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Feb. 12, 2002

Joan Hall
Haousing and Urban Development
San Francisco, California

Ms. Hall:

KRON4 News is requasting under the Freedom of Infarmation Act any audits and information
pertaining to Lily Lee and her role and documentation of her role in a case that was investigated by

our News Department in 1999. The story involved David Zelgler of New American Realty, Golden
Home Loans, and Dale Lueger of Natlonal Building Inspeotors, Inc.

First time homebuyers in HUD"s 203K program alieged that the above parties
were involved In homesales and rehabs where they were overcharged for poor quality work and work
not done. These allegations were iater substantiated by HUD's own invastigation.

Our concern is with Lily Les's role in the investigation. We recently read a news articie mentianing

that Llly Lee wae named as Acting Director of the San Franeisco Office of HUD.
We would appreciate your expediting this information.

Thank you very much.

Sandy Lee

¢ Executive Producer
g KRON4 NEWS
A (415)561-8103
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Larry Bush : T2: Richord Mallory/REGDIR/SFC/HUD@HUD
> 0
SRf14N2TF 43 =0 Subjsct: Re: Media FQIA - new [3)

That's fine. I'll be here as wall.
Richard Mallory

Richard Mallory To: Larry Bush/SECREP/SFC/HUD@HUD

02/14/02 12:08 PM (2 .
Subject: Rc: Mgdia FOIA -- new [3]

Why don't you just set the materials aside for Friday. | will be in then.
Larry Bush

Larry Bush To: Richard Mallary/REGDIR/SFC/HUD®HUD
02/14/02 12:08 PM &ci. Joan H. HAN/SECREP/SFC/HUD@HUD
Subject: Matia FOIA -- new

Joan Hall hes given me a copy of a FOIA from KRON-TV regarding Lily Lee and the handling of
Investigations into improper activitios of nonprofits, a lendsr and a broker in a 1999 case.

The station was very aggrasive In-its investigation of the case, which involved properties herg in
Northern California sold by HUD to nonprofits for first-time homebuyer discounts.

I can forward to you to reach you by Monday copies of the three segments whieh the station ran,
including on-alr Interviews with me, a¢ well as other information that | should provide Joan for a
determination on whether It should be inclyded in the FOIA responsa.
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AB  San Francisco Chronicle

San Francisco Chronicle:

NORTHERN CALIFORNIA'S LARGEST NEWSPAPER

Couey

SATURD?

Former S.F. housmg director’s plea bargain in jeop

US. attorney’s
office objects
to terms of deal

3 y Patrick Hoge

CHRONICLE STAFF WRITER

A plea bargain struck in a
Cleveland federal court by Ren-
nie Davis, suspended director of
the S$1n Francisco Housing Au-
thority, appeared to unravel yes-
terday when the US. aitorney in
San Francisco balked at the deal.

Under the bargain, Davis
pleaded guilty to a single misde-

- meanor count of talung excess

compensation and, in refum, had
felony charges dismis.sed. He also
agreed to repay $5,467 to his for-
mer emplover, the Cuyahoga
Metropotitan Housing Authority
of Clevcland, where Davis was
chiel financial officer before mov-
ing to San Francisco in 1996.

In retum, prosecutors in Cleve-
land prormsed Davis that he
would not face civil, crimnal or
administrative sanctions for any-
thing related to his employment
at either the San Francisco or
Cleveland housing agencies.

At a sentencing hearnng vester-
day, prosecutors told federal

CARLE S AviLa CONzaLEZ { The ((kianicle 2001

Ronnie Davis, former San Francisco housing chief, pleaded guilty in
Ohio to a single misdemeanor count of taking excess compensation.

Judge Kathleen O’Malley that the
USS. attorney’s office in San Fran-
cisco, which wasn’t consulted
about the plea deal, objected to
the termas of the bargain.

Furthermore, Bill Edwards, a
spo!resman for the US. attorney’s
office in Cleveland, said the
Housing and Urban Development
Deparlment wanted to back out of
the deal because of the San Fran-
cisco prosecutor’s objections.

As part of the plea bargain.

HUD was to drop disciplinary

proceadings opened against Davis
because of audits alleging gross
mismanagement of public funds
in Cleveland and San Francisco.

Davis, who was suspended by

HUD from his job in San Francis-
co shortly after his indictment in
March 2001, was 1o be allowed to
begin working immediately as a
consultant to local housing au-

thorities nationwide, although he
could never work for the San
Francisco Housing Authority and
could not control any housing au-
thority until 2003,

Regardless of what happens to
the plea bargain, Edwards said,
Davis will remain free from the
felony charges, which were dis-
missed when his plea was accep!-
ed on Oct. 29, but he might lose
the guarantees of immunity from
future sanctions.

judge O’Malley has scheduled

_ a hearing Feb. 26 on the matter.

Davis said in a statement that

he was “both saddened and

shocked by the government’s at-
tempt 1o renege on a plea agree-
ment that was negotiated in good
faith and for which | fulfilled ev-
ery obligation.”

His altoroey, Ralph Cascarilla,
said the deal was binding.

Before his plea bargain, federal
prosecutors said Davis faced a
possible 55 years in prison and
$1.75 million in fines if convicted
on felony charges that he took
$315,000 in illegal bonuses and
perks at the Cuyahoga housing
agency.

In March 2000, HUD auditors
recommended that the strongest

possible dis
taken agains
Francisco's }
ed hundreds
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HUD to S.F.$100,000 grant
HUCK FINNIE AND LANCE WILLIAMS
Friday, January 28, 2000

©2000 San Francisce Examiner

eriginaily printed by the Hearst Examiner

ile

URL: http:/rvww sl com/egi-bin/article egifiles/examner/mrehive/2000/0 172X EWSS§476,d11

San Francisco should repay up to $100,000 in grant funds that were improperly spent by a
nonprofit headed by mayoral friemd Charlie Walker, the U S Department of Tlousing and
Urban Development says.

In a letter Wednesday, a 11U official told Mayor Willie Brown's Oflice of Community
Development that the Third Street Economic Development Corp. had violated federal rules
in connection with a $100,000 city-administcred grant the nonprofit received in 1997

The nonprofit, which sponsors an annual gala honoring the mayor, was set up by Walker, a
long-time friend and former law client of Brown

The firm used the public money to buy a bank building on Third Street, then sold the
propesty to the Nation of Islam, which has used it as a mosque .

Undcr federal rules, community development grants cannot be given 10 primarily religious
entities and the moncy can't be used to support religion, wrote Steven Sachs, director of
community planning in HUD's San Francisco office. -

The Examiner obtained his letter through the 1§ Freedom of Information Act.

Sachs told The City it showld reimburse its Community Development Block Grant program,
which is funded by HUD, for whatcver the building is worth. He told The City 1o make the
reimburscment within 45 doys

Community development director Pamela David, to whom the letter was addressed, was out
of town Thursday and unavailable for comment.

But in a December letter to HUD, David said The City had banned Walker's nonprofit from
applying for new grants becausce it had failed to respond to her queries about the Third Street
building. She also suid tie ofMice would be "pursuing legal avenues” to recover some
unaccounted-for grant funds from Walker's nonprofit

Walker refused interview

Her deputy, Gene Coleman, said he hadn't seen the HUD letier, but knew onc had been

written. He said he expected The City would meet with HUD to discuss the matter.

Walker has refused to be interviewed by The Fxaminer, saying Monday, "T don't care what
you Ku Kiux Klan write, 1 don't care. Please don't call my office any more.”

Since last summer, the mayor’s office has been writing letters to Walker in an effort to

}of} V2IE 12002 43y M
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straighten out a series of irregularitics with

the grant.

But a review of the correspondence shows that The City has never been able to resolve
serious questions about the handling of the grant money and the tax status of Walker's
nonprofit.

Walker, the self-styled "Mayor of Hunters Point," is a controversial trucker who served three
years in prison in the 1980s for abusing minority contracting programs.

Focus for FBI

Now he is a focus of an FB1 probe into alleged abuses of city contragting practices,
according to peoplc FBI agents have interviewed.

The Third Street firm was incorporated in 1997, with Walker listed as president and agent,
state records show.

According to city records, Brown played a key role in setting up the firm.

In & 1997 memo detailing the firm's grant application, Priscilla Watts, who at the time was
director of the mayor's Office of Community Development, wrote "As background, the
‘Third Strect Economic Development Corp. was initiated through the cfforts of Mayor
Brown and representatives from (he Bayview Hunters Point neighborhood ™

In its application for grant money, the firm said it hoped to stimulate economic development
along Third Street and to take advantage of "synergy with devclopment of the (proposed)
new 49ers stadium and super regional mall” at Candlestick Point

The $100,000 grant was supposed to be used as sced money to buy the Bayview Plaza
shopping center on Third Street. According to a written proposal, the Third Strect firm
intended 10 use the center in part as a neighborhood business incubator.

The owners of Bayview Plaza, however, sold to a different buyer. Nearly two years later, the
Third Street firm, again with the mayor's approval, used $51,706.29 of the grant funds to
buy an old Wells Fargo Bank branch at 5048 Third St. from another Bayview Hunters Point
organization. The sum, revealed in city records, was the amount necded to retire back taxes
owed by the previous owner.

Tax-exempl status claimed

In its grant applications, the nonprofit claimed to have been granted tax-exempt status, and it
has also offered tax writc-offs to people who buy tickets to its mayoral galas.

But according to the IRS, the nonprofit has never been granted tax-exempt status.
In her letters, David has told

Walker that the firm’s misrepresentation of itself as tax-exempt, and its failure to receive
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here are Some quick items for the weekly report

Issues:

Ann Sudduth, Fresno Office Manager, angd CPD 8¢
working with the City of Fresng
designated Fresno £z Prior to 1he
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aft (Steve Sachs and Richie Post) have been

L0 address the issye of expanding the boundaries of the recently

nqn-conhguous areas and modify the three developable areas. Fryitful discussions have beon held

fequesting the contiguous designated
developablg areas

the City's cancern 1o include g0od portion of the
The City of San Francisco for thaﬂv.iwwmhas se
from (e tequirement o repay its CHRG
acquired with CDRG fungs butis being
Carving out the intent of HUD programs.

Meetings

area be expandeqd 1o include
The areas Proposod to be added

that the Deparrmen s willing to waive fegulations that impedo.

some of the prior identified
meet program fequirements and will address
areas that weren't inCluded in the designarion,

0t an appeal 1o Headauartars renuesting relief

Brogram the fuli market value far 3 property that was

City staff met with the ™

e |

CPD staff held 3 focus group meeting with fepresentatives of locyl continuum of care ourganizations

to develop

an implementation plan for providing TA to Iocal CONtinuUMSs on developing and
implementing Homeless Management Information Systems (1 IMIS;).

The development and

implementation of HMiSs 15 a critical issua for local continuums as Congress has mandatsed that

HMISs be in place by January 2004,
Information received will be the basis for TA 10 be

Headquarters is looking ar WAYs 10 streamline the Consolidated Fran Process to make it more results

issue. On February
g with 13 entitlomeni grantees and the State of

California 1o get nput/suggestion from grantees 0N ways to streamiine/change the Consolidated

Plan process to make it useful

The group will also lnok at wavs that the

Consulidated Plan can be

linked with other planning documents/processes sueh as the general plan, the Public Housing Plan

and the Continuum of Care stralegy required 1o be

prepared

On February 22nd, CPD staff will participate in a one-day meeting being held by lHeadgquarters

attending are from gutside of Pacific Hawaii.
CPD statf will be available to discuss CDRG
CDBG s1affs are also being invited.

Partnerships for Hispanic Speaking Institutions.
will provide information abour the CDBG
t0 Hispanic Speaking nsututions to carry out community development activities

funds availablg
Most institutions

and other community development programs. Local

Richie Past, Senior Econamic Development Speciuilist is meenng on | ebruary 15th in Maodesto with

@ group interested in creating a Community Devept
The entity is being created as a vehicle to take adv
Suppon the newly awarded empawsrment zone an

ment entity for the San Joaquin Valley area.
antage of the New Market Tax Credits and 10 :
d renewal communities in the Van Joaquin valloy.
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S.F. asks U.S. to forgive accrued debt

$400,000 refund demanded for project involving mosque
Lance Williams, Chronicle Staff Writer

Friday, March 29, 2002

@2002 San Frungisco Chronicle

URL.: hiip://www sfgate,com/cgibin/article.cgi?file=/c/a/2002/03/29/MN1 79586, 1L

Mayor Willie Brown's office is asking the Bush administration to forgive the bulk of a
$400,000 city debt that was incurred when federal funds were used to buy a mosquc for the
Black Muslims.

Behind the city's plea is a politically embarrassing real estate transaction initiated with
public funds by a nonprofit organization headed by convicted felon Charlie Walker, one of
Brown's most avid political supporters,

In a 1999 transaction that the city admits was fraught with problems, a $51, 000 federal
grant administercd by the mayor's office was used by Walker's organization to buy a
Hunters Point property that subsequently was sold to a Nation of Islam affiliate and used as
a mosque and community center, city records show.

Last year, the U.S. Department of Housing and Urban Development ruled that the unusual
deal violated strictures against using federal funds to support religion. It ordered the city to
pay back the currcnt market value of the property -- as much as $400,000, by city cstimates.

The city hasn't complied. Instead, in a Feb. 6 letter, a Brown aide appealed to HUD 1o
forgive the bulk of the debt, citing a Bush administration policy of allowing faith-based
organizations o obtain federal funds [or social programs.

Black Muslims arc providing "a variety of religious and nonreligious community-serving
activities" at the mosque, wrote Pamcla David, who is dircctor of the Mayor's Office of
Community Development.

"It seems unrcasonably punitive for HUD . . . to profit from this situation at thc cxpense of a
faith-based organization, and its associated nonprofit, that has made positive contributions
to the Bay view-Hunters Point neighborhood, " she wrote.

Complicating matters further, public records show that the nonprofit corporation that wound
up with the deed to the mosque property -- the Center for Self Improvement -- has failed to
pay mote than $17,000 in real estate taxes and also has been suspended from operating by
the state Franchisc Tax Board for failing to file tax returns.

The Chronicle obtained David's letter via San Francisco's Sunshine Ordinance, David didn't
respond to a request for comment for this story. A reporter's call (o the mosque was not
returned.

David's letter represents the city's latest attempl Lo ¢lose the books on this unusual
transaction involving Mayor Brown's controversial friend Walker, known as the "mayor of
Hunters Point."
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Walker is a trucking contractor who served threc years in prison in thc 1980s for abusing
the city's minorily contracting program.

In 1997 -- with Brown's assistance, according to city records -- he founded a nonprofit
called the Third Strect Economic Developmeni Corp., which during Brown's first term
sponsored gala partics honoring the mayor.

That same year, Walker's nonprofit obtained a $100,000 federal grant via the mayor's office
to help buy the Bayview Plaza shopping center on Third Street.

The deal fell through, and two years later, Walker's nonprofit instead used $51,000 of the
grant money to buy a former Wells Fargo Bank building on Third Street,

The bank was being used by another organization as a community center but was about to
be auctioned off for failure to pay real estate taxes.

Shortly after it bought the building, and without telling the city, Walker's nonprofit resold
the building to the Nation of Islam affiliate.

Soon after that, Walker's nonprofit was suspended from operation for failure (o file tax
returns, state records show. Walker's nonprofit also never obtained tax-cxcmpt status from
the TRS, according (o federal records, even though it was supposed to provide the city proof
of that before receiving federal funds.

In her letter, David conceded that the city brokc HUD rules when it allowed Walker's
nonprofit group to buy the bank. She also agreed it was wrong for Walker's group to resell
the property.

David said Walker's nonprofit and the Center for Sclf Improvement both have since been
banned {rom getting any more grants.

Nevertheless, David argued that the remedy imposed by HUD on the city was too tough.
She said the center had put $51,000 -- the amount of the original grant -- in an escrow
account whilc the dispute was playing out, and she asked HUD to accepl that money to
resolve the matler.

If HUD insists on recouping more, the city would face messy and unproductive lawsuits,
she wrote: Walker's nonprofit has no asscts, while the Muslim affiliate might successfully
argue that it was "unconscionable" for the city to collect hundreds of thousands in damages
in the dispute.

E-mail the author at Imwilliams@sfchronicle.com.

©2002 San Francisco Chronicle Pagec A -1
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MAYOR’S OFFICE OF COMMUNITY DEVELOPMENT
CITY AND COUNTY OF SAN FRANCISCO

WILLIE LEWIS BROWN, JR.
MAYOR

PAMELA H. DAVID
DIRECTOR

February 6, 2002 )

The Honoral:le Roy A. Bernardi e
Assistant Secretary, Community Planning and Development
U.S. Departumnent of Housing and Urban Development

451 7™ Street, SW

Washington, DC 20410

RE: Third Street Economic Development Corporation
Disposition of S048 Third Street, San Francisco
Request for Reconsideration

Dear Assistant Secrctary Bemnardi:

It was a pleasure to meet you at the National Community Development Association meeting in
Washington two weeks ago. 1 am writing this requcst for reconsideration of the above-referenced
matter after hearing your comments, including those on regulatory issucs and faith-based
partnerships, and after consultation with our City Attorney.

This issue has a very long history, and there has been a significant amount of correspondencc
between my office, HUD, and the other parties, We are assuming you have access to this
cortespondence, particularly our letters of March 24 and August 8, 2001 that contain the text and
rationale for our proposal to bring this matter to a satisfactory and just resolution, along with
numerous supporting documents. 1 will, thus, only provide a brief recap of the situation.

A number of years ago Wells Fargo Bank decided to close its branch in the Bayview-Hunter's
Point neighborhood of San Francisco. Locuted in the southeast sector of San Francisco,
Bayview-Hunter’s Point has been an historically African-American neighborhood with high
levels of poverty and distress. In 1990, in light of community protests regarding the bank
closure, Wells Fargo chose to summarily transfer ownership of the actual bank branch building
(S048 Third Street) to an ad-hoc consortium callcd the Bayview Hunters Point Association of
Community Organizations. After a lengthy period of vacancy and sporadic use, during which the
building condition deteriorated, the Association leascd the building to Mohammed Mosque #26,
a branch of the Nation of Islam, for a 10-year term as of 1996. The Mosque, according to
communitly mem.ers, used the building for a variety of purposes, including educational and
human service activities. No public dollars were involved.

25 Van Ness Avenue, Suite 700 « San Francisco, California 94102 »(415) 252-3100 Fax (415) 252-3110 TDD (415) 252-3107
www.a.sl.caus/moal



83-31-02

1©9:46 LEADS CORP

Steven B. Sachs

02/16/02 09:08 AM

To: Larry Bush/SECREP/SFC/IHUD@HUD
cc: Steven B. Sachs/CPD/SFC/HUD@HUD
Subjecl: weekly report items

here are some quick items for the weekly report
Issues:

Ann Sudduth, Fresno Office Managar, and CPD Staff (Steve Sachs and Richie Post) have been
working with the City of Fresno to address the issue of expanding the boundaries of the recently
designated Fresno EZ. Prior 1o the glesignation being made, the City was requested to delete to
non-contiguous areas and modify the three developable arcas. Fruitful discussions have been held
with the City. Upon receipt of the Memorandum of Agreement from Headquarters, which is
expacted to be mailed next week, the Cily is expected 1o submit a letter to Headquarters
requesting the contiguous designated area be expanded to include some of the prior identified
developable areas. The areas proposed to be added meaet program requiraments and will addross
the City's concern to include a good portion of the areas that weren't included in the designation.

The City of San Francisco for the third time has sent an appeal to Headquarters requasting relief
from the requirement to repay its CDRG program the full markat value for a property that was
acquired with COBG funds but is being used by a religious institution. City staff met with the
Deputy Secretary who indicated that the Department is willing to waive regulations that impede
carrying out the intant of HUD programs.

Meetings §

CPD staff held a forus group meeting with representatives ol local continuum of care organizations
to develop an implementation plan for providing TA to local continuums on developing and
implementing Homeless Management Information Systems (HMIS). The development and
implementation of HMISs is a critical issue for local continuums as Congress has mandated that
HMISs be in place by January 2004,

Information received will be the basis for TA to be providad over the next six months.

Headquarters is looking at ways to streamline the Consolidated Plan process to make it more results
oriented. The SF CPD staff is part of a small warking group looking at this issue, On lFebruary
19th, SF CPD will be holding a focus group meeting with 19 entitlement grantees and the State of
California to get input/suggestion from grantees on ways 1o streamline/change the Consolidated
Plan process to make it useful, The group will also look at ways that the Consolidated Plan can be
linked with other planning documents/processes such as the general plan, the Public Housing Plan
and the Continuum of Care strategy required to he prepared.

On February 22nd, CPD staff will participate in a one-day meeting being held by Headquarters
Office of University Partnerships for Hispanic Speaking Institutions.

The messting is being held in San Jose and will pravide information about the CDBG funds available
1o Hispanic Speaking Institutions to carry out community developiment activities. Most institutions
attending are from outside of FPacific Hawaii.

CPD staff will be available 1o discuss CDBG and nther cammunity development programs. l.ocal
CDBG staffs are also being invited.

Richie Post, Senior Economic Development Specialist is meeting on February 156th in Modesto with
a group interested in croating a8 Community NDevepoment entity for the San Joaquin Valley area.

The entity is being created as a vehicle to take advantage of the New Market Tax Credits and to
support the newly awarded empowerment zone and ranewal communities in the Van Joaquin valley.

ID=916 641 2679 P.O@8
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