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July 9, 2007

The Honorable Antonio Villaraigosa
The Honorable Rockard J. Delgadillo
The Honorable Members of the City Council

It is a well-known fact that housing is extremely expensive in the City of Los Angeles,
and it is especially difficult for the poor to afford decent living conditions. The Los
Angeles Housing Department was created by the City in 1990 to meet what was then a
much smaller need for more affordable housing. In the last few years, under the
leadership of the City and the Housing Department, great strides have been made in both
funding the Affordable Housing Trust Fund and in attempting to reduce various barriers
to producing more units.

When I initiated this audit of the Housing Department, I wanted some key questions
answered:

Are we adequately increasing the supply of affordable housing? By how much
and at what cost? What is the gap between the demand and supply? Have we
even quantified the unmet need?

The answers to these questions should be clear and apparent, but they are not.

What the Department needs are annual measurable outcomes for the total amount
available to them in the Trust Fund. The City needs to have over-arching measurable
goals that tie together the efforts of not only the Housing Department, but also the
Community Redevelopment Agency, the Housing Authority of the City of Los Angelés
and the Los Angeles Homeless Service Authority.

How can we truly address our housing problems if all our efforts and programs are not

well-integrated? How can we ask taxpayers to give more money when within City
government, key departments are not working closely together?
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Just as we cannot only count new LAPD hires to know how many officers we are
gaining, we cannot only count new housing units produced. To get an accurate reading
for LAPD, we must also count the number of officers going out the door. The same
holds true for housing...we must also subtract units lost to condo conversion, demolition,
covenant expirations, etc. We need to know the net number of units of affordable
housing being added every year.

Once again, for the umpteenth time, we find a City department without the essential
information systems and databases. Even if the Housing Department had measurable
outcomes, they would not be able to validate their progress, because they lack integrated
data. Is this the year 2007? Is Los Angeles really part of the “Digital Coast™!?

Lastly, the audit points out how the political and planning processes in City Hall impact
the creation of more housing units. If the lack of affordable housing is a crisis problem, as
it seems to be, then certainly we should have the will to make the production of
affordable housing a top priority throughout our City.

Sincerely,

oo N Chisk

LAURA N. CHICK
City Controller
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July 9, 2007

Ms. Mercedes Marquez, General Manager
Los Angeles Housing Department

1200 West Seventh Street

Los Angeles, CA 90017

Dear Ms. Marquez,

Enclosed is a report entitled ‘“Performance Audit of the Los Angeles Housing
Department’s Affordable Housing & Occupancy Monitoring Activities.” A draft of this
report was provided to your office on May 25, 2007. Comments provided by your
Department at the meeting held on June 8, 2007 were evaluated and considered prior to
finalizing the report.

Please review the final audit report and advise the Controller’s Office by August 9, 2007
on actions taken to implement the recommendations. If you have any questions or
comments, please contact me at (213) 978-7392.

Sincerely,

/f
FARID SAFFAR, CPA
Director of Auditing

Enclosure

cc:  Honorable Antonio R. Villaraigosa, Mayor
Honorable Members of the City Council
Honorable Rockard J. Delgadillo, City Attorney
Robin Kramer, Chief of Staff, Office of the Mayor
Helmi Hisserich, Deputy Mayor
Karen L. Sisson, City Administrative Officer
Frank T. Martinez, City Clerk
Gerry F. Miller, Chief Legislative Analyst
Rev. William S. Epps, President. Affordable Housing Commission
Independent City Auditors
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PERFORMANCE AUDIT OF THE LOS ANGELES HOUSING DEPARTMENT’S
AFFORDABLE HOUSING AND OCCUPANCY MONITORING ACTIVITIES

EXECUTIVE SUMMARY

The City Controller’s Auditing Division completed a performance audit of the affordable
housing, occupancy monitoring, and preservation activities of the Los Angeles Housing
Department (LAHD/Department). The primary objective was to determine if LAHD is
effectively increasing the supply of affordable housing (rental housing designated and
restricted for very low-, low- and moderate-income households).

Background

For decades, the City has recognized a severe housing shortage in Los Angeles. In the
late 1980’s, a Mayoral Blue Ribbon Committee called for major reforms in City Housing
Policy to help provide financing for new housing development. The Los Angeles
Housing Department was created from the Community Development Department’s
Housing and Rent Stabilization Divisions. In 1999, City Council convened a task force
“to consider the profound crisis of housing affordability in the City” and to propose action
that would help “alleviate the shortage of safe, decent and affordable housing within the
City of Los Angeles.”

LAHD is not the sole City agency responsible for affordable housing — the Housing
Authority of the City of Los Angeles (HACLA) manages and regulates public housing
and Section 8 rent subsidies; the Los Angeles Homeless Service Authority (LAHSA) is a
City-County joint powers authority that coordinates housing and services for the
homeless population, and the Community Redevelopment Agency (CRA) strives to
eliminate slums and blight in economically underserved areas by revitalizing older
neighborhoods and facilitating the construction and rehabilitation of housing. The
Planning Department, Department of Building and Safety, Mayor, and City Council also
have significant roles in fostering, developing, approving and addressing the housing
needs of the City’s residents.

LAHD’s mission is to provide safe and livable neighborhoods through the promotion,
development and preservation of decent and affordable housing utilizing federal capital
resources, tax-exempt bonding authority, tax credits and leveraging from other funds
from the public and private sector. In addition, LAHD conducts complaint-based and
routine periodic inspection of all rental housing (except single-family homes), and
enforces the City’s rental housing laws.



Between FYs 2003-2006, LAHD received $204.5 million from fderal, State and City
sources for affordable housing, dedicated through the Affordable Housing Trust Fund.

The primary source of funding used by the City for housing programs is federal
entitlement grants administered by the Department of Housing and Urban Development
(HUD). LAHD receives Community Development Block Grant (CDBG), HOME
Investment Partnership Program (HOME), and Housing Opportunities for Persons with
AIDS (HOPWA) funds annually. CDBG and HOME funds must be used to benefit low-
and moderate-income persons. LAHD also receives State grants and local funds,
including general fund monies, CRA tax increments and Department of Water and
Power Public Benefit monies, for housing programs.

The Department’s Housing Development Bureau performs activities related to the
development and rehabilitation of new affordable housing, acquiring land for
development and regulatory compliance. The Affordable Housing and Preservation
Program seeks to preserve affordable housing stock.

Scope

This audit was conducted in accordance with Generally Accepted Government Auditing
Standards. The scope of the audit covered activities related to affordable housing
production, monitoring for tenant income eligibility, and preservation of existing
affordable housing stock between July 1, 2003 and June 30, 2006. Fieldwork was
conducted from September 2006 to April 2007. The audit team consulted with a subject
matter expert, Reznick Group, P.C., to provide information on innovative strategies and
leading practices for increasing and maintaining affordable housing.

Summary of Audit Results

LAHD fulfills an integral role in producing and preserving affordable housing units.
Since the appointment of a new General Manager in 2004, LAHD has changed internal
processes to help ensure affordable housing developments are viable. Additional
efforts are being made to preserve existing affordable housing stock and to ensure
affordable housing units are occupied by income-eligible tenants. However, our audit
found that the Department is unable to demonstrate that it is adequately increasing the
supply of affordable housing because the Department has no defined comprehensive
goals and performance measures to gauge its overall effectiveness in producing
affordable housing from all available resources.

The department is unable to determine the net effect of affordable housing added
through its efforts. For example, during FY 2004 through 2006, 1,069 units were started
and completed, to which the City contributed $41,600 per unit; while from January 2005
through October 2006, 172 affordable units were lost. Another 666 units are at a high
risk of being lost in the next five years. LAHD did not collect data or assess the effect of
losing existing units prior to January 2005. As a result, the net effect of added units and
owners opting out of maintaining affordable units could not be determined for our audit
period.



In addition, LAHD could not demonstrate how their efforts, along with those of other City
agencies, meet the specific needs of the City’s low income and special needs residents.
No citywide needs assessment, focused specifically on affordable housing, has been
performed. As the lead agency for developing and maintaining affordable housing,
LAHD needs to improve coordination with other City agencies such as CRA, HACLA
and LAHSA, to develop a citywide strategy and report on citywide results for increasing
the net supply of affordable housing.

LAHD should also take a more active role in apprising City officials of impediments to
creating and maintaining affordable housing, and obtain support from policymakers to
mitigate these barriers.

Key Findings

O Barriers to providing affordable housing require creative solutions from LAHD
and the City, as a whole.

LAHD has taken some steps to mitigate known barriers. For example, the
Department restructured the Affordable Housing Preservation Program to identify
soon-to-expire covenants and proactively work with property owners. Many
challenges, however, are beyond LAHD’s control. As the City’s lead agency for
affordable housing, LAHD needs to be more proactive in ensuring that barriers are
addressed by City officials and to change current practices or implement creative
solutions. Potential strategies that should be considered include:
- increasing the amount of affordable housing funds through exaction fees from

hotel stays;

creating a Land Acquisition Fund to purchase land and keep the housing units

permanently affordable; and,

adopting a mandatory inclusionary zoning ordinance that would require

developers to set-aside affordable units or pay a fee for their creation, thereby

ensuring more affordable units are built or providing additional monies to help

fund more projects.

O LAHD does not have an adequate means of measuring its effectiveness.

LAHD does not have comprehensive performance measures that clearly establish
what it hopes to achieve in increasing the supply of affordable housing. We
determined that 18 projects were started and completed through the Affordable
Housing Trust Fund for FYs 2004-2006, for a total of 1,069 affordable units added to
existing housing stock. However, whether these results exceeded, met or did not
meet expectations cannot be determined because there were no established goals
for the number of units to be funded and completed by the AHTF. LAHD has only
limited output goals for federally funded housing developments.  Without
comprehensive performance measures that consider housing needs, a strategic
plan, and all funding resources, Department management cannot determine the



adequacy of their efforts to develop affordable housing or react effectively when
strategic change is necessary.

The Department’s Housing Development Central Program has not been
effective.

LAHD implemented the Housing Development Central Program in September 2004
to evaluate the suitability of City-owned properties for development of affordable
housing. As of March 2007, LAHD has selected only two sites for potential
development. During that time, LAHD incurred over $2 million in costs to administer
the program. The program should be evaluated and revised if necessary to ensure
funds are used effectively to increase the supply of affordable housing.

Delays in resolving ownership issues prevented compliance monitoring.

LAHD is responsible for ensuring property owners comply with the terms of their
financing covenants, which include tenant eligibility restrictions. In 2003, these
occupancy monitoring activities were contracted out, and LAHD Occupancy
Monitoring (OM) staff retained responsibility for resolving ownership identification
issues to ensure that monitoring could take place. We noted it took an average of
19 months for the OM Unit to resolve ownership identification problems. During the
audit, LAHD also contracted out the research and resolution of ownership issues as
well. LAHD should reassess staffing and align performance expectations for the
remaining functions of the OM Unit.

LAHD’s preservation efforts have resulted in mostly short-term renewals of
affordable housing covenants.

Since 2004, when the Affordable Housing Preservation Program (AHPP) was
implemented, a number of properties were identified as at-risk due to expiring
covenants, and would no longer set aside units as affordable. Howewer, only 34% of
the targeted units have a new long-term covenant. The remaining 66% are
preserved only for a limited amount of time, or have been permanently lost as
affordable units. The City currently offers no direct financial incentives to owners to
renew their covenants which would help mitigate the loss of existing affordable
housing stock. LAHD neither sets goals for the preservation program nor considers
the number of units lost along with those added in order to measure the
Department’s effectiveness in increasing the supply of affordable housing.

The automated systems used by LAHD to manage affordable housing data are
inadequate, inefficient, and do not interface with one another.

The information systems and databases used by staff assigned to the Affordable
Housing Trust Fund, AHPP and OM Unit are all stand-alone systems, and do not
provide user-friendly reports. While several Divisions have their own databases to
collect different data for their programmatic needs, it is for the same pool of
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properties. As a result, LAHD has not been able to efficiently track, monitor, and
reconcile data for affordable housing production, monitoring and preservation efforts.
The Department is developing an integrated system — the Housing Information
Management System that they anticipate will be in operation by the end of 2007.

Recommendations related to these and other issues are presented in Appendix 1.
Detailed audit findings and recommendations are more fully discussed in the remainder
of this report.

Review of Report

A draft report was provided to LAHD management on May 25, 2007. An exit
conference was conducted on June 8, 2007, where audit staff discussed the findings
and recommendations with the General Manager and her staff. The Department’s
comments were considered in the final report. While LAHD generally agreed with the
findings noted, the Department disagreed that broader development goals should be
established, since future funding is not assured. In addition, the Department stated
there was not a need to establish a LAHD strategy to address the impact of
condominium conversions on affordable units, since no property with a current covenant
has been proposed for conversion.

Comprehensive performance measures that consider housing needs and are based on
all available funding sources are necessary in order to determine the adequacy of
Department efforts to develop affordable housing. LAHD should have a process to use
advance knowledge of planned condominium conversions in its preservation and
development efforts.

We appreciate the assistance extended to us by Department staff and management, as
well as the Occupancy Monitoring contractor, Urban Futures, Inc. during this audit.
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TABLE OF RECOMMENDATIONS

Recommendations Page
Reference
Section I: Affordable Housing Production 9

LAHD management should:

1

Evaluate the following strategies and alternatives and work toward implementing

those that are feasible:

a. Establish a City exaction fee from hotel stays dedicated to funding affordable
housing development.

b. Utilize funds to acquire property through a land acquisition fund to develop
affordable housing.

c. Establish a mandatory inclusionary zoning ordinance requiring developers of
multi-family housing to either set aside units or pay a fee for their creation.

d. Utilize varied approaches to combat NIMBY-ism.

e. Develop standardized policies and procedures.

f.  Establish a Citywide expedited process for development of affordable housing.

g. Develop varying fee assessments to encourage more developer interest.

h. Improve the timeliness of the loan process.

i. Expand collaboration of City departments responsible for housing development.

j- Extend funding commitments beyond on year.

k. Revise zoning ordinances to increase the number of affordable housing units.

Seek the Mayor's and City Council’s approval for those feasible strategies and
alternatives.

Identify the City’s affordable housing needs.

Take the lead to establish the City’s goals for meeting affordable housing needs by all
City housing agencies, and all funding sources.

Develop outcome and output goals, including the net effect of new affordable housing
units and affordable housing units lost due to covenant expiration or other factors, to
assess the Department’s effectiveness in meeting the City’s housing needs.

Re-evaluate the Housing Development Central Program to determine the feasibility of
continuing or significantly modifying the program.

Evaluate the feasibility of requiring projects to defer developer fees.
Re-examine the staffing levels and internal standards for monitoring compliance to

provide an appropriate level of oversight to ensure developers/contractors’ adherence
to Davis-Bacon labor standards.
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Section Il: Occupancy Monitoring Unit 20

LAHD management should:

9. Establish timelines for problem properties and amend the contract with Urban Futures,

Inc., as appropriate.

10. Reassess the staffing complement of the Occupancy Monitoring Unit due to the
expanded role of the Contractor to perform all occupancy monitoring activities.

11. Establish performance measures for the Occupancy Monitoring Unit to evaluate the
effectiveness and efficiency of internal processes to assist property owners and
developers in the provision of affordable housing.

12. Work with  Urban Futures, Inc. to establish formal communication
guidelines/procedures.

Section lll: Affordable Housing Preservation Program 23

LAHD management should:

13. Consider the feasibility of offering financial incentives or establishing acquisition funds
whereby the City or non-profit agencies could purchase at-risk properties.
14. Determine an appropriate preservation goal, such as no-net loss.
15. Ensure the AHPP works closely with Housing Production to assure their efforts
consider external factors, and both Programs work toward, at minimum, a no-net loss
of affordable housing units.
16. Develop a process to ensure that planned condominium conversions of affordable
rental housing are appropriately considered in the Department’s preservation and
housing production efforts.
Section IV: Information Systems 28

LAHD management should:

17.

18.

Ensure that Department Systems staff continues to work closely with all of the
Divisions and Programs within LAHD to assure that data and reporting needs are
properly addressed during the system development of HIMS.

Ensure that staff has appropriate access to information systems that are relevant to
their functions.




B ACKGROUND AND METHODOLOGY

The City has faced a housing crisis for many years. In the late 1980’s, Mayor Tom
Bradley appointed a Blue Ribbon Committee for Affordable Housing that issued a report
calling for major reforms in the City Housing Policy.* The City’s housing issues were
previously addressed by the Community Development Department’s Housing and Rent
Stabilization Divisions, but in 1990, a new Housing Department was created from the
two Divisions.? In 1999 the City Council instructed the Department’'s General Manager
to convene a task force to “alleviate the shortage of safe, decent and affordable housing
with the City of Los Angeles.”®

Meeting the City’s housing needs and managing development are addressed through
broad, long-range plans and more detailed policies and strategies. Specifically, the
Mayor and City Council adopt the long-range development strategy for the City in the
General Plan. The General Plan establishes the City’'s growth and development
policies for the public and private sector to address commercial, residential and
transportation needs. The City’'s Planning Department (with input from key City
departments such as the Los Angeles Housing Department, Department of
Transportation, Public Works, etc.) creates the General Plan. The City’s General Plan
is comprised of individual community plans and 12 citywide elements, one of which is
the Housing Element. The Housing Element is a strategy (policy) for short term housing
development which provides a citywide context to guide all housing activities. It
addresses, in greater detail, the manner in which the City will accommodate all types of
housing needs for all income levels for a five-year period. The City’s housing needs are
reviewed on an ongoing basis through the yearly evaluation of the General Plan, as part
of the Annual Report on Growth and Infrastructure, which is submitted to the State.

While the General Plan helps the City create policies for overall development, the
Consolidated Plan is a more focused strategic plan to address the City’s housing,
community development and economic development needs and priorities for using
Federal housing and community development funds. LAHD is one of several
departments responsible for addressing the City’s housing needs. The Housing
Authority of the City of Los Angeles (HACLA) manages and regulates public housing for
residents who are low income, disabled or senior citizens. HACLA also manages
Section 8 (federal housing assistance) rent subsidies for eligible families. Rental
subsidies can be tenant-based (a voucher allows tenants to move from one place to
another) or project-based (a building in which the units are subsidized). The Los
Angeles Homeless Service Authority (LAHSA) is a City-County joint powers authority
that coordinates funding for housing and other services for the homeless population of

L “In Short Supply” by the Housing Crisis Task Force, March 2000.

2 The Department was originally named Department of Housing Preservation and Production. It was
renamed the Los Angeles Housing Department in 1993 (Ord. 169067).

% “In Short Supply” by the Housing Crisis Task Force, March 2000.



the County. The Community Redevelopment Agency’s (CRA) role is to eliminate slum
and blight conditions in economically underserved areas by revitalizing older
neighborhoods, facilitating the construction and rehabilitation of housing, especially for
those of low- and moderate -income households, encouraging economic development,
and creating new employment opportunities.

LAHD’s role is to facilitate the development or rehabilitation of affordable housing,
provide gap financing to first-time homebuyers, preserve existing affordable housing
stock and enforce rental housing laws, including habitability and rent stabilization
(regulating rent increases). More specifically, the Department’s mission is to:

provide safe and livable neighborhoods through the promotion, development
and preservation of decent and affordable housing utilizing federal capital
resources, tax-exempt bonding authority, tax credits (from the State’s Tax
Credit Allocation Committee) and leveraging from other funds from the public
and private sector,

conduct complaint-based and routine periodic inspections of all rental housing
(except single-family homes), and

enforce the Rent Stabilization Ordinance (RSO), which protects tenants from
excessive rent increases, while at the same time allowing landlords a
reasonable return on their investments. RSO is not an affordable housing
program since it is not based on tenants’ income levels. It applies to certain
rental properties that were in existence prior to October 1, 1978.

The primary source of funding to the City for housing is federal entitlement grants
administered by the Department of Housing and Urban Development (HUD). LAHD
receives Community Development Block Grant (CDBG), HOME Investment Partnership
Program (HOME), and Housing Opportunities for Persons with AIDS (HOPWA) funds.
HUD requires that CDBG and HOME funds be used to benefit low- and moderate-
income persons.* LAHD reports annually on how grant funds will be used in the
Consolidated Action Plan (Con Plan). Results and/or progress achieved are reported in
the Consolidated Annual Performance and Evaluation Report (CAPER). The City is
required to submit the Con Plan and CAPER to HUD in accordance with grant
requirements.

Between FYs 2004-2006, LAHD received $204.5 million in federal, State and City funds
for affordable housing programs. Included in this total are City appropriations of $16.3,
$12.8 and $15.4 million, respectively, for the three-year period from a combination of
general fund, CRA tax increments and Department of Water and Power Public Benefit
monies to the Affordable Housing Trust Fund.

4 Eligible income levels are based on a percentage of Area Median Income and adjusted for family size of
1 to 8 persons in a household. The income limits are the following: 1) Extremely Low- 30%, 2) Very Low-
50%, 3) Lower Income- 60%, 4) Median- 70%, 5) Moderate- 80%.



Affordable Housing Production

The Housing Development Bureau is responsible for the development of affordable
housing by providing leveraged financing to developers from the Affordable Housing
Trust Fund (AHTF). LAHD issues Notices of Funding Availability (NOFAS) one or more
times each year to announce funds available to construct or rehabilitate affordable
housing and initiate a competitive selection process. NOFA funding is comprised
mostly of federal HOME funds and City funds allocated to the AHTF. LAHD does not
provide the total funds necessary for housing developments; developers must also
leverage funds from other sources of financing from the State, HUD or private lenders.
NOFA funding is used as gap financing to cover the difference between the projected
total development cost of the project and other available sources. LAHD uses the
NOFAs to help prioritize those projects which have both the ability to score high with the
State’s Tax Credit Allocation Committee (TCAC) and are able to move quickly from
predevelopment to construction completion.

Between FYs 2004-2006, development funding resulted in the following:

Committed Funding

Total Leveraged Number of Housing
Funding LAHD/AHTF Funding Number of Projects Units
$ 1.1 hillion $188 million 81 4,765

Projects Started and Completed
$175 million | $44.5 million | 18 [ 1,069

Project development may take from two to four years from commitment to completion.
Commitments do not necessarily result in completed projects if developers are unable
to obtain other sources of funding. Based on the total leveraged funding for the
completed projects, the per unit cost was $163,350.° AHTF funds contributed about
$41,600 toward the per unit cost. Therefore, developers leveraged $3 for every $1 of
LAHD funds.

For those development projects selected by LAHD, the development owner is obligated,
through a covenant or regulatory agreement, to set aside a specified number and type
of rental units for occupancy by very low-, low- or moderate -income households. The
covenants run with the land and are binding on all current and future owners of the site
for 30-55 years.

Within the Bureau, affordable housing development is addressed by the Major Projects
Division comprised of several different programs, such as Affordable Housing Trust
Fund, Bonds, Housing Development Central (HDC), and the Permanent Supportive

® The dollar amounts represent costs based on the entire development and not just set-aside affordable
units.



Housing Program.® Major Projects manages the entire process of affordable rental
housing development, fom the competitive distribution of funds to developers to final
construction signoffs.  Staff reviews developer applications including financial,
architectural and cost estimation details for new construction and rehabilitation of rental
housing. Also, staff develops loan agreements, monitors construction progress and
reviews and pays invoices.

Occupancy Monitoring Unit

The primary responsibility of the Occupancy Monitoring Unit is to ensure that property
owners are compliant with covenants’ and regulations pertaining to affordable housing
requirements. Such requirements for multifamily properties may be mandated by HUD
regulations, bond issue documents, federal tax law, State code and City Council action.
Monitoring activities include the review of tenant income and rent ceiling levels, review
of property owner records and record keeping, and adherence to housing quality
standards as required by HUD. These activities are performed by an outside contractor.
LAHD’s Occupancy Monitoring Unit is staffed with 11 employees to perform various
additional departmental functions with one employee monitoring the contract for
external occupancy monitoring.

Affordable Housing Preservation Program

In 2004, LAHD established the Affordable Housing Preservaton Program (AHPP). This
Program was developed as a response to the recommendations of the Los Angeles
Housing Crisis Task Force to address the increasing risk of permanently losing
affordable housing units to market rate.

The Program proactively manages the City’s affordable housing inventory to identify at-
risk affordable housing units and enforces written notification to tenants when
affordability restrictions are expiring. Program staff provides outreach and education to
owners, developers, managers and residents of affordable housing.

Currently, LAHD is responsible for over 750 properties with covenants including over
14,000 restricted units. The Preservation Program identifies at-risk properties. At-risk
is defined as: 1) the project is currently owned by a for-profit entity; 2) the project’s
federal, State, and local assistance is currently eligible for termination or within five
years; or, 3) the project is owned by a for-profit entity and the loan is close to maturity.

Tenant education is handled primarily by an outside contractor. The Program is staffed
by the Program Coordinator, and the contractor has approximately three employees
assigned to this function.

® The Permanent Supportive Housing Program was recently established in 2006 and provided funding for
projects targeted to homeless persons. Because it was outside of our audit scope of FYs 2004-2006, we
did not review this program.

" LAHD-funded properties obligate owners to set aside a specific number and type of rental units for
occupancy by very low-, low- or moderate-income households.



NOTABLE ACCOMPLISHMENTS

According to management, the Department has successfully increased the number of
For-Profit Developers submitting proposals to the NOFAs. Departmental reorganization
was completed in response to prior audits and reviews by LAHD, the Affordable
Housing Commission, and the Controller. The Department also implemented “Project
Cleanhouse” and collected over $16 million from delinquent developers. The recovered
funds were subsequently added into the AHTF for FY 2005-2006. This helped the City
fully fund the Affordable Housing Trust Fund at $100 million for the first time, which
made it possible to launch the Permanent Supportive Housing Program, a collaboration
of several city agencies. The LAHD also refined the AHTF process including the
underwriting criteria to ensure that the LAHD-funded projects would be highly
competitive at the state level thereby securing maximum leveraged funds.

OBJECTIVES, SCOPE AND METHODOLOGY

The primary objective of this audit was to determine if LAHD is effectively increasing the
supply of affordable housing for low and very low-income residents. Specific audit
objectives include:

1. Evaluate processes in place to preserve and rehabilitate existing affordable
housing stock.

2. Determine whether LAHD adequately identifies opportunities for development of
new affordable housing projects and identifies, assesses and addresses the
barriers that may prevent additional units of new affordable housing.

3. Determine concerns/issues of various stakeholders (e.g., General Manager, City
Council, advocacy groups, etc.) related to affordable housing.

4. Assess the controls in place to accurately monitor leveraged funds from
developers and ensure LAHD funds are having the desired impact of providing
affordable housing.

The scope of the audit included housing production, occupancy monitoring and
preservation activities for the three-year period ending June 30, 2006. Fieldwork was
conducted from September 2006 through April 2007. We conducted interviews with
LAHD staff, affordable housing stakeholders including developers, property managers
and lenders, and City Council members. We reviewed various records and reports
maintained by LAHD and their occupancy monitoring contractor. We also reviewed
pertinent government codes and regulations. This audit was performed in accordance
with Generally Accepted Gove rnment Auditing Standards.

We consulted with a subject matter expert, Reznick Group, P.C. (Reznick) to provide
information on innovative strategies and best practices for increasing or maintaining
affordable housing. Reznick also conducted the stakeholder interviews. Reznick
Group, P.C. is an independent consulting firm that has a thorough understanding of the
many federal, state and local governmental housing programs through their consulting
work with governmental agencies, public housing authorities and housing finance



agencies. The expertise provided by Reznick informed the audit team of strategies
used by other housing agencies to increase and preserve affordable housing.



AUDIT FINDINGS AND RECOMMENDATIONS

Since the appointment of a new General Manager in 2004, LAHD has changed internal
processes to help ensure affordable housing developments are viable. Additional
efforts are being made to preserve existing affordable housing stock and to ensure
affordable housing units are occupied by income-eligible tenants. However, this audit
revealed issues that must be addressed to better ensure that the housing needs of the
City’s lowrincome residents are being met.

Providing affordable housing (housing designated for very low, low- and moderate-
income households with rent limitations)® is a multi-department/agency endeavor that is
challenged by a number of barriers. In addition to LAHD, the CRA, HACLA, LAHSA,
Planning Department, Department of Building and Safety and City Council have roles in
fostering, developing, approving and addressing the housing needs for the City's
residents. There are a number of barriers that can be better addressed by LAHD; but a
larger number of challenges require direction and action by the Mayor and City Council.
LAHD needs to take a more active role to enlist City officials’ support to address these
barriers. Additional process changes and consideration of alternative strategies will
help to further mitigate on-going barriers to providing affordable housing. Related
issues and potential strategies to help increase affordable housing production are
discussed in Section I.

LAHD’s efforts to ensure compliance with affordable housing covenants related to
tenant income eligibility (occupancy monitoring) need to have established performance
measures, better communication with the outside occupancy monitoring contractor and
a staffing reassessment of the internal Occupancy Monitoring Unit. Our audit disclosed
that the contractor's occupancy monitoring efforts are adequate but that standards
should be established to ensure the timely resolution of properties where owners may
have changed and covenant requirements are not known, and therefore not followed.
These issues are discussed in Section Il

Preservation efforts have not resulted in a majority of at-risk properties renewing long-
term covenants. Most of the atrisk properties have extended their covenants for only
one to five years, to comply with State Notification requirements. Other owners have
opted to let their covenants expire and those affordable housing units are essentially
“lost”.® If the existing affordable housing stock is to be preserved, the City must
consider alternative strategies, such as providing financial incentives or establishing
land acquisition funds. The Department also needs to establish performance measures
and goals to monitor preservation efforts and enable staff to identify when strategies

8 Affordable units are dwelling units or guest rooms for lower income households that have rents not
exceeding 30% of 50% or 60% of Area Median Income.

% It should be noted that For Profit developers cannot renew the long-term covenants without refinancing.
Therefore, their only option is to let the covenants expire with a maximum renewal of only five years.



require change. Issues related to preserving affordable housing stock with covenants
are discussed in Section IlI.

Although LAHD shares responsibility with other City departments/agencies for providing
affordable housing, it is often considered as the primary entity responsible for tracking
and reporting housing data for the City. This requires an effective and accurate
information system to capture and report pertinent data. For the programs we reviewed,
production, preservation and occupancy monitoring, each one maintained its own
systems and databases, and often had to manually verify information or rely on a few
individuals within the Department to provide necessary information. LAHD is currently
developing an integrated system — the Housing Information Management System
(HIMS). Management needs to continue their efforts to create an integrated system that
is accessible, efficient and accurate. The Department’s limitations with their current
multiple and separately maintained systems are discussed in Section IV.

Finally, several stakeholders were interviewed as part of our audit to provide comments
and opinions on the various challenges of developing affordable housing in the City.
The stakeholders included City Council offices, advocacy groups, developers and
lenders. The results of the interviews are discussed in Section V.



Section I: Affordable Housing Production

Based on our review of housing projects started and completed during FYs 2004-2006,
we found that LAHD ensures that developers leverage funding and that City funds result
in creating affordable housing units. However, the City and the Department is
challenged with overcoming significant barriers to producing affordable housing in Los
Angeles. Barriers, such as high land costs, lack of land that is suitable for development,
and apparent NIMBY (Not in My Backyard) attitude by residents, require innovative
strategies that are beyond the Department’s direct control. While the Department has
taken steps to address certain barriers and improve processes to increase the number
of affordable housing developments, management does not have a means to
adequately measure their success. Further, one program designed to increase the
availability of land for development has identified only two properties since the
program’s inception in 2004. The City, as well as the Department, needs to consider
alternative strategies in order to more effectively meet the City’s need for affordable
housing.

Finding No.1: The many barriers to providing affordable housing require
creative solutions from not only LAHD, but the City, as awhole.

Providing affordable housing has many challenges, and LAHD is not the sole entity
responsible for addressing the City’s housing needs. The CRA, HACLA, LAHSA,
Planning Department, Department of Building and Safety and City Council have roles in
fostering, developing, approving and addressing the housing needs for the City's
residents. During our audit, we interviewed LAHD management and stakeholders (i.e.,
housing developers, City Councilmembers, etc.) and reviewed the City’s Con Plan and
CAPER to identify the barriers facing LAHD in meeting their core mission — providing
safe, decent and affordable housing.

LAHD identified many of these barriers in required reports to HUD. In some cases,
LAHD has taken steps to address some of the barriers.

For example,

LAHD implemented the Permanent Supportive Housing Program in October
2006, which provides funds for permanent housing for the City’s homeless
population. LAHD is the lead agency and has partnered with CRA, HACLA, the
Department of Water and Power (DWP), and the Department of Transportation
(DOT) to fund this initiative in a one-step application process.

LAHD has addressed the lack of buildable sites and high land costs in the City, to
some degree, through the Housing Development Central program. The
program’s intent was to acquire land at an affordable cost, in some cases using
City-owned surplus properties. This program also required working with other
departments such as General Services, Planning, and Recreation and Parks.



To help maintain existing affordable housing stock, LAHD restructured and
implemented the Affordable Housing Preservation Program in December 2004 as
a way to identify affordable housing covenant agreements that were due to
expire. Once the properties are identified, LAHD works with owners to have
them renew their covenants to keep properties as affordable housing.

To mitigate NIMBY-ism, since communities are not always supportive of
affordable housing projects, LAHD requires developers to provide a City
Councilmember’s letter of support with their NOFA application. The letter of
support demonstrates the developer has worked with the community and
neighborhood groups to get their “buy-in” before moving forward with plans to
develop affordable housing.

LAHD is working on development training for a feeder-class of experienced staff
and with job classifications and specifications for a Finance Development Officer
(FDO). It will take approximately 18 months to create the training program and
will help LAHD offset the loss of institutional knowledge due to the expected
retirement of many department employees. Additionally, the change to FDOs will
allow the Department to bring in more people with the financial background and
experience needed for underwriting loans. Previously, the Department utilized
Management Analysts who did not have finance backgrounds. The FDO feeder
class is the biggest staffing challenge of the Housing Development Bureau.

The City recently increased relocation payments to displaced tenants due to
planned development and requires the Department’s clearance before
demolishing properties to ensure all relocation fees have been paid out. Further,
the impact of condominium conversions may be lessened since the housing
market is slowing down.

LAHD has sought b improve communications between City departments and
stakeholders regarding funding opportunities through bidder’'s conferences. A
bidder's conference takes place about a week after the issuance of a NOFA.
LAHD walks through the requirements and any changes to the NOFA guidelines.
Developers are provided an opportunity to ask questions and make suggestions.
Last year, the Planning Department and Department of Building & Safety
attended so that developers could get direct information from those departments.
During the Permanent Supportive Housing Program implementation, LAHD met
with developers and social service providers to address issues and work out the
final details of how best to implement the program.

Other identified barriers have not received much, if any attention, from LAHD and
may not be completely in their control:

Regulatory barriers such as City department reviews and legislation limitations
lengthen the development process. For example, at a specific stage during
development, the Fire Department may need to view fire plans, which could
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result in a delay. However, this type of review should be done at the beginning of
the project during the design phase to minimize any delays during construction.

There are ro permanent non-federal sources of funding. Federal funds are the
most restrictive due to required compliance with federal guidelines, and limit the
Department and developers in being flexible with funding and developing
projects.

Some stakeholders mentioned delays or difficulties in the entitlement and
approval processes, and City ordinances that are sometimes not conducive to
the creation of affordable housing. Barriers may also include processes and/or
policies that, if examined and changed, could contribute to easing the length of
time that it takes for affordable apartments to “come on line”. Stakeholders also
stated that the Department’s process for closing loans is always lengthy.

There are additional steps that LAHD could take to alleviate some of the barriers that
arise out of their internal processes and procedures. Others will require a coordinated
effort from the City, as a whole, to develop creative solutions.

Our Subject Matter Expert provided the following strategies that could be considered by
the City and LAHD to mitigate some of the barriers to providing affordable housing.

» Generally, the largest single barrier to creating more affordable housing is
a lack of funds. The City of San Francisco enacted an exaction fee from
hotel stays since the late 1960s. The fee is dedicated to affordable
housing, and more specifically, at this time to combating homelessness.
The tax raises between $5 and $7 million annually.

» High land costs could be addressed by dedicating a portion of the
Affordable Housing Trust Fund to a Land Acquisition Fund. The City would
then buy land for development or buy property back from developer so that
it retains ownership, thereby assuring affordable housing will have some
permanence of existence for the City.

» A mandatory inclusionary zoning ordinance would require developers to
set-aside affordable units or pay a fee for their creation, thereby ensuring
more affordable units are built or providing additional monies to help fund
more projects.

» There are various resources available to provide strategies on how to
combat NIMBY-ism. For example, the Campaign for Affordable Housing
and HUD’s regulatory barrier clearinghouse offer ideas to help educate
communities and combat concerns about affordable housing developments
and promote the benefits in job creation and retention and in neighborhood
stabilization.
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It is part of LAHD’s mission to provide safe and livable neighborhoods
through “promotion” of affordable housing development. LAHD’s current
process is to require developers to obtain the support of the
Councilmember in whose District the project will be located. Some
Councilmembers may be more inclined to support affordable housing
development than others. In Sacramento, an applicant must show that it
has informed the Councilmember’s office but overt support is not required.
LAHD could consider requiring developers to meet with interested
community residents very early in the planning stages, to answer any
guestions, quell any fears; share design plans, etc., and coordinate these
activities with Council offices.

Standardized policy and procedure manuals will assist in bringing newer
staff up to speed in their program knowledge and in their ability to assist
stakeholders.

Better coordination between various City departments responsible for
approving planned construction projects could help alleviate perceived
delays in the development process. LAHD commits and provides funding
for proposed housing projects. However, other City departments must
review and approve design and building plans prior to and during
construction and give a final sign-off at completion. For example, the
Planning Department and Department of Building and Safety need to
review and approve design and building plans. Public Works and the Fire
Department also may need to sign-off on design reviews.

The City has some expedited processes for building development, but
there are no clearly defined criteria for prioritizing affordable housing
projects. The City needs to implement a clearly defined expedited
development review process, such as the programs in place in the cities of
San Diego and Austin, Texas. In these cities, affordable housing
developments receive priority for various department reviews and there are
clearly defined roles for departments from the financing process, through
inspections during construction, to issuing final certificates of occupancy.
Departmental liaisons are responsible for moving projects along and,
typically, there are mandatory, regular meetings involving personnel from
each department.

Varying fee assessments could encourage more developer interest. The
City of Austin’s Safe, Mixed-Income, Accessible, Reasonably Priced and
Transit Oriented (SMART) program waives fees in a graduated fashion
based on the percentage of affordable housing provided. For example, for
a development with 10% set aside units, 25% of the fees associated with
zoning, site plan, subdivision, building permit, construction inspection and
capital recovery fees are reduced. A project with 30% set aside units
would have 75% of the fees waived.
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» The loan closing process for affordable housing development projects
could be made easier. Stakeholders stated that the process sometimes
takes several months and delays the developer in starting the project.
Loan documents should be able to be submitted electronically.

» Expanding the collaboration between the various departments/agencies
involved in housing development could help utilize City resources more
effectively. The CRA and LAHD should work together on strategies that
will further both of their respective missions. Similarly, if HACLA was also
involved in such a collaborative effort timing, staffing and “turf” barriers
might be reduced. In some jurisdictions (including HACLA) housing
authorities have taken some of their portable Section 8 vouchers and
turned them into project-based Section 8 (permitted to some degree under
federal law), thereby assisting in the creation of more affordable units.

» LAHD could also consider allowing commitments for developments that
apply for tax credits from the State to be effective for two TCAC funding
rounds, not just one. LAHD’s development selection coincides with the
State’s funding awards. Currently, LAHD commitments are effective for
one year. |If a developer is unsuccessful in obtaining TCAC funding, the
LAHD funding commitment is lost and the developer will need to apply
again in the next LAHD and State TCAC funding rounds. Extending the
commitment time may encourage more developers to participate.

» Revising zoning ordinances to permit greater densities (San Francisco has
this in certain targeted areas of the city, including Mission Bay and Hunter’s
Point) or changing ordinances to permit manufactured homes for
increasing single family production (City of Oakland), could also be
considered by the City as possible options to increase the number of
affordable housing units.

As the lead agency for increasing affordable housing, LAHD needs to be proactive to
ensure these barriers are addressed by City officials.

Recommendations:
LAHD management should:

1. Evaluate the following strategies and alternatives and work toward implementing
those that are feasible:
a. Establish a City exaction fee from hotel stays dedicated to funding
affordable housing development.
b. Utilize funds to acquire property through a land acquisition fund to develop
affordable housing.
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c. Establish a mandatory inclusionary zoning ordinance requiring developers
of multi-family housing to either set aside units or pay a fee for their
creation.

d. Utilize varied approaches to combat NIMBY-ism.

e. Develop standardized policies and procedures.

f. Establish a Citywide expedited process for development of affordable
housing .

g. Develop varying fee assessments to encourage more developer interest.

h. Improve the timeliness of the loan process.

i. Expand collaboration of City departments responsible for housing
development.

] Extend funding commitments beyond one year.

k. Revise zoning ordinances to increase the number of affordable housing
units.

2. Seek the Mayor's and City Council's approval for those feasible strategies and
alternatives.

Finding No. 2: LAHD does not have an adequate means of measuring its
effectiveness in addressing affordable housing needs.

We determined that LAHD does not have comprehensive performance measures or
goals that clearly establish what it hopes to achieve in increasing the supply of
affordable housing. As a result, it is difficult to measure how effectively LAHD is
performing in addressing the City’s affordable housing needs.

As part of our audit, we determined that 18 projects were started and completed through
the AHTF over the three-year period ending June 30, 2006, and a total of 1,069
affordable units were added to existing housing stock. However, whether these results
exceeded, met or did not meet expectations cannot be verified. There were no
established goals for the net number of units added. For example, 1,069 units were
started and completed during FYs 2004-2006 and 172 units were lost as affordable
units from January 2005 through October 31, 2006 (See Finding No. 9). Another 666
units are at a high risk of being lost in the next five years. LAHD did not collect or
assess the effects of losing existing units prior to January 2005. As a result, the net
effect of added units and owners opting out of maintaining affordable units cannot be
determined. Further, it is not clear how the number of units completed correlates to
meeting the City’s affordable housing needs.

Current reporting mechanisms provide either overall housing needs (not a specific
needs assessment for affordable housing) or goals for federal funding only.
Specifically, the City’s overall housing needs and goals are established by agencies
such as the Southern California Association of Governments (SCAG). SCAG prepares
the Regional Housing Needs Assessment based on quantitative analysis and statistical
research on the population of those in need of housing, economic demographics, and
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the level of existing housing. The Regional Housing Needs Assessment (RHNA) is a
projection of the housing needs for all cities within Southern California and currently
covers a period of seven years. RHNA is a tool for governments to plan for population
growth.'® LAHD management indicates that the RHNA is not used to set Department
goals. There was no indication that LAHD has a separate needs assessment to identify
affordable housing needs that production efforts should work toward. Without a
sufficient needs assessment, agencies cannot determine whether their goals are
appropriate, what strategic plans are needed to address gaps between needs and what
can be accomplished, or articulate to City leaders and the public the status of affordable
housing.

LAHD sets an output goal for completing federally-funded affordable housing units and
reports the goal in the Con Plan. However, meeting HUD’s output goals is not sufficient
for satisfying the City’s housing needs. According to LAHD, the goal is based on what
can be achieved with the estimated amount of federal funding received. LAHD
management indicated that because there are no permanent funding sources for the
AHTF, goals can only be set based on the federal funding, however, except for one
project, all of the completed projects we reviewed received “blended funding,”
comprised of federal funding, State, and/or City funding. Also, for the three-year period,
LAHD designated the following funds to the AHTF:

Funding Source(s) FY 2003 - 2004 FY 2004 - 2005 FY 2005 - 2006
City Appropriations
General Funds $ 10,111,525.00 | $ 5,291,677.00 | $ 8,539,121.00
Bond Savings $ 2,500,000.00
CRA Tax Increments $ 3,734,526.00 $ 6,512,416.00 $ 5,886,466.00
DWP Public Benefit $ 1,000,000.00 $ 1,000,000.00
Subtotal $ 16,346,051.00 | $  12,804,093.00 | $  15,425,587.00
Federal
Consolidated Plan
HOME $ 22,941,559.00 $ 31,750,047.00 $ 72,500,289.00
CDBG $ 6,496,815.00 $ 11,506,145.00 $ 6,650,000.00
HOPWA $ 1,200,000.00
Subtotal $ 30,638,373.00 $ 43,256,192.00 $ 79,150,289.00
State Grants
Jobs Housing Balance | $ 2,538,030.00
Prop 46 Grant $ 2,000,000.00
Workforce Housing
Grant $ 2,390,479.00
Subtotal $ 2,538,030.00 $ 2,000,000.00 $ 2,390,479.00
Total $ 4952245400 | $ 5806028500 | $ 96.966.355.00

1% The RHNA includes a needs assessment by income category but this is to facilitate an area’s “fair
share” for meeting the State’s housing needs.
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As shown in the table above, federal funds are the largest component of the AHTF.
However, City and State appropriations reflect a material amount 38%, 25% and 18%
of the total AHTF for FYs 2003-04, 2004-05 and 2005-06, respectively). Goals should
reflect all funding sources, not just federal funding.

The lack of performance measures currently noted are not new to the Department. The
Controller's audit of “LAHD’s Housing Development Project Finance Unit”, issued in
November 2002, identified that, “LAHD’s initial goal for the 1996 NOFA Multi-Family
Rental Housing Program was not realized” and made the following recommendation,
“Establish objectives that not only create new housing, but also accomplish program
goals efficiently and effectively and evaluate program results to identify areas that need
improvement.”

LAHD, an integral player in meeting the City’s affordable housing needs, does not have
a means to assess the effectiveness of its efforts to increase the supply of affordable
housing. Without comprehensive performance measures (outcome and output goals)
that consider housing needs, strategic plans and all funding resources, Department
management cannot determine the adequacy of their efforts to develop affordable
housing and react effectively when strategic changes may be necessary.

Recommendations:
LAHD management should:
3. Identify the City’'s affordable housing needs.

4. Take the lead to establish the City’s goals for meeting affordable housing needs by
all City housing agencies, and all funding sources.

5. Develop outcome and output goals, including the net effect of new affordable
housing units and affordable housing units lost due to covenant expiration or other
factors, to assess the Department’s effectiveness in meeting the City’'s housing
needs.

Finding No.3: LAHD’s Housing Development Central Program should be
reassessed for effectiveness.

LAHD implemented the Housing Development Central (HDC) Program in September
2004 to evaluate the suitability of City-owned surplus property, LAHD foreclosures and
problem projects, and under utilized City-owned projects (such as parking lots) for
affordable housing development. The General Services Department provided LAHD
with a list of approximately 670 properties for review. As of March 2007, the Program
has selected only two sites for development. Over that time, LAHD's costs for
administering the program and selecting the two test sites was over $2 million. Further,
the assessed value of the land that has been held for LAHD’s review is over $8 million.
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LAHD’s HDC program is similar to a program in the City of Oakland. However,
discussions with City of Oakland staff disclosed that they no longer consider its program
to be effective and are phasing it out. Oakland implemented their program in the mid-
1980s but has not actively sought tax defaulted land since 1996. Oakland staff provided
the following reasons for phasing out their “in-house” development program:

The value of the sites was not enough for the developers. Developers
needed more than just the land to make their project work.

Issues or costs such as prevailing wages made it difficult for the benefits
to outweigh the costs for the developers.

Oakland was losing money on the land, since the property was off the tax
rolls.

The land was often times located in neighborhoods where damage would
occur and result in blight.

It was very costly since the city had to pay for the upkeep and
maintenance while the land was idle.

According to our Subject Matter Expert, other housing development programs have
been successful. For example, King County, Washington has sought County-owned
properties suitable for multi-family housing for the last ten years. The parcels are
advertised on the website of the Property Services Division and made available to either
non-profit or for-profit developers. However, for this program, affordable means up to
115% of area median income. Also, in contrast to LAHD’s and Oakland’s programs,
King County seeks larger land parcels and not individually owned or tax-reverted
properties.

Conversely, the City of San Francisco has implemented a Public Land Trust to help
expand the number of parcels that could be used for affordable housing. Rather than
providing city land to developers for a specified use, developments receiving public
funds are sold back to the City so that it retains ultimate ownership of the land. The
land is then leased to affordable housing developers. By owning the land and leasing it
back, the City assures that the rental units remain permanently affordable.

Given the length of time and resources dedicated to this program and that Oakland’s
comparable program is being phased out, LAHD should re-assess the effectiveness of
the HDC program. One possibility may be to modify the program to model King
County’s or the City of San Francisco’s programs, as described.

All publicly funded programs should be properly benchmarked and planned to ensure

that tax dollars are spent efficiently. = These programs should also be evaluated
periodically to ensure continued effectiveness.
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Recommendation:

6. LAHD management should re-evaluate the Housing Development Central Program
to determine the feasibility of continuing or significantly modifying the program.

Finding No. 4: LAHD does not require developer fees to be deferred.

During our review, we noted that LAHD does not consistently defer developer fees to
reduce the amount of funding made at the project start. LAHD could reduce the amount
of the LAHD loan since developers would not be asking for an amount equal to the fee
up front; instead, repayment would be made from the development operations.

Currently, LAHD requires any project that cannot pay its entire developer fee at closing
to demonstrate the ability of the project to cover the cost from the cash flow generated
from operations over the first ten years. On a case-by-case basis, the re-payment
period may be extended if necessary for the project to be economically feasible.
LAHD implemented this procedure to address developers’ prior practices of requesting
additional Department funds or delaying construction to obtain other funding to cover
the initial deferred cost.

Our Subject Matter Expert identified other agencies such as the Sacramento Housing
and Redevelopment Agency (SHRA) that require developers to defer their fees. The
fees are deferred for a period of 12 to 15 years and the interest rate to be paid cannot
exceed SHRA's loan interest.

Recommendation:

7. LAHD management should evaluate the feasibility of requiring projects to defer
developer fees.

Finding No.5: The Labor Compliance Unit did not complete the Department’s
goal for site visits.

For funded projects in construction, LAHD monitors labor standards for compliance with
Davis-Bacon Wage Requirements by conducting interviews with construction workers at
the job site and reviewing payroll reports, and oversees any enforcement actions that
may be required. Each of the four staff assigned to compliance monitoring had an
average of eight to ten projects assigned to them. The Davis-Bacon Act does not
require a minimum number of site visits or interviews by the contract administrator.
However, LAHD’s internal goals required the Compliance Unit staff to complete 35
construction site visits and 200 interviews annually to verify developer/contractor
compliance with Davis-Bacon Wage Requirements.
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LAHD did not meet their goals for construction site visits.
Unit monthly reports, we determined that the number of required site visits set forth by

Based on the Compliance

LAHD has not been met in the past three years, as indicated in the table below:

Activity FY 2003-04 FY 2004-05 FY 2005-06
Site visits required 140 140 70
Site visits completed 98 95 21
% Site visits completed 70% 68% 30%
Interviews required 800 800 400
Interviews completed 848 848 253
% Interviews completed 106% 106% 63%

For FYs 2003-04 through 2005-06, staff completed approximately 2 of the 3 required
site visits per month and conducted 18 interviews per month which exceeded their goal
of 17. According to the Department, there was a staff shortage and it was necessary to
train new staff on inspection work.

LAHD should review its goals to ensure they are realistic given staffing levels and still

provide an appropriate level of oversight.

Recommendation:

8. LAHD management should re-examine the staffing levels and internal standards
for monitoring compliance to provide an appropriate level of oversight to ensure

developers/contractors’ adherence to Davis-Bacon labor standards.

! Based on six months’ of reports. Reports were not available for July-December 2005.
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Section Il: Occupancy Monitoring Unit

During the audit period, the Occupancy Monitoring (OM) Unit's responsibilities and
workload substantially changed.  Monitoring owners’ compliance with financing
covenants (e.g., ensuring eligible tenants are occupying affordable units) was
contracted out in 2003 to Urban Futures, Inc. (UFI). Until January 2007, LAHD staff
retained responsibility for resolving owner identification issues.'>  Subsequently,
ownership identification activities were added to UFI's scope of work. Other work
performed by LAHD staff is associated with owner compliance issues (e.g., ineligible
tenants occupying affordable units), handling intake for new loan program projects, and
other activities. We performed testwork to ensure the Contractor monitored owners’
compliance with financing covenants, including verifying tenant eligibility and meeting
housing quality standards. We found that the Contractor is performing adequately;
however, the OM Unit was unable to resolve owner identification issues in a timely
manner. Also, because the Unit's responsibilities have significantly changed over time,
the staffing level should be reassessed and performance measures implemented that
correlate with the work retained by the Unit.

Finding No.6: Delays in resolving ownership issues prevented affordable
housing units from being monitored for compliance with
covenants.

To monitor property owners’ compliance with financing covenants, an agency must first
contact the owner. Monitoring activity cannot begin until the current owner is identified
and contacted. During our fieldwork, we noted 30 properties where OM staff was
attempting to resolve ownership identity issues. We reviewed the case files handled by
the OM Unit that were outstanding during our audit period and found that 13 of the 30
cases were resolved by OM an average of 19 months after the problem was identified.
The remaining 17 properties were still being researched by OM and the length of time
could not be identified because the start dates were not documented in the files. Also,
we found that a few of the properties with ownership issues still had delinquent amounts
on their loans. Approximately $54,000 was outstanding at the time of the audit.

As a result of the lengthy process to resolve ownership identification problems,
monitoring activities could not be performed. Monitoring activities ensure owners
comply with financing covenants, such as renting to eligible low-income tenants,
keeping units as affordable and maintaining the buildings to meet housing standards.
Monitoring includes the review of tenant income and rent ceiling levels, review of
property owner records and record keeping, and adherence to housing quality
standards as required by HUD.

211 some cases, owners, or owner contact information may have changed and is unknown. Staff needs
to research and determine current owner information in order to enforce the covenant agreements (e.g.,
request owners to submit tenant information, notify owners of site visits to confirm tenant eligibility, etc.)
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During the audit, LAHD expanded the contract with UFI to also include research and
resolution of ownership issues. However, the new contract does not outline specific
timelines to complete these tasks. Also, the Occupancy Monitoring staff recently
developed formal procedures for resolving other types of problem cases. While they
provide detailed steps, they do not include an expected timeframe for completing the
research and resolving the issues. For example, the OM polices and procedures state
that if an owner is found to be non-compliant with the covenant, OM staff must first
consult with UFI to obtain additional information. However, the procedures do not state
how soon OM staff should contact the Contractor upon receiving the problem case, nor
how long the Contractor has to research the non-compliant owner. According to our
Subject Matter Expert, a reasonable timeframe for “finding” unknown owners, according
to our Subject Matter Expert, is 60 days. A 60- to 90-day resolution of non-compliance
cases is also reasonable.

According to OM staff, the primary reason for the lengthy resolution of problem cases
was high staff turnover. Based on data provided by the Department, there was one staff
member designated to resolve problem cases.

Recommendation:

9. LAHD management should establish timelines for researching and resolving
problem cases and amend the contract with Urban Futures, Inc., as appropriate.

Finding No.7: LAHD should reassess staffing and develop performance
measures for the Occupancy Monitoring Unit.

Most of direct occupancy monitoring work is now performed by an outside contractor.
The current functions of the OM Unit include resolving owner compliance issues (lack of
compliance with financing covenants) and performing intake for new loan program
projects, intake and cowvenant development for the Mello program, contract
management and inventory control, responding to public information requests, and
other special assignments. Special assignments can include working with systems staff
on the development of HIMS, and working with Department of Building and Safety and
Planning Department on interdepartmental procedures.

According to OM staff, their workload is a function of what is forwarded to them from
Major Projects or other in-house programs requiring OM services, developers, requests
for Land use covenants and UFI. However, the Department is not held to timelines or
performance standards which would help ensure efficient processes for property owners
and developers. Also, with UFI's expanded contract, the OM Unit's responsibilities
regarding ownership identification have been reduced.
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Recommendations:
LAHD management should:

10. Reassess the staffing complement of the Occupancy Monitoring Unit due to the
expanded role of the Contractor to perform all occupancy monitoring activities.

11. Establish performance measures for the Occupancy Monitoring Unit to evaluate
the effectiveness and efficiency of internal processes to assist property owners and
developers in the provision of affordable housing.

Finding No.8: LAHD does not provide consistent and timely guidance to the
Occupancy Monitoring contractor.

Based on discussions with the Occupancy Monitoring contractor, Urban Futures, Inc.,
LAHD does not have adequate procedures to ensure they provide consistent and timely
guidance.

The contractor indicated that it is sometimes necessary to talk to multiple staff regarding
one project and the information they receive is conflicting. Additionally, LAHD’s
responses often take weeks. This slows down the day-to-day operations for the
contractor and also causes projects to be in noncompliance longer than necessary.
The contractor believes that 72-hours is an appropriate response time and mentioned
that longer response times may be the result of Department staff being out of the office
and that planned or long-term absences are not communicated to them.

While the Occupancy Monitoring contract provides guidance to UFI regarding
communication matters with property owners and formal communications between the
City and UF|, there are no specific standards related to routine communications. The
contract section titled “Support to the Contractor,” states that LAHD will provide the
Contractor's monitoring staff support and any updates to program information as
necessary. However, there are no explicit timeframes or methods for communication
between OM and UFI staff. As a result, poor communication can occur and issues are
not resolved in a timely manner.

Recommendation:

12. LAHD management should work with Urban Futures, Inc. to establish formal
communication guidelines/procedures.

22



Section Ill: Affordable Housing Preservation Program

LAHD maintains an informational database of all known projects with restricted
affordable units in the City of Los Angeles. The following table is a condensed
summary of this data presented by primary funding program.

Number of Restricted Affordable Units within the City of Los Angeles

Primary Number of Total Affordable
Program Properties Units Units
LAHD 110 5,417 2,858
HUD 814 31,461 28,503
STATE 634 32,579 23,728
HACLA 2 308 308
CRA 269 9,736 8,165
TOTALS 1,829 79,501 63,562

Generally, the agency with the primary funding program is responsible for ensuring
compliance with a restrictive covenant. In addition to the units where LAHD was the
primary program, LAHD also provided funds and established a LAHD covenant to many
projects with thousands of units that are included in the HUD and State primary
programs. In total, LAHD is responsible for monitoring and preserving approximately
14,000 of these units.

LAHD’s Affordable Housing Preservation Program (AHPP) works to maintain the
existing stock of affordable units throughout the City for those properties with LAHD
covenants. However, their efforts have not resulted in a majority of long-term covenant
renewals, thereby putting at risk the loss of affordable housing stock. We found that
LAHD lacks performance measures that would help monitor the efforts of the AHPP and
there is not an effective means to identify condominium conversions and their impact on
the City’s affordable housing stock.

Finding No. 9: LAHD’s preservation efforts have resulted in short-term renewals
of affordable housing covenants for the majority of properties.

When a property owner utilizes a land use concession or benefit from the City that
makes building a project economically feasible or more profitable, LAHD generates a
covenant, which is also known as a regulatory agreement. The covenant obligates the
owner to set aside a specified number and type of units for very low-, low- or moderate-
income households. The covenant is specific to the land and is binding to all current and
future owners of the site. The length of the covenant is usually 30-55 years, unless
stated otherwise.
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Currently, there over 750 properties with LAHD covenants, which include over 14,000
restricted units.  Since 2004, when the AHPP program was implemented, a number of
properties were identified as at-risk. At-risk was defined as: 1) the project is currently
owned by a for-profit entity; 2) the project’s federal, State, and local assistance must be
eligible for termination either currently or within 5 years; or 3) the project is owned by a
for-profit entity and the loan is close to maturity.

Below is a chart detailing the number of identified at-risk properties from January 2005
through October 31, 2006, as well as the outcome of AHPP’s preservation efforts:

Affordable Housing Preservation Program

Total No. of Projects Total No. of Affordable Units
56 1274
: % of Targeted
Status No. of Affordable Units Preserved Units
Preserved (Long-term 30+ yrs.) 436 34%
Extended (1-year) 143 11%
Renewal (Temporarily) 523 41%
Opt-out (Terminated) 172 14%
Definitions

Preserved: Federal assisted property preserved due to LAHD assistance.
Extended: Federal or State funded property for which covenant was extended for 1-year

due to the lack of a State Notice Requirement.
Renewal: Federal rental assistance program temporarily renewed due to LAHD assistance

or enforcement of state notification requirements.

Opt-Out: Federal rental assistance program terminated by owner, or was in the process of
termination. LAHD assisting/assisted tenants to educate them about other affordable
housing options.

As demonstrated in the chart above, only 34% of the targeted units have a new long-
term covenant. The remaining 66% are only preserved for a limited amount of time, or
are permanently lost.  The short-term renewals are attributed to State Notification
requirements. Property owners that want to opt-out of expiring covenants must submit
two written notices to each affected tenant and to public entities, such as the Mayor’s
office, LAHD and HACLA, regarding their decision.

As stated in the AHPP Administrative Guide, the goal of the Program is to “proactively
manage the City’s affordable housing inventory in order to identify all atrisk housing in
the City utilizing new tools and resources to preserve and prolong existing affordable
housing. “

The AHPP Coordinator indicated that the State Notification requirement is a helpful tool
for preservation since it provides an opportunity for outreach to an owner to discuss
options for covenant renewal. However, the Coordinator stated that the best tool for
longer term preservation efforts is acquisition funds. Acquisition funds can help non
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profit agencies purchase atrisk properties with a requirement to have long-term
covenants. Our Subject Matter Expert offered a similar suggestion — the creation of an
affordable housing land trust that could act as a “land bank,” where the City purchases
property and leases it back to non-profit organizations to maintain its designation as
affordable housing.

A financial incentive would also encourage owners to renew their covenants. Owners
could apply for a 4% tax credit with the State and use tax-exempt bond financing to
rehabilitate or to acquire and rehabilitate existing affordable housing. For example,
property owners would apply to the State’s Tax Credit Allocation Committee for
financing of rehabilitation costs. The owner is given a tax credit to reduce their ax
liability based on the number of affordable units in the building. The credit is
approximately 4% of the costs attributable to the affordable units. The owner benefits
from refurbishing their entire building, enabling them to charge market or higher rates on
the unrestricted units, while continuing to set aside affordable units.

According to the AHPP Coordinator, a majority of the units are preserved for a short
time because owners generally want to be free of all government regulations and take
advantage of the market rate rents in Los Angeles’ strong rental market. Additionally,
the AHPP does not have access to acquisition funds or additional financial incentives to
offer property owners. Due to the lack of preservation incentives, the AHPP is not able
to maximize the number, or length of extended covenants.

Recommendation:

13. LAHD should consider the feasibility of offering financial incentives or establishing
acquisition funds whereby the City or non-profit agencies could purchase at-risk
properties.

Finding No. 10: LAHD does not have comprehensive performance measures for
the Affordable Housing Preservation Program (AHPP) to
effectively monitor its efforts.

LAHD created the AHPP in 2004 to proactively manage the City’s affordable housing
stock by identifying those properties that have expiring affordable housing covenants.
The AHPP strives to renew covenants and ensures that tenant notifications take place
when owners optout of renewing agreements to maintain affordable housing units.
Despite the Program’s importance in helping to maintain affordable housing, the AHPP
does not have any measurable goals. The Department’s guidelines set forth the broad
purpose of the program — preserving the number of affordable housing units - and the
AHPP Coordinator's efforts are focused toward achieving that. However, the
Department has not established a means to measure its effectiveness.

The Department’'s Affordable Housing Preservation Program Administrative Guide sets
out the broad expectations of the Program, such as “proactively manage the City’s
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affordable housing inventory in order to identify all at-risk affordable housing in the city
utilizing new tools and resources to preserve and prolong existing affordable housing.”
However, the Department’s Guide is more of a mission statement or implementation
framework for the program, rather than defining specific desirable outcomes or goals.
While the Program’s Guide defines the basic purpose of the AHPP, it does not establish
defined goals that should be achieved and are capable of being measured.

Given LAHD’s mission to provide safe and livable neighborhoods through the
promotion, development and preservation of decent and affordable housing, it is critical
that management have the means to monitor operational efficiency and effectiveness of
its efforts toward that end. The Department needs to have comprehensive performance
measures that enable it to monitor how well it addresses its mission — preserving decent
and affordable housing, as it relates to covenants.

While the overall goal may be to preserve all existing, assisted multi-family apartments
in the City, this may not be possible. A goal that may be more attainable is “no net loss”
whereby the number of affordable units preserved and new units added should not be
less than the number lost through “opting out” or conversion to market rate or
condominiums.

According to the Program Coordinator, the decision to maintain a property as affordable
is entirely up to the owner, which makes it difficult to set quantitative goals. For
example, when a covenant is close to expiring, the Program Coordinator does extensive
outreach to the owner to try and convince them to keep the rents affordable. However,
the owner might prefer to let the covenant expire and charge market rate rents.

External factors such as the owner’s motivation, population growth and condominium
conversion all impact the affordable housing stock in the City.  While they affect
AHPP’s efforts, these variables should also impact Housing Production goals. Housing
Production should consider all these factors when setting its goals and deciding which
new projects to fund. Since these factors impact both Programs, they should work
closely together to work toward a no-net loss of affordable housing units.

Without defined performance measures and goals, the AHPP is not held accountable to
specific quantitative measures and the Department is unable to adequately measure the
effectiveness of its efforts in utilizing grant funds and tax dollars to preserve affordable
units through covenants. Further, the Department cannot readily discern when
alternative strategies are needed and make timely changes.

Recommendations:

LAHD management should:

14. Determine an appropriate preservation goal, such as no-net loss.
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15. Ensure the AHPP works closely with Housing Production to assure their efforts
consider external factors, and both Programs work toward, at minimum, a no-net
loss of affordable housing units.

Finding No. 11: LAHD does not have a procedure to consider planned
condominium conversions of affordable housing in its
preservation and housing production efforts.

Property owners who are interested in converting their rental units to condominiums
submit an application to the Planning Department for approval. The Planning
Department provides LAHD copies of the filed applications as well as decision letters.
Applications to convert affordable housing can be approved within eight years of
covenant expiration (property owners have up to eight years to fulfill all conditions prior
to converting the units to condominiums).

LAHD could have advance notice (possibly up to eight years) of an owner’s intent to let
their covenant expire. Currently, the Preservation Program focuses their dforts on
covenants that are at risk of expiring within five years. According to LAHD
management, no property with an existing covenant has been identified by a review of
filed applications. However, should an owner choose to start the process in advance of
the covenant expiration, LAHD has no strategy to use this advance knowledge in its
preservation or production efforts.

Recommendation:
16. LAHD management should develop a process to ensure that planned

condominium conversions of affordable rental housing are appropriately
considered in the Department’s preservation and housing production efforts.
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Section IV: Information Systems

Although LAHD is one of several departments/agencies working toward addressing the
City’s affordable housing needs, it is often the primary entity responsible for tracking
housing data and generating reports for various stakeholders, such as City Council. Itis
imperative that the Department has the capacity to collect, track and report all of the
varied data that is relevant to affordable housing for the City. However, our audit found
that the Department does not currently have adequate systems in place to efficiently
perform these tasks.

Finding No. 12: The information systems and databases used by various LAHD
programs to manage and monitor affordable housing data are
inadequate, inefficient and do not interface with one another.

The information systems and databases used by staff assigned to the Affordable
Housing Trust Fund, Affordable Housing Preservation Program and Occupancy
Monitoring Unit are inefficient, do not provide user friendly reporting, and are separately
maintained.

We noted the following:

The Affordable Housing Trust Fund staff utilizes the Capital Budget and Loan
Tracking System (CBLTS) which is outdated and not easily programmed to
provide customized reports. According to staff, the CBLTS System is over 15
years old and is main-frame based. The Trust Fund division also utilizes
information from the City’s Fiscal Management Information System (FMIS)
and HUD’s Integrated Disbursement and Information System (IDIS).
However, access to FMIS and IDIS information is limited to only a few
individuals within the Trust Fund Unit. For example, we noted that only one
designated person in the Trust Fund unit had access to IDIS for HUD
reporting purposes, and Trust Fund staff relies on the Department’s
accounting division to provide fiscal information per FMIS. Trust Fund staff
cannot independently access FMIS information to help them reconcile data on
IDIS and CBLTS. LAHD management indicated that access to FMIS and
IDIS was restricted to a few individuals for control purposes. However, read
only access or providing hard copy information would keep controls intact but
allow individuals to have access to needed data.

The Occupancy Monitoring (OM) staff, both internal to LAHD and the
Contractor, expressed concerns about the accuracy and reliability of the
LAHD’s OM database. For example, we were told that the Department's OM
database inadvertently merged data due to a “software glitch.” As a result,
staff was unsure of the reliability of the data and had to spend time verifying it.
Additionally, the OM Contractor staff indicated that they were informed by
LAHD staff that the database had some errors, but it did not appear that there
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were efforts by LAHD to verify and correct the information. According to UFI,
they often received inaccurate information regarding projects which required
multiple contacts with LAHD OM staff to clarify.

The AHPP Coordinator has access to the OM database, which he uses to
identify expiring covenants and maintains a separate database, known as the
“LAHD Citywide Affordable Housing Database.” State and federally funded
properties are also included in this database. While this database appears to
be accurate, it does not allow for user friendly reporting. There are numerous
requests from various City entities for updated information on existing
affordable housing which are difficult to provide directly from the databases.
As a result, the Coordinator spends time manually preparing reports.

LAHD does not have an integrated system that is accessible to staff to
facilitate monitoring all affordable housing efforts — production, preservation,
and occupancy monitoring. Each program within LAHD has developed their
own independent database even though each of LAHD’s functions is closely
related and information should be easily available and shared. For example,
Occupancy Monitoring tracks covenants to ensure property owners comply
with eligibility requirements. Affordable Housing Preservation also needs to
track covenants for expiration timeframes to work with property owners in
trying to renew long-term commitments to maintain affordable housing units.

We noted that LAHD Systems staff is currently developing an in-house system - the
Housing Information Management System (HIMS). The Systems Director explained that
they are working to consolidate all of the smaller databases that are currently used by
various divisions. In addition to consolidating information, they are meeting with each
division to understand their needs for the system. Since the project is very complex,
implementation is being done in phases. Per LAHD, they anticipate that HIMS will be in
operation by the end of 2007.

It is imperative that LAHD be able to provide accurate reports on affordable housing
efforts to ensure that funding is allocated correctly and programs receive an appropriate
level of attention and resources. In prior years, it was acknowledged that LAHD needed
an integrated, comprehensive information system. Specifically, the report titled, “Re-
inventing Housing Department: Reorganizing to Produce and Preserve More Affordable
Housing” which was submitted to the Mayor in November 2004, called for the
establishment of a Housing Department Information System. It is also important that
staff have access to information contained on internal and external information systems
in order to complete their work in an effective and efficient manner. Further, HUD
requires timely and accurate reports from the Department to help determine future
funding levels. Lastly, the City Council also requests various statistics from the
Department in order to help them formulate policies related to affordable housing.

Currently, several of the Divisions have their own databases in various programs such
as Microsoft Access. They all collect different data for the same pool of properties for
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their own reporting and programmatic needs. As a result, LAHD has not been able to
efficiently track, monitor, and reconcile data and reports for affordable housing
production, monitoring and preservation. Unreliable or limited databases may hinder
staff's ability to report accurate information in a timely and user-friendly manner.

Recommendations:

LAHD management should:

17. Ensure that Department Systems staff continues to work closely with all of the
Divisions and Programs within LAHD to assure that data and reporting needs are
properly addressed during the system development of HIMS.

18. Ensure that staff has appropriate access to information systems that are relevant
to their functions.
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Section V: Supplemental Information — Results of Stakeholder
Interviews

A number of stakeholders interviewed during this audit provided comments and
opinions on the various challenges of developing affordable housing in the City. The
stakeholders included City Council representatives, advocacy groups, developers, and
lenders. Some of the comments/suggestions may be out of the direct control of LAHD.

LAHD management indicated that their periodic stakeholder meetings have elicited
many of the same comments; and generally, there are business reasons for not
pursuing some of the suggestions.

We provide the following summary of stakeholder comments as supplemental
information to LAHD.

Affordable Housing Trust Fund (Trust Fund) monies should be made available for
tax-exempt bond projects beyond those that utilize MHP (Multi-Family Housing
Program) funds. Currently, in order to obtain Trust Fund money, tax-exempt
projects must participate in the MHP program.

Recipients of Trust Fund monies should receive their check in a timely manner.
There is typically almost a three week delay from when developers are told a
check is “in the mail” and when itis actually delivered.

LAHD’s General Manager should have the ability to approve commitments within
certain program parameters (as is the case with CRA), thus obviating the need
for the approved list to be voted on by the City Council. It would speed up the
approval process since City Council actions can sometimes be delayed, thus
delaying awards.

LAHD should permit a draw-down of funds during the pre-construction phase.
Some of the policies of the 1990s should be revisited. For example, certain
“down-zoning” took place then whereas now there should be upgraded zoning
because an area is Transit Oriented Development.

The numbers of inspections by LAHD inspectors should be reduced. Department
of Building and Safety conducts onsite inspections during construction. LAHD
inspectors also review construction progress before each funding draw-down.

The appeals process is inadequate because it is not formalized.

LAHD requires developers to submit TCAC applications several months in
advance of when it is actually due to TCAC. The timing of this is difficult and the
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process may be redundant since TCAC also submits an entire application back
to LAHD after the TCAC application deadline.

¢ There needs to be a process for compliance issues that is transparent,
understood and applied evenly by and to all. For example, even though loan
documents say an jssue must be raised within 60 days or it is deemed
acceptable, LAHD hezs raised issues that are 3 and 4 years old, that are
Insignificant and cost more to study and resolve than the amount at stake.

¢ LAHD should consider a joint NOFA with the Caunty.,

While LAHD management mzy have responded to simlar requests/suggestions through
their periodic stakeholder meeting, providing their business reasons/policies in a
response to the audit report iay serve to clarify certain business practices have been
adopted.

Respectfully submiited,

Kaorsore Papan/

Kaenean Warren
Internal Auditor 11

‘Cynthia Varela, CIA Siri Khalsa, CPA

Chief Internal Auditor Deputy Director of Auditing
Farid Saffar, CPA

Director of Auditing
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Appendix 1

OFFICE OF THE CONTROLLER

PERFORMANCE AUDIT OF LOS ANGELES HOUSING DEPARTMENT AFFORDABLE HOUSING &
OCCUPANCY MONITORING ACTIVITIES

Ranking of Recommendations

Section Ranking
Number | Summary Description of Findings Code Recommendations
1 1. The many barriers to providing U LAHD management should:
affordable  housing require
creative solutions from not only 1. Evaluate the following strategies and
LAHD, but the City, as a alternatives and work toward
whole. implementing those that are feasible:

a. Establish a City exaction fee from
hotels stays dedicated to funding
affordable housing development.

b.Utilize funds to acquire property
through a land acquisition fund to
develop affordable housing.

c. Establish a mandatory inclusionary
zoning ordinance requiring
developers of multi-family housing to
either set aside units or pay a fee for
their creation.

d. Utilize varied approaches to combat
NIMBY -ism.

e. Develop standardized policies and
procedures.

f. Establish a Citywide expedited
process for development of
affordable housing.

g. Develop varying fee assessments to
encourage more developer interest.

h. Improve the timeliness of the loan
process.

i. Expand collaboration of City
departments responsible for housing
development.

j- Extend funding commitments beyond
one year.

k. Revise zoning ordinances to
increase the number of affordable
housing units.

2. Seek the Mayor’s and City Council’s
approval for those feasible strategies
and alternatives.
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Section Ranking
Number | Summary Description of Findings Code Recommendations

2. LAHD does not have an U LAHD management should:
adequate means of measuring
its effectiveness in addressing 3. ldentify the City’s affordable housing
affordable housing needs. needs.

4. Take the lead to establish the city’s
goals for meeting affordable housing
needs by all City housing agencies,
and all funding sources.

5. Develop outcome and output goals,
including the net effect of new
affordable housing units and affordable
housing units lost due to covenant
expiration or other factors, to assess
the Department’s effectiveness in
meeting the City’s housing needs.

3. LAHD’s Housing Development N 6. LAHD management should re-evaluate
Central Program should be the Housing Development Central
reassessed for effectiveness. Program to determine the feasibility of

continuing or significantly modifying
the program.

4. LAHD does not require N 7. LAHD management should evaluate the
developer fees to be deferred. feasibility of requiring projects to defer

developer fees.

5. The Labor Compliance Unit did N 8. LAHD management should re-
not complete the Department’s examine the staffing levels and internal
goal for site visits. standards for monitoring compliance to

provide an appropriate level of
oversight to ensure developers/
contractors’ adherence to Davis-Bacon
labor standards.

2 6. Delays in resolving ownership U 9. LAHD should establish timelines for

issues prevented affordable
housing units from being
monitored for compliance with
covenants.

researching and resolving problem
cases and amend the contract with
Urban Futures, Inc., as appropriate.
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Section Ranking
Number | Summary Description of Findings Code Recommendations
7. LAHD should reassess staffing N LAHD management should:
and develop performance
measures for the Occupancy 10. Reassess the staffing complement of
Monitoring Unit. the Occupancy Monitoring Unit due to
the expanded role of the Contractor to
perform all occupancy monitoring
activities.

11. Establish performance measures for
the Occupancy Monitoring Unit to
evaluate the effectiveness and
efficiency of internal processes to
assist property owners and developers
in the provision of affordable housing.

8. LAHD does not provide N 12. LAHD should work with Urban Futures,
consistent and timely guidance Inc. to establish formal communication
to the Occupancy Monitoring guidelines/procedures.
contractor.

9. LAHD’s preservation efforts u 13. LAHD should consider the feasibility of

3 have resulted in only short- offering  financial incentives  or
term renewals of affordable establishing acquisition funds whereby
housing covenants for the the City or non-profit agencies could
majority of properties. purchase at-risk properties.

10. LAHD does not have U] LAHD management should:
comprehensive performance

measures for the Affordable
Housing Preservation
Program (AHPP) to effectively
monitor efforts.

14.

15.

Determine an appropriate preservation
goal, such as no-net loss.

Ensure the AHPP works closely with
Housing Production to assure their
efforts consider external factors, and
both Programs work toward, at
minimum, a no-net loss of affordable
housing units.




Appendix 1

Section Ranking
Number | Summary Description of Findings Code Recommendations
11. LAHD does not have a N 16. LAHD management should develop a
procedure to consider planned process to ensure that planned
condominium conversions of condominium conversions of
affordable housing in its affordable  rental  housing  are
preservation and production appropriately  considered in  the
efforts. Department’s preservation and
housing production efforts.
4 12. The information systems and N LAHD management should:
databases used by various
LAHD programs to manage 17. Ensure that Department Systems staff
and monitor affordable housing continues to work closely with all of the
data are inadequate, inefficient Divisions and Programs within LAHD
and do not interface with one to assure that data and reporting
another. needs are properly addressed during
the system development of HIMS.
18. Ensure that staff has appropriate
access to information systems that are
relevant to their functions.

Description of Recommendation Ranking Codes

U - Urgent - The recommendation pertains to a serious or materially significant audit

finding or control weakness. Due to the seriousness or significance of the matter,
immediate management attention and appropriate corrective action is warranted.

N - Necessary - The recommendation pertains to a moderately significant or potentially
serious audit finding or control weakness. Reasonably prompt corrective action should
be taken by management to address the matter. Recommendation should be
implemented no later than six months.

D - Desirable - The recommendation pertains to an audit finding or control weakness of
relatively minor significance or concern. The timing of any corrective action is left to
management's discretion.

N/A - Not Applicable





