MIAMI-DADE

Memorandum &

Date: May 20, 2008

To: Honorable Chairman Bruno A. Barreiro Agenda item No. 14(B)1

and Members, Boag@%@@unty Commissioners

From: | George M. Burge
County Manage#

Subject: Second Status Report on US HUD/County Work Plan

Attached please find the Second Quarterly Progress report on the US Housing and Urban Development (US
HUD)/County Work Plan (Plan). The Plan was transmitted with a narrative prepared by US HUD Oversight
Administrator (US HUD OA).

First, it should be noted that although the OA provided the County with the Second Quarterly Work Plan,
and it was discussed at several meetings between County staff and US HUD, the County was not given
an opportunity to review the accompanying narrative before it was distributed by the US HUD OA.

Staff has serious concerns regarding some of the observations and issues raised by the US HUD OA,
given that many of these issues were raised by County staff prior to US HUD’s temporary possession of
MDHA. We will be preparing a supplemental report to this item detailing our thorough response to the
narrative.

In closing, the County wants to partner with US HUD to resolve the issues with MDHA to insure that
MDHA becomes a well operated and highly respected housing agency.
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Honorable Chairman Bruno A. Barreiro
County Commissioner, District 5
111 NW 1% Street, Suite 220
Miami, FL 33128

Honorable Audrey Edmonson
County Commissioner, District 3
111 NW 1% Street, Suite 220
Miami, FL 33128

Re: HUD Oversight Administrator Second Quarter Progress Report and
Narrative

Honorable Chairman Barreiro and Honorable Commissioner Edmonson:

| have completed my Second Quarter Progress report as the HUD Oversight
Administrator of Miami-Dade Housing Agency (MDHA) for the period ending
Aptil 26, 2008. | have coordinated with the County Manager’s office and

designated County representatives during the preparation of this document.

As you know, | have requested the presentation of this report, which includes an
accompanying narrative, be added to the agenda for the May 14, 2008, Economic
Development and Huran Services (EDHS) Committee meeting and, by the
necessary waiver, then be placed on the agenda of the May 20, 2008, Board of
County Commissioners (BCC) meeting.

These documents are being provided to you in advance of the EDHS and BCC
meetings to provide you and your respective staffs with the opportunity to review
them before the meetings. 1 am availabie from May 13 through May 20 to brief
individual commissioners and staff on the content, if requested.

For scheduling purposes you can reach me at 302-644-5112.
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¢ Members, Board of County Commissioners
Honorable Carlos Alvarez, Mayor
Denis Morales, Chief of Staff, Mayor's Office
George M. Burgess, County Manager
Cynthia W. Curry, Senior Advisor to the County Manager
Robert A. Cuevas, Jr., County Attorney
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Second Quarter Progress Report
Narrative

Reporting period January 27, 2008 - April 26, 2008

Introduction

Pursuant to the Settlement Agreement and associated Work Plan (“Agreement™)
entered into by Miami-Dade County and the Department of Housing and Urban
Development (“HUD”), HUD is required to provide updates on the progress of the HUD
Oversight Administrator with respect to the items set forth in the Work Plan. To
document this progress, this narrative and a Progress Report are being provided to the
members of the Miami-Dade Board of County Commissioners and the Mayor of Miami
Dade County. This narrative provides general information on items in the Agreement
and sets forth additional information on accomplishments and concerns at MDHA noted
since HUD assumed temporary possession on October 26, 2008. The Progress Report
notes the specific status of items in the Agreement and Work Plan and any issues of
concern for each item.

In general, the HUD Oversight Administrator (HUD OA) and MDHA have
received support from the Miami-Dade County departments that have historically
provided assistance to MDHA. Regular meetings are held between the HUD OA and
County representatives to discuss issues related to the operations of MDHA and the
progress of the Work Plan. The HUD OA and MDHA staff have made significant
progress in improving the day-to-day operations' of MDHA while also completing the
specific tasks identified in the Agreement and Work Plan. HUD’s understanding of the
degree of financial distress at MDHA. continues to evolve and will be the source of
further discussions with the County in the future.

Contract Support

HUD has invested, and continues to invest, significant resources to assist in the
recovery of MDHA. In addition to the full time HUD OA, HUD has assigned a number
of staff to work on-site at MDHA performing daily operations, including personnel to
supplement MDHAs financial accounting staff.

HUD staff has conducted extensive assessments of MDHA programs and has
provided technical support and assistance with daily operations. HUD has procured two

! 1t is important to note that pursuant to the Settlement Agreement, paragraph 12, “While in control of
MDHA, HUD will work diligently to complete those items in the Work Plan that are the responsibility of
MHDA, but prioritization of work will be within the discretion of the OA, and HUD will not be required to
assign a Jower priority to performing the day-to-day tasks of operating the MDHA. The County may offer,
and HUD may in its discretion accept, additional County assistance to expedite completion of Work Plan
items.”
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key contracts to support MDHA in the following areas: (1) finance and accounting; and
(2) Section 8 Housing Choice Vouchers (HCV). HUD also has reviewed existing
contract support in place at MDHA and is utilizing those contracts to provide
management and software consulting services.

Accomplishments

Despite the challenges that the HUD OA has faced since taking possession of
MDHA there have been accomplishments, a number of which are highlighted below:

(D Reorganization of the Section 8 Housing Choice Vouchers Division

Prior to HUD’s possession, MDHA’s Section 8 HCV Program experienced a
number of serious management issues, late payments, incorrect payments, missing
records, incomplete voucher transactions, and not being responsive to legitimate
customer complaints. These problems necessitated the HUD OA to completely
reorganize the business processes and make significant changes to the organizational
structure of MDHA’s Section 8 HCV Program.

The HUD OA has increased staffing levels in key areas, has reassigned non-
performing staff, and is making a significant investment in upgrading outdated
technology systems. In addition, the HCV staff has been consolidated in a central
location and a separate newly formed customer service center established to respond
more expeditiously and accurately to resident concerns. Although more work remains to
be done, these changes have improved voucher management and payment schedules as
well as MDHA'’s customer service efforts.

) Kev Executive Management Positions Recruited and Filled

In response to the vacancies of key MDHA management, efforts have been made
to hire a Chief Financial Officer, Director of Section 8, Director of Information
Technology, and Deputy Public Housing Director. With the assistance of the County’s
Human Resources Department, these efforts have been successful. There are plans to fill
other vacated positions within the next month.

3) Training of staff on key occupancy, automated. and financial functions

MDHA staff 1s in need of programmatic training. Although a full training needs
assessment is near completion and a longer term training plan is in development, training
has already begun in many key areas. Training on budgets, accounting and finance,
MDHA and HUD IT systems and software, the Capital Fund Program, contracts and
contracting, and Homeownership has been conducted to date.

@) Development and coordination of a voucher issuance process to improve use of
allocated voucher funding

The Section 8 HCV program was not operating effectively, causing eligible
voucher holders to be underserved and voucher funds underutilized. In response to this
serious problem, the voucher issuance process was re-engineered and efforts are ongoing
to fully utilize all available funds. It is anticipated that all voucher funding will be

2
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utilized by the end of the calendar year. This effort will increase the number of rental
units for low income families in Miami-Dade County.

(5) Crime Reduction in Public Housing
In order to combat drug related crime activity in MDHA’s public housing

communities, MDHA has teamed with local law enforcement and social service providers
to create a Crime Reduction Committee known as the Miami Dade Housing Agency-
Crime Reduction Committee (MDHA-CRC). MDHA-CRC has initiated a plan of action
to collaboratively develop initiatives designed to reduce crime on MDHA public housing
sites through long term solutions that affect real change and build strong relationships
between residents, management staff, police personnel, and the community. MDHA-
CRC is in the process of setting up central office operations in the north and south sectors
of the County, which will direct and coordinate these activities.

(6) Section 8 Housing Choice Voucher Homeownership Program
The recent downturn in the Miami-Dade County housing market has made it

extremely difficult for qualified voucher holders to secure funds to become homeowners
within the community. Presently, MDHA has over 100 pre-qualified potential home-
owners who have not been able to attain home ownership in the past year. ‘

Working in close cooperation with the Director of the County’s Office of
Community and Economic Development (OCED), MDHA has entered into a verbal
agreement with OCED to permit qualified voucher holders to secure second mortgages
from OCED, which, when combined with the vouchers already available to them through
MDHA, will allow these families to purchase homes at eligible sites. The HUD OA also
has initiated homeownership training provided by qualified professionals through a HUD
contract for all of the stakeholders involved in these transactions. It is the goal of MDHA
and OCED to create a significant number of new homeowners this calendar year.

@) Financial management system

MDHA s financial management and reporting system was assessed and
determined to be inaccurate to such an extent that the independent re-audit of fiscal year
(FY) 06 and the audit of FY 07 have proven extremely difficult to complete. Major
accounts and checks had not been reconciled in years, basic accounting actions were not
being performed, proper intermal controls did not exist, and, due to numerous electronic
data issues, MDHA’s computerized financial management system could not be fully
audited using automated data analysis tools.

HUD has brought a major financial services firm to MDHA through a Federal
contract to address these issues. The contractor will train the current and new staff on
effective accounting procedures, redesign MDHA’s accounting processes to enable
informed management decisions, and assist in the creation of an effective financial
management system. Significant progress has already been made in remedying the above
described critical areas. As previously noted, the recent hiring of a CFO will further
improve MDHA’s financial management system.
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Concerns and Issues

(1) Deficit Spending Results in Funding Shortfalls

As illustrated in Figure 1, from FY 2002 through FY 2006 MDHA reported
substantial losses in its low rent public housing program. During that period, total
expenditures exceeded total revenues by an average of $7.1 million annually. The largest

deficit ($13.36 million) occurred in FY 2005; the smallest deficit ($1.2 million) occurred
in FY 2003.

Figure 1 — Low Rent Public Housing Program: Excess of Expenditures Over Revenues
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As a result of these deficits, the financial condition of MDHA”s low rent public housing
program has been deteriorating significantly since FY 2002. In fact, because the
program’s current liabilities exceed its current assets, MDHA’s low rent public housing
program has been technically insolvent since FY 2005. Prior to FY 2007, the County
funded shortfalls in MDHA’s public housing programs through advances from its Surtax
program and other funding sources.

Upon the arrival of the HUD OA in October 2007, MDHA disclosed that during
FY 2007 it had again operated its Federal housing programs at a substantial deficit that
was originally estimated at $14 million. Since Florida law prohibits county departments
from spending in excess of approved appropriations, the HUD OA worked with the
County’s Office of Strategic Business Management (OSBM) to address MDHA’s FY
2006-07 budget. After several discussions regarding the amount needed to cover the
actual deficit, the County agreed to balance MDHA’s FY 2006-07 budget by providing



$7.967 million.? A recent cash flow analysis indicates that MDHA’s cash position
continues to decrease by an average of approximately $700,000 per month. Simply put,
MDHA’s current revenue streams do not sufficiently support its cost structure.

One main reason for the cash imbalance is the cost overruns at MDHA due to its
high labor costs. Specifically, MDHA’s wages and benefit costs for its low rent public
housing program have nearly doubled from $12.953 million in FY 1999 to $21.716
million in FY 2006 while the actual number of staff members has decreased overall.

(2) Impact of Fiscal Year 2006 Re-Audit

In accordance with the Work Plan, the County engaged the auditing firm of
Berman, Hopkins, Wright & LaHam CPAs, LLP (Berman Hopkins) to audit MDHA's FY
2007 financial statements and to re-audit MDHA’s FY 2006 financial statements. During
the course of the FY 2006 re-audit, the HUD OA became aware of material processing
errors that MDHA had made during FY 2006 and FY 2007 in its HCV program. These
errors resulted in both underpayments and overpayments to about half of all landlords
participating in the program. Unfortunately, due to operational and technological issues
before HUD took possession of MDHA, MDHA is currently unable to quantify with any
degree of certainty the financial impact of these errors on its FY 2006 and FY 2007
financial statements.

Additionally, the audit firm’s efforts to complete the FY 2006 re-audit and, in
turn, begin its audit of MDHA’s FY 2007 financial statements have been impeded by the
following factors:

(a) Key Staffing Vacancies

The lack of a transition period after the County reassigned MDHA’s CFO to
another department without notice in January 2008 coupled with the reassignment of
MDHA’s Controller in November 2007 to another department due to performance issues
caused continuity problems and created difficulties in completing the FY 2006 re-audit
and FY 2007 audit. The lack of management level continuity has resulted in staff having
to perform audit duties such as researching issues and reconstructing transactions in
addition to performing their daily jobs.

(b) Ward Towers ALF

As first identified in HUD’s Declaration of Substantial Default—Public Housing
Annual Contributions Contract, MDHA’s previously-issued FY 2006 audited financial
statements contained material misstatements with respect to the Ward Towers Assisted
Living Facility (WTALF) transaction. Subsequently, the HUD OA discovered additional
financial issues pertaining to WTALF. These issues include the erroneous reporting of
WTALC’s operations in MDHA’s financial statements, MDHA’s commingling of the
owner’s funds with Miami-Dade County funds, the improper payment of 100% of the

2 The Budget amendments included MDHA expenditures that exceeded the authorized budget amount by
$6.998 million and unrealized budgeted revenue totaling $969,000.
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public housing operating subsidy to the owner, and the improper accounting for the use
of federal funds granted to MDHA, and the lack of compliance with the terms of its
leasehold mortgage. More time is needed to correct these errors and defaults before the
auditor is able to audit MDHA’s financial reporting related to Ward Towers.

(c) Transfer of Housing Programs to Miami-Dade County

Prior to HUD’s assumption of possession of MDHA, Miami-Dade County
transferred the Surtax, SHIP, and Infill Housing Initiative programs (effective October 1,
2007) to another County department. Additionally, the County transferred ownership of
certain units (Section 8 New Construction and Affordable Housing) from MDHA on
October 22, 2007, with the complete asset management being assumed by the Miami-
Dade County General Services Administration effective February 1, 2008. These
transfers have further complicated the re-audit process because financial records and
staffing resources related to the transferred programs are now disbursed among different
County departments. Moreover, MDHA’s limited accounting staff must spend additional

time determining how transactions pertaining to the transferred programs will impact
financial reporting.

(d) Miami-Dade County Inspector General Surtax Loan Audit

The Miami-Dade County’s Office of Inspector General is currently conducting an
audit of the County’s Surtax program. This has required MDHA’s accounting personnel
to respond to inquiries and requests for information and that has contributed to the delay

of the FY 2006 re-audit and the FY 2007 audit.

(3) General Ledger Issues

Since obtaining temporary possession of the County’s Federal housing programs,
the HUD OA has discovered that MDHA has significant, unresolved issues with its
general ledger. Specifically, the balances do not reconcile with supporting documents,
monthly bank reconciliations have not been completed, the year-end settlement
statements and general ledger for the HCV program have not been reconciled, the general
ledger shows a growing balance owing from tenants now living in privately managed
units, a growing backlog of checks returned in the mail have yet to be voided, late HCV
reexaminations have created unprocessed obligations for rental payments, and several
funds are out of balance following the conversion to asset management. Considerable
effort will be required to bring MDHA’s books and records into compliance with GAAP

“and HUD requirements. As mentioned above, HUD contract support is being provided to
assist in addressing MDHA s backlog of accounting issues.

(4) Funding Sources Treated As Fungible

The HUD OA has discovered that, historically, MDHA has employed a practice
of routinely treating its various federal, state and local funding sources as l?ungible,
without regard to each program’s enabling laws and implementing regulations. In part,
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this practice resulted from the funding shortfalls and control weaknesses previously
discussed. This problem has been identified across a number of MDHA’s programs and
raises concerns about possible regulatory and/or statutory violations. To that end, HUD’s
Office of Inspector General is currently auditing MDHA’s CFP to determine whether

MDHA used those funds in accordance with the governing Federal laws, regulations, and
contract provisions.
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