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Audit Observations
and Conclusions

Executive Summary

Division Of Housing And Community Renewal
Management Practices At Co-op City

The Division of Housing and Community Renewal (DHCR) oversees New
York State’s middle-income housing program, which includes 94,670
apartments in 242 housing projects built under the Mitchell-Lama Law.  The
housing projects were built through public financing, but are owned and
maintained by private housing companies.  The largest of these projects is Co-
op City, which houses more than 50,000 residents in the Bronx and is owned
and operated by Riverbay Corporation (Riverbay) which has an annual budget
of about $130 million.  Since Co-op City opened in 1968, Riverbay has
experienced financial and operational difficulties, including a hearing initiated
by DHCR in 1995 to evaluate certain actions taken by the President of
Riverbay’s Board of Directors (Board).  The Board consists of a representative
from DHCR and 15 elected residents of Co-op City, one of whom is Board
President.

Our audit addressed the following questions about selected aspects of
Riverbay’s management practices for the three years ended December 31,
1996:

! Has Riverbay’s Board of Directors inappropriately interfered in the
day-to-day financial operations of Co-op City in the areas of payroll,
personnel, contracts, and commercial leasing?

! Has DHCR adequately overseen Riverbay’s management practices?

We found that members of Riverbay’s Board repeatedly interfered in the day-
to-day operations of Co-op City.  We believe some of this interference could
have been prevented if Riverbay had been monitored more closely by DHCR.

According to the New York State Codes, Rules and Regulations (Code), a
project’s Board should set overall policy, but “. . . should not interfere with
day-to-day management and operation of a project or with its employees or
intrude upon management functions.”  Moreover, according to Riverbay’s own
governing policies, ". . . management shall not accept any referrals or
recommendations of any candidate for employment or  promotion from any
Board member . . .”  However,  in the Summer of 1995, the President of the
Board suspended Riverbay’s General Manager, appointed an interim General
Manager, ordered the interim General Manager to fire six management
employees, and ordered the Director of Personnel to hire three longtime
acquaintances of the President without advertising the three job openings as is
normally done.  (See pp. 5-6)
 



Comments of DHCR
and Riverbay
Officials

We also found that, because of interference from members of Riverbay’s Board
of Directors or committees established by the Board, proper competitive
bidding procedures were not always used when contracts were awarded at Co-
op City.  For example, a $1.3 million contract for insurance services was
awarded to a firm that was allowed to change its proposal after sealed
competitive bids were opened.  The award of this contract prompted com-
plaints from competing firms, which led to an investigation by the State
Attorney General’s Office.  (This investigation was suspended when the
investigating attorney left State service.)  We note that the firm receiving the
contract paid a member of the Board’s Purchasing Committee, who is an
insurance broker, $90,000 for his co-brokering of this transaction and for his
assistance in securing the contract.  We found no indication that this apparent
conflict of interest was disclosed.  We recommended that DHCR request the
Attorney General’s Office to resume the suspended investigation of this matter.
(See pp. 6-11)

Riverbay’s lease income from its 130 commercial tenants exceeds $3.3 million
a year.  We identified instances in which a Board President, rather than the
appropriate management personnel, determined the need for and the extent of
adjustments to commercial leases.  We also found that a Board committee,
which should act in an advisory capacity only, made decisions that should have
been made by Riverbay’s Commercial Leasing Department.  
 
At the time of our audit, the total amount of rent in arrears from commercial
tenants totaled $927,609, 70 percent of which was owed by seven tenants.  We
examined the  actions taken by Riverbay to collect unpaid rent from these
seven tenants.  We found that the unpaid rent was not always vigorously
pursued.  In fact, Riverbay officials were considering writing off the unpaid
rent of two of the tenants, who together owed $212,727 in back rent.  Both of
these tenants are not-for-profit organizations.  We recommend that DHCR take
action to ensure that Riverbay actively tries to collect unpaid rent from all
commercial tenants.  (See pp. 11-16)

DHCR officials agreed that certain areas of Riverbay’s operations can be
improved, but take exception to parts of this report and to many of our
recommendations.  Riverbay’s comments included with the DHCR response to
this report indicated general agreement with most of our recommendations.
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Background

Introduction

The Division of Housing and Community Renewal (DHCR) oversees New
York State’s middle-income housing program, which includes 94,670
apartments in 242 housing projects that were built under the Mitchell-Lama
Law.  Each housing project is owned and maintained by a private housing
company.  Some housing companies also oversee day-to-day operations at the
projects, while other housing companies contract with independent managing
agents for day-to-day oversight.

Riverbay Corporation (Riverbay)  owns and operates Co-op City, the largest
Mitchell-Lama housing project.  Co-op City is situated in the northeast Bronx
and consists of 34 buildings with about 15,000 residential units that accommo-
date more than 50,000 residents. Riverbay has a Board of Directors  (Board)
consisting of 15 elected members who are residents of Co-op City and a
sixteenth member who represents  DHCR. Each year, one of the Board
members is elected Board President by the other Board members.  Riverbay
has more than 900 employees and an annual operating budget of about $130
million. 

The construction of Co-op City was financed by a $390 million mortgage loan
from the New York State Housing Finance Agency (HFA), a public authority
created by New York State.  To obtain the revenue to finance this housing,
HFA issues bonds. Despite more than 30 years of repayments on the mortgage
loan, as of March 31, 1996, due to refinancing and late interest payments, the
original debt on Co-op City had grown to $449 million.  If Riverbay fails to
make its mortgage payments to HFA, the payments are made by New York
State.

Since Co-op City opened in 1968, Riverbay has experienced financial and
operational difficulties.  Riverbay operations have been investigated by the
Bronx District Attorney and the State Attorney General.  In addition, Board
members have frequently disagreed with one another and engaged in open
conflict.  According to the Private Housing Finance Law, DHCR is responsible
for supervisory oversight at all Mitchell-Lama housing projects, including Co-
op City.  (In responding to this report, DHCR officials note that they have
minimal involvement with municipally-aided Mitchell-Lama housing.)  In
1995, DHCR commenced an action to remove the Riverbay Board President
after the President suspended the General Manager and directed the firing of
six management employees.
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Audit Scope,
Objectives and
Methodology

Response of DHCR
and Riverbay
Officials to Audit

We audited selected aspects of Riverbay’s management practices and DHCR’s
monitoring of those practices for the period January 1, 1994 through December
31, 1996.  Our audit focused on the relationship between Riverbay’s Board of
Directors and the day-to-day operations of Co-op City in the areas of payroll,
personnel, contracting and commercial leasing.  The objectives of our audit
were to evaluate the appropriateness of this relationship and the adequacy of
DHCR’s oversight at Co-op City.  To accomplish these objectives, we
reviewed applicable laws, policies and procedures.  We also interviewed Board
members, DHCR officials, and current and former Riverbay personnel, and
reviewed Riverbay and DHCR records.
 
We conducted our audit in accordance with generally accepted government
auditing standards.  Such standards require that we plan and perform our audit
to adequately assess those operations of DHCR and Riverbay which are
included within the audit scope.  Further, these standards require that we
understand DHCR’s and Riverbay’s internal control structures and their
compliance with those laws, rules and regulations that are relevant to those
operations which are included in our audit scope.  An audit includes
examining, on a test basis, evidence supporting transactions recorded in the
accounting and operating records and applying such other auditing procedures
as we consider necessary in the circumstances.  An audit also includes
assessing the estimates, judgements, and decisions made by management.  We
believe our audit provides a reasonable basis for our findings, conclusions and
recommendations.

We use a risk based approach when selecting activities to be audited.  This
approach focuses our audit efforts on those operations that have been identified
through a preliminary survey as having the greatest probability for needing
improvement.  Consequently, by design, finite audit resources are used to
identify where and how improvements can be made.  Thus, little audit effort
is devoted to reviewing operations that may be relatively efficient or effective.
As a result, our audit reports are prepared on an “exception basis.”  This
report, therefore, highlights those areas needing improvement and does not
address activities that may be functioning properly.

A draft copy of this report was provided to DHCR officials for their review
and comment.  Their comments, as well as those provided by Riverbay and
included in the DHCR response, have been considered in preparing this report
and are included in Appendix B.

Within 90 days after final release of this report, as required by Section 170 of
the Executive Law, the Commissioner of the Division of Housing and
Community Renewal shall report to the Governor, the State Comptroller, and
the leaders of the Legislature and fiscal committees, advising what steps were
taken to implement the recommendations contained herein, and where
recommendations were not implemented, the reasons therefor.
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Payroll and
Personnel

Board Member Involvement in Financial Operations

The operation of  a Mitchell-Lama housing project is governed by the New
York State Codes, Rules and Regulations (Code).  Subsection 1725-3.3 of  the
Code describes the proper role for a project’s Board of Directors, stating that
"the Board of Directors has the responsibility for establishing policy covering
administration of property, interests, business and transactions of  the
corporation and may delegate to officers such authority as it deems necessary.
Sound organization dictates that members of the Board should not interfere
with day-to-day management and operation of a project or with its employees
or intrude upon management functions. Failure to adhere to this policy reduces
the efficiency of the operating staff by creating conflicts in control and in the
chain of  command."  

We found that Riverbay Board members, or Board committee members (Board
committees are made up of Board members and other residents of Co-op City),
frequently violated the Code by interfering with day-to-day operations and
intruding upon management functions.  In particular, Board members, or Board
committee members, ordered Riverbay staff to hire individuals outside the
normal hiring practices, interfered in the awarding of contracts, and inappropri-
ately adjusted commercial tenant leases.

At the time of our audit, about 125 of the more than 900 Riverbay staff were
not  represented by unions. The hiring and discharge of non-union employees
is covered by Riverbay’s administrative policies and Board resolutions.
Consistent with the role of the Board as defined by the Code,  Board
resolution 86-8 states "that management shall not accept any referrals or
recommendations of  any candidate for employment or  promotion from any
Board member, or elected officials.  Transfers, promotions, and salary
adjustments for staff members shall be the sole responsibility of the General
Manager himself, who is to be reviewed by the Board of Directors." 

However, in June 1995, the Board President suspended the General Manager
and,  in July 1995, ordered the interim General Manager to discharge  six
management employees: the Director of  Operations, the Director of Human
Resources, the Director of Public Safety, the Director of Community
Relations/Special Events, the Director of Restorations, and an attorney.  In
August 1995, Riverbay advertised for candidates to fill two of these positions.
According to Riverbay officials, copies of all the resumes received from the
applicants for these positions were handed over to the Board’s Personnel
Committee, and the Committee, rather than the interim Director of Human
Resources or the interim General Manager, intended to make the hiring
decisions for these positions.  (Ultimately, none of the applicants were hired.)
According to Board resolution 86-8, the Board’s Personnel Committee is
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Contracts

responsible only for examining the hiring practices of management, suggesting
corrective measures where it sees deficiencies, ensuring nonpreferential
treatment to all applicants, and dissuading undue outside influence in hiring
practices.  We therefore conclude that the Committee exceeded its authority.

A DHCR hearing, which was initiated in the Fall of 1995, determined that the
President exceeded her authority in ordering the dismissal of the six staff. In
June 1996, a breach of contract suit was settled with the dismissed General
Manager for $82,500.  The five managers who were dismissed were reinstated
in January 1997.  The dismissed attorney was also offered reinstatement, but
declined.

The Board President also interfered in Riverbay’s day-to-day personnel
operations by ordering the Director of Personnel to hire three individuals:  a
manager of public affairs and an administrative assistant in July 1995, and a
commercial tenant relations manager in August 1995.  In testimony at the Fall
1995 DHCR hearings, management officials stated that, contrary to Riverbay’s
normal hiring practices, these three individuals were hired at the direction of
the Board President.  According to Riverbay’s interim Director of Human
Resources, open positions are generally first posted for five business days on
Riverbay’s bulletin boards, and then advertised publicly if suitable candidates
do not apply. However, we found that only one of the three positions was
posted on Riverbay bulletin boards and none of the positions were advertised.
Moreover, two of the three new employees started working prior to final
approval of their hiring from management.  In her own testimony at the Fall
1995 hearings, the Board President acknowledged that the hired individuals
were longtime acquaintances.

Riverbay contracts with firms that provide goods and services. According to
subsection 1728-4.1 of the Code, contracts will be awarded on the basis of
competitive bidding to the fullest extent possible.  In particular, contracts
exceeding $100,000 require sealed bids, and should be publicly advertised no
fewer than 20 days before the date set for the receipt of the bids.  The sealed
bids should be opened publicly at the time and place specified in the
advertisement. In addition, DHCR approval is required for all contracts for
personal services, and bids for contracts exceeding $50,000 may not be
solicited without the prior approval of DHCR.  Further, subsection 1730-1.1(d)
of the Code states that no contract of insurance covering a housing company
should be entered into without the prior written approval of DHCR.  We
reviewed Riverbay’s contracting practices and found that, because of
interference by Board members, or Board committee members, proper
competitive bidding procedures were not always used and the required
approval of DHCR was not always obtained.  

DHCR Response to Audit: In responding to this report, DHCR officials noted
that problems with Riverbay contracts were not pervasive.  They also
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maintained that DHCR uncovered and dealt with many of the problems
discussed in this report.

Auditor Comments: Problems with Riverbay contracts may not have been
pervasive, but the problems which existed and which were discussed in this
report were significant.  Certain of these problems were dealt with by DHCR.
 
In May 1993, Riverbay sent a request for proposal (RFP) to 21 insurance
brokerage firms to obtain workers’ compensation, property, general, and
automobile liability insurance coverage.  Since the contract was expected to
exceed $50,000, the 21 firms were approved by DHCR, as required by the
Code.  Due to various difficulties, the bidding process was suspended, but was
subsequently resumed, and in June 1994, 4 of the 21 firms were asked to
submit price quotes.  In June 1994, in response to these quotes (which were
incomplete for two firms), one of the firms was awarded a contract for
workers’ compensation insurance coverage.  

Riverbay then asked the four firms to submit price quotes for the three
remaining types of insurance coverage.  However, Riverbay also allowed a fifth
firm (Kornreich Insurance Services) to submit price quotes for the remaining
types of coverage, even though Kornreich had not previously been considered
and was not among the 21 firms originally approved by DHCR.  

DHCR Response to Audit: DHCR officials stated that, according to the code,
the list of contracts approved by DHCR is only preliminary and solicitation of
other contractors is to be expected to ensure participation by sufficient numbers
of firms including minority and women-owned businesses.

Auditor Comments: We do not believe Kornreich was included to meet these
criteria. Rather, as discussed in this report, Kornreich may have been included
to satisfy interests of the Purchasing Committee of the Board.

In August 1994, a contract for the three remaining types of insurance coverage
was awarded to Kornreich.  Moreover, Kornreich officials asked if they could
change their proposal after the contract was awarded, because they could not
deliver the insurance coverage promised in their proposal.  They were given
30 days to submit an alternative proposal, even though Riverbay’s Director of
Contract Administration, in a memorandum to a Board member, advised that
such an alternative proposal would be contrary to acceptable bidding practices.
The Director of Contract Administration wrote that allowing Kornreich to
negotiate with other insurance carriers after the submission of bids would give
Kornreich an unfair advantage and could subject Riverbay to lawsuits for
improper bidding practices.  The Director of Contract Administration’s
concerns were subsequently overruled by the Board’s Purchasing Committee
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and sanctioned by Riverbay’s General Counsel.  In September 1994, on the
basis of the alternative proposal, which included new price quotes from other
insurance companies, Kornreich was allowed to retain the contract for
property, general, and automobile liability insurance coverage.  The contract
totaled $1.3 million. 

Riverbay Response to Audit: Riverbay officials responded that the contract
with Kornreich was for $50,000 not $1.3 million.  They added that contracts
of $50,000 or less do not require DHCR approval.

Auditor Comments: While the contract agreed to pay Kornreich $50,000 for
brokerage services, through Kornreich Riverbay purchased $1.3 million in
insurance.  Kornreich’s actual commission was closer to $195,000.

DHCR Response to Audit: DHCR officials acknowledged that their approval
of this contract was required as we reported. 

The award of the contract to Kornreich prompted complaints from two of the
four competing brokerage firms, which led to an investigation by the New
York State Attorney General’s Office.  DHCR officials told us that they also
referred complaints about the contract to the Attorney General’s Office.  An
officer of one of the two complaining firms claimed his firm was pressured by
Riverbay managers to release a price quotation it had obtained from an
insurance company.  A price quotation from the same insurance company was
used by Kornreich.  The officer claimed he was informed that certain Board
members wanted the insurance contract to be awarded to Kornreich, and that
if his firm did not release its claim to the price quotation, its contract for the
worker’s compensation insurance coverage might be canceled.  Officials from
the other complaining brokerage firm claimed that Kornreich’s proposals
excluded coverages that were required under the bid specifications, and
claimed that the prices quoted in their proposal would have declined
dramatically without those coverages.

We further note that the Board’s Purchasing Committee was involved in the
process of selecting an insurance broker.  According to a letter from Kornreich,
a member of this committee, who is also an insurance broker, was paid
$90,000 by Kornreich for his assistance in securing the contract  for Kornreich.
The Committee member signed a co-brokerage letter of understanding with
Kornreich on August 15, 1994, three days before the contract was awarded to
Kornreich.  According to subsection 1728-4.1 of the Code, any vendor bidding
for a contract . . . should disclose “. . . on a form prescribed by the division
. . . whether any board member, general partner, officer or employee of the
housing company . . . have a direct or indirect interest in the bidder or in the
compensation to be received by the bidder pursuant to the proposed contract,
and the nature of that interest.”  While the Code does not specify that the
financial interests of Board committee members should also be disclosed, we
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believe such disclosure is consistent with the intent of the Code, and with
respect to the contract with Kornreich, we believe it was inappropriate that the
Purchasing Committee member’s close relationship with Kornreich was not
disclosed.  However, we found no indication that this relationship was in fact
disclosed.  
 
We also note that, even though all insurance contracts must be approved by
DHCR, we found no indication that Kornreich’s contract was approved by
DHCR. The Attorney’s General’s investigation of this contract was suspended
when the investigating attorney left State service.  We believe it would be
prudent for DHCR to request that the investigation be resumed.  Riverbay
management eventually became dissatisfied with Kornreich’s services and, in
November 1995, the contract was awarded to another brokerage firm.

DHCR Response to Audit: DHCR officials pointed out that the specifications
of the request for proposal did not provide for the contract to be awarded on
the basis of cost competitive bids, but rather listed costs as only one of the
factors to consider.  Therefore, DHCR officials indicate that it should not be
suggested that the award to Kornreich is inappropriate because of lack of
competitive bidding.

Auditor Comments: We take exception to the award to Kornreich for several
reasons including lack of DHCR approval of this firm as a bidder, possible
conflicts of interest in determining the contract award and undue interference
by the Board and/or the Purchasing Committee.

When Riverbay wanted to repair and replace elevators in the Einstein
Community Center, Riverbay’s managers at first tried to use the method that
had been used in the past, in which they negotiated a contract for the work
with the existing elevator maintenance contractor on the basis of a cost
estimate prepared by  an independent consultant.  However, the managers were
overruled by the Board’s Purchasing Committee, which wanted the work to be
formally bid.  One week after the bids were opened, the Purchasing Committee
again intervened and decided to revise the scope of the work.  The Committee
subsequently requested that the bidders submit revised proposals based on the
major changes they wanted in the work.  Then, contrary to Riverbay’s standard
operating practices, in which  an evaluation team made up of Riverbay
employees reviews proposals from bidders and recommends a vendor, the
Purchasing Committee reviewed the proposals and recommended a vendor.
However, DHCR subsequently rejected the contract award and ordered that the
contract be rebid, because they determined that the contract procedures were
not followed properly.

In 1996 Riverbay issued an RFP  requesting bids for a consultant to review the
operation of Co-op City’s power plant in order to provide feedback and
recommendations  aimed at improving operations.  Two weeks after the bids
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were opened, the Purchasing Committee intervened and requested that the
scope of the contract be broadened to include other activities.  We believe
such a request is contrary to the Code, which states that Board members should
not intrude upon management functions.  This does not mean that the Board
and the Purchasing Committee  cannot be involved in the procurement process.
However, the input of the Board and the Purchasing Committee should be
obtained prior to the RFP so that matters can be addressed before the bid
opening.  

DHCR Response to Audit: In responding to this report, DHCR officials stated
that the Code does not preclude the Board from overruling management at any
stage of the bidding process if it becomes aware of deficiencies. 

Auditor Comments: We agree with this clarification, but believe that Board
actions should be taken based upon a vote by the Board and should not be
taken by an individual Board member.
  
In 1995 Riverbay awarded a contract for installing water-saving toilets at Co-
op City.  The contract was approved by DHCR in June 1995.  However,
according to Riverbay officials, the 1995-96 Board President tried to prevent
the contract from proceeding because, in the opinion of the President, further
legal opinions were necessary.  The Board President instructed the Director of
Contract Administration to withhold final approval on the contract, and for
three months the installation of the toilets was delayed. 

We note that, on a number of occasions, Board members and Purchasing
Committee members, rather than contract administration unit staff, set up
meetings with vendors, requested presentations from vendors, and obtained
estimates on change orders to contracts. For example, according to Riverbay
officials, Board and Purchasing Committee members contacted a prospective
cable television provider on two occasions to set up presentation meetings.  In
addition, the Board President, rather than the Riverbay General Manager,
routinely signed contracts.  As indicated by the Code, such day-to-day
operational matters should not be handled by the Board.  When Board or
Purchasing Committee  members have contact with vendors outside of normal
channels, the opportunity for impropriety and undue influence in the selection
of the vendor is increased.  

DHCR Response to Audit: DHCR officials responded that they do not consider
it inappropriate for Riverbay’s President to sign contracts on behalf of the
Corporation.  In addition, DHCR officials point out that their standard form of
contract for use by housing companies authorizes housing company presidents
to sign contracts.

Auditor Comments: The President of the Board at Co-op City has a manage-
ment corporation to which the task of signing contracts can be given to ensure
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Commercial Leases

that  there is not even an appearance of undue Board influence on the
management of Co-op City.

Riverbay Response to Audit: Riverbay officials pointed out that the Purchasing
Committee should be discontinued as it is an unnecessary duplication of
management functions.

Auditor Comments:  We agree that the Purchasing Committee has been, but
should not be duplicating management functions.

Riverbay has more than 130 commercial tenants in Co-op City.  Most of these
commercial tenants are located in three shopping malls with more than
250,000 square feet of commercial space.  Total shopping center lease income
exceeded $3.3 million for the year ended March 31, 1996.  Riverbay has a
Commercial Leasing Department, which deals with the commercial tenants.
In addition, the Board has a Commercial Renting and Leasing Committee
(CRLC), which includes Board members and nine other Co-op City residents.

We reviewed Riverbay’s commercial leasing practices and found that two
former Board Presidents were involved in the inappropriate adjustment of
commercial leases.  We also found that the CRLC makes decisions that should
be made by the Commercial Leasing Department.  We further found that
Riverbay officials do not always actively try to collect unpaid rent from
commercial tenants, and often do not adequately document adjustments to
commercial leases.
 
A supermarket’s lease with Riverbay stated that the supermarket had the use
and occupancy of the basement at no additional charge.  On February 15,
1995, the 1994-95 Board President signed an agreement reducing the rent by
$47,184 over the four years ending January 31, 1999 in exchange for
Riverbay’s use of 2,000 square feet of the basement space.  On April 11,
1996, the owner of the supermarket signed another lease, which included both
the supermarket and additional store space adjacent to the supermarket.  On
this same date (April 11), the 1995-96 Board President signed an agreement
with the supermarket owner restating the earlier agreement, in which the
supermarket’s rent was to be reduced through January 31, 1999 in exchange
for Riverbay’s use of the basement space.  We note that, while both the
original lease and the revised lease were approved by the Board as required,
the agreements signed by the Board Presidents were never submitted to the
Board for approval. 

In addition, on August 1, 1995, the 1995-96 Board President signed an
agreement with a stationery store to reduce the rent by $49,380 over the three
years ending July 31, 1998.  In exchange for the reduction in rent, Riverbay
was allowed to use a portion of the stationery store’s basement space. We note
that, while the stationery store’s original lease was approved by the Board as



11

required, the agreement signed by the Board President was never submitted to
the Board for approval.  

According to Board resolutions 85-16 and 95-44, the approval of the Board is
needed for any obligation that amends any contract which the President or
General Manager shall submit to the Board.  These agreements alter leases
which required Board approval.
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We believe the actions of the two Board Presidents in adjusting these leases
were contrary to the Code, because the Presidents intruded upon management
functions.  If the leases needed to be changed, the changes should have been
determined by the Director of Commercial Leasing.  Moreover, when we
visited the supermarket and stationery store to verify the portion of the
basements used by Riverbay, we found that significantly less space was used
by Riverbay than was indicated in the agreements.  On the basis of the amount
of basement space actually used by Riverbay, we estimate that the monthly
reduction in the supermarket’s rent should have been $692 less and the
monthly reduction in the stationery store’s rent should have been $1,241 less.
We note that a memorandum from the Director of Commercial Leasing
questioned whether the supermarket was even entitled to a reduction in rent,
because the supermarket was not charged for the basement space in the first
place.  

The duties of the CRLC are not formally described.  According to the CRLC
chairperson and minutes of CRLC meetings, the CRLC routinely approves or
disapproves applications for commercial leases or proposed changes to these
leases.  Approved leases and lease changes are brought before the Board for
review and approval, while disapproved leases and lease changes are not.  We
believe this arrangement is contrary to the Code, because Board committee
members are intruding upon management functions.  Lease applications and
proposed lease changes should be approved or disapproved by the Commercial
Leasing Department and the General Manager.  

DHCR Response to Audit: DHCR officials do not believe that it is improper
for the Board to retain power over commercial leasing if it so desires.

Auditor Comments: We recognize the authority of Board to retain power over
operations.  However, in this instance the Board President and the CRLC
appear to be actually administering commercial leasing activities as opposed
to retaining power over activities conducted by management. 

We conclude that the CRLC has too much power in the decision-making
process when it should be acting in an advisory role. If the roles of the CRLC
and the Commercial Leasing Department are not clearly and properly
distinguished, there is a greater risk that Riverbay’s commercial leasing
practices will not be appropriate.  
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Riverbay Response to Audit: Riverbay officials responded that the CRLC
should either be discontinued or the Board should officially recognize it and
define its functions and purposes.  They added that such a committee should
act only for advice and feedback to the department head and has no authority
to act on its own.
 
Board resolution 94-39 directs Riverbay management to “vigorously pursue
any and all commercial and non-residential tenants who are behind in their
rent” and to “diligently seek to collect any and all rent  arrears.” The
resolution notes that Riverbay may have been too lenient in collecting rents
from commercial tenants.  According to Riverbay’s records, at the time of our
audit, the total amount of rent in arrears from commercial tenants totaled
$927,609.   Riverbay officials told us it is their policy not to renew a lease
with a commercial tenant who is in arrears.  

Riverbay Response to Audit: In responding to our audit, Riverbay officials
stated that the total commercial outstanding balance as of March 31, 1997 was
$863,230 of which $318,919 was the current month’s billings.

Despite the acknowledged importance of collecting unpaid rent from
commercial tenants, Riverbay has no formal procedures describing how unpaid
commercial rent should be pursued.  In the absence of such procedures, unpaid
commercial rent is less likely to be effectively pursued.  It is Riverbay’s
practice to issue a three-day notice when a commercial tenant is two months
in arrears.  The notice states that if the tenant does not pay the rent in arrears
within three days, Riverbay will take legal action to evict the tenant.  If the
tenant does not pay within three days, Riverbay can then move to obtain a
legal judgment against the tenant.  

As of June 30, 1996, 22 commercial tenants were two or more months in
arrears, with six tenants more than 12 months in arrears, including one tenant
who owed more than ten years of back rent.  At that time, the seven
commercial tenants with the largest amounts in arrears owed between $31,719
and $292,208, and accounted for 70 percent of the total commercial rent in
arrears.  We reviewed Riverbay’s collection efforts against these seven tenants.
We found that five of the seven tenants had been issued three-day notices.
However, these notices were not sent until the tenants were between 3.8 and
16.3 months in arrears.  Moreover, while Riverbay obtained legal judgements
against two of the five tenants, one tenant was issued four different three-day
notices over a six-month period without any court action being initiated.
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No three-day notices were sent to the other two tenants, even though one
tenant was 26 months in arrears and the other tenant was 124 months in
arrears.  One of these tenants, which is a not-for-profit organization, rents two
locations and had $157,589 of rent in arrears.  The leases for these two
locations expired in 1984 and 1987, and have not been renewed.  The second
tenant, which is also a not-for-profit organization, had $55,138 of rent in
arrears.  Even though this tenant owed Riverbay back rent, on June 10, 1996,
the Board President renewed the tenant’s lease, which had expired in 1992.

In a September 21, 1995 memorandum to the interim General Manager, the
chairperson of the CRLC recommended that the outstanding unpaid rent from
these tenants be written off.  An August 1996 memorandum from the former
Director of Commercial Leasing indicated that it was Riverbay’s intention to
write off these unpaid rents and renew the leases of these tenants.  If this is
done, Riverbay will lose at least $212,727 in unpaid rent.  Riverbay officials
stated they do not believe it would be appropriate to actively pursue collection
of lease arrearage owed by religious organizations, considering the service
these organizations provide to Co-op City.  They further stated that all of these
tenants are currently making payments and that the appropriateness of the lease
amounts will be reevaluated.  
 
Riverbay Response to Audit: In responding to this report, Riverbay officials
point out that writing off unpaid rents would not have an adverse financial
impact as these rents have already been expended in the establishment of an
allowance for doubtful accounts.

Auditor Comments: We do not believe that amounts due from current renters
should be excluded from collection efforts.  Any collections that can be made
increase cash flows and revenues. 

Subsection 1727-4.13 of the Code, which applies to residential tenants only,
states that accounts receivable in excess of $1,000 may be written off only
with the approval of DHCR.  Requests for DHCR approval should include a
detailed description of the collection efforts made by the housing company and
its counsel, a summary of the credit report for each tenant, the recommenda-
tions of counsel, and a Board resolution requesting approval for the write-off.
We believe a similar regulation is needed covering receivables from
commercial tenants.  Commercial tenants pay a much higher monthly rent than
residential tenants; when these tenants are in arrears, the housing company
stands to lose thousands of dollars. 
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We conclude that, despite Board resolution 94-39, Riverbay management does
not always actively pursue the collection of unpaid commercial rent. If the
collection of this rent is not actively pursued, Riverbay’s financial condition
will be adversely affected.
 
Riverbay sometimes gives commercial tenants rent abatements in exchange for
renovations.  In such cases, it is important that the agreements be in writing,
the dollar value of the renovations be specified, and the actual value of the
renovations be verified against copies of paid invoices and canceled checks.
During the 34 months ended October 31, 1996, at least 11 commercial tenants
received rent abatements in exchange for renovations.  The abatements ranged
from two to five months of rent and totaled $120,058.  We reviewed these
abatements and found the following problems:

! Three of the eleven agreements were not formalized.  In one of these
three agreements, a bakery was given a three-month rent abatement
totaling $5,742 in exchange for $10,000 in renovations, even though
the tenant owed Riverbay $25,000 in past due rent.

! In 3 of the 11 agreements, the value of the renovations was not
specified.  

! Only 1 of the 11 tenants submitted adequate documentation for the
cost of the renovations.  Four of tenants submitted inadequate
documentation and the other six tenants submitted no documentation
at all.  For example, renovation work that was supposed to have been
done in 1995 was supported with documentation of work performed in
1991 and 1992.

According to Riverbay’s bylaws, a Board committee can be created “ . . . only
by resolution adopted by a majority of the entire Board . . .” However, we
found that the Purchasing Committee and the CRLC, both of which were
formed in 1988, were not created by Board resolution.  As a result, these
committees were not properly authorized to operate.

When presented with these findings, Riverbay officials acknowledged that
controls and procedures need to be strengthened over the commercial leasing
area.  Officials added that they have drafted new procedures which are under
management review.
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Recommendations

1. Assist the Riverbay Board of Directors and senior management in
reviewing Riverbay’s Board resolutions, policies and procedures for
conformance with the organizational principles stated in Subsection 1725-
3.3 of the New York State Codes, Rules and Regulations.  If areas are
identified as deficient, provide technical assistance to Riverbay’s Board
and senior management so that appropriate corrective actions can be
taken.  At a minimum, DHCR’s staff should review Riverbay’s policies,
procedures and Board resolutions concerning contracting, hiring and
firing employees; negotiating modifying and approving commercial leases;
and collecting unpaid commercial rents.

(DHCR officials indicate  willingness to assist Riverbay, but believe
Riverbay should undertake the review on its own.) ( Riverbay officials
acknowledge that a review might be useful, but point out that resolutions
and policies are no help if these are ignored by the Board.)

2. Develop a formal management oversight plan for Riverbay that will
require the DHCR Housing Representative to review the actions taken by
the Riverbay management and Board in personnel, contracting and
commercial leasing matters to identify interference by Board members in
the day to day operations of Riverbay.  Immediately report in writing any
inappropriate Board actions and non compliance with Riverbay
procedures to DHCR senior management.

(DHCR officials believe this recommendation is impractical.)  (Riverbay
officials acknowledge the need for an immediate appeal process as this
recommendation suggests.  Officials also suggest requiring Board
members to attend a membership training seminar.)

Auditor Comments: The problems identified with respect to personnel,
contracting and commercial leasing indicate a need for DHCR to give
these areas priority attention in accordance with an actual plan.

3. Request the Attorney General’s Office to resume their investigation of the
bid and award of the insurance contract.

(DHCR and Riverbay officials agree with this recommendation.)
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Timeliness of DHCR
Hearing

DHCR Oversight
DHCR is required by the Code to oversee the actions of Mitchell-Lama
housing projects by reviewing contracts before the award, reviewing budgets
and ordering rent increases when warranted, and regularly reviewing the
overall operations of the projects.  (In responding to this report DHCR officials
pointed out that they have minimal involvement with municipally-aided
Mitchell-Lama housing.)  In addition, in extreme circumstances, DHCR may
initiate hearings to remove Board members or replace managing agents. W e
found that, in overseeing Riverbay, DHCR did not perform a number of
ongoing monitoring activities.  We believe that, if DHCR had monitored
Riverbay more closely, some of the problems involving the Board may have
been prevented.  In addition, while DHCR did promptly initiate a hearing to
remove Riverbay’s Board President, a decision based on the hearing was not
made in a timely mann er.  As a result, the problems were not resolved as soon
as they could have been. 
 

On June 14, 1995, the  Board  elected a new President.  Two weeks later, the
President suspended Riverbay’s General Manager without pay indefinitely, and
appointed the General Manager’s subordinate as interim General Manager. On
July 31, 1995, the interim General Manager, acting under the direct orders of
the Board President, fired six of Riverbay’s managers.  DHCR responded to
the problems involving the Board President at Riverbay.  After these actions
were reviewed, on August 10, 1995, DHCR ordered the Board President t o
call a Board meeting to determine whether the termination of the six managers
was appropriate or whether they should be reinstated. 

When the Board President did not comply with this order, pursuant to Section
32(6) of the Public Housing Finance Law, DHCR instituted  proceedings  to
remove the Board President.  These  hearings were held from September 27,
1995, to December 19, 1995.  However, the findings of the DHCR hearin g
officer were not completed and sent to the DHCR Commissioner until March
5, 1996.  In May 1996, the elections for the Riverbay Board were held.  The
Board President failed to be reelected to the Board, and therefore was no
longer eligible to be Board President.  On June 26, 1996, DHCR’s Commis-
sioner issued an order declaring the removal of the President a moot issue.

DHCR officials told us the hearing took a long time to complete because i t
was a complex case.  They believe that the Commissioner’s decision was
important, even though the Board President had already been voted out of
office when the decision was announced, because interested parties were
informed of the Commissioner’s interpretation of various provisions. In
addition, according to DHCR’s Executive Deputy Commissioner, the order was
intentionally delayed until after the results of the Board election.  We
acknowledge that the hearing involved complex issues, but we believe that the
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Adequacy of DHCR
Oversight

size and complexity of Riverbay’s operations made it all the more important
to resolve the matter promptly.  Co-op City is a multi-million dollar operation,
and in failing to expedite the hearing, DHCR left Riverbay managers
vulnerable to further sudden dismissals, an unhealthy situation that should have
been resolved as soon as possible.  In these circumstances, we believe the
interests of Co-op City residents would have been better served if the hearing
had been completed sooner.  In particular, we question the need for the
Commissioner to take more than three months to review the findings of a
hearing officer.

DHCR Response to Audit: In responding to this report, DHCR officials
reiterated their disagreement with our observations that the hearing was neither
concluded nor released in a timely manner.  They also disagreed with any
suggestion that delay had a significant detrimental effect on Riverbay.

Riverbay Response to Audit : Riverbay officials, responded that the hearing to
remove Riverbay’s President as well as the hearing officer’s and DHCR
Commissioner’s conclusions took longer than was good for Riverbay.  Riverbay
officials also stated that the ability to manage Co-op City was severely
compromised by activities described in the audit.

Auditor Comments : We concur with Riverbay’s assessment.

Subsection 1729-1.3(a) of the Code requires each self-managed housing
company to submit, for DHCR review and approval, (a) an organization plan
setting forth lines of responsibility and authority, and (b) an operational plan
for administering functions which include marketing (selling or renting),
physical maintenance, financial administration, resident relations and general
administration.  These plans should be updated as needed so that they reflect
current conditions.  However, neither DHCR officials nor Riverbay official s
were able to provide us with a copy of Riverbay’s organization plan or
operational plan, and Riverbay management was not even aware that these
documents were required.

Without an organization plan, the lines of authority and the expectations of the
Board and its corporate management are less likely to be clearly defined.
Without an operational plan, DHCR has less assurance that Riverbay
management is adequately addressing its mission and goals.  With a project as
large and as complex as Co-op City, it is essential that the organization and
the operational goals be clearly described.  We believe the absence of these
plans contributed to the organizational and operational problems of Riverbay.
 
Subsection 1729-1.3(c-d) of the Code requires housing companies to be
evaluated through periodic housing operations audits carried out by DHCR .
The audits are to examine each housing company’s marketing activities, unit
sales and rentals, physical maintenance of the units, fiscal administration,
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activities to promote effective relations with residents, and general administra-
tion.  However, we found that DHCR does not perform these periodic audits
at Riverbay.  Rather, DHCR officials stated that there is constant interaction
between Riverbay and DHCR staff and that reviews are done as the need
arises.  The officials told us these reviews informally address various aspects
of Riverbay’s operation, and are not always documented in the form of a report
or memorandum.  There are no periodically scheduled inspections of the
physical maintenance of the project, and Riverbay’s fiscal administration is
reviewed as part of DHCR’s biennial budget review.

We believe that without a systematic and documented review of all aspects of
Riverbay’s operations, DHCR’s oversight is less likely to be effective.  In fact,
we believe the many problems identified by this audit show that DHCR’s less
formal approach to monitoring Riverbay is not sufficient, and formal housing
operations audits should be conducted as required.  Since Co-op City is th e
largest Mitchell-Lama project, it is even more essential that these audits b e
performed regularly.

For example, according to the Code, all commercial leases and commercia l
lease amendments at projects must be approved by DHCR.  However, when we
examined a judgmental sample of five commercial leases and eight commercial
lease amendments from the 27 months ended June 26, 1996, we found that 9
of the 13 documents had not been submitted to DHCR for approval.  Such
violations  to the Code are more likely to be detected if formal housing
operations audits were regularly conducted by DHCR.

According to a 1992 refinancing agreement with HFA, Riverbay is required
to submit a biennial budget by February 1 of each two-year period.  However,
the Board did not approve the 1994-96 biennial budget until March 29, 1994,
and the 1996-98 biennial budget until April 24, 1996.  This budget was not
approved by DHCR until January 1997, which was ten months after the budget
went into effect.

Subsection 1728-2.2 of the Code requires each housing company to submit
annual financial statements to DHCR within 60 days after the close of the
fiscal year and in a format approved by DHCR.  However, we found that the
annual financial statements submitted by Riverbay were not in the format
prescribed by DHCR.  As a result, some of the information needed by DHCR
was not provided in the annual statements.  We also found that the statements
were consistently submitted  late.  In 1994, the statements were submitted 206
days late, in 1995 they were submitted 126 days late, and in 1996 they were
submitted 145 days late.  DHCR cannot effectively monitor Riverbay
operations in the absence of complete, up-to-date financial statements.

DHCR Response to Audit : In responding to this report, DHCR officials state
that they have an October 26, 1994 organization chart of Riverbay manage-
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ment employees, and that 25 years of experience with Riverbay establishes
knowledge of operational plans.  DHCR does not believe that periodic housing
operation audits would add value beyond the interactions that now take place
between DHCR and Riverbay.  As concerns biennial budgets, DHCR state s
that it is not aware of an y detrimental effects from the late submission of these
documents.  DHCR states that the financial information it receives monthl y
from Riverbay allows it to effectively monitor Riverbay operations even though
this information is not compliant with the code.  Based on these assertions ,
DHCR officials disagree with our conclusions that DHCR’s monitoring is
insufficient and contributes to problems at Riverbay.  Moreover, DHCR
officials comment that the major cause of Riverbay’s recent problems were the
unauthorized, unilateral actions of the former Board President and not any lack
of DHCR oversight and monitoring.

Auditor Comments: From this audit of selected aspects of management
practices at Co-op City it appears that there are important aspects of
management  activities, such as commercial leasing, that are problematic, are
not well known to DHCR and would benefit from increased oversight and
monitoring.  Moreover, the fact that a Board President would so clearly exceed
lines of authority indicates a need for more rigorous oversight and monitoring.
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Recommendations

4. Ensure that housing company hearings are not inappropriately
delayed.

(DHCR and Riverbay officials agree with this recommendation.)

5. Schedule and perform periodic housing operations audits of
Riverbay.

(As discussed within this report, DHCR officials disagree with th e
need to implement this recommendation.)  (Riverbay officials did not
agree with the recommendation, but stated that management has
recommended that the Board add more internal audit functions to the
budget.)

6. Provide oversight and direction which helps to ensure that Riverbay
submits organizational and operational plans, its biennial budget and
properly formatted financial statements on a timely basis.

(DHCR and Riverbay officials agree with the parts of this
recommendation concerning submission of plans.)
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