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EXECUTIVE SUMMARY

BACKGROUND

OBJECTIVE

RESULTS IN BRIEF

TheVirginlsdlandsHous ng Finance Authority was established by
datute in 1981 and began operations in 1984 as a public
corporationand autonomous instrumentality of the Government of
the Virgin Islands. The Authority was created to stimulate low
and moderate income housing construction and home ownership
through the i ssuance of revenues bondsto obtain fundsto be used
for low interest mortgage loans to qualified purchasers. The
Authority is vested with the power to issue bonds and notes,
borrow capital, accept Federal grants, and investin property and
securities to meet its objectives.

The Authority isgoverned by a 5-member Board of Directorsand
its Executive Director is appointed by the Board. The Authority
has established 28 developments, 19 on St. Thomas and 9 on
. Croix, consisting of 926 residences and housing lots for
qualified applicants. The Authority also administered four rental
projects on St. Croix that were managed by aprivate management
firm under guidelines established by the U.S. Department of
Housing and Urban Development (HUD).

The objective of the audit was to determine whether the Virgin
Islands Housing Finance Authority (1) used Federal and local
fundsfor their intended home ownership program purposes, (2)
ensured that applicants met eligibility requirements for home
ownership, (3) ensured that contractorsfulfilled their contractua
obligations, and (4) generated sufficient revenues to meet its
operating expenditures.

The Housing Finance Authority did not (1) always use
competitive procurement procedures to select development
contractors, (2) aways ensure that program participants met
eligibility requirements, and (3) not have adequate control over
itsfinancial operations. Specifically, we found that:

- The Authority often selected development contractors
noncompetitively and without the benefit of invitationsfor bids or
requests for proposals. Asaresult, there was no assurance that
the Authority obtained the best possible prices or the best quality
product or service for its affordable housng developments. In
addition, because the Legid ature directly appropriated fundsfor
contractor claims that were in dispute, the Authority was placed
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in the position of having to make questionable payments of as
much as $1.95 million to two development contractors.

- The Housing Finance Authority gave some Authority
employees preferential treatment that was not available to
members of the general public and did not aways ensure that
program participants met eligibility requirements. Wefound that
(1) nine Authority employees were given a total of 21
interest-free personal loans totaling $60,566, (2) two other
Authority employees were given lower-than-normal prices and
preferential treatment inthe purchase of homelots, and (3) at | east
six housing program participants were givenfinancial assistance
athough they did not meet eigibility requirements.

- The Authority did not have adequate control over
receivables, collections and deposits, and bank accounts and did
not generate sufficient revenues to meet operating expenses or
fund required infrastructure investments. As a result, the
Authority (1) was owed about $809,500 loaned to two housing
communities and $38,500 in rental charges, (2) did not have
current and accurate information on the financial status of the
Authority’ s accounts, and (3) was unable to effectively use bond
proceeds totaling $33.7 million that was available to provide
mortgage loans to eligible applicants. We also found that a
former member of the Authority’s Board of Directors may have
violated Virginlslands conflict of interest laws regarding alegal
services contract she had with the Authority.

We made 11 recommendations to the Virgin Idands Housing
Finance Authority and 1 recommendation to the L egislature of the
Virginldandsto address the deficiencies disclosed by the audit.

In its response to the draft report, the Housing Finance Authority
concurred with 10 of the 11 recommendations addressed to the
Authority. However, we did not receive a response to the
recommendation addressed to the Legidature. Based on the
responsereceived, we consider eight recommendationsresolved
and implemented, two recommendations resolved but not
implemented, and two recommendations unresolved.
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INTRODUCTION

— ..~  TheVirginldandsHous ng Finance Authority wasestablished by
BACKGROUND datute in 1981 and began operations in 1984 as a public
corporationand autonomous instrumentality of the Government of
the Virgin Idands. The Authority was created to stimulate low
and moderate income housing construction and home ownership
through the i ssuance of revenues bondsto obtain funds to be used
for low interest mortgage loans to qualified purchasers. The
Authority is vested with the power to issue bonds and notes,
borrow capital, accept Federal grants, and invest in property and
securities to meet its objectives.

In February 1990, the Legidature signed into law the Low and
Moderate Income Affordable Housing Act to (1) provide safe,
sanitary, aesthetically acceptable, and high quality affordable
housing for persons of low and moderate income by stimulating
home ownership opportunities; (2) provide Government-owned
land and site improvementsto reduce the cost of housing sites; (3)
encourage investment and devel opment of factory-built housingto
reduce construction costs; (4) provide financing for owner-
occupied and rental housing devel opments; (5) offer incentives,
including tax exemptions, to encourage the construction of
affordable housing; and (6) provideamechanismfor establishing
and maintainingaHousing Trust Fund to facilitate the construction
of new owner-occupied and rental housing developments, and
provide assistance to home buyers and renters.

The Authority is governed by a 5-member Board of Directors
comprised of the Commissioner of Housing, Parks, and
Recreation; the Director of Management and Budget; and three
persons not employed by the Government of the Virgin Islands.
The three non-government members are appointed by the
Governor with the advice and consent of the Legislature, and
serve 2-year terms. The Executive Director of the Authority is
appointed by the Board of Directors.

The Authority hasestablished 28 devel opments, 19 onSt. Thomas
and 9 on St. Croix, consisting of 926 residences and housing lots
for qualified applicants. In addition, the Authority had plans for
three additional developments, two on St. Thomas and one on
S. John. The Authority also administered four rental projectson
S. Croix that were managed by a private management firmunder
guidelines established by the U.S. Department of Housing and
Urban Development (HUD).



OBJECTIVE AND
SCOPE

PRIOR AUDIT
COVERAGE

The objective of the audit was to determine whether the Virgin
Islands Housing Finance Authority (1) used Federal and local
funds for their intended home ownership program purposes, (2)
ensured that applicants met eligibility requirements for home
ownership, (3) ensured that contractorsfulfilled their contractua
obligations, and (4) generated sufficient revenues to meet its
operating expenditures. The scope of theaudit included areview
of the Authority’ s operations during fiscal years 1999 and 2000
and other periods as appropriate.

To accomplish our audit objective, we interviewed Authority
officials and reviewed applicable laws, rules, and regulations,
files related to procurement transactions, development
contractors, program participants, housing loans, collections and
deposits, bank statements, and Authority personnel; and minutes
of Board mestings.

Our audit was conducted in accordance with the "Government
Auditing Standards,” issued by the Comptroller General of the
United States. Accordingly, we included such tests of records
and other auditing procedures that were considered necessary
under the circumstances. The" Standards' require that we obtain
sufficient, competent, and relevant evidence to afford a
reasonable basis for our findings and conclusions.

As part of our audit, we evaluated the internal controls at the
Authority to the extent we considered necessary to accomplish the
audit objective. Internal control weaknesses were identified in
the selection of development contractors, the determination of
participant eligibility, and the management of financia
operations. These weaknesses are discussed in the Results of
Audit section of this report. The recommendations, if
implemented, shouldimprovethe internal controlsinthese areas.

The Office of Inspector General has not issued any reports on the
Virginldlands Housing Finance Authority withinthe past 5 years.
However, in 1989 we issued an audit report on the Authority’s
housing programs (see Appendix 2).



RESULTS OF AUDIT

OVERVIEW

SELECTION OF
DEVELOPMENT
CONTRACTORS

Contracts Valued at
$14.7 Million Were Awarded
Noncompetitively

The Housing Finance Authority (1) did not aways use
competitive procurement procedures to select development
contractors and experienced cost overruns totaling as much as
$2.8 million on two housing developments; (2) did not always
ensure that program participants met eligibility requirements and
gave some of its employees preferential treatment, including
interest-free personal loanstotaling $60,566; and (3) did not have
adequate control over receivables, collections, deposits, and bank
accounts and did not generate sufficient revenues to meet
operating expenses or funds required infrastructure investments.
The cost overruns ontwo developments occurred in part because
of the political involvement of theVirginlslandsL egidlature. The
other deficiencies occurred because the Authority did not aways
follow established policiesand proceduresrel ated to competitive
procurement and participant eligibility and did not have adequate
policies and procedures to ensure that transactions involving
employeeswere handled fairly and that financial operations were
properly controlled and accounted for.

Condtruction contracting isgenerally governed by the procurement
requirements contained in the Virgin Islands Code
(31V.l.C.8235and §236). Specifically, the Code statesthat the
procurement of contractual services are to be based on
competitive bids and that noticesinviting competitive bidsareto
be published in newspapers of general circulation within the
Virgin Idands. Inaddition, the Joint Rules and Regulations for
the Virgin Ilands Affordable Housing Program reiterate the
importance of competitive bidding. Despite these requirements,
development contractors were often selected noncompetitively,
without the benefit of invitations for bids or requests for
proposalsfrom interested contractors. Asaresult, there wasno
assurance that the Authority obtained the best possible prices or
the best quality product or service for its affordable housing
developments. In addition, because the Legidature directly
appropriated fundsfor contractor claims that werein dispute, the
Authority was placed in the position of having to make
guestionable payments of as much as $1.95 million to two
development contractors.

As of the end of fiscal year 2000, the Authority had completed
19 projects (home and lot sales) on St. Thomas and 9 projects
(primarily home sales) on . Croix. We randomly selected for
review 10 of these 28 projects (5 on St. Thomas and 5 on



. Croix). However, because Authority personnel could not
locate the files related to one development project, we only
reviewed the other nine projects in our sample. Although the
Authority had a sel ection committeein place comprised of at | east
three Authority employees, we found that five of the nine
development contractors in our sample had been selected on a
sole source basisfor contracts valued at atotal of $14.7 million.
For example:

- The Authority initiated the Water Bay development
projectin December 1988 to provide 58 condominium style units
to low income families on &t. Thomas. However, neither an
invitationfor bidsnor arequest for proposalswasever issued for
the project. Instead, the Authority’s then-Executive Director
asked the developer if he was interested in building the project
and notified the devel oper that he could expect to make $10,000
profit on the sale of each unit built. Although the Authority’s
Rulesand Regulations state that devel opers must " demondtrate the
availability of sufficient financial resources to obtain adequate
congtruction financing to complete the construction of the
proposed development or project,” the then-Executive Director
took the devel oper to alocal bank and offeredto cosign aloan, on
behalf of the Authority, so that the developer could obtain
necessary financing. However, the bank still did not approvethe
loan request, and the Authority then assisted the developer in
obtaining financing at another local bank. An initial contract
(called a"Developer Agreement” by the Authority) was executed
in December 1988 in the amount of $3.77 million.

- The Authority aso initiated the Work and Rest
development project in December 1988 to provide 50
single-family homes to first time, low-income home buyers on
St. Croix. Although Authority officials stated that invitations for
bids had been issued for this project, the project files did not
include any evidence of competitive procurement. In fact, in a
1993 letter to the developer, the Authority’s then-Executive
Director stated that "in 1989 you begged for this project.” An
initial Developer Agreement was executed in December 1988 in
the amount of $2.66 million.

- In 1997, the Authority issued an invitation for bids to
survey and subdivide parcels 92 and 93 at Estate Solitude,
. Croix. Although three companies submitted bids, only the
lowest bidder, at $16,270, submitted its bid within the specified
deadline. However, the bid was rejected because the Authority
considered it to be too high. Two years later, in 1999, the



St. Thomas Project
Had a $1.5 Million Cost
Overrun

Authority entered into a noncompetitive contract with the
company that had beenthe highest bidder, at $18,400, inthe 1997
solicitation and whose bid had been submitted after the specified
deadline. Further, the 1999 contract was for surveying and
subdividing only parcel 93 at Estate Solitude at a price of
$20,400, and the contract was | ater amended to increase the price
to $22,900. If the Authority had accepted the lowest bid in 1997,
itwould have obtained the survey and subdivisionof both parcels
92 and 93 at a price that would have been $6,630 lower than it
ultimately paid for the survey and subdivision of only parcel 93.
At the September 26, 2001, exit conference on the preliminary
draft of this report, the Authority’s Acting Executive Director
stated that the 1999 contract required the contractor to "redesign”
the subdevelopment inaddition to surveying and subdividing the
parcel of land.

AlthoughaDeveloper Agreement for $3.77 million was executed
in December 1988 with the contractor for the Water Bay project
onSt. Thomas, constructionof the 58 condominium style unitshad
not started by September 1989, when Hurricane Hugo struck the
Virgin Islands. Therefore, in April 1990, the Authority and the
contractor entered into a separate contract for $580,000 for the
development of infrastructurefacilities at the Water Bay Site. In
September 1990, the parties also entered into an Agreement for
Infrastructure Subsidy,* which provided the $580,000 to fund the
infrastructure facilities and represented the total amount of the
contractor’ s proposed profit of $10,000 per unit. Therefore, the
total contemplated contract price wasincreased to $4.35 million,
or $75,000 per unit.

During the construction of the development, the contractor
clamed that cost overruns occurred because Executive
Order No. 313 had made the building codes stricter after
Hurricane Hugo. However, the contractor did not submit any
contract change orders to address the claimed cost overruns.
Further, the Authority took the position that no additional sums
were owed to the contractor. For example:

- In a Jdune 23, 1992 memorandum to the Authority’s
then-Executive Director, a financial advisor to the Authority
stated, "The amount of Authority funds which have to date been
expended on Water Bay isunprecedented. . . [The contractor] has
received more than $20,000 per unit in Authority subsidy.
Typically, developers on &. Thomas receive no more than

'An "Agreement for Infrastructure Subsidy" is the vehicle used by the Authority to provide funding for affordable
housing developers to construct infrastructure facilities. The amount of such infrastructure subsidy results in a
reduction in the selling price of the unitsto eventual home buyers.
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$10,000 per unitin Authority subsidy. If youaddintheadditional
money being contemplated, [the contractor’s] per unit subsidy
increases to more than $24,000 per unit."

- In a March 18, 1993 letter to the developer, the
Authority stated, "The Board of the Virgin Islands Housing
Finance Authority (VIHFA) has considered your company’s
request for payment of the alleged cost overrun. . . . Itisthe
position of the Board that no additional sums are owing to [the
contractor] from VIHFA for the construction of the Project. As
you know, the VIHFA has aready expended substantial sumsin
excess of amounts agreed to in its devel opment agreements with
[the contractor]."

Degpite these statements, the Authority further subsidized the
project by paying an additional $1.05 million for the alleged
overruns, which were neither anticipated, negotiated, nor
supported by contracts, agreements, or change orders. This
included paying almost $55,000 for warranty work that was the
responsibility of the developer and $639,000 that was funded
through special appropriations made by the Virgin Islands
Legidature, asfollows:

- Act No. 5878, enacted in July 1993, appropriated
"$250,000 to the Virgin Idands Housing Finance Authority to be
used for payment to [the contractor] for the Water Bay Project.”
Although, at the time, the Authority’s Board of Directors stated
that about $976,200 in excess of the agreed upon contract price
had already been paid to the contractor, the Board supported the
appropriation because it represented "the difference between
actual congtruction costs and the payments made" to the
contractor.

- Bill No. 21-0232 was passed by the Legislature in
August 1996 with an amendment to appropriate "the sum of
$389,000fromtheinterest on bond proceedsto the Virginldlands
Housing Finance Authority for payment to [the contractor] to
complete payment for the construction of the Waterbay project.”
The then-Governor of the Virgin Ilands vetoed the Bill, but the
Governor’ s veto was overridden by the Legidature and the Bill
was enacted as Act No. 6117 in September 1996. The
Authority’s then-Executive Director agreed to payment of the
$389,000 despite disagreeing with the contractor’s calculations
to arrive at the $389,000 amount. The Legidative Senator who
had |obbied for passage of Bill No. 21-0232 and for the override
of the Governor's veto was voted out of the Legidlature in
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November 1996. By late-1997, the former Senator had become
the contractor’ slegal counsel and in May 1999 negotiated for the
payment of the $389,000 by the Authority, including picking up a
check inthe amount of $82,104 payable to himself for legal fees.

Although Act No. 6117 clearly stated that the $389,000
appropriation was to "complete payment” to the contractor, in
December 2000, the L egidlature passed Bill No. 23-0274 (signed
into law by the Governor in February 2001 as Act No. 6388) to
again appropriate funds to the "Virgin Islands Housing Finance
Authority for payment of legal clams against the Authority,"
including $450,000 to be paid to the contractor of the Water Bay
project. In aletter sent to the members of the Legidlature in
December 2000, prior to the passage of Bill No. 23-0274, the
Authority’s Executive Director stated, "Although both of these
entities[the Water Bay and Work and Rest contractors] have also
received Legidative fundinginthepast, neither of themhasany
legitimate or legal claim against the VIHFA at this time."
(Emphasisinoriginal.) Withregard to the Water Bay contractor,
the Executive Director further stated:

[ The contractor] has been at odds with the Authority
since 1990, relative to the construction of the Water
Bay Condominiums, and has already received funds
fromthe Legidature (Act No. 6117), which were to
have brought this matter to a final conclusion.
However, since then, [the contractor] has filed yet
another case againgt the Authority onthissame issue.
That case has not been heard and no settlement or
judgement of any kind has been reached to date.”

As of July 2001, the contractor’s claim was still in litigation
before the Territorial Court of the Virgin Islands, but attempts
continued to force the Authority to release the $450,000
appropriated by Act No. 6388. If this $450,000 is added to the
additional amounts already paid by the Authority, the Authority
will have paid a total of $5.85 million for the Water Bay
development, or about $1.5 million more than the $4.35 million
negotiated construction cost. That represents a construction cost
of almost $101,000 per unit as compared with the $75,000 per
unit negotiated cost for the 58 condominium style apartments. Of
the$1.5milliontotal costoverrun, $1.09 milliondirectly resulted
from special appropriations enacted by the Legidlature.

11



St. Croix Project Had a
$1.3 Million Cost Overrun

A Developer Agreement for $2.66 million was executed in
December 1988 with the contractor for the Work and Rest project
on St. Croix. However, construction of the single-family homes
had not started by September 1989, when Hurricane Hugo struck
theVirginldlands. Therefore, in January 1990, the Authority and
the contractor entered into a new Developer Agreement with the
price remaining the same. Subsequently, during the period of
October 1990 to October 1991, the Authority awarded the
contractor a series of Agreements for Infrastructure Subsidy
totaling $508,000. The two parties eventually agreed to the
construction of 50 units at an average cost of about $75,000 each,
for atotal cost of about $3.76 million for the proposed 50 units.

During the construction of the development, the contractor
clamed that cost overruns occurred primarily because of
implementation of the Uniform Building Code (UBC) after
Hurricane Hugo. However, the contractor did not submit any
contract change orders to address the claimed cost overruns or
provide documentation to justify the claimed cost overruns.
Further, during the period of March 1993 to June 1994, the
Authority disputed all claims made by the contractor. For
example:

- In a March 3, 1993 letter to the Authority’s
then-Executive Director, the Authority’s then-attorney stated,
"Any costoverrunislegally thesole obligation of the devel oper.”

- In a March 12, 1993 letter to the contractor, the
Executive Director stated, "The VIHFA believes that it has
over-extended itself in assisting you not only financially but in
man hours on this project. Please note that in 1989, you begged
for thisproject. VIHFA tried to advise you to decrease the house
size and amenities but you insisted that you could build for
$58,000. At that time, you were offered subsidy of $3,000 per
unit and you accepted. The increase to $18,000 per unit more
than covers Hugo, UBC, etc.”

- Inadune 2, 1994 letter to the contractor’ s attorney, the
Authority’s attorney stated that "the UBC did not apply to the
contractor's residential project, nor did VIHFA agree to
compensate the developer for any additional costs he alleges he
incurred as a result of his aleged compliance. In the event [the
contractor] was required by some other agency of Government to
comply with the UBC, a written change order should have been
negotiated prior to construction to account for any impact on
construction costs. No written change order was negotiated or

12



executed with VIHFA, nor did [the developer] notify VIHFA of
any specific changes which were being made to comply with the
UBC."

Based on the advice of lega counsel, the Authority’s Board of
Directorsinitially opposed any settlement with the contractor that
called for additional payments. For example, during a
August 1994 meeting of the Board of the Directors, the
then-Chairperson stated, "I have difficulty supporting something
that [the contractor] has aready been compensated for, and that
ishehasreceived all the resources set aside fromthe project. He
has not completed his part of the bargain." During the same
Board meeting, the Authority’ sattorney stated that "itisa classic
mismanagement of the project [by the contractor] as it
progressed.”

Degspite these objections, the Authority eventually subsidized the
project by paying $1.3 million against alleged cost overruns.
When added to the amounts previously paid to the contractor, the
construction cost for the 50 single-family homes totaled almost
$5.1 million, or about $102,000 per unit as compared with the
original negotiated cost of about $75,000 per unit. Includedinthe
additional $1.3 million paid to the contractor by the Authority
was $855,000 specifically appropriated by the Legidature, as
follows:

- Act No. 6031, enacted in October 1994, appropriated
$55,000 for "Payment to [the contractor] for Work at Estate Work
and Rest-STX."

- Act No. 6084, enacted in October 1995, appropriated
"the sum of $300,000 fromthe I nterest Revenue Fund established
pursuant to Title 33, Section 30263, Virgin Iands Code, to the
Housi ng Finance Authority for payment to [the contractor] for cost
overruns associated with the construction of affordable housing
units at Estate Work and Rest on St. Croix." A then-Senator
(other than the Senator involved in the Water Bay, St. Thomas
project) was instrumental in the passage of this appropriation.

- Act No. 6226, enacted in April 1998, appropriated "a
principal amount not to exceed $200,000 to [the contractor] for
costs overrun on construction of the Estate Work and Rest
Housing Devel opment.”

- ActNo. 6388, enacted in February 2001, appropriated
"the sum of $350,000 to the Virgin Islands Housing Finance

13



Authority for the purpose of providing afina payment satisfying
alegal claimagainst the Authority by [the contractor].” Inaletter
sent to the members of the Legislature in December 2000, prior
to the enactment of Act No. 6388 (Bill No. 23-0274), the
Authority’s Executive Director stated, "Although both of these
entities[the Water Bay and Work and Rest contractors] have also
received Legidative fundinginthepast, neither of themhasany
legitimate or legal claim against the VIHFA at this time."
(Emphasis in original.) With regard to the Work and Rest
contractor, the Executive Director further stated:

Relative to the proposed appropriation of $350,000,
for [the contractor], we are unaware of any claim
againgt the Authority, as none has been presented.
However, we are aware that he is owed a small
balance from a previously approved appropriation
(Act No. 6088), for which the funds are on reserve
pending drawdown from [the contractor].

Additionally, in an April 2001 letter to the contractor, the
Authority’s Executive Director pointed out that in July 1994, the
contractor and the Authority "agreed to settle [the contractor’s)
cost overrun dispute at Work & Rest for $400,000. Of that
amount, the Authority would be reimbursed $50,000 for surveys
of encroachment errors at the site. The net amount due [to the
contractor is] $350,000." TheExecutiveDirector a so stated that,
despite this settlement agreement, the contractor was pad
$300,000 in February 1996 (pursuant to Act No. 6084) and an
additional $200,000 in August 1998 (pursuant to Act No. 6226).
The Executive Director continued, "Intotal, [the contractor] was
paid $500,000.00. The previous agreement dated July 26, 1994,
was for $350,000.00. Consequently, [the contractor] was
overpaid inthe amount of $150,000.00." The Executive Director
concluded, "There is no evidence of any further ‘legal claims’
against the VIHFA. Therefore, it is our opinion that the
$350,000.00 appropriation approved in Act No. 6388 is not
warranted, and amounts to yet another over-payment to [the
contractor].” According to an Authority official, the Board of
Directors, under pressurefroma current Senator, votedtorelease
the $350,000 to the contractor, with $50,000to be refunded to the
Authority. The net amount of $300,000 was released to the
contractor in July 2001, resulting in atotal cost overrun on the
project of about $1.3 million above the originally negotiated
$3.76 million construction cost.

14



DETERMINATION OF
PARTICIPANT
ELIGIBILITY

Authority Employees
Were Given Interest-Free
Personal Loans Totaling
$60,566

In our opinion, the actions of the Legislature to intervene on
behalf of contractors in business-related disputes with the
Housing Finance Authority contributed significantly to the
increased cost of affordable housing devel opments. Inthe Water
Bay, St. Thomasproject, the Legidature’ sspecial appropriations
resulted in increased costs of about $1.09 million, or almost
$18,800 per unit. In the Work and Rest, St. Croix project, the
Legidature s special appropriations resulted in increased costs
of about $855,000, or more than $17,000 per unit. In both cases,
the contractors had begunlegal proceedings againstthe Authority
for reimbursement for claimed cost overruns and, in both cases,
the Authority was placed in a difficult situation by the special
appropriations enacted by the Legidature. In the future, the
Legidature should avoid involving itself in legal proceedings
between the Authority and contractors and, instead, allow such
legal proceedings to run their course. Without legidative
involvement, the Authority and the contractors in the two cases
cited above may have been able to settle outstanding claims for
lower amounts, to the advantage of the Authority and potential
low income home ownersin the Virgin Idands.

The Housing Finance Authority did not aways ensure that
program participants met igibility requirements and gave some
Authority employeespreferential trestment that was not avail able
to members of the general public. Specifically, wefound that (1)
nine Authority employees were given a total of 21 interest-free
persona loans totaling $60,566, (2) two other Authority
employeesweregivenlower-than-normal pricesand preferential
trestment in the purchase of home lots, and (3) at | east six housing
program participants were given financial assistance although
they did not meet digibility requirements.

During the period of December 1992 to July 1999, the Authority
granted 21 interest-free personal loans totaling $60,566 to nine
different employees. The loans, which ranged from $170 to
$20,000, were used by the employees to pay for building plans
and blueprints, land surveys, tax liabilities, medical and funeral
expenses, vacation travel, computer purchases, and home
improvements.  Further, the Authority did not begin to fully
account for these loans until October 2000. Of the 21 loans, 14
loans with balances totaling $30,866 were entirely paid off and
7 loans with balancestotaling $29,700 remained outstanding. Six
of the outstanding loans with balances totaling $2,650 were
delinquent for periods ranging from 3 months to 6 years. The
Authority did not have formal collection procedures and did not
pursue legal action to collect on any of the delinquent loans.
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Two of the 21 personal loans, totaling $23,500, were made from
the Authority’s Special Fund account, which consisted of funds
set aside primarily for the Self-Help Program, which was
eliminated and merged with the Cistern and Slab Program in
1991. Thetwo loans were asfollows:

- In1994, an employeewasgranted al oan of $3,500 from
the Self-Help Program for "drawings, plans and specs, survey,
and location of bound posts on the lot." The loan was granted
athough the Self-Help Program had been discontinued 3 years
before.

- In 1999, an employee was granted a loan of $20,000
fromthe Self-Help Programfor "plans, blueprints, etc.” Theloan
was granted dthough the Self-Help Program had been
discontinued 8 yearsbefore and the employee had two other loans
that were outstanding and delinquent at the time.

The 19 other personal loans were made from the Authority’s
operating account, which contained funds for the Authority’s
day-to-day operations. For example:

- InDecember 1994, the Authority purchased a computer
for an employee and had the employee sign apromissory note to
repay the funds. The employee repaid the interest free loan in
February 1996. The employee also received two other
interest-free personal loans, one for $4,000 granted in1994 and
asecond loanfor $4,000 granted in 1996. Asof June 2000, these
twoloanswere outstanding and delinquent, and the Authority had
not taken any collection action. In June 2000, the Authority’s
Executive Director wrote aletter to the employee concerning the
delinquent loans. The Executive Director stated, "The Authority
iIsdueto be audited and we are still facing the possibility of being
merged with the other Housing agencies. Y our experience as a
Fiscal Officer should suggestto youthat financial matters suchas
thisneedto be cleared fromour books as soonaspossible, before
we are cited for fiscal irresponsibility.” Theemployee started to
make payments on the loans in July 2000.

- InJune 1995, an employee received an interest free
personal loan of $250. Although the employee never repaid the
1995 loan, he subsequently received two other loans, one for
$175 in 1996 and another for $175 in 1997. The employee
received a fourth personal loan in 1999, this one for $5,000,
athough he had not repaid any of the previous loans. The
employee resigned from the Authority in December 1999, till
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Authority Employees
Were Allowed to Purchase
Home Lots at Below the
Normal Selling Prices

owing the Authority a total of $4,850 on the four loans. The
employee eventually paid off the four loans by November 2000.

- In 1995 and againin 1997, an employee received $800
"cash advances' for medical and funeral expenses, for atotal of
$1,600. The 1997 cash advance was granted athough the
employee had not made any payments on the 1995 advance. The
1995 cash advance remained delinquent without any collection
action being taken by the Authority until April 2000, when the
Executive Director wrote to the employee concerning the
outstanding loans. The employee paid off the 1997 loan in April
1999 and began making payments on the 1995 |oan in June 2000,
and eventualy also paid them that loan.

- In 1997, an employee received aloan of $1,500. She
retiredinMarch 2000, with abalance of $750 still outstanding on
theloan. Asof June 2001, the Authority had not taken any action
to collect the outstanding amount. Subsequent to our audit, the
employee paid off the loan in September 2001.

The Authority should discontinue the practice of issuing personal
loans to employees and take immediate action to collect the
balances of outstanding personal loans. In our opinion, the use of
Authority funds for the purpose of making personal loans to
employeesis amisuse of those public funds.

Nine current or former Authority employees purchased homesor
home lots or received housing assistance fromthe Authority. Of
the nine employees, two received preferential treatment by being
allowed to purchase home lots at priceslessthanavailableto the
general public. Specificaly:

- Anemployeewasallowed to purchaseapreconstructed
home that was used as a model for homes to be built in a
development where the Authority was only selling lots. Thiswas
theonly case, of the developments included inour review, where
a model home was constructed on property designated for lot
sales. Although the Authority sold lots in the development to
eligible individuals for $15,000, the employee was allowed to
make a $500 deposit that was applied to the price of the lot.
Based onavailablerecords, it appearsthat the $500 deposit was
the only amount paid directly by the employee for the land. The
employee aso received $52,000 in assistance from the
Federally-funded HOME Program, consisting of a$42,000 grant
anda$10,000 loan at 1 percent interest. Further, aMay 16, 1996
memorandum from the Authority’ s Director of Federal Programs
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Participants Did Not
Always Meet Eligibility
Requirements

to the Home Ownership Director suggests that an attempt was
madeto conceal the nature of theland purchasetransaction. Inthe
memorandum, the Director of Federal Programs stated, "l told
[the ExecutiveDirector] that, inmy opinion, the best way to avoid
the situation where someone would be ableto draw comparison
between the | ot price charged to her versus charged to the others
is to structure her deal as a package. In other words, give one
price which would include the land and the house; this way, no
one on the outside would really know how much is apportioned
to land versus house.”

- Anemployee purchased a home |ot from the Authority
in February 1998 at a price of $12,500, which was the price at
which the Authority sold other comparable lots within the
development to members of the general public. The employee
originally was given a deferred purchase amount? on the | ot of
$20,000 -- again comparable to the deferred purchase amounts
given for other comparable lots within the development.
However, in April 2000, the employee was awarded a new
deferred purchase amount of $27,500, which effectively reduced
her purchase price for the lot from $12,500 to only $5,000.
Further, the employee received $42,000 in assistance from the
Federally-funded HOME Program, consisting of a$30,000 grant
and a$12,000 loan at 1 percent interest.

The Authority should discontinue the practice of giving its
employees preferential trestment in the purchase of homes and
lots or accessto housing-rel ated financial assi stance because such
action undermines the integrity of the Authority and, in our
opinion, is a violation of the Authority’s public trust. The
Authority’s employees should be required to meet the same
eligibility requirements and abide by the same policies,
procedures, and restrictions that apply to members of the general
public.

The Authority used eligibility ratios established by the U.S.
Department of Housng and Urban Development (HUD) for
Federal Housing Administration (FHA) insured mortgages, the
U.S. Department of Agriculture (USDA) for Rural Development
mortgages, and the Veteran Administration (VA) for VA
mortgages. The Authority also used an in-house eligibility ratio
for land sales. The eligibility ratios measured the percentage of
an applicant’'s gross monthly income devoted to mortgage

2All lots sold by the Authority have a"deferred purchase amount,” which is the difference between the selling price
and the market vaue of the property. Lots are sold to the public at prices below market value, with the Authority

funding the "deferred purchase amount.”
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payments (mortgage ratio) and the percentage of gross monthly
income devoted to all debt payments (debt ratio). For FHA and
Rural Devel opment mortgages, the maximumall owable mortgage
ratio was 29 percent and the maximumallowabl e debt ratio was
41 percent. For VA mortgages and Authority land sales, only the
41 percent debt ratio was used. The Authority also uses
Federally-mandated maximum income requirements that varied
depending on household size and location of property.

We reviewed the case filesfor a sample of 50 individuals who
received housing assistance from the Authority in order to
determine whether they met all eligibility requirements. Of the
50 programparticipants, 40 metthe eligibility requirements, 6 did
not meet the digibility requirements, 3 casefiles did not contain
sufficient income and debt information to determine eligibility,
and 1 case file could not be located. For example:

- A participant was allowed to purchase a home lot in
December 1994 dthough hehad a debt ratio of 76 percent, which
far exceeded the 41 percent maximumallowabl e debt ratio. The
participant’ s account wasfrequently delinquent, sometimes by as
muchas 3 months, and his payment checks wereroutinely returned
by the bank for insufficient funds.

- A participant was allowed to purchase ahome lot for
$20,000 athough her mortgage ratio was 54 percent, which
exceeded the 41 percent maximum allowable debt ratio.

- A participant was alowed to gain higher priority
consideration of her application by using the "priority number”
assigned to her mother, who was the Authority’s Executive
Director atthetime. It appearsthat the Authority did not conduct
areview of the participant’ seligibility, because the casefile did
not contain any income, savings, or credit history information
used to make eligibility determinations. In addition, one of the
checks the individual issued to the Authority for the down
payment on the purchase of land was returned by the bank for
insufficient funds, and the amount of that check was not paid to the
Authority until a year later when the final balance on the land
purchase price was paid off.

We believe that the Authority should adhere to the eligibility
ratios prescribed for Federal mortgage |oan programs and for the
Authority’s own land sales program. In addition, the Authority
shouldensurethat only eligibleclientsreceive assistance because
it appears that clients with mortgage and/or debt ratios that
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MANAGEMENT OF
FINANCIAL
OPERATIONS

Two Housing Developments
Owed the Authority
$809,505

Rental Accounts Totaling
$38,500 Were Delinquent

exceeded the prescribed maximum allowable ratios typically
became delinquent on their loans.

The Housing Finance Authority did not have adequate control
over receivabl es, collections and deposits, and bank accounts and
did not generate sufficient revenues to meet operating expensesor
fund its required infrastructure investments. As a result, the
Authority (1) was owed about $809,500 loaned to a rental
management firm and $38,500 in rental charges, (2) did not have
current and accurate information on the financial status of the
Authority’ s accounts, and (3) was unableto effectively use bond
proceeds totaling $33.7 million that was available to provide
mortgage loans to eligible applicants.

In1998, the Authority loaned $809,505 fromits Federally-funded
HOPE3 account to the Profit Hills and Bethlehem Village rental
developments for rehabilitation of the units. The loans were
made with the approval of HUD, but with the understanding that
thefundswere to be repaid to the HOPE3 account. However, we
found that a repayment schedule had not been established by the
Authority because the rental developments did not have surplus
funds from which to repay the loans and, as of June 2001, no
payments had been made on the loans. The Authority’s
Comptroller told us that in June 2001 the Authority requested
payment inwriting and that a substantial payment on the loanwas
expected soon from the private firm that manages the
developments. The Comptroller a so stated that the Authority did
not request repayment before because the HOPES funds had not
been urgently needed.

The Authority had four rental properties that were managed
internally: an apartment building in Anna' s Retreat, an apartment
at Hillsidde Condominiums, and commercia property in
Frenchtown, all on &t. Thomas, and a apartment buildinginEstate
Concordia on &. Croix that has since been demolished. The
Authority was owed more than $38,500 in delinquent rental
payments from seven tenants in these rental properties. For
example:

- A current Authority employee resided in one of the
properties and owed the Authority back rental payments totaling
$10,690. During the period of September 1, 1997 (the start date
of the lease) to June 25, 2001, the employee made only five
payments totaling $7,750 on the account for accrued rental
charges, late fees, and returned check feestotaling $18,440. The
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Collections and Deposits
Were Not Adequately
Controlled

only collection action initiated by the Authority was a letter sent
to the employee in September 1999, and the employee has made
no payments on the account since July 2000. The employee has
been allowed to continue living in the property athough the
Authority, inaFebruary 4, 1999 letter, notified the employee and
other persons residing in the development that the Authority
would be discontinuing the rental housing operations effective
December 31, 1999 and that the property had to be vacated by that
date. Atthe time of our review, the employee was the only person
residing on the property, asthe other individual s had beenforced
to move out by the Authority.

- A tenant in another Authority property had adelinquent
rental balance of $5,550 since April 2000, and the Authority had
not initiated any collection action.

The Authority’ s Executive Director stated that the only way for
the Authority to receive payment on the delinquent accounts was
to garnishthetenants salariesthroughlegal action. However, the
Authority had obtained a judgment against only one of the seven
delinquent tenants. In our opinion, the Authority should initiate
formal collection action against the other six delinquent tenants.

The Authority did not have adequate controlsover collections and
deposits.  We reviewed receipts for 5 months in 1999 and
5 months in 2000 and found that the Authority did not always
issue receipts in sequential order. For example, receipt
number 531 wasissued on June 14, 1999, but recei pt number 530
was issued on June 16, 1999, or 2 days later. Receipt
number 9381 was issued on August 2, 2000, but receipt
number 9380 was not issued until September 2, 2000, or a month
later. Additionally, receipt numbers 9401 and 9409 were issued
in September 2000, but recei pt numbers 9400 and 9408 had not
been issued and were still in the receipt book.

We also found that in June 1999 the Authority collected $250
from three individuals for priority number fees. However, the
Authority’ saccounting divisiondid not have any record that it had
received the $250 for deposit into the Authority’s operating
account. Becausethe Authority did not maintain alog of incoming
recei pts, there was no way to trace the funds.

We also found at least one instance where the Authority issued a
receipt for funds that it had not received. In this case, an
individual was given a receipt on December 29, 1999 for
payment of a$100 priority number fee. However, the accounting
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Bank Accounts Were
Not Reconciled Timely

Financial Transactions
Were Not Recorded Timely

division could not locate any documentation showing that the
money was deposited. Upon our inquiry, we were informed by
an Authority employee that the receipt was prepared before the
money was received. The client was to have returned at alater
time with amoney order to actually pay the priority number fee.
Although areceipt was issued and a priority number assigned to
the individual, the client never returned to meke the promised
payment. Based on our inquiry, the client’s name was to be
removed from the Authority’s priority applicant list.

Inour opinion, the Authority shouldimplement formal procedures
to requirethat receipts areissued in strict numerical sequenceand
only uponrecei pt of payment and that collections and deposits are
recorded and reconciled on adaily basis.

The Authority had atotal of 16 active bank accounts (13 for local
fundsand 3 for Federal funds). We selected for review arandom
sample of five of the local accounts and also reviewed the three
Federal accounts. Althoughwefound that the bank accountswere
generally under adequate control (checks were issued for
legitimate purposes, wereissued innumerical sequence, andwere
countersigned by two Authority officials), we noted that the bank
accounts were notreconciledinatimely manner. Specificaly, as
of June 2001, none of the 16 accounts had beenreconciled since
December 1999, or a period of 1 1/2 years. The Authority’s
Comptroller told us that reconciliations were not performed
because the individual who had that responsibility had resigned,
and assigning the task to another accounting division employee
would pose a conflict with the duties of those employees with
regard to processing and accounting for checkswrittenagainstthe
accounts. Becausethe monthly reconciliation of bank accountsis
an important element of good internal controls, we believe that,
if necessary, the responsibility for reconciling the Authority’s
bank accounts should be assigned to an employee who does not
work inthe accounting division. Based onour inquiry, theformer
employeewho used to reconcile the bank accounts was rehired in
June 2001 specifically to bring the reconciliations up to date. At
the September 26, 2001 exit conference on the preliminary draft
of this report, the Authority’s Comptroller stated that the bank
account reconciliations had been brought up to date through
August 2001.

We also found that, as of June 2001, the Authority had not
recorded any financial transactions (primarily revenues and
expenditures) to its accounting system for the first 6 months of
calendar year 2001. As a result, the Authority’ financia
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Revenues Were Not
Sufficient to Cover
Operating Costs and
Fund Infrastructure
Investments

managers did not have basi ¢ accounting information necessary to
effectively manage the Authority’s financial operations. The
Comptroller stated that he was always able to keep track of the
financia status of the Authority’ svarious bank accounts because
he kept close watch over the bank statements. However, the
Authority had 16 active bank accounts, making it extremely
difficult for one individual to keep track of the Authority’s
finances on a consistent basis without up-to-date postings to its
accounting system. At the September 26, 2001 exit conferenceon
the preliminary draft of thisreport, the Authority’s Comptroller
stated that the recording of financial transactions had been brought
up to date through August 2001.

The Housing Authority did not generate sufficient revenues to
meet its operating needs or to fund required infrastructure
investments. Infrastructure funds were critical to the Authority
because they allowed the Authority to finance the construction of
roads and other basic infrastructure improvements necessary to
make Authority land ready for sale to potential home owners or
for construction of housing units by potential developers.
However, as of the end of fiscal year 2000, the Authority’s
infrastructure fund had a balance of only $230,321 and the
Housing Trust Fund established by the Low and M oderate Income
Affordable Housing Act had not been funded and had a $0
balance. Additionally, the Authority’s revenues totaled only
about $280,000 in fiscal year 1999 and $590,000 in fiscal year
2000, while annual payroll costs aone totaled more than
$960,000. As a result, the Authority could not pursue the
development of land at Estate Solitude on St. Croix and at Abbey
Hill and Estate Fortunaon St. Thomas. To further exacerbate the
Authority’s financial problems, it owed the Government of the
Virgin Islands about $3 million for prior year payroll costs, the
Government Employees Retirement System about $25,000 for
employee retirement contributions, and the Virgin Idlands Water
and Power Authority about $257,000 for electrical and potable
water service.

Because it did not have funds to make infrastructure
improvements for new housing devel opments, the Authority was
unable to effectively use as much as $33.7 million that had been
available through two bond issues for the issuance of mortgage
loans to potential home owners. For example:

- In 1995, the Authority issued $27 million in bonds for
low and moderate income housing mortgages. However, the
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Former Authority Board
Member May Have
Violated Conflict of
Interest Laws

Authority used only $6.2 million beforethe bondsexpired and the
remaining $20.8 million had to be refunded to bondholders.

- In1998, the Authority againissued $15 millionin bonds
to finance low-interest mortgage loans to potential low and
moderate income homeowners. However, the Authority only used
$2.1 million for its intended purpose and, as of June 2001, the
remaining $12.9 million balance remained avail able but unused.

One aternative that might be availabl e to the Authority to finance
critically-needed infrastructure improvements at proposed
housing devel opment sites is to tap some of the smaller accounts
(with fiscal year 2000 balances ranging from $299,870 to
$422,330) that the Authority has set aside for other
housing-related purposes. Aslong asthese other accountsare not
legally restricted the purposes for which set aside by the
Authority, the funds could provide "seed money" to help jump-
start proposed housing devel opments, thusboth assisting potential
low and moderate homeowners and helping to improve the
Authority’ s recurring revenue stream.

On February 5, 1999, an attorney, who was a member of the
Authority’s Board of Directors at the time, wrote to the
Authority’ s Executive Director stating that she was willing to
honor arequest of the Board that she providelegal servicesto the
Authority. The attorney agreed to provide the services for a
retainer fee of $7,500 and at an hourly rate of $175. Theretainer
fee of $7,500 was paid to the attorney on February 8, 1999.

Questions soon arose as to whether the Board had actually
requested the attorney’ s services and as to the appropriateness of
the contract. On April 16, 1999, the Authority’s legal counsel
provided a legal opinion in which she concluded that "based on
the law and the By-Laws of the Authority, [the attorney] was not
authorized to enter into any contractual arrangement with the
Authority for the rendering of legal services. Her letter of
February 5, 1999 was a fraudulent misrepresentation and
consequently, she must return the money to the Authority.” The
Authority’s legal counsel also concluded that "[the attorney’s|
action violates Section 1102 of Title 3, V.I.C. Chapter 37
(Conflicts of Interest) and is subject to further actionas provided
in Section 1108."

On April 23, 1999, the Authority’s Executive Director wrote to

the attorney, requesting that the $7,500 retainer fee be returned to
the Authority. On October 28, 1999, the Executive Director
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wrote to the Chairman of the Board of Directors, indicating that
several attemptsto recover the $7,500 had been unsuccessful and
that the matter had beenreferred to the Attorney General’ s Office.
At the September 26, 2001 exit meeting on the preliminary draft
of this report, the Authority’s Acting Executive Director stated
that the $7,500 retainer fee had still not been recovered.

RECOMMENDATIONS

TO THE VIRGIN
ISLANDS HOUSING
FINANCE AUTHORITY

We recommend that the Board of Directors of the Virgin Islands
Housing Finance Authority require the Executive Director to:

1. Ensure that the competitive procurement procedures
contained in the Virgin Islands Code and in-house policies,
including the existing contractor evaluation committee, are used
for all of the Authority’ s procurement actions or that the reasons
why the competitive procurement procedures were not used are
fully documented in the appropriate contract files.

2. Require that affordable housing contractors submit
formal change order requests to fully document and justify any
claims for cost overruns and that payments to contractorsfor cost
overruns are not released without such documentation.

3. Ensure that only applicants who meet eligibility
requirements applicable to Federal and in-house housing
programs administered by the Authority areallowed to participate
in those programs.

4. Develop comprehensive guidelines for handling
applications for housing assi stance from Authority employeesto
ensure that such employees are not given preferential treatment
not available to members of the general public. Consideration
should also be given to requiring that the two employees
discussed in the finding pay the appropriate additional amounts
for the land they purchased from the Authority.

5. Immediately discontinue the practice of alowing
empl oyeesto obtainpersonal |cansfromthe Authority’ saccounts.

6. Initiate collection action against al delinquent

borrowers and tenants to recover outstanding balances due the
Authority.
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TO THE LEGISLATURE
OF THE VIRGIN
ISLANDS

AUDITEE RESPONSE

7. Develop comprehensive guidelines for the cash
collection process to ensure that recei pts are issued in sequential
order and only at the time of collection, receipts are promptly
deposited, and that collections and deposits are reconciled on a
daily basis and any differences investigated.

8. Assignthetask of performing monthly reconciliations of
bank accounts to a qualified employee who does not have
accounting or custodial responsibilities related to the bank
accounts.

9. Take immediate steps to ensure that financial
transactions, including revenues and expenditures, are posted to
the Authority’ s accounting system on aregular (at least monthly)
basis.

10. Submit aformal request to the Governor of the Virgin
Islands for funding to serve as "seed money" to finance
infrastructure improvements needed to facilitate the construction
of affordable housing devel opments.

11. Formally followup with the Attorney General to
determine the status of the attempts to recover the $7,500 retainer
fee paid to a former Board member and to urge the Attorney
General to initiate legal proceedings against the former Board
member for recovery of the $7,500 retainer fee and for possible
violation of the conflict of interest laws contained in the Virgin
Islands Code.

We also recommend that the Legidature of the Virgin Idands:

12.  Discontinue the practice of directly appropriating funds
for payment to affordable housing contractors without the input
and concurrence of the Authority’s Board. In addition, the
Legidature should allow the judicial process to work, without
legidative involvement, in cases of disputes between the
Authority and affordable housing contractors.

TheNovember 19, 2001 response (A ppendix 3) to the draft report
fromthe Virginldands Housing Authority expressed concurrence
with 10 of the 11 recommendations addressed to the Authority.
However, the response expressed nonconcurrence with
Recommendation 10. Additionally, we did not receive a
response to Recommendation 12 from the Legislature of the
Virgin Idlands.
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OFFICE OF
INSPECTOR
GENERAL REPLY

Based on the Authority’s response, we consider
Recommendations 1, 2, 3, 5, 6, 8, 9, and 11 resolved and
implemented; Recommendations 4 and 7 resolved but not
implemented; and Recommendation 10 unresolved (see
Appendix 4). Inaddition, because we did not receive aresponse
from the Legidature, we consider Recommendation 12
unresolved (see Appendix 4).

Recommendation 10. Nonconcurrence.

Authority’sResponse. The Authority did not concur with
the recommendationto "consider the possibility of transferring a
portion of the unobligated funds from the Authority’s
discretionary accounts to the infrastructure fund to serve as ‘ seed
money’ tofinanceinfrastructureimprovementsneededtofacilitate
the constructionof affordable housing developments.” However,
the Authority did agree that without funding for infrastructure
improvements, it could not effectively use bond proceeds that
were available to finance loans and grants to potential low
income housing home owners. The Authority stated that the
Government of the Virgin Isands should provide adequate
funding to carry out the affordable housing program.

Office of Inspector General Reply. In light of the
Authority’ s response, we have revised Recommendation 10 and
request that the Authority consider the revised recommendation
(see Appendix 4).
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APPENDIX 1 - MONETARY IMPACT

FINDING AREAS

Selection of Development
Contractors

Determination of Participant
Eligibility

Management of Financia
Operations

Total

* Amounts represent local funds.
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FundsToBePut Unredized Questioned
To Better Use* Revenues* Cogts*
$2,800,000
30,866 $29,700
33,700,000 848,250 $7,500
$36,530,866 $877,950 $7.500



APPENDIX 2 - PRIOR AUDIT REPORTS

The October 1989 audit report "Housing Programs, Housing

OFFICE OF INSPECTOR Finance Authority, Government of the Virginlslands' (No. 90-09)

GENERAL REPORT

stated that the Authority did not effectively manage its housing
programs and account for funds. Specifically, athough the
Authority had successfully issued bonds of $22.6 millionin1985,
it did not finance planned home mortgages with bond proceeds,
and all of the bonds wereretired in 1988. The report also stated
that the Authority had not implemented sufficient financial and
operational controls before the bonds were issued and therefore
did not accomplish its housing goals. Also, the Authority lost
approximately $78,000 by issuing the bonds and subsequently
retiring them without making use of the bond proceeds. Our
current audit also disclosed that bonds of $27 million issued in
1995 and $15 million issued in 1997 were not fully utilized.
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APPENDIX 3 - RESPONSE TO DRAFT REPORT

HOUSENG 210-34 Altona » Frostca Bullding, Qne Stop « PO, Box 308760 « S Thomas, i D0AN3

E‘:!NANGE - Telaphone: (340) 774-2481 » Fax; (340) 775-7913
n g

November 19, 2001

Mr. Arnold E. van Beverhoudt, Jr.
Audit Manager for Insular Arcas

United States Department of the Tnterior
Office of Inspector General

Insular Arega Audits

Federal Building, Room 207

St Thomas, Virgin Islands 00802

Subject: Draft Audit Report “Virgin Islands Housing Finance Authority”
(Assignment No, V-IN-VIS-001-01-IM)

Dear Mr. van Beverhoudt:

Enclosed please Iind the Housing Finance Authority’s response to the above-menrtioned
audit. While the audit, for the most part. depicted an accurale picture ol the Aunthority,
several of the defliciencies identified were from the period dating back to the Authority’s
creation and were corrected more than 10 years ago. For example, in the early 1990 the
Authorily redeveloped its Affordable Housing Developer's Apreement and Housing
Development Guidelines to address the problems associated with cost overrun and change
orders Itom developers. In addition, the procurement procedures which the audit stated were
bypassed, dated back primarily to the first few developments thal the Authority developed
in an ellort 1o jump start the affordable housing program.

Other parts of the report highlighted areas where the Authority needs to improve upon. It's
important to note, however, that all of the deliciencies noled predates the present Tnterim
[ixecutive Director. Nonetheless, for these deficicncics the Authority has initiated or is in
the process of initialing the recommended corrective actions,

‘The Board ol Directors appreciates this audit of the Authority and guarantees that the
deficiencies noted will be corrceted.  Should you have any questions concerning this
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Amold E. van Beverhoudl, It
MNovember 19, 2001
Page 2

response, please feel free to contact me at (340) 774-0235 or Mr. Clifford Graham. the
Interim lixecutive Director, at (340) 774-4481.

Sincerely,

' Wi
(}/LO[ W L@h;ﬂw

Ira M. Hobson
Chairman, VIHFA Board of Directors

Enclosure
x¢:  Governor of the U. 8. Virgin Islands
Senate President, [egislature of the Virgin Islands

VIHFA Board Members
Interim Cxecutive Director, VIHFA
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VIRGIN ISLANDS
HOUSING FINANCE AUTHORITY

RESPONSE TO
V-IN-VIS-001-01-M
DRAFT AUDIT REPORT
BY

U. S. DEPARTMENT OF THE INTERIOR
OFFICE OF INSPECTOR GENERAL

NOVEMBER 19, 2001
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SELECTION OF DEVELOPMENT CONTRACTORS

Use of competitive procurement procedures to select development
contractors

From the inception of the Authority, a mandate was given to the agency to jump start
an affordable housing program in the Territory. Unlike other U.S. jurisdictions, the
Virgin Islands lacks developers that produce affordable housing as their mainstream.
Instead. most developers prefer to construct moderate income custom housing where
the profit margins are much greater than the low-end housing. The Cxecutive Director
at the time held several meetings with potential developers about the possibility of
developing the Authority’s property with affordable housing. As aresult, developers
were chosen to implement and construct the Agency’s first set of affordable housing
developments.

By the early 1990's, however, the Authority established and followed the Virgin
Islands Code, Title 31 and other in-house policics, as they relate to the procurement
procedures. All projects were and continue to be advertised in newspapers of general
circulation in the Virgin Islands. Bids/proposals are evaluated according to specific
written criteria and subsequently contracts arc awarded. [n the one recent deviation
from standard procurement procedures, in 1999, in responsc Lo pressures from an
elected official, a surveying contract for the design and surveying of Authority’s
property at Lstate Solitude, St. Croix was fast tracked in an attempt to satisfv a
mandated deadline; as a result, some provisions of the procurement process were
inadveriently bypassed. The contract amount, although higher than the lowest
solicitation obtained in 1997, reflected an overall change in the original scope of work
to include a complete redesign of the subdivision drawings. This redesign was
necessary to maximize the full use of the site.

The Authority concurs with Recommendation No. 1. (“Ensure that competitive
procurement procedures contained in the VIC and in-house policies are used for all
of the Authority’s procurement™). Although the Authority has been in general
compliance with these policies for the past 10 years, the Authority will be adding the
task of procurement officer 1o a current employee in order to help ensure that these
policies are strictly observed. This emplovee has received some training and will
continue Lo reeeive training to ensure that all of the Authority’s solicitations and
purchases follow proper procurement procedures. This employee, Ms. I
. 1o commenced her added responsibilities effective November 2, 2001,
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Project Cost Overruns:

The cost overruns as identified in the two developments, Waterbay Villas (St.
Thomas) and Work and Rest (5t. Croix) are unique and rare. Both developers,
I - D . (cspcctively, resorted to political
maneuvering to obtain repeated L.cgislative appropriations for their baseless claims
against the Authoritv. Once approved by the Legislature, these appropriations were
endorsed by the Authority’s Board of Directors and subsequently paid fo the
developers despite the opposition of the legal counsel and Executive Directors at the
time.

In 1993, the Authority revamped its Housing Development Guidelines and Affordable
Housing Development Agreement to address the problems experienced at these two
developments. Within the new Developers Agreement, clear parameters were
established relative to a process for contract changes and procedures for resolution
of disputes between developers and the Authority. ‘This agreement also established
an interest-bearing cscrow account of $2,000.00 from the sale of every unit to be held
for a period of one year to ensure that all warranty repairs are completed by the
developer,

By the revision of the Affordable Housing Development Agreement, the Authority
has already taken the necessary steps, as outlined in Recommendation No. 2.
“Affordable housing developers must submit formal change order requests to fully
document and justify any claims for cost overruns and payments to contractors for
cost overruns are not released without approvals of such documentation.” It is
apparent that the revisions to the Affordable Housing Developers Agreement have
been effective because, since the implementation of the revised Agreement, no
developers have claimed cost overruns and no payments have been made for claims
not properly documented and approved.

DETERMINATION OF PARTICIPANT ELIGIBILITY

Two Employees Purchased Homes/ Lots at Below Normal Selling Prices

In 1998, an employee was allowed to purchase a home which had been constructed
as a prototype for homes Lo be built by the Authority. This occurred after an interested
developer approached VIHFA with a proposal to build affordable homes using an
innovative building system. From time to time, the Authority routinely offered
serious inquirers the opportunity to construct a model home so that the proposed

2
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building system and construction management approach could be evaluated. The
locations of the model homes are driven by rcady access Lo a buildable lot,
infrastructure in place, etc. Upon completion of the model home, the unit is sold to
a client of the Authority.

In the above-mentioned case, the employee was allowed to purchase the
preconstructed home as a turnkey sale transaction. (It should be noted that the
employee met all program eligibility and qualification requirements relative to being
a V.1. resident, a first-time homebuyer, a duly registered and qualified applicant with
a priority number). A review of'the Authority’s records will show that in the typical
transaction involving the sale of a turnkey home (rather than sale of a plot of land).
the Authority routinely realized $5,000 for the land at closing. This was a
longstanding administrative decision (dating back to the earliest VIIFA
developments) which was required in order to keep the cost of the home affordable
to purchasers. In this case, the Authority realized $5,000 for the land as consistent
with all other turnkey home transactions. The employee made a §500 deposit up-
front with the balance ($4,500) having been paid at closing. (Please refer to closing
statement attached).

In another case, an employee contracted to purchase a house plot from the Authority
mn 1998 for a selling price of $12,500.00 with a deferred purchase amount of
$20,000.00, as is customary for lot sales transactions in the St. Thomas/St. John
district. In seeking construction financing, the employee applied with the UUSDA -
Rural Development. Rural Development subsequently referred the applicant to the
Authority’s Pederal Programs Division for sccondary financing to complete the
financing package. The Authority recognized that a reduction in the land cost would
reduce the amount of subsidy financing which would be required. Given that the land
was being purchased from the Authority, the then Executive Directive made a
judgement call to restructure the sales terms such that the up-front price was reduced
while the deferred purchase amount was increased to $27,500.00. This was done to
minimize the amount of federal assistance that was required while assisting the
applicant in making her home ownership dream a reality. The deferred amount acts
as a soft second mortgage (duly recorded as a lien against the property) which is fully
rccoverable by the Authority if the lot is sold at a later date.

With respeet to the federal assistance which was received by two employees, the
employees were subjected to the samc high standard of eligibility determination as
in any other cases. A review of the overall pool of federal assistance cascs reveals
that neither the amount nor the terms of the assistance which was provided to the
employee-applicants were unusual or exceptional in any way.
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The Authority agrees with Recommendation No. 4 and will develop guidelines for
handling applications from the members of the Authority’s staif to ensure that
cmployees do not receive any benefits which can be perceived as resulting from
preferential treatment. These guidelines will be developed by the Dircctor of Home
Ownership, Ms. Lisa Richards, with assistance from the Interim Executive Director
and will be in place by early 2002.

Participant Eligibility Requirements

While the Authority has consistently adhered to the eligibility guidelines in its
federally-regulated loan programs, there apparently have been some sporadic
incidences of deviation from qualification criteria in the lot sales program in the past.
In the early history of the program, it was apparently thought that the lot salcs
program did not need to meet stringent criteria since it was an in-house program and
as such, the loans were nol governed by federal guidelines. However, since then. the
Authority has implemented standardized guidelines to protect the interest of the
Authority while still achieving a program which works for the target clientele. The
baseline parameters which have been adopted have heen modeled after lending
industry guidelines whereby the maximum qualifying ratios are 29%/41%.

The Authority acknowledges Recommendation No. 3 and is pleased to report that il
has already established guidelines which ensure that only those clients who mect
standard qualifying ratios are allowed to participate.

MANAGEMENT OF FINANCIAL OPERATIONS

Monies Owed the Authority by Two Housing Developments

In 1998, the Authority lent $809,503 from its federally-funded HOPE 3 account to the
Profit Hills and Bethlehem Village rental developments for rehabilitation of the unils.
The Profit Hills and Bethlehem Village projects are both owned by the VIHFA. The
loans were made with the approval of HUD, but with the understanding that the funds
were to be repaid to the 110PE 3 account. Two loans were made o accomplish
rehabilitation of the units.

There has never been any doubt that the funds are loans which must be repaid to the
HOPE 3 account. The entire transaction was incorporaled into the financial
statements for euch respective project. The debt owed to VIHFA's TTOPE 3 fund is
recorded on the books of the respective projects [Reference: Page 3 of Balance Sheet,
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Liabilities (Long-lerm Debts), Acct. No. 2340 (*Loan Payable: HOPE funds™)]. The
existence of these items on the books of the projects evidences the fact that the loans
are recognized and will be repaid.

A formal repayment schedule was not established hecause the premise of the loans
was that cach project would repay its respective loan when the financial condition of
the respective project became such that the debt service payments could be made
either from surplus operating funds or from the proceeds of sales of the units upon
conversion fo home ownership (as had been planned). Initially, operating surplus
funds were reinvested in the project in order to continue the rehabilitation effort. In
addition, some surplus funds were also utilized to augment necessary reserves such
as those for property insurance. As of this date, the home ownership conversion has
not been realized because it is still pending final approval by HUD. In light of the
indication that the HUID’s decision-making process will be a lengthy one, the decision
was made earlier this year to proceed with the request for establishment of a payment
schedule commencing as soon as possible; the plan is to utilize the operating surplus
as the funding source, 1o the extent that funds are now available.

Delinquent Rental Accounts

The Housing Finance Authority has not always been diligent in its efforts to collect
outstanding rent from our internally managed units and agrees with Recommendation
No. 6 - “Initiate collection action against all delinquent borrowers and tenants (¢
recover outstanding balances due the Authority.” As such, all delinquent borrowers
and tenants have been identified and legul actions have commenced, through the
Agency’s Legal Counsel, to recoup these outstanding funds. Since the
comnmencement of collection actions, one delinguent tenant has been brought up (o
date and another has begun payment, by payroll deduction, on the unpaid balance.

Collection and Depaosits Were Not Adequately Controlled

The Authority did not always adequately control the collection and deposit process.
As revealed in the andit, there were several instances where receipts were written out
of’ sequential order in error. Whenever this error of omission was discovered by the
Authority’s staff, the overlooked receipt was used as a means of saving the receipt
with no consideration of the ramifications of its being issued out of sequential order.

In another incident, an Authority staff member wrote a receipt without first receiving
payment. This mistake occurred when a client returned an application to the Authority
and was being processed for a priority number when it was discovered that the client

h
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did not have the application fee in the requisite form of payment (check or moncy
order). Given that the employec had already begun writing the receipt, and in light
of the [act that the applicant promised to visit a nearby facility to obtain a money
order, the receipt was held in abeyance. The client failed to return and, in an
administrative oversight, his name was not removed from the Authority’s priority
applicant list until recently.

The Authority concurs with Recommendation No.7 and will strengthen its collections
and deposits process by developing and implementing comprehensive guidelines for
the cash collection process. These guidelines will ensure that receipts are issued in
sequential numerical order and only at the time of physical collection of money.
These guidelines will also ensure that monies collected are promptly deposited with
collection and deposits being reconciled on a daily basis.

The Director of Home Ownership, Mrs. Lisa Richards, will spearhead the
development of these guidelines with input from the Interim Assistant Executive
Director. These guidelines will be implemented by January 2002, In the interim, the
Authority’s staff has been directed to pay keen attention to the issuance of receipts
and to issue receipts in sequential order only when payments are received. Further,
in the event that a receipt is overlooked in error, staff has been instructed to void the
missed receipt in order to prescrve the sequential order.

Tardv Reconciliation of Bank Accounts

The audit found that during the 1% year period from December 1999 to June 2001,
the Authority’s 16 active bank accounts were not reconciled in a timely manner. This
occurred after the resignation of a key Fiscal Division employce Iefl the division
critically short-staffed. Because of the need to maintain the separation of certain key
accounting functions, the lask of reconciliations could not be assigned to other
division employees without causing a potential violation. Although it was thought
that the Controller could pick up the task, eventually it was recognized that the
assuming of this task along with the other responsibilities of his position was
impossible. InJune 2001, the Authority rehired a former employee, Mr. I
whose responsibilities include, among other tasks, the reconciliation of all bank
accounts monthly. Since Mr. [l re-employment, all accounts reconciliations
have been brought up-to-date.

The Authority concurs with Recommendation No.8, and has accomplished this task.

To ensure coverage of this responsibility, an alternate employee, outside of
accounting, has been identified and will be trained.
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Delayed Posting of Financial Transactions

The Authority did not remain current with its posting of financial records (primarily
revenucs and expenditures) to the accounting system. This was the direct result of
luck of management oversight of this area. The Authority does concur with
Recommendation No. ¢ and the Interim Executive Dircctor has issued a direclive (o
the Fiscal Division to ensurc that postings are done on a weekly basis. Posting to the
svstem will be completed every Friday for the week prior. All postings will be
monitored to ensure compliance with the directive.

Revenues Insufficient to Cover Operating Cost and Infrastructure
Investments

While it is a fact that the VIHFA did not generate sufficient revenues to meet its
operating needs or to fund required infrastructure investments, it should be pointed
out that the VIHFA’s program has been negatively impacted by the withdrawal of key
outside funding sources. When the Housing Finance Authority was created in 1981,
it was given a mandate to produce affordable housing for low to moderate income
persons. To help make this mandate a reality, the Housing Development Trust Fund
was established in 1990 with an initial opening balance of approximately
$1,390,000.00. This fund was the primary source of infrastructure subsidy
($10,000.00 per unit) that would help defray the cost of construction al each
development and enable the units to be sold at affordable prices. The legislation
creating the Trust Fund also stipulated that a portion of the annual property taxes of
the units developed by the Authority be set aside as a mean of replenishing this fund
for future developments.

In recent vears, the legislative and executive branches have not provided sufficient
appropriations for infrastructure funding as had been customary since the inception
of the VIHFA. Further, no tfunds have been deposited to the Trust Fund account since
the initial allocation. The tracking and deposit of the property taxes to the Housing
Trust Fund are functions of the central government, primarily the Office of the
Lieutenant Governor - Division of the Tax Assessor and the Department of Finance.
Because the required portion of the property taxes has never been deposited as
prescribed by law, the Trust Fund has had a zero balance since the mid 1990s. Asa
result, the infrastructure funding required to jump start and subsidize affordable
housing developments has not been forthcoming and the Authority’s developments
have heen stalled.
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The Authority’s annual allocation from the central government averages
approximately $400,000.00 which represents approximately 28% of its overall
budget. Funding for the remaining 72% is realized from thc salc of land in the
Authority’s developments and from the collection of miscellaneous fees. The
anticipated revenue from the various stalled developments has not been realized, this
has contributed to the Authority’s operational deficit and undenutilization of the
Mortgage Revenue Bonds floated in 1995 and 1998.

The Authority disagrees with Recommendation No. 10 - “Consider the possibility of
transferring a portion of the unobligated tunds from the Authority’s discrctionary
accounts to the infrastructure fund to serve as “seed money™ to finance infrastructure
improvements needed to facilitate the construction of affordablc housing
developments”. Tnstead, the Authority believes that the Affordable Housing Program
should be funded to help create 1lome Ownership opportunities throughout the
Territory. In the Consolidated Plan developed by the Government of the Virgin
Islands for the Territory, “expansion of homeownership economic activities and
sustainable neighborhoods through production of new mixed-income/mixed-use
neighborhoods” ranked second among the long term objectives and goals for the next
five years.

In light of the rising cost of construction in the Terrilory coupled with the limited
purchasing power of our clientele, heavy subsidization of housing costs is essential.
As such, funding for the affordable housing program must become a priority of the
Government of the Virgin Islands. 1f infrastructure funding is provided, more units
can he huilt realizing more operating revenue for the Authority. Once the Authority
is able to become more consistent in its production of affordable housing
developments, eventually more monics will be available for additional infrastructure
investments. An added benefit will also be full utilization of any Mortgage Revenue
Bonds which may be floated in the future.

Interest-free personal loans fo Authority employees

Beginning in the late 1990's, the various Executive Directors of the Authority have
given discretionary interest-free loans and self-help loans to employees. These loans
ranged from $170.00 to $20,000.00 and were issued from the Authority’s in-house
funds. Of Lhe seven loans outstanding as of the writing of'the audit report, three were
paid oIT by early November 2001 and one is scheduled to be paid off by the end of
Deccember 2001. Of the remaining three loans, one was pranted from the discontinucd
Self-Help Program and is secured by a First Priority Mortgage on the individual’s
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property. The last two loans are held by one employee and are presently current and
are being paid by payroll deduction.

The practice ot providing interest tree employee loans was likely an error in judgment
by the previous Executive Directors and a policy not endorsed by the present Interim
Executive Director. Thus, the Authority strongly agrecs with Recommendation No.
5 and has already discontinued the practice of allowing employees to obtain personal
loans from the Authority’s in-house account. A resolution creating a policy which
prohibits the Executive Director from issuing personal loans to employees has heen
drafted and will be presented to the Authority’s Board of Directors at the next
scheduled Board meeting. In addition, the present Interim [ixecutive Director has
initiated steps to recover the remaining outstanding loans.

Conflict of Interest by Former Board Member

On February S, 1999, a private citizen member of the Authority’s Board of Directors,
who was an allorney, wrote to the previous Executive Director offering to provide
legal services for the Board of Directors specifically as it related to rendering an
opinion on the proposed merger of the three housing agencies. The letter requested
a $7,500.00 rctainer fee payable upon approval of the engagement letter. On or about
February 8, 2001, the engagement letier was signed by the then Executive Director,
On February 8, 2001, the retainer fee was issued to the attorney board member and
cashedthe following day. Subsequently, the previous Executive Director learned that
the board member had not resigned from the Board and was not engaged by the Board
to perform legal services as had been represented. Although a letter requesting the
return of the $7,500 retain fec was delivered by a process server, the member never
responded. The member’s position was cventually declared vacant by virtue of her
apparent breach of public trust. 'The matter was turned over to the Attorney General’s
Office of the Virgin Islands thercaficr, At present, the whereabouts of the former
member are unknown and the matter remains unrcsolved.

The Authority agrees with Recommendation No. 11 and has initiated communications
with the Attorney General’s Office to follow-up on this matter. On May 20, 1999 and
October 25, 2001, formal correspondences were forwarded to the Attorney General’s
Office with several telephone dialogues transpiring since those dates. At present, the
Authority awaits a formal response from the AG relative to the status of this matler.
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APPENDIX 4 - STATUS OF RECOMMENDATIONS

Finding/Recommendation

Reference Status Action Required
1,2,and 3 Implemented.  No further action is required.
4 Resolved; not Provide this office with supporting
implemented.  documentation upon completion of guidelines for
handling applications from Authority employees.
5and 6 Implemented.  No further action is required.
7 Resolved; not  Provide this office with supporting
implemented.  documentation upon completion of guidelines for
handling collections and deposits.
8and 9 Implemented.  No further action is required.

10 Unresolved.  Consider the revised recommendation and
provide aresponse that includes a plan of action
including the target date and title of the official
responsible for implementing the
recommendation.

11 Implemented.  No further action is required.

12 Unresolved.  Provide aresponse from the Legidature that

includes a plan of action including the target date
and title of the official responsible for
implementing the recommendations.
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Mission

The misson of the Office of Inspector General (OIG) is to
promote excellence inthe programs, oper ations, and management
of the Department of the Interior (DOI). We accomplish our
mission in part by objectively and independently assessing major
issues and risks that directly impact, or could impact, the DOI’s
ability to carry out its programs and operations and by timely
advisng the Secretary, bureau officials, and the Congress of
actions that should be taken to correct any problems or
deficiencies. In that respect, the value of our servicesislinked to
identifying and focusing on the most important issues facing DOI.
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Fraud, waste, and abuse in Government are the concern of
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Washington Metro Area 202-208-5300
Hearing Impaired 202-208-2420
Fax 202-208-6023
Caribbean Region 703-487-8058
Northern Pacific Region 671-647-6060
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