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FROM: Ronald J. Hosking, Regional Inspector General for Audit, 7AGA

SUBJECT: The City of St. Louis, Missouri, Used HOME Program Funds to Provide
Excessive Development Subsidies

HIGHLIGHTS

What We Audited and Why

We audited the City of St. Louis (City) because it received more than $4 million
in HOME Investment Partnerships Program (HOME) funding in 2007, making it
the highest funded city in our region. Our audit objective was to determine
whether the City used HOME funds for reasonable and necessary development
costs.

What We Found

The City used HOME funds for costs that were not reasonable and necessary to
produce housing for low-income families. It did not establish adequate controls
to ensure that it determined the proper amount of subsidy for HOME-funded
development activities. As a result, it was unable to assist additional low-income
families.



What We Recommend

We recommend that the U.S. Department of Housing and Urban Development

(HUD) require the City to design and implement a process to ensure that HOME-
funded project costs are reasonable and necessary.

For each recommendation without a management decision, please respond and
provide status reports in accordance with HUD Handbook 2000.06, REV-3.

Please furnish us copies of any correspondence or directives issued because of the
audit.

Auditee’s Response

We provided the draft report to the City on September 12, 2008, and requested a
response by September 26, 2008. It provided written comments on September 26,
2008.

The City generally disagreed with our audit conclusions. The complete text of the
auditee’s response, along with our evaluation of that response, can be found in
appendix A of this report.
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BACKGROUND AND OBJECTIVE

HOME Program

The HOME Investment Partnerships Program (HOME) is authorized under Title Il of the Cranston-
Gonzales National Affordable Housing Act, as amended, and is funded for the exclusive purpose of
creating affordable housing for low-income households. HOME funds can be used to provide home
purchase or rehabilitation financing assistance to eligible homeowners and new homebuyers, build
or rehabilitate housing for rental or ownership, or for other reasonable and necessary expenses
related to the development of nonluxury housing. Program funds are allocated to units of general
local government on the basis of a formula that considers the relative inadequacy of each
jurisdiction’s housing supply, its incidence of poverty, its fiscal distress, and other factors.

City of St. Louis

The Community Development Administration (CDA) was created by the mayor of St. Louis in
1974 and is now responsible for administering federal funds for housing, community, and economic
development programs that strengthen the City of St. Louis and its neighborhoods. The CDA
manages the HOME program and also contracts with local government agencies, nonprofits, and
private firms to carry out its housing development, home repair, homebuyer assistance, business and
economic development, public facility improvement, historic preservation, and social service
programs.

In 2006 and 2007, the City’s HOME program provided funding for home repairs ($2.7 million) and
housing production ($4.7 million). In its housing production program, the City used HOME funds
for development subsidies (“construction gap”), which represents the difference between the cost
to develop housing and the market price. Additionally, the City used HOME funds to provide
downpayment assistance to eligible families.

We audited the City of St. Louis (City) because it received more than $4 million in HOME
funding in 2007, making it the highest funded city in our region.

Our audit objective was to determine whether the City used HOME funds for reasonable and
necessary development costs.



RESULTS OF AUDIT

Finding 1: The City Used HOME Funds for Excessive Development
Subsidies

The City used HOME funds for costs that were not reasonable and necessary to produce housing
for low-income families. It did not establish adequate controls to ensure that it determined the
proper amount of subsidy for HOME-funded development activities. As a result, it was unable
to assist additional low-income families.

Excessive Subsidies

The City used HOME funds for costs that were not reasonable and necessary to
produce housing for low-income families. Regulations at 24 CFR [Code of
Federal Regulations] 92.505 require the City to meet the requirements of Office
of Management and Budget Circular No. A-87. The circular requires that costs be
necessary and reasonable for proper and efficient performance and administration
of federal awards. A cost is reasonable if, in its nature and amount, it does not
exceed that which would be incurred by a prudent person under the circumstances
prevailing at the time the decision was made to incur the cost.

We reviewed the construction costs for the City’s two HOME projects with the
highest per unit subsidy. For each project, the City approved higher than
necessary hard costs (site preparation, construction materials and labor). This
resulted in higher than necessary HOME-funded development subsidies (the
difference between the total costs and the market price of the finished units).

2730-32 Miami

The cost for these two single-family new construction houses on Miami was
unreasonably high. While the City approved this project with hard costs budgeted
at approximately $462,000, our cost analyst estimated that these houses could
have been developed for approximately $343,000. In addition, during the city
engineering technician’s review of this project’s cost, he indicated that it was 24
percent higher than other affordable housing, which cost about $100 per square
foot. This assessment equates to total hard costs of $360,000. Because the
approved hard costs were too high, the development subsidy was higher than
necessary.




2730-32 Miami
Total development cost $751,637, including $309,437 in HOME funds
Two houses, each with 3 bedrooms, 2 % baths, and 1,800 square feet

3522-24 California

The cost of converting this four-family building to two town houses was also
unreasonably high. While the City approved this project with hard costs budgeted
at approximately $422,000, our cost analyst estimated that these units could have
been converted for approximately $296,000. In addition, during the city
engineering technician’s review of this project’s cost, he indicated that he was
approving it under protest, duress, and against his better judgment. The approved
costs were approximately $126,000 too high; therefore, the development subsidy
was higher than necessary.

ST _— Se— " - : » _r‘,-.__ oo, Mo
3520.24 California
Total development cost $640,602, including $258,350 in HOME funds
Two town houses, each with 2 bedrooms, 2 % baths, and 1,473 square feet



Inadequate Controls

The City did not establish adequate controls to ensure that it determined the
proper amount of subsidy for HOME-funded development activities. It did not
make a meaningful effort to control development costs or adequately verify that
costs were reasonable and necessary. Instead, its development process
discouraged competition by not

e Placing requests for proposal in widely circulated daily newspapers,

¢ Identifying the general design of the structure in the requests for proposal,
and

e Obtaining, before the request for proposal, alderman approval of the
development or blighting of the parcel for tax purposes.

Effect on Low-Income Families

As a result of its inadequate controls, the City was unable to assist additional low-
income families. For the two projects reviewed, the City would have had
approximately $245,000 available for other developments.

Recommendation

We recommend that the Director of the St. Louis Office of Community Planning
and Development require the City to

1A. Design and implement a process to ensure that HOME-funded project costs
are reasonable and necessary. (This procedure should include selecting
projects through a competitive process and evaluating proposed project costs
for reasonableness).



SCOPE AND METHODOLOGY

To accomplish our objectives, we reviewed the Code of Federal Regulations pertaining to the
HOME program; the City’s policies and agreements; and the results of prior certified public
accountant, U.S. Department of Housing and Urban Development (HUD), and Office of
Inspector General (OIG) reviews. We interviewed City and HUD staff.

We obtained the City’s list of 35 projects, which were either open or completed between January
1, 2006, and December 31, 2007. The City allocated $12 million in HOME funding for 148
units at these projects. We determined that five projects met the following parameters:

e HOME investment greater than $100,000 per unit and
e Total development cost greater than $300,000 per unit.

We then selected for review the two projects with the highest per unit HOME funding. We
performed site inspections, reviewed disbursing agent files for expense eligibility and drawdown
support, and contracted with a cost analyst, who estimated the hard costs associated with these
projects. We also reviewed the City’s project development files for a history of project
administration, eligibility of project and individuals assisted, and method of advertisement and
selection.

We performed audit work from February through September 2008. The on-site audit work was
performed at the City’s Community Development Administration’s office located at 1015 Locust
Street, St. Louis, Missouri.

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



INTERNAL CONTROLS

Internal control is an integral component of an organization’s management that provides
reasonable assurance that the following objectives are being achieved:

o Effectiveness and efficiency of operations,
¢ Reliability of financial reporting, and
e Compliance with applicable laws and regulations.

Internal controls relate to management’s plans, methods, and procedures used to meet its
mission, goals, and objectives. Internal controls include the processes and procedures for
planning, organizing, directing, and controlling program operations. They include the systems
for measuring, reporting, and monitoring program performance.

Relevant Internal Controls

We determined the following internal controls were relevant to our audit objectives:
. Controls over total development costs of HOME-assisted projects.

We assessed the relevant controls identified above.

A significant weakness exists if management controls do not provide reasonable

assurance that the process for planning, organizing, directing, and controlling
program operations will meet the organization’s objectives.

Significant Weaknesses

Based on our review, we believe the following item is a significant weakness:

e  The City did not have adequate controls to ensure that HOME funds were
used for costs that were reasonable and necessary to produce housing for
low-income families.



APPENDIXES

Appendix A
AUDITEE COMMENTS AND OIG’S EVALUATION

Ref to OIG Evaluation Auditee Comments

OFFICE OF THE MAYOR
Crry OF ST, Lowns

FRANCIS G SLAY MISSOURE BARBARA A, GEISMAN

AV EXECUTIVE DIRECTOR FOR DEVELOFPMENT
ke CITY HALL - ROOM 208

1308 MARKET STREET
SAINT LOAUIS, MISSOURL G31€2-28577

1314} 6324772
FAX: (314) BXL-3140
peismanb®stlouiscliy.com

September 26, 2003

M. Fonald J. Hosking

Fegional Inspector General for Audit

U. 5. Department of Housing and Urban Development
Office of Inspector Genaral

Gateway Tower II—5" Floor

400 State Avemme

Kanszas City, Missoun §6101-2408

RE: Aundit Report—Cicy of 5t. Louis
HOME BROGRAM

Dear Mr. Hosking:

Thank you for thi= epporhmty to provide comment on the Inspector General ‘s racent And:t
Report for the City’'s EDDME Investment Parmer=hip program. We also wish to express our
thanks to Camie Gray and William Ereger of vour staff for taking the time to review the diaft
veport with my staff.

It 15 our understanding that the audit addressed the following aspects of the City’s HOME
program: whether the City used HOME fimds for reasonable and necessary development costs.

The followmg are our responses to the finding and recommendations histed m the dizft report, as
well as our comments on other aspects of the report

* Finding 1: The City used HOME funds for costs that were not reazonzble and necassary
to produce housing for low-income familiss. It did not establish adequate contrels to
ensure that it determined the proper amonnt of subsidy for HOME-funded development
activities. Asaresult it was umable to assist additional low-meome familiss,

Onar response to this finding 15 as follows:

EResponze to Finding 1:

The Citv raspectfully disagrees with Finding 1 for the fellowmz reasons

Furst. on the 13508 of cost, this finding 15 based on a review of the hard constuction costs
asseciated with the two (2) City HOME development projects with the highest cost/unit subsidy.,
2730-32 Miamm, a new construction project, and 3522-24 Califomia. a rehabilitation project. and
2 comparnison of those costs with costs estmated by a HUD-certified cost analyst
Comment 1 We believe that rather than comparing thesa costs with a thecretical cost astimate, it 15 mora

ap%m]inat_e to compare these costs with the costs of other developments constiuctad in the City
of 5t. Lowms. Wa balieve that the following cost comparnizon demonstiates that the costs of both
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Comment 2

Comment 3

Comment 4

Comment 5

Mr Ropald J. Hosking, HUD OIG
September 26, 2008
Page 2of b

the newly constructad and the rehabilitated homes examined by the auditors 15 reasenzble when
compared with the costs of other homes built or rehabilitated 1 the City of St. Lows.

We have prepared the attached chart that compares the costs of non-HOME assisted
rehzbilitation and new constuction developments with the costs of the HOME-assisted
developments examined in the audit. The developments listed in the chart include a range of
developments, including ones with and without City development subsidy assistance. Some are
low-income housing tax credit projects that are built 25 new sinzle-family rental homes; others
ars new constmotion market rate or income-restricted for-sale homes; others are market rate or
meome resticted rehabilitated homes.

Az iz demonstrated in the chart, the per square foot costs for the newly constructed homes on
Miami exammed wm the audst fall towards the low end of the range of the sew en (7] dev e]cpmeuts
m the chart, and the per sq. . cost of the Miami homes at approscimately $128/5q. ft. 1
approximately 94% of the average par sq. £t cost for the 35 newly constructed ]J.Dﬂ‘.‘b!; |.1.1 the
chart.

The chart also comparas rehabilitated homes. As is demonstrated m the chart, the cost for the
rehabilitzted homes on California is towards the high end of the range of rshabilitation costs for
the 33 homes in the 21 rehabilitation develepments meluded in the chart and appaars to ba
approximately 24%% lugher than the average for the rehabilitation developments listed; howaver,
the Californiz hard cost at approximately $124 5q. ft. 15 considerzbly less than the havd cost of

one storie rehabilitation multifamily development we can cite m the short time available to
raspond to the audit.

Further, if the costs of all of the one-to-four family developments are averaged, the cost of
the Miami development iz appmnma tely 3% more than rﬂe average per sq. ft. cost and the
cozt of the California development is approximately 1.5% less than the average per zq. ft.
cost for the 18 developments and 116 homes listed. These caleulations exclude the one
multifamily development listed. These deviations, we believe, are well within the range of
acceptability.

Given that this comparison indicates the hard costs per sq. ft. for the two developments exammed
by the auditors compare very favorably with the averages shown in the chart for 3 wide range of
developments, we do not beliave 1t 15 reasonable to concluda zither that the City fundad costs
that were not reasonable or that the City could have assisted additional familiss if lass costly
developments wera funded.

Wea would also like to comment on saveral reasons why costs in the City’s urban environment for

developments that use fedaral funding may ba percaiv ed az high when compared o ¢ osts that ean

be zchieved m development that is 100% privately finded, particularly when such davelopment

15 located in subwrban “greenfialds”

Furst, when new construction 15 undertaken on land where a previous stachure has been

E;e 1ously demelizhed, it is impossible to predict subsmface conditions, In many mstancas, the
bris from demolition 15 used to fill the former basement. Such condifions are obw iously not

suttable for new foundations, and the old debris must be dug out and in many cases the soil

compactad bafore the property is ready for new construction. These factors add to the hard costs.

Second, most new construeton in the City takes place, as did the new constuction on Miamm,
tha cc\utext of existing neighberhoods. Section ] {lé of the federal Historic Preservation
reguures that new development in lnsteric nergh borhoods be desizned to b compatible with the
existing historie architectre. Most of the City’s neighborhoeds are either on or sligible for the
[aty ional Ragister of I'1.»h}n{: Places, both of which raquire compliance with Ser_"mu 106. Even
i those cases where such compliance is not mandatory, we strive to ensure that ouwr
developments :omplame:t the existing fabric of their nsighborhoods. This, we believe, is not
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Comment 6

Comment 7

Comment 8

Mr. Fovald J. Hosking. HUD OIG
Septamber 26, 2008
Page 3 of B

only good current wrban planming policy but thus pl}hm 15 supported by evidence left by the
mistakas of the past Our Citw iz cF tted with vacant “Section 2337 houses built in a cookie-cutter
approach i the 1960s, whare the szme home desizn was used everywhere ragardless of the
neighborhood’s charzcter. Mamy more such homes have smee been demeolizhed. These homa
dasigns were clearly subsidized hnu:mg that stuck out hike sore thumbs in a neizghberhood’s
fabric, and the fact that 50 many of these homes were abandoned 15 evidence that a dezign
approach that does not take into account and blend hammoniously with the fabne of 2
neighborhood has little hikelthood of success. We belisve that encouraging new construction
desizn that is compatible with a neizhborhood’s architecture is key to the sustainability of the
development and u.emhbclhond Unfortunately, such design also adds to the hard cest.

Another related element 15 the need to rebuild the fabric of a neighborhood. The majority of our
City was platted on lots that ranged in frontage from 257 1o 157, se are very narrow lots, and
when 2 new home is buzlt on one of these lots it is essentiz] that care be taken to avoid damage to
adjommg foundations, many of which are less than 57 and most of which are less than 107 from
the new foundation.

With rehabilitation, while the exzsting home bemg rehabilitated 15 obviously compatible with the
itz neighbors, homes in need of rehabilitation include a very wide range of conditions. Some
homes are in seund stuctural condition and need little structuwral modtfication except to add
features (closets, bathrooms, larger kitchens) that are considerad essantial in today’s modem
heunsing market; others require extensive reconstruction of roos, foundations, and extarior brick
walls. Obviously, homes 1n good condition cost less to rehabilitate that do homes m very

pidated condition; the varying conditions of the homes in the attached chart aceount n large
part for the wide wariation in hard costs. The rehabilitated Califernia property was I Very poor
condition

As noted above, most of the City’s neighborhoods are either histed on the Mational Register of
Historic Places or are eligible for such listmg. In erther case, HUD regulations require
r:nmphaw:e with Section 106 in the rehzbilitation of the properties. Even if this wers not the
case, for the reasons outlmed above we would want to preserve these features—=that 13 why we
encomrage all of our developers to apply for histenie tax credits and rehabilitate the propeity m
accordance with the Secretary of the Intenior’s standards. Windews, exterior millwerk and
tuckpointing are some of the more costly 1tems that are covered by the Secretary’s Standards.
Compliance with theze standards also adds to the cost of an urban rehabilitation development.
Although lustorie tax cradits are a source of funding that in part offsets the mereasad cost, the
additional source of fimding is net reflected i 2 companizon of the costs.

Mext, rehabilitation of older homes cammes with it 2 wide variety of environmental concems.
Most of the existiing homes in the City were built more than &0 years age. Lead paint was nsed
extansively in most of thase homes; ashestos was nsed extensively in many of them. In today's
envirenmentally conscious climate, thess exvivonmental hazards must be 1\emedlated in any
responsible rehahilitation development, and in most cases HUD regulations require suc
remediation. Remediating thess hazards (and performing interior demolition and other work in
zccordance with lead-safe and other environmentally safe practices) also adds to the havd costs of
constmetion.

Finally, 1t 15 an unfornmate fact that using federal fimds m a development project adds to the
hard costs of the development. As noted above, compliance with the Section 106 historic
regulations that apply to the HOME program adds to the hard costs n a varety of ways, HUD s
lead remadiation rezulations and “lead-zafa work practices” regulations alsa 2dd to the cost. In
addition, Section 3 regulations require the developer to prapars 2 and implemeant a plan to hire low
and moderate income residents and contract with Section 1 businesses wherever possible. Fora
varnety of reasons, this eften adds to the hard costs. It can alse be argned that compliance with
HUD's documentation requirements also adds to 2 construction conftactor’s cost of deing
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Comment 9

Comment 10

Mr. Rorald J. Hosking, HUD OIG
Septamber 26, 2008
Pazedof B

business and therefore to the hard costs, which melude the contractor’s overhead and general
requirements costs.

The audit mentoned a note in the file made by a2 CDA engmeering technician stating that he was
approving the eosts of the rehabilitation development under protest and duress and that the costs
wera too ligh Wea would ke to point out that (3) no one forced the enzmesting tachnician to
approve the costs: (b) the enzmeening technician’s analysis of the costs was based on an
erronecns square footage assumption of 1,410 sq. ft; the auditors agree that the actual area of the
property in question was m fact 1,710 — 1,750 sq. ft. We belisve that had this arez error been
corrected before or durmg the engineenng techmician’s review of the project, his analysis would
not have rasultad m this comment, and we note that the file alse contams a final approval by the
enzmesnng technician with no such notations.

In summmary, the points we make with respect to the cests are the following:

# For the reasons discussed abeve, hard constriction i a development m a City wheie the
majerity of the neizhborheods are historie and environmental 1ssues exist in a majority of
the existing buildings costs more.

*  For the reasons listed abowve, hard construction m a development m a City whers new
development must occur where other development once existed costs more.

*  For the reasons histed above, reasonable rehabalitation hard costs vary widsly depending
on the condition and location of the particular property.

* For the reasons discussed above, the use of divect HOME funding adds to the hard costs
of devalopment.

* e believe that a comparizon of the hard costs of the Miam and Califorma developments
axaminad by the auditors with other nrban developments 1= a more appropriate approach
to determimng whether the costs of thess two particular developments wers rezzonabls
and necessary. Based on the comparisen provided m the attached chart and discussed
above, we believe the hard costs of these two developments were appropriate and
reasonable.

We hope that the above discussion and the attached chart adequately address the 133ue of cost.

e would be happy to discuss these 15sues m person with the auditors. We are pleased that the
anditers wers happy with the quality of the work on both projects and foumd the quahty
acceptable but not excessive.

Mext, the draft audit stated that the City did not establizh adequate contrels to ensure that it
determmed the proper amewunt of subsidy for HOME-fimded development activities, that the City
did not make a meanmeful affort to control development costs or adequately venfy that costs
were reasonable and necessary. The Citv also respectfully disagrees with this statement for the
followring reasons.

The City does have a process to ensuie, to the extent possible, that an appropriate amount of
subsidy 15 approved. Project budgets are reviewed by CDA s housing anabysts for soft costs and
by CDA's construction manager for hard costs. Construction costs are typieally evaluated by
comparison to costs on previons projects, eonfirmation of sub-ceniractor proposals, venification
using Means data, site visits and dizenssions with the developer and/or ganeral contractor.
Project construction costs (hard costs) have been antcipated to fit withm a wsual cost rangs of
$100 to $125, unless there are special project conditions to ba considered. The wide range in
anticipated costs 15 due to the varving desizn requirements for varyving neighborhoods, varving
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Comment 11

Mr. Rorvald J. Hosking, HUD OIG
Septamber 26, 2008
Paze Sof B

subsurface conditions, varying conditions of existing ]:fuild.inlgs for rehahilitation, and varying
desigms, methods, matenials and operations of different developments and confractors. This
process 15 admittedly not perfect but we believe that perfection 13 not pessible ziven the vazares
of urban development dizcussed above, and we beliave that CDA does make a diligent and the
best possible effort to review the costs of all HOME-fundad projects and fo ensure that the
subzidy 15 the least amount necessary.

For the reasons discussed m the preceding section, construction'hard cost review and analysis for
both new construction and rehabilitation development is a less than exact science, and mdgment
calls are necessary with respect to individual development projects with specific circumstances
that affect hard costs, including the design of the project. In the case of new construction that
must eomply with Section 106 historic requivements, plans moust ba submitted to the State
Histone Preservation Office for review before any construction commences. Thos review
process often results m requirements for changes m the design of the project that add to the hard
construction costs.

Further, given the uncertainties inherent m both rehabilitation and in unssen undersrowmd
conditions in new construction projects, budgets of necessity sometimes contamn allowances for
these items. CDA requures that all funds, private and HOME, for HOME-funded projects be
disbursed through a title company which tracks the vast majority of disbursements, and performs
a reconeiliation of all costs and dishurssments at the complation of the project before tha final
payment is released. In some cases, if the entirety of an allowance 1s not used, funds are returned
to CDA—thus s not, hewever, a commen ocourrence becauss mote often than not the amounts
budseted for contmeency and allowances are msufficlent to cover the actual costs.

Mext, page 7 of the draft audit states that the City’s development process discourages
competition by (2) not placing requests for propesals in widely errculated daily newspapers; (k)
not identifymg the zeneral desizn of the structure m the requests for proposals; and (2) not
obtainmg, before the request for prepesals, aldermanie approval of the development for tax
abatement. The City dees not believe that 1t discourages competition and respectfully disagrees
with porions of the implied recommendations, for the following reasons.

With respact to the 135ue of placing requasts for proposals m widely cireulated daily newspapers,
the cost of such advertisements would be considerable, and we do not believe that such a practice
would be effective in athacting additional respondents.

The City has two daily newspapers—the 5t. Lonis Post-Dhspatch and the Daly Eecord. The
Post-Dizpatch 15 the only true daily newspaper—ithe Daily Fecerd 15 2 legal publication with
pagze upon page of lezal notices of various sorts and 1ts cireulation 15 not by any means wida.
Most of CDA’s requests for propesals involve singls buildings and small sites. We do not
belizve that, as a r&e: most smaf] developers and contractors whe would be mterested in
responding subscnbe to the Daily Fecord or have the time to peruse the notices on a regular
bazis. Thiz leaves the Post-Dizpatch. Dua in large part, we think, to an increasing dependence
on the intermet for news and micmmaton, the circulation of the Post-Dispateh 15 confimumg to
drop. Wevertheless, advertising m the Post n a manner that would be noticed by thoze whe de
rzad the paper 1 costly. A 30-line standard classified ad in very small prmt costs approsimately
$350. Tfese 2ds appear every Sunday, Monday, Wednesday, Saturday and Friday for a total of
30 days, as bast we can determuine from the Post Dispatch website at the time wa write this
rasponse, 50 the ad would man for & weeks. However, there 15 no guarantee that an ad of this fype
would attract any better response that we already zet, and the cost to run an ad of the size that
would attract any attention at all would be closar to $1,400. Further, as is the casa with the Daily
Fecord, we do not belizve that meost small developers and contractors who would be interasted in
responding would have the time to peruse the classifieds on a regular basis. Placing an adina
location in the newspaper that weould attract attention would cost considerably more, although we
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Comment 11

Mr. Rorvald J. Hosking, HUD OIG
Septamber 26, 2008
Pazedof B

could net deternune the exact cost as we write this response. However, we will chack further
mto the cost of mmnimg meaningfol advertizements mn the Post-Dispatch, and if after reviewmg
the costs the local HUD office agrees that this approach could be productive and that we should
censider it, we will.

The City’s emrent approaches to attracting responses to its Bequests for Proposals are the
followmg.

All “Flaguests for Propesal” are posted online through CDA™s website, which can be and 1z
frequently accessed by the public. CDA also mails BFFs to developers and contractors CDA
thinks may be interested m certain types of projects. In addition, CDA staff participate in regular
mestings with the Homebmlders Association and building gades associations. They fragquently
attend and appear as guest speakears at the 5t. Lowms Rehabbers Club and similar functions.
Housing analysts often attend Teesday Realtor’s open houses. CDA funds two organizations,
MoKan and the Contractors Aszistance Program, in an effort to inerease small and minerity
contractor participation. All of these networkms and funding achvities and many mere, both
formal and informal, are mtended to attract interest in HOME-assisted projects and stimmulata
mvestment in City neighborhoods, with or without CDA financial support. CDA s always
open, however, to any and all practical suzgestions for mcreasmz mterest in development
opportunities and raquests for propozals. One of the most commen topies in diseussions with the
above orgamzations 15 how to the Clty might mmprove 1ts processes to make it 2asier for
developers to participate m the City's programs—as a result of these discussions over the past
seven vears, a number of process improvements have been mads at a number of levels.

Even with this outteach, hewever, many EFPs recerve only one response or no responses. We
belizve thare are several reasens for thus. First, thers are not a lavge number of developers/
confractors interested 1n addressme the problem properties that are the subjects of thess EFP=.
Second. many of those that are mterested are only capable of finaneing and developing one or 2
fow buildings at a ime. CDA’'s process reguiras that the developer/contracter finance as much
of the development cost as the market will support, thereby requiring that the developer take 1isk,
minimizing the amount of HOME funding that iz put at sk, and leveraging the ameunt of
HOME fimding we receive. Particularly m these davs of tight eradit, developars are not baating
down owr doors to do these projects. Completing these developments 15 enitical to addressing our
goals of improving the quality of hemes available and afferdable to our low and moderate
meome residents and improving the neighborhoods m which these residants hive and these
projects are located. Therefors, CDA seeks to mterest developers in the properties through a
vanety of means and to work with only one daveloper if only one developer 13 mterested,
monitoning and reviewing the costs i the mamner discussed above. The need for compliance
with the regulations discussed above and what we believe iz a ngorous but necessary CDA
review process, discussed above and below, also tends to diseowrage competition.

Howaver, we will check finther mto the cost of mmming meaningful advertizements i the Post-
Dispatch. We will obtain applicabls adwvertising cost data within the next 45 days and will then
review this data with the local HUD office. If the local office agiees that this approach could be
productive and that we should consider it, we will.

With respect fo “identifymg the zeneral design of the structure m the BEFF”, (DA does daseribe
the zeneral design of the structure intendad m the EFP by stating, by way of examples, that the
desizn must be compatible with the character of the naighborhood, that desizn must comply
with the Secretary of the Intertor’s Standards, ete. Sinee the developer is risking his or her
money in finaneing the development, most developers wish fo contrel the dasign the
development project. TDA’s role 13 to review the developer’s proposed desizn to ensure that 1t
meats the general standards stated in the EFP, that the design is not excessive, and that the
design 15 consistent with our goal—and HUD's goal—of creating sustamable mixed incoma
neighborhoods and making sure that affordable housing 1s not sigmatized. O pelicy, winch
we belisve to be firmly grounded in the spiit of the National Affordabls Honsing Act of 1952
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Comment 12

Comment 13

Mr Ronpald J. Hosking, HUD OIG
September 26, 2008
Paze Tof

gIOIIr_{E Investment Parmership Program), overall suidance from the 1.5, Department of
ousing and Urban Development and sensible comumumty development policy, is that HOME
umits should be largely indistinguishable from market-rate houses.

“Identifying the general design of the stuchure in question” mnplies that CDA staff would either
go a considerable distance in the direction of desizn and specifications for assisted projects, o, at
3 mimnmim, craate 3 number of relatively standardized bumldmg types, with standardized
components, n order to simplify the budzet review process. CDA™s goal 15 to athract developers
who will assume the financing, mar]:el:i.n% and overall development responsibility and risk for the
project, rather than to fully design a development that 15 then bid amengz general contractors with
the City taking all of the financmg nsk. As for working from a lnited number of standardized
buldmg 13325; we balizve that restricting CDA's support to a relatrvely namrow range of housing
types would discowrage truly competitive responses by limiting the ereativity of potential
developers. Furthermore, the creation of certain building types to be used for all CDA-assisted
projects would detract from the mnigue and often historie character of many of the City’s 79
neighborhoods and might well provide a visual cue that certain houses are occupied by low and
moderats income honseholds. We strive to make sure that we zive careful consideration to the
mapact each CDA-assisted project will have on its existing strestscape and that it £fits as
seamlessly as possible mto the nesghborhood fabric.

CDA will review the content of its Fequests for Propesals to determine if mmprovements can ba
made to provide finther guidance without adversely mmpact competition, incurnng significant
additional eost before a developer is selected, or standardizing design requirements to the extent
that neighberhood character 15 negatrvely affected.

With raspect to obtaining aldermamic approval for real estate tax abatement prior to soliciting
proposals, we will explore this possibi]f'g} bv consulting with aldermen i the wards where ouw
EFP buldings are located. We believe that in most cazes 1t will be possible to obtam the
alderman’s agresment to introduce an ordinance that makes tax abatement available for the
property concurrently with the placement of the EFP, so that we can assure developers that tax
abatement will be available if CDA and the zbatement-grantng agency determine that tax
abatement is needed. While tax abatement may, in some but not all cases, make it possible for
the developer to sell the property at a igher price or reduce operating costs for rental
developments, thereby lowenng the HOME subsidy, this will have no impact en the hard costs.
Further, dus to concemns expressed by both City zovemment and the Board of Education about
the impact of tax abatement cn the budgets of the various property taxing jurisdictions, the City
strives to gramt as little tax abatement as nacessary and ouly if necessary, and each request for tax
abatement is exammed agamst these goals. We note also that in virtually all mcome-restic
rental and for-sale developments, tax abatement 15 approved by the Alderman, both for the
purpose of lowermg the subsidy amount (which is arsl:c,:ula concan to the Alderman, 2 funds
avallable for development i each ward are limited) and for the pmpese of lowering the cost of
homeownership for low and mederate meome buyers.

Many developments with HOME assistance also recelve subsidies frem other sources, mcluding
faderal low-income housing tax credits, state low-income honsing programs, state and federal
historic tax credits, and the City’s Affordable Housing Trust Fund. The City encourages the use
of these other financing seurces to minimize the amount of HOME funds nsed on sach
development. In the particular cases exammed by the auditer, due to the small two-unit scales of
the developments, the only additionzl non-city subsidy available was the state historic tax credit
program for the rehzabilitation development, and the rehabilitation develepment did in fact utihze
state historic tax eredits.

w=EE

The HOME program 15 a very valuable tool for the City and addresses very important geals. As
mdicated above, we contimually seek additional participation m our programs, and we are
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Mr Raorald J. Hosking, HUD OIG
Septamber 26, 2008
Paze Bof B

committed to 1 IJ‘.'I.PIG".'I_ contmually mproving our processes and policies. We very much
appreciate the auditors” help m ream\-mu this T program and, as discussed above, we will strive to
Improve our processes o take their comments into account while continming to mest our goals
for the program, ow neighborhoods, and our low and modarate income res idents. We beliave
that theze are important goals for the City of St. Louis as well as important goals for HUD.

Pleasa feel fiee to contact me if vou have any quastions. We thank vou again for the epportumity
to provide this response, and for the comtesy demonstrated by your staff.

Su:e}/gﬁ‘;’}j -

Barbara A Geizman _
Executive Director for Development

BAGDH
.-\IT.-\E’HH[_"-'I: Cast Comparizon Chart
ies: Mayor Franeis Slay

Carrie Gray, CPA, Assistant Fegional Inspector General for Audit, HUD Office of

Iuspectc-r Genaral—5t. Lowis

William Ermeger, Sentor Auditor, HUD Office of Inspector General—5t. Louis

Dee Ann Duceots, CPFD Director, 5t Lowis Local HUD Office

James Geraghty, HOME Momtter, %t Lowms Lecal HUD Office

Till Claybour, Acting Duector, Commumnity Development Administiation
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HARD COST COMPARISONS--NEW AND REHABILITATED SINGLE-FAMILY HOMES IN CITY OF ST. LOUIS
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Comment 1

Comment 2

Comment 3

Comment 4

Comment 5

Comment 6

OIG Evaluation of Auditee Comments

We consider our site-specific cost estimate to be more reliable and accurate than a
comparison of average hard costs for other completed structures assisted by the
City. Since the City has not been making a meaningful effort to control costs or
competitively select developers we consider the average square foot hard costs
discussed in the City’s response to be inflated

The City has not been making a meaningful effort to control costs or
competitively select developers. As a result, we consider the average square foot
hard costs discussed in the City’s response to be inflated. Further, the only other
new construction development of the same size on the City’s chart has a square
foot hard cost of $111. Miami’s hard costs exceed this amount by 16 percent.

As stated above, the City has not been making a meaningful effort to control costs
or competitively select developers. As a result, we consider the average square
foot hard costs discussed in the City’s response to be inflated. Further, the City’s
chart contains six other rehabilitation developments of the same size, including
one by the same developer. These developments reflect a square foot hard cost of
$72 to $104, plus the developer’s other project at $126. These costs average $93
per square foot. Using the City’s figures, California is 32 percent higher than the
average. Using our square footage amount of 1,473 per unit, California is 54
percent above the average. [See Comment 9]

The City believes that unusual site conditions add to a development’s hard costs.
We believe that this condition does not explain or justify the hard costs on the
Miami development. This condition was taken into account by our contract cost
analyst in arriving at his competitive cost estimate. This estimate was based on an
inspection of the completed structures, a review of the plans and specifications
and discussions with local contractors.

The City believes that encouraging new construction design which is compatible
with the neighborhood’s architecture adds to a development’s hard costs. We
believe that this condition does not explain or justify the hard costs on the Miami
development. This condition was taken into account by our contract cost analyst
in arriving at his competitive cost estimate. This estimate was based on an
inspection of the completed structures, a review of the plans and specifications
and discussions with local contractors.

The City believes that the very poor condition of an existing structure adds to a
development’s hard costs. We believe that this condition does not explain or
justify the hard costs on the California development. This condition was taken
into account by our contract cost analyst in arriving at his competitive cost
estimate. This estimate was based on an inspection of the completed structures, a
review of the plans and specifications and discussions with local contractors.
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Comment 7 The City believes that environmental concerns add to a rehabilitation
development’s hard costs. We believe that this condition does not explain or
justify the hard costs on the California development. This condition was taken
into account by our contract cost analyst in arriving at his competitive cost
estimate. This estimate was based on an inspection of the completed structures, a
review of the plans and specifications and discussions with local contractors.

Comment 8 The City believes that use of federal funds in a development adds to a
development’s hard costs by adding requirements to follow Section 106, lead
abatement and section 3 regulations. We believe that this issue does not explain
or justify the hard costs on either the Miami or California development

For example, the City prepared a chart showing hard cost comparisons which
were used to justify high costs found on the Miami and California developments.
We reviewed this chart and found that for other developer’s Section 106 two unit
developments the square foot hard costs ranged from $72 to $104. We conclude
that Section 106 requirements did not contribute to high hard costs to the extent
claimed by the City.

Comment 9 The City noted a discrepancy in the square foot total used on the California
development. They believe that the square footage is 1,710 per unit, not the 1,410
shown on the construction budget. We checked with our cost analyst who
indicated that he determined the actual interior living space using a standard
industry method. The cost analyst measured the floor joists and found that each
unit contained 1,473 square feet. We have changed the photo caption to reflect
this higher number.

The City did not address this discrepancy until our audit. We found nothing in the
files to indicate that the engineering technician’s concerns were addressed. The
technician’s words “under protest and duress” were unusual words to use when
signing the California construction budget. As to the final budget approval which
was not annotated with these words, the technician signed both budgets on the
same day and each shows the same square footage cost.

Comment 10 The City’s construction manager evaluates the development’s hard costs by
comparing them to costs on previous projects. As previously stated, the City’s
chart shows that prior developments’ costs are lower than the developments
addressed in our finding. This situation evidences the City’s evaluation process is
not effective. [See Comments 2, 3, 9 and 13]

Comment 11 The City indicates that it has a process to ensure, to the extent possible, that effort
to advertise is made, but that advertising in the daily newspaper is not cost
effective. Instead, they inform developers through listings on their website. We
believe changes can be made which will make the process more competitive and,
as such, more cost effective. For example the City could use a small ad in the
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Comment 12

Comment 13

daily newspaper directing the reader to the website. They do indicate a
willingness to review the process and make improvements that address our
concerns.

The City indicates that it has a process to ensure that the request for proposal
states that the structure must be compatible with the neighborhood. They have
not considered stipulating any further design requirements. They believe the
developer should be allowed to use his design. We believe changes can be made
which will make the process more competitive and, as such, more cost effective.
For example, the City could indicate the square foot size, the number of stories
and the number of bedrooms. The City has indicated a willingness to review the
process and make improvements that address our concerns.

The City does not indicate that aldermanic approval or tax abatement will be
provided in their request for proposals. Instead, it states that these may be
obtainable. We believe changes can be made which will make the process more
competitive and, as such, more cost effective. By obtaining the aldermanic
approval and the tax abatement prior to the request for proposals, any potential
developers would be able to submit proposals based on this additional
information. The City has indicated a willingness to review the process and make
improvements that address our concerns.
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