RON GALPERIN
CONTROLLER

May 30, 2018

Honorable Eric Garcetti, Mayor
Honorable Michael Feuer, City Attorney
Honorable Members of the Los Angeles City Council

Re: Audit of the Systematic Code Enforcement Program of L.A.’s Multi-Residential
Housing Stock

There is nothing more important than the safety and well-being of Angelenos. That is why
my office undertook a review of the Systematic Code Enforcement Program (SCEP), which
inspects the City's residential rental units to verify compliance with state and local health,
safety and building codes. This audit includes recommendations to streamline operations,
work toward a more efficient system, and improve compliance so that all rental units within
Los Angeles are safe and habitable.

Background: Created in 1998 to provide routine inspections of residential buildings with
two or more rental units, SCEP inspections aim to curtail and remedy substandard
conditions.

Numbers: More than 96,000 properties and more than 740,000 rental units are subject to
SCEP, which is conducted by the Los Angeles Housing and Community Investment
Department (HCID).

How it works: Property owners are charged an annual fee for each rental unit to fund the
inspection program. In addition to the proactive systematic inspections, HCID also
administers a Complaint Inspection Program, which is a sub-component of SCEP, where
inspectors conduct inspections of properties in response to a complaint that has been
reported by a tenant or other person.

What’s working: HCID has:

e Embraced the use of technology to identify and track code violations, and is
upgrading its information systems to make it even more versatile;
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Established a tiered inspection cycle whereby problematic buildings are to be
inspected every two years instead of what had been a three-year inspection cycle.
Buildings that have a track record of compliance are to be inspected every four
years. My review found these approaches will help focus resources on the
properties and units most in need of attention.

What can be improved: To improve SCEP’s fiscal processes, effectiveness and
complaint response times, my audit recommends that HCID:

Respond more quickly to complaints to address response times that have
lagged. HCID’s ability to respond to complaints within its goal of 72 hours fell
from 89% in 2011 to 70% in 2017. This needs to be fixed.

Update HCID’s list of properties subject to SCEP to ensure inspections and
billing are accurate. Currently, certain properties are erroneously inspected while
others are incorrectly billed due to imprecise information.

Modernize the refund process that has not efficiently issued balances due back
to property owners. In April 2017, more than 17,000 properties had credit
balances of $2.9 million. Due to this audit, that number was whittled down to
$1.9 million but HCID needs to do a better job of not wrongly billing - and
notifying property owners proactively and timely if they are owed refunds.
Determine why Notices of Substandard Conditions (NSC) have drastically
fallen despite an increase in violations. While the number of SCEP violations
have increased since 2007, NSCs fell from 1,886 to 209 over the same ten-year
period. Policymakers should be apprised of the reasons for the steep decline.

Why these recommendations matter: SCEP has helped to improve the habitability of
housing in Los Angeles over the past two decades. That work must continue. With
stronger financial oversight and more streamlined procedures, we can improve the
quality, safety and condition of our City’s housing stock for the benefit of all.

Respectfully submitted,

gy .

RON GAPERIN
Los Angeles Controller

200 N. MAIN STREET, SUITE 300, LOS ANGELES, CA 90012 e (213) 978-7200 ¢ CONTROLLER.LACITY.ORG

AN EQUAL EMPLOYMENT OPPORTUNITY — AFFIRMATIVE ACTION EMPLOYER
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EXECUTIVE SUMMARY

Substandard, unsanitary, and deficient residential units have a direct impact on people’s
quality of life — from lead and mold poisoning, to vermin infestations, to leaking roofs,
shattered windows, and broken plumbing. To curtail and remedy these issues, the City
enacted the Systematic Code Enforcement Program (SCEP) in 1998 within the former Los
Angeles Housing Department, now the Housing and Community Investment Department
(HCID).! By routinely inspecting buildings that have two or more rental units, SCEP is
intended to protect the most basic need for safe housing for the City’s renters, including
some of the City’s most vulnerable, low-income families.

To fund this work, HCID charges property owners a flat, annual fee for each unit that is
rented in a multifamily building. The law allows property owners to pass this cost onto
their tenants. Fee revenue collected by HCID is credited to a special revenue fund, known
as the “Systematic Code Enforcement Trust Fund” #41M, managed by HCID. As actual
program expenditures are incurred, primarily staffing and related costs paid by the City
General Fund, HCID effects operating transfers from the special revenue fund to the
General Fund.

While all of HCID’s multifamily residential code enforcement staff included 170 inspection
and support staff, there were 61 SCEP inspectors assigned to conduct the proactive, cycle-
based inspections of all rental units within the City. At the time of our audit, there were
approximately 96,6002 properties representing 744,000 units subject to SCEP. Inspectors
assess the units” compliance with the City’s Building and Housing Codes by reviewing
more than one hundred specific Code requirements (see Appendix Il).

One SCEP cycle is defined as an inspection of all units within HCID’s inspection database.
Originally, the City’s Housing Code required each unit to be inspected every three years;
however, that cycle had not been met since the program’s inception, primarily because
HCID lacked sufficient staff to complete the inspections within the three year period. In
October 2016, HCID proposed a revised inspection cycle that considered its experience with
inspection patterns, utilizing a risk-based approach. The modification was based on HCID’s
evaluation of inspection data collected from several completed inspection cycles. It also
considered prior Controller audits which emphasized the need to develop a risk-based
approach to prioritize the inspections.

1 Prior to SCEP, general code enforcement of residential rental properties was the responsibility of the Department
of Building and Safety.

2While HCID sends bills for approximately 111,000 properties, many owners will apply for exemptions from SCEP
fees and inspections.
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Executive Summary

In April 2017, the inspection cycle was modified to a two-tiered cycle: four years for
compliant properties or two years for non-compliant/poorly maintained properties, to be
implemented July 2018. Non-compliant properties were identified as having a history of
multiple cited violations, complaints, and failure to resolve violations within the
mandated timeframe.

The top code violations from the last complete inspection cycle (January 1, 2010 through
June 30, 2014) were:

Fire Safety - Missing or defective smoke detectors

Maintenance - Defective or deteriorated plaster, drywall on walls or ceiling
Fire Safety - Missing or defective carbon monoxide detectors

Habitability - Missing, unsafe or defective floor coverings

PwnNeE

In addition to the pro-active systematic inspections, HCID also administers the Complaint
Inspection Program, which is a sub-component/program of SCEP. HCID inspectors
conduct inspections of properties in response to a complaint that has been reported by a
tenant or other person.

Properties with violations that are not satisfactorily corrected can be referred to the Rent
Escrow Account Program (REAP), which was established in 1988. REAP is an enforcement
tool whereby tenants have the option to deposit rent owed to non-compliant owners into
an escrow account set up by HCID until the owners correct the code violation.

Civil Grand Jury Report
On June 30, 2016 the County of Los Angeles Civil Grand Jury issued a report titled, “Renter
or Landlord: Who Benefits?” related to the City’s SCEP and Rent Control programs.
Regarding SCEP, the Grand Jury stated the following:

v Although required at least every three years, SCEP inspections of each rental unit
had not been done every three years. HCID did not have sufficient staff to
perform timely SCEP inspections or to perform inspections at each rental unit in
the City every three years as required by the LAMC.

v" HCID disseminated information to the public on SCEP and the Rent Stabilization
Ordinance in Rent Stabilization Bulletins. However, the Bulletins omitted
informing the public that SCEP inspections are required at least once every three
years.
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Executive Summary

v" The Systematic Code Enforcement Trust Fund had not been audited by the
Controller in years.

The Grand Jury recommended that HCID should meet the three-year inspection
requirement or amend the mandatory interval between inspections. In addition, the City
Controller should be given sufficient funding to perform periodic audits of the Systematic
Code Enforcement Trust Fund, and an audit of the Trust Fund should be done within three
months.

Objective

This audit reviewed HCID’s activities and how SCEP helps to ensure that rental units
remain compliant with the regulations in place intended to promote safe, healthy, and
habitable housing for City renters. Accordingly, this audit reviewed financial and
programmatic processes, and evaluated how Systematic Code Enforcement Trust Fund
monies were accounted for and managed.

Favorable Conditions Noted

Based on our review of inspection processes, controls, and data, we found that SCEP
activities generally identify rental units that met Housing Code requirements or did not
comply with those requirements. Inspections identify violations related to general
maintenance-type issues, as well as significant health or safety concerns, which are then
classified as substandard? rental units. While the number of HCID-classified substandard
units at a given point in time fluctuates (as new units are identified and others have
corrected the violations) it is noteworthy that as of November 2017, there were 867 units,
within 99 properties, with an active Notice of Substandard Conditions. Also, since ninety
percent of those had been issued within ten months, HCID indicated that owners with
older violations had largely achieved compliance.

HCID uses technology to identify and track code violations in the field, with robust,
internal databases. HCID also implemented recommended adjustments to SCEP,
transitioning from an inspection cycle that examined all units once every three years, to
a split inspection cycle that will re-examine problematic buildings every two years, and

3 Substandard as defined by California Health and Safety Code Section 17920.3 are significant health or safety
violations, such as lack of a working toilet, kitchen sink, lack of water, ventilation or heating, and structural hazards.
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Executive Summary

buildings that are generally code-compliant every four years.

Based on the new inspection cycle and past inspection efforts, it appears that HCID will
be able to routinely inspect all properties subject to SCEP, but only if management is able
to maintain its current staffing level of inspectors dedicated to this activity.

Areas Requiring Attention

Our audit determined that there were control gaps and procedural deficiencies with the
HCID’s Billing and Collections Unit and Accounting Division that led to incorrect billing,
inaccurate records, and delays in refunds for property owners.

In the past, SCEP revenues exceeded the program’s costs. Although SCEP was operating
on a three-year inspection cycle, it had fewer inspectors than anticipated (due to the
City’s managed hiring freeze), and therefore did not perform every property inspection it
should have within the necessary timeframe. The Department plans to initiate the Tier
System in conjunction with the next inspection cycle projected to start in July 2018. Going
forward, because it will switch to the two-tiered cycle, we anticipate that SCEP will have
adequate staffing and resources will be fully utilized. Each inspector is responsible to
inspect an average of 3,500 units per year. In the past, while all property owners and/or
renters paid fees, SCEP did not inspect all units on schedule. This contributed to the Fund
accumulating a high cash balance, $54 million as April 20174,

Accurately determining the full cost of the program and ensuring the fee structure reflects
the work performed is important. Additional issues also impacted the Fund:

1. Imprecise information caused some properties to be billed and scheduled
for inspection even though they were not subject to SCEP. These errors
occurred because SCEP identifies subject properties based on a county
database that tracks land use; however, land uses can change, (e.g.
conversion from rented apartments to individually owned condos). Further,
even if the county’s land use code is accurate, SCEP may not always apply;

4 0n June 28, 2017, the City Council authorized an emergency reserve SCEP fund equal to two months of operating
costs in the event of a disaster occurring. $7.5 million was transferred from the unrestricted cash account to a
restricted cash account within the Systematic Code Enforcement Trust Fund. The Fund’s cash balance as of
December 2017 was $34 million.
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Executive Summary

for example, a “home for the aged” in practice can be a senior assisted living
facility which would not be subject to SCEP, or that same land code can refer
to an age-restricted rental complex, which is subject to SCEP.

2. We noted procedures that result in HCID inspecting and billing some
property owners who should be exempt. A number of buildings have had
the same SCEP-exempt uses for years. Despite the low likelihood that these
uses will change, HCID management requires that many exemptions be
renewed on a one or three-year basis. When these exemptions expire, the
property returns to SCEP’s inspection inventory, bills are issued and
inspectors are dispatched. Such procedures can erroneously bill property
owners and waste inspector time.

3. Aninadequate refund process makes it appear as though the Fund has more
available money than it actually does. Currently, SCEP sends exemption
applications and bills for fees at the same time. The result is that many
building owners file for an exemption and pay their bill simultaneously,
because they may be concerned that their application will be rejected and
they will be penalized. However, when exemptions are approved, SCEP does
not notify the owners that they have a credit, nor do they issue a refund
unless an owner asks. As a result, some of the excess cash balance in the
Fund is actually owed back to owners, who were exempted from paying
these fees. As of April 2017, more than 17,000 properties had credit
balances that totaled $2.9 million. Subsequent to fieldwork completion, we
noted that HCID refunded $1.9 million of the 52.9 million in credit balances.

4. HCID’s ability to respond to complaints within its goal of 72 hours declined
from 89% in 2011 to 70% in 2017. HCID also administers the Complaint
Inspection Program whereby tenants or others may file complaints about
rental properties. The Department’s goal is to contact the complainant
within 72 hours. Due to a reduction in clerical staff, their response time has
lagged. Also, while HCID monitors response time to complaints, there is no
time-based goal for resolving complaints. The Department indicated that
because scheduling inspections is dependent on the complainant’s
availability, establishing a goal would be difficult.
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What the Department should do next
To improve SCEP’s fiscal processes and complaint response times, HCID should:

1. Ensure that only properties subject to SCEP are billed for inspection fees, and
guestionable properties are adequately inventoried and reviewed by
management;

2. Improve the exemption process and its timing so that exempt owners are not
required to pay the fee, and properties that have been exempt for many years
do not need to re-apply as frequently; and

3. Establish stronger controls to immediately refund property owners/tenants
who were billed in error and subsequently paid.

4. ldentify ways to address the need for more clerical support for the Complaint
Inspection Program and monitor the actual results of complaint disposition
timeliness, to evaluate the program and identify if corrective actions are
necessary.

These and other findings and recommendations are discussed further in the detailed
report.

Conclusion

SCEP has helped to improve the habitability of housing in Los Angeles through its
identification and remediation of rental unit violations over the past two decades, and
that work must continue. Stronger financial oversight and procedures are needed to
make sure that SCEP’s budget and fee schedule accurately reflect its costs and the scope
of its work. Such improvements will make sure tenants and owners continue to benefit
from robust inspections, while paying for all appropriate costs.

Department Response & Action Plan
A draft of this report was provided to HCID management on January 19, 2018, and we
met with Department management and representatives at an exit conference on

February 13, 2018. While management generally agreed with the issues noted, we
considered management’s views and comments as we finalized the report. HCID
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Executive Summary

provided a formal response and action plan on March 6, 2018, which is included as
Appendix .

Based on our evaluation of the Department’s reported actions and implementation plan,
we now consider 8 recommendations as Implemented (Recommendations 2.2, 2.3, 3.2,
3.3,3.4,4.1, 4.2, and 4.3); 6 In-Progress (Recommendations 1.1, 1.2, 3.1, 5.1, 6.1, and
7.1); and 1 as Not Yet Implemented (Recommendation 2.1). HCID disagreed with three
recommendations (Recommendations A, 5.2 and 7.2).

We would like to thank HCID staff and management for their time and cooperation during
this audit.
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BACKGROUND

The 1997 Blue Ribbon Citizens’ Committee on Slum Housing (Blue Ribbon Committee)
cited problems in Los Angeles based on the American Housing Survey for the Los Angeles-
Long Beach Metropolitan Area, which noted more than 150,000 apartments that were
substandard and in need of major repair. The Committee acknowledged the
Metropolitan Area is larger than the City of Los Angeles but that the City had the great
majority of rental housing in the Area.

In response to a Blue Ribbon Committee recommendation, the City established the
Systematic Code Enforcement Program (SCEP) within the Los Angeles Housing
Department, now known as the Housing and Community Investment Department (HCID).
The purpose of SCEP is to proactively inspect multifamily residential rental properties to
verify compliance with the standards set forth in the applicable building and
housing codes. These codes help to ensure that all buildings, rental units and common
areas of multifamily properties are safe and habitable, free of lead hazards, structural
hazards, and sanitation problems. As of early 2017, there were approximately 96,600
rental properties with more than 744,000 units in the City that were subject to SCEP.

HCID and SCEP Operations

HCID facilitates the financing and development of affordable housing projects with
business and community partners; oversees all City-funded housing programs to assist
low-income populations, special needs populations and communities in general; makes
renters aware of their rights; and helps ensure that landlords comply with the Rent
Stabilization Ordinance and the City and State Housing Codes.

To carry out these responsibilities, HCID is organized into four Bureaus - Administration,
Community Services and Development, Housing Development and Regulatory
Compliance and Code. SCEP functions as part of the Code Enforcement Division, under
the Regulatory Compliance and Code Bureau, as noted below.
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Background

SCEP operations are decentralized and located in five regional offices: North Valley, South
Bay, East Los Angeles, West Los Angeles and Central (Wilshire District), as grouped by
census tract. Each regional office has three inspection teams; each team is comprised of
one supervising inspector, four SCEP inspectors, one complaint-response inspector, one
assistant inspector, and one clerk.

Each region has very different property characteristics that the Department must
consider in executing its inspection activities. For example, there are generally smaller
propertiesin the South area that are individually owned and operated, while the Westside
and Downtown areas have larger buildings that are commercially owned and managed.
Further, factors such as limited neighborhood parking can impact the time it takes for
inspectors to conduct their work.

Properties Subject to SCEP

HCID inspectors are responsible for inspecting thousands of multifamily properties / rental
units. These counts are not static and change frequently due to new construction and
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Audit of the City’s Systematic Code Enforcement Program (SCEP)

demolition of units in the City. Keeping track of the properties/owner information is
challenging due to the constant turnover of ownership. Therefore, HCID utilizes multiple
databases to identify and track apartment buildings, duplexes, residential hotels, and other
multifamily properties and their ownership. The primary source of property information is
the County’s Property Tax Assessment database which includes all properties within the

Background

City identified by Assessor Parcel Number (APN).

Each property within the County’s database is defined by a land use code, which describes
how the property or building is used (single-family home, commercial building, multi-
family building, vacant land, etc.). HCID uses the land use code and unit count to
determine which properties are subject to SCEP, and this data is uploaded to a separate
property database (PROPdb). While the County’s data has hundreds of land use codes,

only 57 are subject to SCEP.

Los Angeles Municipal Code (LAMC) Section 161.301 defines how SCEP applies or does
not apply to the following types of properties:

SCEP Applies to:

SCEP Does Not Apply to:

All residential rental properties with two or more
dwelling units where one or more units are rented

Single family homes or owner-occupied units

Apartment buildings

Condominiums or a non-profit stock cooperative

Duplexes, triplexes

Hospitals, State licensed care facilities, extended
medical care facilities

Multiple single family homes on one lot (if it meets
rental property definition)

On-campus fraternity or sorority houses or on-campus
housing owned, operated or managed by an
educational institution

Residential hotels (six or more guestrooms or
efficiency units intended or designed to be used,
rented or designed to be the primary residence of
guests)

Convents, monasteries or other facilities occupied
exclusively by members of a religious order

Asylums (as defined by the LAMC)

Government owned, operated, or managed housing
accommodations

Mobile homes, mobile home parks, recreational
vehicles or recreational vehicle parks

Hotels, motels, inns or tourist homes (as defined by
LAMC)

Vacant properties

As noted above, there are many different types of residential housing that are not subject
to SCEP fees and the related proactive, cycle-based inspections for habitability by HCID.

Some of these housing types may be proactively inspected by other entities or
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Background

governmental agencies, while others are subject to complaint-based inspections by the
City’s Department of Building and Safety. Policymakers should be apprised of the
residential property types exempt from SCEP that are (or are not) inspected by other
agencies to help ensure habitability, and consider that information for potential expansion
of SCEP through amending the City’s housing code.

Recommendation

A. HCID management should submit a report to the City Council identifying which
residential property types that are currently exempt from SCEP are monitored by
other agencies. Council may then use that information as a basis for considering
expansion of SCEP by amending the LAMC.

Inspection Process

SCEP staff refer to the inspection process as a “conveyor belt,” as there is constant activity
and tasks are often handed from one inspector or team, to another. This process is
described below:

v' When a property is scheduled for inspection, clerical staff generate a Notice
of Inspection (NOI) letter approximately 30 days prior to the inspection to
inform the owner that inspectors will be visiting the units.

v 5-7 days prior to the inspection, inspection staff posts a Tenant Inspection
Notice at the property to inform tenants of the time and date of the
inspection. (They provide a 30-minute window to account for any traffic or
parking issues Inspectors may have.)

v" On the day of the inspection, an inspector checks all buildings, rental units,
and common areas of the property to ensure that units are habitable and in
a condition for the “occupation of human beings.”

v' If no violations are observed, the inspection is complete and the Code
Compliance and Rent Information System (CCRIS) is updated. No further

action is required.

v’ If violations are identified, a written order describing the violation is mailed
to the owner and a copy of the order is posted at the property. Property
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Background

owners must correct all cited violation(s) by the date specified on the order,
which is typically 30 days after inspection. If the violation relates to
unsanitary/unsafe conditions (e.g., a “hoarding” situation), a citation may be
issued to the tenant to correct.

v’ If a property has one or more violation(s) that are considered severe i.e., an
inspector finds a significant health or safety violation(s) pursuant to California
Health & Safety Code Section 17920.3, the property owner is issued a Notice
of Substandard Condition (NSC). Examples of Health & Safety Code violations
include lack of hot and cold running water; lack of adequate heating; broken,
rotted, split, or buckled exterior wall coverings or roof coverings, etc. NSCs
may be issued due to violations related to the building or any dwelling unit.

v After the order to comply date, an inspector conducts a re-inspection to verify
compliance. Inspectors can provide an extension to the owner if they
determine sufficient progress has been made to address the violations.

v’ If violations are corrected, the inspector closes the case and no further action
is required.

v’ If violations are not corrected, the property owner may have to pay re-
inspection fees and may have to attend an administrative hearing, which may
resultin a referral to the City Attorney’s Office or placement in the City’s Rent
Escrow Account Program (REAP). A Notice of Acceptance (NOA) into REAP is
sent to the property owner, who may appeal the Department’s decision at a
General Manager’s hearing. REAP encourages owners to make the repairs
and return the property to a safe and habitable condition by reducing tenants’
rent and allowing them to pay into an escrow account, which is only available
to the owner after HCID clears the building of all violations. As of October 31,
2016, there were 943 properties in REAP. While the majority of these were
identified through HCID’s proactive, cycle-based inspections, 23% were
identified by an inspection that was initiated by a complaint. Properties
accepted into REAP may also be the result of NSCs that have not been
corrected.
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HCID provided summary statistics related to SCEP inspections conducted?, violations cited®,
properties issued a NSC, and properties with a NOA into REAP over a ten year period:

SCEP Summary Statistics over 10 year period (2007-2017)

Number of . Number of # of Properties # of Properties
. Number of Units .. . . . . h

Year Propertles. . Inspected (Initial Vlolatlo.n.s Cited | issued a Notice of | with Notlce. of

Inspected (Initial freeEaTm) (Initial Substandard Acceptance into
Inspection) Inspection) Condition REAP
2007 28896 174661 341559 1886 1970
2008 24860 164767 268885 1759 1867
2009 20941 135491 225460 1097 1463
2010 24530 137629 303901 679 1511
2011 21779 144935 264396 610 1019
2012 22647 149990 275049 595 783
2013 21549 139591 246953 561 945
2014 18930 131922 236184 440 653
2015 20203 146349 297721 368 639
2016 22016 160991 313883 329 1121
2017 23211 158055 352520 209 1187

Note that the number of violations cited, and NSCs and NOAEs issued, do not consider the
timeliness of when (or if) owners made corrections to bring the properties into compliance;
therefore, the data is not reflective of outstanding (uncorrected) issues.

Based on the summary statistics, the number of NSCs issued has decreased considerably
over the ten-year period, although the number of violations cited has not. In addition,
there is a wide variation in properties with a NOA into REAP, from a high of 1,970 and low
of 639, a 68% difference. Policymakers should be apprised of the reasons for variation in
numbers for NSCs and violations, as well as the more recent increase in NOAs issued.

3> The number of properties and units inspected noted are the initial SCEP inspection only; follow-up (re-inspections)
to identify if corrections was made, and complaint based inspections are not included.
5 There are 131 potential violations for which a unit/property could be cited. Within HCID’s database, each violation
is counted separately, regardless of severity or if multiple units within one property had the same issue. For example,
if a 10-unit property included 8 units that were in full compliance, and one unit had 4 violations, and another unit had
6 violations, the property owner would be responsible for correcting 10 violations.
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Background

Recommendations:

B. HCID management should provide a report to the City Council, explaining why
the number of Notices of Substandard Conditions has significantly declined
although the number of violations cited has not.

C. HCID management should report to the City Council on its understanding of what
accounts for the variability of properties issued a Notice of Acceptance into REAP,
and specifically, the recent increase in the number compared to prior years.

Inspection Cycle

One SCEP cycle is defined as an inspection of all units within HCID’s inspection database.
The City’s Housing Code previously required each multifamily unit to be inspected every
three years. However, this inspection cycle had not been met since the inception of SCEP,
primarily because the Department has not had sufficient staff to complete the inspections
within three years. In October 2016, HCID proposed a revised inspection cycle that
considered its experience with inspection patterns and utilizing a risk-based approach. The
modification was based on HCID’s evaluation of inspection data collected over 18 years
from several completed inspection cycles. It also considered prior Controller audits which
emphasized the need to develop a risk-based approach to prioritize the inspections.

In_ April 2017, the inspection cycle was modified to a two-tiered cycle: four years for
compliant properties or two years for non-compliant/poorly maintained properties. Non-
compliant properties were identified as having a history of multiple cited violations,
complaints, and failure to resolve violations within the mandated timeframe.

The next inspection cycle, based on the two-tiered approach, is projected to start in July
2018. Based on HCID’s data, 96% of the City’s rental housing properties will fall under a
four-year inspection interval and about 4% will fall under a shortened, two-year inspection
interval.

Based on the new inspection cycle and past inspection efforts, it appears that HCID will be

able to inspect all the properties subject to SCEP within the expected timeframe, but only
if it is able to maintain its current staffing level of inspectors. From 2010-2016, HCID had
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Background

an average of 59 SCEP inspectors (51 field inspectors and 8 Assistant Inspectors). Each
inspector is responsible to inspect an average of 3,500 units every year.

Funding and Fees

SCEP is supported by a per unit annual assessment on all property owners of rental
residential complexes with two or more units. Landlords are allowed to pass on the SCEP
fee to their tenants which amounts to $43.32 per unit per year. As required by the Los
Angeles Municipal Code, the fee is paid annually although inspections are done on a
periodic basis. The fee is intended to cover the costs of the periodic inspection and one
re-inspection to ensure cited violations have been corrected. Any additional re-
inspections are charged to the owner at $201 per inspection.

Key HCID Systems

As previously noted, the County’s Property Tax database is the primary source of property
information to identify residential rental properties subject to SCEP. The County’s data is
filtered for specific land use codes and unit counts to populate HCID’s PROPdb. The PROPdb
acts as the Department’s centralized property data system that is relied on to identify
properties to be inspected and billed the annual SCEP fee. PROPdb acts as an umbrella
database that feeds into HCID’s subsystems - the Billing Information Management System
(BIMS) and the Code Compliance and Rent Information System (CCRIS).

Implemented in 2008, BIMS is used to track all of HCID’s billing activity, including all
properties that are exempted from SCEP and the Rent Stabilization Ordinance (RSO)".
BIMS also contains historical customer information and property ownership data. BIMS
is used to issue bills to property owners and provides efficiencies for both Billings and
Collections Unit and Code Enforcement staff. For example, BIMS automatically generates
delinquent fee letters to Owners if payments have not been received. The system also
interfaces with CCRIS, and automatically generates bills for re-inspection fees if one is
required.

CCRIS was developed in 2005 and maintains relevant inspection information for all of the
properties subject to SCEP. It is used to schedule inspections and document inspectors’
notes. Inspectors use F5 tablets in the field to document inspection findings and take

7 The Rent Stabilization Ordinance (RSO) was adopted in 1979 in order to safeguard tenants from arbitrary rent
increases while providing landlords with just and reasonable returns from their rental units.
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photos. CCRIS is updated in almost real time from F5 data.
The diagram below shows the relationship between the key various County and HCID

systems (there are other City systems that combine data or help identify newly
constructed properties).

County Assessor

DE:]

PROPdb

Database

CCRIS

Inspection
Activity

BIMS
Billing Activity

Billings and Exemptions

The Billings and Collections Unit (BCU) is responsible for issuing bills to the properties that
are listed in PROPdb and have been determined to be subject to the provisions of SCEP
and/or RSO. BCU also oversees the outside agencies that pursue collection of outstanding
fees on the Department’s behalf. Uncollected accounts are referred to collection
agencies after HCID has been unsuccessful in collecting outstanding fees after two
delinquent notices.

During the last week of December or first week of January, BCU sends the annual billing
package to owners that includes an invoice for the current year fees, exemption
applications, rent register forms and other information. Property owners are to submit
their exemption applications by January 31.
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The following table summarizes the total number of properties billed and those that were
exempt from SCEP regulations and fees for the previous five years:

Number of Properties Billed SCEP

Fees 111,896 | 111,358 | 110,465 | 110,830 | 112,062 110,757
Less Number of Properties with all

Units Exempted 14,564 15,249 15,707 15,577 15,469 15,313
Total Number of Properties Subject

to SCEP Regulations and Fees 97,332 96,109 94,758 95,253 96,593 95,444

Despite new properties and units being built and added to the SCEP database, properties
are also being deleted from the database as not being subject to SCEP enforcement and
inspections.

HCID’s Systematic Code Enforcement Trust Fund

As received, the SCEP Inspection fees are credited to the Systematic Code Enforcement
Trust Fund (#41M), a special revenue fund managed by HCID. Over the last five fiscal years,
annual revenues for the Systematic Code Enforcement Trust Fund have averaged $41
million, while expenditures have averaged $37 million. Except for 2016, the revenues have
outpaced expenditures, and the Fund’s cash balance has increased since 1999, to S54
million as of our audit fieldwork®. The Systematic Code Enforcement Trust Fund is used
solely for SCEP related revenues, including late fees and fees assessed for hearings. The
table below notes the revenue classifications and related amounts credited to the Fund
from 2012 through 2016.

8 Cash balance as of December 2017 was $34 million.
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ADMINISTRATIVE INVESTIGATION S 350,703 | $ 378,251 | S 302,540 | S 260,037 | S 333,524
BAD CHECK COLLECTION FEES S 2,160 | S 1,877 | S 1,786 | S 1,212 | S 1,294
BOARD APPEALS S 10,823 | S 5616 | $ 5801 | S 4,435 | S 3,828
CITATION REVENUE $ - s 1,925 | $ 2,750 | $ 3,025 [ $ 2,200
CODE ENFORCE MISC FEES S 5,345,496 | $ 5,180,737 | $ 6,892,085 | $ 129,720 | S 3,339,949
CODE ENFORCEMENT FEES $ 33,214,563 | $ 33,504,598 | $ 33,837,248 | $ 33,408,211 $ 33,990,242
CODE ENFORCEMENT PENALTIES S 105,276 | S 57,795 | S 50,084 | S 29,865 [ S 34,360
HEARING FEES S 16,100 | S 13,500 | S 10,050 | $ 9,335 | $ 14,695
INTEREST ON POOLED INVEST-GEN FUND | $ 425,950 | $ 421,052 | S 485,917 | S 532,413 | $ 556,023
MISCELLANEOUS REVENUES S 82,690 | S 168,753 | $ 119,772 | $ 155,453 [ S 84,966
RENT ESCROW ACCT PROGRAM ADMIN S 2,479,913 | $ 2,546,421 | $ 1,933,707 | S 2,259,286 | $ 1,859,058
WITNESS FEES S 17,170 | S 21,765 | S 26,021 | S 63,846 | S 47,631
TOTAL $ 42,050,844 [ $ 42,302,290 | $ 43,667,761 | $ 36,856,839 | $ 40,267,772
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For SCEP to remain sustainable, HCID must ensure that SCEP fees are billed and collected
only for those properties that are subject to the required inspections and enforcement.
Doing so ensures SCEP’s long-term viability and public support.

While there may be instances of billing properties that are not subject to SCEP regulations,
such errors should be infrequent and quickly corrected. HCID must also maintain accurate
and complete property records for scheduling inspections and billing purposes. Billing
records should be accurate to reasonably ensure that the City only collects the fees it is
entitled. Monies collected in error should be refunded quickly. Our audit identified areas
where HCID can make improvements in its billing practices, fee exemption approvals,
refund processes and updates to its PROPdb.

Finding #1.

The Department has billed and collected fees for properties that were not subject to
SCEP.

Discussion
Land use codes identify properties that are subject to SCEP and generally serve as the

identifier to initiate the annual SCEP billings. Of the more than 120 land use codes
recorded by the County, only 57 meet the criteria for SCEP regulations.

However, the County codes do not translate perfectly to all buildings subject to SCEP.
Sometimes, the County’s assigned land use code isincorrect and HCID applies a secondary
land use code in CCRIS. The actual property use may be identified by a SCEP Inspector
through a site visit. The corrected information should be noted in CCRIS, reviewed by the
inspector’s supervisor and forwarded on to inventory management for investigation and
final determination. In other cases, incorrect land use codes or other issues may be
identified by HCID’s working group of Code Enforcement, BCU, and Rent Stabilization Unit
and System Division staff. The working group was created by HCID in order to address
database issues. Since 2008, the working group meets periodically to review the PROPdb
file that is used for billing SCEP and RSO fees to owners. Lastly, a property owner may
notify HCID that their property is exempt after receiving the annual bill. Inventory
management staff must then investigate and make a final determination if the property
is or is not subject SCEP and update the system.
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Regardless, CCRIS as HCID's system of record, should be updated with correct land use
codes to ensure PROPdb’s billing file is accurate, and only properties subject to SCEP are
billed the annual fee assessment.

During the course of the audit, we identified the Department’s billing process does not
adequately ensure that only properties subject to SCEP are billed; in addition relevant
information regarding whether a property is subject to SCEP is not effectively
communicated to ensure that only properties that are subject to inspection are assessed
SCEP fees.

We noted that BCU’s general practice is to bill if the property is listed with more than one
unit, or the property owner paid the prior year’s billing.

We analyzed billing data files for calendar years 2012-16 and identified that 1,697
properties were billed in error, totaling $2.7 million, of which property owners actually
paid $743,776. BCU acknowledged there were billing errors due to their processes as well
as other factors such as incorrect land use codes from the County’s database. Auditors
observed that the Department has been working to correct its billing errors, especially in
its 2017 billing file.

We also noted that when staff discover billing or land use errors, the information is not
always effectively communicated. Specifically,

® Inspectors’ comments in CCRIS regarding a property’s land use were not
always reviewed by supervisors and forwarded on to inventory
management staff for a final determination as, to whether the property was
subject to SCEP; and

e BCU does not always notify inventory management staff of owners’
complaints that they are not subject to SCEP. While BCU annotates this
information in BIMS, it does not always notify inventory management to
investigate and make the final determination. We noted one case where
the property owner has called multiple times since 2009 indicating that
their property was not located in the City. BCU continued to bill the
property owner and sent the account to collections. In November 2016,
with the owner threatening a lawsuit, BCU staff formally notified inventory
management staff, who then determined the property was not subject to
SCEP and removed it from HCID’s inventory.
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The above conditions existed for a variety of reasons. First, HCID did not minimize billing
errors by applying appropriate data filters to exclude properties that are unquestionably
exempt from SCEP (e.g. condominiums, single-family residences, stores, etc.). We
analyzed SCEP billing data files used four years (2012 through 2016), and noted 67 land
use codes associated with 1,697 properties that did not meet the criteria for multifamily
rental properties. For example, we identified condominiums and mobile homes that were
included in the property database, though SCEP does not apply to either. Because the
property records indicated two or more units, they remained in the database.

Second, HCID did not have a reliable process to ensure incorrect land use codes identified
by inspectors or owners are effectively investigated and corrected in CCRIS before billing.
We noted some cases where the inspector’s comments noted within CCRIS regarding a
property’s land use were not reviewed by supervisors and forwarded on to inventory
management for final determination. For example, in 2009 an inspector included a note
in CCRIS that a property was exempt from SCEP because it was actually two commercial
buildings. However, CCRIS was not corrected and HCID continued to bill the owner and
schedule the property for inspections. In 2013 and 2016, inspectors again noted the
property was two commercial buildings. The property owner paid the City $9,573 since
2006. While BCU credited the owner’s account, auditors noted a refund had not been
issued (see Finding #3).

Third, some properties have an incorrect land use code from the County Assessor’s
records, and HCID’s secondary land use code was not updated in CCRIS. We noted an
example where an inspector identified a property as a “condo-multifamily” in December
2013. CCRIS contained notes that this was discussed with the inspector’s supervisor;
however, the land use code was not changed, and the property remained in the inventory
records for 2014 and 2015. RSO and SCEP fees were billed to the property owner but only
the RSO fee had been refunded. In another example, an inspector noted in CCRIS a “home
for the aged” property was a state-licensed drug treatment facility. This notation was
made in 2009, however, the land use code was not changed; the property remained in
the inventory records, and was scheduled for inspections in 2013 and 2016. As a result of
our review, the secondary land use codes for these two properties were updated in CCRIS.

Fourth, CCRIS includes some properties with land use codes that may or may not be
subject to SCEP, such as “home for the aged” and “store and residential combination.”
“Home for the aged” can include properties that are multifamily rental units for senior
citizens (SCEP applies) as well as State-licensed community care facilities, also known as
assisted living facilities (SCEP does not apply). Store and residential combination buildings

Page|14



Audit of the City’s Systematic Code Enforcement Program (SCEP)

Financial Activities

have commercial enterprises at the street level with apartments above (SCEP applies) or,
with condominiums above (SCEP does not apply).

While HCID’s working group identifies billing issues and works to the appropriately
resolve them, we noted the group does not formally document its decisions on which land
use codes should be changed or included in the billing file.

HCID management had previously identified some of the problems noted and created a
new inventory management function in 2012 with one part-time employee. In December
2015, management assigned one full-time Sr. Inspector to inventory management to
review and research unit count discrepancies and to determine if a property is subject to
SCEP. HCID management indicated that since this function is relatively new, some staff
do not forward documentation for properties that require investigation and
determination. The inventory management staff have been reviewing the PROPdb to
identify any properties that require a land use determination. We noted progress in this
area in more recent data; the 2016 HCID billing data file contained fewer land use codes
that were not subject to SCEP.

During field work, we suggested to Code Enforcement management that the newly
enhanced CCRIS “2.0” should alert the inventory management unit when the
property/unit may not be subject to SCEP. Subsequently, we learned the system
contractor was requested to add this function to the new system which will send an alert
with the property information to inventory management staff for further investigation
and determination. As CCRIS 2.0 is developed, management should ensure it is capable
of alerting inventory management of inspectors’ notes on a property’s land use code.
HCID indicated that CCRIS 2.0 will be launched by the end of 2018.

Recommendations

HCID management should:

1.1 Enhance the internal controls as necessary to ensure that only properties subject
to the SCEP fee are billed, for example by:
a. ensuring its systems recognize only those land use codes that meet SCEP
regulations, and
b. investigating properties that are found to be exempt and noting the final
determination in CCRIS property records.
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1.2 Ensure that the new CCRIS 2.0 is capable of automatically alerting inventory
management properties that require further investigation and determination
based on an Inspector’s notes.

Finding #2:

The Department does not effectively administer SCEP fee exemptions. In some cases,
property owners filed applications for exemptions, but when the exemption expired
the SCEP billings continued prompting some owners to pay fees that were not refunded.

In addition, when an exemption expires in BIMS, the properties automatically return to
the SCEP inspection inventory. However, this wastes resources because it dispatches
inspectors to properties/units that are not subject to inspection.

Discussion

The Department has established three types of exemptions from the SCEP requirements
and related fees: permanent, conditional and temporary which owners can apply for
depending on their situation.

HCID’s data shows that an average of 15,000 properties are fully exempt (i.e., all units
were excluded from SCEP inspections and fees) and an additional 20,000 properties were
partially exempt, where one or more units did not require fees or inspection but others
did.

Permanent Exemption

A permanent exemption application is granted for properties that are not multifamily
rental properties, such as single-family residences, condominiums, mobile homes,
commercial buildings, etc., or if a property is located outside of the City’s jurisdiction.

Conditional Exemption

Conditional exemptions are in effect for three years and are granted for properties where
the current use of the property is exempt from SCEP, but the use could change to one
that is covered by SCEP. Properties with conditional exemptions include: commercial use
buildings; demolished property; monasteries, convents, or on-campus dormitories; units
withdrawn from the rental housing market; hospitals or licensed care facilities; co-ops
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with regulatory agreements; fraternity or sorority houses or off-campus dorms;
condominiums; government owned or managed buildings; and mobile home parks.

Temporary (Annual) Exemption

A temporary exemption is granted if one or more units are owner-occupied or vacant,
and no rent is collected or due. The exemption is considered temporary because the
property’s use is subject to change (e.g., the owner may move out and rent the unit). This
exemption must be renewed and approved annually. The initial application requires the
owner to submit a notarized affidavit; subsequent annual applications can be submitted
indefinitely. Temporary exemptions are approved by HCID based on the owner’s self-
certification.

Exemption applications are mailed out with the annual billing packet in
December/January, and they can also be downloaded from HCID’s website. These
applications must be submitted by January 31. Temporary exemptions may be renewed
online, but conditional and permanent exemption applications must be mailed to HCID.
HCID staff are expected to process thousands of exemption applications before February
28, since BIMS may assess a late penalty to owners that did not pay the full amount of
their bill by that date.

During the course of the audit, we found that HCID’s exemption application process has
led to owners being billed SCEP fees for properties that are not subject to SCEP; in some
cases, the fees were paid but the monies have not been refunded.

This was made evident to us by two distinct conditions.

First, we observed that many properties were exempted for many years, but the
Department kept billing them. We selected a sample of permanent, conditional and
temporary exemptions from 2012-2016 to determine whether the exemption status was
properly supported and processed, which should have prevented the owner from being
unnecessarily billed. We noted:

e 4 of 10 (40%) permanent exemptions reviewed had $61,000 billed and collected
and the monies had not been refunded to the property owners since 2014-2015.
In addition, the Department did not have the owners’ documents requesting a
permanent exemption for 8 of 10 exemptions reviewed.
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e 40f5(80%) conditional exemptions were properties coded as “home for the aged”
and were determined to be state-licensed care facilities that are exempt from
SCEP. The remaining conditional exemption was for a property being used as a
monastery. However, only two of the five properties had the owner’s exemption
documents uploaded to HCID’s billing system, BIMS. In addition, three of the five
properties had initially requested a conditional exemption in 2005 and 2009. We
also noted that the University of Southern California (USC) and University of
California, Los Angeles (UCLA) have filed conditional exemption applications for
several buildings used by fraternities for decades. Extending the expiration date
for properties that do not frequently change use would help reduce the number of
bills sent out, reduce the inventory of properties scheduled for inspections, and
potentially reduce the need to refund incorrectly paid fees.

e 60f20(30%) properties that applied for a temporary exemption had all their units
exempted, and did not have a record of a single payment in BIMs since 2005.
However, BCU continued billing these owners every year. Approving exemptions
before SCEP billings are prepared would reduce the number of bills mailed, prevent
collecting more inspection fees than the City is entitled to, and relieve owners from
having to request refunds.

Second, auditors found BCU processes lacking:

First, BCU staff did not process some temporary exemption requests in BIMS. We
received a list of 139 property owners who requested an exemption and had paid their
bill in full, and observed staff notes for 45 of these properties that the exemption was not
processed to avoid creating a credit.

To verify this information, auditors selected a sample of 10 properties and found 9
exemption requests were not approved in BIMS. These 10 property owners were
assessed inspection fees for a total of 20 units, but inspections were done only in 10 units
because the remaining units were owner-occupied according to inspectors’ notes.
However, since the exemption requests were not completely processed, property owners
still paid the inspection fees for units that were not subject to SCEP. Further, unless the
owners request a refund, these monies will remain in the Trust Fund balance.

Second, when the exemption is approved and recorded in BIMS, a credit is created in the

customer account. However, despite approving the exemption and recording a credit (an
amount due the property owner), the Department does not notify the owners or
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automatically start the refund process. In fact, these property owners will be billed the
full amount for SCEP fees on the next annual assessment, without an offset of the money
previously due to them. Since the owners do not know that their exemption applications
were approved or that they have a credit in their accounts, the owners are likely to pay
the full amount again.

The above conditions existed for various reasons. BCU’s billing practice is to mail
exemption forms along with the annual bill. If an exemption is approved, the SCEP fees
should be less, or not billed at all. However, this practice does not ensure property owners
have enough time to file for an exemption prior to the SCEP deadline; thus, many owners
pay the full amount of their annual billing and at the same time they apply for an
exemption, to avoid penalties if the exemption is denied. Further, since the Department
does not notify the owners when the exemptions are approved, owners are unaware of
any account credits. BCU management indicated that sending out exemption forms
separately would be complicated and that the City would expend additional resources in
postage. However, if HCID approved exemption applications prior to billing property
owners, BCU management can reduce the total number of billings mailed which would
reduce the postage expenditures.

BCU has not examined its database to identify properties that have had all the units
exempted for five years, ten years, or more. These properties could be sent an exemption
form prior to the start of the inspection cycle so that HCID could determine if the property
remains exempt, or if it should be scheduled for inspection and included in the annual
SCEP billing.

Recommendations

HCID management should:

2.1 Perform a cost analysis to consider sending exemption forms to property owners
prior to mailing SCEP billings so that approved exemptions are reflected in the
amount billed, or the need for a bill is eliminated.

2.2 Identify properties that have approved conditional exemptions for many years and
determine whether the conditional exemption period should be extended beyond
threeyears. This would enable universities and colleges, and other property types
that are less likely to change their land use, to submit exemption forms on a less
frequent basis.
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2.3 In conjunction with Recommendation 1.1, properties used as State-licensed
facilities should be identified and confirmed as having a current and valid license
through the State’s licensing website in order to exclude these properties from the
billing file and scheduled inspections.

Finding #3:

The Department’s refund process does not adequately ensure that monies are returned
to property owners. As of April 2017, more than 17,000 properties had credit balances
that totaled $2.9 million, which should be refunded. HCID reported that its liability (the
money owed) was $1.3 million for the Systematic Code Enforcement Trust Fund;
therefore, the City appears to have an understated liability by at least $1.6 million.

Discussion

HCID bills approximately 111,000 properties every calendar year. Refunds of SCEP fees
may occur if:

o Duplicate payments are received (e.g., the property owner and the property
Management Company both pay SCEP fees for the same property).

o The property owner pays SCEP fees before an exemption application is approved.
o The City erroneously billed the property owner.

Property owners can download the Claim for Refund Application form from HCID’s
website. The Claim, with proof of payment and supporting documentation as to why a
refund is due, must be mailed to HCID within one year from the date of payment. The
Department adheres to Los Angeles Administrative Code Section 5.170 which states that
“.... All claims relating to any other causes of action shall be presented not later than one
(1) year after the accrual of the cause of action.”

Upon submission, HCID’s Accounting Division reviews all the required documents, posts
the liability to the Customer Overpayment Liability account in the City’s Financial
Management System (FMS), and initiates a refund check to the payer.

During the course of the audit, we found that HCID management does not have adequate
internal controls to ensure customers’ refunds are processed timely and that the total
liability is known. The Standards for Internal Control in the Federal Government
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published by the United States Government Accountability Office, ° states that
“management should design control activities to achieve objectives and respond to risks”.
Further, management should use quality information to achieve its objectives. In that
regard, HCID could do more to minimize the amount of outstanding credits and refunds
due to owners. This was made evident to us by three distinct conditions:

First, according to HCID’s Accounting Division records, 1,017 refund requests
approximately $700,000 were received from FY 2014 through FY 2016; however, only 652
requests for $445,967 were shown as approved refunds, and 195 were denied. The
remaining 170 requests were either not processed or were still in process according to
staff notes.

Second, the total amount of refunds due owners was not accurately reflected in the Trust
Fund’s liability account. As of April 12, 2017, BIMS had 17,480 properties with credit
balances that totaled $2.9 million; however, the corresponding balance on the City’s
Financial Management System (FMS) for Customer Overpayment Payable was $1.3
million. Therefore, the City had an understated liability of at least $1.6 million, despite
HCID staff in various divisions being aware that properties were billed and paid in error.
It is imperative that management record accurate information on FMS, since it is the basis
for the City’s Comprehensive Annual Financial Report which reports the City’s financial
status to its stakeholders.

Third, we noted that some refunds were not processed due to a lack of action by one of
the responsible divisions. For example, Accounting’s refund records noted that requests
could not be processed until BCU adjusted the account in BIMS. We also found that
Division Managers outside of the Accounting Division do not believe that their staff are
responsible to initiate the refund process even when they identified that the property
owner was billed by error. Code Enforcement management indicated that the inspectors
are only responsible for inspections and BCU management stated its staff does not notify
the Accounting Division of refund requests, because BIMS produces a monthly report that
shows accounts that were adjusted during the month. However, the Accounting Division
only uses the report’s totals to post adjusting entries to FMS, and does not act on
individual accounts.

% The Standards for Internal Control in the Federal Government are based upon the 2013 Internal Control —
Integrated Framework published by the Committee of Sponsoring Organizations (COSO). This framework is generally
considered to be the standard bearer for providing principles for the establishment of an effective internal control
system for any entity, regardless of the industry it is in and regardless of whether that entity is in the public or private
sector.
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The above conditions existed for a variety of reasons. The Accounting Division did not
consistently use BIMS to annotate in the owner's account why the refund request was
denied or what was delaying the final disposition. Instead, the Accounting Division’s
current practice is to notify the property owners about their refund request through
emails and phone calls; notes are then made on the refund request spreadsheet. Without
documenting reasons for denial (or what is preventing the final disposition) in the
centralized billing system, HCID lacks adequate official records of the refund requests.

In addition, refunds are only initiated if a property owner requests a refund and the
request is filed within one year of the payment date. Yet, there are instances where HCID
has identified an overpayment, and it could refund or credit the property owner’s
account, which would minimize the outstanding liability account balance.

As noted in Finding #2, to avoid potential penalties, some owners pay the full amount of
their annual billing at the same time they apply for an exemption. When the exemption
is approved, BIMS creates a credit on the owner’s account. However, HCID neither
initiates the refund process, nor notifies the property owners, nor includes the credit
balances in the next billing to offset the amount due. As a result, owners may continue
paying fees, even when they have a credit.

Based on Accounting Division’s refund log, we noted 13 refund requests totaling $6,113
that were denied due to the one-year deadline. Although relatively small, the amounts
associated with these denied refund requests will not be returned to the payors and
needs to be resolved in some way. HCID has indicated that determining who to return the
money is problematic if there has been an ownership change, or if the inspection fees had
been passed to tenants. The City Attorney should be consulted to determine the proper
disposition of these monies.

The Accounting Division indicated that between April 2015 and April 2016, HCID did
refund 3,689 property owners that had credit balances totaling $287,308; however, this
was a one-time project and HCID did not continue its efforts.

Recommendations

HCID management should:

3.1 Confirm the accuracy of the Customer Overpayment Liability account, including
identifying the amount of monies that cannot be returned to payors, and consult
with City Attorney on the appropriate resolution of these monies.
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3.2 Ensure that all refund requests received and processed are documented in BIMS.

3.3 Establish a process whereby paid fees are refunded or credited to a property
owner’s account when HCID staff discovers that the property was billed by error,
without requiring the owner to submit a Request of Refund Application.

3.4 Establish a “lead division” to monitor the refund process and ensure responsible
divisions take timely actions.

Finding #4.

The Systematic Code Enforcement Trust Fund has accumulated large cash balances,
indicating that the revenues collected were significantly more than HCID’s historical
costs incurred for the program.

Discussion

The City’s Revenue Policy indicates that “sufficient user charges and fees shall be pursued
and levied to support the full cost of operations for which fees are charged, including all
operations (direct and indirect) and capital costs. All user charges and fees for the City
shall be monitored annually to determine that rates are adequate and each source is
maximized...” Further, departments are expected to prepare schedules comparing actual
revenue with budget amounts for periodic review by management. Management should
address significant differences between budget and actual revenue.

SCEP was established under the premise that the program would support itself. Annual
fee assessments on all multifamily rental properties are intended to cover costs
associated with the administration and enforcement of SCEP and complaint inspections,
specifically for an initial inspection and one re-inspection for each unit on a defined,
cyclical basis. Receipts from the annual assessments are deposited into the City Treasury
and credited to the Systematic Code Enforcement Trust Fund (#41M), a special revenue
fund managed by HCID. The annual assessments are due by the end of February, but
since the City operates on a 12-month fiscal year starting July 1, the City’s General Fund
fronts the budgeted operational costs of SCEP with an appropriation based on estimated
program expenditures. The General Fund is then reimbursed from the Systematic Code
Enforcement Trust Fund on a monthly basis.
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During the course of the audit, we found that the Systematic Code Enforcement Trust
Fund balance has generally increased since 1999. The Trust Fund’s cash balance totaled
$54 million as our audit fieldwork (April 2017); and $7.2 million of that balance was held
in three liability accounts!® for monies to be refunded/returned to individuals.

The following graph shows how the Fund’s cash balance has been increasing.

Exhibit 2 - Code Enforcement Trust Fund
(Fund #41M) Cash Balance
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HCID has increased the SCEP fee three times since 1998. Owners currently pay $43.32
per unit annually.

1998 2003 2005 2011
$12.00 $27.24 | $35.52 | $43.32

10 Customer Overpayment Payable $1.3 million, REAP Escrowed Rents $5.8 million and Revenue Collected in Advance
$100,000.
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There is a correlation between the fee increases and the increased cash balance in the
Fund. Exhibit 3 shows the relationship between revenue and expenditures over time.
The Fund’s annual revenues have generally outpaced expenditures, which has
contributed to the increase in the Fund’s cash balance. Over the last five years, revenues
for the Fund have averaged $41 million, while expenditures have averaged $37 million.

Exhibit 3 - Fund #41M Revenues vs Expenditures
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Revenues —®—Expenditures

The above condition existed for a variety of reasons. We noted that the budgeted amount
for program expenditures was based on salaries for the number of authorized positions,
adjusted for a 5% vacancy rate (per the CAO’s recommendations). However, HCID's
vacancy rate has averaged 10% for the Code Enforcement Division for the past 11 years,
and was 35% for the Billing and Collection Unit in 2016. As a result, actual expenditures
have been less than budget. Further, HCID has not been able to complete scheduled
inspections within the anticipated cycle time. To more accurately identify the costs that
must be covered, the Program’s budgeted expenditures should be more aligned to actual
costs and consider the projected number of inspections expected to be completed,
annually.

We also found that unneeded appropriations and encumbrances were not consistently
reversed at year-end. During our field work, in November 2016, HCID requested the
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Controller’s Office to reverse its prior years’ unneeded appropriations, which totaled
$138 million for Fiscal Years 2010 through 2016. Although there is no City requirement
for Departments to reverse unused appropriation balances or unneeded encumbrances
for special revenue funds under their control, doing so would improve fiscal management
of those funds and their related programs. Going forward, HCID should request the
Controller to reverse any remaining appropriation balances at fiscal year-end, and revert
unneeded encumbrances in a timely fashion. This will allow HCID to identify all program
funding available for SCEP activities, and facilitate comparisons of actual expenditures to
those proposed, to enhance program planning and financial reporting.

Lastly, as discussed in Finding #1, issues with HCID’s billing process led to collecting
inspection fees for properties that were not subject to SCEP, which should be refunded

and not used to cover future program costs.

Recommendations

HCID management should:

4.1 Monitor the Systematic Code Enforcement Trust Fund balance to ensure it is
closely aligned with SCEP expenditures.

4.2 Prepare the SCEP budget based on a historical average of actual expenditures,
taking in consideration the actual job vacancy rates.

4.3 Ensure that appropriation balances are reversed annually, and that unneeded
encumbrances are reverted in a timely fashion.

Finding #5:

HCID needs to re-evaluate the fee it charges based on the new inspection cycle to
ensure appropriate cost recovery of all SCEP activities.

Discussion
For fee-based programs, fees should be just enough to cover the program’s actual costs.

Section 66014 of the California Government Code requires that fees charged by a local
agency may not exceed the estimated reasonable cost of providing the service for which
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the fee is charged. If the fees or service charges create revenues in excess of actual cost,
the excess should be used to reduce the fees or service charge creating the excess.

SCEP fees finance the costs of inspection and enforcement by the Department in
accordance with the LAMC.!! Based on our review, the Department has adequate internal
controls to ensure SCEP revenue, expenditures and inter-fund transfers are properly
recorded and approved according to applicable ordinances, policies, and laws.

During the course of the audit, however, we found that HCID should revise its
methodology to set SCEP fees to ensure they are based on fully recovering the direct and
indirect costs of SCEP programs/activities and the actual work performed. The
methodology should consider the recently implemented two-tier inspection cycle.

We found that HCID set SCEP fees based on budget projections to complete inspections
of all multifamily rental units over a three-year cycle. However, budgeted vacancy rates
(as recommended by the CAO) and anticipated inspection activity were used in
determining costs instead of the actual staffing rates and actual activities completed.
Generally, the amounts budgeted for SCEP activities have been higher than the actual
expenditures. For example, the budgeted appropriations to fund SCEP through the
Systematic Code Enforcement Trust Fund exceeded expenditures by $11.5 million, shown
in Exhibit 4 below.

Exhibit 4 — SCEP Budget 2015-16

Appropriation Actual
Appropriations Amount Expenditures Variance
Housing Reimbursement $ 28,963,991 S 25,076,497 S 3,887,494
Reimbursements to
General Fund $ 19,856,655 $ 12,215,425 S 7,641,230
Total $ 48,820,646 $ 37,291,922 $ 11,528,724

Further, in developing the inspection fee, HCID needs to compare the costs incurred to
the number of units inspected. In the past, HCID considered the total number of units to
be inspected over its inspection cycle. Also, over time, there have been more services
and sub-programs that have been added to SCEP activities and inspectors’ workload. For
example, SCEP inspectors also assist with the:

11 Los Angeles Municipal Code, Division 3.5, Section 161.352.
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o Tenant Habitability Review Plan, which protects tenants from unlawful
eviction or displacement during housing remodels.

o Urgent Repair Program, which handles referrals of imminent hazards.

o Court Liaison Unit, which provides expert code enforcement testimony at
General Manager Hearings and cases referred to the City Attorney’s Office.

o Gateway to Green (G2G) Program, which partners with the Department of
Water and Power to help reduce energy and water use by disseminating
information regarding incentives and rebates during inspections.

HCID’s fee development review should consider all of the services and sub-programs
associated with SCEP, as well as consider that Cost Allocation Plan (CAP) !? rates have
been increasing, which impacts the full costs to be recovered. In September 2015, the
Controller’s Office issued the citywide indirect costs rates for CAP 37; and the Code
Enforcement Division’s CAP rate increased from 36.14% to 60.36%.

The above conditions existed for two primary reasons. HCID staff has not used its Cost
Allocation System to identify all SCEP-related costs for each program activity, or the actual
workload completed to develop the inspection fees. The Cost Allocation System captures
costs through work orders that are used by staff to record their time worked, as well as
non-labor costs such as supplies. Utilizing HCID’s Cost Allocation System will ensure costs
associated with all related SCEP activities are used to develop the inspection fees.

In addition, HCID did not have a data system solution to identify a baseline for inspection
productivity. According to Code Enforcement management, the new CCRIS 2.0 will make
it possible to determine a productivity baseline and compare it to actual performance.
The system development contractor has designed a new scheduling application that will
consider the building size, number of inspections and re-inspections, and the related time.

Given the recent and forthcoming changes to services provided, inspection cycles, CAP
rates, and data capture, it is critical that the Department re-examine the process to
develop its SCEP inspection fees.

12 Related costs include employee fringe benefits and central services costs that the City pays for in advance with the
General Fund which need to be reimbursed by the Department. Accounting staff apply the corresponding Cost
Allocation Program (CAP) rate to determine the amount.
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Recommendations

HCID management should:
5.1 Examine all SCEP activities and sub-programs to ensure all appropriate costs are
considered for inclusion in the SCEP fee. Use its Cost Allocation System to capture

all direct and indirect costs associated with SCEP program activities.

5.2 Develop the SCEP fee by considering the actual program costs and the number of
units actually inspected, as well as the most recent CAP rates.
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To help ensure rental properties are adequately maintained, and serious problems are
properly addressed, HCID developed two pilot programs to enhance the effectiveness of
SCEP. These new programs: 1) modify the complaint process and require inspectors to
observe alleged violations before sending owners a notice, and 2) enable owners with a
history of recurring code violations to work with SCEP inspectors to obtain guidance on
how to make quality repairs. The intent of these new programs is to ensure quality repairs
and reduce recurring code violations, while testing whether new procedures are effective.
In addition, improving timeliness to respond to complaints can help to improve SCEP
operations. These findings are discussed below.

Finding #6:

There has been little to no participation in the Pre-Inspection/Pre-Repair pilot program
in its first months of implementation.

Discussion

In April 2015, due to growing concerns about the number of repeat offenders of the
Housing Code, the City Council instructed * HCID to report on the feasibility of
strengthening the Systemic Code Enforcement Program by developing an enhanced repair
program, along with recommendations on what would trigger the need to implement such
enhanced repairs.

Subsequently, HCID recommended two six-month pilot programs in limited geographical
areas: (1) An Enhanced Repair Program which modified the complaint inspection procedures
for the Central and East Regional Offices; and (2) A Pre-Inspection/Pre-Repair Conference
Program in the City’s federally designated Los Angeles Promise Zone-Hollywood to provide
education and outreach to owners. HCID reported that these programs would have a
greater potential to improve the quality of repairs and reduce recurring code violations.

On March 22, 2016, the City Council approved the two pilot programs, but extended the
time period from six months to twelve months.

130n April 17, 2015 Council Member Gilbert Cedillo (CD 1) introduced a motion (CF: 15-0463)
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Enhanced Repair Program

Previously, owners could make superficial repairs to address issues noted, and SCEP
inspectors could not determine the underlying cause of the problem, resulting in recurring
code violation(s). In September 2016, HCID implemented the Enhanced Repair pilot
program. The pilot program modified HCID’s complaint inspection procedures by having
inspectors meet with the tenant/complainant first, instead of sending a courtesy notice to
the owner to correct the problem. The inspector can now verify the reported problem,
identify the underlying causes, and give the property owner a 30-day notice explaining how
to correct the problem. If the condition is not corrected, the letter is upgraded to an Order
to Comply.

Pre-Inspection/Pre-Repair Conference Program

In December 2016, HCID implemented the 12-month pilot program to establish a pre-
inspection/repair conference program to provide guidance to owners whose properties
are scheduled for a SCEP inspection. This program reaches out to owners/agents with
properties that have a history of violations and provides education on how to make
quality repairs. A notice of pre-inspection conference is sent along with the notice of
initial SCEP inspection. Owners can then call a senior inspector to schedule a pre-
inspection conference before the initial inspection. Similarly, if an inspection notes a
problem and an order to comply is issued, a notice of a pre-repair conference is sent along
with the order. Both conferences are currently held at the Central regional office.

The purpose of this pilot program is to the test different processes to determine its
success before expanding to a wider population.

In the course of our audit, we found that property owners are not taking advantage of
the Pre-Inspection/Pre-Repair program.

For the first 4 %2 months of this program (January-April 15, 2017):

° Only 3 of 559 owners who received a notice requested a Pre-Inspection
conference.

° There were no requests for a Pre-Repair conference out of the 604 notices
sent to owners.
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The above condition may have occurred for a variety of reasons. For example, these pre-
conferences are optional, and owners may not be interested in meeting with the
Department or owners may not be fully aware of the programs’ benefits. The Department
acknowledges that the program is not working as it was intended.

While a low level of participation may occur in the early implementation of a pilot
program, it is important that the Department identify the causes of low participation,
when it continues. Metrics should be established to measure the success of any pilot
program, which can then be used as the basis for future decisions.

Recommendations

HCID management should:

6.1 Identify the reasons for low participation in the pilot programs to identify needed
changes if large-scale, or full implementation is approved.

Finding #7:

HCID responded to 70% of complaints within 72 hours of contact in 2017, a significant
decrease from its historical five-year average of 83%. Moreover, HCID does not
monitor the length of time to resolve complaints.

Discussion

In addition to the scheduled, proactive inspections of all units, HCID also administers the
Complaint Inspection Program for residential rental units, which is a sub-
component/activity of SCEP. HCID inspectors conduct inspections of properties in
response to complaints filed by tenants or others. The Department’s goal is to contact the
complainant within 72 hours, which initiates HCID’s process of investigation, inspection
and resolution.

Complaints are classified as two types:
Urgent: Any condition that poses a serious risk or immediate hazard to the health

or safety of the occupants or the public. Examples include no heat during winter or
illegal construction.
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Non-Urgent: Examples include leaky faucets, inoperable windows or peeling paint.

According to the Standards for Internal Control in the Federal Government published by
the United States Government Accountability Office!® there should be top-level reviews
of performance by management, where actual performance is compared to planned or
expected results throughout the organization, and significant differences are analyzed.

In the course of our audit, we noted that HCID’s ability to respond to complaints within
its goal of 72 hours has decreased from 83% in 2010-15 to 70% in 2017.

Exhibit 5 — Complaints by Calendar Year
Average response within 72 hours

As of

2010 2011 2012 2013 2014 2015 2016 Fieldwork
Description Completion
Number of
Complaints 14,007 | 14,173 | 14,041 | 13,585 | 13,904 | 14,305 | 14,017 10,323
Received
Number of
Complaints

12,393 | 12,603 | 11,884 | 11,094 | 11,329 | 11,646 | 10,723 7,218
Responded to

Within 72 Hours
Percent of
Complaints
Responded to
Within 72 Hours

88% 89% 85% 82% 81% 81% 76% 70%

Moreover, HCID management did not have a performance goal for how many days it
should take for a complaint to be resolved.

The above conditions occurred for a variety of reasons. According to HCID management,
the decline in complaint response is due to the loss of clerical staff since September 2016.
The administrative clerks are the first point of contact with complainants, however, the

14 The Standards for Internal Control in the Federal Government are based upon the 2013 Internal Control —
Integrated Framework published by the Committee of Sponsoring Organizations (COSO). This framework is generally
considered to be the standard bearer for providing principles for the establishment of an effective internal control
system for any entity, regardless of the industry it is in and regardless of whether that entity is in the public or private
sector.
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vacancy rate has increased to 30%. HCID has 22 authorized clerical positions that are
assigned to respond to complaints. As the number of filled positions decreased, so did the
response time to complaints. For example, starting in 2013, the number of clerical staff
decreased from 22 to 20 and then 19, and the response time to complaints decreased from
85% to 82%. From 2013 through fieldwork completion, clerical staff has generally been less
than the number of authorized positions, and was at a low of 16 positions during the time
when the response time fell to 70%.

Management also contends that a time-based goal for resolving complaints is difficult
since scheduling inspections is not solely controlled by the Department. However,
without identifying timelines for responding to and resolving complaints, including when
a complaint-based inspection identifies no issues, management cannot adequately assess
its responsiveness to the public.

HCID Management should modify its current performance report to include the actual
inspection date and case closed date (or other disposition status date) to monitor the
number of days it takes to resolve complaints. While this information is already tracked
by CCRIS, HCID may need to work with the consulting firm to provide the report from
CCRIS 2.0.

Recommendations

HCID management should:

7.1 Identify ways to address the need for more clerical support for the Complaint
Inspection Program.

7.2 Monitor the actual results of complaint disposition timeliness, to evaluate the
program and identify if corrective actions are necessary.
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SCOPE AND METHODOLOGY

Our audit objective was to determine the effectiveness of the City’s Systematic Code
Enforcement program. The work we performed included an evaluation of HCID’s
inspection operations and of resources used. In addition, we reviewed financial processes
and evaluated how the trust fund monies were accounted for and managed.

We planned and performed the audit to obtain sufficient, appropriate evidence to
provide a reasonable basis for our findings and conclusions based on our audit objectives.

Audit fieldwork was primarily conducted from November 2016 through April 2017, with
some data analysis completed in August 2017, and generally covered activities over the
four-year period ending June 30, 2016.

We performed the following:

Interviews, Meetings & Site Visits

We conducted interviews with HCID management and staff, including Assistant Directors,
managers, and supervisors. We also interviewed field inspectors, assistant inspectors,
and clerical staff.

Site Visits, Process Walk-throughs & Data Analysis

We visited the Central Regional office at Wilshire Boulevard, and conducted walkthroughs
of the inspection scheduling process and inventory management practices. We
participated in a ride-along with a field inspector and observed how inspections are
performed and the F5 tablet is used. We also observed how the inspector interacted with
tenants and property owners.

We analyzed HCID’s billing data for four calendar years (2012-2016) and reviewed BCU
policies and procedures, pertinent billing, exemption and refunds. In addition, we
reviewed and analyzed HCID'’s inspection Cycle 3 data from January 1, 2010 through June
30, 2014.
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APPENDIX I: SUMMARY OF RECOMMENDATIONS

Recommendation Pg # Responsible Priority

A. Submit a report to the City Council identifying which
residential property types that are currently exempt
from SCEP are monitored by other agencies. Council

HCID and
may then use that information as a basis for 4 Policymakers B
considering expansion of SCEP by amending the
LAMC.
B. Provide a report to the City Council, explaining why
the number of Notices of Substandard Conditions has
HCID and
significantly declined although the number of 7 Policymakers B
violations cited has not.
C. Report to the City Council on its understanding of
what accounts for the variability of properties issued
a Notice of Acceptance into REAP, and specifically, 7 HCID and B
the recent increase in the number compared to prior Policymakers
years.
I. Financial Activities
1.1 Enhance the internal controls as necessary to ensure
that only properties subject to the SCEP fee are billed,
f le by: .
or exam.p e by . Housing and
a: ensuring systems recognize only those land use Communit
codes that meet SCEP regulations, and 14 y A
. _— . Investment
b: investigating properties that are found to be
. . e Department
exempt and noting the final determination in
CCRIS property records.

1.2 Ensure that the new CCRIS 2.0 is capable of Housing and
automatically alerting inventory management 15 Community A
properties that require further investigation and Investment
determination based on an Inspector’s notes. Department

2.1 Perform a cost analysis to consider sending .

. . - Housing and
exemption forms to property owners prior to mailing Communit
SCEP billings so that approved exemptions are 18 ¥ A
. . - Investment
reflected in the amount billed, or the need for a bill is
. Department
eliminated.
2.2 Identify properties that have approved conditional
exemptions for many years and determine whether .
s . . Housing and
the conditional exemption period should be extended Communit
beyond three years. This would enable universities 18 ¥ A
Investment
and colleges, and other property types that are less
. . . . Department
likely to change their land use, to submit exemption
forms on a less frequent basis.

2.3 In conjunction with Recommendation 1.1., properties 19 Housing and A

used as State-licensed facilities should be identified Community
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and confirmed as having a current and valid license Investment
through the State’s licensing website in order to Department
exclude these properties from the billing file and
scheduled inspections.
3.1 Confirm the accuracy of the Customer Overpayment .
N . L e Housing and
Liability account, including identifying the amount of .
. Community
monies that cannot be returned to payors, and 21 A
. . . Investment
consult with City Attorney on the appropriate
. . Department
resolution of these monies.
3.2 Ensure that all refund requests received and Housing and
rocessed Communit
P 22 Y A
Investment
Department
3.3 Establish a process whereby paid fees are refunded or .
. , Housing and
credited to a property owner’s account when HCID Communit
staff discovers that the property was billed by error, 22 Investmen}c/ A
without requiring the owner to submit a Request of
. Department
Refund Application.
3.4 Establish a “lead division” to monitor the refund Housing and
process and ensure responsible divisions take timely 29 Community A
actions. Investment
Department
4.1 Monitor the Systematic Code Enforcement Trust Fund Housing and
balance to ensure it is closely aligned with SCEP 29 Community A
expenditures. Investment
Department
4.2 Prepare the SCEP budget based on a historical Housing and
average of actual expenditures, taking in 29 Community A
consideration the actual job vacancy rates. Investment
Department
4.3 Ensure that appropriation balances are reversed Housing and
annually, and that unneeded encumbrances are 2 Community A
reverted in a timely fashion. Investment
Department
5.1 Examine all SCEP activities and sub-programs to
ensure all appropriate costs are considered for Housing and
inclusion in the SCEP fee. Use its Cost Allocation )8 Community A
System to capture all direct and indirect costs Investment
associated with SCEP program activities. Department
5.2 Develop the SCEP fee by considering the actual Housing and
program costs and the number of units actually Community
inspected, as well as the most recent CAP rates. 28 Investment A
Department
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Il. SCEP Programs and Complaint Responses
6.1 Identify the reasons for low participation in the pilot Housing and
programs to identify needed changes if large-scale, or 31 Community A
full implementation is approved. Investment
Department
7.1 Identify ways to address the need for more clerical Housing and
support for the Complaint Inspection Program. 33 Community A
Investment
Department
7.2 Monitor the actual results of complaint disposition Housing and
timeliness, to evaluate the program and identify if 33 Community B
corrective actions are necessary. Investment
Department

A —High Priority - 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.

B —Medium Priority - 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.

C —-Low Priority - 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.
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List of Possible Housing Code Violations

# Violation Category Violation Type Violation Description
1 ELECTRICAL CONDUIT-KITCHEN SINK Defective or broken electrlc.al conduit under sink or above
cooking area

2 ELECTRICAL COVERS-SWITCH/RECEP Broken or missing electrical switch/receptacle cover plates

3 ELECTRICAL LIGHT FIXTURE Defective, broken, or missing light fixture(s)

4 ELECTRICAL GFI RECEPTACLES Unapproved, .defectlve or |noperat|v<=j receptacles at
kitchen/bathroom/exterior

5 ELECTRICAL RECEPTACLES PAINTED Electrical receptacles painted and unusable

6 ELECTRICAL RECEPTACLE N/G Hazardous, unapproved, defective, or improperly installed

receptacle outlets

7 ELECTRICAL EXTENSION CORDS Excessive use of extension cords and/or multiple adapters

8 ELECTRICAL PANEL WIRING COVER Loose or missing electrical panel cover

9 ELECTRICAL Unapproved electrical wiring

10 ELECTRICAL FUSE/BREAKER Over-fused electrical circuit/panel

11 ELECTRICAL UNAPPROVED ELECTRIC Unapproved electrical work done

12 ELECTRICAL WIRING ABANDONED Electrical wiring disconnected and/or abandoned

13 ELECTRICAL HAZARDOUS KNOB/TUBE Defective, deteriorated or bare electrical wiring

14 ELECTRICAL ELECTRICAL SERVICE Electrical service requires maintenance

15 ELECTRICAL OVERHEAD WIRING Deteriorated and/or sagg.mg electrical wires extending from

one building to another

16 ELECTRICAL DAMAGED CONDUIT Electrical conduit damaged/loose

17 ELECTRICAL ELECTRICAL-GENERAL Electrical system maintenance needed

18 FIRE SAFETY Carbon Monoxide Detectors Carbon Monoxide Detectors

19 FIRE SAFETY SMOKE DETECTORS Smoke Detector(s) missing, defective, or not hard wired

20 EIRE SAFETY DOUBLE-KEVED LOCKS Exit door lock or latch has double-keyed lock, padlock, or slide

bolt latch

21 FIRE SAFETY FIRE DOORS Fire doors not self-closing and/or self-latching

22 FIRE SAFETY FIRE EXTINGUISHERS Fire Extinguisher(s) missing, defective, or discharged

23 EIRE SAFETY FIRE SEP GARAGE Defective or missing fire ra.ted s.epara.tlon between garage and

residential units
24 EIRE SAFETY EXIT ILLUMINATION Lack of 24-hour |IIum|nat|9n in aI.I hallways, stairways and all
required exit ways
25 FIRE SAFETY SECURITY BARS Emergency escape openings unusable, unopenable, or
blocked
2 FIRE SAFETY FIRE SEP UNITS Missing fire separation betv\l/;:?tnS water heaters and dwelling
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27 FIRE SAFETY EXIT DOORS/WAYS Exit door(s) require maintenance
28 FIRE SAFETY SPRINKLER HEADS Fire Sprinkler heads missing or painted
29 FIRE SAFETY EXIT SIGNS Illuminated exit signs need maintenance
30 FIRE SAFETY GENERAL FIRE SAFETY Fire Safety system requires maintenance
31 HABITABILITY WATERPROOFING Defective or deteriorated waterproofing
32 HABITABILITY WEATHER PROTECTION Defective weather protection
33 HABITABILITY PLUMBING/GAS FACILITIES Defective or missing plumbing or gas facilities
34 HABITABILITY WATER SUPPLY Inadequate, unapproved, or missing water supply
35 HABITABILITY ELECTRICAL Lack of approved electrical I!ghtlng, wiring and/or electrical
equipment
36 HABITABILITY HEATING FACILITIES Defective or missing heating facilities
37 HABITABILITY FIRE WARNING . . . .
Defective electrical fire warning system
38 HABITABILITY BUILDING MAINTENANCE Trash, debris, or rodents on premises
39 HABITABILITY RUBBISH RECEPTACLES Lack of adequate number of r.eceptacles for garbage and
rubbish
40 HABITABILITY FLOORS/STAIRWAYS/RAILINGS Defective or unapproved floors, stairways, and/or railings
HEATING AND . . . .
41 VENTILATION VENTING SYSTEM Appliance venting system requires maintenance
HEATING AND . . - .
42 VENTILATION HEATING APPLIANCE Room heating appliance missing or defective
HEATING AND Heater, exhaust fan, or Air Conditioner installation/repair
43 VENTILATION UNAPPROVED HEATING done without permit or inspection approval
HEATING AND
44 VENTILATION VENT-KITCHEN Unapproved stove or range vent
HEATING AND o
45 VENTILATION VENTILATION-BATHS Lack of bathroom ventilation
HEATING AND . . .
46 VENTILATION COMBUSTION AIR Lack of combustion air for gas appliance
HEATING AND . . .
47 VENTILATION HEATERS UNVENTED Unapproved or defective appliance venting system.
HEATING AND Missing or defective appliance venting system cap and/or vent
48 VENTILATION VL Ee N ZEelEA? connector
HEATING AND . T . e .
49 VENTILATION GENERAL HVAC Heating, Ventilation, or Air Conditioning maintenance needed
HISTORICAL Construction performed without the required Certificate of
>0 PRESERVATION HISTORICAL PRESERVAT Appropriateness (HPOZ)
51 MAINTENANCE INTER-WALLS/CEILING Plaster/drywall wall/ceiling covering defective, deteriorated,

or paint is peeling
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52 MAINTENANCE FLOOR COVERING Floor covering defective, missing, or unsafe

53 MAINTENANCE COUNTER/DRAINBOARD Countertop defective and/or not maintained waterproof

54 MAINTENANCE WINDOW/DOOR MAINT Windows, doqrs, cat.)m.ets, and frames n(.)t operable,

defective, missing, and/or unsanitary

55 MAINTENANCE STAIR/WALK/DECK Stairway, walkway, or decking material requires maintenance

56 MAINTENANCE HAND/GUARDRAILS Guardrail or handrail missing, unsafe, leaning, or in disrepair

57 MAINTENANCE DRY-ROT/TERMITES Termites, dry rot and/or decayed wood.

58 MAINTENANCE FENCE MAINTENANCE Fences deteriorated, unsafe, leaning, or in disrepair

59 MAINTENANCE PREMISES MAINTENANCE Premises not maintained in a safe and sanitary condition

60 MAINTENANCE MASONRY MORTAR Deteriorated masonry joints

61 MAINTENANCE GENERAL MAINTENANCE Building maintenance needed

62 MISCELLANEOUS OWNER CONTACT Owner or respon.5|b|e par.ty not in residence and contact

information not posted

63 MISCELLANEOUS MISC.1 General disrepair

64 MISCELLANEOUS MISC.2 General disrepair

65 MISCELLANEOUS MISC.3 General disrepair

66 MISCELLANEOUS MISC.4 General disrepair

67 NUISANCE CONDITIONS FIRE DAMAGE Fire damaged building unsafe

68 NUISANCE CONDITIONS NUISANCE BUILDING nuisance conditions

69 NUISANCE CONDITIONS POOL WATER Pool water not clear

70 NUISANCE CONDITIONS POOL/FENCE Pool enclosure requires maintenance

71 NUISANCE CONDITIONS SECURE/CLEAN Vacant units not secure, unclean and/or unsanitary

72 NUISANCE CONDITIONS GENERAL NUISANCE Nuisance condition(s)

73 PLUMBING FIXTURE DEF/LEAK Leaking or defective plumbing faucet or fixture

70 PLUMBING CAULKING Deteriorated or missing caulking seal between plumbing

fixture(s) and walls or floors

75 PLUMBING SEAL PENETRATIONS Deter|orat.ed or m|ss.|ng caulking .seal around plumbing Plpmg
or electrical conduit under all kitchen and bathroom sinks

76 PLUMBING W/H STRAP/SECURE Missing or unapproved strapping of water heater tank

77 PLUMBING W/H T/P EXTENSION Water heater pressure relief valve piping unapproved

78 PLUMBING PLMG FIXTURE SURFACE Damaged, defective or unsealed surface of plumbing fixture

79 PLUMBING LOOSE FIXTURES Failure to secure loose plumbing fixtures

80 PLUMBING FIXT. SHUT-OFF VALVE Missing or broken faucet or shut-off valve handle(s)

81 PLUMBING PLUMBING TRAP/TAILPIECE Defective or missing trap, trap arm and/or tailpiece
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82 PLUMBING DRAINS BLOCKED Plumbing drain blockage
83 PLUMBING GAS CONN/VALVE Unapproved plumbing gas connectors or valves
84 PLUMBING GAS OUTLET-ABANDONED Abandoned gas outlet improperly capped or plugged
85 PLUMBING GAS-SHUT-OFF VALVE Missing, defective, or unapproved gas shut-off valve
86 PLUMBING PIPING-ISOLATION FTG Missing isolation fitting at connection of dissimilar metals
87 PLUMBING OPEN WASTE PIPING Open plumbing drain line
88 PLUMBING FAUCET AIRGAP Air/water piping gap not evident
89 PLUMBING CLOTHES DRYERS Clothes dryer exhaust duc.t defective, missing, or requires
maintenance
90 PLUMBING UNAPPROVED PLUMBING Plumbing work or vyater. heater_ installation done without
permit or inspection approval
91 PLUMBING GENERAL PLUMBING Unapproved Plumbing
92 SANITATION INFESTATION Insect, vermin and/or rodent infestation.
93 SANITATION INSECT SCREENS Missing or defective insect screening.
94 SANITATION FOUNDATION VENTS Foundation vents scr.ee_ns or underfloor access cover
missing/broken
95 SANITATION CLEAN BUILDING Building and/or premises unsafe, or unclean
96 SANITATION CLEAN YARDS Trash, debris, and/or discard items stored on premises
97 SANITATION HOT/COLD WATER Lack of adequate flow of hot and/or cold running water
98 SANITATION PLUMBING FIXTURES Plumbing fixtures defective, broken, or missing
99 SANITATION LIGHT/VENTILATION Lack of required amounts of light and ventilation
100 SANITATION DAMPNESS IN ROOMS Dampness in rooms
101 SANITATION TENANT SANITATION Unit in unsafe and/or unclean condition
102 SANITATION GENERAL SANITATION Unsanitary and unclean and condition(s) on premises.
103 STRUCTURAL HAZARDS GUARDRAIL HEIGHT Guardrail height less than minimum requirement
104 STRUCTURAL HAZARDS FIREPLACE Chimney leaning, bulging, falling, etc.
105 STRUCTURAL HAZARDS FOOTINGS Concrete/masonry footings/piers deteriorated or not
structurally sound
106 STRUCTURAL HAZARDS HORIZONTAL SUPPORTS Horizontal supports sagging, split or buckling
107 STRUCTURAL HAZARDS UNDERFLOOR SUPPORTS Under floor supports unstable or deteriorated
108 STRUCTURAL HAZARDS VERTICAL SUPPORTS Vertical supports unstable or deteriorated
109 STRUCTURAL HAZARDS GENERAL STRUCTURAL Structural Hazard on property
110 TENANT HABITABILITY Sl O DU IS Construction work impacting tenant habitability

PROGRAM

tenant habitability

|Page 42




APPENDIX II: LIST OF POSSIBLE CODE VIOLATIONS

TENANT HABITABILITY

Unapproved Construction THP

Provide Tenant Habitability Plan to the Los Angeles Housing

111 PROGRAM Stop Work Dept. for any/all work impacting the tenant’s habitability.
TENANT HABITABILITY . Provide Tenant Habitability Plan to the Los Angeles Housing

112 PROGRAM SO i e Ul | Dept. for any/all work impacting the tenant’s habitability.
UNAPPROVED . . .

113 CONSTRUCTION UNAPPROVED CONSTRUCT Construction performed without permits
UNAPPROVED L . .

114 CONSTRUCTION STOP WORK Construction in progress without permits
UNAPPROVED Stop Work Unsafe LEAD .

115 CONSTRUCTION Practices Stop Work Unsafe LEAD Practices

116 UNAPPROVED UNIT(S) Unapproved Unit(s) Unapproved Unit(s)

UNAPPROVED USE OR Change of use/occupancy without Building permit and

117 OCCUPANCY M2 G0 FZeLI A Certificate of Occupancy

118 WEATHER PROTECTION EXTERIOR PAINT Deteriorated exterior walls - Peeling paint etc.

119 WEATHER PROTECTION EXTERIOR WALLS Exterior walls not weather tlghF, in good repair orin a clean

condition.

120 WEATHER PROTECTION ROOF WEATHERPROOFING Defective or deteriorated roofing material

121 WEATHER PROTECTION WINDOW/DOOR GLASS Window or door glass cracked, broken, or missing

122 WEATHER PROTECTION GENERAL WEATHERPROOFING Roof leaks into building.

123 ZONING VIOLATION Over Height Fence Over Height Fence

124 ZONING VIOLATION Front Yard Parking/Paving Front Yard Parking/Paving

125 ZONING VIOLATION INOPERATIVE VEHICLES Inoperative vehicles or major auto repair on property

126 ZONING VIOLATION OPEN AIR SALES Sales of merchandise on residential zone property

127 ZONING VIOLATION OPEN STORAGE Miscellaneous articles stored on premises

128 ZONING VIOLATION UNAPPROVED PARKING Required off-street parking spaces not available

129 ZONING VIOLATION LANDSCAPING Front yard landscaping requires maintenance (after 1978)

130 ZONING VIOLATION GENERAL ZONING Unapproved use of the land in the zone.
UNAPPROVED . . .

131 CONSTRUCTION ILLEGAL CONSTRUCTION Construction performed without permits
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APPENDIX lll: DEPARTMENT’S FORMAL RESPONSE

& ACTION PLAN

As part of our audit protocol, we requested a formal response and action plan from HCID
management, which is included in the following pages. See the Executive Summary for
auditors’ evaluation of the Department’s implementation status.

For two recommendations (Recommendations 2.1 and 3.1), our evaluation of HCID’s
formal response resulted in a different implementation status from the Department’s
reported status. While management reported both as Implemented, we urge the
Department to further consider the following; thus, we consider these to be “In Progress”.

e Regarding Recommendation 2.1, we encourage HCID to consider the costs of
sending inspectors to properties that should be exempt as well as the costs
associated with billing that would no longer be incurred if exemptions were
processed prior to the annual billings. Weighing these costs against the costs of
additional postage and printing would provide a better basis for deciding whether
exemption forms should be mailed prior to SCEP billings.

e We also noted that the Department’s response to Recommendation 3.1 addresses
long outstanding uncashed refund checks and notes appropriate actions it will take
for resolution. However, the audit identified instances where refunds were owed
but not processed because the owner had not yet requested a refund, so in those
cases, there would be no outstanding uncashed checks. Therefore, we
recommended that the Department should consider consulting with the City
Attorney for the proper resolution for monies where the timeframe for requesting
refunds has expired.

HCID also disagreed with two recommendations (Recommendations 5.2 and 7.2). We
offer the following comments and urge management’s reconsideration.

In response to Recommendation 5.2, the Department stated that the SCEP fee is not
directly related to the number of units inspected. We agree that HCID’s fee-setting
methodology meets the intent of State law and the City’s Financial Policies which direct
departments to ensure fees recover the full cost of the specific operational activity.
However, in its past fee-setting process, HCID considered the total number of units that
should be inspected over its inspection cycle, and the number of units was significantly
different than what was actually inspected for a variety of reasons, and did not consider
productivity. We therefore encourage the Department to reconsider including actual
inspection workload completed as it re-examines its fees, to ensure appropriate cost
recovery.
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Lastly, the Department indicated that it monitors the results of complaint disposition
timelines and that re-organizing the complaint program will improve its response time.
During our audit and in subsequent discussions with HCID staff, we saw no evidence of
reports measuring the length of time to resolve complaints, i.e., whether a complaint was
determined to be baseless, or if a violation was noted and corrective action was
appropriately taken. We understand that some of the timeframe to resolve a complaint
is contingent on the complainant’s availability. We therefore continue to encourage the
Department to consider this in determining what timeframe for resolution is expected.
Intermediate timeframes may be helpful to distinguish where delays are occurring, in
order to identify if management should take alternative corrective actions.
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Eric Garcett,, Mayor
Rushmore 0. Cervantes, General Manager

Office of the General Manager

1200 West 7th Street, 9th Floor, Los Angeles, CA 90017
tel 213.808.8808 | fax 213.808.8616

hcidlaacity.org

3/5/2018

Siri A. Khalsa

Acting Director of Auditing
200 N. Main Street

City Hall East, Suite 300
Los Angeles, CA 90012

RE: DEPARTMENT RESPONSE TO DRAFT AUDIT REPORT, THE SYSTEMATIC CODE
ENFORCEMENT PROGRAM

Dear Siri A. Khalsa:

The Housing + Community Investment Department (HCIDLA) would like to thank your Audit Division
for the time and attention given to the Systematic Code Enforcement Program audit.

HCIDLA reviewed the draft report for the audit of the Systematic Code Enforcement Program.
Attached is HCIDLA’s response to address the findings outlined within the draft report. With two

exceptions, HCIDLA is supportive of the audit findings and noted several of the recommendations as
100% implemented.

If you have any questions or concerns in relation to the attach responses, please contact Roberto Aldape
at 213.808.8826.

Sincerely,

gl h==.

RUSHMORE D. CERVANTES
General Manager

Attachment

CC: Cynthia Varela

An Equal Opportunity / Affirmative Action Employer
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Systematic Code Enforcement Program
January 19, 2018

March 5, 2018

HCID management should:

Housing and Community Investment Department

exempt and noting the final determination in
CCRIS property records.

commercial, agricultural, etc.) to appraise
properties for tax assessment purposes. In
addition, the Assessor Parcel Number (APN)
is a method of identifying properties for tax
assessment purposes. CED staff has found
that land use codes and APNs change and
that land use codes do not always
represent the “approved use” of a
property. Additionally, properties have
several other identifiers: address, PIN, lot-

Some housing types are not A. Submit a report to the City Council identifying which D Since the proposed recommendation would NA
subject to SCEP fees or residential property types that are currently exempt impact other City Departments and
inspections. from SCEP are monitored by other agencies. Council Agencies, HCIDLA respectfully recommends
may then use that information as a basis for this observation to be noted as part of the
considering expansion of SCEP by amending the overall SCEP audit policy recommendation
LAMC. to City Council, rather than assigned to the
Department.
1. The Department has billed | 1.1  Enhance the internal controls as necessary to IP a) Code Enforcement Division (CED) intends to 30% 2020
and collected fees for ensure that only properties subject to the SCEP migrate away from using land use codes
properties that were not fee are billed, for example by: because the County Assessor created land
subject to SCEP. a)  ensuring its systems recognize only those land use use codes to track the “current use” of each
codes that meet SCEP regulations, and property in the county (i.e. residential,
b)  investigating properties that are found to be
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Draft Report Issuance Date: January 19, 2018
Department Responsible for Implementation: Housing and Community Investment Department
Reported Status Date: March 5, 2018

blk-tract, GIS information and most
importantly, the approved use and
occupancy stated in building permits and
certificates of occupancy. Therefore, CED
staff recognizes the need for a robust
relational database management system
(CCRIS 2.0) to manage SCEP inventory and
ensure that CED only bills owners of
properties subject to the SCEP fee. This is
the intent and purpose of building CCRIS
2.0 and creating an inventory management
section.

b) Billing Collection Unit (BCU) bills
properties that are subject to the SCEP
program based on all relevant factors
including the best land use code when
comparing the Department’s versus the
County’s records. The Department
mitigated deficiencies in the County’s
property information in 2009 by developing
processes to enhance the information in
various ways such as purchasing property
information from a third party vendor. The

100%
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Housing Inventory Management Unit
reviews and researches property profiles
and adjust discrepancies. The Department
strives to enhance the billing process year

after year.
1.2 Ensure that the new CCRIS 2.0 is capable of IP The intent and purpose of CCRIS 2.0 is to 30% 2020
automatically alerting inventory management create a robust relational database
properties that require further investigation and management system that communicates
determination based on an Inspector’s notes. across all CED database management

systems (DBMS). This will ensure that data
and remarks made in one DBMS, will
accurately appear in an associated DBMS.

2. The Department does not | 2.1 Perform a cost analysis to consider sending | Cost Analysis: The cost of printing and 100%
effectively administer exemption forms to property owners prior to postage is estimated to be, $55,350 for
SCEP fee exemptions. In mailing SCEP billings so that approved exemptions materials and printing and $60,270 for
some cases, property are reflected in the amount billed, or the need for a postage that is a total of $115,620. The

bill is eliminated. Billing and Collections Unit (BSU) would
need to seek City Council authorization to
hire additional staff in order to facilitate this
additional work and for Ordinance technical
adjustments to be approved. The labor costs
to complete the exemption process ahead of
the billing process would be $228,691.

owners filed applications
for exemptions, but when
the exemption expired the
SCEP billings continued
prompting some owners




Audit Title:
Draft Report Issuance Date:

Department Responsible for Implementation:

Reported Status Date:

to pay fees that were not
refunded.

In addition, when an
exemption expires in
BIMS, the properties
automatically return to
the SCEP inspection
inventory. However, this
wastes resources because
it dispatches inspectors to
properties/units that are
not subject to inspection.

Systematic Code Enforcement Program
January 19, 2018

March 5, 2018

Housing and Community Investment Department

Additionally, 18% of the property ownership
changes every year which require extensive
research, account adjustments, and rebilling
or exempting the new property ownership
according to the Ordinance requirements.

2.2

Identify properties that have approved conditional
exemptions for many years and determine whether
the conditional exemption period should be
extended beyond three years. This would enable
universities and colleges, and other property types
that are less likely to change their land use, to
submit exemption forms on a less frequent basis.

In 2016, the Department reviewed the
conditional exemptions periods. In 2017,
the Department extended the conditional
exemptions periods for several categories
to five (5) years for Licensed Care Facilities,
convents and monasteries and 10 years for
off-campus university and college student
housing. The Department continues to
monitor the conditional exemptions periods
and may adjust as warranted.

100%

2.3

In conjunction with Recommendation 1.1,
properties used as State-licensed facilities should
be identified and confirmed as having a current and
valid license through the State’s licensing website
in order to exclude these properties from the billing
file and scheduled inspections.

The Department does confirm exception
renewals for State-licensed facilities by
verifying the license status through the
State’s licensing website and with the local
licensing office. Once confirmed, the
information is referred to the Billing Unit to
ensure the property is exempted from the
annual bill.

100%
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3. The Department’s refund 3.1 Confirm the accuracy of the Customer I Review and validation procedures are 100%
process does not Overpayment Liability account, including incorporated into the Refund Policies and
adequately ensure that identifying the amount of monies that cannot be Procedures, to determine valid refundable
monies are returned to returned to payors, and consult with City Attorney amounts arising from various cases such as
property owners. As of on the appropriate resolution of these monies. unit exemptions, adjustments, and double
April 2017, more than p.ayr.n.e.nts. .
17,000 properties had Liabilities are established upon

determination of valid refundable amounts.
For long outstanding uncashed refund
checks, HCID abides by the City Controller’s
procedures on the treatment and
disposition of stale checks and/or
escheatment procedures.

credit balances that
totaled $2.9 million, which
should be refunded. HCID
reported that its liability
(the money owed) was
$1.3 million for the

Systematic Code 3.2 Ensure that all refund requests received and I Manual Refunds (by Accounting): 100%
Enforcement Trust Fund; processed are documented in BIMS. Processed manual refunds are posted in

therefore, the City BIMS to ensure correct and updated

appears to have an account balances.

understated liability by at

least $1.6 million. Automated Batch Refunds (by

Systems/Accounting): Accounts with
refundable amounts are tagged when Batch
Refund Files are sent to the City Controller’s
Office for payment. The accounts are
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retagged after the Batch Refund Files with
check numbers are returned from the City
Controller and are uploaded by Systems
Division to BIMS.

3.3 Establish a process whereby paid fees are refunded | The automated refund process now tags 100%
or credited to a property owner’s account when accounts for refunds and Accounting staff
HCID staff discovers that the property was billed by processes refunds due to "double

error, without requiring the owner to submit a

payments." Refund requests due to the
Request of Refund Application.

wrong bill, additional claims for
exemptions, obsolete accounts are taken
care of during the automated refund

process.

3.4 Establish a “lead division” to monitor the refund | Accounting and Systems staff meet on a 100%
process and ensure responsible divisions take regular basis to discuss the status of the
timely actions. refund process. Status updates by each

unit are discussed as well as next required
steps to resolve issues that might arise
during the discussion.

4. The Systematic Code 4.1 Monitor the Systematic Code Enforcement Trust | The Budget team reviews the Trust Fund as 100%
Enforcement Trust Fund Fund balance to ensure it is closely aligned with part of the annual budget process. Based
has accumulated large SCEP expenditures. on the latest analysis of the Trust Fund, the

cash balances, indicating Department determined that the Trust
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that the revenues
collected were
significantly more than
HCID’s historical costs
incurred for the program.

Fund’s Unappropriated Cash Balance has
increased over the last five years due to a
variety of factors, including an
unanticipated cash balance carried forward
following the last SCEP fee adjustment.
During the last fee adjustment analysis in
2011, the Department projected a lower
carry forward cash balance in the following
year (2012) with the intention of backfilling
a number of vacant positions.
Unfortunately, due to economic conditions,
the City imposed a Managed Hiring process,
which impaired HCIDLA's ability to backfill
vacancies. This higher than anticipated
vacancy rate resulted in salary savings and a
higher carry-forward cash balance. The
balance increased from approximately $24
million in Fiscal Year 2012 to approximately
$41 million in 2015 but then began to
decrease to its current level of $34.5 million
as the balance has been used to offset the
increases in operating cost. The SCEP fee
only generates approximately 77 percent of
Trust Fund revenue, and the other 23
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percent is generated by SCEP-related fees
and penalties. Collectively, these revenue
sources support SCEP’s operating expenses,
as well as important supplementary
services that are vital to SCEP operations.
Although the program operating costs
exceed revenue generated by the SCEP fee,
the Department has identified funds
available in the Unappropriated Balance,
instead of adjusting the SCEP fee. The
Department will continue to monitor and
conduct an annual fee analysis to
determine if and when a fee adjustment is
necessary.

4.2 Prepare the SCEP budget based on a historical |
average of actual expenditures, taking in
consideration the actual job vacancy rates.

The Budget team reviews and prepares the 100%

annual budget based on the CAQ's
guidelines, which is a 3% vacancy. Although
the 3% vacancy rate is utilized to prepare
the budget, instead of the actual vacancy
rate of approximately 17%, through the
Financial Status Reports, the Budget team

makes transfer recommendations to fund
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increases in costs, such as lease and

unforeseen expenses. The Trust Fund
analysis considers the current vacancy rates
when projecting the Trust Fund's needs.

4.3 Ensure appropriation balances are reversed I Accounting staff reviews the fund's 100%
annually, and that unneeded encumbrances are appropriations as part of the City's budget
reverted in a timely fashion. process and reverts unneeded

encumbrances as needed.

5. HCID needs to re-evaluate | 5.1 Examine all SCEP activities and sub-programs to IP CED management is examining all SCEP 30% 2020
the fee it charges based ensure all appropriate costs are considered for activities and sub-programs to ensure all
on the new inspection inclusion in the SCEP fee. Use its Cost Allocation appropriate costs are considered for
cycle to ensure System to capture all direct and indirect costs inclusion in the SCEP fee or are considered

appropriate cost recovery associated with SCEP program activities.

of all SCEP activities.

for separate fees.

As part of the annual budget submission,
the Department completes an assessment
of the Code Trust Fund. The assessment
considers all costs associated with running
an effective inspection program and is
completed as a collaboration between the
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Budget team and Code Inspection staff. To
determine the program costs, the latest
CAP Rates, and other associated costs, such
as lease and administrative expenses are

considered.
5.2 Develop the SCEP fee by considering the actual D The SCEP fee is a regulatory fee; therefore, N/A
program costs and the number of units actually the fee is not directly related to the number
inspected, as well as the most recent CAP rates. of units inspected. Taking everything into

account, CED management ensures that the
SCEP regulatory fee is consistent with state
law governing regulatory fees.

6. There has been little to no | 6.1 Identify the reasons for low participation in the IP After a thorough analysis of pilot program 50% 8/2018
participation in the Pre- pilot programs to identify needed changes if large- data, the next step may be to make this a
Inspection/Pre-Repair scale, or full implementation is approved. mandatory program for the two-year cycle
pilot program in its first property owners (owners of problem
months of properties).

implementation.

7. HCID responded to 70% of | 7.1 Identify ways to address the need for more clerical IP The hiring of support staff is underway and 90% Ongoing
complaints within 72 support for the Complaint Inspection Program. with CCRIS 2.0 some of the functions will be
hours of contact in 2017, a automated.




Audit Title: Systematic Code Enforcement Program

Draft Report Issuance Date: January 19, 2018
Department Responsible for Implementation: Housing and Community Investment Department
Reported Status Date: March 5, 2018

significant decrease from 7.2 Monitor the actual results of complaint disposition D CED does monitor the results of complaint N/A
its historical five-year timeliness, to evaluate the program and identify if disposition timelines and has noted the
average of 83%. corrective actions are necessary apparent decrease in complaint response
Moreover, HCID does not time. As a result, CED management has
monitor the length of time decided to reorganize the complaint
to resolve complaints. program so that complaint inspectors are

unified under one system of supervision and
management. This will improve response
time and allow complaint inspectors to
ensure the quality of repairs.

| = Implemented; IP or Pl = In Progress or Partially Implemented; NYI = Not Yet Implemented; D= Disagree



