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December 11, 2023

Michael Buonocore, Interim Director
Portland Housing Bureau

1900 SW 4™ Avenue, Suite 7007
Portland, Oregon 97201

Dear Mr. Buonocore:

Attached is the report on the Portland Housing Bond Audit FY 2021-22. The audit was conducted in
conformance to Generally Accepted Government Auditing Standards (GAGAS) issued by the U.S.
Government Accountability Office. The objective of the Housing Bond Audit was to (a) determine
for FY 2021-22 if bond dollars were clearly and separately tracked to maintain program and fiscal
responsibility, and (b) review policies and protocols for Bond implementation and evaluate if the
Portland Housing Bureau has met the intent of the Bond measure.

This report found that Portland Housing Bond Program activities and disbursement of Bond funds in FY
2021-22 complied with the City of Portland November 2016 measure approving the issuance of general
obligation bonds to develop affordable housing and Oregon Measure 102, approved in November 2018,
allowing bond proceeds to provide gap financing to affordable housing projects sponsored by private
developers. Our report included four recommendations. Three recommendations addressed ongoing
review of policies and staff training for project site visits, disbursement procedures for bond funds, and
application of special conditions to projects. One recommendation addressed reporting to the Bond
Oversight Committee on options to allocate the Program Delivery Fee to Portland Housing Bond Program
projects. The Portland Housing Bureau Interim Director agreed with the four recommendations in the
written response, attached to this report on page 16.

We would like to thank the Portland Housing Bureau Interim Director, Finance and Accounting Manager,
Housing Investment & Portfolio Preservation Manager, Housing Development & Construction Services
Manager, and their staff for their assistance in providing information, answering questions, and reviewing
this report.

Sincerely

Y/

Severin Campbell
Harvey M. Rose Associates, LLC

[
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|.  Portland Housing Bond Audit FY 2021-22

Audit Objective, Scope, and Methodology

Audit Objective

The objective of the Housing Bond Audit was to (a) determine for FY 2021-22 if bond dollars were clearly
and separately tracked to maintain program and fiscal responsibility, and (b) review policies and protocols
for Bond implementation and evaluate if the Portland Housing Bureau has met the intent of the Bond
measure.

Audit Scope

The audit scope covered expenditure of bond funds in FY 2021-22 to provide equity gap financing to
eligible affordable housing projects. The scope included review and assessment of:

=  Portland Housing Bureau’s decision making structures and internal controls to determine if those
structures provide reasonable assurance that PHB is meeting its objectives;

= Bond Program financial procedures to assure that these procedures meet program objectives,
safeguard resources, report reliable information, and comply with applicable laws; and

= Bond Program processes to ensure appropriate review, ongoing monitoring, and transparency.

Audit Methodology

We conducted this audit in conformance to Generally Accepted Government Auditing Standards (GAGAS)
issued by the U.S. Government Accountability Office. We held a kickoff meeting May 9, 2023, with the
Portland Housing Bureau Interim Director and Bureau staff with responsibility for the Bond Program. We
interviewed representatives from the Portland Housing Bureau and reviewed detailed documents,
including City and Bureau bond program policies, Bond Oversight Committee policies, underwriting
guidelines, Housing Investment Committee reports and City Council ordinances, budget and actual
reports, staff time charges, expenditure support documentation, loan and regulatory agreements, loan
closing and disbursement documents, and other documents to assess Bond Program spending.

We submitted a confidential draft report to the Portland Housing Bureau Interim Director on October 24,
2023, summarizing our findings and recommendations, and conducted an exit conference on November
6, 2023, with the Portland Housing Bureau Interim Director and Bureau representatives. Based on
information provided at the exit conference, we revised our report and submitted our final draft report
to the Portland Housing Bureau Interim Director on November 13, 2022. The Portland Housing Bureau
Director provided a written response to our findings and recommendations and summary of the Bond
Program accomplishments, attached to this report beginning on page 16.
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Summary of Audit Results

Portland Housing Bond Program activities and disbursement of Bond funds in FY 2021-22 complied with
the City of Portland November 2016 measure approving the issuance of general obligation bonds to
develop affordable housing and Oregon Measure 102, approved in November 2018, allowing bond
proceeds to provide gap financing to affordable housing projects sponsored by private developers.
Between 2019 and 2022, the Portland Housing Bureau developed the Bond Eligibility Uses Memo, Loan
Process and Closing Manual, Underwriting Metrics, Program Delivery Fee Guidelines, and Portland
Housing Bureau Process Overview, which provide guidance to Bureau staff and affordable housing
sponsors on appropriate use of bond funds. These documents have been effective in standardizing
Portland Housing Bond Program processes.

The Portland Housing Bond Audit FY 2021-22 reviewed: (1) the FY 2021-22 solicitation process for
affordable housing projects; (2) approval of requests for and disbursement of Bond funds in FY 2021-22;
(3) delays in scheduled completion and lease up of Bond-funded projects; (4) staff and administrative
charges to the Program Delivery Fee and allocation of the Program Delivery Fee to the Portland Housing
Bond Program; and (5) conformance of loan agreements to the Underwriting Metrics. Our
recommendations address management oversight and staff training in the following areas:

e Site visits and observation of the construction project by Senior Construction Coordinators are an
important part of the Portland Housing Bond disbursement process. Staff need to understand the
stages of construction and how site observations compare to the expected project stage. Our
review of FY 2021-22 disbursements found that site visits were generally well-documented.
However, as new construction coordinator staff are hired, site visit experience will be an
important part of staff training. As part of ongoing staff development and training, the Housing
Development and Construction Services Manager should periodically review site visit
requirements and procedures with construction coordinator staff and in team meetings. The
Housing Development and Construction Services Manager should also consider whether to
implement a site observation checklist. The checklist could be especially useful for new
construction coordinator staff without experience in architecture or construction management.

e Beginningin May 2022, the Portland Housing Bureau implemented new procedures for disbursing
Bond funds to strengthen internal controls and reduce the risk of fraud. The Portland Housing
Bureau Interim Director should ensure that the new procedures for disbursing Bond funds are
fully documented among the three units — Finance and Accounting, Housing Investment and
Portfolio Preservation, and Housing Development and Construction Services — and that Bureau
staff receive regular updates and training on these processes.

e The Underwriting Metrics and standard loan agreements provide for hard cost, soft cost, and
construction contingencies to provide sufficient funds to meet cost escalations or unforeseen
conditions. The loan agreement for one project that closed in FY 2021-22 included a “special
contingency” to cover any unexpected costs after the hard cost and soft contingencies had been
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used. Because the special continency is not a standard practice, the Housing Development and
Construction Services Manager and Housing Investment and Portfolio Preservation Manager
should ensure that staff are knowledgeable about use of the special contingency funds through
training and team meeting discussions.

e The Portland Housing Bureau is not on track to collect the full amount of the Program Delivery
Fee of $18.1 million. Allocation of the Program Delivery Fee to Portland Housing Bond projects is
less than 7 percent. The Portfolio Preservation Manager should report to the Bond Oversight
Committee on options to allocate the Program Delivery Fee to Portland Housing Bond Program
projects.

Portland Housing Bond Program Overview

In November 2016, Portland voters approved general obligation bonds of $258.4 million for affordable
housing for low-income families, seniors, veterans, and people with disabilities. Bond funds could be used
for the City to purchase and rehabilitate existing housing or build new housing. In 2017 and 2019, the City
issued approximately $52 million in Housing Bonds to purchase the Ellington Apartments and East
Burnside apartments and land on NE Prescott Street. Funds were also used for the development of a city-
owned site at 3000 SE Powell.

In November 2018, Oregon voters approved Measure 102, amending the State Constitution and allowing
Housing Bond proceeds to be used for affordable housing development by private sponsors. In 2020 and
2023, the City issued additional series of Housing Bonds, totaling approximately $205 million. The City
awarded bond funds to 13 affordable housing projects selected through a Bond Opportunity Solicitation
in 2019 and a subsequent Notice of Funding Availability in 2021. As of July 2023, all Portland Housing
Bonds had been committed to projects, as shown in Exhibit 1 below.
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Exhibit 1: Projects Funded by Portland Housing Bonds

Source of Funds
Bond Issuance

$258,400,000

Interest 3,030,458
Total Source of Funds $261,430,458
Use of Funds

Purchase of Land & Buildings

Ellington Apartments $37,000,000
East Burnside Apartments 14,300,000
Prescott (land) 500,000
Powell (site development) 263,853
Subtotal Purchase Land & Buildings $52,063,853
Awards to Private Sponsors

Anna Mann House $12,544,000
Las Adelitas 15,020,934
Cathedral Village 15,969,750
The Aurora (Stark Street) 14,926,500
Crescent Court (115th at Division St) 16,754,923
Hayu Tilixam (Prescott) 7,971,500
Emmons Place 19,786,343
The Joyce 802,500
Westwind (Starlight) 12,662,077
3000-3032 SE Powell 33,063,000
Alder 9 27,231,500
Hollywood Hub 22,525,560
Francis + Clare Place 9,421,891

Subtotal Award to Private Sponsors

$208,680,478

Total Project Funds 260,744,331
Reserves 686,127
Total Use of Funds $261,430,458

Source: July 2023 Bond Oversight Committee Report

As of July 2023, eleven of the 15 projects funded by the Portland Housing Bond project were complete
and open. Two projects — the Ellington and East Burnside apartments - were buildings purchased by the
City with bond funds prior to approval of Measure 102. The other nine projects were constructed and
operated by private affordable housing sponsors, selected through the 2019 Bond Opportunity
Solicitation.

As of July 2023, three projects — 3000 SE Powell, Alder 9, and Francis + Clare Place — were in construction
with expected completion in 2024. The City Council approved bond funding for 3000 SE Powell in August
2021, Frances + Clare Place in May 2022, and Alder 9 in December 2022. The project sponsor for 3000 SE
Powell, Home Forward, was selected through the 2019 Bond Opportunity Solicitation but development of
the project required conveyance of the city-owned site at 3000 SE Powell to Home Forward and
acquisition of the adjacent site at 3032 SE Powell. The Frances + Clare Place and Alder 9 projects were
selected through a Notice of Funding Availability in October 2021.
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One project selected through the October 2021 Notice of Funding Availability faced a $4 million funding
gap, and the Portland Housing Bureau substituted the Hollywood HUB project, selected through a
separate solicitation for the Metro Housing Bond. The Hollywood HUB project will receive both Portland
Housing Bond and Metro Housing Bond funds.

Status of Prior Audit Recommendations

Update on City Auditor Recommendation Status

In 2019 the Portland City Auditor issued the report, Portland Housing Bond: Early implementation results
mostly encouraging. In their two-year audit update, released in December 2021, the Portland City Auditor
found that the Portland Housing Bureau did not implement the recommendation to encourage developers
and property owners to attract seniors, veterans, and people with disabilities, and that the Bureau had
not developed a plan to ensure groups the bond was intended to serve received housing. According to
the City Auditor’s update, the recommendation that the Housing Bureau emphasize ballot measure
commitments and report on service to the priority communities was in the process of implementation,
and the recommendation for the Bureau to provide specific information about bond projects to the bond
website and to complete a second annual report had been implemented.

In the Housing Bureau’s February 2022 response to the Portland City Auditor two-year audit update, the
Bureau noted that both the ballot measure and the Bond Policy Framework, which was approved by the
City Council after passage of the ballot measure, guides the Bureau’s implementation of the Portland
Housing Bond program. The Bureau noted that while the Policy Framework does not single out seniors
and veterans, the projects selected for funding serve these specific populations, and that these
populations are served under the priority of “households experiencing homelessness or at imminent risk
of becoming homeless” and the goal of creating 300 units of permanent supportive housing.! In addition,
the Bureau stated that tenant demographics are only available for two open bond projects (Ellington and
East Burnside). For the remaining projects to be opened in 2022, the Bureau stated that they will begin
monitoring compliance with the agency’s regulatory agreements, including marketing, tenant
demographics and services provision.

Our review of Bond Oversight Committee meeting materials for FY 2021-22 found that Bureau staff
presented on-site services provision, marketing and leasing strategies and outcomes ( such as increasing
housing access for BIPOC and priority communities) and community engagement activities and
partnerships for three projects completed in FY 2021-22: Crescent Court, Hayu Tilixam, and Westwind.
However, tenant demographics are not available yet for these projects. According to Bureau staff, tenant
demographics will be available after the projects are converted to permanent financing in 2023.

1 According to the Bureau’s response, a permanent supportive housing unit, by definition, must serve households
that also have a disabling condition, meaning that these housing units will serve people with disabilities; households
with disabling conditions eligible for supportive housing also include veterans and senior households.
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Portland Housing Bond Audit FY 2020-21 Recommendations

The Portland Housing Bond Audit for FY 2020-21 had recommendations for the Portland Housing Bureau
to update the: (1) Bond Eligible Uses Memo/Guide to include additional guidance on which cost
categories, including predevelopment loan interest payments and legal fees, require further evaluation;
(2) Underwriting Metrics to include information on when repayments for sponsor loans may be included
in the priority payment schedule; and (3) Loan Process and Closing Manual to include (a) reference to the
Senior Construction Coordinators’ procedures on the disbursement process after the initial closing draw,
including when site observation reports are submitted, and (b) revised procedures on the disbursement
approval process; and provide staff training as needed. The Portland Housing Bureau agreed with these
recommendations in their written response to the audit report. Implementation of these
recommendations is discussed in the following report.
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Il. Audit Results FY 2021-22

At the beginning of FY 2021-22, twelve projects had been awarded Portland Housing Bond funds. Two
projects were open: the Ellington Apartments and East Burnside Apartments, which had been purchased
with bond funds prior to the approval of Measure 102 in November 2018. Ten other projects had been
selected through the 2019 Bond Solicitation. In July 2021, seven of these projects were in construction,
and three projects were in predevelopment.

The three projects in predevelopment in July 2021 closed on their bond financing and began construction
during the fiscal year. One project in construction in July 2021 completed construction and began lease
up during the fiscal year. Three new projects were awarded Portland Housing Bond funds through an
October 2021 Notice of Funding Availability. The status of bond-funded projects in FY 2021-22 is shown
in Exhibit 2 below.

Exhibit 2: Status of Portland Housing Bond Projects in July 2021 and June 2022

July 2021 June 2022
Pre- In Pre- In
development Construction Open | development Construction Open

Ellington Apartments X X
East Burnside X X
Cathedral Village X X
Emmons Place X X
The Westwind X X
The Joyce X X
Anna Mann House X X
3000 SE Powell X X
Hayu Tilixam X X
Las Adelitas X X
Crescent Court X X
Aurora X X
Alder 9 X
Barbur Apartments X
Francis + Clare Place X
Total 3 7 2 3 9 3

Source: Bond Oversight Committee Reports

FY 2021-22 Notice of Funding Availability

Of the $258.4 million in Portland Housing Bonds, approximately $207.6 million had been committed to
affordable housing projects as of July 2021. Portland Housing Bond commitments included (a) $52.1
million for the purchase of The Ellington and East Burnside Apartments and the NE Prescott site, and
development of the 3000 Powell site; and (b) $155.5 million awarded to ten projects selected through the
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1. Audit Results

2019 Bond Opportunity Solicitation. More than $50 million in Portland Housing Bond funds were available,
allowing the Bureau to solicit new bond-funded affordable housing projects in FY 2021-22.

The Portland Housing Bureau conducted three affordable housing project solicitations between 2019 and
2021 for Portland Housing Bond and Metro Housing Bond funds. To allocate remaining Portland Housing
Bond funds of more than $50 million, the Portland Housing Bureau invited affordable housing developers
who had submitted responses to the Metro Housing Bond solicitation to apply for Portland Housing Bond
funds through a Notice of Funding Availability in October 2021. Eight projects were submitted in response
to the Notice of Funding availability, which were reviewed by two separate evaluation committees
comprised of affordable housing, community, Bond Oversight Committee, and Portland Housing Bureau
representatives. Based on the review, the Portland Housing Bureau recommended to the City Council
award of Portland Housing Bond funds to three projects, Francis + Clare Place, Alder 9, and Barbur.2

All three projects recommended for award of Portland Housing Bond funds had funding gaps at the time
of the award. Francis + Clare Place and Alder 9 eventually were awarded federal Low Income Housing Tax
Credit financing, but Barbur was not able to access expected state financing due to changes in Oregon
Housing and Community Services policy.? The Portland Housing Bureau exchanged the Hollywood HUB
project, which was originally awarded Metro Bond financing, for the Barbur project; the exchange
provided for the Hollywood HUB project to be fully funded with the ability to close on Portland Housing
bond financing by September 2024.

While the exchange of the Barbur project for the Hollywood HUB project allowed both projects to move
forward, the exchange resulted in no housing units funded by the Portland Housing Bond being in the
Southwest neighborhood.* The 2017 Portland Housing Bond Policy Framework provided for balancing
Bond investments throughout the City. According to discussions with Portland Housing Bureau staff, the
exchange provided for two projects funded by the Metro Housing Bond to be in the Southwest
neighborhood, offsetting the lack of Portland Housing Bond projects in that neighborhood.

Approval and Disbursement of Portland Housing Bond Funds
Requests by housing sponsors (“borrowers”) to disburse Portland Housing Bond funds consist of:
(1) The Loan Disbursement and Bond Compliance Certification forms, signed by the borrower, and

included in Exhibit G of the loan agreement;
(2) The Request for Loan Disbursement, signed by the Construction Coordinator, Housing

2 The Portland Housing Bureau recommended award of Metro Bond funds to a fourth project that responded to the
October 2021 Notice of Funding Availability.

3 Oregon Housing and Community Services determined that Local Innovation and Fast Track (LIFT) funds would be
allocated to projects funded by Metro Bond funds but not Portland Housing Bond funds, resulting in Barbur not
being eligible for LIFT financing.

4 The October 2021 Notice of Funding Availability explicitly targeted the Southwest neighborhood for funding and
received two proposals. The Evaluation Committee ranked Barbur as the preferred proposal.
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1. Audit Results

Development and Construction Services Manager, and the Department Deputy Director;
(3) Invoices and supporting documentation provided by the borrower; and
(4) Documentation by the Senior Construction Coordinator of site visits.

FY 2021-22 was the second year in which Portland Housing Bond funds were disbursed. In FY 2021-22, the
Portland Housing Bureau closed on three projects® and disbursed funding to six ongoing projects that
closed in FY 2020-21. The Portland Housing Bureau disbursed approximately $52.3 million in bond-funded
loans to nine housing projects in 59 separate disbursements in FY 2021-22, as shown in Exhibit 3 below.®

Exhibit 3: Disbursement of Bond-Funded Loans in FY 2021-22

Total Disbursement  Disbursement Number of
Project Loan Amount Amount as % of Loan Disbursements
Anna Mann House $12,544,000 $3,362,152 27% 5
Las Adelitas 15,020,934 3,390,725 23% 3
Cathedral Village 15,969,750 4,930,827 31% 5
Aurora 14,926,500 8,738,559 59% 12
Hayu Tilixam 7,971,500 1,479,754 19% 3
Emmons Place 19,786,343 11,103,118 56% 12
Joyce 802,500 802,500 100% 1
Westwind 12,662,077 9,510,917 75% 12
3000 SE Powell 33,063,000 9,036,374 27% 6
Total $132,746,604 $52,354,926 39% 59

Source: Disbursements and Bond Oversight Committee Documents

Review of Loan Disbursement and Bond Compliance

The Oregon State Constitution Article Xl requires that general obligation bond funds be used to finance
capital costs for affordable housing development. According to Generally Accepted Accounting Principles,
capital costs are those directly or indirectly related to the acquisition, development, and construction of
a project, but not costs associated with financing. As in previous audit years, according to Portland
Housing Bureau policy, the project sponsor (“borrower”) is responsible for submitting eligible requests for
Bond-funded loan disbursements and the sponsor’s Certified Public Accountant (CPA) is responsible for
certifying at the conversion to the permanent loan that bond funds were used for capitalizable costs.

Our review of the 59 disbursements in FY 2021-22 found that overall, invoices for each of the
disbursements were consistent with the Bond Measure and the capital costs requirement and included
accurate documentation. Additionally, the 59 disbursement requests included certification signed by the
borrower (Exhibit G: Bond Compliance Certification Form) that the expenditures to be reimbursed

5 The three projects that closed on their bond financing in FY 2021-22 were Anna Mann House, The Joyce, and 3000-
3032 SE Powell. The closing disbursement for Anna Mann House was $300,000 for site acquisition costs. The closing
disbursement for The Joyce was $802,500 and was included in the total settlement amount of $21.2 million. The
closing draw for 3000-3032 SE Powell was $2.3 million for capitalized ground lease payments.

5 No Portland Housing Bond funds were disbursed to Crescent Court in FY 2021-22.
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1. Audit Results

complied with the bond measure, were for eligible capital expenses, and would need to be certified by
the borrower’s accountant prior to final project disbursement.

The FY 2020-21 Portland Housing Bond audit recommended that the Bureau update the Bond Eligible
Uses Memo to include additional guidance on which cost categories, including predevelopment loan
interest payments and legal fees, require further evaluation. The November 2021 Bond Eligible Uses
Memo defines capitalizable expenses and eligible and ineligible uses of bond funds. According to the Bond
Eligible Uses Memo, the borrower’s CPA, who is responsible for certifying eligible uses of bond funds when
the loan is converted to a permanent loan, is encouraged to advise the borrower on eligible uses of bond
funds. According to the Housing Investment and Portfolio Preservation Manager, additional guidance to
Bureau staff is provided in the November 2021 Portland Housing Bureau Process Overview, which states
that when reviewing the borrower’s disbursement requests, the Senior Construction Coordinator should
reference the Bond Eligible Uses Memo and note any borrower expenditures that are possibly or likely
ineligible for use of bond funds and consult with the project’s Finance Coordinator and/or the Housing
Investment and Portfolio Preservation Manager or Housing Development and Construction Services
Manager in cases where line items charged to the Bond are unclear, unfamiliar, or require additional
clarification. According to discussions with Portland Housing Bureau staff, questions on bond eligible
expenses are discussed in Housing Development and Construction Services and Housing Investment and
Portfolio Preservation team meetings.

Documented Procedures for Review of Disbursement Requests after the Closing Draw

The FY 2020-21 Portland Housing Bond audit recommended updating the March 2022 Loan Process and
Closing Manual to reference to the Senior Construction Coordinators’ procedures on the disbursement
process after the initial closing draw, including when site observation reports are submitted. In the
response to the FY 2020-21 Portland Housing Bond audit, the Portland Housing Bureau agreed that the
Loan Process and Closing Manual would benefit from the inclusion of Senior Construction Coordinators’
procedures on loan disbursements after the initial closing draw, particularly regarding site visit procedures
and documentation for disbursements during project construction. The Portland Housing Bureau has not
updated the Loan Process and Closing Manual since March 2022, but according to the Housing
Development and Construction Services Manager, the Loan Process and Closing Manual defines
procedures for loan closing and the Housing Development and Construction Services unit manual defines
procedures for disbursements after the closing draw, which is reviewed and updated on a regular basis.

The November 2021 Portland Housing Bureau Process Overview defines the Senior Construction
Coordinator responsibility in reviewing Portland Housing Bond disbursement requests, including ensuring
that disbursement requests conform to the Bond Eligible Uses Memo and reiterating Bond policies in
communication with the borrower. Training provided to Bond Program staff stated that the disbursement
procedures manual was updated to reflect the forms and procedures implemented for the Bond Program.

The November 2021 Portland Housing Bureau Process Overview does not specifically mention
requirements for site visits. Of the 59 disbursements reviewed for FY 2021-22, one disbursement for an
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1. Audit Results

active construction project did not document a site visit.” For this disbursement request, no site
observation report was in the file, although the project site was undergoing site preparation and
abatement; detailed site observation documents and photographs had been provided in a disbursement
request for this project three weeks prior. According to the Housing Development and Construction
Services Manager, each draw should have a site visit, and inclusion of site visit documents in the
disbursement approval request is reviewed by the Housing Development and Construction Services
Manager.

Training resources for new construction coordinator staff include the Housing Development and
Construction Services unit procedure manual, the Bond Eligible Uses Memo, and shadowing experienced
staff. According to interviews with Bureau staff, site visit experience is an important part of staff training;
staff need to understand the stages of construction and how site observations compare to the expected
project stage. According to these interviews, prior architecture or construction management experience
is useful, but not all new staff may have this experience. As part of ongoing staff development and training,
the Housing Development and Construction Services Manager should periodically review site visit
requirements and procedures with construction coordinator staff and in team meetings. The Housing
Development and Construction Services Manager should also consider whether to implement a site
observation checklist. The checklist could be especially useful for new construction coordinator staff
without experience in architecture or construction management.

Requests for Disbursement of Funds

Once the Senior Construction Coordinator reviews and approves the borrower’s request for disbursement
of bond funds, the Senior Construction Coordinator is to complete and sign the Request for Disbursement.
The Portland Housing Bond Program procedures provide for signatures from (1) the Senior Construction
Coordinator, Housing Development and Construction Services Manager, and the Bureau Deputy Director
on the Request for Disbursement forms; and (2) the Loan Coordinator, Housing Investments & Portfolio
Preservation (HIPP) Manager, and Bureau Finance and Accounting staff on the Bureau’s Domestic Wire
Transfer form.

Prior to Spring 2022 during remote work, the Portland Housing Bureau allowed loan disbursements to be
approved by email rather than written signature. In May 2022, the Bureau revised its practice to
strengthen internal controls and reduce the risk of fraud, requiring written signatures on the Request for
Disbursement forms. Our review of FY 2021-22 disbursements showed written signatures on all Requests
for Disbursement forms beginning in May 2022.

The Portland Housing Bureau further revised the process in FY 2022-23 to include the use of fillable forms
and digital signatures and document collaboration through the City of Portland’s Anywhere File Sharing
portal to ensure version control. The revised process also provides for forms to be securely signed in PDF

7 Four other disbursements did not have site visit documentation: three disbursements were closing draws for which
no work had begun on the site, and one disbursement was for a second draw that included insurance, performance
bond, environmental assessment, and site control and access activities.
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1. Audit Results

Adobe by the Construction Coordinator, Housing Development and Construction Services Manager, and
Deputy Director. Staff were provided memoranda and training on the process, and examples of revised
forms were included in the Loan Process and Closing Manual.

The Loan Process and Closing Manual details the steps for the closing draw, which includes the final
settlement statement and wire instructions from the title company. According to the Manual, the title
company escrow officer should send wire instructions through a secure email system. Disbursing funds
through a third party title company at the closing draw provides a level of security not available for
subsequent disbursement of Portland Housing Bond funds.

According to discussions with Housing Development and Construction Services staff, beginning in FY 2022-
23, disbursement requests after the closing draw require a video call with the borrower to validate the
information in the disbursement request. The video call is documented through a screen shot. Senior
Construction Coordinators do not have access to bank account details. Changes to bank information are
to be verified through a video call with the borrower and the Bureau’s Finance and Accounting team. The
Portland Housing Bureau Interim Director should ensure that these processes are fully documented
among the three units — Finance and Accounting, Housing Investment and Portfolio Preservation, and
Housing Development and Construction Services — and that Bureau staff receive regular updates and
training on these processes.

Delays in Scheduled Completion and Lease Up

Ten Portland Housing Bond projects approved through the 2019 Bond Opportunity Solicitation were
under construction during FY 2021-22. One project, Crescent Court, completed construction and began
lease up in May 2022. Five other projects were completed and began lease up in FY 2022-23. For four
projects completion of construction was delayed.®

According to discussions with Portland Housing Bureau staff, common causes of project delays include
utility connections and receiving supplies, such as elevator equipment. Other projects have unique
problems, such as meeting historic preservation requirements or adapting construction to difficult site
conditions. As the lender, Portland Housing Bureau staff are responsible for ensuring appropriate use of
construction funds and contingencies and reporting on construction progress.

The Underwriting Metrics and standard loan agreements provide for hard cost, soft cost, and construction
contingencies to provide sufficient funds to meet cost escalations or unforeseen conditions. The loan
agreement for one project that closed in FY 2021-22 and was experiencing delays included a “special
contingency” to cover any unexpected costs after the hard cost and soft contingencies had been used.
Use of the special contingency requires Portland Housing Bureau approval. Because the special continency

8 One project consisted of two buildings; the expected completion date for one of the project’s buildings reported
to the October 5, 2023 Bond Oversight Committee was more than 12 months later than the expected completion
date reported to the August 4, 2022 Bond Oversight Committee.
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1. Audit Results

is not a standard practice, included in one of ten Portland Housing Bond loan agreements, the Housing
Development and Construction Services Manager and Housing Investment and Portfolio Preservation
Manager should ensure that staff are knowledgeable about use of the special contingency funds through
training and team meeting discussions.

Program Delivery Fee

The Portland Housing Bureau may collect up to 7 percent of the $258.4 million Portland Housing Bond
proceeds to cover the Bureau’s administrative costs. The Portland Housing Bureau revised Program
Delivery Fee guidelines in July 2021 to define administrative costs to be charged to bond-funded projects
and increased project awards to cover the cost of the Program Delivery Fee, which was to be paid from
non-bond sources. The total Program Delivery Fee amount is $18.1 million.

Total Portland Housing Bureau administrative costs allocated to the Portland Housing Bond Program in FY
2018-19 through FY 2021-22 are $7.8 million, of which $7.0 million has been collected, as shown in Exhibit
4 below.® Our review of staff and other administrative charges to the Portland Housing Bond program in
FY 2021-22 found the charges to be consistent with the Program Delivery Fee guidelines.

Exhibit 4: Portland Housing Bond Program Administrative Costs and Program Delivery Fee
Collection FY 2018-19 through FY 2021-22

FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 Total
Administrative Costs $1,526,183 $1,967,509 $1,855,486 $2,379,605 $7,728,783
Fee Collection 0 0 3,865,378 3,137,027 7,002,405
Difference $1,526,183 $1,967,509  ($2,009,892) (5757,422) $726,378

Source: Bond Oversight Committee Reports and Finance & Accounting Documents

The Portland Housing Bureau is not on track to collect the full amount of the Program Delivery Fee of
$18.1 million. Allocation of the Program Delivery Fee to Portland Housing Bond projects is less than 7
percent.

The $18.1 million Program Delivery Fee consists of (a) $3.6 million allocated to the purchase of the
Ellington and East Burnside Apartments and the NE Prescott, and (b) $14.4 million allocated to the 13
projects by private affordable housing sponsors. However, the Portland Housing Bureau did not collect
$3.6 million from purchase of the Ellington and East Burnside Apartments and NE Prescott. Also, the
Program Delivery Fee amounts in the loan agreements for the ten projects that closed in FY 2020-21 and
FY 2021-22 totaled $9.8 million, which was less than the total 7 percent fee of $10.3 million for these ten
projects.'® To fully allocate the $18.1 million Program Delivery Fee, the Portland Housing Bureau would

° The loan agreements for ten projects that closed in FY 2020-21 and FY 2021-22 provided from $9.8 million in
Program Delivery Fee expenses, of which $7.0 million were to be paid on the closing draw and $2.8 million were to
be paid at construction completion and Temporary Certificate of Occupancy.

10 The total Portland Housing Bond allocation to the ten projects that closed in FY 2020-21 and FY 2021-22 was
$147.8 million, of which 7 percent was $10.3 million. The total Program Delivery Fee amounts in these ten loan
agreements was $9.8 million.
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1. Audit Results

need to increase the Program Delivery Fee in the loan agreements for the projects that did not close in FY
2021-22. The Portland Housing Bureau staff should report to the Bond Oversight Committee on options
to allocate the Program Delivery Fee to Portland Housing Bond Program projects.

Underwriting Metrics

The Portland Housing Bureau implemented Underwriting Metrics for Portland Housing Bond loan
agreements in April 2019. The Underwriting Metrics provide guidance for developing project proformas,
debt service coverage ratios, developer fees, reserves, management and administrative expenses, and
priority payment schedules. Our review of the three projects that closed in FY 2021-22 — 3000 SE Powell,
Alder 9, and Frances + Clare Place — found that the loan agreements and promissory notes conformed to
the Underwriting Metrics.

Priority Payment Schedules

The Underwriting Metrics define priority payment schedules, which provide for payment of fees and other
obligations prior to distributing excess cash to the Portland Housing Bureau and the sponsor. Sponsor
loans, partnership management fees, and incentive management fees are defined in the Underwriting
Metrics as “non-priority” payments to be paid from the sponsor’s share of excess cash. The FY 2020-21
Portland Housing Bond audit report recommended updating the Underwriting Metrics to include
information on when repayments for sponsor loans may be included in the priority payment schedule.
The August 2023 Underwriting Metrics included new language stating that, subject to Portland Housing
Bureau approval, certain sponsor loans may be a priority payment.

The August 2023 Underwriting Metrics state that the Bureau’s listing of which payments are included in
the priority payment schedule is a guideline. In FY 2021-22, we found one loan agreement and promissory
note that included the partnership management fee as a priority payment rather than non-priority
payment, as listed in the Underwriting Metrics. Because priority payments are allocated prior to
distributing excess cash, one-half of which is distributed to the Portland Housing Bureau, allocating “non-
priority” payments to the priority payment schedule could reduce the excess cash distributed to the
Bureau. For the project in FY 2021-22 in which the partnership management fee was included in the
priority payment schedule, the financial impact is negligible since the project pro forma did not estimate
distribution of excess cash over the 40-year period.

Harvey M. Rose Associates LLC
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lll. Audit Recommendations

The Portland Housing Bond Audit FY 2021-22 reviewed: (1) the FY 2021-22 solicitation process for
affordable housing projects; (2) approval of requests for and disbursement of Bond funds in FY 2021-22;
(3) delays in scheduled completion and lease up of Bond-funded projects; (4) staff and administrative
charges to the Program Delivery Fee and allocation of the Program Delivery Fee to the Portland Housing
Bond Program; and (5) conformance of loan agreements to the Underwriting Metrics. The audit includes
five recommendations addressing management review and staff training of Portland Housing Bond
Program activities.

Recommendation 1: As part of ongoing staff development and training, the Housing Development and
Construction Services Manager should periodically review site visit requirements and procedures with
construction coordinator staff and in team meetings. The Housing Development and Construction Services
Manager should also consider whether to implement a site observation checklist. The checklist could be
especially useful for new construction coordinator staff without experience in architecture or construction
management.

Recommendation 2: The Portland Housing Bureau Interim Director should ensure that the new
procedures for disbursing Bond funds are fully documented among the three units — Finance and
Accounting, Housing Investment and Portfolio Preservation, and Housing Development and Construction
Services — and that Bureau staff receive regular updates and training on these processes.

Recommendation 3: Because the special continency provided in the loan agreement is not a standard
practice, the Housing Development and Construction Services Manager and Housing Investment and
Portfolio Preservation Manager should ensure that staff are knowledgeable about use of the special
contingency funds through training and team meeting discussions.

Recommendation 4: Because the Portland Housing Bureau is not on track to collect the full amount of the
Program Delivery Fee of $18.1 million, the Housing Investment and Portfolio Preservation Manager should
report to the Bond Oversight Committee on options to allocate the Program Delivery Fee to Portland
Housing Bond Program projects.

Harvey M. Rose Associates LLC
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V. Portland Housing Bureau Written Response
and Bond Program Accomplishments
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Portland
Housing Bureau

December 8, 2023

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

San Francisco, CA 94102

Dear Severin Campbell,

The Portland Housing Bureau (PHB) greatly appreciates the work performed by Harvey Rose
Associates LLC in compiling the FY 2021-22 financial audit and providing recommendations for
the Portland Housing Bond (“Bond”) program. The audit noted that in response to the
recommendations presented on the FY 2020-21 audit, PHB strengthened procedures for the
Bond Eligible Uses Memo, Underwriting Metrics, Loan Process Manual and Closing Manual.
The audit further noted that these documents have been effective in standardizing Portland
Housing Bond Program processes. We appreciate the opportunity for improvement as detailed
in the recommendations.

Below are responses to the four recommendations cited in the Portland Housing Bond Audit
report:

Recommendation 1:

As part of ongoing staff development and training, the Housing Development and
Construction Services Manager should periodically review site visit requirements and
procedures with construction coordinator staff and in team meetings. The Housing
Development and Construction Services Manager should also consider whether to
implement a site observation checklist. The checklist could be especially useful for new
construction coordinator staff without experience in architecture or construction
management.

PHB Response:

PHB agrees with the recommendation that the Housing Development and Construction
Services (HDCS) Manager should periodically review site visit requirements and
procedures with Construction Coordinators as ongoing staff development and training.
The HDCS Manager will train staff to perform a site visit for each construction draw and
will require that Construction Coordinators include site visit documents in the



disbursement approval requests. The HDCS Manager will also consider implementing a
site observation checklist or template to ensure continuity of site visit documentation by
the Construction Coordinators.

Recommendation 2:

The Portland Housing Bureau Interim Director should ensure that the new procedures
for disbursing Bond funds are fully documented among the three units — Finance and
Accounting, Housing Investment and Portfolio Preservation, and Housing Development
and Construction Services — and that Bureau staff receive regular updates and training
on these processes.

PHB Response:

PHB agrees that the PHB Interim Director should ensure that new procedures for
disbursing bond funds are fully documented among the Finance and Accounting,
Housing Investment and Portfolio Preservation, and Housing Development and
Construction Services teams. The Finance and Accounting team issued guidance in
October 2022 regarding the use of the City of Portland’s Anywhere Filing Sharing portal.
The guidance details requirements for vendor setup, changes in bank information,
funding approvals, and disbursements. In October 2022, the PHB Interim Director
approved the setup of the platform and design. Additionally, in October 2022 PHB
presented and discussed the new disbursement process with the City Central
Accounting (Controller and Deputy Controller) and City Treasury (Treasurer). A follow-
up training was provided on October 26, 2023, by the Finance and Accounting staff who
will provide annual trainings going forward regarding the procedures for funding and
disbursing bond funds.

Recommendation 3:

Because the special continency provided in the loan agreement is not a standard
practice, the Housing Development and Construction Services Manager and Housing
Investment and Portfolio Preservation Manager should ensure that staff are
knowledgeable about use of the special contingency funds through training and team
meeting discussions.



PHB Response:

PHB agrees that the Housing Development and Construction Services Manager and the
Housing Investment and Portfolio Preservation Manager should ensure that staff receive
training regarding the use of the special contingency funds. The Finance and Accounting
team, Housing Investment and Portfolio Preservation team, and Housing Development
and Construction Services team will provide an annual training to review all changes and
updates related to disbursing Bond funds. This training will include guidance on
structuring deals to ensure sufficient funds are provided to meet project cost escalations
or unforeseen conditions.

Recommendation 4:

Because the Portland Housing Bureau is not on track to collect the full amount of the
Program Delivery Fee of $18.1 million, the Housing Investment and Portfolio
Preservation Manager should report to the Bond Oversight Committee on options to
allocate the Program Delivery Fee to Portland Housing Bond Program projects.

PHB Response:

PHB agrees that the Bond Oversight Committee should be regularly updated on the
status of the Program Delivery Fee of $18.1 million. Following the advice of the City
Attorney’s Office provided in Spring 2023, PHB treats Program Delivery Fees on a
programmatic level, and not on a project-by-project level. This allows for PHB to capture
the full amount of Program Delivery Fees by the time all projects have closed. Program
Delivery Fee amounts for all Bond projects are reported to the Bond Oversight
Committee in quarterly financial reports.

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

Sincerely,

(rbwwmen—

Michael Buonocore
Interim Director, Portland Housing Bureau



Portland’s as of —
Houslng Bond 30 2023 @ oren [ IN CONSTRUCTION 4 IN DEVELOPMENT

+ $258 MILLION INVESTED BY
TAXPAYERS

+ 1,859 UNITS, 1,187 NOW OPEN

+ 4,000+ PORTLANDERS HOUSED

+ TOTAL UNIT GOAL EXCEEDED BY 43%
+ 364 UNITS OPENING IN ‘23 AND 24

+ 308 UNITS EXPECTED IN ‘25 AND '26

+ 774 DEEPLY AFFORDABLE UNITS Portland

Housing Bureau

+ 399 PERMANENT SUPPORTIVE HOUSING
UNITS

1 - Cathedral Village &6 - Francis + Clare Place 11 - Las Adelitas
+ 835 FAMILY SIZED UNITS 2 - Emmons Place 7 - 3000 SE Powell 12 - The Ellington Apartments
3 - The Starlight 8 - Anna Mann House 13 - East Burnside Apartments
+ ALL FUNDS ALLOCATED 4 - The Joyce 9 - hollywoodHUB* 14 - Crescent Court Apartments

5- Alder 9 10 - Hayu Tilixam 15 - The Aurora

*149 out of 222 units only.
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