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INTRODUCTION


This performance audit of the Urban Redevelopment Authority’s Streetface Program was conducted pursuant to section 404(c) of the Pittsburgh Home Rule Charter. Generally accepted government auditing standards established by the federal General Accounting Office were followed.  

An Authority board member requested this audit after a local newscast reported on alleged problems with the program.  Allegations included calling the program a loan program that no one ever has had to repay, allowing one individual to obtain multiple loans, not requiring sealed bids for construction bids and violating program guidelines by approving applicants with City property tax delinquencies.  The main objectives of this audit are whether Streetface grants or loans have been issued in compliance with Streetface program guidelines and whether the guidelines should be improved.
OVERVIEW


The Urban Redevelopment Authority (URA) Streetface program has been helping commercial building owners and tenants improve and restore the architectural integrity of their storefronts for over 18 years.  These facade restorations benefit the entire neighborhood business district, making it more appealing to shoppers and attractive for other business investment and providing an incentive for other business properties to improve.  Over 1400 facades have been restored in 32 City neighborhoods.  
Streetface program guidelines have changed over the years.  Major changes regarding program funding and eligibility requirements have occurred from 1989 to the present.  For example, the nature of Streetface funding evolved from an outright grant to a loan with forgiveness provisions.  If the owner or tenant maintains the restored façade for a predetermined number of years, the Streetface “loan” is forgiven.  Therefore, Streetface loans are effectively grants with property maintenance requirements.

Participant eligibility was expanded from buildings in Community Development Block Grant (CDBG) low/moderate income business districts to Mainstreet program districts and high impact business districts.  The Main Street approach to commercial district revitalization was developed in the 1970’s by the National Trust for Historic Preservation.  The approach combined historic preservation with economic development to restore prosperity and vitality to downtowns and neighborhood business districts.  The URA’s Mainstreet program is one of more than 1,200 active Mainstreet programs nationally.  Local business organizations apply to participate in the URA Mainstreet program.  The application is reviewed by URA staff, the Department of City Planning, the State Department of Community and Economic Development, the Pittsburgh  Partnership for Neighborhood Development and the Pennsylvania Downtown Center.  This review committee makes a recommendation to the URA Board of Directors. Mainstreet program districts are approved by the URA Board of Directors, all of whom are appointed by the Mayor.
Neighborhood eligibility for the Streetface program has also fluctuated.  Since 1997, the number of eligible neighborhoods has increased to a high of 32 and decreased to 20 eligible neighborhoods as of March 8, 2007.
SCOPE


Scope was limited to Streetface loans finalized from January 1, 2001 through April 27, 2007.                  
OBJECTIVES
1. To determine if Streetface loans are issued in accordance with program guidelines and eligibility requirements.

2. To assess whether guidelines are at odds with program objectives.

3. To make recommendations for improvement.

METHODOLOGY

The auditors interviewed the Urban Redevelopment Authority (URA) Executive Director, Business Development Center Manager, Economic Deveopment Director and Business Development Specialist.  The following documents were reviewed:  media reports of the Streetface Program, the Authority’s response to the media about loans given to alleged tax delinquent property owners, Streetface Application Process and Streetface Program Guidelines effective September 14, 2000, February 10, 2005 and March 8, 2007, and State funding information from the State Auditor General office.
The URA provided a printout of the 140 Streetface loans finalized from January 1, 2001 through April 27, 2007.  Using a computer generated sampling program, a 50% sample (70 loans) was randomly selected for testing. One file could not be located by the Streetface Program Coordinator and three files in the sample were so-called “dead files,” reducing our sample to 66 loans. (Approved façade renovations that were not completed for one reason or another are dead files.)

 The auditors devised three check lists to assess compliance with Streetface eligibility requirements and program guidelines. The check lists were based on the Streetface Program Guidelines applicable to the audit scope. The guidelines used were effective 9/14/00, 2/10/05 and 3/8/07.  Each file in the sample was examined for evidence of compliance with the applicable eligibility requirements and guidelines.  Missing documents were requested from the Streetface Coordinator.  A copy of current Streetface guidelines can be found in the Appendix.  The auditors also tested for compliance with Basic Application Procedure requirements and a check list of file enclosures developed by the auditors.
An Excel spreadsheet was used to analyze the data.  

To assess compliance with the storefront maintenance requirement, the auditors visually inspected facades rehabbed with Streetface funds. Maintenance criteria set by the URA was used to assess maintenance.
The Director of City Building Inspection was contacted regarding reporting of Streetface construction costs to BBI to prevent discrepancies in the amount listed on building permits applications.
FINDINGS AND RECOMMENDATIONS
Funding and Neighborhood Eligibility


According to URA administrators, a number of sources are used to fund the Streetface program.  Program funds are used for renovation, program administration and auditing costs.  The major funding source is the State Department of Community and Economic Development (DCED).  Each year the URA submits a Single Application for Assistance to DCED.  The Single Application contains line items for various programs including Streetface.  The actual grant is often less than the amount requested.  

The URA Business Development Center makes recommendations but the URA Board of Directors has final say on which neighborhoods will be eligible for Streetface monies.  Decisions are based on a number of factors including available funding, neighborhood business district size and past program participation.
Streetface Program Marketing


The Streetface program is marketed primarily through Community Development Corporations (CDC) and other local organizations.  Applications can be downloaded from the URA website.  Streetface eligible neighborhoods are listed on the last page of the guidelines.  To access the Streetface information the user must first click on Business Development then Mainstreets Pittsburgh then Streetface Program.
Finding:  Communities with the most active local organizations and largest business districts appear to get the most funds. The program’s ‘first come, first serve’ policy has resulted in Streetface funds being concentrated in a few eligible business districts. Lawrenceville is the big winner, having the most Streetface loans closed from January 1, 2001 through April 27, 2007.  Nearly 25% of the 140 Streetface loans were approved for storefront renovations in Lawrenceville (34 loans, 24.2% of total loans).
· From January 1, 2001 to February 9, 2005, 32 neighborhood business districts were eligible for Streetface loans. Forty four of the 100 loans closed went to 3 of  32 eligible neighborhoods.

· Over 20% of the one hundred loans closed during that period went to Lawrenceville properties (22 loans.)  South Side and West End were the areas with the next highest number of loans: 14 loans for South Side and 8 loans for West End commercial fronts.  
· Five of nine eligible North Side neighborhoods received 10 Streetface loans. No loans were closed in Brightwood, Brighton Heights, Observatory Hill or Perry Charles. 
· No one applied for Streetface funds in Carrick, Elliott, Highland Park, Homewood-Brushton, Mt.Oliver/Knoxville or Sheriden.  Carrick, Elliott, Highland Park and Mt. Oliver/Knoxville were subsequently dropped from the next eligibility list
· From February 10, 2005 through March 7, 2007, 25 neighborhood business districts were eligible.  After March 8, the number of eligible Streetface districts was reduced to 20.  Thirty percent (30%) of the 40 loans closed between February 10, 2005 and April 27, 20007 went to Lawrenceville properties: 12 out of 40 loans.
Recommendation:  In addition to relying on Community organizations to market its Streetface program, the URA should pursue alternative marketing strategies in areas with less active community organizations.  

Compliance with Program Guidelines and Basic Application Procedure

The auditors selected a 50% random sample of the 140 Streetface loans closed between January 1, 2001 and April 27, 2007 to test compliance with program guidelines and eligibility requirements.  The term ‘closed’ refers to the date the Streetface loan agreement is signed by the applicant and URA. 

Interested persons can download Streetface Program Guidelines, Application and a 10 step Basic Application Procedure to Get a Streetface Façade Loan (BAP) from the URA website.
 Streetface program guidelines changed three times during our scope period:  January 1, 2001 through 2/9/05, 2/10/05 to 3/7/07, and 3/8/07 to present.  The most significant guideline changes were in neighborhood and shopping district eligibility and loan parameters.  
The auditors were told that the Basic Application Procedure sheet downloaded or given to applicants has not changed much over the audit scope period.  Changes appear to be in application fee amount and number of years facade maintenance requirements. Only one Basic Procedure was provided to the auditors.  (A copy of the Basic Procedure provided can be found in the Appendix.)   


The 70 loan files were reviewed to assess compliance with Streetface loan eligibility and application requirements. The sample size of the data set was 50% of the 140 files in the URA database, i.e. 70 files. The URA could not locate 1 of the 70 files leaving a balance of 69. From the 69 files, 3 were “Dead files”, that is files on which the URA did not make payments on for a variety of reasons including the applicant not following the URA guidelines. That left a total of 66 files in the testing sample. Most of the files were closed but a few in the end of the database were still “open,” meaning that the URA may make payments in the future. In the sample, 1 application form could not be found. The following is a summary of our analysis.

Testing Criteria
Testing criteria involved compliance with applicable guidelines and application procedure requirements.  The auditors looked for compliance with neighborhood organization approval, bidding, tax solvency, URA payment procedures and jobs retained or created requirements.  Applicants must submit a letter of support from the appropriate neighborhood organization, at least three bids from qualified contractors and proof of City property tax payment. Once work is begun, applicants must pay their portion of project costs before the URA will release its funds. Applicants are to report on jobs created or retained during the course of the facade restoration.



The auditors also tested compliance with loan parameters, i.e., whether the loan amount was within Streetface program parameters.  In addition, the auditors checked for the following: design plans, building or occupancy permit, insurance, loan note and loan agreement.

In addition, based on a review of three files, the auditors developed a check list of the items commonly included in each file.  

Guidelines and Basic Application Requirements
 Streetface Program guidelines effective January 1, 2001 through February 9, 2005 are the most generous in area eligibility, allowing projects in primary and secondary shopping districts and projects within a two block radius of the above (exception areas).  The guidelines state that letters of support from the local business district organization is required for projects in secondary and exception areas and that all “program applicants must show proof that property taxes are either paid in full or that they are on a payment plan with the City for back taxes owed.”  Applicants are to report on jobs created or retained during renovation. Building owners are required to maintain their facades for a 5 year monitoring period.  Loan parameters are also the most involved, basing funding on the number of customer entrances and stories. 
 Guidelines effective February 10, 2005 through March 7, 2007, allowed projects in Mainstreets designated primary business districts and ‘high impact’ target areas designated by the URA. The job retention/creation report and the letter of support requirement were not included. The property tax proof requirement is included in these guidelines but not letters of support.  Facades are to be maintained for 5 years.

 The guidelines effective March 8, 2007 appear to loosen the Mainstreets requirement, allowing façade improvements in “designated pedestrian-oriented shopping area, typically a Mainstreets Pittsburgh participant, an affiliate or a high-impact business district.” The property tax proof requirement is included. Facades are to be maintained for 7 years.  These guidelines do not contain a letter of support requirement.  (None of the loans in our sample were closed after March 8, 2007.)
Finding:  The guideline requirements are not consistent with the Basic Application Procedure requirements.   The BAP implies mandatory steps needed to get a loan but is not consistent with the guidelines requirements.  Both of these documents are prepared by URA Business Development Center.
 The auditors compared the guidelines and BAP that were both effective March 8, 2007.  The following table shows the differences and similarities:

	Streetface Loan Application Requirement
	Included in Basic Application Procedure
	Included in Streetface Program Guidelines

	$200 Application Fee
	Yes
	Yes

	Letter of Support from Community Organization
	Yes
	No

	Minimum Three Contractor Bids
	Yes
	No

	Tax Solvency or Payment Proof
	No
	Yes

	7 year Façade Maintenance
	Yes
	Yes

	Owner Portion of Project Cost Paid Prior to URA Fund Release
	Yes
	No


Recommendation:  The URA should strive for consistency in all Streetface eligibility documents.  All program requirements should be clearly included in program guidelines and in the basic application procedure.
Letter of Support Compliance
The most current guidelines do not require a letter of community support but the latest Basic Application Procedure does.  Step 1 of the Basic Application Procedure to Get a Streetface Façade Loan (BAP) requires the applicant to obtain “a letter of support from the appropriate neighborhood organization.”  It is not known whether earlier Basic Procedures contained the letter of support requirement.
Closing dates for 45 of the 66 loan files in the testing sample were prior to February 10, 2005.  Guidelines for this period require letters of support for projects in secondary and exception areas.  The rest of the sample (21 files) fell into the second group of guidelines which did not require a letter of support.  The auditors were not given a Basic Application Procedure for these periods but, based on the URA’s statement that the Basic Application Procedure had not changed much, tested for letter of support compliance.
Findings: The neighborhood organization approval letter requirement is not consistently enforced. Neighborhood organization approval letters were found in 6 of the 45 loan files that were closed before February 10, 2005.   Two of the 6 approval letters were for properties located in secondary areas (S. Highland and Friendship) as per applicable Streetface program guidelines but the other 4 approval letters concerned buildings on main business streets.  Also, there was no community approval letter for three property renovations in secondary areas (Greentree Rd., S. Highland and 45th Street).
Although program guidelines effective February 10, 2005 through March 8, 2007 do not require letters of support, 9 of the 21 loan files closed during this period had the letters. Seven of the properties were located on main neighborhood business streets (E. Carson, Butler, Penn and Shiloh) and two were in secondary areas (Middle and Broad Streets).  If the Basic Application Procedure applicable to this time period did require approval letters, the majority of applicants did not comply.
City Tax Solvency Compliance 

In May, 2007, an investigative reporter alleged that loans were being issued in violation of program guidelines by approving applicants with City property tax delinquencies.  His expose found 10 properties that had delinquent taxes and received Streetface money anyway. All Streetface Program Guidelines require “program participants must show proof that property taxes are paid in full or that they are on a payment plan with the city for back taxes owed.”  
Findings:  There was no proof of tax solvency or payment plan in the majority of loans files.  Only 31.82% of the files (21 out of 66) had some kind of property tax information.  The 21 loans closed after February 10, 2005 had a higher percent of property tax information (9 files or 42.86%).  
In the first part of the sample, the “proof” was limited to a printout of County taxes from the Allegheny County Real Estate web page. This documentation is not sufficient proof of payment of City taxes because this printout only contains County tax information. However, later on in the sample there were printouts obtained by the URA from the City showing that the City property taxes had been paid. According to program administrators, this procedure of obtaining tax information directly from the City has recently been implemented. 
Recommendation:  The URA should continue to independently obtain property tax status information from the City Real Estate Division.  Although renovated facades do improve the business district, the URA must decide if it is prudent to give what are essentially public money ‘grants’ to tax delinquent property owners. 
Recommendation: If the URA is serious about making Streetface funding contingent on tax solvency, the Authority should and amend its guidelines and basic application procedure to clearly state that  properties with outstanding City taxes are not eligible for the Streetface Program.

Bid Requirement Compliance

There is no minimum construction bid requirement in the Streetface Guidelines  but Step 6 of the most current Basic Application Procedure requires that 
“The owner must submit at least three bids, based on the approved design, to the URA (indicating which contractor they have selected by signing off on the bid)..” In the testing of bid requirements, the auditors went by the required number of bids on the application form included in the file.

 In the beginning part of the sample the application form stated that only two bids were required. Later on this was changed and three bids were required. Nine of the application forms in the sample required at least 2 bids. The applicant is not required to select the lowest bidding contractor but the URA award is calculated on the low bid.  
Finding:  The auditors found that 89.39% of all loans in the testing sample met or exceeded the minimum bidding requirement.  All loans (100%) closed after February 10, 2005 were in compliance.
URA administrators sometimes informally waive the bidding requirement for applicants who are also contractors or for developers with their own contracting company.  These applicants must still submit a bid, based on the approved renovation design, to be reviewed and approved by the URA Engineering Department.  Whether the bidding requirement was waived for the loans that did not meet minimum bid requirements is unknown.
Construction bids are not sealed.  The applicant submits the bids to the URA and signs off on the selected Contractor.
Finding:  This open bid process could allow the building owner to show bids to a favored contractor so he/she could submit the lowest bid.  However, the lack of a sealed bid requirement does not appear to be problematic.  Selected contractors must be approved by the URA and the construction award is based on the lowest bid.   
Discrepancy Between URA Approved Construction Costs and Costs Reported to City Bureau of Building Inspection 

In May 2007, the URA received bad press about Streetface loan recipients under reporting the cost of façade construction to the City Bureau of Building Inspection (BBI).  Under reporting construction costs results in reduced fees for building permits.  To address this problem, the then URA Executive Director agreed to send the BBI Assistant Construction Chief all approved Streetface bids so BBI could better evaluate the owner’s estimated costs.  According to the former BBI Director, once this information was received, BBI “would then attach a ‘note’ into the parcel information in our permitting system so that the engineer reviewing or approving any such application would automatically be made aware of the “actual/awarded” cost versus any fictitious numbers.”
Finding:  The URA is not forwarding winning Streetface bids to BBI as promised.  As of August 28, 2007 BBI had not received any Streetface contracts from the URA.  On August 31, 2007 the auditors were told by Streetface administrators that only 4 or 5 loans had been approved since May and the information had not been sent to BBI but would be sent with a copy to the auditors.  As of October 11, neither auditors nor BBI have received approved Streetface bids. 
Recommendation:  As previously agreed to, Streetface administrators should forward all approved construction bids to BBI.  Building owners should be notified that the approved bid is being forwarded to BBI.  This would ensure that the building owner is paying the correct price for its building permit.  
Compliance with Façade Maintenance Requirements


Streetface guidelines for the time frames under review state that “the project is monitored by the URA for five years after completion” and require the loan recipient to “maintain the improvements.”  The guidelines state, “A project will be determined to be in default if not properly maintained; which shall include but not limited to peeling paint, broken window(s), town or removed awning, unauthorized signage, etc.”  Basic Application Guidelines state that “once an agreement is executed, work may begin” and “work must be completed within six months.”  (The auditors did not test the six month construction timeframe as unforeseen problems can extend the window to complete renovation.)

However, the six month completion guideline was used to determine which properties would be in the 5 year maintenance category at time of audit. All properties in the sample closed after April 9, 2002 would be subject to property maintenance requirements. (Six months from April 9 is October 9, the start of the 5 year maintenance period.)  This eliminated 5 properties from our sample of 66.
According to program administrators, the URA does not have sufficient manpower to fully monitor façade maintenance.  To determine if Streetface properties are being properly maintained during the required 5 year maintenance period, the auditors conducted field visits of 58 facades. (Three facades were eliminated because they were the only rehabbed façade in their neighborhoods of Brookline, Homewood and Troy Hill).   
Findings:   The majority of facades are well maintained and do much to enhance the neighborhood. Four properties had minimal peeling paint issues. Another storefront had graffiti and was dirty.  Another property on Centre Avenue had a boarded up broken window and missing window. (Photos of problematic properties can be found in the Appendix.)
Jobs Created or Retained Report Compliance

Streetface Program Guidelines effective January 1, 2001 through February 9, 2005 require that applicants report on jobs created or retained during the course of the façade restoration.  This reporting requirement applied to forty five(45) of the 66 loans in our testing sample.

Finding:  Only 2 of the 45 files contained a job creation/retention report.  This is a 4.4% compliance rate. Abysmally poor compliance indicates that job creation/retention data was not considered important.  This requirement was dropped from subsequent guidelines.  
URA Payment Compliance

The Basic Application Procedure requires that “the owner must pay their portion of the project costs before the URA will release its funds. Owner’s architect must sign off on contractor’s invoices submitted to the URA for payment.  The URA will not make a final payment on the project until all work is complete.”  This requirement is confusing in that it seems to imply the owner must pay their entire share of project costs before the URA makes payment yet also implies multiple payments by the owner and URA are allowable.  This payment procedure is not included in any Streetface Program guidelines.
Finding: The URA made one payment for its share of project costs in the majority of loans (37 of 66 or 56.6%).  All single and multiple payments were approved by the project architect and Economic Development Director after owner share payment.
Loan Parameter Compliance


Loan parameters set forth in the Program Guidelines changed during the scope period. Loan parameters effective January 1, 2001 through February 9, 2005 depend on the number of legal addresses and customer entrances into the first floor commercial space. Funding amount is determined by storefront location (mid-block versus corner storefront), historic designation status and whether CDBG funds are used. (Use of CDBG funds requires payment of prevailing wage rates.)  Streetface funds for architectural fees are similarly based on the number of storefronts. Funding maximums are increased for projects and architectural fees in specially designated neighborhoods (Hill District, Homewood, Hazelwood and Lincoln/Lemington/Larimer/Belmar).  

Construction loan parameters were simplified in subsequent guidelines, basing loan amounts on first floor storefront projects or entire façade projects. Streetface architectural fees similarly are based on storefront or entire façade design.  Funding is higher for architectural fees and projects in high impact areas.

The auditors tested the Streetface loan amount for compliance with applicable loan parameters. Using the building description provided by the URA architect, the auditors calculated Streetface loan amounts.  These calculations were compared to the actual loan amounts.
Finding:   Sixty five (65) of the 66 loans in the testing sample were issued in compliance with applicable loan parameters. One loan was increased from $44,000 to $60,000 by waiver from the URA Board of Directors.
Waiver of Provisions

  Streetface Program guidelines state “The Board of Directors of the URA may waive certain provisions of these guidelines based on a determination of the private and public benefits of the project.”   Waivers are made by Board resolution.
Finding:  Waiver of guideline provisions by the URA Board of Directors is rare. The auditors found two instances of waivers in the testing sample.  As stated above, 
the Board waived loan parameters to increase URA funding for a property located at 6101 Penn Avenue.  The other waiver did not pertain to Streetface funding but involved other URA funding for Whole Foods Market.
Document Check List

The auditors tested the files for the following other documentation: design plans, building or occupancy permit, insurance, loan note and loan agreement.  (All façade work did not require a building permit.) Design plans, loan notes and loan agreements were found in the great majority of files. 

	Document
	Files Found
	Files Missing

	Design Plans
	65 (98.48%)
	1 (1.52%)

	Loan Note
	60 (90.91%)
	6 (9.09%)

	Loan Agreement
	62 (93.94%)
	4 (6.06%) 



In contrast, more files were missing occupancy or building permits and insurance:
	Document
	Files Found
	Files Missing

	Building/Occupancy Permit
	51 (77.27%)
	15 (22.73%)

	Insurance
	48 (72.73%)
	18 (27.27%)


CONCLUSION:  The URA Streetface program has been a significant factor in the commercial development of such areas as Lawrenceville, South Side and East Liberty. Loan files demonstrate overall compliance with program guidelines and application requirements.  In areas where compliance is less than optimal such as tax solvency proof,              program administrators must ensure that program guidelines are adhered to. Independently verifying tax status is a good way to ensure compliance. Requiring applicants to be up to date on City property taxes is important for public policy considerations as well as an indicator of potential business success. Extremely poor compliance indicates that the requirement is not deemed important and the URA should eliminate it as was done with the job creation/retention report.

Even without monitoring by the URA, the great majority of properties have been well maintained according to the guidelines.  Some items that the auditors expected to be found in the individual Streetface files could not be found.  The Streetface staff should make a better effort to make sure that all items are in each file such as loan notes, loan agreements, copies of insurance coverage and occupancy or building permits.  The agreement to forward approved construction cost information to City Building Inspection is timely but must be adhered to if reporting abuses are to be curtailed.
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