contracting method further.  Any changes in City policy will be made after the HUD-OIG review.

RECOMMENDATION NO. 2:  We recommended that DFCS-AHS improve the accuracy of its cost estimating process for housing rehabilitation projects.  DFCS-AHS should review the estimates for the housing rehabilitation loans to determine the reason that actual materials costs per the contractors’ invoices were consistently lower than the estimated costs.  

We also recommended that the written cost estimates prepared by DFCS-AHS contain information such as an estimate of the quantities of materials that will be used, and the number of labor hours required to install the materials.  The quantities of materials and labor hours should then be multiplied by a per-unit cost to arrive at a cost estimate.  At the time of the audit, cost estimates were lump sums by category with no backup to show how the amounts were determined.


ACTION TAKEN:

The recommendation has not been implemented.  Contractor invoices no longer include detail of actual materials costs.  As a result, the information is not available to determine if the AHS estimates approximate the actual costs.  

The “Description of Work Write-Up and Estimate of Total Cost” (work write-up) forms still show only a lump sum estimate for the work items to be performed.  For example:

· For one home rehabilitation, the estimate for “base” is $350 to “Install new streamline wood base throughout house.”  There is no estimate of the linear feet of wood base needed or the cost per linear foot.
· In the same home, the estimate for “Carpet” was $800 to “Install new carpet in living room, hallway, closets, and all bedrooms.  New carpet to be 25.5 ounce, continuous filament, 100% Autoclave heat-set nylon, meeting FHA Specifications.  Install ½”, 5.5 ounce rebounded polyurethane pad.  One color and pattern to be chosen by owner from standard color chart.  Maximum allowance of $13.00 per square yard installed.”  Although this estimate appears to be reasonable based on the area shown on the plans for the rehabilitated home, it would be better to show the calculations used to arrive at the cost estimate.

· The estimate for the “Roof” on another home was $6,800.  The description states, “Construct new 4/12 pitched roof over structure.  New roof structure to be 2 x 4 trusses, “Perfection” or pre-approved equal.  Install 7/16” CDX plywood or 7/16” wafer board decking with clips.  Lay 15#dry sheet and roof with 235# 3-tab composition shingles, “Fry” or pre-approved equal.  Color to be selected by owner.  Install all necessary metal edgings, flashing, roof jacks, etc., as required for a complete new roof.  Extend new roof overhang as shown on plan on northeast porch entry and complete as specified above and on plans.  Install fire blocking and order trusses to bear on bond beam and new furr-out. Permit & Inspection Tag Required.”  AHS did not have calculations on file to support the estimated cost.

AHS strongly believes that the current method for developing cost estimates and providing the estimate to the contractor is the most cost effective method.  (See Recommendation No. 1.) However, if they continue to use this method, the cost estimates prepared by the AHS inspectors should be carefully documented to support the accuracy of the estimate.  According to the AHS Inspection Supervisor, the estimates are based on the individual inspectors’ knowledge and experience.  As a result, there is no documentation to support the calculation of the estimated costs.

We contacted three other Housing Rehabilitation Programs to determine what method they use to develop cost estimates.

· The City of Austin uses a program called Respec that is specifically designed for government funded rehab programs.  The Construction Coordinator stated that the inspectors in his department use this software and add 20% to the total for profit and overhead.

· The City of Baton Rouge uses a manual estimating table.  The department updates this table regularly to recognize material price changes and wage increases.  The inspector uses the estimating tables to determine the cost for each item.  The tables are specific for each repair for each room in a house.  The inspector then adds up all the individual costs, adds an amount for profit and overhead and arrives at the total cost estimate.

· The City of Akron inspectors use unit cost for all work to be done.  Their department has developed an in-house software program that has standard unit costs for all the tasks to be performed in rehabilitating a home.  The unit costs are developed after research to determine the cost of materials and the number of labor hours at the prevailing wage rate for the specialist to perform the task.  The unit costs are established for the unit of measure required, such as linear feet, square feet, etc depending on the task.  Inspectors’ estimated costs are allowed to vary from the cost developed using the standard unit cost by 10%, based on special or unusual circumstances.  

FOLLOW-UP RECOMMENDATION

DFCS-AHS should document the calculation of the cost estimates for Housing Rehabilitation.  The estimates should be based on a current cost estimate schedule and any factors that result in higher costs than those on the schedule should be identified.

EXECUTIVE RESPONSE FROM DFCS

“The Department concurs with the finding that Housing Rehab staff are not yet fully documenting the basis for cost estimates in the rehab files.  The Department will take immediate steps to insure that cost estimates are fully documented and that factors resulting in any variations from the Cost Estimate Schedule (higher or lower) are identified and recorded.”

RECOMMENDATION NO. 3:  We recommended that DFCS-AHS improve its cost estimating review practices.  If the cost estimating review determines that a cost estimate is significantly different than typical market prices, then the reasons for that difference should be researched and documented.  AHS had a schedule of typical market prices for the materials and labor used in its housing rehabilitation projects.  However, the estimated costs for the projects we reviewed were significantly higher than the costs per the schedule.


ACTION TAKEN:

The recommendation has been partially implemented.  AHS has prepared an updated Cost Estimate Schedule for the materials and labor for various aspects of the rehabilitation work.  We were unable to verify that the costs were typical market value for the work specified.  The schedule was last updated in October 2001.

The costs on the schedule were compared to a work write-up prepared in January 2002.  It appears that the costs per the schedule and the work write-up were not always related.  For example, the work write-up includes $450 to “Install new evaporative cooler with minimum 4500 CFM, side or downdraft two speed motor, ‘Arvin’ or pre approved equal and mount on roof.  Installation to include all new copper piping, electrical, dampers, ducts, etc., as required to make unit operational.  Connect to new duct system to allow for central air.”  The Cost Estimate Schedule states that the cost to “Install New Evaporative Cooler-4500” is $620.

According to the AHS Inspection Supervisor, the inspectors use the Cost Estimate Schedule for some but not all work items.  He stated that much of the cost estimating is based on the inspectors’ knowledge and experience and cannot be tied back to the schedule.

FOLLOW-UP RECOMMENDATION

DFCS-AHS should ensure that the Cost Estimate Schedule is current and the basis for the estimates is documented.

DFCS-AHS should base the work write-up on the Cost Estimate Schedule for the work items to be completed.

EXECUTIVE RESPONSE FROM DFCS

“The Department concurs with the follow up finding and will continue to update its Cost Estimate Schedule regularly.  As noted above, the Schedule will be the basis for work write-ups and any reasons for variations from the Schedule will be identified.”

RECOMMENDATION NO. 4:  We recommended that DFCS-AHS develop and implement a more thoroughly documented inspection process.  This process should document the date(s) of inspection, the specific aspects of each construction item that the inspector examined, any deficiencies noted, and actions taken to correct any deficiencies that were noted.  


ACTION TAKEN:

The recommendation has been partially implemented.  AHS has developed an inspection log for use by the rehabilitation inspectors.  Each inspector maintains a log for each project.  The logs identify the date and time of the inspection and give “scope of work inspected.”  The “scope of work inspected” descriptions are brief, such as “finishing soffit and fascia” and “carpet – gas meter.”  The log indicates the progress on the project, but does not indicate if the work was satisfactory or that deficiencies needing correction were identified.  

FOLLOW-UP RECOMMENDATION:

DFCS-AHS should ensure that the inspection logs are completed and that the logs document any deficiencies noted and actions taken, in addition to the date(s) of inspection and the specific aspects of each construction item that the inspector examined.

EXECUTIVE RESPONSE FROM DFCS

“The Department concurs and will insure that the inspection logs are complete and indicate that work was satisfactory or that they note any deficiencies and document actions taken to correct the deficiencies.”

RECOMMENDATION NO. 5:  DFCS-AHS should document the reviews of vendor qualifications that are used as the basis for acceptance or rejection of vendors to be included on the Active Contractors’ List.

DFCS management personnel should carefully document the reasons for overriding the decisions of AHS employees related to the administration of HUD grants.  A contractor applied to be on the Active Contractors’ List for the Housing Rehabilitation Program.  The AHS Inspections Supervisor rejected the application.  However, in the DFCS Director’s opinion, the contractor was qualified, so the AHS Inspections Supervisor was verbally instructed to add the contractor to the list.  According to the DFCS Director, the AHS Inspections Supervisor could not justify his decision to reject the vendor.  The DFCS Director did not document his reasons for overriding the decision of the AHS Inspections Supervisor.

ACTION TAKEN:

The recommendation has been fully implemented.  The AHS files include the documentation for the contractor’s acceptance or rejection.  The AHS Inspections Supervisor includes his notes on contractors’ references and experience in the files.  Additionally, a letter is sent to a rejected contractor explaining why the application was rejected.  

According to AHS personnel, DFCS has not overridden any decisions on the acceptance of contractors since the initial audit was performed.

RECOMMENDATION NO.6:  We recommended that DFCS-AHS update its Rehabilitation Standards.  The Rehabilitation Standards for the Rehabilitation Section of AHS-DFCS in use at the time of the audit were last revised in 1992.


ACTION TAKEN:

The recommendation has been fully implemented.  The Rehabilitation Standards for the Rehabilitation Section of AHS-DFCS were updated in September 2001 and again in July 2002.

RECOMMENDATION NO.7:  We recommended that DFCS-AHS review the reasons for the vendors’ late work.  If a vendor cannot correct the problem, then DFCS-AHS should consider removing the vendor from the Active Contractors List.  At the time of the audit, one contractor was late on two of the four rehabilitation projects he was awarded.


ACTION TAKEN:

This recommendation has partially been implemented.  At the time of our follow-up review, only one project was identified as being late.  The contractor working on the project had a total of six projects in process. According to AHS personnel, the project was late because the owner failed to move out on the specified date and there was a substantial amount of lead based paint that had to be removed.  The documentation of these issues was not yet included in the project file; however, AHS personnel stated that it would be documented upon completion of the project.  

DFCS-AHS stated that the contracts are between the contractors and the homeowners; therefore, the homeowners make the decision to pursue action with a contractor for late work.  DFCS-AHS becomes involved in a resolution for late work by a contractor only if they are requested to do so by the homeowner.  

One factor that may contribute to late projects is the number of projects that a contractor has in process.  DFCS-AHS should consider establishing a maximum number of projects that each contractor may have in process at any time.  This would provide incentive for the contractors to complete projects promptly.

DFCS-AHS is the facilitator for the rehabilitation process and should ensure that the homeowners’ interests are protected and that the projects are completed timely.  As an additional measure to protect the homeowners, those contractors who continue to be late in completing projects should be temporarily suspended from the eligible contractors list until all late projects are completed.  


FOLLOW-UP RECOMMENDATION

DFCS-AHS should monitor the timeliness of contractors work.  DFCS-AHS should establish a maximum number of projects that any contractor may have in process at any given time.  Those contractors who continue to be late in completing projects should be temporarily suspended from the eligible contractors list until all late projects are completed.



EXECUTIVE RESPONSE FROM DFCS

“The Department concurs that it should routinely monitor the timeliness of contractors’ work and that contractors who continue to be late without justification should be temporarily suspended until late projects are completed.  It is important to note, however, that only one of 38 current projects is late. Given the fact that timeliness is not a major problem in the program, we believe that a limit on the number of projects that any contractor may have at a given time is not necessary and would unfairly penalize those who are performing in a timely manner.   If the frequency of unjustified late projects increases significantly, the Department would consider such a limitation as a remedy.”
RECOMMENDATION NO.8:  We recommended that DFCS-AHS comply with City Rehabilitation Program Guidelines.  DFCS-AHS should ensure that only improvements which are “necessary to meet the City Housing Code” are funded through the deferred payment loan program.  An AHS deferred payment loan project, consisted of two parts: (1) the rehabilitation of the existing home, and (2) the construction of an addition to the existing home.  The original home was 580 square feet.  The rehabilitation included an addition of 192 square feet.  

Section II, USE OF LOAN FUNDS, of the City’s Community Development Block Grant Housing Rehabilitation Loan Program Guidelines (Guidelines), states:

“Eligible Improvements . . .

“1.  For applicants eligible for deferred payment loans, eligible improvements shall only be those necessary to meet the City Housing Code, those necessary to correct conditions which can be reasonably anticipated to result in code violations within one year from the date of the initial Property inspection (incipient Code violations) and those neighborhood improvement items which do not exceed minimum Rehabilitation Section standards.”

The City Housing Code requires that “Every dwelling unit shall contain at least 150 square feet of floor space for the first occupant thereof and at least 100 additional square feet of floor space for every additional occupant thereof, the floor space to be calculated on the basis of total habitable room area.”  According to Planning Department Code Enforcement personnel, habitable living space is everything except, kitchens, bathrooms, hallways and closets.

The Rehabilitation Standards for the Rehabilitation Section of Albuquerque Housing Services, the Housing Division of the City of Albuquerque Department of Family and Community Services (Rehab Standards), includes space standards for substantial reconstruction.  According to the Rehab Standards, “Every dwelling unit shall contain at least 720 square feet of heated floor space for one permanent resident, up to 1200 square feet of heated floor space for ten or more permanent residents.”  HUD approved the Rehab Standards when they were developed at the inception of the program.  HUD has not required AHS to submit subsequent revisions for approval.  However, the latest version is provided to HUD personnel when they perform program monitoring.  


ACTION TAKEN:

The recommendation has been partially implemented.  It appears that AHS has adopted standards that exceed the minimum City Housing Code requirements.  According to AHS officials, the greater living space was recommended by the Housing Advisory and Appeals Committee to ensure that the rehabilitated property would be marketable should the City have to take possession of the property.

The Guideline states that eligible improvements for deferred loans are limited to only those necessary to meet the City Housing Code.  It appears that there is conflicting language in the Guidelines and the Rehab Standards.  

We reviewed the HUD Housing Quality Standards to determine if the Rehab Standards are consistent with HUD’s requirements.  The Housing Quality Standards do not include requirements for square footage by occupant.  Therefore, the minimum’s contained in the Rehab Standards are not mandated by HUD.



FOLLOW-UP RECOMMENDATION:

DFCS should review the Guidelines and the Rehab Standards for inconsistent language.  The documents should be amended to correct the inconsistencies and accurately reflect the City’s policies for administration of the program.  DFCS should determine if Rehab Standards that exceed HUD requirements are appropriate.

EXECUTIVE RESPONSE FROM DFCS

“The Department agrees that the Guidelines and Rehab standards should be consistent and will amend the documents as necessary.  Given that the Rehab Standards include kitchens, baths, closets, and hallways in the minimum square footage calculations and the Guidelines (based on Housing Code) do not, we do not believe that the divergence is great and can be resolved with minimal difficulty.”

RECOMMENDATION NO. 9:  We recommended that DFCS-AHS record insurance claims received in excess of actual cost of a repair as revenue.  A reimbursement check from an insurance company was received for $2,000, but the invoices to repair the claimed damage totaled $1,629.  The $2,000 was credited to the repairs expense account.  At the time of the audit, there was no additional journal entry recorded for the reimbursement amount that exceeded the total cost.


ACTION TAKEN:

The recommendation has been fully implemented.  DFCS-AHS made a journal entry on June 30, 2001, to debit the repairs expenditure and to credit other income for $371.  

RECOMMENDATION NO. 10:  We recommended that DFCS-AHS require vendors to provide detail on the materials included on the invoices for repairs to City-owned housing.  DFCS-AHS should verify the materials provided to the vendor for repairs to City-owned housing are not charged back to the City.  The AHS, Public Housing Section supplies some materials to vendors in order to maintain a level of consistency in rental properties.  The vendor supplied some of the repair materials, and the PHS supplied other materials.  However, the vendor’s invoices did not contain sufficient detail to verify this. 

ACTION TAKEN:

The recommendation has been fully implemented.  The vendors that repair public housing units no longer include materials on invoices.
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