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February 18, 2020

Shannon Callahan, Director
Portland Housing Bureau
421 SW 6t Avenue, 5 Floor
Portland, Oregon 97204

Dear Ms. Callahan

Attached is the report on the Portland Housing Bond Audit. The Portland Housing Bond Audit
evaluates the Bond Program’s financial performance through June 30, 2018. Because the
Oregon Constitution prior to November 2018 prohibited the lending of general obligation bond
proceeds to third parties, the Bond Program during the audit period through June 30, 2018
purchased properties with bond funds to be owned by the Portland Housing Bureau. Therefore,
the audit findings are specific to the property purchases and associated bond activities. Oregon
voters approved Measure 102 in November 2018, enabling cities and counties to use general
obligation bond proceeds for loans and grants to third party sponsors of housing projects.
Going forward, the Bond Program will use bond proceeds to provide gap loans to affordable
housing projects, rather than purchasing and owning properties to be used for affordable
housing.

The objectives of the Portland Housing Bond Audit were to determine if the Bond Program
through June 2018 was operating in a fiscally responsible manner, including

= The bond program maintains fiscal accountability;
= Bond proceeds are clearly and separately tracked;

= Assets purchased with bond proceeds are correctly valued and maintained in the City’s
financial system; and

= Financial statements and reporting are accurate.

We found that the Housing Bond Program funds were spent in a manner that adheres to the
language of the measure approved by the voters, and that the Bond Program is operating in a
fiscally responsible manner. Our report contains four findings covering the financial
performance of the Bond Program through June 2018, and five recommendations that are
intended to improve the efficiency of the Bond Program going forward. These areas of
increased efficiency include:
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(1) Formally documenting Housing Bond Program policies and procedures for determining
bond-eligible expenses, accounting processes related to the Bond Program, and property
appraisals; and

(2) Enhancing reporting on the Bond Program for Bureau management and external audiences.

We would like to thank the Portland Housing Bureau Director, Deputy Director, Finance and
Accounting Manager, and their staff for their assistance in providing information, answering
guestions, and reviewing this report. We would also like to thank the City’s Chief Financial
Officer, Assistant Controller, Debt Manager, City Auditor’s representative, and representatives
from Home Forward and the Bond Oversight Committee for taking the time to talk to us and
provide us essential information for this report. We would also like to acknowledge the
Portland Housing Bureau Director’s written response to our audit findings, beginning on page
31.

Sincerely
Jo—

Severin Campbell, Principal
Harvey M. Rose Associates LLC

[
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Executive Summary

The Portland Housing Bond Audit evaluates the Bond Program’s financial performance
through June 30, 2018. Because the Oregon Constitution prior to November 2018
prohibited the lending of general obligation bond proceeds to third parties, the Bond
Program during the audit period through June 30, 2018 purchased properties with
bond funds to be owned by the Portland Housing Bureau. Therefore, the audit findings
are specific to the property purchases and associated bond activities. Oregon voters
approved Measure 102 in November 2018, enabling cities and counties to use general
obligation bond proceeds for loans and grants to third party sponsors of housing
projects. Going forward, the Bond Program will use bond proceeds to provide gap
loans to affordable housing projects, rather than purchasing and owning properties to
be used for affordable housing.

The objectives of the Portland Housing Bond Audit were to determine if the Bond
Program through June 2018 was operating in a fiscally responsible manner, including

= The bond program maintains fiscal accountability;
= Bond proceeds are clearly and separately tracked;

= Assets purchased with bond proceeds are correctly valued and maintained in
the City’s financial system; and

= Financial statements and reporting are accurate.

We found that the Housing Bond Program funds were spent in a manner that adheres
to the language of the measure approved by the voters, and that the Bond Program is
operating in a fiscally responsible manner. Our report contains four findings covering
the financial performance of the Bond Program through June 2018, and five
recommendations that are intended to improve the efficiency of the Bond Program
going forward. These areas of increased efficiency include:

(1) Formally documenting Housing Bond Program policies and procedures for
determining bond-eligible expenses, accounting processes related to the Bond
Program, and property appraisals; and

(2) Enhancing reporting on the Bond Program for Bureau management and external
audiences.

Bond Program

Portland voters authorized the issuance of $258.4 million in general obligation bonds
in November 2016 to pay for affordable housing for low income families, seniors,
veterans, and people with disabilities. According to the ballot measure, bond funds
could be used to build new housing, or to purchase and rehabilitate existing housing in
order to maintain affordability and prevent displacement.

Harvey M. Rose Associates, LLC



Executive Summary

The Portland Housing Bureau has traditionally been a lender to third-party sponsors of
affordable housing projects. When Portland voters authorized the General Obligation
Bonds in November 2016 to develop affordable housing, the Oregon Constitution
prohibited the lending of general obligation bond proceeds to third parties; under
existing Oregon state law, local governments were required to retain full ownership of
housing projects built with bond monies. Consequently, Portland Housing Bureau
entered a new role of purchasing, owning, and operating housing.

The Portland Housing Bureau purchased three properties with Housing Bond proceeds
in 2017 and 2018 — the Ellington Apartments on NE 66™ Avenue, East Burnside, and
Northeast Prescott. The City issued $53.1 million in bonds in 2017 and 2019 to finance
the purchase of these three properties, as shown in the Exhibit below.

Exhibit: Sources and Uses of Funds to Purchase the Ellington, Prescott, and East
Burnside Properties

2017 Series A 2019 Series B
East 2019 Series B

Sources Ellington Burnside Prescott Subtotal Total
Housing Bond Proceeds $37,480,567| $15,055,140 $592,978! $15,648,118| $53,128,685
Residual Bond Proceeds 22,423 22,423
Short Term Rental Bonds 8,932,222 8,932,222
Housing Investment Fund 1,111,372 1,111,372
Total Sources $47,546,584 | $15,055,140 $592,978: $15,648,118| $63,194,701
Uses

Property Purchase $47,000,000| $14,300,000 $500,000! $14,800,000| $61,800,000
Other Acquisition Costs 265,357 81,070 66,428 147,499 412,856
Issuance Costs 278,059 138,767 4,852 147,499 421,677
Total Uses $47,543,415| $14,519,837 $571,280: $15,091,117 | $62,634,533
Net Proceeds @ $3,168 $535,303 $21,698 $557,001 $560,169

Source: Portland Housing Bureau

@ Net proceeds of $560,169 consist of $552,501 to be used for site development work for 3000
Powell Street, and $7,667 in other net proceeds.

Subsequent to the purchase of the Ellington, East Burnside, and Northeast Prescott
properties, Oregon voters approved Measure 102 in November 2018, enabling cities
and counties to use general obligation bond proceeds for loans and grants to third
party sponsors of housing projects. Going forward, the Portland Housing Bureau will
allocate Housing Bond proceeds to third party housing sponsors; the Bureau issued a
Bond Opportunity Solicitation in April 2019 to select housing projects sponsored by
third parties for grants/loans of bond funds, and awarded funds in September 2019 to
nine new projects.

Harvey M. Rose Associates, LLC



Executive Summary

Findings and Recommendations

1. The Portland Housing Bureau’s procedures for determining if expenses are bond-
eligible should be formalized and documented

Prior to November 2018, the Oregon Constitution only allowed general obligation
bond proceeds to be used to acquire or rehabilitate properties owned by the Portland
Housing Bureau (“acquisition model”). Under the acquisition model, the Bureau lacked
documented policies and procedures on what costs were chargeable to the Housing
General Obligation Bonds and how non-eligible costs were to be funded. A lack of
documented policies and procedures could result in incorrect charging to the Bonds or
insufficient reimbursement for bond-eligible expenses especially in the event of
employee turnover. While it does not appear as though any ineligible costs were
charged to the Housing Bonds, the Bureau may have been able to receive
reimbursement for additional indirect costs such as use of Bureau space and
equipment. It may be reasonable for the Bureau to subsidize Program costs, but
Bureau management should ensure this policy is documented.

As of November 2018, the Bureau had incurred approximately $6.2 million in
additional program costs to support the Bond Program under the acquisition model
beyond the $52.7 million reimbursed by the Housing Bonds. These costs included $5.7
million associated with property acquisitions, $108,667 in staff and due diligence costs
to review properties that were ultimately not purchased, and $430,052 in other
program costs, including costs related to development of the Bond Policy Framework
and bond counsel charges that were not bond-eligible. Going forward the Bond
Program will use bond proceeds to make gap loans to third party affordable housing
sponsors (“gap loan model”), in accordance with Measure 102 passed by Oregon
voters in November 2018.

Recommendation 1: The Housing Bureau Director should ensure that financial policies
and procedures are formalized and documented for the Housing Bond Program under
the gap loan model that specify (a) what costs are chargeable to the Housing Bonds;
(b) how non-eligible costs are to be funded and tracked for monitoring and planning
purposes; and (c) who is responsible for determining what costs may be charged to
the Housing Bonds.

2. The Bureau’s accounting procedures should be formalized and documented

Accounting procedures were not documented for the Housing Bond Program under
the acquisition model, including tracking and close-out of subfunds, procedures for
allocating staff costs to specific projects, and capitalization of assets. The Government
Finance Officers Association (GFOA) recommends that government agencies
document accounting policies and procedures to enhance accountability and
consistency and to serve as a training tool for staff. A lack of documented policies and
procedures can lead to inconsistent accounting practices, especially in the event of

Harvey M. Rose Associates, LLC
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Executive Summary

staff turnover. Staff report that there were instances of inconsistent charging by staff
under the acquisition model that required subsequent clean-up and corrections to
ensure expenses were charged to the correct subfund and project. While this did not
appear to have resulted in inappropriate charges to the Housing Bonds, it indicates
that procedures may have been overly complicated and not sufficiently documented.

Recommendation 2: The Housing Bureau Finance and Accounting Manager should
formalize and document accounting procedures for the Housing Bond Program under
the gap loan model and ensure that any outstanding processes associated with the
acquisition model (including asset -capitalization and subfund close-out) are
completed.

3. The Bureau should document its procedures for property appraisals

The Portland Housing Bureau purchased three properties with Housing Bond proceeds
in 2017 and 2018 prior to approval of Measure 102 by Oregon voters amending the
Oregon Constitution to allow allocation of general obligation bond monies to third-
party sponsors of affordable housing development. The Portland Housing Bureau’s
process to identify, review, and select properties for purchase is sufficiently thorough
to assure that the Bureau’s property purchases conform to the Bureau’s criteria. The
Bureau has also implemented procedures for assessing the physical and financial
feasibility of property purchases and ownership. While the Portland Housing Bureau
obtained third party appraisals or market comparisons for the three properties
purchased with bond proceeds, the Bureau does not have a written policy on
obtaining third party appraisals prior to approval of the purchase by the City Council.
While the Housing Bond Program going forward will be a lender to, rather than an
owner of, affordable housing projects, the Bureau has purchased other properties
outside of the Housing Bond Program and would benefit from documenting appraisal
procedures.

Recommendation 3: The Housing Bureau Director should develop a written policy on
obtaining third-party appraisals for properties to be purchased by the Bureau prior to
obtaining approval by the City Council for the respective property purchases.

4. Financial Reporting on the Housing Bond Program could be improved

The Housing Bureau could improve financial accountability of the Housing Bond
Program by providing more detailed reports on Housing Bond Program activities to
program management on a regular basis. Financial reports produced under the
acquisition model were either not regularly produced or not sufficiently detailed to
provide a complete picture of program activities. In addition, external reporting to the
Bond Oversight Committee and the public could be enhanced to improve oversight by
providing more detailed information. A lack of sufficient financial oversight can result
in poor financial performance, including inefficient resource allocation and over-
spending. Regular financial reports specific to Housing Bond Program activities should

Harvey M. Rose Associates, LLC



Executive Summary

be provided to Bureau management and to external audiences to enhance financial
accountability under the gap loan model.

Recommendation 4: The Housing Bureau Finance and Accounting Manager should
provide regular reports (e.g. quarterly) to Bureau management on program spending
by funding source, including Housing Bonds and other sources. The reports should
include detailed information by expenditure type and meet the needs of management
under the gap loan model.

Recommendation 5: The Housing Bureau Deputy Director should provide regular
financial reports to the Bond Oversight Committee at least twice per year and include
similar information in the Program’s annual report. The reports should include
detailed information for Housing Bond funds by expenditure type and meet the needs
of the Bond Oversight Committee.

We would like to thank the Portland Housing Bureau Director, Deputy Director,
Finance and Accounting Manager, and their staff for their assistance in providing
information, answering questions, and reviewing this report. We would also like to
thank the City’s Chief Financial Officer, Assistant Controller, Debt Manager, City
Auditor’s representative, and representatives from Home Forward and the Bond
Oversight Committee for taking the time to talk to us and provide us essential
information for this report.

Harvey M. Rose Associates, LLC



Introduction

Audit Objectives

The objectives of the Portland Housing Bond Audit were to determine if the Bond
Program was operating in a fiscally responsible manner, including

= The bond program maintains fiscal accountability;
= Bond proceeds are clearly and separately tracked;

= Assets purchased with bond proceeds are correctly valued and maintained in
the City’s financial system; and

= Financial statements and reporting are accurate.
Audit Scope

The November 2016 ballot measure authorizing $258.4 million in general obligation
bonds to fund affordable housing for low income families, seniors, veterans, and
people with disabilities required annual audits.

The Portland Housing Bond Audit evaluates the Bond Program’s financial performance
through June 30, 2018. Because the Oregon Constitution prior to November 2018
prohibited the lending of general obligation bond proceeds to third parties, the Bond
Program during the audit period through June 30, 2018 purchased properties with
bond funds to be owned by the Portland Housing Bureau. Therefore, the audit findings
and recommendations focus on the property purchases and associated bond activities.
Oregon voters approved Measure 102 in November 2018, enabling cities and counties
to use general obligation bond proceeds for loans and grants to third party sponsors of
housing projects. Going forward, the Bond Program will use bond proceeds to provide
loans or grants to affordable housing projects, rather than purchasing and owning
properties to be used for affordable housing.

The Portland Housing Bond Audit evaluates the Bond Program’s purchase of three
properties prior to June 2018, using general obligation bond proceeds, including
interfund loans pending the issuance of the bonds, timing of bond issuance,
documentation of bond expenditures, procedures to purchase properties with bond
funds, recording of assets purchased with bond funds in the City’s financial system,
and reporting and oversight of bond expenditures.

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

Harvey M. Rose Associates, LLC
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Audit Methodology

We began this performance audit with an entrance conference on July 30, 2019 with
the Portland Housing Bureau Director, Deputy Director, and Bureau staff with
responsibility for the Bond Program. We interviewed representatives from the
Portland Housing Bureau; Portland City Auditor; Portland Chief Financial Officer,
Portland Budget and Debt Management, Bond Oversight Committee, and Home
Forward to obtain an understanding of the Bond Program. We obtained and reviewed
detailed documents on Bond Program budgets, expenditures charged to the Bond
Program, interfund loans, bond issuance, subfunds, asset capitalization procedures,
financial system controls, property purchases, and reporting; and followed up with
Portland Housing Bureau and other City of Portland representatives to ensure an
accurate understanding of the Portland Housing Bond Program.

We provided a status update on October 24, 2019 to the Portland Housing Bureau
Director and Deputy Director, summarizing potential findings and areas of further
evaluation. We submitted a confidential draft report, summarizing our findings and
recommendations, to the Bond Program Manager on December 5, 2019, and
conducted an exit conference on January 22, 2020 with the Portland Housing Bureau
Director, Deputy Director, and other representatives. Based on information provided
at the exit conference, we revised our report and submitted our final report to the
Portland Housing Bureau Director and Deputy Director on January 30, 2020. The
Portland Housing Bureau Director provided a written response to our findings and
recommendations, attached to this report beginning on page 31.

Summary of Audit Results

We found that the Housing Bond Program funds were spent in a manner that adheres
to the language of the measure approved by the voters, and that the Bond Program is
operating in a fiscally responsible manner. Our report contains four findings covering
the financial performance of the Bond Program through June 2018, and five
recommendations that are intended to improve the efficiency of the Bond Program
going forward. These areas of increased efficiency include:

(1) Formally documenting Housing Bond Program policies and procedures for (a)
determining bond-eligible expenses, (b) accounting processes related to the Bond
Program, and (c) property appraisals; and.

(2) Enhancing reporting on the Bond Program for Bureau management and external
audiences.

Implementation of the Bond Program

Portland voters authorized the issuance of $258.4 million in general obligation bonds
in November 2016 to pay for affordable housing for low income families, seniors,
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veterans, and people with disabilities. According to the ballot measure, bond funds
could be used to build new housing, or to purchase and rehabilitate existing housing in
order to maintain affordability and prevent displacement.

Bond Program Oversight

Bond Oversight Committee

The ballot measure provided for a Bond Oversight Committee to review bond
expenditures and report annually to the City Council and public. The five-member
Bond Oversight Committee was established in July 2017, appointed by the City
Councilor overseeing the Portland Housing Bureau for the expected duration of the
Bond Program of five to seven years.

Housing Bond Policy Framework

The Portland Housing Bureau established the Stakeholder Advisory Group — comprised
of representatives from the Bond Oversight Committee, Home Forward, Portland
Housing Advisory Commission, and other community organizations — in April 2017 to
develop the Policy Framework for the Bond Program. The Stakeholder Advisory Group
held a series of meetings between April 2017 and September 2017 to receive input on
the Policy Framework, which set housing development goals and target populations
for affordable housing, and was intended to be used by the Bond Oversight
Committee to evaluate Bond Program expenditures. The goals of the Policy
Framework include:

= Production of 1,300 new housing units affordable to households with income
up to 60 percent of Area Median Income (AMI);

= |nvestment in housing throughout the City and in areas close to transportation,
parks, and other amenities; and

= Granting priority for housing to communities of color, families with children,
and households experiencing homelessness or at risk of displacement.

In June 2019, the Portland City Auditor released a report, which found that the
Portland Housing Bureau had established clear criteria for project selection consistent
with promises to voters, is applying those criteria to project selection to ensure that
bond goals are met, and has systems in place to ensure bond-funded housing serves
intended populations. The Portland Housing Bureau initiated the purchase of the first
bond-funded property, the Ellington Apartments at 1610 NE 66™" Avenue, prior to City
Council approval of the Policy Framework in October 2017, but subsequent property
purchases were to be measured against the criteria included in the Policy Framework.

Bond Property Review Committee

The Portland Housing Bureau established the Bond Property Review Committee to
evaluate the potential purchase of properties using bond funds. The Bond Property
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Review Committee consisted of Bureau managers, and a representative from the Bond
Oversight Committee and Home Forward.

Between December 2017 and July 2018, the Bond Property Review Committee
evaluated the potential purchase of 13 properties, of which seven were considered to
be financially viable. Two of these properties — 5827 NE Prescott Street (“NE Prescott”)
and 10225 E. Burnside Street (“E Burnside”) — were purchased with bond funds
(discussed further below). The third property purchased with bond funds — the
Ellington Apartments — was purchased by the Bond Program prior to the formation of
the Bond Property Review Committee.

Bond Spending

The City of Portland has issued $53.1 million in Housing General Obligation Bonds,
shown in Exhibit 1 below, with $205.3 million of the authorized $258.4 million still to
be issued. The initial $53.1 million funded the purchase of the Ellington Apartments, E

Burnside, and NE Prescott.

Exhibit 1: Housing General Obligation Bond Issuances

Bond Series 2017 Series A 2019 Series B Total
Date of Issuance 5/18/2017 5/2/2019
Sources
Par Amount $35,085,000 $15,610,000 $50,695,000
Net Premium 2,395,567 38,118 2,433,685
Bond Proceeds $37,480,567 $15,648,118 $53,128,685
Uses
Project Costs
Building Cost $37,000,000 $14,800,000  $551,800,000
Acquisition Expenses 199,340 147,499 346,839
Remaining Proceeds ® n/a 552,501 552,501
Project Costs Subtotal $37,199,340 $15,500,000 $52,699,340
Issuance Costs
Cost of Issuance $51,909 $47,591 $$99,500
Underwriter's Discount 226,150 96,027 322,177
Issuance Costs Subtotal $278,059 $143,619 $421,677
Additional Proceeds $3,168 $4,499 $7,667
Total Uses $37,480,567 $15,648,118 $53,128,685

Source: City of Portland Debt Management and Portland Housing Bureau

@ According to a memorandum to the October 3, 2019 Bond Oversight Committee, remaining
funds of $552,501 will be used for site development work at 3000 Powell Street.
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Property Tax Rates and Timing of Bond Issuances

The City Debt Manager, in Portland’s Bureau of Revenue and Financial Services,
manages the issuance of general obligation bonds in conformance with the City’s Debt
Management Policy. The November 2016 ballot measure authorizing the Housing
Bond stated that the tax rate “for the bonds...will not exceed $0.4208 per $1,000 of
assessed value” but did not promise that the tax rate would remain constant;
maintaining a constant tax rate, therefore, does not impact the timing for issuance of
the bonds. According to our interview with the City Debt Manager, the timing of the
issuance of the Housing Bond is determined largely by the budget process, including
the impact of property tax receipts as a source of funds to pay debt service on the
bonds.

Issuance of Taxable Bonds and Interest Payments

The City’s debt management team and tax counsel determined that the Housing
Bonds did not quality for tax-exempt status because the housing purchased or
developed using the bond proceeds serve private tenants. Taxable bonds carry a
higher interest rate than tax-exempt bonds; the Series 2017A Housing Bond interest
rate was approximately 2.9 percent and the Series 2019B Housing Bond interest rate
was approximately 3.3 percent. Total interest to be paid on the $53.1 million of Series
2017A and 2017B Housing Bond proceeds over 20 years is $18.2 million, for combined
principal and interest payments over 20 years of $71.3 million.

Interfund Loans Prior to Bond Issuance

The City Council approved the loan of other funds to bond-funded property purchases
prior to the issuance of the Housing Bonds. In December 2016, the City Council
approved the loan of $51 million from the Development Services Fund for the
purchase of The Ellington at 1610 NE 66" Avenue. In June 2018, the City Council
approved a loan of $48 million from the Development Services Fund, of which $14
million was for the purchase of 10225 E. Burnside Street, and the balance was for
other non-bond purposes. Repayment of the loans included accrued interest at the
rate of return of monies invested by the City of Portland. Interest paid from the
Housing Bond proceeds on the two loans from the Development Services Fund totaled
$328,291.

Property Purchases

The City of Portland issued $53.1 million of the $258.4 million in authorized Housing
General Obligation Bonds in two series, as shown in Exhibit 1 above. Bond proceeds
were used to purchase the Ellington, Prescott, and East Burnside properties, including
purchase price, associated acquisition costs, and bond issuance costs, as shown in
Exhibit 2 below.
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Exhibit 2: Sources and Uses of Funds to Purchase the Ellington, Prescott, and East

Burnside Properties

2017 Series A 2019 Series B
2019 Series B

Sources Ellington |East Burnside Prescott Subtotal Total
Housing Bond Proceeds $37,480,567| $15,055,140 $592,978 $15,648,118| $53,128,685
Residual Bond Proceeds 22,423 22,423
Short Term Rental Bonds 8,932,222 8,932,222
Housing Investment Fund 1,111,372 1,111,372
Total Sources $47,546,584| $15,055,140 $592,978; $15,648,118| $63,194,701
Uses

Property Purchase $47,000,000| $14,300,000 $500,000. $14,800,000| $61,800,000
Other Acquisition Costs 265,357 81,070 66,428 147,499 412,856
Issuance Costs 278,059 138,767 4,852 147,499 421,677
Total Uses $47,543,415| $14,519,837 $571,280; $15,091,117| $62,634,533
Net Proceeds ? $3,168 $535,303 $21,698 $557,001 $560,169

Source: Portland Housing Bureau

@ Net proceeds of $560,169 consist of $552,501 to be used for site development work for 3000
Powell Street, and $7,667 in other net proceeds, as shown in Exhibit 1 above.

The Portland Housing Bureau has traditionally been a lender to third-party sponsors of
affordable housing projects. When Portland voters authorized the General Obligation
Bonds in November 2016 to develop affordable housing, the Oregon Constitution
prohibited the lending of general obligation bond proceeds to third parties; under
existing Oregon state law, local governments were required to retain full ownership of
housing projects built with bond monies. Consequently, Portland Housing Bureau
entered a new role of purchasing, owning, and operating housing.

Subsequent to the purchase of the Ellington, East Burnside, and Northeast Prescott
properties, Oregon voters approved Measure 102 in November 2018, enabling cities
and counties to use general obligation bond proceeds for loans and grants to third
party sponsors of housing projects. The Portland Housing Bureau issued a Bond
Opportunity Solicitation in April 2019 to select housing projects sponsored by third
parties for grants/loans of bond funds, and awarded funds in September 2019 to nine
new projects. The bond allocation allows project sponsors to leverage other funds,
such as federal low income housing tax credits, to finance housing projects; bond
funding makes up approximately 45 percent and other funding sources make up
approximately 55 percent of the total development costs for these housing projects.
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According to the Portland Housing Bureaus September 24, 2019 press release,

approximately $45 million of the original $258.4 million Housing General Obligation
Bond remains available for future allocation.

The following sections contain our findings and recommendations.

Harvey M. Rose Associates, LLC



Housing Bond Program Financial Policies

Prior to November 2018, the Oregon Constitution only allowed general obligation
bond proceeds to be used to acquire or rehabilitate properties owned by the
Portland Housing Bureau. Under the acquisition model, the Bureau lacked
documented policies and procedures on what costs were chargeable to the Housing
General Obligation Bonds and how non-eligible costs were to be funded. A lack of
documented policies and procedures could result in incorrect charging to the Bonds
or insufficient reimbursement for bond-eligible expenses especially in the event of
employee turnover. While it does not appear as though any ineligible costs were
charged to the Housing Bonds, the Bureau may have been able to receive
reimbursement for additional indirect costs such as use of Bureau space and
equipment. It may be reasonable for the Bureau to subsidize Program costs, but
Bureau management should ensure this policy is documented.

As of November 2018, the Bureau had incurred approximately $6.2 million in
additional program costs to support the Bond Program under the acquisition model
beyond the $52.7 million reimbursed by the Housing Bonds. These costs included
$5.7 million associated with property acquisitions, $108,667 in staff and due
diligence costs to review properties that were ultimately not purchased, and
$430,052 in other program costs, including costs related to development of the Bond
Policy Framework and bond counsel charges that were not bond-eligible. Going
forward the Bond Program will use bond proceeds to make gap loans to third party
affordable housing sponsors, in accordance with Measure 102 passed by Oregon
voters in November 2018. The Bureau should ensure that financial policies are
documented under the gap loan model on what costs are chargeable to the Housing
Bonds and how non-eligible costs are to be funded and to ensure adequate
monitoring and planning for all Bond Program costs, including non-bond eligible
expenses.

The Bureau’s procedures for determining if expenses are bond-eligible
should be formalized and documented

As noted in the Introduction to this report, prior to voters’ approval of Measure 102 in
November 2018, amending the Oregon Constitution to enable cities and counties to
use general obligation bond proceeds for loans to third party sponsors of housing
projects, the Bond Program could only use bond proceeds to acquire or rehabilitate
buildings owned by the Portland Housing Bureau. Under the acquisition model during
the audit period through June 2018, the Bureau lacked documented policies and
procedures on what costs were chargeable to the Housing General Obligation Bonds
and how non-eligible costs were to be funded. A lack of documented policies and
procedures could result in incorrect charging to the Bonds or insufficient
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1. Housing Bond Program Financial Policies

reimbursement for bond-eligible expenses especially in the event of employee
turnover. Under U.S. Generally Accepted Accounting Principles (GAAP), bond-funded
capital projects may include capitalization of direct and indirect development costs
attributable to a capital asset. Direct development costs may include costs associated
with City staff who are managing the design and construction of a capital project, and
indirect costs may include overhead (such as rent and utilities) allocated to the
project’s development staff.! In practice, the Bureau received reimbursement from
bond proceeds for direct costs (including direct staff time and due diligence costs) and
some indirect costs (including PHB support services staff time, such as finance staff)
associated with the acquisition of three properties. While it does not appear as though
any ineligible costs were charged to the Housing Bonds, the Bureau may have been
able to receive reimbursement from bond proceeds for additional indirect costs such
as use of Bureau space and equipment. Bureau management report that they limited
cost-charging to the Bonds to ensure they could achieve program goals. It may be
reasonable for the Bureau to subsidize Program costs, but Bureau management should
ensure this policy is documented.

While Measure 26-179 limited administrative costs to 7.0 percent of total costs, actual
administrative costs reimbursed by the Housing Bonds have been far below the limit.
As shown in Exhibit 3 below, the Bureau received reimbursement for $346,839 in
acquisition costs?, which is equal to 0.7 percent of total project costs, well below the
7.0 percent limit.

! Draft Housing General Obligation Bond Memo from the City of Portland’s Debt Manager, June 27, 2019.
2 Acquisition expenses included due diligence costs to review the properties before purchase, closing fees and
other costs associated with purchasing property, and Bureau staff costs

Harvey M. Rose Associates, LLC



1. Housing Bond Program Financial Policies

Exhibit 3: Administrative Costs for Housing General Obligation Bond Issuances

Bond Series 2017 Series A 2019 Series B Total
Building Cost and Remaining Proceeds $37,000,000 $15,352,501  S$52,352,501
% of Total 99.5% 99.0% 99.3%
Acquisition Costs
Pre-paid Taxes $109,658 $102 $109,760
Appraisals 3,936 5,000 8,936
Closing Fees 1,181 2,485 3,666
Recording Fees 104 107 211
Owner's Policy Premium 54,685 12,581 67,266
E-Recording Fee 4 5 9
Other Fees - 550 550
Lien Search 157 - 157
Credit at Closing (53) (305) (358)
Additional Completion Costs - 40,000 40,000
Other Due Diligence Costs - 43,913 43,913
Bureau Staff Costs 29,668 43,060 72,728
Acquisition Costs Subtotal $199,340 $147,499 $346,839
% of Total 0.5% 1.0% 0.7%
Total Project Costs $37,199,340 $15,500,000 $52,699,340

Source: City of Portland Debt Management and Portland Housing Bureau

In addition to indirect costs for Bureau space and equipment, the City’s central
support services overhead, program planning costs, and other support services
including City Attorney and Debt Management/Treasury support were not charged to
the Bond program under the acquisition model. The Bureau subsidized most of these
expenses except the City’s central support services overhead which was not charged
to the Bond Program for activities through FY 2017-18. Although the majority of these
expenses were not bond-eligible under GAAP according to staff, the Bureau should
formalize and document procedures on what costs are chargeable to the Housing
Bonds and how non-eligible costs are to be funded and tracked under the new gap
loan model, in which going forward the Bond Program will use bond proceeds to make
gap loans to third party affordable housing sponsors rather than acquire properties to
be used for affordable housing. The policy should state who determines what costs
may be charged to the Bonds.

Bureau Costs to Support Housing Bond Program

As of November 2018, the Bureau had incurred approximately $6.2 million in
additional program costs to support the Bond Program under the acquisition model
beyond the $52.7 million reimbursed by the Housing Bonds. These costs included $5.7
million associated with property acquisitions, $108,667 in staff and due diligence costs
to review properties that were ultimately not purchased, and $430,052 in other

Harvey M. Rose Associates, LLC
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1. Housing Bond Program Financial Policies

program costs, including costs related to development of the Bond Policy Framework
and bond counsel charges that were not bond-eligible. Staff report that costs
associated with the Bond Policy Framework and costs associated with review of
properties that were ultimately not purchased were not eligible for reimbursement by
the Housing Bonds under GAAP because these costs were not associated with a
capitalizable asset. As shown in Exhibit 4 below, the $6.2 million in additional program
costs were funded by the Short Term Rental Fund and the Housing Investment Fund.

Exhibit 4: Housing Bureau Costs to Support Housing Bond Program, FY 2016-17
through FY 2018-19 1%t Quarter

Residual PHB Bond Program Costs Amount
Sources
Short Term Rental Fund $4,512,857
Housing Investment Fund 1,684,800
Total Sources $6,197,657
Uses
Additional Acquisition Costs
Building & Land Acquisition @ $1,067,778
Property Acquisition ® 3,923,844
Staff and Closing Costs 339,024
Internal Borrowing Costs 328,291
Acquisition Costs Subtotal $5,658,938
Acquisitions Not Completed
Staff and Due Diligence Costs ¢ $108,667
Other Program Costs -
Staff and Services ¢ $430,052
Total Uses $6,197,657

Source: Portland Housing Bureau

@ Additional funds to purchase the Ellington Apartments

b Property Acquisition costs for 3000 SE Powell Blvd

¢ Includes costs associated with reviewing the following properties, which were ultimately not
purchased: Ash Street Courtyard, Melrose Court Apartments, 10813 SW Barbur Blvd

4 Policy Framework development costs (including community outreach and communications) and
bond counsel charges

The Bureau should document procedures for how non-eligible Bond Program costs are
to be funded and tracked under the gap loan model to ensure appropriate monitoring
and planning for all Program costs, including non-bond eligible expenses.

Conclusion

Under the acquisition model, the Bureau lacked documented policies and procedures
on what costs were chargeable to the Housing General Obligation Bonds and how non-
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1. Housing Bond Program Financial Policies

eligible costs were to be funded. A lack of documented policies and procedures could
result in incorrect charging to the Bonds or insufficient reimbursement for bond-
eligible expenses especially in the event of employee turnover. While it does not
appear as though any ineligible costs were charged to the Housing Bonds, the Bureau
may have been able to receive reimbursement for additional indirect costs such as use
of Bureau space and equipment. It may be reasonable for the Bureau to subsidize
Program costs, but Bureau management should ensure this policy is documented.

Recommendation 1: The Housing Bureau Director should ensure that
financial policies and procedures are formalized and documented for
the Housing Bond Program under the gap loan model that specify (a)
what costs are chargeable to the Housing Bonds; (b) how non-eligible
costs are to be funded and tracked for monitoring and planning
purposes; and (c) who is responsible for determining what costs may
be charged to the Housing Bonds.

Harvey M. Rose Associates, LLC
12



2.

Accounting Procedures

Accounting procedures were not documented for the Housing Bond Program under
the acquisition model, including tracking and close-out of subfunds, procedures for
allocating staff costs to specific projects, and capitalization of assets. The
Government Finance Officers Association (GFOA) recommends that government
agencies document accounting policies and procedures to enhance accountability
and consistency and to serve as a training tool for staff. A lack of documented
policies and procedures can lead to inconsistent accounting practices, especially in
the event of staff turnover. Staff report that there were instances of inconsistent
charging by staff under the acquisition model that required subsequent clean-up and
corrections to ensure expenses were charged to the correct subfund and project.
While this did not appear to have resulted in inappropriate charges to the Housing
Bonds, it indicates that procedures may have been overly complicated and not
sufficiently documented. The Finance and Accounting Manager should document
accounting procedures under the gap loan model and ensure that any outstanding
processes associated with the acquisition model (including asset capitalization and
subfund close-out) are completed.

As of November 2018, the Bureau had created more than 15 subfunds (within the
Affordable Housing Bond Program Fund) to track Housing Bond Program activities
under the acquisition model, including subfunds for each acquisition (or potential
acquisition), subfunds for each property development project, and subfunds for
general program costs not allocated to specific projects. Some subfunds included
exclusively non-bond eligible expenses, while others included a mix of bond and non-
bond eligible expenses.® The Affordable Housing Bond Program Fund has multiple
sources of revenue, including the Housing Bonds for bond-eligible expenses, the inter-
fund loans from the Bureau of Development Services to cover expenses incurred
before bond issuance, and other sources (such as transfers from the Short Term Rental
Fund and the Housing Investment Fund) for non-bond eligible expenses (such as staff
and due diligence costs associated with reviewing properties that were ultimately not
purchased).

In addition to tracking bond eligible and non-bond eligible expenses, Housing Bureau
Finance staff were also responsible for clearly tracking which expenses were
capitalizable* (under GAAP) for each property acquisition, and notifying the City’s

3 For example, the Ellington Acquisition was funded through a mix of Housing Bonds and other sources.

4 As mentioned in Section 1, bond-funded capital projects may include capitalization of direct and indirect
development costs attributable to a capital asset. Direct development costs may include costs associated with City
staff who are managing the design and construction of a capital project, and indirect costs may include overhead

(such as rent and utilities) allocated to the project’s development staff.
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Office of Management and Finance that the asset could be capitalized once all
expenses had settled.

Under the gap loan model, the Housing Bureau will not have asset capitalization
responsibilities because it will not own new housing assets. In addition, Finance staff
developed a simplified process for cost tracking under the gap loan model and will no
longer be using numerous subfunds to track expenditures according to an internal
memo from June 2019. However, the Housing Bureau is still responsible for ensuring
bond and non-bond eligible expenses are clearly and separately tracked under the gap
loan model, and is responsible for closing out subfunds created and capitalizing assets
acquired under the acquisition model.

The Bureau’s accounting procedures should be formalized and
documented

Accounting procedures were not documented for the Housing Bond Program under
the acquisition model including tracking and close-out of subfunds, procedures for
allocating staff costs to specific projects, and capitalization of assets. The Government
Finance Officers Association (GFOA) recommends that government agencies
document accounting policies and procedures to enhance accountability and
consistency and to serve as a training tool for staff. A lack of documented policies and
procedures can lead to inconsistent accounting practices, especially in the event of
staff turnover. It also limited our ability to determine the appropriateness of
accounting procedures because we could not compare existing practice to policy. The
Finance and Accounting Manager should formalize and document accounting
procedures under the gap loan model.

Subfund Charging and Close-Out Procedures

The Bureau did not have documented procedures for determining the appropriate
subfund and project to charge expenses to or for closing out subfunds associated with
inactive projects under the acquisition model. Staff report that there were instances of
inconsistent charging by staff that required subsequent clean-up and corrections to
ensure expenses were charged to the correct subfund and project. While this did not
appear to have resulted in inappropriate charges to the Housing Bonds, it indicates
that procedures may have been overly complicated and not sufficiently documented.

Allocation of Bureau Staff Costs to Subfunds

Under the acquisition model, Housing Bureau staff costs were charged to the Housing
Bonds through: (a) direct charging of staff time to specific acquisition projects by staff
working directly on these projects; and (b) indirect allocation of staff time spent on
Housing Bond Program activities to specific projects. As shown previously in Exhibit 3,
a total of $72,728 in Bureau staff costs was charged to the Housing Bonds, including
both direct charges and indirect allocation. Staff direct charged time spent on specific
projects through the City’s timesheet system in SAP, the City’s financial system.
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Finance staff report that indirect allocation of staff time was done through the
Bureau’s budget process based on manager input and adjusted throughout the year as
needed.® In FY 2017-18, approximately 16.9 percent of total Program staff hours was
direct charged and 83.1 percent was allocated.

Finance staff report that the Bureau used one subfund to gather all indirect costs,
including allocated staff costs, and subsequently transferred some of those costs to
other subfunds associated with specific projects, but it is unclear how staff determined
the methodology for allocation to specific projects. The Finance and Accounting
Manager should document procedures for allocating Bureau staff costs to the Housing
Bonds under the gap loan model.

Closing-Out Subfunds

As of October 2019, most subfunds created under the acquisition model had not been
closed-out, including subfunds associated with acquisition of the Ellington
Apartments, NE Prescott, and E Burnside, as well as subfunds associated with several
acquisitions that were not completed. Delays in closing out subfunds may increase the
risk of incorrect charging as staff may still charge expenses to subfunds before they
are closed-out and can also delay the transfer of any balances so that they may be
used for other purposes. Exhibit 5 below shows the subfund balance and close-out
status for 13 subfunds. The reported subfund balances may not reflect Housing Bond
funds because some acquisitions were not bond funded and others may include a mix
of bond and non-bond funding.

5 For example, management estimated that roughly 10 percent of the Housing Bureau’s Director’s time was spent
on the Housing Bond Program in FY 2017-18, and Finance staff allocated 10 percent of the Director’s salary and
benefits cost to the Program. However, only a portion of those costs were charged to the Housing Bonds, as the
rest were funded through other revenue sources.
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Exhibit 5: Housing Bond Subfunds by Closed-Out Status, As of October 31, 2019

Closed-  Subfund Balance

Subfund Project Out As of 10/31/19
404101 Ellington Apartments Acquisition In-Process (58,205)
404103 Powell Street Acquisition* In-Process (2,066)
404203 Powell Street Development In-Process (277,860)
404105 SW Corridor 10318 (not completed)* In-Process 4,398
404106 SW Corridor 4855 (not completed)* In-Process (2)
404107 NE Prescott Acquisition In-Process (13,323)
404108 Melrose Court Acquisition (not completed)* Yes 0
404109 E Burnside Acquisition In-Process (27,088)
404110 Ash Street Acquisition (not completed)* In-Process 8,203
404500 GO Housing 2017 A Yes 0
404501 Limited Tax Rev Bonds* In-Process 2,809
404502 GO Housing 2019 B No 642,852
404001 Housing Capital Costs* In-Process 16,305
Total In-Process (excl. 404502) ($296,828)
Non-Bond Subfunds Only $29,648
Remaining Subfunds** (5326,476)

Source: Portland Housing Bureau

* Exclusively Non-Bond Funds

** Remaining subfunds include all subfunds that are not exclusively non-bond funded. For
example, the Ellington acquisition included both bond and non-bond funding. Therefore,
balances may not reflect bond funds.

Asset Capitalization

As of November 2019, the Bureau had not yet capitalized Housing Bond Program
assets, including the Ellington Apartments, NE Prescott, E Burnside and Powell Street.®
Finance staff report that they are in the process of capitalizing these assets but
inconsistent expense charging and subsequent clean-up efforts caused delays in the
process. As mentioned previously, the Housing Bureau will not have asset
capitalization responsibilities and will not use numerous subfunds to track
expenditures under the gap loan model because it will not own new housing assets.
However, the Finance and Accounting Manager should complete the subfund close-
out process and asset capitalization process associated with Bond program activities
that occurred under the acquisition model.

5 The Bureau purchased 3000 SE Powell Street with non-bond funds, but is using the Housing Bonds to fund
property development costs.
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Conclusion

The Portland Housing Bureau did not have documented procedures for setting up,
charging to, and closing out subfunds, and for capitalizing assets under the acquisition
model. The lack of documented procedures resulted in Bureau staff having to
subsequently clean-up and correct subfund entries to ensure expenses were charged
to the correct subfund, and caused delays in capitalization of assets in the City’s
financial system. While the subsequent correction of subfund entries does not appear
to have resulted in inappropriate charges to the Housing Bonds, it indicates that
procedures may have been overly complicated and not sufficiently documented. Also,
only two of 13 subfunds had been closed out as of October 2019, which could result in
incorrect charging to inactive subfunds.

Recommendation 2: The Housing Bureau Finance and Accounting
Manager should formalize and document accounting procedures for
the Housing Bond Program under the gap loan model and ensure that
any outstanding processes associated with the acquisition model
(including asset capitalization and subfund close-out) are completed.
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Portland Housing Bureau’s Property Acquisition

The Portland Housing Bureau purchased three properties with Housing Bond
proceeds in 2017 and 2018 prior to approval of Measure 102 by Oregon voters
amending the Oregon Constitution to allow allocation of general obligation bond
monies to third-party sponsors of affordable housing development. The Portland
Housing Bureau’s process to identify, review, and select properties for purchase, is
sufficiently thorough to assure that the Bureau’s property purchases conform to the
Bureau’s criteria. The Bureau has also implemented procedures for assessing the
physical and financial feasibility of property purchases and ownership. While the
Portland Housing Bureau obtained third party appraisals or market comparisons for
the three properties purchased with bond proceeds, the Bureau does not have a
written policy on obtaining third party appraisals prior to approval of the purchase
by the City Council. While the Housing Bond Program going forward will be a lender
to, rather than an owner of, affordable housing projects, the Bureau has purchased
other properties outside of the Housing Bond Program and would benefit from
documenting appraisal procedures.

Portland Housing Bureau’s Purchase and Ownership of Affordable
Housing

Prior to Measure 102, approved by Oregon voters in November 2018, amending the
Oregon Constitution to allow allocation of general obligation bond monies to third-
party sponsors of affordable housing development, the Portland Housing Bureau could
use bond funds only to purchase and own housing properties. In the two-year period
between November 2016, when Portland voters authorized the Housing Bond, and
November 2018, when Oregon voters approved Measure 102, the Portland Housing
Bureau purchased three properties using Housing Bond proceeds. These properties
included:

* Ellington Apartments at 1610 NE 66" Avenue, a 263-unit building built in the
1960s and purchased for $47 million, including $37 million in Housing Bond
proceeds and $10 million in Short Term Rental bond funds and Housing
Investment Fund monies;

= East Burnside at 10506 E Burnside Street (E Burnside), a newly-constructed 51-
unit building purchased for $14.3 million using Housing Bond proceeds; and

= Northeast Prescott at 5827 NE Prescott Street (NE Prescott), a lot with a single
family housing, purchased for $500,000 using Housing Bond proceeds.’

7 The Portland Housing Bureau selected Community Development Partners and Native American Rehabilitation
Association to develop 50 unit of housing at 5827 NE Prescott Street through the Spring 2019 Bond Opportunity
Solicitation. Of the $16.8 million in development costs, $7 million is funded by Housing General Obligation Bond
proceeds.
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The Portland Housing Bureau purchased three other properties between 2016 and
2018 — Joyce Hotel in 2016, 3000 SE Powell in 2017, and Westwind Apartments in
2018 — for which purchases were funded with Housing Investment Fund and other
monies. All three properties will be allocated Housing General Obligation Bond
monies in response to the Bond Opportunity Solicitation in Spring 2019.8

Property Selection Process

The Portland Housing Bureau identified Ellington Apartments as a purchase
opportunity before the approval of Housing Bonds in November 2016, and completed
the purchase in February 2017 before implementing its formal process to select bond-
funded properties. The Bureau drafted the initial property purchase process flow
chart and supplement in February 2017, which identifies the process to obtain
management approval of the potential property purchase prior to entering into a
Letter of Intent to purchase the property. The supplement to the flow chart further
details the steps in the property purchase process.

The Bureau issued a Request for Interest (RFI) in October 2017 to identify properties
to be purchased with bond funds. The RFI set requirements and preference criteria
for the selection of bond-funded properties, including construction date, minimum
number and size of units, rehabilitation costs per unit, parking spaces, and other
criteria. The Policy Framework, adopted in October 2017, further defined priorities for
selecting properties to be funded by bond proceeds.® Properties selected through the
RFI were to be initially reviewed for conformance to RFl and Policy Framework criteria
by Portland Housing Bureau and Home Forward staff; properties conforming to the
criteria were then submitted for further analysis to the Bond Property Review
Committee, consisting of Bureau management, and Home Forward and Bond
Oversight Committee representatives.

Bond Property Review Committee

Between December 2017 and July 2018, the Bond Property Review Committee
evaluated the potential purchase of 13 properties, and recommended further
research and discussion of seven of these properties.’® The Portland Housing Bureau

8 The Joyce Hotel at 322 322 SW 11™" Avenue was purchased in June 2016 for $4.2 million; 3000 SE Powell was
purchased in September 2017 for $3.2 million; and the Westwind Apartments at 333 NW 6% Street were
purchased in November 2018 for $3 million. Joyce Hotel development costs for 66 units of housing are $16.7
million, of which $2.25 million are Housing General Obligation Bond monies; 3000 SE Powel Boulevard
development costs for 180 units of housing are $56 million, of which $27 million are Housing General Obligation
Bond monies; and Westwind Apartments development costs for 100 units of housing are $28.5 million, of which
$11 million is funded by Portland’s Housing General Obligation Bond and $4 million is funded by the Multnomah
County general obligation bond.

® The Portland City Auditor’s June 2019 report, Portland Housing Bond: Early implementation results mostly
encouraging, evaluates the implementation of the Policy Framework.

10 Of the 13 properties, one property — 10225 E Burnside — was owned by Portland Housing Bureau and presented
to the Bond Property Review Committee for informational purposes only.
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purchased three properties recommended by the Bond Property Review Committee,
two of which were purchased with Housing General Obligation Bond monies and one
of which was purchased with other funds.!!

The Portland Housing Bureau did not move forward with the purchase of four
properties recommended for potential purchase by the Bond Property Review
Committee. In one instance, the Bureau entered into a purchase and sale agreement
with the seller, which provided for the termination of the agreement if certain
conditions were not met. The Bureau subsequently terminated the agreement
because the buyer and seller could not agree on the sales price following due
diligence review of the property.

Property Inspections Prior to Purchase

The Portland Housing Bureau’s property purchase supplement, noted above, provided
for comprehensive due diligence, use of the due diligence checklist and standard
purchase and sale agreement template, and a standard template for project financial
forecasting. Because the Portland Housing Bureau had limited background in property
purchase and ownership, the Bureau worked with Home Forward on property
purchases, development consulting, and asset management. Home Forward
participated in the purchase of E Burnside and 3000 Powell (which was not ultimately
purchased with bond funds), but not with the Ellington Apartments, which were
purchased prior to Home Forward’s participation.*?

Property Inspections

The Portland Housing Bureau template for the purchase and sale agreements was
revised between the purchase of the Ellington Apartments in early 2017, and of E
Burnside and NE Prescott in 2018. Each of the purchase and sale agreements required
an initial deposit into an escrow account, which was fully refundable if the agreement
was terminated within a specific timeframe: 15 days for the purchase of the Ellington
Apartments, and 90 days for E Burnside and NE Prescott. The Bureau was to conduct
inspections during this timeframe; the nature of the inspections varied on the type of
property to be purchased.

According to documents provided by the Portland Housing Bureau, property
inspections were conducted prior to the completion of the purchase for each
property. A condition assessment of the Ellington Apartments was obtained by the
seller in September 2016, which assessed the exterior and interior condition of the

11 The Westwind Apartments, which were reviewed by the Bond Property Review Committee, were purchased
with other funds but allocated bond funds in response to the 2019 Bond Opportunity Solicitation, as noted above.
Two other properties that were allocated bond funds — the Joyce Hotel and 3000 SE Powell — were purchased prior
to the formation of the Bond Property Review Committee.

12 Home Forward’s participation in the Ellington Apartments came later in 2018 when the Bureau and Home
Forward entered into an Intergovernmental Agreement.
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apartments, and detailed deferred maintenance, including timeframe and estimated
costs of necessary maintenance. The purchase and sale agreement for E Burnside,
which was a newly-constructed 51-unit building, required detailed architectural and
engineering plans and other construction/property documents to be provided to the
Portland Housing Bureau by the seller. According to the staff report to the City
Council, Bureau staff completed their own property condition assessment prior to
recommending purchase to the Council. NE Prescott was a lot with one single-family
house occupied on a month-by-month rental basis. The purchase and sale agreement
provided for zoning and other entitlement searches, evaluation of environmental
condition and other conditions, and feasibility of the property to be developed into
multi-family residences; and a full inspection was completed in May 2018.

Financial Assessments and Appraisals

Under the 2018 Intergovernmental Agreement between the Portland Housing Bureau
and Home Forward, Home Forward assists the Bureau in acquiring existing housing
projects.

Ellington Apartments Financial Assessment

The Ellington Apartments were the first property purchased using Housing Bond
proceeds, and the purchase pre-dated the formalization of the Portland Housing
Bureau’s procedures and Intergovernmental Agreement with Home Forward. While
the Bureau’s 2017 procedures provided for financial forecasting in the purchase of
properties, we did not find documentation on formal financial forecasting for the
purchase of the Ellington Apartments. The staff report to the City Council stated that
Bureau staff analyzed project financial information provided by the seller and
completed their own property condition evaluation, and estimated that the property
will have sufficient cash flow to cover expenses, including property management and
regular maintenance.

Income statements for 2014 through 2016, provided by the seller to the Portland
Housing Bureau, showed positive cash flow from the apartments. However, the 2016
income statements were based on 114 of the 263 housing units being market rate,
with the remaining units set aside for households with income ranging from 30
percent to 60 percent of Area Median Income (AMI), while under the Bureau’s
ownership, the Ellington Apartments will have no market rate units. According to
discussions with Home Forward staff, the Ellington Apartments likely have positive
cash flow, even if all the units are set aside for lower income households, because the
building does not carry debt and is subsidized by 52 housing project-based vouchers
provided by Home Forward.'3 Under the 2018 Intergovernmental Agreement, Home

13 The U.S. Department of Housing and Urban Development allows local housing authorities to allocate up to 20
percent of housing vouchers to project-based vouchers, allowing these voucher payments to be set aside for
specific housing units.
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Forward provides asset management for the Ellington Apartments, which includes
contracting with a property management company, and overseeing operating
budgets and maintenance requirements.

Ellington Apartments Appraisal

Portland Housing Bureau did not obtain a formal appraisal of the Ellington
Apartments prior to approval of the purchase by the City Council. The most recent
appraisal prior to approval of the purchase was in 2011, which estimated the as-is
market value at $24 million. According to the staff report to the City Council, the
purchase price of $47 million for the Ellington Apartments in 2017 was reasonable
and would be considered competitive by the sellers against market rate investors. An
appraisal conducted by Colliers International Valuation and Advisory Services in
January 2017, shortly before the close of escrow, appraised the property value at
$46.1 million, which according to the appraisal report, was below the purchase price,
but there were “some subject specific positive attributes for the buyer involved in the
planned acquisition and the buyer would not have been able to purchase the subject
without paying slightly above market”.

E Burnside and NE Prescott

Home Forward completed the financial assessment for the purchase of the E Burnside
property on behalf of the Portland Housing Bureau, projecting positive cash flow over
30 years. A third party appraisal report in May 2018 prior to completion of the
purchase confirmed the purchase price of $14.3 million.

No formal financial assessment was documented for the purchase of NE Prescott, a
lot slated for future development in contrast to the Ellington Apartments and E
Burnside, which are apartment buildings. According to the staff report to the City
Council, Portland Housing Bureau and Home Forward staff analyzed project financial
information provided by the seller and completed their own evaluation prior to
completion of the purchase. A report from a third party real estate consultant valued
the property at $400,000 based on comparable sales in the area over the prior six
months.

Ongoing Property Ownership and Operation

Under the 2018 Intergovernmental Agreement between the Portland Housing Bureau
and Home Forward, Home Forward contracts for property management and provides
asset management for the ongoing ownership and operation of the Ellington
Apartments and E Burnside. NE Prescott will be developed and operated by a non-
profit provider, selected through the 2019 Bond Opportunity Solicitation.
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Conclusion

The Portland Housing Bureau’s process to identify, review, and select properties for
purchase, including the formation of the Bond Property Review Committee, is
sufficiently thorough to assure that the Bureau purchases properties that conform to
the Bureau’s criteria. The Portland Housing Bureau’s property purchase supplement
from 2017 includes a template for assessing the financial feasibility of the property.
Based on documentation provided by the Bureau, the assessment of the physical
condition of the three bond-funded properties prior to purchase complied with the
inspection provisions of the respective purchase and sale agreements. The Portland
Housing Bureau also provided for ongoing management and operation of the bond-
funded properties through the Intergovernmental Agreement with Home Forward and
selection of non-profit providers through the 2019 Bond Opportunity Solicitation.

While the Portland Housing Bureau obtained third party appraisals or market
comparisons for the three properties purchased with bond proceeds, the Bureau does
not have a written policy on obtaining third party appraisals prior approval of the
purchase by the City Council.

Recommendation 3: The Housing Bureau Director should develop a
written policy on obtaining third-party appraisals for properties to be
purchased by the Bureau prior to obtaining approval by the City
Council for the respective property purchases.
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The Housing Bureau could improve financial accountability of the Housing Bond
Program by providing more detailed reports on Housing Bond Program activities to
program management on a regular basis. Financial reports produced under the
acquisition model were either not regularly produced or not sufficiently detailed to
provide a complete picture of program activities. In addition, external reporting to
the Bond Oversight Committee and the public could be enhanced to improve
oversight by providing more detailed information. A lack of sufficient financial
oversight can result in poor financial performance, including inefficient resource
allocation and over-spending. Regular financial reports specific to Housing Bond
Program activities should be provided to Bureau management and to external
audiences to enhance financial accountability under the gap loan model.

The Finance and Accounting Manager reviews two financial reports that are relevant
to the Housing Bond Program as part of a monthly review of Bureau-wide spending.
These reports include: (1) the Monthly Monitoring report in SAP, which compares
budgeted amounts to actual spending by program, funding source, and project; and
(2) the ZFIPYFOR report, which shows staff time charges by pay-period and subfund.
Bureau management report that the Finance and Accounting Manager reviews these
reports bimonthly with the Bureau’s Executive Team. In addition, the Finance and
Accounting Manager produced one formal written report specific to the Housing Bond
Program (“Bond Report”) on program spending for the Business Operations Manager
in November 2018. The report summarized program spending by expense type,
project, and funding source, including Housing Bonds and other sources.

Bureau staff regularly reported on the amount of Housing Bond funds spent to the
Bond Oversight Committee under the acquisition model at their quarterly meeting.
Staff presented the Progress Report Dashboard, which allowed members of the
committee to compare the percent of Housing Bond funds spent to progress on
program goals such as percent of supportive housing units built. The Progress Report
Dashboard from the July 12, 2018 meeting is shown in Exhibit 6 below.
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Exhibit 6: Progress Report Dashboard, July 2018
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Source: Bond Oversight Committee Meeting Presentation, July 12, 2018

Financial Reporting on the Housing Bond Program Could Be Improved

The Housing Bureau could improve financial accountability of the Housing Bond
Program by providing more detailed reports on Housing Bond Program activities to
program management on a regular basis. Financial reports provided to auditors were
either not sufficiently detailed or not regularly produced under the acquisition model.
Aside from the Bond Report produced in November 2018, program management did
not receive any formal reports on the Program’s financial activities that were specific
to the Housing Bond Program although finance staff report that they provided
information informally as requested by staff. In addition, auditors were not able to
glean a complete and detailed picture of Housing Bond Program financial activities
from the Bureau-wide Monthly Monitoring reports although they may serve the
accounting needs of the Bureau. In contrast, the Bond Report did provide a complete
and detailed picture of program activities but was not regularly produced or updated.
A lack of sufficient financial oversight can result in poor financial performance,
including inefficient resource allocation and over-spending. The GFOA recommends
that agencies establish processes for capital project monitoring and reporting to
improve financial accountability. The Finance and Accounting Manager should provide
regular reports (e.g. quarterly) to Bureau management on Housing Bond Program
spending by funding source, including Housing Bonds and other sources, that meet the
needs of management under the gap loan model. The reports should include detailed
information by expenditure type and project and allow for comparisons of year-over-
year performance.
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In addition, external reporting to the Bond Oversight Committee and the public could
be enhanced to improve oversight. While the Bond Oversight Committee received
regular information on total spending under the acquisition model, reporting could be
enhanced under the gap loan model to provide more detail, such as expenditure
information by expense type and by project, at least twice per year. External reporting
could be further enhanced by including similar information in the Housing Bond
Program’s annual report, which does not currently contain any financial information.

Conclusion

Financial Reporting on the Housing Bond Program could be improved. Internal
financial reports produced under the acquisition model were either not regularly
produced or not sufficiently detailed to provide a complete picture of program
activities to Bureau management. In addition, external reporting to the Bond
Oversight Committee and the public could be enhanced to improve oversight by
providing more detailed information. A lack of sufficient financial oversight can result
in poor financial performance, including inefficient resource allocation and over-
spending.

Recommendation 4: The Housing Bureau Finance and Accounting
Manager should provide regular reports (e.g. quarterly) to Bureau
management on program spending by funding source, including
Housing Bonds and other sources. The reports should include detailed
information by expenditure type and meet the needs of management
under the gap loan model.

Recommendation 5: The Housing Bureau Deputy Director should
provide regular financial reports to the Bond Oversight Committee at
least twice per year and include similar information in the Program’s
annual report. The reports should include detailed information for
Housing Bond funds by expenditure type and meet the needs of the
Bond Oversight Committee under the gap loan model.
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Appendix
Audit Methodology

Audit Objective and Scope
Audit Objectives

The objectives of the Portland Housing Bond Audit were to determine if the Bond
Program were operating in a fiscally responsible manner, including

= The bond program maintains fiscal accountability;
= Bond proceeds are clearly and separately tracked;

= Assets purchased with bond proceeds are correctly valued and maintained in
the City’s financial system; and

= Financial statements and reporting are accurate.
Audit Scope

The November 2016 ballot measure authorizing $258.4 million in general obligation
bonds to fund affordable housing for low income families, seniors, veterans, and
people with disabilities required annual audits.

The Portland Housing Bond Audit evaluates the Bond Program’s financial performance
through June 30, 2018, including interfund loans pending the issuance of the bonds,
timing of bond issuance, documentation of bond expenditures, procedures to
purchase properties with bond funds, recording of assets purchased with bond funds
in the City’s financial system, and reporting and oversight of bond expenditures.

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

Audit Process

The performance audit was conducted in three phases. The first phase consisted of
the initial assessment, the second phase was detailed field work, and the third phase
was reporting and quality assurance.

Initial Assessment

The project team met with Portland Housing Bureau staff responsible for the Bond
Program in a kick-off meeting on July 30, 2019. The purpose of this meeting was to
introduce the project team, discuss the audit process, and discuss our initial request
for information. Based on our discussion in the kick-off meeting, we revised our
request for information.
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Initial Request for Information

Documents obtained through our initial request for information and reviewed by
project team included:

= Policy Framework

= City of Portland policies and procedures for procurement

= Bond Property Assessment (review process, property RFl, brokerage RFP, Home
Forward RFP A&E services)

= 2019 Spring Bond Opportunity Solicitation

= Home Forward IGA

= Current Bond Projects, including project status and timelines

=  Agreements in effect with all Bond funded contractors, including in-house
management functions, professional services, and project contractors

= All annual reports for Bond program

= Al BOC annual reports

= Any Bond program status reports/updates:

= Bond Program organizational chart

= All packets submitted to Bond Property Review Committee

= List of City Council meeting dates when Bond purchases were approved and any
corresponding staff reports prepared for Council

Initial Interviews

We conducted survey interviews in July through September with the following City of
Portland and Portland Housing Bureau staff:

= Director and Deputy Director, Portland Housing Bureau

= Finance and Accounting Manager and Financial Analyst, Portland Housing
Bureau

= Housing Program Coordinator, Portland Housing Bureau

= Affordable Housing Program Manager, Portland Housing Bureau

= Representative, Bond Oversight Committee

= Principal Financial Analyst, City Budget Office

= City Debt Manager

= Principal Auditor, Portland City Auditor’s Office

Risk Assessment

Based on our initial document review and interviews, the project team identified
topics for further inquiry, including the specific risk to the organization associated with
each topic, the criteria by which we would evaluate the risk, and the evidence we
would need to determine the ongoing risks to the organization. The subsequent field
work was based on this risk assessment.
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Field Work
We categorized the topics for further inquiry into the following four categories:
1. Bond Issuance and Debt Management

This topic included (a) the impact of bond issuances on the tax rate, as promised to
the voters, and (b) the timing of bond issuances, and the planning for debt service in
conformance to City of Portland policy.

To evaluate this topic, we interviewed the City’s Debt Manager, and collected
documents pertaining to the bond measure, City debt policy, and bond pricing and
debt service for the 2017 Series A and 2019 Series B bonds.

2. Charges to Bond Funds

This topic included (a) interfund loans, (b) charging overhead/administrative costs,
staff time, and associated costs for property purchases to the bonds, (c) accounting for
bond funds separately from other funds, and (d) processes, controls to capitalize
assets.

To evaluate this topic, we conducted initial and follow up interviews with the Bureau’s
Financial Manager and Senior Financial Analyst, and the City’s Chief Financial Officer
and Assistant Controller. We collected and evaluated detailed documentation
including:

(a) City Council resolutions and staff reports on interfund loans, internal memoranda
on interest charges to interfund loans;

(b) Sources and uses of bond funds, General Fund overhead model, Office of
Management and Finance cost allocation criteria and metrics, payroll cost detail
(ZFIPYFOR), documentation on allocated staff costs, procedures for staff time
approval, documentation on Policy Framework and non-bond eligible costs;

(c) Memorandum on process for tracking bond costs, WBS element list, documents on
bond moves and cost reclass, subfund balances; and

(d) Office of Management and Finance policies on capital asset classification, internal
memorandum on GAAP reporting, quarterly inactive project listing.

3. Property Acquisition
This topic included the process to evaluate property purchases and use of bond funds.

To evaluate this topic, we interviewed representatives from the City Auditor’s Office,
Home Forward, and Bond Oversight Committee.

To conduct the detailed field work, we collected and evaluated additional documents,
including (a) Bond Policy Framework, (b) Bond Property Review Committee
documents, (c) Housing Bureau property acquisition flow chart and supplement, and
(d) purchase documents for each property, including appraisals, invoices, financial
projections, purchase and sale agreements, and City Council reports.
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4. Reporting

This topic included the Housing Bureau’s internal and external reporting on the
Housing Bond Program.

To evaluate this topic, we collected and evaluated documents, including Bond
Oversight Committee presentations and expenditure reports, monthly monitoring
reports, the Housing Bond Program’s annual report, and a sample quarterly bond
report.

Reporting and Quality Assurance

We gave a status update to the Portland Housing Bureau Director and Deputy Director
on October 24, 2019. We submitted a confidential draft report to the Director and
Deputy Director on December 5, 2019, summarizing our findings and
recommendations. We met with the Portland Housing Bureau Director and Deputy
Director on January 22, 2020 to discuss the confidential draft report. Based on
information provided to the audit team, we revised the draft report and submitted the
final draft report to the Bureau Director and Deputy Director on January 30, 2020.
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Portland
Housing Bureau

Mayor Ted Wheeler « Director Shannon Callahan

February 14, 2020

Severin Campbell, Principal
Harvey Rose Associates LLC
1390 Market St # 1025

San Francisco, CA 94102

Dear Ms. Campbell,

The Portland Housing Bureau (PHB) greatly appreciates the work done by Harvey Rose
Associates in the financial audit of the Portland Housing Bond (“Bond”) program. We
are pleased that the audit found that Bond funds were spent in a manner that adheres
to the language of the measure approved by voters, and that the Bond program is
operating in a fiscally responsible manner.

We appreciate the suggestions to further improve our work as laid out in the
assessment and recommendations. When the Bond funding was authorized by voters in
November 2016, our program implementation was based on Oregon state law at that
time which required a public entity to own the properties. As noted in the report, in
November 2018 there was a change to the Oregon State Constitution which enabled
PHB to change its implementation of Bond funds through a gap-financing model under
public or private ownership. This subsequently led to a need for changes and updates to
procedures that were not previously used or in place during the first phase of Bond
implementation, from November 2016 to November 2018. Below are responses to the
four findings.

Finding 1. The Portland Housing Bureau’s procedures for determining if expenses are
bond-eligible should be formalized and documented

PHB Response:

PHB used a conservative approach to charge costs to the Bond due to the
acquisition nature of the first phase of the implementation, which had a smaller
window of opportunity to capitalize costs than the City has experienced with
construction projects. Under the new gap-financing model, PHB and the City’s
Office of Management and Finance (OMF) have developed guidance that
connects Bond measure definitions, the State Constitution, GAAP guidance, and
a certification process to ensure development partners have clarity on what is or
isn’t a bond eligible expense. Eligibility will be monitored by PHB Finance and
Accounting.

Portland Housing Bureau 421 SW 6th Ave e Portland, OR 97204 e (503) 823-2375




Finding 2: The Bureau’s accounting procedures should be formalized and documented

PHB Response:

PHB agrees that the accounting structure for the first phase of the Bond was
overly complicated. Under the new gap-financing model, PHB has simplified the
structure and reached out to other bureaus for advice, which has been
incorporated into PHB's procedures. PHB’s accounting procedures, for the most
part, do not differ from overall City policies and procedures already in place.
Procedures for tracking program delivery costs under the new gap-financed
model have been drafted.

Finding 3: The Bureau should strengthen its procedures for evaluating the financial
feasibility of properties prior to completing the purchase

PHB Response:

For all property including land acquisitions for Bond projects, PHB used a 3rd
party appraisal or property valuation during the due diligence period and prior to
financial close. PHB will develop a policy to formalize this practice going forward.

Finding 4: Financial reporting on the Housing Bond Program could be improved

PHB Response:

The Finance and Accounting Team provides monthly budget to actual reports to
PHB management by program, funding source, and project. The detail of these
reports for Bond projects will also be provided quarterly. Major Bond
expenditures in the first phase of implementation occurred on an intermittent
basis due to the nature of the expenditures. Under new the gap-financing model,
guarterly expenditure reports are being presented to the Bond Oversight
Committee for review. PHB will continue to consult with the Bond Oversight
Committee as to the level of additional detail they find necessary.

We again thank Harvey Rose Associates for conducting this audit and providing us with
several areas for improvement as we continue implementation of the Portland Housing
Bond.

Sincerely,

AN, g P
L allaM g _

Shannon Callahan
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