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September 13, 2016 
 
 
Honorable Mayor, City Council, and Audit Committee Members 
City of San Diego, California 
 
 
Transmitted herewith is a performance audit report on the San Diego Housing Commission. 
This report was conducted in accordance with the City Auditor’s Fiscal Year 2016 Audit Work 
Plan, and the report is presented in accordance with City Charter Section 39.2. The Results in 
Brief are presented on page 1.  Audit Objectives, Scope, and Methodology are presented in 
Appendix B.  Management’s responses to our audit recommendations are presented after 
page 31 of this report. 
 
We would like to thank staff from the San Diego Housing Commission for their assistance and 
cooperation during this audit.  All of their valuable time and efforts spent on providing us 
information is greatly appreciated. The audit staff members responsible for this audit report 
are Luis Briseño, Megan Garth, Chris Kime, and Kyle Elser. 
 
 
Respectfully submitted, 
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Richard Gentry, President and Chief Executive Officer, San Diego Housing Commission 
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Deborah Ruane, Executive Vice President and Chief Strategy Officer, San Diego 
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Results in Brief 

 The need for affordable housing in the City of San Diego (City) far 
exceeds the money available for its development. Therefore, it is 
imperative that the most cost-effective affordable housing is 
funded to keep cost reasonable while maximizing the number of 
housing units produced. It is also important to have monitoring 
procedures in place to ensure loan payments are maximized for 
reinvestment in affordable housing. With considerable latitude for 
innovation at the federal level and significant autonomy at the 
local level, better performance measures are needed to 
demonstrate results and improve the monitoring and evaluation 
of the San Diego Housing Commission’s (SDHC) affordable 
housing efforts. 

SDHC is a participating agency in the federal Moving to Work 
(MTW) demonstration program administered by the U.S. 
Department of Housing and Urban Development (HUD). These 
agencies have the flexibility to design and test various approaches 
for providing and administering housing assistance. SDHC reports 
annually on multiple activities, but HUD has not identified the 
performance data that would be needed to assess the results of 
these activities for the City. Improved performance measures 
would better inform the SDHC oversight body—the San Diego 
Housing Authority (SDHA)—for monitoring and evaluation 
purposes. 

Specifically, we found that additional performance measures and 
benchmarks are needed for SDHC housing production goals and 
housing development cost as well as a better monitoring process 
to improve loan collections. SDHC has numerous goals, objectives, 
and outputs reported at the federal and local level. However, a 
more robust set of indicators that are compared to affordable 
housing benchmarks would demonstrate the results of SDHC’s 
housing objectives and provide SDHA with relevant information to 
strengthen its monitoring and evaluation activities. 
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 We made five recommendations for SDHC to establish 
performance measures that demonstrate affordable housing 
results and provide SDHA with ongoing monitoring information to 
evaluate program results. SDHC agreed to implement all of the 
recommendations. 
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Background  

 The affordable housing crisis affects everyone. According to a 
report by the McKinsey Global Institute, “decent, affordable 
housing is fundamental to the health and well-being of people 
and to the smooth functioning of economies. Yet around the 
world, in developing and advanced economies alike, cities are 
struggling to meet that need.” It has been reported that San Diego 
is one of the most unaffordable markets in the United States, with 
nearly 50 percent of San Diegans facing housing affordability 
challenges. 

San Diego Housing 
Commission’s Role in the 
Production of Affordable 

Housing 

To address the City’s affordable housing1 needs, the City formed 
the San Diego Housing Commission (SDHC), a governmental 
agency, to serve low- and moderate-income families by providing 
rental assistance payments, rental housing, loans, and grants to 
individuals and nonprofit organizations. To achieve its mission, 
SDHC conducts work in mainly three areas: providing rental 
assistance; creating and preserving affordable housing; and 
addressing homelessness. 

To expand the City’s inventory of affordable housing, SDHC plays 
three distinct roles: developer, lender, or bond issuer. As a 
developer, SDHC operates through Housing Development 
Partners, its nonprofit affiliate, to develop and preserve affordable 
housing for low-income San Diegans through the rehabilitation of 
existing buildings and through new construction. As a lender, 
SDHC partners with developers and uses various funding sources 
such as federal HOME funds, Community Development Block 
Grants, and the City’s Affordable Housing Fund to finance 
affordable housing developments. Finally, as a bond issuer, SDHC 
is the local government agency responsible for issuing multifamily 
mortgage revenue bonds for the acquisition, construction, and 
development of projects within the City of San Diego. These 

                                                           
1 Affordable housing is targeted specifically for low-income households earning no more than 80 percent of the 
Area Median Income, as calculated by the U.S. Department of Housing and Urban Development (HUD). The fiscal 
year 2016 income limits for households in the San Diego area can be found on HUD’s website: 
https://www.huduser.gov/portal/datasets/il/il2016/2016summary.odn?states=6.0&data=2016&inputname=MET
RO41740M41740*0607399999%2BSan+Diego+County&stname=California&statefp=06&year=2016&selection_t
ype=county 

https://www.huduser.gov/portal/datasets/il/il2016/2016summary.odn?states=6.0&data=2016&inputname=METRO41740M41740*0607399999%2BSan+Diego+County&stname=California&statefp=06&year=2016&selection_type=county
https://www.huduser.gov/portal/datasets/il/il2016/2016summary.odn?states=6.0&data=2016&inputname=METRO41740M41740*0607399999%2BSan+Diego+County&stname=California&statefp=06&year=2016&selection_type=county
https://www.huduser.gov/portal/datasets/il/il2016/2016summary.odn?states=6.0&data=2016&inputname=METRO41740M41740*0607399999%2BSan+Diego+County&stname=California&statefp=06&year=2016&selection_type=county
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funding sources are often used in conjunction with developers’ 
Low-Income Housing Tax Credits. 

When partnering with developers to create affordable housing, 
SDHC offers a number of incentives, which include: 

 Permanent financing in the form of low-interest loans, 
tax-exempt bonds, and land-use incentives; 

 Technical assistance, such as help with securing tax 
credits; and 

 Predevelopment assistance, such as loans and grants 
to help non-profit developers during the 
preconstruction phase. 

Governmental Oversight 
of SDHC 

Operationally, SDHC has an oversight structure that involves local 
and federal agencies. At the Commission level, a seven-member 
board oversees SDHC’s operations and makes recommendations 
to the San Diego Housing Authority (SDHA). At the local level, 
SDHA governs SDHC and has final authority over SDHC’s budget 
and major policy decisions. At the federal level, the U.S. 
Department of Housing and Urban Development (HUD) is the 
oversight agency and has given SDHC a Moving to Work (MTW) 
designation. 

Moving to Work 
Designation 

HUD’s MTW program provides SDHC—along with 38 other MTW 
public housing authorities (out of 3,400 nationwide)—with broad 
flexibility to better serve and house their residents and broader 
communities while streamlining their internal operations. 

MTW agencies have three statutory purposes: 

 Reduce costs and achieve greater cost-effectiveness 
in federal housing expenditures; 

 Give families with children incentives to obtain 
employment and become self-sufficient; and 

 Increase housing choices for low-income families. 

With MTW’s flexibility, SDHC designs and tests innovative, cost-
effective ways of providing housing assistance to low-income 
families, using a combination of federal funding allocated to SDHC 
for public housing and the federal Housing Choice Voucher 
program. 
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While MTW’s ultimate goal is to identify successful approaches that 
can be applied to public housing agencies nationwide, a HUD 
report to Congress noted that the demonstrative ability of MTW 
has been limited since the program’s inception because of a lack of 
built-in evaluation methodology. Furthermore, the United States 
Government Accountability Office (GAO) published a report in 
2012 that raised concerns with oversight of the MTW program. The 
report found that HUD has not established performance indicators 
for the program as a whole and has not identified standard 
performance data and indicators needed to evaluate the MTW 
program. The lack of performance data has affected HUD’s ability 
to systematically identify lessons learned and, as a result, has 
limited HUD’s ability to promote useful practices that could be 
implemented more broadly across the MTW program. Though 
there are limitations to evaluating the outcomes of MTW because 
of weak initial reporting requirements and a lack of a research 
design, the ability to learn from these changes is unprecedented. 

Proposed Changes to the 
San Diego Municipal 

Code 

SDHC has proposed changes to the San Diego Municipal Code 
meant to streamline approvals by making actions by the San 
Diego Housing Commission Board (Board) final, unless any SDHA 
member requests a review of the Board’s action. The reasoning is 
that, according to SDHC’s proposal, SDHA has not reversed or 
revised any decision made by the Board since 2009. In addition, 
the proposed changes would reduce project delays and cut the 
administrative costs associated with two separate hearings.  

Performance 
Management 

To address the affordable housing crisis, government oversight 
can be more effective when combined with performance 
management. Performance management in the public sector is an 
ongoing, systematic approach to improving results through 
evidence-based decision making, continuous organizational 
learning, and a focus on accountability for performance. 
Performance management: 

 Is integrated into all aspects of an organization’s 
management and policy-making processes, 
transforming an organization’s practices so it is 
focused on achieving improved results for the public. 



Performance Audit of the San Diego Housing Commission 

OCA-17-005 Page 6 

 Comprises the concerted actions an organization 
takes to apply objective information to management 
and policy making in order to improve results. 

 Uses evidence from measurement to support 
governmental planning, funding, and operations. 

Part of this approach includes the use of performance indicators or 
measures, which are values, characteristics, or metrics used to track 
the performance of a program, service, or organization, or to 
gauge a condition. A benchmark is a level of achievement against 
which organizations can measure their own progress. Benchmarks 
may be used for comparisons of organizational process or results 
against an internal or external standard. Better information 
enables elected officials and managers to recognize success, 
identify problem areas, and respond with appropriate actions—in 
other words, to learn from experience and apply that knowledge 
to better serve the public. 
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Audit Results 

 Finding #1: The San Diego Housing 
Commission Plays a Significant Role in the 
Production of Affordable Housing but Has Not 
Established Targets or Performance Measures 
to Evaluate the Results of its Efforts 

 The San Diego Housing Commission (SDHC) has not established 
overall targets or performance measures for the production of 
affordable housing. Of the various sources of funding that SDHC 
may use to finance affordable housing development, production 
goals are only set for money from the City of San Diego’s (City) 
Affordable Housing Fund. Moreover, SDHC management does not 
report total production figures or compare them to the City’s 
housing need for the purpose of assessing whether their 
performance in this regard is acceptable. In addition, SDHC does 
not report production figures in a readily-accessible, summarized 
format, making it difficult for its oversight bodies—the San Diego 
Housing Commission Board (Board) and the San Diego Housing 
Authority (SDHA)—and other stakeholders to evaluate SDHC’s 
impact and whether its current strategies are effective. 

SDHC Contributes 
Significantly to Affordable 

Housing Production 

In the last six years, SDHC helped develop 3,325 affordable 
housing units in the City,2 which amounts to 63 percent of the low-
income units produced and almost 16 percent of the total low-
income housing units needed in that same period.3 As shown in 
Exhibit 1, SDHC has contributed a significant portion of the low-
income units produced, but total production still lags far behind 
need. 

  

                                                           
 
2 This figure includes housing units and developments for which a building permit for new residential 
construction was issued during the reporting period. 
3 According to the Regional Housing Needs Assessment (RHNA) for 2010–2020, the City of San Diego needed 
21,098 affordable housing units in the period between 2010 and 2015. The RHNA is mandated by State Housing 
Law as part of the periodic process of updating local housing elements of the General Plan. The San Diego 
Association of Governments (SANDAG) is responsible for preparing the RHNA for the San Diego region under 
State Housing Law. 



Performance Audit of the San Diego Housing Commission 

OCA-17-005 Page 8 

Exhibit 1 

SDHC Helps Develop a Significant Portion of Low-Income Housing Units, but Total 
Production Still Lags Far Behind Need 

 

Note: Figures reflect the number of units permitted by the City for construction. 

Source: Office of the City Auditor generated based on Regional Housing Needs Assessment, City of San Diego 
Housing Element Annual Progress Reports, and property data from the San Diego Housing Commission. 

 Exhibit 2 summarizes SDHC’s impact on affordable housing 
development in the period between 2010 and 2015. While SDHC’s 
impact is significant relative to what has actually been produced, 
an overwhelming portion of the need has gone unmet. This 
emphasizes the importance of maximizing affordable housing 
production. 
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Exhibit 2 

Status of Low-Income Affordable Housing Need, 2010–2015 

 

Note: Figures reflect low-income units needed or permitted for construction in the period 2010-2015. 

Source: Office of the City Auditor generated based on Regional Housing Needs Assessment, City of San Diego 
Housing Element Annual Progress Reports, and property data from the San Diego Housing Commission. 

Market Rate Conversion 
Also Affects Housing 

Need 

In addition to the number of units SDHC helps produce, the need 
for affordable housing is impacted by the number of units lost to 
the rental market.4 According to the Housing Element (2013 – 
2020) of the City of San Diego's General Plan, a total of 3,047 
affordable housing units in the City are at risk of conversion to 
market rate rents in the period between July 1, 2009 and June 30, 
2020. Of these, 420 will be at risk of market rate conversion 
between 2014 and 2017. It is unclear if or how SDHC factors the 
number of units at risk of market rate conversion into their housing 
development strategies. However, because any loss of affordable 
housing units to the market would negatively impact the City’s 
progress on the overall need, it is important that these at-risk units 
also be considered when formulating and carrying out 
development strategies. 

                                                           
4 Affordable housing units remain affordable through a restrictive covenant on the property that specifies a 
length of time for the units to remain affordable; the affordability term for affordable housing units is typically 55 
years. Once the affordability restrictions expire, the units are at risk of converting to market rate rent. 
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SDHC Can Improve its 
Performance 

Management by Setting 
Production Targets 

One of SDHC’s overarching goals in its 2014–2016 Strategic Plan is 
to create and preserve quality affordable housing. However, the 
objectives, strategies, and tactics described in the Strategic Plan for 
this goal lack specific targets for the number of affordable housing 
units developed or financed in a given period of time. For example, 
it is unclear if assisting in the production of 507 units—as was the 
case in 2015—is acceptable to SDHC and its oversight bodies 
because there is no target or measure with which to compare. 
Measurable goals help oversight bodies and elected officials to 
recognize success, identify problem areas, evaluate cost-
effectiveness, and to respond with appropriate actions. 

A recent consultant report5 recommended, among other things, 
that SDHC take the lead in working with the City Council to set 
annual housing production goals and to publish an annual 
scorecard tracking progress toward these goals. The report 
suggests that this will likely improve government efficiency and 
incentives related to housing production; help stakeholders work 
together toward a common and yearly delineated goal; and 
increase government accountability. With measureable targets, 
goals become more effective, bolstering SDHC’s capacity for 
performance management. 

Other Municipalities Set 
Targets for Affordable 

Housing Production 

Other municipalities have also taken steps to implement annual 
affordable housing production goals and targets. For example, 
Arlington County, Virginia established affordable housing goals 
and targets in 2003 and publishes an annual report detailing the 
County’s progress towards meeting those goals. Over time, this 
report has evolved into the County’s Affordable Housing Master 
Plan, which includes policies, goals, objectives, and indicators that 
address the County’s long-range vision for affordable housing 
needs. Importantly, the plan includes the development of a 
monitoring and evaluation framework to ensure that goals are 
met. 

                                                           
5 LeSar Development Consultants, Addressing the Housing Affordability Crisis in San Diego and Beyond, 
November 2015. Available from SDHC’s website: 
http://www.sdhc.org/uploadedFiles/Media_Center/Significant_Documents_Reports/SDHC%20Housing%20Affo
rdability%20Study%20Report.pdf 

http://www.sdhc.org/uploadedFiles/Media_Center/Significant_Documents_Reports/SDHC%20Housing%20Affordability%20Study%20Report.pdf
http://www.sdhc.org/uploadedFiles/Media_Center/Significant_Documents_Reports/SDHC%20Housing%20Affordability%20Study%20Report.pdf
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Similarly, the City of Austin, Texas has developed seven goals with 
specific targets for affordable housing production. Four of these 
goals focus on creating and preserving affordable housing units 
and home ownership opportunities; the corresponding targets 
specify the number of units that the City should strive to produce 
at each level of affordability. Three of the goals are aimed at family-
friendly housing, transit-oriented development, and geographic 
dispersion. The City and the community share the goals, but each 
have their own targets, indicating that these goals and targets are 
a shared effort between the public and private sectors. 

Setting production goals and performance measures and regularly 
reporting the results will help SDHC better communicate its 
progress toward the production of affordable housing units. In 
doing so, SDHC can improve its accountability and transparency to 
oversight bodies and other stakeholders. Moreover, setting 
production goals would help SDHC to frame strategies and 
decision-making in terms of maximizing the number of affordable 
units it develops. 

Recommendation #1 To help maximize the number of affordable housing units 
produced, the San Diego Housing Commission should establish 
targets and performance measures and annually report on those 
results. When setting production goals, the San Diego Housing 
Commission should also consider the number of units that are at 
risk of conversion to market rate. (Priority 2) 
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 Finding #2: The San Diego Housing 
Commission Can Better Demonstrate the Cost–
Effectiveness of Affordable Housing 
Developments by Using Performance 
Indicators and Benchmarks 

 Affordable housing needs in the City of San Diego (City) far exceed 
the available dollars and therefore it is imperative that the most 
cost-effective developments are funded to keep unit cost 
reasonable. The San Diego Housing Commission (SDHC) does not 
have performance measures or benchmarks to demonstrate the 
cost-effectiveness of their affordable housing developments. With 
the establishment of performance indicators and benchmarks, 
SDHC can assess their performance in providing cost-effective 
housing developments while also providing valuable monitoring 
information to the San Diego Housing Authority (SDHA), its direct 
oversight body. There are several performance measures and 
benchmarks SDHC could explore to evaluate cost-effectiveness for 
their affordable housing developments, such as a comparison of 
SDHC’s development unit cost to: 

 Statewide or regional averages; 

 Similar SDHC Developments;  

 Key Performance Indicators; or 

 Unit cost developed with cost estimating software. 

Comparison Between 
Affordable Development 

Costs Across State of 
California Regions Serve 

as a Barometer to Ensure 
Development Costs 

Remain Within Regional 
Variations 

Affordable housing development unit costs vary considerably 
within the State of California, as shown in Exhibit 3 below. While 
the average cost per unit is most expensive in San Francisco City 
and County at $430,000, the California Affordable Housing Cost 
Study determined that the statewide average cost per unit in 2015 
is approximately $305,000, excluding the cost of land. 
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Exhibit 3 

Average Unit Costs for New Affordable Housing Construction Projects Vary Widely by 
California County and Region 

 

 

Note: Figures exclude the cost of land. Dollars are converted to 2015 amounts using the California Construction 
Cost Index. 

Source: California Affordable Housing Cost Study, October 2014. 

 In our comparison of SDHC’s average cost per unit for 14 
affordable housing developments completed from 2010 to 2015, 
per SDHC, we found that SDHC’s average per unit cost is 
approximately $320,000. This is higher than the statewide average 
of $305,000 and approaches the Los Angeles County average of 
$334,000, as shown in Exhibit 4. 
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Exhibit 4 

SDHC's Average Unit Costs are Higher Than the Statewide Average but Comparable to 
Nearby Los Angeles County 

 

Source: California Affordable Housing Cost Study, October 2014. 

 However, of the 14 individual developments shown below in 
Exhibit 5, six are above the statewide average. Comparing unit 
costs locally, eight of the developments are above the San Diego 
County’s average of $279,000, indicating the developments may 
have not been the most cost-effective or they should be compared 
to another region with similar development characteristics to the 
City. 
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Exhibit 5 

The Statewide Average Cost per Unit was Exceeded by 6 of 14 SDHC Developments 

 
Source: Independently audited final cost certifications. 

 To establish a regional comparison benchmark, SDHC can explore 
a performance measure methodology similar to that 
recommended for the City of Sacramento. A September 2015 City 
of Sacramento audit found that Sacramento shares development 
characteristics with the more urban areas of the state and not the 
Capital and Northern Region in which it is located. With 
Sacramento’s average cost per unit at approximately $283,000, the 
audit recommended that Sacramento set its benchmark to 
correspond with the statewide average unit cost, which is 
$305,000. Similarly, SDHC can determine its own benchmark of 
average unit costs relative to the development characteristics 
comparable to another region, such as San Diego County or Los 
Angeles County. 
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Comparison between San 
Diego Housing 

Commission 
Developments to Ensure 

Costs Remain within Local 
Expectations 

Comparing unit costs between SDHC’s previous, similar 
developments can also serve as a useful benchmark with which to 
ensure that developments remain cost-effective. This technique 
adjusts for factors contributing to project complexity. For example, 
we reviewed 14 new construction developments sponsored by 
SDHC from 2010 to 2015, shown in Exhibit 6 below, and 
determined an average unit cost including land of $344,000, with a 
range of $196,000 to $438,000 per unit. While land costs are a 
contributing factor to development costs, there is considerable 
variation in land costs locally. 

Exhibit 6 

Although Land is a Factor, it is Not Always the Primary Driver of Overall per Unit Cost 

 
Source: Independently audited final cost certifications. 
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 However, the variation in land cost does not explain all of the 
disparity in unit costs among SDHC’s developments. In SDHC’s 
Trolley Residential funding proposal, SDHC included an 
explanation showing factors that increased or decreased unit cost 
and, in some cases, included a unit cost calculation for that factor 
as shown below in Exhibit 7. Many of these factors were discussed 
in the California Affordable Housing study and align with SDHC’s 
explanation of how the cost factors affected the Trolley Residential 
project cost. 

Exhibit 7 

How Project Factors Affect Project Costs   Example of SDHC Trolley Residential Proposal 
with Cost Factors  

Factors Affecting 
Unit Costs  

Description of Project 
Factors  

 Trolley Residential Proposal 
Explanation 

Trolley Residential 
Development Cost 
Impact (Amount) 

Project Size Larger projects cost less per 
unit and benefit from 
economies of scale. 

Smaller project with 52 units. Increase (not shown 
by SDHC) 

Unit Size Larger units (2-4 bedrooms) 
are relatively more 
expensive on a per unit 
basis. 

22 of the 52 units are 3 bedroom 
units.  

Increase (not shown 
by SDHC) 

Local Government 
Requirements  

Permitting and processing 
fees vary across the State. 

City development impact, permit 
and processing fees. 

Increase ($43,707 
per unit) 

Community Input 
Process 

Community opposition that 
delays the 
design/implementation 
process likely increases 
costs.  

Extensive community input process 
resulted in the implementation of 
community-desired design. 

Increase (not shown 
by SDHC) 

Building Quality 
and Durability 

Increased quality and 
durability add to costs. 

Soil remediation cost. Increase ($7,692 per 
unit) 

Construction Wages Vary by region, and 
prevailing wage in effect. 

Prevailing wages increase 
construction costs by approximately 
16 to 20 percent. 

Increase (not shown 
by SDHC) 

Developer 
Characteristics 

Projects built by larger 
developers are less 
expensive. 

General contractor has ability to 
leverage subcontractor relationships 
to receive competitive pricing. 

Decrease (not 
shown by SDHC) 

Land Costs Vary by region, but 
important part of total cost. 

Land sold for less than appraised 
value. 

Decrease ($16,753 
per unit) 

Source: California Affordable Housing Cost Study, October 2014, and Trolley Residential project proposal. 
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 However, not all of the cost factors are monetized, and the list may 
not include all of the cost factors that would explain the unit cost 
disparity in similar projects listed by SDHC in the Trolley Residential 
proposal. With the variation in project complexity, the factors 
contributing to unit cost must be added or subtracted in 
comparison to the other projects to show the unit cost is within an 
acceptable or benchmarked range. The SDHC chart below shown 
in Exhibit 8, does not fully convey the impact of the cost factors 
and, therefore, the cost-effectiveness of the Trolley Residential 
project compared to the other three projects. 

Exhibit 8 

While Three Projects are Comparable to SDHC’s Trolley Residential Project, Details 
Affecting Project Costs Are Unknown 

Source: Trolley Residential project proposal. 

 While SDHC shows the impact of some cost factors, a more 
detailed, in-depth comparison by development and unit cost 
factor is needed to show whether a particular development unit 
cost compares favorably to other SDHC developments. 

Development Key 
Performance Indicators 

can be Useful when 
Compared to Internal or 

External Benchmarks 

SDHC identified development cost performance indicators that 
were used to evaluate the Trolley Residential project and make a 
funding recommendation as shown below in Exhibit 9. According 
to SDHC, key performance indicators are commonly used by real 
estate industry professionals and affordable housing developers. 
However, these indicators would be more useful if they could be 
compared to statewide or local benchmarks. 

  

Project Name Year Units Total Cost 
Cost per 

Unit 

SDHC 
Subsidy 
per unit 

Gross 
Hard Cost 
per Sq. Ft. 

Prevailing 
Wages 
Apply 

Trolley 
Residential 

2014 52 $22,963,066 $441,597 $60,000 $225 Yes 

Mission 
Gorge 

2014 90 $29,121,428 $323,571 $106,667 $164 No 

Villa 
Encantada 

2014 67 $27,952,232 $417,197 $89,533 $202 No 

Kalos Apts 2013 83 $28,015,170 $337,532 $87,269 $189 No 
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Exhibit 9 

SDHC Trolley Residential Project Key Performance Indicators 

Development Cost per Unit $441,597 

Housing Commission Subsidy per Unit $60,000 

Land Cost per Unit $31,323 

Gross Building Square Foot Hard Cost $225 

Net Rentable Square Foot Hard Cost $279 

Source: San Diego Housing Commission Trolley Residential Funding Proposal. 

 A comparison to an external real estate indicator would help to 
evaluate the cost-effectiveness of SDHC developments. 

Using Cost Estimators to 
Evaluate Cost-

Effectiveness 

 

SDHC could use RS Means or similar cost calculating software to 
validate proposed development cost and ensure that cost are 
reasonable and justifiable. The California Affordable Housing Cost 
Study used the RS Means’ Quick Cost Estimator (Estimator) when it 
compared actual unit cost of 150 affordable housing projects to 
unit cost estimates generated by the Estimator. The study showed 
that the actual unit cost of the projects fell somewhere in the 
medium to high range of the RS estimates, indicating that cost 
could have been reduced in some cases. Similarly, SDHC could use 
estimating software to compare developer proposed cost for new 
construction to estimated cost or compare rehabilitation cost to 
new construction cost to determine if the cost falls within an 
expected range.  

Recommendation #2 The San Diego Housing Commission should establish an 
evaluation methodology that includes performance measures and 
benchmarks to demonstrate that the San Diego Housing 
Commission’s projects provide the best option for achieving cost-
effectiveness in affordable housing expenditures. The San Diego 
Housing Commission should report the results no less than 
annually to the San Diego Housing Commission Board and also to 
the San Diego Housing Authority. (Priority 2) 
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 Finding #3: The San Diego Housing 
Commission Can Improve Monitoring of 
Developers’ Loan Payments to Ensure it is 
Collecting Amounts Due and Should Regularly 
Evaluate the Cost-Effectiveness of its Loan 
Servicing Activities 

  In our review of 31 of the San Diego Housing Commission (SDHC) 
developer loans, we found that in most cases the developers were 
submitting the required documentation. However, we found little 
evidence of SDHC’s reconciliation process needed to ensure the 
developers’ interest payments were correct. As a result, SDHC 
relies on the accuracy of the developers’ calculation of payment 
amounts. Without a monitoring process that includes 
reconciliation of the developers’ payment calculations to the 
developments’ financial statements, it is difficult to determine if 
the interest collections are fully realized. A monitoring process will 
help SDHC determine whether developments produce the cash 
flow necessary to generate loan payments and justify the time that 
would be needed to perform the reconciliation process. Therefore, 
SDHC should conduct periodic analysis of the cost-benefit of the 
loan servicing activities. 

Improved Monitoring 
Procedures are needed to 

Determine if SDHC is 
Maximizing Collection of 

Loan Interest Payments 

One of SDHC’s Strategic Plan objectives is to ensure that the most 
effective and cost-efficient business practices are in place for 
management of the SDHC loan portfolio. As a lender, SDHC 
provides some developers of affordable housing residual receipt 
loans, a very common type of loan in affordable housing lending. 
These loans provide payment terms in the form of residual receipts 
which have two scenarios: 1) When projects have annual positive 
net cash flow (i.e. income minus expense), developers pay a 
previously agreed-upon percentage of the net cash flow, known as 
a residual receipt, to SDHC; or 2) If residual receipts are zero or 
negative, no payment is required but interest accrues and 
developers can make a balloon payment at loan maturity. To 
ensure that loans are repaid in accordance with loan terms, SDHC 
must review developers’ annual financial statements and residual 
receipt statements for accuracy. Payment provides SDHC with 
continued funds to reinvest in new affordable housing projects. 
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We found that most developers were submitting their annual 
financial and residual receipt statements with payment 
calculations to SDHC. However, we found little evidence of SDHC’s 
reconciliation of these statements to confirm accuracy of 
developers’ payment calculations. We reviewed 31 SDHC loans 
with residual receipt terms of approximately $14.6 million in 
accrued interest as of FY2015; of this amount, SDHC has collected 
only $3.89 million in interest for a collection rate of 21 percent paid 
as of June 30, 2015. A one percent increase in the collection rate 
would have yielded an additional $185,000. It is unclear if SDHC is 
not collecting more money due to the lack of a reconciliation 
process or because of developments’ lack of cash flow. 

The loans listed below in Exhibit 10 are the developer loans with 
the highest balances in our sample. These loans have a slightly 
higher collection rate, at 24 percent, but still have a significant 
amount of interest accrued. 
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Exhibit 10 

SDHC Loan Collection Rate 

Borrower  

Loan Balance 
SDHC Annual 
Report June 
30, 2015 

Total Accrued 
Interest as of 
June 30, 2015 

Total 
Payment 
as of June 
30, 2015 

Arbor Terrace, L.P. $9,794,384 $182,505 $0 

Steadfast Villa Nueva $9,200,000 $285,200 $1,851,731 

Mercado Cic, L.P. $7,000,000 $1,434,514 $0 

Florida Street Housing Association $6,965,583 $1,116,728 $0 

City Heights Ten, L.P. $6,452,364 $15,313 $67,462 

Dawson Avenue Senior Apartments $6,440,111 $81,575 $207,163 

Delta Village Housing Association $6,100,000 $1,830,358 $0 

Linc Arbor Village Apartments $5,460,000 $847,210 $0 

Georgia Street, L.P. $5,110,753 $738,258 $0 

San Diego Commons, L.P. $4,414,500 $160,639 $0 

Total $66,937,695 $6,692,300 $2,126,356 

  Collection Rate 24% 

Source: Office of the City Auditor based on San Diego Housing Commission loan portfolio. 

 According to SDHC, the reconciliation process is time-consuming 
and involves the coordination of two departments: the loan 
servicing department and the asset management department. 
SDHC staff must review developers’ lengthy annual financial 
statements, which typically contain balance sheets; related 
statements of operations; changes in partners’ capital; and cash 
flows and compare them to residual receipt statements for 
accuracy. The residual receipt statements typically contain 
summarized information such as operating expenses, debt service, 
deferred developer fee, and reserve contributions. 

Since June 2015, SDHC has begun taking steps to streamline the 
reconciliation process: reviewing properties in the loan portfolio, 
ensuring collaboration between the two departments, and 
standardizing the reconciliation process with procedures and 
training.  Reconciliation is essential to determining the accuracy of 
the information on the residual receipt statements and to ensure 
that SDHC is collecting all interest that is due at the end of each 
year. Additionally, with an improved process, SDHC can analyze 
their loan portfolio to determine whether the most effective and 
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cost-efficient business practices are in place for management of 
the SDHC loan portfolio. 

Recommendation #3 The San Diego Housing Commission should develop loan servicing 
guidelines that include review timelines, reconciliation procedures, 
and dispute procedures. (Priority 2) 

Recommendation #4 The San Diego Housing Commission should report loan collection 
results annually to the San Diego Housing Commission Board and 
the San Diego Housing Authority. (Priority 2) 

Recommendation #5 The San Diego Housing Commission should conduct periodic 
analysis, no less than annually, of the cost-benefit of the loan 
servicing activities. If the loan servicing activities are not cost-
effective, alternatives such as streamlined reconciliation 
procedures or a simplified payment structure should be 
considered. (Priority 2) 
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Conclusion  

 Performance measures and benchmarks specifically tied to 
affordable housing production, cost-effectiveness of that 
production, and increased loan collections for reinvestment in 
housing production will benefit the City of San Diego. It is 
important that the most cost-effective developments are funded 
to keep cost reasonable, generate a return on investment, and 
maximize the number of housing units produced. 

The San Diego Housing Commission plays a critical role in the 
production of affordable housing. Therefore, performance 
measures and benchmarks will better demonstrate the results of 
their efforts while providing the San Diego Housing Authority with 
much needed monitoring information to strengthen their 
evaluation capacity. Going forward, this monitoring information 
can be used to evaluate the effects of the regional, statewide, and 
federal opportunities identified by the San Diego Housing 
Commission to boost production and reduce costs for both 
affordable and market rate housing in San Diego. 
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Recommendation #1 To help maximize the number of affordable housing units 
produced, the San Diego Housing Commission should 
establish targets and performance measures and annually 
report on those results. When setting production goals, the 
San Diego Housing Commission should also consider the 
number of units that are at risk of conversion to market rate. 
(Priority 2) 

Recommendation #2 The San Diego Housing Commission should establish an 
evaluation methodology that includes performance 
measures and benchmarks to demonstrate that the San 
Diego Housing Commission’s projects provide the best 
option for achieving cost-effectiveness in affordable housing 
expenditures. The San Diego Housing Commission should 
report the results no less than annually to the San Diego 
Housing Commission Board and also to the San Diego 
Housing Authority. (Priority 2) 

Recommendation #3 The San Diego Housing Commission should develop loan 
servicing guidelines that include review timelines, 
reconciliation procedures and dispute procedures. (Priority 
2) 

Recommendation #4 The San Diego Housing Commission should report loan 
collection results annually to the San Diego Housing 
Commission Board and the San Diego Housing Authority. 
(Priority 2) 

Recommendation #5 The San Diego Housing Commission should conduct 
periodic analysis, no less than annually, of the cost-benefit of 
the loan servicing activities. If the loan servicing activities are 
not cost-effective, alternatives such as streamlined 
reconciliation procedures or a simplified payment structure 
should be considered. (Priority 2) 

Recommendations 

 We made five recommendations for the San Diego Housing 
Commission to establish performance measures that demonstrate 
affordable housing results and provide the San Diego Housing 
Authority with ongoing monitoring information to evaluate 
program results. The San Diego Housing Commission agreed to 
implement all of the recommendations. 
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Appendix A: Definition of Audit 
Recommendation Priorities 
 
 

DEFINITIONS OF PRIORITY 1, 2, AND 3 

AUDIT RECOMMENDATIONS 

 
 

The Office of the City Auditor maintains a priority classification scheme for audit recommendations 
based on the importance of each recommendation to the City, as described in the table below. While 
the City Auditor is responsible for providing a priority classification for recommendations, it is the City 
Administration’s responsibility to establish a target date to implement each recommendation taking 
into considerations its priority. The City Auditor requests that target dates be included in the 
Administration’s official response to the audit findings and recommendations. 

 
 
 

Priority 
Class6 Description 

1 

Fraud or serious violations are being committed. 

Significant fiscal and/or equivalent non-fiscal losses are occurring. 

Costly and/or detrimental operational inefficiencies are taking 
place. 

A significant internal control weakness has been identified. 

2 

The potential for incurring significant fiscal and/or equivalent non-
fiscal losses exists. 

The potential for costly and/or detrimental operational 
inefficiencies exists. 

The potential for strengthening or improving internal controls. 

3 Operation or administrative process will be improved. 

 
  

                                                           
6 The City Auditor is responsible for assigning audit recommendation priority class numbers. A recommendation 
which clearly fits the description for more than one priority class shall be assigned the higher priority. 
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Appendix B: Audit Objectives, Scope, and 
Methodology 

 In accordance with the Office of the City Auditor’s Fiscal Year 2016 
Audit Work Plan, we conducted an audit of the San Diego Housing 
Commission (SDHC). This is the second SDHC related audit 
released in conjunction with the Fiscal Year 2016 Audit Work Plan. 
The first audit covering the Affordable Housing Fund was released 
July 21, 2016. For the second audit, we concentrated our efforts in 
two areas: affordable housing production and the cost of 
producing affordable housing. Specifically, our audit objectives 
were to: 

1. Determine SDHC’s impact on affordable housing 
production in San Diego, and; 

2. Determine whether SDHC is cost-effective in the 
production of affordable housing. 

In order to arrive at these two objectives, we conducted an 
extensive preliminary review and scoping phase. As part of this 
process, we met with several stakeholders to discuss affordable 
housing issues and get their perspectives. In addition to meeting 
with SDHC management, we met with individuals from the 
following organizations: 

 San Diego County Building Trades Council  

 San Diego Regional Chamber of Commerce  

 San Diego Housing Federation  

 Building Industry Association of San Diego County  

 Office of the Mayor, City of San Diego  

 Affordable Housing Coalition  

 Economic Development Department, HUD Programs 
Office, City of San Diego  

 Circulate San Diego  

We also reviewed published studies focusing on affordable 
housing in California and San Diego, which included the following: 
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Opening San Diego’s Door 
to Lower Housing Costs 

In January 2015, the Business and Economic Institute at Point 
Loma Nazarene University published an economic study that 
found regulatory costs represent between 34 and 51 percent of 
the average cost of housing construction in the City of San Diego. 
The report makes several recommendations for regulatory reforms 
that could preserve the objectives of the regulation but at a much 
lower cost. The report was presented to the City Council’s Smart 
Growth and Land Use Committee on July 1, 2015. 

Addressing the Housing 
Affordability Crisis in San 

Diego and Beyond 

This report was released on November 25, 2015 and contained 
eleven proposed actions to boost housing production and reduce 
costs. The study examines: 

 Major factors driving affordable housing and 
development costs; 

 Cost containment guidelines; and 

 Options to reduce affordable housing costs. 

The report was prepared for SDHC by LeSar Development 
Consultants. 

California Affordable 
Housing Cost Study 

In October 2014, four agencies7 jointly published a large-scale 
housing development cost study intended to measure the factors 
that influence the cost of building affordable rental housing in 
California. The researchers collected and analyzed data from 
hundreds of multi-family projects completed in California from 
2001 to 2011. The study identified several factors correlated with 
raising or lowering the costs of developing affordable housing in 
California. 

 After meeting with stakeholders and reviewing studies, there were 
still several issues to consider for the audit. We selected the areas 
to audit by reviewing five broad areas: 

 Eligibility for Rental Assistance 

 Housing Stock 

 Cost 

 Financing 

                                                           
7 The California Department of Housing and Community Development; the California Tax Credit Allocation 
Committee; the California Housing Finance Agency; and the California Debt Limit Allocation Committee. 
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 Strategic Planning 

We evaluated risks and controls for these areas and, based on this 
assessment, determined which areas were most vulnerable and 
have the largest impact on SDHC’s ability to provide affordable 
housing. This formed the basis for focusing on two areas and 
developing the following audit objectives: 

Audit Objectives The first audit objective was to determine the San Diego Housing 
Commission’s impact on affordable housing in San Diego, 
including the number of affordable housing units lost or are at risk 
of being lost through the expiration of affordability covenants. The 
second audit objective was to determine whether SDHC is cost-
effective in the production of affordable housing. 

Scope and Methodology To determine the number of units SDHC has contributed to the 
affordable housing stock in the City,8 we relied on property 
information provided by SDHC. The information included projects 
completed between 1981 and 2015, but our scope focused on the 
projects completed between 2010 and 2015. We tested the 
reliability of this information by taking a judgmental sample of ten 
recently-completed projects and verifying the project’s total 
development cost, the number of affordable units created by each 
project, and the affordability level for the units at each project. To 
verify this information, we reviewed final cost certifications and the 
Declaration of Covenants, Conditions, and Restrictions for each 
property. Based on this review, we found the property information 
provided by SDHC to be accurate and reliable for the purpose of 
reporting the number of affordable housing units contributed by 
SDHC. 

To understand the overall impact of these figures, however, we 
needed to contextualize them. We did this first by comparing the 
number of units developed or financed by SDHC to the total 
number of units developed in the City. To determine the overall 
production of affordable housing in San Diego, we totaled the 
number of affordable units permitted in the City of San Diego, as 
reported by the City in its Annual Housing Element Progress 
Reports to the State of California’s Department of Housing and 

                                                           
8 We interpreted this to include the number of affordable housing units developed or at least partially financed 
by SDHC. 
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Community Development.9 We compared the Citywide totals to 
SDHC’s totals by calculating the percentage of the total number of 
units in the City that were contributed by SDHC. This allowed us to 
measure SDHC’s impact on the total number of affordable housing 
units being added to the City’s stock year after year. 

To understand the effect of SDHC’s production efforts on the City’s 
need for affordable housing, we reviewed the Regional Housing 
Needs Assessment (RHNA) produced by the San Diego Association 
of Governments (SANDAG). We used the RHNA allocations for low-
income housing units in the City of San Diego to estimate the 
number of affordable housing units needed. We then compared 
this need to both the number of units contributed by SDHC and 
the total number of units produced Citywide. This comparison 
allowed us to quantify how SDHC’s efforts have impacted the 
City’s need for affordable housing and better understand the 
magnitude of the affordable housing gap. 

We also compiled affordable housing production figures for other 
California cities to assess whether production and the affordable 
housing gap in San Diego is significantly different than in other 
California cities. We did this by reviewing the RHNA produced by 
each jurisdiction’s council of governments along with each 
jurisdiction’s Annual Housing Element Progress Reports. 

To determine the number of affordable housing units lost or are at 
risk of being lost through the expiration of affordability covenants, 
we reviewed the Inventory and Cost Analysis of “At-Risk” 
Affordable Units presented in the City of San Diego’s Housing 
Element. This analysis includes an inventory of the number of 
affordable units eligible for conversion to market rate rents 
between July 1, 2009 and June 30, 2020 and a comparison of the 
costs involved in replacing these units. 

To determine if SDHC was cost-effective in the production of 
affordable housing, we interviewed SDHC staff, calculated 
development unit cost using actual cost from independent cost 
certifications and compared those to state and regional averages 
as well as the averages for other SDHC funded developments. We 

                                                           
9 In the Annual Progress Reports, the number of units permitted is used as an approximation for the number of 
units built. 
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also reviewed SDHC development proposals including pro-forma 
statements to gain an understanding of cost factors and cash flow 
estimates. For the loan portfolio, we selected a sample of 31 loans 
and verified the terms from the loan agreements. We compiled 
residual receipt forms and independent audits to determine 
borrower submittal per the loan agreement terms. The interest 
amounts collected were matched to SDHC accounting records and 
the interest due was reconciled from the SDHC annual report to 
SDHC accounting records. 

In addition to compiling affordable housing production figures, we 
tested whether SDHC is continuously verifying the eligibility of 
families receiving rental assistance. To do this, we selected a 
random sample from the population of households receiving 
rental assistance as of July 1, 2015, based on data provided by 
SDHC.10 We reviewed recertification paperwork for each 
household in the sample and verified that the rent subsidy was 
paid to the landlord by reviewing payments in the check register. 
This review allowed us to confirm that SDHC monitors and 
regularly verifies participant households’ eligibility to receive rental 
assistance. 

 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. 

 

                                                           
10 We selected a random sample from the population of households receiving rental assistance based on a 90 
percent confidence level and a confidence interval of 10. 
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