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EXECUTIVE SUMMARY

The San Diego Housing Commission (SDHC) was established by the City of San Diego City
Council in 1979 and is charged with helping to bridge the gap between the high cost of housing
in the City of San Diego and the high percentage of low wage earners, helping to correct an
imbalance that threatens the stability of our work force. Based on our performance audit, we
found that the Housing Commission faces unique administrative and functional challenges,
including:

e SDHC governance is affected by excessive time delays between the Housing Board of
Commissioners (Board) and Housing Authority approvals. We found that some of the delays
may have been the result of inconsistencies between the Board appointment process and
related legislative guidance. Furthermore, SDHC can improve the formal succession
planning for its Executive Management personnel;

e Executive compensation adjustments were not always in compliance with SDHC policies,
performance evaluation criteria was inconsistently applied, auto allowances were inconsistent
with City practices, and the SDHC could better organize historical personnel documents;

e SDHC submitted incomplete and inaccurate Community Development Block Grant (CDBG)
program related reimbursement documentation; however, the CDBG process and
documentation requirements were not clearly defined. We also found that CDBG
agreements for fiscal years 2008 and 2009 were not executed, and SDHC has not been
reimbursed for $1.9 million in CDBG related expenses;

e New development of Public Housing disposition related properties could potentially be
delayed; and public housing disposition tenant data inconsistencies were noted.

Other Issues

e We also found Housing Commission operational and managerial risks associated with the $2
million drawdown of SDHC reserves for the De Anza Harbor Resort.



INTRODUCTION

The San Diego Housing Commission (SDHC) is an organization established by the City of San
Diego City Council (City Council) in 1979 which is charged with helping to bridge the gap
between the high cost of housing in the City of San Diego and the high percentage of low wage
earners, helping to correct an imbalance that threatens the stability of our work force. The
organization operates under the direction of a Board of Commissioners appointed by the Mayor
and confirmed by City Council. This report focuses on SDHC governance, executive
compensation, Community Development Block Grant funding and the new development of
Public Housing disposition related properties. A separate report will be issued at a later date to
discuss Affordable Housing Fund matters.

The City Auditor’s Office thanks the SDHC management and staff for giving their time,
information, insight and cooperation during the audit process.

BACKGROUND

Established by the City Council in 1979, SDHC helps house more than 80,000 low-income San
Diegans each year through a variety of programs. These include owning and managing
approximately 1,800 housing units, providing rental assistance for more than 13,000 families and
individuals, offering financial assistance for qualifying first-time homebuyers, and rendering
both financial and technical assistance to low-income households whose older homes need
rehabilitation.' Prior to the creation of SDHC, multiple departments within the city were tasked
with providing housing administration and services, as depicted in Appendix A.

In addition, SDHC collaborates with nearly 11,000 businesses and investors to provide
affordable housing in return for tax credits and other incentives. The agency also works with
nonprofit organizations to help them achieve the housing components of their programs. As a
provider of innovative job training and educational programs for residents, SDHC not only helps
house families, but provides learning opportunities for them so they can become self-sufficient
and free of government assistance.

Budget and Organization
In fiscal year 2009, SDHC’s initial budget was approximately $265 million, and included

approximately 244 full-time equivalent employees. As exhibited in Figure 1, the agency’s
primary funding source is from Federal programs, which are administered by the U.S.

" These statistics are current as of June 2009, as provided by SDHC management.



Department of Housing and Urban Development (HUD). The major HUD funding to SDHC is
through the Section 8 / Housing Choice Voucher and the Public Housing Asset Management
programs, budgeted in fiscal year 2009 for $161,850,691 and $7,633,369, respectively. SDHC
receives a relatively small amount of state funds. Local funds include development linkage fees,
rents collected from public housing residents, and administrative fees. The agency receives no
City General Fund monies, but does receive HUD HOME Investment Partnerships Program
(HOME) and Community Development Block Grant (CDBG) funds passed through from the
City budgeted in fiscal year 2009 for $17,842,827 and $3,129,615, respectively.



Figure 1:
Initial Budgeted Revenue Sources (by Total Dollars and Percentage) for the San Diego
Housing Commission, Fiscal Year 2009
City Transfer of
Federal CDBG &
HOME Funds
$20,972,442
8%

All Other Sources
$1,030,642
<1%

City - Redevelopment
Agency
$4,293,373
2%

SDHC Operations
$50,643,656
19%

State Funds
$1,926,817

Direct Federal Funds 1%

(HUD)
$173,568,229

65% City - Housing Trust

Fund
$7,129,817
3%

City - Inclusionary
Housing Fund
S$5,467,372

Total Initial Fiscal Year 2009 2%

Budget: $265,032,348

Source: Auditor generated from the fiscal year 2009 budget data provided by SDHC.

SDHC Overseen By the Board of Commissioners and the Housing Authority
(City Council)

SDHC reports to the Board of Commissioners (Board), which consists of seven members
appointed by the Mayor and confirmed by City Council. The Board currently serves an advisory
role to the San Diego Housing Authority (Housing Authority), which is an overarching
governing body on City housing matters and is composed of the eight City Council members. A
graphical presentation of the City’s housing organizational chart is presented in Figure 3.

Candidates for Board appointments can be recommended through nominations by City Council
members or through applications received through various sources including SDHC, other Board
members and community groups. Individuals can also apply for Board appointments directly
through the mail or online through the City Clerk or the Mayor’s Office. According to the City’s
Director of Boards and Commissions, if a Board or Commission has a Conflict of Interest Code,
a separate background investigation application must be completed and processed as part of the
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consideration process for serving on a board of commission. Prior to January 2009, completed
background investigation applications were forwarded to the City Attorney’s Office to perform
the necessary criminal, financial, and background checks on the applicant based on the
information provided. Effective January 23, 2009, this vetting process has been transitioned to
the San Diego Police Department (SDPD), with a more limited review still being performed by
the City Attorney’s Office related to conflicts of interest.

If the vetting process is successful, with no issues raised, the Mayor’s Office contacts the
individual to proceed the appointment process which includes the announcement of the
candidate’s appointment via Mayoral appointment memo and, if applicable, the scheduling of a
Council confirmation hearing. The Board member appointment process is depicted in Appendix
B.

According to San Diego Municipal Code (SDMC) §98.0301, SDHC is granted all rights, powers
and duties of the Housing Authority except those expressly retained by the Housing Authority or
otherwise guided by the State of California Health and Safety Code. Essentially, all matters are
taken up by SDHC and its Board; the Housing Authority specifically takes up matters relating to
SDHC’s budget, development projects and loan commitments exceeding $250,000, acquisition
projects exceeding $100,000, and policy change proposals that significantly impact the
operations of SDHC.

Other Board Responsibilities

The President and Chief Executive Officer (CEO) reports to the Board, which, according to the
SDMC, was created to act as a Housing Commission under the Housing Authority Law of the
State of California. Per the SDMC, the duties and functions of the Board generally include the
following:

1) Investigatory and Advisory Functions of the Commission:
a) Investigate living, dwelling and housing conditions in the City of San Diego and the

means and methods of improving such conditions;

b) Determine where there is a shortage of decent, safe and sanitary dwelling
accommodations for persons of low income;

c) Engage in research, studies and experiments on the subject of housing;

d) Make recommendations to the Housing Authority for changes or revisions in policies of
the Housing Authority;

e) Review and recommend revisions to personnel policies and procedures;

f) Review and recommend action on annual administrative and operating budgets;

g) Perform such other functions as may be delegated from time to time to the Commission
by the Housing Authority;



2)

h)

Review and make recommendations on all matters to come before the Housing Authority
prior to their action, except emergency matters and matters which the Commission, by
resolution, excludes from Commission review and recommendation;

Administrative Functions of the Commission:

a)

b)

2)

h)

Approve plans and specifications, authorize advertisements for bids and proposals, accept
and reject bids and proposals, and approve expenditures for goods, services, public
works, land clearance, loans, grants, claims, leases and other interests in real property,
and other contracts and agreements; however, the programs, projects or activities for such
expenditures shall have been previously approved by the Housing Authority, or the
expenditures shall be for items included in budgets previously approved by the Housing
Authority;

Approve submission of applications for funds where such applications do not constitute a
binding agreement to accept such funds, if awarded; and approve contracts for the receipt
of such funds if the program, project or activity for which such funds are received has
been previously approved by the Housing Authority;

Approve guidelines for the administration of programs previously approved and funded
by Housing Authority;

Approve agreements assigning the rights and obligations of a party to a contract with the
Housing Authority, to a new part;

Approve conflict of interest codes prior to adoption by the Housing Authority;

Approve lease forms, grievance procedures, occupancy policies, rent and utility
schedules, tenant council agreements and other HUD-required documents for the
administration of public housing and rent subsidy programs;

Act upon such other matters as the Housing Authority may from time to time delegate by
resolution to the Commission.

Notwithstanding a) through g) above, the actions of the Board upon the following
administrative matters shall be advisory only:

1. Approval of any proposed acquisition, sale, or lease of real property for a term in
excess of five (5) years;

2. Approval of any development project or rehabilitation loan commitment
involving the expenditure of more than $250,000 by SDHC;

3. Approval of any contract for acquisition of goods or services (other than a
construction contract for a development project) involving the expenditure of
more than $100,000 by SDHC?;

4. The establishment or approval of any new major policy relating to the method of
operations of the SDHC.

% This threshold has been increased to $250,000 and is reflected in SDHC’s Administrative Regulation 000.003
“Delegation of Authority — Required Approval Level” and their Statement of Procurement Policy PO203.100, both
of which were previously approved by the Housing Authority. As a result, neither document is consistent with the

SDMC.



Per a City Attorney “Memorandum of Law” dated March 31, 1986 which references Section
34200 of the California Health and Safety Code and SDMC, the Housing Authority is a state
entity and, thus, legally separate from the City. SDHC utilizes the services of a private legal firm
for day-to-day and special project legal functions requiring such expertise. Appendix C lays out
the nexus between the City of San Diego and SDHC.



SDHC Administration and Executive Management Services

SDHC’s administrative offices are located at the “Smart Corner” building, as pictured in Figure
2.

Figure 2:
SDHC’s Administrative Offices at the Smart Corner

Source: San Diego Housing Commission [ http://www.sdhc.org/giaboutus6.shtml |

As shown below in Figure 3, SDHC has a CEO who also acts as the Executive Director of the
Housing Authority. There is also an Executive Vice President & Chief Operating Officer (COO),
with six directors reporting to her responsible for the specific business functions and program
services, including Asset Management, Business Services, Financial Services, Housing Finance,
Policy & Public Affairs and Rental Assistance. These eight individuals and the Executive
Secretary to the CEO make up SDHC’s Executive Management Services (EMS) employee level.

SDHC is significantly restructuring its organization to promptly address upcoming challenges
and opportunities, effective June 8, 2009. The SDHC organizational structure contained in this
report reflects the agency’s operations prior to this date. In addition, the description of the
organization as presented in the report captures SDHC’s operational structure in effect during
our audit scope period of fiscal years 2006 through 2008.


http://www.sdhc.org/giaboutus6.shtml

Figure 3:

San Diego Housing Commission Organizational Chart

Housing Authority of San Diego /
City Council

Executive Director

Board of
Commissioners

President and
Chief Executive
Officer

Executive Vice
President and

Housing Authority

Chief Operating
Officer
Director of Rental Director of Financial Director of Director of Asset Director of Policy Dlregtor B sing
; ] h " " . Finance and
Assistance Services Business Services Management and Public Affairs
Development

Note: The SDHC President and Chief Executive Officer is also the Executive Director of the Housing

Authority

Source: Auditor generated from SDHC data
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Executive Compensation

The EMS annualized compensation for fiscal years 2008 and 2009 is included in Figure 4 below:

Figure 4:
SDHC Executive Management Services Annual Compensation for Fiscal Years (FY) 2008
and 2009
EY08 EY09
Auto Overall
Salary Salary | Allowance | Total Increase
Position 3 ()] ()] ()] %
CEO (current - hired during FY09) N/A | 240,000 N/A | 240,000 N/A
CEO (prior - retired during FY08) 163,770 N/A N/A N/A N/A
COO 144,624 | 152,984 9,600 | 162,584 12.42
Director of Asset Management 109,990 | 113,282 4,800 | 118,082 7.36
Director of Business Services 104,998 | 108,158 3,600 | 111,758 6.44
Director of Financial Services 100,006 | 103,000 3,600 | 106,600 6.59
Director of Housing Finance 104,998 | 108,144 4,800 | 112,944 7.57
Director of Policy and Public Affairs 95,846 98,243 4,800 | 103,043 7.51
Director of Rental Assistance 85,010 90,000 3,600 | 93,600 10.11
Executive Secretary (to CEO) 64,809 66,429 3,120 | 69,549 7.3

Note: The fiscal year 2009 compensation totals include each individual’s automobile allowance (which was
added to base compensation as of July 1, 2008).

Source: Auditor prepared based on available SDHC payroll data

On an annual basis, SDHC presents a budget including proposed compensation changes to the
Board and Housing Authority for approval. According to SDHC Personnel Policies, with the
exception of the current CEO, compensation for EMS personnel is established by the Housing
Commission and prior approval of EMS compensation adjustments is required. The CEO is
hired by, and reports directly to, the Board and Housing Authority. As such, these entities
determine the CEO’s compensation. Of note, the current CEO’s compensation rate is outside the
range established in SDHC’s Classification and Pay Plan, but was approved by the Housing
Authority on July 29, 2008. The higher compensation was deemed appropriate by the Board and
Housing Authority due to the superior professional qualifications and experience held by the
candidate.

SDHC operational areas are broken into the following six functional categories:
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1. Development and Asset Management includes the following components:
a. Construction Services: includes capital improvement and new development programs;
b. Workforce & Economic Development: includes services to residents (e.g. finance
readiness education for residents) which is almost completely funded by federal grants;

c. Property Management: includes managing and maintaining approximately 2,000
residential units which are income restricted, employing semi-skilled workers for routine
maintenance and contracting out maintenance work that requires more expertise.

On September 10, 2007, SDHC received approval of its disposition application from HUD
relating to its stock of 1,366 “Conventional Public Housing” (PH) units. On September 30,
2007, SDHC received HUD approval of its Tenant Protection Voucher Application. On
November 15, 2007, title for these same 1,366 units passed from the Housing Authority to
SDHC and all eligible families residing in these units were issued Section § (rental assistance)
based vouchers. As part of the disposition, SDHC is required to develop 350 additional units of
affordable housing;

2. Business Services consists of administrative and support services to SDHC, including
human resources (HR), information technology, organizational development and training,

purchasing, contract monitoring, inventory control, disposition management and mail services;

Of note, specifically in relation to the human resources area, SDHC is scheduled to perform a
classification and compensation study this fiscal year (2009). Staff and executive compensation
will be included in the study. Koff and Associates, one of nine bids received, submitted the
winning bid, and was approved by the Board in November 2008. Also of note, a class and
compensation study was most recently performed in 1998. But, going forward, SDHC expects to
perform them every two to three years (or as appropriate).

SDHC staff are reviewed annually on their anniversary date with the organization. There are two
potential opportunities for compensation increases, including cost of living adjustments (COLA)
and performance. Staff salaries are organized into seven step levels within each job category.
Directors and executives are evaluated once a year, and all must be evaluated by July 1. Salary
increases for directors and executives are based on performance and the previous year's goals and
objectives. The salary of directors and executives are organized by a range, with a minimum on
one end and a maximum on the other.

3. Financial Services includes the following components:
a. Accounts Payable / Payroll: to ensure that fund and payroll disbursements are made only
upon proper authorization, for valid Commission business, are properly recorded and any
legal requirements are complied with,;
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Accounts Receivable / Audit Management: to ensure that all other receivables besides
those for grants are received and properly recorded. Also to coordinate the annual
external financial statement audit and related single audit;

Budget: to ensure that funds are spent according to Board approved plans and within the
approved categories. Actual disbursements and revenues are reported against the
approved budget. Budget also ensures that no funds are spent beyond the budget unless
proper authorization has been provided;

Section 8 Management: to properly segregate duties of recording and authorizing
monthly Section 8 payments to approximately 13,780 voucher recipients, primarily
performed through the Automated Clearing House (ACH), a secure payment transfer
system that connects all U.S. financial institutions;

Grants Management: to ensure that all grant funds are received and properly recorded,
compliance with the terms of any related restrictions are adequately monitored and grant
funds are properly deposited and maintained in appropriate bank accounts. On a
quarterly basis, the grants supervisor provides reports for Resident Opportunities and Self
Sufficiency (ROSS) grant program funds, capital funds, and lead abatement services to
HUD. No specific reporting is required by HUD for the HOME Program, but a close-out
report is generated for the Shelter Plus program and cost certification must be performed
for the 350 local units (i.e. the units HUD allows SDHC to run locally; also known as the
“New Development” program);

4. Housing Finance includes the following services:

a.

b.

C.

d.

Home Buyers Assistance: assisting qualifying individuals and families in the purchase of
homes, including deferred loans, grants for down payments and closing costs, mortgage
credit certificates, and opportunities to purchase homes at below-market-rate prices.
There are approximately 1,000 units in the SDHC loan portfolio that were generated
through this program;

Home Rehabilitation: assist qualifying homeowners and rental property owners by
making homes safer and enhancing neighborhoods. Financial and project management
assistance is available for repair needs such as leaking roofs, faulty plumbing, electrical
or heating systems, broken windows, flooring, exterior or interior paint, or lead paint
removal;

Rental Housing Development Assistance: to help make it financially attractive for
developers to create affordable rental units, SDHC offers permanent financing in the
form of low-interest loans, tax-exempt bonds, and land-use incentives to aid in the
acquisition and rehabilitation of existing units or for construction of new units. SDHC
also provides technical assistance to affordable housing developers in securing tax credits
and providing SDHC predevelopment loans;

Loan Management Services: management of the various loans through SDHC services
including products available to home buyers as mentioned above;
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c.

Compliance and Monitoring: responsible for reviewing financed housing for compliance
with occupancy and affordability restrictions. This could also include late reporting by
property management, and other violations of program requirements;

SDHC is considered a “coinvestor” in financed properties until that property is sold or
refinanced, typically including a legal restriction that affordable rental levels are maintained for

55 years. Mechanisms are also in place to prevent borrowing against equity gained since the time
of purchase, and postcards are mailed annually to homeowners to remind them of the formula to

repay their loans;

5. Policy and Public Affairs directs internal and external SDHC policy and communication

matters:

a.

Communications: responsibilities include creating and disseminating internal updates and
trainings, handling media and Public Information Request inquiries, acting as resident
ombudsperson, and organizing public relations opportunities that involves attendance by
the Mayor and City Council;

Policy: responsibilities include analysis and development of local ordinances (e.g.
inclusion housing, single occupancy, and mobile home), community collaborations in the
form of participation on housing community boards and committees, and more recently a
focus on state and national issues. For example, the Neighborhood Stabilization funding
that the City recently received in March 2009 and the Director of Policy and Public
Affairs was tasked with advising City Council on how to spend the funds;

6. Rental Assistance administers the following programs:

a.

C.

Housing Choice Voucher (HCV) Program (formerly known as Section 8): This program
is aimed at providing rental assistance to very low to low income citizens of the City.
SDHC currently has 13,780 vouchers for this federal program. The waitlist is
approximately 5 to 6 years. The application process, once an applicant is moved off the
waiting list, i1s extensive. Applicants and participants with drug or violent criminal
histories may be declared ineligible and removed from the program at the discretion of
SDHC and if supported by a third party mediator. Approximately 7,000 property owners
are currently involved in this program,;

Veteran Assistance Supportive Housing (“VASH”) Program: there are currently 105
vouchers for this program. This program is restricted to veteran clients referred by the
local Veteran Affairs office;

Moderate Rehabilitation (Mod Rehab) Program: this program provides project-based
rental assistance for low income families. Assistance is limited to properties previously
rehabilitated pursuant to a housing assistance payments contract between an owner and
SDHC. There are 57 Mod Rehab units remaining for this program. The program is
effectively discontinued, however, existing owners are offered one-year renewal
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contracts each year. Residents are randomly chosen from the HCV Program waitlist.
Participation in the Mod Rehab program does not disqualify clients from the HCV
Program nor does it alter the client’s position on the HCV Program waitlist;

d. Project-Based Vouchers: project-based vouchers are a component of SDHC’s HCV
program. SDHC can attach up to 20 percent of its voucher assistance to specific housing
units if the owner agrees to either rehabilitate or construct the units, or the owner agrees
to set-aside a portion of the units in an existing development. Rehabilitated units must
require at least $1,000 of rehabilitation per unit to be subsidized, and all units must meet
HUD housing quality standards. There are 39 SDHC project-based units with HCV
vouchers attached to the unit; clients are randomly selected from the Project Based
waiting list.

CDBG Funding Received by SDHC

The City receives a HUD entitlement grant through the CDBG program. The CDBG entitlement
program allocates annual grants to larger cities and urban counties to develop viable
communities by providing decent housing, a suitable living environment, and opportunities to
expand economic opportunities, principally for low and moderate income persons.

The City then contracts with sub-recipients, including SDHC, to perform certain work. If the
work is performed per the executed service agreement, then proper reimbursable expenses are
paid to SDHC out of the CDBG funds provided to the City. As part of this funding, SDHC
coordinated funding distributed to local not-for-profit entities through June 30, 2008 on behalf of
the City. Per discussion with the City Planning & Community Investment department, effective
July 1, 2008, SDHC will no longer be responsible for administering these funds provided to the
not-for-profit entities. Instead, these funds will be administered by the City Planning &
Community Investment department staff. According to City staff, new agreements have already
been entered into by the City with most, if not all, of those not-for-profits for fiscal year 2009,
for services beginning July 1, 2008.
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AUDIT OBJECTIVES, SCOPE, AND METHODOLOGY

At the request of the Mayor and the Chair of the City’s Audit Committee, the City Auditor
included a performance audit of SDHC as part of the City Auditor’s Fiscal Year 2009 Audit
Work Plan. According to the City Auditor’s Citywide Risk Assessment completed in July 2008,
San Diego Housing Commission (SDHC) ranked 69 out of a possible 458 by the City Auditor as
posing a risk to the City based on factors including budget and staff size.

To accomplish our objectives related to SDHC-related governance, executive compensation,
CDBG funding sources and the development related to the recent HUD public housing
disposition, we performed the following audit procedures:

e Reviewed pertinent regulations, laws, policies, and regulations related to SDHC programs,
operations and related activities;

e Identified, collected, and analyzed financial information and reports related to SDHC
operations;

e Reviewed minutes of the Board of Commissioners and San Diego Housing Authority for
topics discussed and / or actions taken;

e Interviewed SDHC management and other staff related to programs, operations and related
reporting;

e Evaluated administrative policies and procedures related to SDHC business practices and
programs;

e Reviewed recent financial statement and single audits performed by external auditors;

e Contacted and surveyed housing authorities and commissions from other municipalities and
agencies to compare governance, organizational structure, purpose and other comparable
information.

We evaluated internal controls related to the audit objectives. Our conclusions on the
effectiveness of these controls are detailed within the following audit results.

We focused our audit plan on five SDHC areas of responsibility, including executive
compensation, governance, CDBG funding and the new development projects (related to the
HUD Public Housing Disposition). The fifth area of responsibility in the audit plan was the
Affordable Housing Fund, which will be covered through a subsequent report. We limited our
review of SDHC services primarily to fiscal years 2006 through 2008. Current year financial
information was reviewed to gain perspective on the current operating and reporting practices of
SDHC.

We conducted this audit in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain sufficient, appropriate
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evidence to provide a reasonable basis for our findings and conclusions based on our audit
objectives. We believe the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.
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AUDIT RESULTS
SDHC Governance Can Be Improved

We found that SDHC governance is affected by excessive time delays between the SDHC Board
of Commissioners (Board) and San Diego Housing Authority (Housing Authority) approvals.
Some of the delays may have been the result of inconsistencies between the Board appointment
process and related legislative guidance. Furthermore, SDHC can improve the formal succession
planning for its Executive Management personnel.

Excessive Time Delays Exist Between SDHC Board and Housing Authority
Approvals

We compared all items that were approved by both the Board and the Housing Authority noted
in meeting minutes from July 2007 through December 2008, calculated the difference between
the approval dates by these bodies for each item, and isolated items that took unusually long to
get approved by the Housing Authority. Forty-one items were reviewed by the Housing
Authority following Board approval and 11 of those 41 items (27%) took 60 or more days to
obtain Housing Authority approval, with an average of 81 days for those particular items. We
found that the Housing Authority unanimously approved 38 of the 41 items during the initial
reading, or 93% of items, that were forwarded from the Board.

SDMC §98.0301 stipulates that the Board serves an ‘“advisory only” role to the Housing
Authority on certain matters outlined in this section of the SDMC, including expenditures
whether or not previously approved in prior budgets, activities requiring SDHC to engage in long
term debt, project and contract commitments exceeding predetermined thresholds, and
establishment of new policies that significantly impact SDHC operations. Therefore, all Board
actions on “advisory only” matters must receive final approval from the Housing Authority at its
next available meeting. But the SDMC allows the City Council to modify the items on which the
Board is “advisory only” at any time by a resolution.

Likewise, to reduce delays in the finality of decisions, individuals identified in the SDMC, which
includes the Executive Director, are authorized to refer other non-“advisory only” items for final
action at the next available Housing Authority meeting.

The Executive Director is responsible for promptly setting matters for a formal hearing by the

Housing Authority for both “advisory only” or referred items by designated individuals
identified in SDMC.
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The lack of timely approvals increases the risk of missed business opportunities for SDHC.
Inefficient evaluation processes, the lack of an audit trail, and difficulty in performing
supervisory monitoring and review are other potential effects of delayed approvals.

Recommendation:

1) The Executive Director of the Housing Authority should calendar matters for final action by
the Housing Authority within the time parameters set forth in SDMC §98.0301 to avoid
excessive time delays between Board and Housing Authority approvals and avoid
jeopardizing housing business opportunities. As appropriate, the Executive Director should
recommend that the Housing Authority and City Council adopt effective resolutions to
delegate authority to the Board on “advisory only” issues that the Housing Authority
identifies as routine, which would alleviate the Housing Authority docket for more
significant matters.

Delays and Inconsistencies in the Board Appointment Process and Related
Municipal Code for the Housing Commission

The SDHC Board appointment process can be improved to avoid future delays in both the timely
fulfillment of vacancies and induction of new Board members. SDHC Board appointments have
been affected by a lack of documented processes and inconsistent legislative guidance.

We observed two types of delays, including delays in actively filling vacancies when vacancies
occur and delays in installing qualified SDHC Board candidates. With respect to delays in filling
vacancies when vacancies occur, we noted two Board vacancies during the course of our audit,
one vacancy since September 2007 and the other vacancy since December 2005. Although these
vacancies were filled in February 2009, these serve as examples of time delays between when
vacancies occur and when vacancies are filled.

As it relates to delays in inducting new SDHC Board members, we noted Board appointment
process delays in our review of the three most recently installed Board members, particularly in
completing background investigations. We found that these three board members were
confirmed four to eight months after their applications were received by the City. Most of the
delays are attributed to the background investigation stage of the appointment process, which
took between three to six months to complete. Background investigation delays accounts for
approximately 60 to 75 percent of the delays experienced in each Board member’s mayoral
appointment process.

Furthermore, several potential vacancies are anticipated in 2010. SDMC limits SDHC Board
membership to two terms. Effective January 2010, two current Board members will be termed
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out of their second term. Additionally, two other current Board members will be completing
their first term in January 2010, but will be eligible for reappointment. Furthermore, the current
Board Chair is past the expiration date of his second term; he has indicated his intent to serve as
needed until he is formally replaced. To summarize, five SDHC Board positions will be
potentially vacant as of January 2010.

SDMC §98.0301(f)(3) states that the Mayor will appoint members to boards and commissions,
and that City Council must confirm a Mayor’s nominee. We observed that the current SDHC
Board appointment process is in compliance with SDMC — the Mayor has been appointing
candidates to the SDHC Board and the City Council has been confirming the Mayor’s nominee.

We noted that it took the Mayor at least one year and as much as three years to fill recent SDHC
board vacancies. We did not find evidence that the City Council was directly involved in filling
these positions. Board appointment delays of this type are not consistent with Article V Section
41 of the City Charter which states that vacancies shall be filled within 45 days by the City
Council. Mayoral staff has indicated that these delays have been “attributed to an initial
overwhelming backlog of appointments / reappointments to Boards and Commissions when the
Mayor took office, difficulty identifying appropriate tenant candidates, and vetting concerns or
delays.”

Moreover, SDMC §98.0301(f)(1) indicates that “Two (2) commissioners appointed pursuant to
this section shall be tenants of housing authority units. At least one (1) commissioner so
appointed shall be over 62 years of age.” Of note, in November 2007, the ownership for 1,366
units that were previously public housing passed from the Housing Authority to SDHC. As a
result, since SDHC is transitioning from providing public housing to establishing itself as a
private property management agency that currently manages 36 public housing units, the SDMC
requirement is outdated.

Delays in the Board appointment process could result in inadequate oversight and delays in the
Board, and subsequent Housing Authority approval process, due to the lack of Board quorum or
other reasons for meeting cancellations. For example, fifteen of 57 Board meetings (or 26%)
were cancelled over fiscal years 2006 through 2008 primarily for a lack of quorum. SDHC
management has indicated that the lack of quorum represents 100% of these meeting
cancellations.

The lack of an efficient Board appointment process results primarily from a lack of documented

processes and inconsistent City legislative guidance (i.e. inconsistent language in the City
Charter and SDMC).
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Recommendations:

2) City Administration should formally draft, review, approve and implement adequate process
documentation including procedures and communication standards between the City, the
nominees and SDHC (or other City-related Board or Commission) to ensure transparency in
government processes;

3) City Administration should clearly document the background investigation process to include
roles, responsibilities, process flows and documentation and communication standards
(including pre-established forms and checklists);

4) City Administration should either follow or facilitate the updating of the City Charter and
SDMC and to more accurately reflect the actual process as discussed above (so that they are
consistent with current practice). Any updates should include reference to the role of relevant
City departments who are responsible for completing background investigations as part of the
Board applicant vetting process;

5) The online Board member roster should be regularly updated by City Administration and
SDHC to accurately reflect the current confirmed members;

6) SDHC management should facilitate the modification of SDMC §98.0301(f)(1) to indicate
that “...commissioners appointed pursuant to this section shall be tenants of housing
commission units or Section 8 rental assistance program voucher recipients.”

The Disposition of $2 Million in Relocation Assistance Funds is Unclear

Per City Manager’s Report 04-111 dated May 20, 2004, our audit revealed the following in
relation to the De Anza Harbor Resort project: “On November 23, 2003 the lease and state
legislation (Kapiloff Bill*) allowing residential use at De Anza Harbor Resort expired. The City
of San Diego is mandated by state law as well as the San Diego City Charter to transition the
property back to legal park and recreational use. As such, the City Council authorized the
implementation of a transition plan. In order to facilitate and fund the departure of the mobile
home residents, removal of the mobile homes from the property, and returning the property to
legal park and recreational use, the settlement offer and transition plan allows for the orderly
departure of residents beginning November 24, 2003 through May 31, 2008.”

On November 18, 2003, City Council Resolution R-298609 directed $2 million from SDHC to
the City to implement the transition plan for the De Anza Harbor Resort project. However, no
subsequent action plan, agreement or reconciliation of appropriated funds has been noted as
being developed to address the potential obligation to repay these funds or otherwise determine if
SDHC should be expecting repayment.

? Kapiloff, Chapter 1008, Statutes of 1981
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The City Manager’s Report 03-229 dated November 13, 2003 indicates that this would be a
“funding backstop until Coastal Commission staff approval can be obtained. There is also a
nexus to affordable housing as many of the existing residents may income qualify for
assistance.”

Furthermore, the “Fiscal Impact” section of the November 14, 2003 Board report HCR03-106
indicates that “It is the stated intention of the City to use cash flow from operation of the resort
and Sludge Mitigation Funds to the extent they are available to fund the transition plan.”
However, the “Discussion” section of the same report indicates that “There is, however, no firm
guarantee of repayment to the Housing Commission if neither operating budget nor the Sludge
Mitigation Fund is insufficient,” but also indicates “Upon release of this funding commitment or
reimbursement of expended funds, it is anticipated that the agency and Section 8 reserves will be
restored to original levels.”

A comprehensive framework of internal control should include effective communication of
information, which includes the maintenance of open lines of communication with appropriate
outside parties (Gauthier, 2005, p.386).

The City’s appropriation of SDHC funding can have a negative fiscal impact on SDHC in
emergency or unexpected situations.

Neither the City nor SDHC has properly managed, communicated or otherwise assessed the
status of these funds and the expectations for repayment to SDHC, if applicable. Furthermore,
SDHC does not appear to have taken any significant legal or administrative steps to determine
whether the City will be repaying these funds.

Recommendation:

7) City Administration should actively assess the status of the De Anza Harbor Resort funding
and whether repayment should be expected and engage SDHC in the process as feasible, and
take action as appropriate. This assessment would include a review of the status of the De
Anza project and the funds utilized since being appropriated from SDHC. Furthermore, City
public websites and any other referential material should be updated to accurately reflect
current contact and project status information.
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SDHC Lacks Adequate Succession Planning for Executive Management
Services Personnel

Beginning in 2006, SDHC implemented a “succession planning” program to enhance future
viable and / or existing members of SDHC management (including supervisors and above).
However, no specific formal or informal plans are in place to take into consideration the
potential future departure of the CEO, COO or Directors due to retirement or other employment
opportunities.

During our audit, we found that it took approximately 10 months to replace the former SDHC
CEO from the date of her retirement announcement in September 2007. In addition, we found
that the current COO announced her resignation approximately six months prior to the former
CEOQO’s retirement announcement, but reconsidered her resignation at the Board’s request. She
was offered a bonus, increased salary and automobile allowance, and additional one-time
retirement contributions, as well as temporarily permitted flexibility in her work schedule.

According to the Fiscal Year 2009 to 2011 SDHC Business Plan (Business Plan), one of the
measurements for the Organizational Development & Training Strategy is to “increase the
number of targeted positions by three classifications each fiscal year.”

Effective succession planning is important to the sustainability of any organization. The
Employee Recruitment, Development, Retention & Succession Plan included within the SDHC
Business Plan indicates that “SDHC is committed to the recruitment, development and retention
of highly talented and skilled employees. The agency recently implemented a Succession Plan
Program for leadership development by providing a reservoir of qualified candidates, selected
through a competitive process, who will be prepared to assume the duties and responsibilities of
higher level positions with minimal operational disruption.” (San Diego Housing Commission,
2008).

Finally, the U.S. Department of Housing and Urban Development has included the following in
its Revised “Human Capital Plan” for fiscal year 2008 to fiscal year 2009: “It is critical to
implement effective succession planning. We must ensure retiring employees are succeeded by
qualified employees who are prepared to continue quality service and program delivery; and that
the technical knowledge of those departing is captured, documented, and institutionalized” (p.6).

The lack of a complete succession planning program to include existing EMS personnel can
result in significant organizational inefficiencies, decision making delays, and the departure of
significant organizational and historical knowledge otherwise undocumented or retained by
SDHC.
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The existing succession planning program in place at SDHC does not adequately address the
eventual turnover of the CEO and COOQO, such as when the retirement age of key executives is

reached and / or expected.

Recommendation:

8) SDHC should take steps to develop and implement a formal succession plan or strategy for
EMS level positions, with particular focus on the CEO and COO since they would appear to
be the most difficult positions to fill. This plan should include ongoing efforts to capture
organizational knowledge from personnel at all levels, identifying and eliminating any
barriers to the plan’s success, and holding management accountable for results.
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Controls over Executive Compensation Can Be Improved

Our audit revealed that executive compensation adjustments were not always in compliance with
SDHC policies, performance evaluation criteria was inconsistently applied, auto allowances were
inconsistent with City practices, and the SDHC could better organize historical personnel
documents.

SDHC Personnel Records Require Better Organization

Our audit revealed that compensation increases, including auto allowances and bonuses, were
consistent with supporting documentation. However, some of the historical documentation
related to performance evaluations and compensation increases prior to fiscal year 2008 were not
consistently completed, organized and readily available within SDHC personnel files. In
particular, the former CEO’s annual evaluations for both fiscal years 2006 and 2007 were not
immediately available for review or properly incorporated into her personnel file. Additionally,
evaluation documentation for three directors in fiscal year 2006, and for the COO in fiscal year
2007, lacked essential elements of a documentation trail when being processed, including the
dates for appraisal completion and approval, and the dates received and recorded by the Human
Resources Department.

Accurate, complete and timely personnel information, including performance evaluations and
compensation increases, stored in a readily available centralized location should be the preferred
business practice. The U.S General Accounting Office (1999) indicates that “internal control
and all transactions and other significant events need to be clearly documented, and the
documentation should be readily available for examination. The documentation should appear in
management directives, administrative policies, or operating manuals and may be in paper or
electronic form. All documentation and records should be properly managed and maintained”

(p.15).

The lack of complete, accurate and centralized documentation could increase the risk of
inaccurate information being considered in annual performance and or compensation reviews,
and may result in excessive or inappropriate salary adjustments. Additionally, inadequate
documentation may lead to inefficient evaluation processes and a weak audit trail.

The inconsistent application of documentation controls over personnel records has resulted in the
inadequately organized manner in which some records have been stored.

25



Recommendation:

9) To ensure the completeness and accuracy of centralized SDHC personnel files, SDHC should
review and update the content of historical employee specific compensation and performance
evaluation documentation, as appropriate.

Compensation Adjustments Were Not In Compliance With SDHC Personnel
Policies

In fiscal years ending 2006 and 2007, we found that three compensation increases were given to
EMS employees prior to the completion of each employee's performance evaluation.

SDHC Personnel Policy PO102.104(D)(1) indicates that “Executive and Management Service
employees shall be eligible for a salary review each July 1 based upon performance, as
determined by performance evaluation and other job related criteria to be determined by the
President and Chief Executive Officer.”

The granting of compensation increases prior to the completion of a performance evaluation is
not in compliance with established SDHC personnel policies and could result in the receipt of
excessive or undeserved compensation increases, personnel inequities and devalue the perception
of the importance of the performance evaluation and its timely completion.

A lack of compliance with SDHC Personnel Policies has resulted in the granting of these
compensation increases prior to the completion of the performance evaluation.

Recommendation:
10) SDHC should ensure that personnel have a completed performance appraisal consistently

finalized and processed prior to receiving any compensation increase or to change personnel
policies to reflect current performance appraisal and compensation increase practices.
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Inconsistent Performance Evaluation Criteria

The timely completion of the individual performance evaluation for each EMS employee and the
employees they are responsible for has not been adequately incorporated into the performance
evaluation metrics of EMS personnel. Although “Completes Performance Evaluations on Time”
is included in the Resource Management portion of the Performance Assessment on the SDHC
EMS Performance Review Form, it is rarely incorporated as a measurable criterion in the
narrative that corresponds to each evaluation.

Each job description includes specific reference to the planning and evaluation of the
performance of assigned personnel. For example, the COO’s job description indicates that
he/she “plans and evaluates the performance of assigned managers and staff; establishes
performance requirements and personal development targets; regularly monitors performance
and provides coaching for performance improvement and development.”

SDHC Personnel Policy PO102.204 also indicates that “Performance Evaluations are conducted
annually for step/pay advancement purposes.”

The lack of a definitive SDHC policy requiring the inclusion or reference to job description
responsibilities in annual performance evaluations of employees has resulted in the potential to
exclude these responsibilities from those evaluations.

Recommendations:

11) SDHC should review employee job descriptions and identify quantifiable and generally
applicable criteria for all employees, such as performance evaluation completion, timing and
compliance. SDHC should consider the creation of a performance appraisal template for use
by all levels of personnel, to include universal evaluation criteria such as the timely
completion of the performance evaluations.

12) SDHC should develop uniform and quantifiable management performance evaluation criteria
as an objective measure to aid in the performance evaluations of executive management
service (EMS) of subordinate staff (e.g. track the percentage of subordinate staff evaluations
that are delinquent or still outstanding by EMS employee and use this metric to objectively
compare EMS employee to one another).
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Auto Allowances are Inconsistent with City Practices

We found that SDHC’s practice of including auto allowances in the base compensation of EMS
employees is not in step with auto allowance practices in the City of San Diego. Effective July
1, 2008, auto allowances have been formally incorporated into the base compensation rates for
EMS employees to mirror City of San Diego practices. With the inclusion of the allowances in
base compensation, EMS employees receive additional benefits in the form of additional
employee and employer retirement contributions and related benefits derived from
compensation, which is the result of not having these allowances calculated separately from base
compensation. For fiscal year 2009, we estimate the additional employer pension contributions is
approximately $5,309 ($37,920 aggregate auto allowance for EMS employees x 14% employer
pension contribution rate).

In comparison, the few City of San Diego personnel eligible for auto allowances receive the
allowance through a pay category separate from base compensation. As a result, auto allowances
are not included in City pension and Supplemental Pension Savings Plan retirement funding
calculations.

By not mirroring the City’s practice of excluding auto allowances from base compensation,

SDHC’s practice has resulted in the improper inclusion of these amounts within base
compensation.

Recommendation:

13) SDHC should segregate automobile allowances from inclusion in the base compensation of
EMS personnel, or otherwise make them consistent with City practices as appropriate.
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Federal Grant Related Issues Noted

Our audit also revealed that SDHC submitted incomplete and inaccurate Community
Development Block Grant (CDBG) program related reimbursement documentation; however, the
CDBG process and documentation requirements were not clearly defined. We also found that
CDBG agreements for fiscal years 2008 and 2009 were not executed, and SDHC has not been
reimbursed for $1.9 million in CDBG related expenses.

The City Has Not Reimbursed SDHC for $1.9 Million of Federal Community
Development Block Grant Expenses

As of May 2009, there are no executed service agreements for fiscal year 2008 and / or 2009
between SDHC and the City. Service agreements are integral to the administration of CDBG
activities because they establish a mutual understanding of expectations for the management and
delivery of services. During our audit, we found an outstanding balance of approximately $1.9
million due to SDHC from the City related to CDBG expenses, and that SDHC and the City are
currently negotiating the reimbursement terms for previously expended amounts. The
$1,925,882 in total outstanding amounts (as of February 18, 2009) submitted by SDHC for
reimbursement for fiscal year 2008 includes $1,277,478 for SDHC programs and $648,404
related to SDHC disbursements to grant sub-recipients.

According to minutes for the Regular Meeting of Tuesday, May 8, 2007, the City Council
unanimously approved the proposed CDBG budget including recommendations for specific
“Core City priorities;” this action appears to have been influenced by a staff memorandum issued
on March 26, 2007 which proposed policy changes to grant approximately $15,424,594 of
CDBG funds for fiscal year 2008 “Core City priorities,” including a proposed allocation of
$1,277,478 for SDHC.

The continued lack of a timely finalization and signing of the agreements for fiscal years 2008
and 2009 removes the legal obligation of the City to reimburse SDHC for prior CDBG program
costs. Furthermore, the delay of the reimbursement for these funds can negatively impact the
ongoing funding for SDHC due to the resulting necessity to draw from reserves to fund the
shortfall.

The noted delays are a result of ongoing negotiations, in part due to poorly defined and unclear
reporting, communication and roles and responsibilities between SDHC and the City.
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Recommendation:

14) City Administration and SDHC should finalize the fiscal year 2008 and 2009 CDBG service
agreements as soon as possible. The City Administration should consider disbursing the
CDBG program specific funding totaling $1,277,478 to SDHC upon receipt of adequate
supporting documentation, and expediting the review and disbursement approval for the
remaining $648,404.

Inadequately Defined CDBG Process and Documentation

There is a lack of clear CDBG process documentation including procedures, communication
standards and expectations from City personnel. Only recently has City Administration taken a
greater interest in CDBG matters; this is largely due to a recent HUD Office of the Inspector
General (OIG) review of misuse of CDBG funds previously granted to the City. Before the
HUD OIG review, the City Administration did not play an active role in the preparation, review
and approval of processes and internal control documentation related to CDBG funding.

Our discussions with City Planning & Community Investment personnel revealed HUD has
recommended contracting with subject matter experts to develop and implement these types of
internal control documents. As recommended by HUD, the City has engaged an outside
consulting firm (ICF) to assist in the completion of this task.

Appropriate documentation of transactions and internal control requires that “internal control and
all transactions and other significant events need to be clearly documented, and the
documentation should be readily available for examination. The documentation should appear in
management directives, administrative policies, or operating manuals and may be in paper or
electronic form. All documentation and records should be properly managed and maintained”
(U.S. General Accounting Office, 1999, p.15).

Undocumented processes can result in poorly communicated results, ineffective business
decisions and dissatisfaction with the results. Had the City Administration established clear
guidance and expectations with SDHC for the performance of CDBG activities in the beginning,
it would have likely prevented the need to negotiate service agreements with SDHC for the
performance of CDBG activities.
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Recommendation:

15) In collaboration with SDHC personnel, City Planning & Community Investment staff should
clearly document the process and reporting expectations to facilitate the efficient and timely
submission of reimbursement requests from SDHC. These should be in the form of
formalized procedures or departmental guidelines.

Documentation of CDBG Expenses Submitted for Reimbursement is Incomplete
and Inaccurate

Our audit revealed some missing and / or incomplete documentation in the CDBG transactions
selected for review. Of the subsequent documentation received to date, it was noted that some of
the information had to be subsequently requested from the grant sub-recipient. Complete
documentation of CDBG transactions should have been included in the original submission for
reimbursement to the sub-recipient.

City Planning & Community Investment personnel who review documentation for CDBG related
reimbursement requests noted similar issues with the documentation, which is one of the primary
reasons delaying City reimbursement to SDHC. This is in addition to the lack of an executed
CDBG service agreement.

As stated in the May 24, 2007 service agreement - the latest executed agreement between the
City and SDHC (the “Contractor”) - “Contractor shall maintain, and require its Subcontractors to
maintain, complete and accurate accounting records, in accordance with Generally Accepted
Accounting Practices [GAAP] in the industry” (City of San Diego, 2007, p.5). Furthermore,
essential effective control-related policies and procedures include properly designed records and
periodic reconciliations and verifications of records (Gauthier, 2005, p.384-85).

Continued documentation deficiencies could have lasting negative impacts on future CDBG
funding through upcoming HUD OIG reviews and other oversight.

The ongoing oversight and management of the documentation requirements related to CDBG
funding has not been adequately performed by either SDHC or City departments.
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Recommendation:

16) As part of the negotiations and communications to clarify the documentation supporting
reimbursement requests, SDHC and City Planning and Community Investment staff should
assess and correct any documentation inaccuracies or inconsistencies. The contract with the
outside consulting firm (ICF) should clearly outline these expectations to develop appropriate
and comprehensive internal controls to monitor these types of funding activities.
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New Housing Projects May Be Subject To Delays

New development of Public Housing disposition related properties could potentially be delayed;
and public housing disposition tenant data inconsistencies were noted.

Potential Delays in New Development of Public Housing Disposition

Our testing of the Request for Proposal (RFP) documentation indicates compliance with SDHC
policies and processes. However, there have been some timing delays in the selection of the
developers and financing companies for the initial phase of developing new affordable housing
units.

Per the Public Housing (PH) disposition documentation, SDHC is required to develop 350
affordable low income housing units, but HUD did not define a timeframe. HUD requires that
“In the event that such additional three hundred and fifty low income (350) units are not
produced and / or acquired by the San Diego Housing Commission, or the San Diego Housing
Commission is not making reasonable progress toward the acquisition and / or production of
the additional affordable units, then the ownership of the property referenced within Exhibit “B”
shall revert to the Housing Authority of the City of San Diego.” SDHC has self-imposed a
deadline of five years to establish 350 additional affordable units under this disposition
agreement with HUD.

The lack of the timely completion or making “reasonable progress” in the development of these
350 affordable housing units would result in the reversion of the ownership of the original PH
units back to the Housing Authority, and notification to HUD thereof.

The potential delays are a result of several factors including economic uncertainties in the
development market, and that the creation of additional affordable units under the PH disposition
with HUD has never been done — no models or prior experiences on this topic are available.

Recommendation:

17) To ensure compliance with HUD terms, SDHC should make the progress of the 350 required
housing units a standing agenda item for discussion by the Board, which should include
regular reporting from the responsible members of SDHC management;

18) SDHC should continue to make progress on new development to meet the 350 unit goal,
within a five year timeline, and utilize existing undeveloped SDHC owned assets if necessary
to accomplish that objective. These expectations should be clearly outlined in future
budgetary and business planning documents, and should be included as a defined goal for the
responsible members of management and staff as applicable.
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Data Entry Inconsistencies for Public Housing Disposition Tenants

As noted in the Background, on September 10, 2007, SDHC received approval of its disposition
application from HUD relating to its stock of 1,366 “Conventional Public Housing” (PH) units.
On September 30, 2007, SDHC received HUD approval of its Tenant Protection Voucher
Application, whereby existing PH tenants would be transitioned to Section 8 rental assistance
and be issued Section 8 based vouchers. We tested a sample of the public housing to Section 8
voucher transition process and noted inaccurate data entry within the Section 8 Waiting List
system. We tested 69 of the 1,332 unit records within the system, noting data input errors in 12
tenant records.

Per discussion with SDHC personnel, coding of these units is very important in order to receive
the proper funding. SDHC reports the number of vouchers to the Voucher Management System,
the agency responsible for approving funding.

Incomplete data entry may result in inaccurate reporting, which could result in negatively
impacted funding amounts and non-compliance with reporting requirements.

The manual entry of 1,366 public housing tenants impacted by the HUD disposition significantly
increases the likelihood of data entry errors.

Recommendation:

19) SDHC personnel should take actions to ensure that the data related to public housing
disposition tenants are accurate within its information system. One potential solution to
resolve this would be creating a data extract from the information system to identify any data
discrepancies (including the above).
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Appendix A: City of San Diego Organizational Chart for Housing Administration and Service Prior to the Creation of SDHC
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Appendix B: City of San Diego Current Appointment Process for SDHC Board Members

Applications
received by City

lerk and/or Mayor"
Office
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Councilmembers
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Mayor's Office for
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Note: Per the Mayor’s Office, contact
with each Candidate is maintained
throughout the entire process all the
way through the Council confirmation
hearing.

andidate not approved
for vetting

andidate approved fO
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Source: Auditor generated based on conversations with Mayoral Office staff.
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Appendix C: City of San Diego and SDHC Nexus for Housing Activities
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Dear Mr. Luna:

Thank you for the opportunity to provide a response to the Audit Report prepared by your office.
This response will address each of the recommendations in the report as well as an estimate of
when appropriate actions will be completed. We are proposing aggressive time schedules for the
completion of these actions. In those cases where we will need to work with City Administration
and staff, we will endeavor to meet the proposed time schedules; however, these schedules may
change based on City availability to work with the Housing Commission as noted.

We would like to thank your staff, particularly John Teevan and Tiffany Chung, for their
professionalism and cooperation in the performance of this audit. This review provided an
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actions proposed.
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Charles B. Christensen, General Counsel, SDHC
Andrea Dixon, City Attorney’s Office
SDHC Vice Presidents
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Response to City Auditor’s Report on Audit of San Diego Housing Commission’s
Management and Business Practices

INTRODUCTION

As noted in the introductory sections of the Performance Audit Report, in late Fiscal Year 2009,
the Housing Commission significantly restructured to more closely align related functions. A
revised organization chart is included with this response.

This restructuring resulted in the establishment of the Real Estate Department that includes Asset
Management & Facilities, Rehabilitation, Loan Management, Occupancy Monitoring, Land Use;
the Special Housing Initiatives Department includes all activities related to housing for special
needs populations including the homeless initiatives, transitional housing, Neighborhood
Stabilization Program and the Homeless Prevention and Rapid Rehousing Program. The Rental
Assistance Department has been expanded to include the Workforce and Economic Development
Section that offers educational services to the clients of Housing Commission programs; finally
Business Services will implement a centralized procurement and contract compliance section
during FY2010.

At the end of Fiscal Year 2009, the Housing Commission’s annual budget had grown to more
than $300 million from the $265 million estimated at the beginning of the year as approved by
the Housing Commission and Housing Authority. As stated, the Housing Commission does not
receive City General Funds.

AUDIT RESULTS

Excessive time delays exist between SDHC Board and Housing Authority approvals.

Recommendation

1) The Executive Director of the Housing Authority should calendar matters for final action

by the Housing Authority within the time parameters set forth in SDMC §$98.0301 to avoid
excessive time delays between Board and Housing Authority approvals and avoid jeopardizing
housing business opportunities. As appropriate, the Executive Director should recommend that
the Housing Authority and City Council adopt effective resolutions to delegate authority to the
Board on “advisory only” issues that the Housing Authority identifies as routine, which would
alleviate the Housing Authority docket for more significant matters.

Response:

1) The San Diego Municipal Code, Chapter 9, Section 98.0301, paragraph (e) (3) states that
“If a matter is referred to the Housing Authority for final action, the Executive Director shall
promptly set the matter on the next available agenda of the Housing Authority, and the action
taken by the Commission shall be advisory.” However, it has been the long term practice that
Housing Authority agendas were set by the City Manager’s office (past practice) and, more
recently, by the Council President’s office (current practice).



The Housing Commission will work with the City Attorney’s office to recommend a procedure
whereby matters can be calendared for Housing Authority review in a timelier manner. If an
acceptable procedure cannot be identified, revision of the Municipal Code will be recommended
to include the actual practice of scheduling Housing Authority agendas.

Further, the Housing Commission will prepare a report that identifies routine issues and
recommend that the Housing Authority and City Council delegate authority for such issues to the
Housing Commission Board. Time for completion: December 2009,

Delavs and inconsistencies in the board appointment process and related Municipal Code for the
Housing Commission

Recommendations

2) City Administration should formally draft, review, approve and implement adequate process
documentation including procedures and communication standards between the City, the
nominees and SDHC (or other City-related Board or Commission) to ensure transparency in

government processes,

3)City Administration should clearly document the background investigation process to include
roles, responsibilities, process flows and documentation and communication standards
(including pre-established forms and checklists),

4} City Administration should either follow or facilitate the updating of the City Charter and
SDMC and to more accurately reflect the actual process as discussed above (so that they are
consistent with current practice). Any updates should include reference to the role of relevant
City departments who are responsible for completing background investigations as part of the
Board applicant vetting process,

5) The online Board member roster should be regularly updated by City Administration and
SDHC to accurately reflect the current confirmed members;

6) SDHC management should facilitate the modification of SDMC §98.0301(f)(1) to indicate
that “...commissioners appointed pursuant to this section shall be tenants of housing
commission units or Section 8 rental assistance program voucher recipients.”

Responses:

2-4) The Housing Commission will work collaboratively with City Administration to establish
and document procedures to ensure the appointment process, including background
investigations, is clear and available for public review through a variety of communication
channels. In addition, the Housing Commission’s General Counsel will work with the relevant
City departments and/or City Attorney’s office to explore updating the City Charter and SDHC



to more accurately reflect the actual process and practices used in this appointment process.
Time for Completion: April 2010

5) The Housing Commission’s website is currently being extensively rebuilt and when
completed will include the current members of the Housing Commission; this information will
be updated as needed. Time for Completion: December 2009

6) The Housing Commission’s General Counsel will work with the City Attorney’s office to
modify SDMC 98.0301(f)(1) to state that commissioners appointed pursuant to that section shall
be tenants of Housing Commission owned units or Section 8 Housing Choice Voucher program
recipients. Time for Completion: April 2010

Disposition of $2 million in relocation assistance funds is unclear.
Recommendation

7) City Administration should actively assess the status of the De Anza Harbor Resort funding
and whether repayment should be expected and engage SDHC in the process as feasible, and
take action as appropriate. This assessment would include a review of the status of the De Anza
project and the funds utilized since being appropriated from SDHC. Furthermore, City public
websites and any other referential material should be updated to accurately reflect current
contact and project status information.

Response:

7) The Housing Commission staff will be available to City Administration to review the status of
the De Anza Harbor Resort funding, prepare a status report and make recommendations to the
Housing Commission Board and Housing Authority regarding the potential repayment of these
funds. Time for Completion: June 2010

SDHC lacks adeguate succession planning for executive management services personmnel.

Recommendation

8) SDHC should take steps to develop and implement a formal succession plan or strategy for
EMS level positions, with particular focus on the CEO and COQ since they would appear fo be
the most difficult positions to fill. This plan should include ongoing efforts to capture
organizational knowledge from personnel at all levels, identifying and eliminating any barriers
to the plan’s success, and holding management accountable for results.

Response:

8) As a public agency in the State of California, the Housing Commission must ensure that any
and all of its employment practices are non-discriminatory and are not, even by perception,



unfair and exclusive. As noted in the Audit Report, the Housing Commission piloted a detailed,
specific Succession Plan, beginning in 2006. The pilot for the program focused on three
positions at the Housing Commission including that of Executive Vice President & Chief
Operating Officer. Participation in the Succession Plan Program was based on an employee’s
expressed interest in the opportunity and required significant time to be spent on special projects,
training, and coaching sessions, in addition to maintaining the employee’s assigned workload.
Rather than expand the scope of the Succession Program, renewed focus has been given to an
inclusive Professional Development Initiative. This initiative is open to all staff members who
are interested in careers in affordable housing and in potential future assignments at the Housing
Commission.

In addition, the Housing Commission is participating in an internship program with the National
Association of Housing & Redevelopment Officials. This program offers persons who are
interested in housing careers opportunities for specialized training, networking with other
housing agency staff and rotation of assignments at the Housing Commission and other
participating agencies.

Finally, the Housing Commission is collaborating with SANDAG to determine if that
organization’s professional development and succession programs offer additional opportunities
for employees interested in leadership positions with the Housing Commission. Time for
Completion: Ongoing

SDHC Personnel Records Require Better Organization

Recommendation

9) To ensure the completeness and accuracy of centralized SDHC personnel files, SDHC should
review and update the content of historical employee specific compensation and performance
evaluation documentation, as appropriate.

Response:

9) In 2006 the Housing Commission outsourced its Human Resources function in a cost saving
effort. Unfortunately, the result of this outsourcing was very disappointing and resulted in the
decision to reinstate Human Resources services using Housing Commission staff. One of the
primary reasons for this decision was the loss of data and poor recordkeeping by the selected
human resources vendor, the “low bidder” in the formal procurement process required to award
this contract.. During the one year period of the contract, many errors were discovered and upon
termination of the contract, a significant number of records were missing.



The Human Resources Department of the Housing Commission will complete a review of each
employee’s compensation and performance evaluation records to ensure a historical record is
available for all employees. Time for Completion: June 2010

Compensation adjustments were not in compliance with SDHC personnel policies.

Recommendation

10) SDHC should ensure that personnel have a completed performance appraisal
consistently finalized and processed prior to receiving any compensation increase or to change
personnel policies to reflect current performance appraisal and compensation increase practices

Response:

10) The Housing Commission agrees that performance evaluations should be completed prior to
receipt of increase in compensation. In the cases cited, performance evaluation discussions were
completed prior to change in compensation. However, the actual “hard copy” of the evaluation
document may have been signed and dated past the effective date of a salary increase. In
addition, the date the evaluation information is entered into the human resources database may
be several days later than the date of the performance discussion and/or sign off.

Human Resources provides monthly reports on upcoming evaluations and additional emphasis

will be placed on ensuring all evaluation discussions and “sign offs” occur prior to any change in
compensation. Time for Completion: Ongoing

Inconsistent Performance Evaluation Criteria

Recommendations

11) SDHC should review employee job descriptions and identify quantifiable and generally
applicable criteria for all employees, such as performance evaluation completion, timing and
compliance. SDHC should consider the creation of a performance appraisal template for use by
all levels of personnel, to include universal evaluation criteria such as the timely completion of
the performance evaluations.

12) SDHC should develop uniform and quantifiable management performance evaluation
criteria as an objective measure to aid in the performance evaluations of executive management
service (EMS) of subordinate staff (e.g. track the percentage of subordinate staff evaluations
that are delinquent or still outstanding by EMS employee and use this metric to objectively
compare EMS employee to one another).



Response:
11&12) Housing Commission Business Plan Strategy 52 includes the review and

recommendation of new performance evaluations tools for all Housing Commission positions to
include standardized performance measurements. Time for Completion: June 2011

Auto Allowances are Inconsistent with City Practices

Recommendation

13) SDHC should segregate automobile allowances from inclusion in the base compensation of
EMS personnel, or otherwise make them consistent with City practices as appropriate.

Response:

13) As noted in the Audit Report, the Housing Commission intended to mirror the City of San
Diego’s auto allowance practices. While it was never intended to provide additional benefits to
those Housing Commission employees who receive consideration for the use of their personal
automobiles while on Housing Commission business, this was the outcome.

Once the Commission received the draft Audit Report, this practice was reviewed and
immediately stopped and the prior practice of segregating auto allowances has been re-instated.
This action ensures that no additional benefits will accrue to EMS employees.

Time for Completion: Completed

The City has not reimbursed SDHC for $1.9 million of federal community development block
grant expenses.

Recommendation

14) City Administration and SDHC should finalize the fiscal year 2008 and 2009 CDBG service
agreements as soon as possible, The City Administration should consider disbursing the CDBG
program specific funding totaling $1,277,478 to SDHC upon receipt of adequate supporting

documentation, and expediting the review and disbursement approval for the remaining
$648,404.

Response:
14) All supporting documentation requested by the City CDBG Administration has been

submitted. To date, the Fiscal Year 2008 agreement has not been executed by the City nor has
the Housing Commission received the funding expected. Because FY2009 has closed, it has



been agreed that CDBG funds allocated to the Housing Commission in FY2009 will be
combined with CDBG funds allocated for FY2010 and both fiscal year allocations will be
included in one contract/service agreement. This agreement has not yet been received by the
Housing Commission for review and/or execution. Time for Completion: Unknown, depends
on City process

Inadequately defined CDBG process and documentation

Recommendation

15) In collaboration with SDHC personnel, City Planning & Community Investment staff should
clearly document the process and reporting expectations to facilitate the efficient and timely
submission of reimbursement requests from SDHC. These should be in the form of formalized
procedures or departmental guidelines.

Response:
15) The Housing Commission staff would be pleased to work with the City staft and the City

consultant to document the process and reporting requirements to ensure efficient submission of
reimbursement requests. Time for Completion: January 2010

Documentation of CDBG expenses submitted for reimbursement is incomplete and inaccurate.

Recommendation

16) As part of the negotiations and communications to clarify the documentation supporting
reimbursement requests, SDHC and City Planning and Community Investment staff should
assess and correct any documentation inaccuracies or inconsistencies, The contract with the
outside consulting firm (ICF) should clearly outline these expectations to develop appropriate
and comprehensive internal controls to monitor these types of funding activities.

Response:

16) The Housing Commission will work with the City staff and the City’s consultant in
whatever way is desired to identify and correct any documentation or procedural inaccuracies.
We clearly understand that the procedures set by the City in past years have been changed and
will look forward to a collaborative working relationship in the immediate future. Time for
Completion: January 2010



Potential delays in new development of public housing disposition

Recommendations

17) To ensure compliance with HUD terms, SDHC should make the progress of the 350 required
housing units a standing agenda item for discussion by the Board, which should include regular
reporting from the responsible members of SDHC management;

18) SDHC should continue to make progress on new development to meet the 350 unit goal,
within a five year timeline, and utilize existing undeveloped SDHC owned assets if necessary to
accomplish that objective. These expectations should be clearly outlined in future budgetary and
business planning documents, and should be included as a defined goal for the responsible
members of management and staff as applicable.

Response:

17&18) Effective in FY2010 (July 1, 2009), the Housing Commission Board will receive a
quarterly written report on the progress of developing additional affordable housing units, as
required by the disposition approval from HUD. In addition, the Board discusses the status of
this effort each time a new project is brought forward for discussion and possible approval.
Time for Completion: Ongoing

The 2009-2011 Business Plan, Strategy 4 requires the development of 210 of the 350 units
required to be completed by the end of June 2012 (fiscal year end). To date, the Housing
Commission Board has approved participation in projects that include a total of 242 units. These
units will serve households in various income ranges — from 30% Area Median Income (AMI) to
80% AMI. The properties are located on several different sites within the City of San Diego.
Also, the staff is working on a number of additional potential projects which will allow for
development of affordable units beyond the requirement of 350 units. Time for Completion:
FY2012

Data entry inconsistencies for public housing disposition tenants

Recommendation



19) SDHC personnel should take actions to ensure that the data related to public housing
disposition tenants are accurate within its information system. One potential solution to resolve
this would be creating a data extract from the information system to identify any data
discrepancies.

Response:

19) Each of the former public housing tenants who received Housing Choice Vouchers as part of
the disposition program has been “recertified” at least one additional time since the disposition
process was completed. Consequently, all information has been updated and verified and
transmitted to HUD as required for funding of the Section 8 program. It is important to note that
while proper coding is extremely important for funding purposes, housing agencies are allowed
to correct any inaccurate coding or reporting when it is discovered. Funding allocations are then
adjusted once the accurate information is entered into the system.

The disposition process was a unique situation. Because the requirements of the public housing
program and the Section 8 program vary somewhat, a complete data transfer between the two
program databases was not possible. Whenever feasible, the Housing Commission’s IT staff
uses data transfer as a means of ensuring the most accurate, up to date information is utilized for
client data management. Time for Completion: Completed



THE CITY OF SAN DIEGO

MEMORANDUM

DATE: July 28, 2009
TO: Eduardo Luna, City Auditor
FROM: Jay M. Goldstone, Chief Operating Officer

SUBJECT:  Response to Part [ of the Performance Audit of the San Diego Housing
Commission

This memorandum responds to the recommendations for City departments that were included in
Part | of the June and July 2009 Performance Audit of the San Diego Housing Commission. The
San Diego Housing Commission is responding separately to the recommendations directed to
their organization.

Recommendation #2, Page 21

City Administration should formally drafi, review, approve and implement adequate process
documentation including procedures and communication standards between the City, the
nominees and SDHC (or other City-related Board or Commission) to ensure transparency in
government processes.

Response: The Mayor’s Office concurs with this recommendation: The Director of
Appotintments to Boards & Commissions has been conducting and providing a clear, established
Boards & Commission process and procedures but processes and procedures were not formally
documented in writing. Through the process of the Housing Commission Audit, the Director of
Appointments to Boards & Commissions was able to work with Audit staff to create a flow chart
which accurately reflects the procedures in place to facilitate each appointment. The attached
flow chart (Attachment A) is an accurate and current representation of the application, vetting,
and appointment process and procedures undertaken for Housing Commission appointments and
all appointments to city boards and commissions by the Director of Appointments to Boards &
Commissions/Mayor’s Office. To further support the flow chart and Recommendation #2, a
detailed description of the application process, vetting procedures, communication standards, and
appointment process have now been formally drafted and approved. The appointment process
and procedures are outlined in the following 14 Stages:



Page 2
Eduardo Luna, City Auditor
July 28, 2009

Stage 1: Applications are provided to and received by the Mayor’s Office through various
methods Including on-line submissions and mailed-in applications distributed via the Clerk’s
Office; nominations by City Council members; and applications e-mailed or mailed directly to
the Mayor’s Office. The general application (“Candidate for Public Service Appointment”
application) for boards and commissions (Attachment B) is available on-line and can also be
submitted electronically.

Stage 2: Each application is reviewed by the Director of Appointments to Boards &
Commissions/Mayor’s Office in consideration of a particular opportunity on a board or
comarnission, and the most qualified applicants are selected to participate in the
vetting/appointment process. All other applications that are not selected are kept on file.

Stage 3: Upon determining that an applicant meets qualifications (expertise sought, specified
skills, residency, or specified qualifications as outlined in City Charter, Government Code, or
board or commission Municipal Code or Bylaws), the Director of Appointments to Boards &
Commaissions contacts the applicant for a preliminary discussion regarding service on a particular
board or commission and to obtain additional information about the applicant, as needed. An
overview of the board or commission’s role and responsibilities is provided during the
discussion, along with information on the composition of the board, board members’ term of
service/length of term, term expiration dates, Mayor’s appointment authority, council
confirmation, and application process.

Stage 4: During the discussion, the Director of Appointments to Boards & Commissions also
informs the applicant of the requirement that members of the particular Board or Commission
annually complete a Statement of Economic Interest (as applicable) to ensure applicant is aware
of required public disclosure of personal information should applicant be appointed to serve on
the board or commission. The Director of Appointments to Boards & Commissions also provides
information to applicant on the particular board or commission’s Conflict of Interest Code which
specifies the items/categories that each member of the board or commussion must disclose on the
Statement of Economic Interest. [Note: If a Conflict of Interest Code exists for a particular board
or commission, there is an automatic requirement that an applicant must be “vetted” by the
Police Department and City Attorney’s Office to ensure candidate is appropriate and suitable for
service on a particular board or commusston and to identify any potential conflicts of interest
should applicant become candidate that advances to the final stages of appointment process.
(More information on the vetting process is discussed in response to Recommendation #3). If no
Conflict of Interest Code exists for Board or Commission, then formal vetting of applicant is not
required and Director of Appointments to Boards and Commissions advances candidate to Stage
11 of appointment process. The general application, resume of applicant, and nomination memo
(if nominated) are docurnents utilized for the appointment process that does not require vetting.]

During the discussion, applicant must provide information on the community and counci] district
in which they reside, whether they have any affiliation with any contracts with the City of San
Diego by nature of their work, employment or involvernent with non-city organizations (This
part of the discussion helps provide preliminary information on whether a conflict of interest
might exist), and any additional information needed pertaining to the applicant’s expertise or
qualifications. If the applicant understands and is comfortable in fulfilling the requirement to
complete a Statement of Economic Interest on an annual basis, the Director of Appointments to
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Boards & Commissions discusses the required formal application and vetting process that
applicant must participate in and complete. The Director of Appointments to Boards &
Cominissions provides information on the 7-page “vetting application” (See Attachment C)
which is described as “information one would normally provide on a resume and 15 questions
(Questions 23-37 on application) toward end of application that help identify if applicant is
suitable and qualified to serve on a City Board or Commission and whether potential conflicts of
interest exist related to an applicant’s service or participation on a particular board or
commission.”

The Director of Appointments to Boards & Commissions specifies to applicant that bis/her
application and resume will be submitted to the Police Department (Background &
Investigations Unit) and the City Attorney’s Office for confidential review, investigation (“light”
background check), aud to determine whether any conflict of interest exists. In addition, the
Director of Appoinments to Boards & Commissions explains the Confidential Financial Inquiry
form (See Attachment D) that must be completed that waives Police Department liability and
permits/allows for the Police Department to investigate the applicant’s financial and credit
history. The Director of Appointments to Boards and Commissions also explains that the vetting
process can take an undetermined and unpredictable amount of time, but contact will be made to
applicant via e-mail or phone call to inform of status, as appropriate. If applicant states that they
are comfortable in providing their information and participating in the entire confidential vetting
process, the Director of Appointments to Boards & Commissions/Mayor’s Office determines if
applicant is suitable and should advance to vetting stage based on discussion, and then informs
applicant of next stage of process when appropnate. [Note: If duning discussion, applicant or
Director of Appointments to Boards & Commissions determines there are concerns with
applicant participating in the vetting process or applicant has conflicts of interest not suitable for
particular board or commission, discussion concludes and application is kept on file.]

Stage 5: If determination 18 made to advance applicant to vetting process, Director of
Appointments to Boards & Commissions provides e-mail to applicant with the following forms
and information:
e Office of Mayor Jerry Sanders Application Form — Boards and Commissions
Appointment, also known as the “vetting application” (Attachment C)
e Confidential Financial Inquiry Form (Attachment D) — Police department financial
inquiry watver
e Specified Conflict of Interest Code for Board or Commission is attached or link to
webpage is provided.
e FEthics Commission Fact Sheet for “Joining a City Board or Commission”
(Attachment E) which provides information on disclosure requirements, Statement of
Economic Interest, prohibitions and restrictions on gifts, financial interests and
conflicts of interest codes for boards and commissions subject to the City’s Ethics
Ordinance (all boards and commissions with conflict of interest codes)
¢ Information on specified board or commission which typically includes duties of
board, term, appointment authonty, council confirmation, composition of board,
disclosure requirements, link to specified board or commission’s website, if available,
and list of governing documents for board or commisston (1.e. specified section of
Charter or Municipal Code, Bylaws, Resolutions, and Council Policy 000-13)
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o Information on how to address and send three letters of recommendation to Mayor’s
Office

o Request for resume, if not previously submitted.

Typically, this e-mail to the applicant is provided within 24-48 hours of initial phone call and
discussion with applicant. Director of Appointments to Boards and Commissions also
encourages applicant in e-mail to complete and submit the application form as soon as possible.

Stage 6: Director of Appointments to Boards and Commissions typically receives the

emailed or faxed “vetting application” from applicant within two-five business days. Upon
receiving the application, Director of Appointments to Boards and Commissions immediately e-
mails completed application, applicant’s resume, and Confidential Financial Inquiry Form to
representative in Police Department’s Investigative Unit overseeing vetting process and
assignments to staff. Director of Appointments to Boards and Commissions also provides
requested deadline date for vetting completion. Should any questions or concerns arise during the
investigation into an applicant’s background, the police department contacts the Director of
Appointments to Boards and Commissions. The Police Department investigator may request
contact with an applicant to directly clarify information, discuss same name instances found in
public records or databases, or discuss the outcome of particular circumstances or judgments if
not listed or conclusive within records accessible by Police Department. If contact with applicant
is requested by Police Department, Director of Appointments to Boards and Commissions calls
applicant to inform them of contact by police department. If Police Department determines
concerns during vetting or phone call to applicant, the information is provided in Police
Department’s confidential vetting summary and may contact Director of Appointments to Boards
and Commissions directly to discuss information or concerns. If concerns are identified or
commumnicated in vetting summary, vetting concludes and application is kept on file. In addition,
if Police Department is unable to determine outcome of a judgment, lawsuit, federal or superior
court case, violation, circumstance, efc., they may state within their vetting summary of applicant
the need for the City Attorney’s Office to review specified information on file for applicant.

Stage 7: If applicant found suitable by Police Department, upon receiving the hard copy file of
applicant and vetting summary from the police department, the Director of Appointments to
Boards and Commissions immediately forwards applicant’s package to City Attorney’s Office
for next stage of vetting process which is a Conflict of Interest analysis and necessary research
not completed by Police Department. Director of Appointments to Boards and Commissions also
provides e-mail to City Attorney’s Office to request conflict of interest analysis vetting of
applicant and provides a requested deadline date for completion of vetting of each applicant
(usually within 5-10 business days). E-mail from Director of Appointments to Boards and
Commissions may also pose specific questions related to whether an applicant’s background,
employment, service on an outside or non-city related board or commission may pose a conflict
of interest in reference to the applicant’s potenhal service on a board or commission.

Stage 8: City Attorney’s Office reviews applicant’s file and vetting summary received by Police
Department and performs conflict analysis and other research, as applicable. Upon concluding
analysis, City Attorney’s Office provides confidential vetting summary to Director of
Appointments to Boards & Commissions which is reviewed to determine if applicant is
“cleared” and suitable to advance to final stages of appointment process.
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Stage 9: During different stages or points of the application and appointment process, the
Director of Appointments to Boards and Commissions is in contact with the Executive Director
or Staff Liaisons for each board or commission to inform them that a candidate(s) has been
identified or nominated and are being vetted to fill vacancies, or replace members who are
termed out or not seeking reappointment,

Stage 10: If candidate is approved/ “cleared” through vetting by Police Department and City
Attomey’s Office, the appointment process proceeds.

Stage 11: If applicant determined not suitable, application is kept on file. If applicant meets
qualifications, has appropriate expertise or skills sought for the Board, and is determined suitable
for service on the specified board or commussion, applicant is determined final candidate and
Director of Appointments to Boards and Commissions/Mayor’s Office proceeds with final stages
of appointment process which includes Mayor’s decision to appoint candidate, preparing for
Mayor’s Appointment Memo, contacting candidate, contacting board or commission executive
director or staff liaison and specified staff, and scheduling of Council Confirmation Hearing, if
applicable. All required paperwork is submitted via the electronic 1472 docketing process by
Director of Appointments to Boards & Commissions. The paperwork required for the docketing
process includes the memo announcing the Mayor’s appointment of candidate and the
candidate’s resume.

Stage 12: Director of Appointments calls candidate to announce appointment and e-mails
Mayor’s appointment memo. Mayor’s appointment memo 1s dstributed to City Council Offices
to announce appointment. Director of Appointments to Boards and Commissions may also call
specified Council members’ Chief of Staff to announce appointment of candidate if candidate
was nominated by Councilmember (as applicable) and also provides Mayor’s Appointment
Memo to board or commission executive director or staff liaison and specified staff.

Stage 13: Director of Appointments to Boards & Commissions contacts candidate, and confirms
and provides detailed information regarding the Council Confirmation Hearing. Director of
Appointments to Boards & Commuissions also notifies Executive Director and/or staff liaison for
board or commission of confirmed date of Council Confirmation Hearing.

Stage 14: Day of Council Confirmation Hearing: candidate(s) meet Director of Appointments on
mormning of Council Confirmation Hearing and are provided with additional details of the
hearing. Appointments and reappointments to Boards and Commissions typically occur on
Tuesday mornings at 10:00 a.m. and are typically listed on the Consent Agenda of the docket.
During the Consent agenda discussion, City Council members discuss the
appointments/reappointments and vote to confirm or decline the appointments/reappointments of
candidates. If vote is affirmative, the appointment/reappointment of candidate is confirmed by
City Council, and board or commission vacancy/opportunity is fulfilled. If
appointment/reappointment of candidate is declined, the vote is comrnunicated to the Mayor for
consideration, and the entire process to identify suitable candidate and application process begins
again.
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Recommendation #3, Page 21

City Administration should clearly document the background investigation process to include
roles, responsibilities, process flows and documentation and communication standards
(including pre-estublished forms and checklists).

Response: The Mayor’s Office concurs with this recommendation. (See Stages 4-10 of
Recommendation #2 for complete description of the confidential vetting/background
investigation process, forms, and communication standards.) As of December 2005, the City
Attorney’s Office performed all vetting for the City’s Boards & Commissions. With the election
of the new City Attomey in November 2008, that office initially declined to direct resources to
the vetting process. As a result, in January 2009, the Police Department officially took over the
vetting process and during that month and in early February certain limitations were realized and
expressed. In February, the Mayor’s Office again sought and requested the assistance of the City
Attorney’s Office to participate in the vetting process. In March 2009, the City Attorney’s Office
agreed to participate and solely provide Conflict of Interest vetting. There was some confusion
through March regarding the vetting the Police Department could perform, the type of vetting
and resources the City Attorney’s Office could provide, and staff/resource support for both
departments. There were certain areas of the vetting process in which the Police Department did
not have the staff, expertise or resources to perform or complete. In March, one Deputy City
Attorney was officially assigned to perform the Conflict of Interest vetting on behalf of the City
Attorney’s Office. The City Attorney’s Office commitment to the process became more formal
and refined in early April 2009.

Recommendation #4, Page 21

City Administration should either follow or facilitate the updating of the City Charter and SDMC
and to more accurately reflect the actual process as discussed above (5o that they are consistent
with current practice). Any updates should include reference 1o the role of relevant City
departments who are responsible for completing background investigations as part of the Board
applicant vetting process.

Response: The Mayor’s Office could review a possible City Charter amendment in reference to
the 45-day appointment guideline. However, no amendments are recommended for updates to
the Housing Comrussion Municipal Code as it relates to the appointment or vetting process. The
Director of Appointments to Boards & Commissions/Mayor’s Office makes every effort to
facilitate the Mayor’s appointment of an applicant to a board or commission within a 45-day
period; however, when the Mayor took office, the boards and commissions process was in a dire
state of disarray and there was a backlog of several hundreds of appointments and
reappointments from previous years that had not been implemented. Based on the circumstances,
the Mayor’s Office was unable to meet the 45-day appointment guideline as specified in the City
Charter. In addition, the 45-day guideline was drafted during a time when a much smaller
number of boards and commissions existed and there was no requirement to vet candidates,

Today, there are 46 active Boards and Commissions, and an extensive vetting process of
applicants that has historically delayed the process for appointing members to boards and
commissions. Due to the Mayor's commitment to remedy the backlog of the
appointments/reappointments, the Mayor put staff in place to work as diligently and timely as
possible to ensure the backlog of appointments/reappointments would occur, get back on
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schedule, and up to date. To date, the Mayor has made more than 600 appointments and
reappointments to city boards and comrmissions since taking office, and will be on time or ahead
of schedule for many appointments/reappointments to boards and commissions in 2009 and
future years.

Recommendatijon #5, Page 21
The online Board member roster should be regularly updated by City Administration and SDHC

to accurately reflect the curreni confirmed members.

Response: The on-line roster for the Housing Commission is updated and maintained by the City
Clerk’s Office, and the Clerk’s Office has typically been very responsive in updating the
Housing Commission roster and all other rosters for boards and commissions when
appointments/reappointments occur. Typically, the Clerk’s Office updates the register within 1-3
business days. There may have been some confusion when Todd Gloria, who was serving as a
Housing Commissioner in 2008, was clected as a Councilmember in November 2008, and a
resignation notice was not yet on receipt with the Clerk’s Office. It was determined that the letter
had been sent to Housing Commuission staff, but neither the Clerk’s Office nor the Mayor’s
Office received the letter or notification that a letter had been submitted. The resignation letter
was later received by the Mayor’s Office and Clerk’s Office in January 2009 and a replacement
for Todd Glora was identified and subsequently appointed to the Commission in March 2009.
The Clerk’s Office did update the roster in a timely manner upon the confirmation of the new
replacement candidate in March 2005.

Recommendation #6, Page 21

SDHC management should facilitate the modification of SDMC §98.0301(1)(1) to indicate that
“...commissioners appeinted pursuant to this section shall be tenants of housing commission
units or Section 8 rental assistance program voucher recipients.

Response: This recommendation applies to San Diego Housing Commission Management;
however, the Mayor’s Office concurs with this recommendation as this will help clarify and
support efforts to identify appropriate tenants to serve on the Commission.

Recommendation #7, Page 22

City Administration should actively assess the status of the De Anza Harbor Resort funding and
whether repayment should be expected and engage SDHC in the process as feasible, and take
action as appropriate. This assessment would include a review of the status of the De Anza
project and the funds utilized since being appropriated from SDHC. Furthermore, City public
websites and any other referential material should be updated to accurately reflect current
contact and project status information.

Response: Management agrees with the recommendation.

City Administration is unaware of any approval or transfer of funds from the Sludge Mitigation
Fund to any De Anza related account. The balance in the De Anza Operating fund as of the end
of FY09 was sufficient to cover the funds allocated from the SDHC in 2003 should it be
determined that this money should be repaid. More than $1 million remains from the original
allocation from SDHC. The City Attomey’s Office has the responsibility of negotiating the
settlement agreements with residents. Real Estate Assets processes paperwork for the payment of
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the settlement. An updated status of the settlement matrix will be requested from the City
Attommey’s Office. Due to the litigation which is currently prohibiting any changes at the Park, an
updated status on the litigation will be requested from the City Attorney’s office. Real Estate
Assets’ web site is in the process of being updated and will include any necessary updates for
any De Anza related information.

City Administration will actively assess the status of the De Anza Harbor Resort funding to
determine the disposition of all funds utthized 1n this project. A determination will be made as to
whether funds are owed or due to SDHC. This assessment and remediation of any possible De
Anza Harbor Resort funding issues will be completed by the end of December 2009.

Recommendation #14, Page 30

City Administration and SDHC should finalize the fiscal year 2008 and 2009 CDBG service
agreements as soon as possible. The City Administration should consider disbursing the CDBG
program specific funding totaling $1,277,478 to SDHC upon receipt of adequate supporting
documentation, and expediting the review and disbursement approval for the remaining
$648,404.

Response:
Management agrees with this recommendation.

The CDBG administrative office received SDHC’s final funding supporting documentation for
the fiscal year 2008 agreement on June 26, 2009. This documentation includes expenditures that
if determined to be eligible, will finalize the fiscal year 2008 service agreement between the City
and SDHC. The CDBG admuustration will expedite SDHC’s reimbursement upon execution of
the final agreement.

At the request of the SDHC, CDBG administration has put SDHC’s fiscal year 2009 service
agreement on hold. SDHC requested that CDBG administration combine fiscal year 2009 and
2010 allocations into one agreement.

The CDBG administration and SDHC are coordinating efforts to finalize a timeline for the
negotiation and execution of the fiscal year 2010 agreement.

Recommendation #15, Page 31

In collaboration with SDHC personnel, City Planning & Community Invesiment staff should
clearly document the process and reporting expectations to facilitate the efficient and timely
submission of reimbursement requests from SDHC. These should be in the form of formalized
procedures or departmental guidelines.

Response:
Management agrees with this recommendation.

Since 2007, the CDBG administration has been providing application and contract workshops
that has included the Housing Commission. These mandatory workshops have included details
on reporting and record keeping requirements per U.S Department of Housing and Urban
Development’s (HUD) CDBG Playing by the Rules Handbook and other Federal Regulations.
All CDBG sub-recipients, including SDHC were required to attend the workshop as a
prerequisite to the City executing an agreement.
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Additionally, the City bas recognized that the contracting and reporting process for the CDBG
Program is in need of further reform. In February 2009, the City hired a HUD-certified
consultant (ICF Consulting) to develop management and monitoring plans which would address
these issues. These plans are expected to be implemented during fiscal year 2010.

Recommendation #16. Page 32

As part of the negotiations and communications to clarify the documentation supporting
reimbursement requesis, SDHC and City Planning and Community Investment staff should
assess and correct any documentation inaccuracies or inconsistencies. The coniract with the
outside consulting firm (ICF) should clearly outline these expectations to develop appropriate
and comprehensive internal controls to monitor these types of funding activities.

Response:
Management agrees with this recommendation.

As stated in the response provided for Recommendation #15, the management and monitoring
plans developed by ICF will clearly outline what is expected of sub-recipients. In addition, the
CDBG administration will continue to work closely with SDHC staff to clearly communicate the
required internal controls necessary for proper documentation and reporting.

ce: Honorable Mayor Jerry Sanders



