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The Hor Sl Loofneehorlan

| Dear 50 Uy
Tnovespon e o sour veve U we reitorcd the actions taken by the
Boprits oot on floas o e e v vctars ot (HED) L the city of Lansing, L5
L% M ct oy sl i L i e b s tion toeney (GDA) to resolve PN
= Mo evdon 0D dir s oo Taeia s Lo the danc i Modddl Citics Program,  On .

Septerbor Ty T ay oo diccuns d oSt oue renccacutalives the status
3 R i

of our vonlunrin GIfort . In o view o Lo oactions toben by HUOD, the
cd that we would ot do any additional work,
i

City, and (DY, 1L was et
A vogooatady we ace providing you widh oa sy of octions tallen by

o

--the city and CPA to resolve HUD audit findings,

o

--HUD Lo insure thal corrective steps werce taken by the
city and CD/, and

--the city and CRA to resolve findiugs reported by an
independent public accountant on its audiis of model

citics operating agencics.

As your office instiucted, we did not eudit CDA or its operating agencies
to verify the adenuvacy of corlective actions taken.

THE MODEL CTTTES PROCKAM TN TANSTING

In Octlober 1963, HUD, which administers the Model Citics Program
at the national Tovel, sclected the citly of Lansing to participate in
Lthe Model Cities Proorcar,  HUD avarded i ity a planning grant of
S120,000 vo dovalop a comprcehensive procitan to deal with the social,
ecconomic, ond phvaical problery of Lansius's unodel neicbborhood., Lansing
establi head a sepavate avencv--CDA--to develop and adrinister its Model
Citics Progran. In carrying out specific projects or activities, €DA
contractoed with local a.encies--both ov: rnmental and nougovernnental,

The ageuncics are geuerally refcerred to as model citics operating agencies.,
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Through its fourth program year ended June 30, 1974, CDA spent
$12 million of the $13.2 million in Federal funds authorized for the
Lansing Model Cities Program.

HUD'S AUDIT OF THE PROGRAM

On May 10, 1973, the HUD Inspector General issued an audit report
on the program in Lansing for the period October 1, 1969, to January 31,
1973. HUD reported that CDA's monitoring and evaluation of operating
agencies activities was deficient and that CDA's accounting records were
incomplete and inadequate. Further, HUD reported that model cities
operating agencies were not audited annually, although required by HUD
regulations.

On May 15, 1973, the HUD-Detroit area office told Lansing city
officials of the HUD findings. On July 2, 1973, HUD told city officials
of the specific actions that were required to resolve each audit finding.

CDA took certain actions to correct the deficiencies noted, and
on August 7, 1974, after reviewing the actions, HUD told CDA officials
that the HUD findings had been satisfactorily resolved.

Following is a brief description of the major HUD audit findings
and corrective actions taken by CDA.

Monitoring and evaluation

HUD reported that CDA did not adequately monitor the activities
of the model cities operating agencies. HUD pointed out that CDA should
make an ongoing analysis of the operating agencies and their respective
projects. Further, CDA had not made an impact evaluation to determine
the effect the Model Cities Program had on the model neighborhood resi-
dents.

CDA officials said the report showed a lack of understanding of
their four-level monitoring and evaluation system.

--Project monitoring is done by CDA Program Management staff
to "keep abreast" of project operations and to provide
assistance to projects and protect the interests of citizens,
clients, and the city.

--Project evaluations are made by the CDA Evaluation Division
and the Citizens' Evaluation Task Force. These evaluations,
which are made as needed, are based on mounthly progress
reports from operating agencies and may include discussions
with agency staffs and client surveys.
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--Program evaluation is a functional evaluation conducted
by CDA Evaluation Division with input from the citizens,
staff, and consulting services. This evaluation is
designed to determine if objectives are being achieved in
such areas as housing, health, and employment.

--Impact evaluation is to identify overall improvements in
the conditions of lifc and environment in the model neigh-
borhood.,

CDA said that the first three levels of monitoring and evaluation
are made on an ongoing basis. Further, CDA officials said an overall
impact evaluation would have been premature since the type of changes
to be measured only occur over a long timespan.

After evaluating CDA's response, HUD concluded that there was an
adequate monitoring and evaluation system. Furthermore, HUD agreed
with CDA that an impact evaluation could not be conducted over short
intervals of time. After obtaining assurance that CDA would make an
impact evaluation, HUD said that these findings had been cleared.

Adequacy of accounting records

HUD reported that CDA accounting records and financial statements
had not been maintained in accordance with generally accepted accounting
principles. HUD added that, as a result, CDA could not adequately
account for funds received from HUD. Further, HUD reported that CDA
had not taken steps to improve its accounting and management system.

In response, CDA officials said that the city was making a
thorough analysis of its balance sheet accounts and added that all
operating agencies costs were being reconciled with fund advances made
to CDA by the city.

In October 1973 CDA reported to HUD that a new financial management
system had been implemented. Also, CDA reported that the city had recon-

ciled the balance sheet accounts, project costs, and project advances.

A HUD official said that before clearing these findings the HUD
audit staff had verified the corrective actions that CDA had taken.

Audits of operating agencies

HUD reported that most CDA-operating agencies were not audited on
an annual basis, although required by lUD regulations. Further, HUD
said the city audits of model cities operating agencies were inadequate.
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The HUD report recommended that CDA contract with an independent
public accountant to audit each operating agency that had received
funds since the inception of the program in Lansing, including all
those agencies which the city had audited.

In September 1973, the city contracted with a firm of certified
public accountants to audit the 46 operating agencies that participated
in the program during its first 3 vears. As tho audits were completed
reports were issued by the accounting firm. The first group of reports
was issued on February 22, 1974, and the last group was issued on
July 26, 1974, A total of 46 reports were issued, one for each agency
audited. The period covered by the audits of the operating agencies
varied between agencies but generally included the time from inception
of the agency through the completion of the third action year (July 31,
1973) of the program.

Following is a summary of the opinions expressed in the reports
on the reasonableness of the financial statements reviewed.

Number Federal
of grant
reports amount Accountant's opinion
a3 $4,165,745 Financial statements fairly present
the financial position of the
operating agency.
15 2,131,607 Opinion could not be expressed on

financial statements primarily because
of the lack of adequate documenta-
tion to support fimancial tramsactions,

ig 26;2972352 Total

a
One operating agency is a defendent in a lawsuit in the amount of

$500,000.

The accounting firm also reviewed certain activities of the
operating agencies to determine if costs incurred were eligible and if
the terms and conditions of contracts between CDA and the operating
agencies were followed. Thirty-six reports contained findings of either
ineligible costs or inadequate administrative controls or practices.
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Under the Model Cities Program, CDA is responsible for insuring
that operating auenclies correct deficiencies reported. As of Septem-
ber 16, 1974, the status of CDA's actions to resolve the findings
reported by the accounting firm follows

Number
of
reports Status
24 Findings cleared by CDA
5 Findings partially cleared by CDA
7 Findings not cleared
22 Total

The city Director of Finance, who verifies the actions taken to
clear audit findings, could not provide a specific time as to when the
uncleared findings would be resolved. He added, however, that findings
in the 12 reports not yet cleared would be resolved as soon as possible.

Our analysis indicated that controls established by CDA and the
city to resolve the accounting firm's audit findings were adequate.
Under its procedures, CDA requested the operating agencies, after receiv-
ing the audit report, to specifically comment on the findings and report
on the corrective actions taken. In addition, a member of the Lansing
Director of Finance staff independently verified the corrective actions
taken by the operating agencies.

After receiving notification that the city verified that the
necessary corrective actions had been taken, CDA also verified actions
taken by each operating agency, On the basis of this subsequent evalua-
tion, CDA either cleared the findings or informed the operating agency
of specific measures that should be taken before it would consider the
findings satisfactorily resolved.

The Lansing Director of Finance told us that the CDA fiscal office
and all operating agencies that were active during the fourth action
year (August 1, 1973 through July 31, 1974) would be audited by a certi-
fied public accountant and the reported deficiencies would be resolved
on a timely basis.
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As your office requested, we did not give HUD or city officials
an opportunity to formally review and comment on the matters discussed
in this report. However, we have discussed these matters with officials
of these organizations and included their comments as appropriate.

We do not plan to distribute this report further unless you agree
or publicly announce its contents.,

Sincerely yours,

K
LA
’

Comptroller General
of the United States
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