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TO THE COURT, ALL PARTIES AND THEIR RESPECTIVE COUNSEL OF
RECORD:

PLEASE TAKE NOTICE LA Alliance for Human Rights hereby files the Los
Angeles County audit of Los Angeles Homeless Services Authorities’ — Finance,
Contracts, Risk Management, and Grants Management Review, dated November 19,
2024. This review by LA County is directly related to the issues identified by Alvarez
& Marsal in its ongoing audit of LA City and LAHSA programs. LA Alliance agrees
with Supervisor Horvath: “The audit findings make clear the structure we have for
service delivery is not working. We need greater accountability and bold action . . .
The public is frustrated and there is no time to waste in delivering meaningful results.”
David Wagner, Following scathing audit, LA County supervisor proposes moving
homeless services under direct county control, LAist.com (updated Nov. 20, 2024,

9:57 AM), https://laist.com/news/housing-homelessness/los-angeles-homeless-

services-authority-lahsa-audit-2024-november-county.

Dated: November 20, 2024 Respectfully submitted,

/s/ Elizabeth A. Mitchell

UMHOFER, MITCHELL & KING, LLP
Matthew Donald Umhofer
Elizabeth A. Mitchell

Attorneys for Plaintiffs
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AUDITOR-CONTROLLER

CONNIE YEE
CHIEF DEPUTY AUDITOR-CONTROLLER

November 19, 2024

TO: Each Supervisor
FROM: Oscar Valdez, Auditor-Controller / S
SUBJECT: LOS ANGELES HOMELESS SERVICES AUTHORITY — FINANCE,

CONTRACTS, RISK MANAGEMENT, AND GRANTS MANAGEMENT
REVIEW (February 27, 2024, Board Agenda Item 4)

With the support of the Chief Executive Office (CEO) and the Los Angeles Homeless
Services Authority (LAHSA), we completed a review of LAHSA'’s Finance, Contracts,
Risk Management, and Grants Management and Compliance units, as requested by
the Board of Supervisors on February 27, 2024, Board Agenda Item 4. Our review
was completed in accordance with the scope of work report back issued on April 23,
2024 (included in Attachment Il).

We noted various opportunities for LAHSA to improve and strengthen their controls
and processes over their operations, and offer the recommendations in this report to
assist LAHSA management in that regard. For example, LAHSA:

»  Awarded $50.8 million in Measure H working capital (multi-year) cash advances to
various subrecipients beginning in Fiscal Year (FY) 2017-18, and did not establish
formal agreements to determine how and when the funds would be repaid. As a
result, while LAHSA indicated they initiated efforts to recoup the funds in
FY 2023-24, some subrecipients cited cash flow issues, and LAHSA only
recovered approximately $2.5 million (5%) as of July 8, 2024.

»= Did not always recover annual cash advances awarded to subrecipients at year-
end as required, and as of July 2024, had approximately $8 million in outstanding
advances issued to subrecipients for the City of Los Angeles (City), County, and
State programs that were carried over from FYs 2016-17 through 2022-23. Of the
$8 million, approximately $409,000 is with six subrecipients who no longer contract
with LAHSA.
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FAST FACTS

LAHSA is a
joint powers
authority
created in
December
1993 by the
City and
County of
Los Angeles.

LAHSA
receives
funding from
the County of
Los Angeles,
City of

Los Angeles,
State, and
federal
governments.

For FY ended
June 30, 2023,
LAHSA’s total
revenue was
approximately
$647 million.
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= Did not always pay subrecipients timely even when the funds were available, whereas in other
instances, inappropriately used funding from other sources to pay subrecipients prior to receiving
reimbursement from the actual funder.

» Did not always maintain adequate records for working capital advances. Specifically, we selected
a sample of working capital advances to validate the accuracy of LAHSA'’s accounting records and
noted that LAHSA understated the amounts awarded to two subrecipients by $505,591, and did not
provide adequate supporting documentation for approximately $5 million in advances awarded to
five subrecipients.

= Could not provide comprehensive contract data (e.g., an accurate list of all contracts, execution
dates, etc.) to determine the total number of contracts that were executed either timely or
retroactively in FY 2023-24. In addition, we noted instances where contracts were executed
excessively late and the delays were due to issues concerning LAHSA'’s internal contracting
processes.

» Did not develop an adequate contract monitoring plan to ensure effective oversight of their
subrecipients. In addition, due to a lack of standards for conducting and documenting the results of
their contract monitoring reviews, we could not determine whether LAHSA adequately monitored all
their contracts to ensure subrecipients complied with their contract terms.

For details of our review, please see Attachment |. LAHSA'’s response (included in Attachment Ill)
indicates agreement with five, disagreement with four, and partial disagreement with seven of our
findings and recommendations. It should be noted that LAHSA did not communicate any of these
disagreements during our review, including during our preliminary and formal exit meetings. As
mentioned in Attachment Il, our results will also help inform whether a strategic business process
analysis and workplan for LAHSA is needed, which we will work with the CEO and LAHSA to determine
after the issuance of this report.

We thank LAHSA management and staff for their cooperation and assistance during our review.
If you have any questions please call me, or your staff may contact Terri Kasman at
tkasman@auditor.lacounty.gov.

OV:CY:RGC:TK:JH:meb
Attachments
c: Fesia A. Davenport, Chief Executive Officer

Edward Yen, Executive Officer, Board of Supervisors
Va Lecia Adams Kellum, Ph.D., Chief Executive Officer, LAHSA
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Robert G. Campbell Terri Kasman
ASSISTANT AUDITOR-CONTROLLER DIVISION CHIEF
COUNTYWIDE CONTRACT MONITORING DIVISION Report #C24004

LOS ANGELES HOMELESS SERVICES AUTHORITY

FINANCE, CONTRACTS, RISK MANAGEMENT, AND GRANTS MANAGEMENT REVIEW
(February 27, 2024, Board Agenda Item 4)

BACKGROUND AND SCOPE

The Los Angeles Homeless Services Authority (LAHSA) is a joint powers authority of the County of
Los Angeles (County) and the City of Los Angeles (City) created in December 1993 to address homelessness
in the region. LAHSA coordinates and manages federal, State, County, and City funds for programs that
provide various services to people experiencing homelessness. According to LAHSA’s audited financial
statements for the Fiscal Year (FY) ended June 30, 2023, the majority of LAHSA’s funding comes from the
County and City, totaling approximately $246 million and $234 million, respectively. The audited financial
statements for the FY ended June 30, 2024, were not yet available at the time of our review.

At the Board of Supervisors’ (Board) request, we completed a review of LAHSA’s Finance, Contracts, Risk
Management, and Grants Management and Compliance units, in accordance with the scope of work included
in Attachment Il. This review is intended to inform incoming financial leadership at LAHSA of key financial and
operational areas that need improvement. In addition, as mentioned in Attachment I, our results will also help
inform whether a strategic business process analysis and workplan for LAHSA is needed, which we will work

with the County Chief Executive Office (CEQO) and LAHSA to determine after the issuance of this report.

TABLE OF FINDINGS AND RECOMMENDATIONS FOR CORRECTIVE ACTION

ISSUE
Did Not Establish Agreements for Working
OLTNEIWLCIENGEES - In FYs 2017-18 through
the County provided LAHSA
Measure H

2019-20,
approximately ~ $82.5 million in
working capital advances to support Measure H

operations, in which LAHSA awarded
$50.8 million to various subrecipients beginning
in FY 2017-18 to address cash flow needs that
may occur throughout the fiscal year. According
to LAHSA, the subrecipients were allowed to
retain these advances across multiple fiscal
years and were not required to repay the funds
annually. LAHSA retained the remaining $31.7
million to support internal operations and
awarded annual cash advances for Measure H
subrecipients, as mentioned in Issue No. 2.

However, LAHSA did not establish formal
agreements with the subrecipients to determine
how and when the working capital advances
would be repaid. In addition, LAHSA indicated
that while they initiated efforts to recoup the
funds in FY 2023-24, some subrecipients
reported having cash flow issues. As a result,

RECOMMENDATION
()41 ] - LAHSA management:

a) Work with subrecipients to establish
agreements with repayment terms for all
outstanding working capital advances.

b) Provide the County CEO with quarterly
updates until all advanced funds are repaid.

LAHSA’s Response: Disagree
Target Implementation Date: Not Indicated

LAHSA indicated disagreement and requested that
we remove this finding and the associated
recommendations, citing that their Operational
Agreement (OA) with the County does not require
LAHSA to recoup these advances annually or by
July 8, 2024, as is stated in the report. However, our
report does not state that these advances are required
to be recouped annually or by July 8, 2024, and
instead acknowledges that subrecipients were
allowed to retain the advances across multiple fiscal
years.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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TABLE OF FINDINGS AND RECOMMENDATIONS FOR CORRECTIVE ACTION

ISSUE
LAHSA slowed their recoupment efforts and only
recovered approximately $2.5 million (5%) as of
July 8, 2024.

While LAHSA initiated attempts to recover these
funds, we have concerns about LAHSA'’s ability
to recover all the advances given the lack of
formal agreements memorializing the advances
when they were issued. LAHSA must continue
to actively work with the subrecipients to
establish agreements that formalize how and
when the outstanding working capital advances
will be repaid. LAHSA must also establish
controls over cash advances, including any
future working capital advances, as mentioned in
Issue No. 4.

Impact: LAHSA may not be able to recover all
working capital advances and as a result, may
not repay the County the full $82.5 million in
advanced Measure H funds.

Did Not Recoup Annual Cash Advancesji
LAHSA has contracts with subrecipients that
include provisions for annual cash advances
(cash advances), which differ from working
capital advances in that these funds are to be
awarded and recouped by LAHSA each fiscal
year. However, LAHSA did not always recover
the cash advances at year-end and had a
significant amount of outstanding advances
dating back to FY 2016-17, including advances
with subrecipients who no longer contract with
LAHSA.

Specifically, LAHSA had approximately
$15 million in outstanding cash advances made
to subrecipients for City, County, and State
programs as of July 2024, and of those amounts,
approximately $8 million (53%) was carried over
from prior fiscal years (i.e., FYs 2016-17 through
2022-23), including approximately $185,000 in
advances that were provided in FY 2016-17. Of

RECOMMENDATION
In addition, LAHSA indicated that while their OA does
not require them to establish formal agreements, they
took the initiative to do so and provided the
agreements along with recoupment schedules during
our fieldwork. However, LAHSA only began
establishing formal agreements during FY 2023-24,
and only provided agreements for some (not all) of the
providers with outstanding working capital advances.
As indicated under the Issue section and in our
recommendation, LAHSA must continue to work with
the subrecipients to establish agreements for all
outstanding working capital advances.

Furthermore, LAHSA indicated they were in full
compliance with their OA since they provided the
County with reconciliations for the working capital
advances (in lieu of recouping the funds) at the end of
each fiscal year. However, our finding does not take
issue with LAHSA’s compliance with the OA terms
and the reconciliation or recoupment of the funds, but
rather with the lack of formal agreements
documenting the advance and terms of recoupment of
public funds. While the OA does not require LAHSA
to establish formal agreements for the working capital
advances (as LAHSA indicates in their response),
given the significant public funds advanced to and still
outstanding with subrecipients, it is critical LAHSA
implement our recommendations to ensure public
funds are properly accounted for and safeguarded.

m - LAHSA management:

a) Work with subrecipients who have overdue
outstanding cash advances to recover funds.

Ensure annual cash advances are recouped
annually.

b)

Consult with legal counsel regarding options
for recouping outstanding cash advances
with subrecipients who no longer contract
with LAHSA.

c)

LAHSA’s Response: Partially Disagree
Target Implementation Date:
Recommendation a): Not Indicated
Recommendations b) and c): June 30, 2026

LAHSA partially disagreed with our finding and that
the requirement to recoup annual advances depends

on the specific funder agreement for each grant.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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TABLE OF FINDINGS AND RECOMMENDATIONS FOR CORRECTIVE ACTION

ISSUE
the $8 million, approximately $409,000 are
outstanding advances to six subrecipients who
no longer contract with LAHSA.

LAHSA indicated the cash advances received
from their funders were trued-up against their
actual expenditures in  their year-end
reimbursement claims. However, LAHSA did not
recoup the $8 million in cash advances from their
subrecipients, creating an $8 million cash deficit.
LAHSA management indicated they track the
outstanding cash advances as receivables in
their accounting records, and the cash deficits
will be resolved once the cash advances are
collected from their subrecipients. LAHSA must
work with their subrecipients to ensure all
outstanding cash advances are recouped, and
establish proper controls over future cash
advances, as mentioned in Issue No. 4.

Impact: Increased risk that LAHSA is unable to
recover all cash advances, especially with
subrecipients that no longer have a business
relationship with LAHSA, resulting in shortfalls
with funds that were intended for other programs.

RECOMMENDATION

However, LAHSA’s contracts with their subrecipients
include standard language indicating that “advance
payments must be repaid in full prior to the close of
the FY in which the advance payment is received.”
Accordingly, regardless of funder requirements
LAHSA’s current practices are not in conformance
with the terms of their own subrecipient contracts.

In addition, LAHSA indicated that their OA with the
County allows for the funds to be reconciled annually
in lieu of being recouped and therefore, they are fully
compliant. However, the terms cited are requirements
for cash advances between the County and LAHSA,
not LAHSA and their subrecipients.

LAHSA also requested this finding be reduced to a
Priority 3, indicating that significant improvements
have been made. However, given the significance of
the issues we identified in our review, such as
outstanding advances with six subrecipients who no
longer contract with LAHSA, it is critical for LAHSA to
implement our recommendations to ensure public
funds are properly accounted for and safeguarded.

3 | RECEGVEICN -l E ] - LAHSA uses their

Enterprise Grants Management System (EGMS)
to manage the full lifecycle (i.e., pre-award to
post-award phases) of their subrecipient
contracts and contract amendments (referred
throughout as “contracts”). However, LAHSA
was unable to produce an accurate list of all their
contracts in EGMS. Specifically, while LAHSA
indicated they had 1,273 active contracts as of
May 2024, LAHSA provided five different
contract listings from EGMS that identified
varying contract totals ranging from 676 to 1,078.
Significantly, none of the different listings
provided by LAHSA accounted for all of the
active contracts LAHSA reported having.

In addition, LAHSA was unable to determine the
total number of contracts that were executed
either timely or retroactively in FY 2023-24. This
was primarily due to LAHSA not tracking key data
in EGMS, or maintaining inaccurate data. For
example, we reviewed a sample of eight
contracts and noted that for:

m - LAHSA management ensure key
contract information is adequately tracked,
reliable, and accurate.

LAHSA’s Response: Agree
Target Implementation Date: February 28, 2025

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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TABLE OF FINDINGS AND RECOMMENDATIONS FOR CORRECTIVE ACTION

ISSUE
e All contracts, the EGMS reports did not
capture the dates LAHSA’s contracts were
signed by all parties and executed.

e Six (75%) contracts, the term start and/or
end dates captured in EGMS did not match
the dates on the actual contract.

e Four (50%) contracts, the term start dates in
the actual contracts were inaccurate, which
in turn, resulted in inaccurate EGMS reports.
Specifically, all four were contract
amendments and instead of identifying the
amendment term start dates, LAHSA
identified the start dates for the entire
contract term.

Retroactive and untimely contracts have been an
ongoing and recurring issue for LAHSA.
Management’s attempts to address these issues
are impaired when they do not have reliable and
accurate information about fundamental
contracting metrics, such as the quantity,
timeliness, and terms of their active contracts.
LAHSA must ensure they adequately track and
maintain  contracting data to measure
performance and/or identify opportunities to
improve their contracting function.

Impact: Reputational,  operational, and
compliance risk including, inability to fully assess
contracting risk and performance, retroactive and
untimely contracts, improper and late payments,
lapses in critical services, administrative burden
to correct data diverting resources from other
tasks, and loss of trust from stakeholders.

S lInadequate Controls Over Cash Advancesgaly
addition to the deficiencies noted in Issues No. 1
and 2, LAHSA did not have other basic controls
in place to ensure cash advances were
appropriate, properly accounted for, and
safeguarded. For example, LAHSA did not:

in a
by

received
account

e Deposit cash advances
separate, interest-bearing
funding source.

o Evaluate the subrecipients’ contracting and
advance repayment history prior to awarding

RECOMMENDATION

m - LAHSA management implement
adequate controls, including the controls

identified in this report, to ensure cash advances
are appropriate, properly accounted for, and
safeguarded.

LAHSA’s Response: Partially Disagree
Implementation Date: November 1, 2024 (Partially)

LAHSA indicated they implemented bullets 2 and 4.
However, LAHSA also indicated they disagree with
bullets 1 and 3 because they are not required under

the OA, requested the bullets be removed from our

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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TABLE OF FINDINGS AND RECOMMENDATIONS FOR CORRECTIVE ACTION

ISSUE

cash advances, as stated in LAHSA’s

internal policy.

o Reconcile advances to the subrecipients’
actual expenditures at least quarterly.

o Establish clear policies and procedures that
address the recoupment of outstanding cash
advances, including timelines for follow-ups
and remedies for non-responsive
subrecipients.

In response to a County Board motion on
May 21, 2024, the County’s CEO implemented
an alternative funding model for Measure H
funded contracts, which provided LAHSA with
quarterly cash advances, where LAHSA will in
turn provide monthly advances to their
subrecipients. As of September 6, 2024, the
County had already provided LAHSA with
$115,658,400 in Measure H advances for FY
2024-25. Given that this new model increases
the number and amount of cash advances
received and disbursed, LAHSA must strengthen
controls to ensure all cash advances are properly
accounted for and used for their intended
purpose.

Impact: Increased risk that cash advances are
not used for their intended purpose and may not
be fully recovered.

RECOMMENDATION
report, and that this finding be reduced to a Priority 3.
While these controls are not required under the OA,
they are best practices memorialized in the County
Fiscal Manual to ensure proper controls over cash
advances. Implementing the recommended controls
will benefit LAHSA management and their overall
administration of and accountability for cash
advances. Given the findings noted in Issues No. 1
and 2, and the significant amount of cash advances
that LAHSA receives and awards, LAHSA must

implement these controls to ensure proper
stewardship of public funds and that all cash
advances are adequately accounted for and
safeguarded.

5 | [METJILIJIEICIMVE- I M EE - As a pass-

through governmental agency, LAHSA submits
reimbursement claims to its funders and must
typically wait to be reimbursed before remitting
payments to their subrecipients, unless other
resources, such as cash advances, are made
available by the funders. However, we noted
instances where LAHSA paid their subrecipients
prior to receiving reimbursement from funders
who did not provide cash advances during
FY 2023-24. To make these payments, LAHSA
used funds received from other government
funders even though the services being paid for
were not contracted by those funders.
Specifically, from our sample of subrecipient
payments made in FY 2023-24, we noted that
LAHSA paid:

m - LAHSA management ensure:

a) Available funds are only used for their
intended purposes.

b) Fund balances are monitored to verify
program funding is available prior to remitting
payments to subrecipients.

LAHSA’s Response: Disagree
Implementation Date: July 1, 2024

Although LAHSA’s response indicated disagreement
with our findings and recommendations, LAHSA did
not specify any areas of disagreement and indicated
they implemented our recommendations. While
LAHSA indicated the implementation date occurred
during our review, they did not provide any

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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TABLE OF FINDINGS AND RECOMMENDATIONS FOR CORRECTIVE ACTION

ISSUE
e One subrecipient for a federal Department of
Housing and Urban Development (HUD)
program 16 days prior to LAHSA receiving
reimbursement, totaling $126,168.

e One subrecipient  for a County
(non-Measure H) program 14 days prior to
LAHSA receiving reimbursement, totaling
$31,770.

LAHSA confirmed they used other available
funding unrelated to the programs to pay the
subrecipients. LAHSA must discontinue this
practice to ensure financial resources and
operations for other programs are not
inappropriately (and negatively) impacted.

Impact: Using funds received from one
government funder to pay for services provided
under another government funder’s contract/
grant constitutes a misuse of those funds, and
increases the risk that funder payments are not
available for the purposes they were claimed and
received. This indicates weaknesses in internal
controls and financial management practices,
and may result in unintended cash flow issues for
various programs and could expose LAHSA to
administrative  contractual remedies from
funders.

RECOMMENDATION
documentation to support that they took corrective
action during our fieldwork or with their response. As
a result, we could not verify if LAHSA fully
implemented our recommendations. We will review
their implementation status during a future follow-up
review, if requested.

(L ate Payments to SubrecipientsiElNAg Yo ([s|

not always pay subrecipients timely even when
LAHSA had received payment for services from
its funders. Our review of 13 subrecipient
payments made between July 2023 through May
2024 noted that five (38%) of those payments
were late. Specifically:

e Two were paid 53 and 68 business days after
the receipt of the subrecipient invoices,
respectively, even though these payments
were Measure H funded and LAHSA should
have had cash advances available to pay
within 45 days of receiving the invoices, as
stated in their subrecipient contracts. In
addition, for one of the invoices, it took
LAHSA 51 business days after receiving
reimbursement from the County to remit
payment to the subrecipient, even though
LAHSA indicated their internal metric is to

m - LAHSA management:

a) Ensure subrecipients are paid timely when

cash advances are available or after
reimbursement is received from funding
sources.

b) Develop strategies for managing cash flow to
ensure sufficient funds are available to meet
their financial obligations.

LAHSA’s Response: Agree
Implementation Date: July 1, 2024

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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TABLE OF FINDINGS AND RECOMMENDATIONS FOR CORRECTIVE ACTION

ISSUE RECOMMENDATION

pay within 15 business days of receiving
payment from the funder.

o Two were paid 42 and 50 business days after
the receipt of the subrecipient invoices,
respectively, even though LAHSA already
received the funding in advance for these
services. The payments were for a State
funded program in which LAHSA received
advanced installment payments in place of
having to submit reimbursement claims.

e One was paid 55 business days after LAHSA
received reimbursement from the funding
source (i.e., the City). As mentioned above,
LAHSA indicated their internal metric is to
pay within 15 business days.

LAHSA indicated the late payments were due to
cash flow issues. However, as noted in Issues
No. 1 and 2, LAHSA received $82.5 million in
working capital advances from the County, and
also received cash advances from various other
funding sources which were subsequently
awarded to subrecipients and not recouped as
required, creating a cash deficit. To ensure
sufficient funds are available to meet their
financial obligations, LAHSA should develop
strategies to enhance their cash flow
management.

Impact: Delayed payments can negatively affect
a subrecipient’s cash flow and their ability to
provide critical client services.

Record-keeping Deficiencies - Working m - LAHSA management investigate
LT CIMWCIYEN[EY - LAHSA used various | records for all working capital advances,
methods to track their Measure H working capital | including records for the issues noted in our
advances provided to subrecipients, including | review, and make any necessary corrections to
their Working Capital Recoup Tracker report, | ensure an accurate accounting of all working
which is generated from LAHSA’s accounting | capital advances.

records. We obtained a copy of this report and
selected a sample of transactions to validate the | LAHSA’s Response: Agree

accuracy of the information. Specifically, we | Target Implementation Date: March 31, 2025
selected 12 (33%) of the 36 subrecipients that
received working capital advances, totaling
approximately $34.6 million (68%) of the total
$50.8 million in working capital advances
awarded, and requested documentation to
support the amounts, such as the request and

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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approval documents, check registers/vouchers,
etc. Of the $34.6 million, LAHSA:

o Understated the amount of working capital
advances for two subrecipients by $505,591.
Specifically, LAHSA’s accounting records
understated the awarded amount by
$356,967 for one subrecipient, and by
$148,624 for the other subrecipient.

e Did not provide the advance request,
approval, and/or disbursement
documentation for eight subrecipients,
totaling approximately $5 million (14%) in
working capital advances reviewed.

LAHSA attributed these record keeping
deficiencies to various causes, including staff
turnover and system changes. To ensure all
working capital advances are fully accounted for,
LAHSA must review all balances to ensure they
are accurate and supported.

Impact: Increased risk of misuse and/or
misappropriation of funds if accounting records
do not reflect actual amounts disbursed. In
addition, inaccurate accounting of the Measure H
working capital advances may hinder LAHSA’s
ability to accurately and effectively recover all
funds and fully repay the County.

8 | REICEA NN {4 - Although LAHSA could m - LAHSA management:

not identify their total number of retroactive
contracts in FY 2023-24 (as mentioned above in | a) Identify internal delays in the contracting

Issue No. 3), we reviewed a sample of eight process and implement improvements to
contracts and noted that seven were executed enhance the timeliness of contract
retroactively in FY 2023-24. These seven executions.

contracts were executed between 23 and 170
days late, or an average of 73 days after the | b) Work with funding sources, where applicable,

contract start date. While most of these contracts to identify possible solutions for funding
were executed late due to funding delays, we approval delays to minimize retroactive
noted opportunities for LAHSA to improve the contracting.

timeliness of contract executions. Specifically,

funding for: LAHSA’s Response: Disagree

Target Implementation Date: Not Indicated
e Five of the contracts was approved by the
City on August 10, 2023, which was 40 days | LAHSA indicated disagreement and requested that
after the contact start date of July 1, 2023. | we remove this finding. According to LAHSA, none of
After funding was approved, LAHSA took | the contracts sampled experienced excessive delays
between ten and 130 days to execute the | attributable to internal issues with their contracting

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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contracts. Some of the later contract
executions in this example appear to be
excessive and the result of avoidable internal
delays at LAHSA. For example, in one
instance, LAHSA did not create the actual
contract until 41 days after the funding was
approved. It also took LAHSA another 60
days to finalize the budget with the
subrecipient.

e One of the contracts was approved by the
County Department of Public Social Services
on April 24, 2023, which was 68 days before
the contract start date. However, LAHSA
executed the contract 24 days after the
contract start date. Similar to the example
above, LAHSA did not create the actual
contract until 15 days after the funding was
approved, and it took LAHSA another
65 days to finalize the budget with the
subrecipient.

e One of the contracts was approved by the
City on June 1, 2023, the same date as the
contract start date, and LAHSA executed the
contract 23 days after the funding was
approved. Although this did not appear
excessively long, LAHSA may be able to
identify opportunities for timelier execution
(e.g., LAHSA did not create the actual
contract until seven days after the funding
was approved).

Impact: Unnecessary or avoidable delays when
executing contracts, resulting in increased
liability from subrecipients providing services
without executed contracts and delayed
payments for services provided.

tHMlInadequate Contract Monitoring Planjie
Organizations should develop and adhere to
annual risk-based contract monitoring plans to
effectively allocate resources and mitigate
contracting risks. Such risks may include, but are
not limited to, contractors/sub-recipients billing
LAHSA for services that were not actually
provided, that do not meet contract
standards/requirements, and/or that were
provided to ineligible or fictitious recipients.

RECOMMENDATION

process, and the delays were due to funder or service
provider (i.e., subrecipient) delays. However, we did
document instances where delays were attributable to
issues with LAHSA'’s internal contracting processes.
As indicated in the Issue section, we noted several
delays with LAHSA's processes, such as when
LAHSA did not create the contract until 41 days after
funding was approved.

LAHSA also indicated that the sample was not fully
representative of their overall contracting operations.
However, as indicated in Issue No. 3, LAHSA did not
adequately track key data (e.g., contract execution
dates) and therefore, LAHSA could not determine the
total number of contracts that were executed either
timely or retroactively in FY 2023-24.

m - LAHSA management:

a) Establish a standardized risk assessment
process to use in developing annual contract
monitoring plans.

b) Actively track the status of all contract

monitoring reviews and measure performance

against their contract monitoring plans at
year-end.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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While LAHSA’s Contract Compliance Unit
developed a FY 2023-24 Contract Monitoring
Plan (Monitoring Plan), they did not have
adequate processes in place to ensure the
Monitoring Plan provided effective oversight of
their subrecipients. Specifically, we reviewed
LAHSA’'s processes for developing and
maintaining their Monitoring Plan and noted that
LAHSA did not:

e Have an adequate risk assessment process.
While LAHSA identified appropriate risk
factors, such as a subrecipient’s
noncompliance history, LAHSA did not have
a systematic and documented method to
evaluate and determine a subrecipient’s
overall risk rating/score. Instead, LAHSA
relied on internal/institutional knowledge to
determine the overall risk for a subrecipient,
which was then used to develop their
Monitoring Plan.

e Track the status of all their contract
monitoring reviews and as a result, could not
readily determine their progress in
completing the planned reviews. LAHSA
should actively track the status of all contract
monitoring reviews and evaluate their
performance against the monitoring plans at
year-end to determine whether monitoring
resources are adequate.

e Have an adequate process for updating their
Monitoring Plan with newly executed
contracts. To identify new contracts,
LAHSA's Contract Compliance  Unit
indicated they manually run accounting and
contract reports monthly to identify activity
(e.g., new subrecipient payments) that may
suggest new contracts. However, the
Contract Compliance Unit should instead be
automatically notified when new contracts
are executed to ensure proper and timely
subrecipient oversight and monitoring.

e Have a process to ensure all subrecipients
are monitored programmatically.
Specifically, 54 (51%) of their 105 planned
reviews did not include procedures to
monitor a subrecipient’'s program/service

c)

d)

RECOMMENDATION
Implement a notification process to ensure
that the Contract Compliance Unit is notified
of newly executed contracts.

Ensure subrecipients are monitored for all key
contract requirements (e.g., programmatic
requirements).

LAHSA’s Response: Disagree
Implementation Date: October 31, 2024

LAHSA indicated disagreement and requested that

we
recommendations.

remove this finding and the associated

For example, in their response,

LAHSA indicated:

They did have an adequate risk assessment
process that included various risk factors.
However, as indicated in the Issue section, while
we acknowledged that LAHSA did identify
appropriate risk factors, they did not have a
systematic and documented method to determine
overall risk.

They diligently track the status of all contract
monitoring reviews. However, as indicated in the
Issue section, LAHSA could not readily determine
their progress in completing their planned reviews
during our fieldwork.

Their Contract Compliance Unit receives
notifications of all newly approved contracts and
runs monthly reports to identify new contracts.
However, during our fieldwork, LAHSA
management indicated the monthly reports were
the only way they could identify new contracts,
and were unable to provide a comprehensive
accounting of all contracts to the auditors.

The 54 reviews identified in our finding were
determined to be low risk and therefore, did not
require a program/service delivery review.
However, given the critical nature of LAHSA’s
contracted services, subrecipients need regular
programmatic monitoring to ensure services are
appropriately provided.

While LAHSA indicated they disagreed with our
findings and recommendations, they also indicated
they implemented recommendations a), c), and d).

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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delivery compliance (e.g., adherence to
participant eligibility requirements), and
LAHSA did not have a process in place to
ensure this form of monitoring would be
completed during the contract term.

Impact: Possible gaps in contract monitoring and
inadequate contractor/subrecipient oversight,
which may result in the waste or misuse of public
funds and/or critical services not being provided.

10

Lack of Contract Monitoring Standards B\t

effective contract monitoring function should
have standards for conducting and documenting
the results of their contract monitoring reviews.
We found that LAHSA'’s contract monitoring
function does not always have or adhere to
standards. Specifically, we selected a sample of
10 contract monitoring reviews LAHSA
conducted in FY 2023-24 and noted that:

e LAHSA did not maintain adequate
workpapers to support the results and
conclusions for all ten reviews. Specifically,
while  LAHSA  generally = maintained
workpapers (e.g., client eligibility records,
cost allocation plans, etc.) for their reviews,
LAHSA was wunable to provide any
documentation for one review, indicating the
records were lost, and could not readily
demonstrate how the workpapers supported
their conclusions for the remaining nine
reviews.

o Workpapers for all ten reviews did not
include evidence of supervisory review.
Contract monitoring reviews should be
properly supervised to ensure objectives are
appropriately met and supported.

As a result, we could not determine whether
LAHSA adequately monitored their contracts to
ensure subrecipients complied with their contract
terms. Given the critical nature of their
contracted services, LAHSA must have a robust
contract monitoring function to ensure critical
services are adequately provided, that recipients
exist and are eligible, and that contracted funds
are used for their intended purposes.

RECOMMENDATION
LAHSA must implement the remaining
recommendation to ensure adequate monitoring of
their contracted services.

 [i9LK] - LAHSA management:

a) Ensure adequate workpapers are maintained
for all contract monitoring reviews, and
consider the use of audit workpaper software
to ensure consistency and efficiency.

b) Contract monitoring reviews are properly
supervised, and evidence of supervision is
documented.

LAHSA’s Response: Agree
Target Implementation Date: February 28, 2025

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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Impact: Increased risk that contract monitoring
reviews are not properly conducted, potentially
resulting in various issues going undetected,
such as funds not used for their intended
purposes, misuse and misappropriation of funds,
services not provided and/or not provided in
accordance with contract terms and other
noncompliance issues.

1 - As - LAHSA management:
mentioned above, LAHSA is primarily a pass-
through governmental agency, and typically must | a) Monitor subrecipients to identify and address

wait for invoices from their subrecipients before barriers in submitting their invoices to ensure
submitting their own reimbursement claims to they are submitted timely as required by their
their funders. While these claims should be contracts.

submitted timely to ensure adequate cash flow,

we noted instances where claims were | b) Ensure their own reimbursement claims to

excessively late. Specifically, of the 13 LAHSA funders are submitted timely.

reimbursement claims we reviewed:

LAHSA’s Response: Agree

e One claim to the County, totaling $487,125, | Target Implementation Date: February 28, 2025
was submitted 214 days after the end of the
biling month when LAHSA’s County OA
requires they submit claims within 30 days.
LAHSA indicated this was due to their
subrecipients not submitting year-end
invoices timely and delays with their own
year-end reconciliation and close-out
processes.

e One claim to HUD, totaling $126,168, was
submitted 144 days after the billing month,
and while there was no submission deadline,
the delay appeared excessive. LAHSA
indicated the subrecipient could not submit
their invoices in EGMS due to pending
contract amendments. In addition, we
contacted the subrecipient who cited
additional issues, such as barriers with
accessing EGMS and complexities with the
system.

In addition, we reviewed a sample of 20
subrecipient monthly invoices to LAHSA from
FY 2023-24 and noted that 12 (60%) were not
submitted by the 15™ of the following month, as
required by their contracts. According to LAHSA,
there were no barriers that prevented the
subrecipients from submitting their invoices
timely. We attempted to contact the

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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subrecipients, and while only two responded,
they confirmed that the late submissions were
due to internal issues, such as inadequate
oversight and staff turnover.

LAHSA should monitor their subrecipients and
address barriers, where appropriate, to ensure
invoices are submitted by the required deadlines
since late submissions delay their own
reimbursement claims, as evidenced by the
findings detailed above.

Impact: Delayed reimbursement claims by
LAHSA and invoices from subrecipients can
negatively impact the budget processes for
LAHSA'’s funders, and delayed payments can
cause cash flow issues for both LAHSA and their
subrecipients. In addition, funds may go unspent
or underutilized when claims are not submitted
timely.

RECOMMENDATION

12

- While
LAHSA has an Internal Audit Unit to evaluate
internal controls, compliance, and operational
efficiencies, we noted that LAHSA did not
complete any of the four planned audits in
FY 2022-23 and carried over the audits to their
FY 2023-24 Internal Audit Plan. In addition,
LAHSA indicated they only initiated two (50%) of
the four planned audits for FY 2023-24, both of
which began in May 2024, and attributed the
audit delays to emerging issues. While
deviations from internal audit plans are not
uncommon, LAHSA’s lack of adherence to their
plans for the past two fiscal years and overall lack
of internal audit activity raises concerns about the
adequacy and capability of their internal audit
function.

In addition, according to LAHSA'’s Internal Audit
Charter, LAHSA adheres to the International
Standards for the Professional Practice of
Internal Auditing (Standards). However, LAHSA
did not communicate the deviation from their
planned work to senior management and their
governing body for review and approval, as
required by Section 2020 of the Standards. To
maintain a robust internal audit function, LAHSA
should ensure they have adequate resources to
complete the work in their annual internal audit

- LAHSA management ensure:

a) Internal audit resources are adequate to
complete the audits in the annual audit plans.

b) Deviations from annual audit plans are
reviewed and approved by the appropriate
parties.

LAHSA’s Response: Partially Disagree
Implementation Date: October 25, 2024

LAHSA partially disagreed and requested this finding
be reduced to a Priority 3, citing that status updates
and deviations from the Audit Plan were
communicated to LAHSA’s Management Committee.
However, LAHSA communicated the deviations from
their audit plan after the fact. As mentioned in the
Issues section, deviations from the Audit Plan should
be communicated for review and approval before
changes are adopted.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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plans, and that any deviations are reviewed and
approved as required.

Impact: Increased risk of errors, fraud,
noncompliance, and other operational
weaknesses and inefficiencies going undetected.

RECOMMENDATION

13

- An internal audit
function’s work must be based on documented
risk assessments that are completed at least
annually, which in turn, guide the development of
annual internal audit plans. However, LAHSA’s
Internal Audit Unit did not complete a risk
assessment to develop their FY 2023-24 Internal
Audit Plan as required by Section 2010A.1 of the
Standards. Instead, LAHSA carried over their
FY 2022-23 planned internal audits to
FY 2023-24, as mentioned in Issue No. 12.
According to LAHSA management, this was due
to capacity issues and the ongoing prevalence of
the issues identified in their FY 2022-23 risk
assessment.

Impact: Emerging risks may go undetected/
unevaluated, which may result in utilizing audit
resources on less critical assignments.

14

- LAHSA management ensure risk
assessments are completed annually to develop
their internal audit plans.

LAHSA’s Response: Partially Disagree
Implementation Date: October 25, 2024

LAHSA partially disagreed and requested this finding
be reduced to a Priority 3, citing that they assessed
the situation and decided to carry over the
FY 2022-23 methodology and results at their
discretion. However, risk assessments must be
completed annually as required by the Standards and
ultimately, LAHSA indicated they will implement our
recommendation.

Internal Audit IndependenceEEREWAg T
Director of Risk Management oversees their
Internal Audit Unit, serving as their Chief Audit
Executive (CAE), and also has oversight of
LAHSA'’s Legal Operations, Investigations, Third
Party Audits, Risk Management, and Quality
Standards Units. According to Section 1112 of
the Standards, where a CAE has or is expected
to have roles and/or responsibilities that fall
outside of internal auditing, safeguards must be
in place to limit impairments to independence or
objectivity. However, LAHSA did not provide
formal action plans that outlined specific
safeguards in place to address perceived or
actual impairments to independence.

In addition, Section 7.1 of the new 2024 Global
Internal Audit Standards, which must be adopted
in 2025, requires the roles and responsibilities
that go beyond internal audit, and the established
safeguards be documented in the Internal Audit
Charter (Charter). However, LAHSA’s Charter,
which was last updated in 2018, did not

m - LAHSA management identify and
document the CAE’s roles and responsibilities
that fall outside internal auditing, and the
established safeguards to limit impairments to
independence or objectivity in LAHSA’s Internal
Audit Charter.

LAHSA’s Response: Partially Disagree
Implementation Date: October 25, 2024

LAHSA partially disagreed and requested that we
remove this finding and the associated
recommendations, citing that they had already taken
steps towards greater independence and had also
revised their Internal Audit Charter. However, our
findings were accurate at the time of our fieldwork,
and their Internal Audit Charter was not revised until
after our review.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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document the CAE’s other responsibilities and

established safeguards. LAHSA management
indicated they are in the process of updating their
Charter to include all the required information.

Impact: Actual or perceived impairments to
independence, which can impact the Internal
Audit Unit’'s ability to function in an unbiased
manner.

tEBINo Quality Assurance and Improvement
sielelell - According to Section 1300 of the
Standards, the CAE must develop and maintain
a Quality Assurance and Improvement Program
(QAIP) that covers all aspects of the internal
audit activity. The QAIP must include both
internal and external assessments, and the CAE
must discuss the results of the assessments with
senior management and the governing body.
However, LAHSA did not have a QAIP in place at
the time of our review. According to LAHSA
management, they will establish a QAIP and
anticipate completing the assessments in
FY 2024-25.

Impact: Increased risk of nonconformance with
the Standards, which can negatively impact the
quality of an internal audit function.

16 | [ Performance Indicators Not
=ecldlEg Gl - Key performance indicators
(KPls) are metrics that are used to measure how
well an organization is performing a given
function. When evaluated regularly, KPIs can
help identify areas for improvement, help make
decisions and prioritize actions, and detect
patterns and trends over time and reveal
improvement opportunities. While LAHSA had
not yet established KPIs for their Internal Audit
Unit at the time of our review, LAHSA did
establish a new policy in May 2024 governing the
development and implementation of KPIs. The
new policy applies to all functions, and LAHSA
indicated they expect KPIs will be finalized in
FY 2024-25.

RECOMMENDATION

m - LAHSA management:

a) Establish a Quality
Improvement Program.

Assurance and

b) Ensure internal and external assessments are
completed as required by the Standards.

c) Ensure results are communicated to senior
management and their governing body.

LAHSA’s Response: Partially Disagree
Implementation Date: June 30, 2025

Although LAHSA’s response indicated partial
disagreement with our finding and recommendations,
LAHSA did not specify any areas of disagreement.
However, LAHSA did indicate that the Standards
acknowledge that public sector entities like LAHSA
face unique challenges that can impact the ability to
fund and implement QAIP. Ultimately, LAHSA
indicated they will implement our recommendations
provided funding is available.

m - LAHSA management ensure KPls are
finalized and implemented where applicable, and
establish a mechanism for collecting, analyzing,
and reporting KPlIs to the appropriate parties.

LAHSA’s Response: Partially Disagree
Implementation Date: June 30, 2025

Although LAHSA’s response indicated partial
disagreement with our finding and recommendation,
LAHSA did not specify any areas of disagreement.
LAHSA acknowledged their Internal Audit KPIs were
in draft form at the time of our review and indicated
they will implement our recommendation.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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Impact: Not measuring performance diminishes
the organization’s ability to determine whether
they are effectively meeting their objectives.

For more information on our auditing process, including recommendation priority rankings and the resolution
process, visit http://auditor.lacounty.gov/contract-monitoring-audit-process-information/.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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COUNTY OF LOS ANGELES
DEPARTMENT OF AUDITOR-CONTROLLER

KENNETH HAHN HALL OF ADMINISTRATION
500 WEST TEMPLE STREET, ROOM 525
LOS ANGELES, CALIFORNIA 90012-3873

PHONE: (213) 974-8301 FAX: (213) 626-5427

OSCAR VALDEZ ASSISTANT AUDITOR-CONTROLLERS
AUDITOR-CONTROLLER
MAJIDA ADNAN

CONNIE YEE ROBERT G. CAMPBELL
CHIEF DEPUTY AUDITOR-CONTROLLER

April 23, 2024

Te: Each Supervisor /

FROM: Oscar Valdez, Auditor—Conﬁ

SUBJECT: LOS ANGELES HOMELESS SERVICES AUTHORITY - FISCAL AUDIT SCOPE
OF WORK (February 27, 2024, Board Agenda Item 4)

On February 27, 2024, your Board instructed the Auditor-Controller (A-C), in collaboration with
the Chief Executive Officer (CEQ), relevant County departments, and the Los Angeles Homeless
Services Authority (LAHSA), to conduct an audit of LAHSA's fiscal operations, including but not
limited to the Finance, Contracts, Risk Management, and Grants Management and Compliance
units. In addition, the motion instructed a report back within 60 days with a detailed scope of
work, including, if needed, expansion of the audit scope to potentially include a strategic business
process analysis and workplan based on the audit's findings, and also delegated authority to the
A-C to enter into negotiations and execute contract amendments to perform the audit and
aforementioned directives.

In collaboration with the CEC and LAHSA, we identified key focus areas for the units indicated in
the motion and developed the attached scope of work. The potential need for a strategic business
process analysis and workplan will be determined based on the audit results. Therefore, after the
review, we will work with the CEO and LAHSA on whether the analysis is needed, including
possibly engaging a consultant to complete the work.

We determined the proposed scope of work can be completed with existing A-C resources and
unless otherwise instructed, we plan to begin this audit no later than July 2024. If you have any
questions please call me, or vyour staff may contact Terri Kasman at
tkasman@auditor.lacounty.gov.

OV:CY:RGC:TK:JH:meb
Attachment

¢: Fesia A. Davenport, Chief Executive Officer
Jeff Levinson, Interim Executive Officer, Board of Supervisors
Va Lecia Adams Kellum, Ph.D., Chief Executive Officer, LAHSA

Help Conserve Paper — Print Double-Sided
“To Enrich Lives Through Effective and Caring Service”
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Los Angeles Homeless Services Authority — Fiscal Audit
(February 27, 2024, Board Agenda Item 4)

Scope of Work'
Finance
Objective:
Determine whether Los Angeles Homeless Services Authority (LAHSA) meets their
financial obligations and pays their subrecipients timely, and where applicable, whether
its Finance functions are appropriately supported by the Finance staff and other
organizational units to meet their objectives.

1.  Reimbursement Claims

A. Assess whether LAHSA submits their reimbursement claims to their funding
sources timely.

Obtain an understanding of LAHSA’'s process for submitting
reimbursement claims to their funding sources.

li. Determine LAHSA's billing process requirements by funding source.
ii. Assess whether LAHSA follows their policies and procedures and/or has
adequate controls in place to ensure reimbursement claims are submitted

to their funding sources timely.

iv.  Determine the cause of any delays in submitting reimbursement claims to
their funding sources.

2. Cash Advances

A. Assess whether LAHSA appropriately accounts for cash advances in their
accounting records, whether LAHSA regularly reconciles the cash advances to
their actual expenditures, and whether cash advances are used for their
intended purpose.

i.  Cash Advances from Funding Sources

a. Obtain an understanding of LAHSA’s cash advance process for
requesting cash advances from their funding sources.

' Procedures may be modified throughout the review to ensure risks identified during the review are
addressed and the objectives are met.



Case 2:20-cv-02291-DOC-KES Document 823-1  Filed 11/20/24 Page 21 of 57 Page
ID #:22863 Attachment I

Page 3 of 6

b. Inquire with LAHSA management to identify which funding sources
allow for cash advances and whether any cash advances were
requested/received.

c. Determine if LAHSA is utilizing all available cash advances from their
funding sources.

1. If LAHSA is not utilizing all available cash advances,
determine what prevents LAHSA from maximizing available
cash advances.

ii. Cash Advances to Subrecipients

a. Obtain an understanding of LAHSA's process for paying and
reconciling cash advances to subrecipients.

b. Determine LAHSA’s requirements for providing and reconciling cash
advances to subrecipients.

c. Assess whether cash advances are appropriately accounted for in
LAHSA’s financial records and whether LAHSA reconciles cash
advances to actual expenditures.

d. Determine whether the reconciliations are appropriate and consistent
with funding source requirements and/or best practices.

3.  Subrecipient Invoices/Payments

A. Assess LAHSA's subrecipient invoice and payment processes to determine
whether LAHSA processes invoices and remits payments to their subrecipients
timely.

i.  Obtain an understanding of LAHSA’s subrecipient invoice and payment
process.

ii. Determine LAHSA’s disbursements requirements by funding source.

lii.  Obtain relevant invoice and payment documentation and assess whether
LAHSA follows their policies and procedures and/or has adequate internal
controls over their subrecipient invoice and payment processes.

a. If invoice/payment processing delays are identified, select a sample of
iInvoices to determine the causes of delays in the invoice/payment
lifecycle.
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Contracts

Objective:

Determine whether LAHSA’s Contracts and Procurement unit executes contracts timely,
and where applicable, whether the contracting functions are appropriately supported by
unit’s staff and other organizational units within LAHSA to meet their objectives.

1.  Timeliness of contract executions within the last year

A. Obtain relevant documentation to assess whether contracts were executed
timely within the last year.

i. If retroactive contracts are identified, select a sample of retroactive
contracts to determine the causes of delays in the contract lifecycle.

Grants Management and Compliance
Objective:

Determine whether LAHSA’s Grants Management and Compliance unit has adequate
policies and procedures in place to effectively identify and assess the risks associated
with LAHSA’s contractors/subrecipients, and whether LAHSA periodically monitors their
contractors/subrecipients for compliance with contractual requirements. Where
applicable, assess whether its contract monitoring functions are appropriately supported
by the contract monitoring staff and other organizational units to meet their objectives.

1. Roles and responsibilities

A. Determine if roles and responsibilities of their contract monitoring staff are
clearly defined.

2. Risk-based Contract Monitoring Plan

A. Determine if LAHSA adequately prepares an annual risk-based contract
monitoring plan.

I. Meet with the LAHSA’s contract compliance unit and obtain an
understanding of their risk assessment process.

ii. Determine if LAHSA adequately performed an annual risk assessment and
used it to develop a risk-based contract monitoring plan.
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lii. Obtain the contract monitoring plan to assess whether LAHSA is complying
with their plan.

Iv. Assess LAHSA'’s process for updating their contract monitoring plan and
whether the contract monitoring plan and updates are appropriately shared
with management.

3. Contract Monitoring Engagement and Follow-Up Procedures

A. Determine if LAHSA has policies and procedures for documenting, conducting,
reporting and following-up on the results of their contract monitoring process,
and whether the monitoring procedures are appropriate.

i.  Meet with LAHSA’s contract compliance unit and obtain an understanding
of their policies and procedures.

ii. Review a sample of contract monitoring engagements to determine
whether key areas are appropriately monitored.

ii.  Determine whether LAHSA has a standardized process for reporting the
results of their contract monitoring reviews, and whether the results are
shared with the appropriate parties.

iv. Evaluate LAHSA’s post-monitoring resolution process to determine if
adequate measures are in place to ensure contractor compliance.

Risk Management
Objective:

Determine whether LAHSA’s Risk Management unit has adequate policies and
procedures in place to effectively identify and assess organizational/operational risks, and
whether LAHSA periodically conducts internal audits of LAHSA's operations to measure
and evaluate its performance. Where applicable, assess whether its internal audit
functions are appropriately supported by the Risk Management staff and other
organizational units to meet their objectives.

1. Professional Standards

A. Determine whether LAHSA’s internal audit unit conducts internal audits in
accordance with professional standards.

i. Interview LAHSA management to determine whether they have developed
an internal audit charter and policies and procedures to guide the internal
audit activity.
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ii. If applicable, obtain and review the internal audit charter and the policies
and procedures to assess compliance with professional standards.

iii. Determine whether the internal audit’'s functional reporting promotes
organizational independence.

2. Risk-Based Internal Audit Plan

A. Determine whether LAHSA established a risk-based audit plan to appropriately
guide their internal audit activity.

I.  Meet with the LAHSA’s internal audit unit and obtain an understanding of
their risk assessment policies and procedures.

ii.  Determine if LAHSA adequately performed an annual risk assessment and
used it to develop a risk-based internal audit plan.

ii. Assess LAHSA’s process for communicating the internal audit activity’s
plans and resource requirements, including changes, to senior
management and their governing body.

ilv.  Obtain the internal audit plan to assess whether LAHSA is complying with
their plan.

3. Key Performance Indicators

A. Determine whether LAHSA has established Key Performance Indicators (KPI)
to measure the internal audit unit's performance.

I. Meet with LAHSA's management to determine if they have identified
quantifiable performance measures.

ii.  Determine whether LAHSA has established a mechanism for collecting,
analyzing, and reporting KPI results.

ii.  Assess LAHSA's process for summarizing, reporting, and communicating
KPI results to LAHSA management and their governing body.
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LOS ANGELES

ﬁ 707 Wilshire Bivd. 10" Floor
M_ Los Angeles, CA 90017
SERVICES 213 683.3333

L_A“M AUTHORITY www.lahsa.org

November 7, 2024

Oscar Valdez, Auditor-Controller

County of Los Angeles

Department of Auditor-Controller
Countywide Contract Monitoring Division
500 W. Temple 5t., Room 525

Los Angeles, CA 90012

Re: Los Angeles Homeless Services Authority — Finance, Contracts, Risk Management, and Grants
Management Review (February 27, 2024, Board Agenda Item 4)

Dear Mr. Valdez:

Attached is the Los Angeles Homeless Services Authority’s (LAHSA) response to the Finance, Contracts,
Risk Management, and Grants Management Review conducted by the Auditor-Controller at the request
of the Board of Supervisors. LAHSA's response includes both broad contextual dynamics and key factors
it deems important to note and acknowledge, as well as more specific comments and proposed
madifications regarding the issues themselves. LAHSA respectfully requests that the County consider and
incorporate these points in the Final Audit Report.

Context Considerations

The period of the Audit (FY16-17 through FY23-24) captured a time of rapid growth and expansion for
LAHSA, both in its organizational size, scope, and nature of its functions. Specifically, during this period,
LAHSA both:

1. Grew from a more conventional pass-through grant and contract administrator into a systems
administrator with significant programmatic and direct services roles, as a result of Measure H; and

2. Rapidly underwent a complete agency-wide reorientation (from FY19-20 to FY21-22) to primarily
focus on public health response functions, as required by the unprecedented coronavirus (COVID-19)
pandemic, which demanded similar extraordinary restructuring, expenditures, and personnel use
from other public sector entities during that time, including the City and County of Los Angeles.

Multiple Issues identified in the Draft Audit Report (especially those associated with service provider
advance payments and recoupments) are, in whole or in part, attributable to LAHSA’s fiscal practices
during the COVID-19 years. Although these actions occurred prior to Dr. Adams Kellum and the current
leadership team’s arrival, LAHSA maintains that they were necessary and warranted. Therefore, these
actions should be considered within a broader context of the public health emergency, rather than being
assessed solely through the conventional accounting framework.

During the COVID-19 pandemic, LAHSA's primary objective, as directed by its government funders and
partners, was to save the lives of unhoused individuals experiencing homelessness (PEH) in Los Angeles
County by moving them indoors to prevent the spread of COVID-19. This goal was primarily achieved
through rapid, substantial investments in programs such as Project RoomKey (PRK).
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To support its service providers—many of whom faced significant financial challenges early in the
pandemic—LAHSA at times made advance payments to ensure their continued operations. This approach,
aimed at avoiding disruption to essential services, influenced LAHSA’s decisions regarding advance
payments and their recapture. Notably, the amounts under audit represent a small fraction of the total
funds spent during the COVID-19 period, and an even smaller portion of LAHSA's overall budget.

Critically, LAHSA was able to account for all its funding during the COVID-19 years, since the appointment
of the current leadership team in April 2023, LAHSA has continued to strengthen its commitment to
responsible stewardship of public funds. This is reflected in significant improvements to its contracting
and accounting processes, including:

1. Prior to Dr. Kellum’s arrival, LAHSA executed only 30% of its Service Provider Contracts by the start of
the Fiscal Year (July 1). In both FY23-24 and FY24-25, over 80% of contracts were executed by July 1.

2. LAHSA has significantly improved the speed of service provider payments by working with funders to
develop a new advance payment model that mitigates the financial challenges providers faced due to
the cost-reimbursement model.

3. LAHSA has also terminated provider contracts when financial irregularities have been found.

LAHSA highlights that this audit covers FY16-17 through FY23-24, and the spending practices captured
during the COVID-19 years of this audit should be viewed as an essential investment that contributed to
achieving critical public health and service delivery outcomes. As demonstrated, the funding had a
substantial and lasting impact, as detailed below:

1. Success of Project Room Key [PRK]): There were 4,824 permanent housing placements for PRK clients
between April 2020 and February 2023 (please note these are placements, not separate individuals).
As a public health response, this effort significantly reduced COVID-19 transmission, positive cases,
and fatalities among participants compared to the broader County and City populations.

2. Increased Shelter Capacity: Since FY18-19, Los Angeles County has added over 10,000 shelter beds.

3. New Program Models: The success of PRK informed the development of ongoing programs such as
Project HomeKey (PHK), the Inside Safe Program (I5P), and Pathway Home.

4. Reduction in Unsheltered Homelessness: In 2024, the number of unsheltered PEH countywide
decreased by 5.1%, while the sheltered population increased by 12.7%, reflecting a positive trend
since 2023.

5. Permanent Housing Placements: In 2023, LAHSA achieved 28,000 permanent housing placements,
bringing the total to over 110,000 in the past seven years.

6. Increased Placement Speed: From 2022 to 2023, LAHSA reported a 47% increase in interim housing
placements through street outreach and a 25% increase in permanent housing placements from
interim housing, demonstrating improved system efficiency.

Draft Audit Issue Response Overview
Of the sixteen (16) issues presented to LAHSA in the Draft Audit Report, LAHSA agreed with five (5) issues,
partially disagreed with seven (7) issues, and disagreed with four (4) issues, as outlined below:

s |ssue 1: Did Not Establish Agreements for Working Capital Advances: LAHSA Disagrees

» |ssue 2: Did Not Recoup Annual Cash Advances: LAHSA Partially Disagrees

* |ssue 3: Inadequate Contract Data: LAHSA Agrees

* |ssue 4: Inadequate Controls Over Cash Advances: LAHSA Partially Disagrees

* |ssue 5: Inappropriate Use of Funds: LAHSA Disagrees

* |ssue 6: Late Payments to Subrecipients: LAHSA Agrees



Case 2:20-cv-02291-DOC-KES Document 823-1  Filed 11/20/24 Page 27 of 57 Page
ID #:22869 Attachment Il

Page 3 of 33

* Issue 7: Record-keeping Deficiencies - Working Capital Advances: LAHSA Agrees

* |ssue 8: Retroactive Contracts: LAHSA Disagrees

* |ssue 9: Inadequate Contract Monitoring Plan: LAHSA Disagrees

» |Issue 10: Lack of Contract Monitoring Standards: LAHSA Agrees

* |Issue 11: Delays with Reimbursement Claims: LAHSA Agrees

* Issue 12: Did Not Complete Planned Audits: LAHSA Partially Disagrees

# Issue 13: Internal Audit Risk Assessment Not Completed Annually: LAHSA Partially Disagrees
* |ssue 14: Internal Audit Independence: LAHSA Partially Disagrees

e [ssue 15: No Quality Assurance and Improvement Program: LAHSA Partially Disagrees

* |Issue 16: Key Performance Indicators Not Established: LAHSA Partially Disagrees

LAHSA believes it is most appropriate for the final report to reflect the following adjustments:
# [Eight (8) of the 16 issues noted in the draft report:
o Remove 1, 4 [bullet points 1 and 3}, 8, 9, and 14 from the audit report.
= LAHSA believes the reasoning behind these issues is invalid, as LAHSA's current
practices fully comply with regulatory, contractual, and operational
requirements.
o Reclassify 2 and 4 (bullet points 2 and 4) from Priority 1 to Priority 3.
®»  These items have been addressed or are in the process of being addressed.
o Reclassify 12 and 13 from Priority 2 to Priority 3.
=  These items have been addressed or are in the process of being addressed.
» Two (2) of the 16 issues noted in the draft report:
o Partially disagree with 15 and 16.
# Five (5) of the 16 issues noted in the draft report:
o Agrees with 3, 6, 7, 10, and 11.
* One (1) of the 16 issues noted in the draft report:
o Disagree with 5.

Conclusion

LAHSA has actively collaborated with the County prior to this audit, and many of the issues identified were
already recognized through our ongoing partnership. We have already begun implementing most of the
recommendations, with many having already been resolved. We remain committed to our continued
collaboration and to addressing the needs of the most vulnerable populations. If you or your staff have
any questions or require additional information, please contact Dr. Holly Henderson, Director — Risk
Management, at 213-683-3334 or hhenderson@lahsa.org.

Sincerely,

Wt o e o (o 7, 2024 1334 B5T)
Dr. Va Lecia Adams Kellum
Chief Executive Officer

HH:MV:df
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Did Not Establish Agreements for Working
e e e T e - In FY's 2017-18 through 2019-20,
the County provided LAHSA approximately $82.5
million 1 Measure H working capital advances to
support Measure H operations, in which LAHSA
awarded

$50.8 million to various subrecipients beginning in FY
2017-18 to address cash flow needs that may occur
throughout the fiscal year. According to LAHSA, the
subrecipients were allowed to retain these advances
across multiple FY's and were not required to repay the
funds anmually. LAHSA retained the remaining $31.7
nullion to and awarded annual cash advances for
Measure H subrecipients, as mentioned in Issue No. 2.

However, LAHSA did not establish formal
agreements with the subrecipients to determine how
and when the working capital advances would be
repaid. In addition, LAHSA indicated that while they
mitiated efforts to recoup the funds 1n FY 2023-24,
some subrecipients

reported having cash flow 1ssues. As a result,

m - LAHSA management:

Work with subrecipients to establish agreements with
repavment terms for all outstanding working capital
advances.

Provide the County CEO with quarterly updates unfil
all advanced funds are repaid.

LAHSA’s Response: DISAGREE

LAHSA respectfully requests that these issues and the
associated recommendations be removed from the aundit
report.

We disagree with this finding because the Operational
Apreement between Los Angeles County and LAHSA does
not require LAHSA to recoup working capital advances on
an annual basis or by July 8, 2024, as stated in the report.
Furthermore, the agreement does not require LAHSA to
establish formal agreements with subrecipients to
deternune the terms or schedule for the repayment of these
advances.

LAHSA 1s in full compliance with the September 1, 2017,
operating apreement, which states, on page 2 section c:
“County shall reconcile and/or recoup all advances by the
end of each fiscal year.”

The inclusion of the term "and/or" provided the County
with flexibility to erther recoup, reconcile, or pursue both
options. The approach selected was to reconcile on an
annual basis. At the close of each fiscal year, the Los
Angeles County Chief Executive Office, Homeless
Initiative (CEO-HI). requested that LAHSA provide a
reconciliation. In response, LAHSA submitted a detailed
report outliming the cash advances i1ssued to each
subrecipient, along with the remaming balances held by
LAHSA.

To date. CEO-HI has not directed LAHSA to shaft from
annual reconciliations to annual recoupments, nor has it
raised any concern regarding the advances remaining
unrecouped. In fact, as documented in the CEO
Authorization for the processing of additional working
capital advances dated August 22, 2019 (exhibit 1 CEQ
Authorization for the Processing of Additional Working
Capital Advances 08.22.2019.pdf), LAHSA’s unrecouped
balance of Measwre H advance funding exceeded $71
million This amount included funds recerved as far back as
October 26, 2017. The authorization did not require
LAHSA fo recoup or repay any portion of the $71 million
i cash advances. Instead, it approved an additional $11
million in cash advances.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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The County did not attempt to recoup the cash advances
because of the extended duration of the Measure H grant
term and the intention for these funds to support
subrecipients over multiple years. The goal was to ensure
subrecipients had sufficient cash flow throughout the life of
the grant.

While LAHSA was not required to recoup advances from
service providers as of July 8, 2024, LAHSA proactively
began the process of recoupment in advance of the June 30,
2027, grant end date. This initiative accounts for the fact
that only 5% of the advances had been recouped by that
date.

Recoupment efforts were slowed during FY 2023-24 due to
the cash flow crisis, as well as the decision fo offer
subrecipients more flexible repayment terms. During this
period, LAHSA collaborated with the County to address the
cash flow challenges by implementing the Alternative
Provider Payment Model.

Although the Operational Agreement does not require
LAHSA to establish formal agreements with subrecipients
regarding the specifics of advance repayments, LAHSA
nonetheless took the initiative to do so. We provided these
agreements, along with the recoupment schedules, to the
auditors during fieldwork.

Following direction from the County CEO for LAHSA to
resume recoupment efforts with subrecipients, LAHSA will
provide the County CEO with quarterly updates until all
advanced funds have been fully repaid.

Target Implementation Date: N/A

Priority Ranking: Recommendations are ranked from Prionty 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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LOS ANGELES COUNTY

AUDITOR-CONTROLLER

TABLE OF FINDINGS AND RECOMMENDATIONS FOR CORRECTIVE ACTION

RECOMMENDATION
LAHSA slowed their recoupment efforts and only
recovered approximately $2.5 mullion (5%) as of July
8, 2024,

While LAHSA mitiated attempts to recover these
funds, we have concerns about LAHSA’s ability to
recover all the advances given the lack of formal
agreements memorializing the advances when they
were 1ssued. LAHSA must continue to actively work
with the subrecipients to establish agreements that
formalize how and when the outstanding working
capital advances will be repaid. LAHSA must also
establish controls over cash advances, including any
future working capital advances, as mentioned in Issue
No. 4.

Impact: LAHSA may not be able to recover all
working capital advances and as a result may not
repay the County the full $82 5 mullion in advanced
Measure H funds.

Priority Ranking: Recommendations are ranked from Prionty 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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LOS ANGELES COUNTY

AUDITOR CONTROLLER

Did Not Recoup Annual Cash AdvancesEBW-SsE7.Y

has contracts with subrecipients that include
provisions for annual cash advances (cash advances),
which differ from working capital advances in that
these funds are to be awarded and recouped by
LAHSA each FY However, LAHSA did not always
recover the cash advances at year-end and had a
significant amount of outstanding advances dating
back to FY 2016-17, including advances with
subrecipients who no longer contract with LAHSA
Specifically, LAHSA had approximately

$15 milbion in outstanding cash advances made to
subrecipients for City, County, and State programs as
of July 2024, and of those amounts, approximately $8
million (53%) was carried over from prior FYs (1e,
FYs 2016-17 through 2022- 23) including
approximately $185,000 in advances that were
provided in FY 2016-17. Of the $8 nullion
approximately $409.000 are outstandmng advances to
six subrecipients who no longer contract with
LAHSA.

LAHSA indicated the cash advances recerved from
therr funders were trued-up against their

actual expenditures i their year-end remmbursement
claims. However, LAHSA did not

m - LAHSA management:

Work with subrecipients who have overdue outstanding
cash advances to recover funds.

Ensure annual cash advances are recouped annually.

Consult with legal counsel regarding options for
recouping outstanding cash advances  with
subrecipients who no longer contract with LAHSA.

LAHSA’s Response: PARTIATLLY DISAGREE

LAHSA respectfully requests that this issue Priority 1 be
reduced to Priority 3.

LAHSA partially disagrees with this finding. The
requirement to recoup annual advances depends on the
specific funder agreement associated with each grant, and
may or may not include a contractually mandated timeline
for recoupment. As noted in our response to Issue #1, under
the LA County Operational Agreement, cash advances
received from the County are reconciled annually but are
not required to be recouped. Therefore, the annual advances
recerved from LA County, which total over $2 million of
the approximately $8 million carried over from prior fiscal
years, are fully compliant with the terms of the agreement
and do not constifute an issue.

o The approximately $6 nullion in advances carried
over from prior fiscal years were issued to service
providers by LAHSA’s previous management. In
FY 2023-24, LAHSA's current management
established repayment terms with all service
providers, with final recoupments scheduled to be
completed by June 30, 2026. Due to cash flow
issues, LAHSA with CEQO-HI's agreement, offered
flexible repayment terms to avoid further cash flow
challenges.

LAHSA acknowledges that, as of July 2024, some
FY 2023-24 advances had not yet been recouped,
but this was due to a timing 1ssue related to pending
service provider invoices, through which advances
are recouped via reductions to invoiced amounts.
LAHSA has implemented procedures mm FY 2023-
24 to ensure all current-year advances are recouped
annually. Any unpaid amounts will be recovered
through reductions on services provider invoices.
LAHSA will consult with legal counsel by
December 31, 2024, regarding options to recoup the
$409.000 m oufstanding advances from service
providers that have closed and are unable to repay.

Priority Ranking: Recommendations are ranked from Priarity 1 to 3 based on the potential seniousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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LOS ANGELES COUNTY

AUDITOR-CONTROLLER

Simce Dr. Adams Kellum jomed LAHSA in 2023, her teany
has spent the past 18 months addressing and improving ths
contracting process to better support providers and allow
them to focus on their on-the-groundwork.

As a result, sipnificant changes have been made to
streamline operations, ensuring that providers are paid mors
quickly. In partnership with LA County, LAHSA
implemented new, expedited payment procedures for
Measure H funds i July 2024, aimed at addressing long-
standing contract payment delays that have been a challengs
for providers. LAHSA is also working with the City of Log
Angeles to implement smular procedures for City contracts
in the near future.

Given these improvements, LAHSA respectfully requests
that Priority Level 1 be reduced to Priority 3, as substantial
actions have been taken to mitigate the associated risks]
Repayment plans for advances carried over from prior fiscal
years have been established with service providers, and
LAHSA continues to work diligently with providers to
recover all outstanding funds. Furthermore, LAHSA s new
policies and procedures, established in FY 2023-24, ensurs)
that annual advances are recouped annually, preventing the
carryover of unrecouped funds as has occurred n the past.

Target Implementation Date:

* Work with Service Providers who have overdue
outstandmg cash advances to recover funds.
Partially implemented.

e Recoupment of Prior Year Annual Advances - June
30, 2026.

e LAHSA will consult with legal counsel no later than
June 30, 2026

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negafive impact on the Agency’s operations if corrective action is not taken.
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recoup the $8 mullion in cash advances from their
subrecipients, creating an $8 million cash deficit
LAHSA management indicated they track the
outstanding cash advances as receivables in therwr
accounting records, and the cash deficits will be
resolved once the cash advances are collected from
their subrecipients. LAHSA must work with their
subrecipients to ensure all outstanding cash advances
are recouped, and establish proper controls over future
cash advances, as mentioned in Issue No. 4.

Impact: Increased risk that LAHISA is unable to
recover all cash advances, especially with
subrecipients that no longer have a business
relationship with LAHSA  resulting in shortfalls with
funds that were intended for other programs.

RECOMMENDATION

3 INFL L i e al b1 - LATISA uses their

Enterprise Grants Management System (EGMS) to
manage the full hifecycle (i.e. pre-award to post-
award phases) of their subrecipient contracts and
contract amendments (referred throughout as
“contracts™). However, LAHSA was unable fo
produce an accurate list of all their contracts in EGMS.
Specifically, while LAHSA mndicated they had 1,273
active contracts as of May 2024, LAHSA provided
five different contract listings from EGMS that
identified varying contract totals ranging from 676 to
1,078. Significantly, none of the different listings
provided by LAHSA accounted for all of the active
contracts LAHSA reported having.

In addition, LAHSA was unable to determine the total
number of contracts that were executed either timely
or retroactively in FY 2023-24. This was primarily
due to LAHSA not tracking key data in EGMS, or
maintaining inaccurate data. For example we
reviewed a sample of eight contracts and noted that
for:

s All contracts, the EGMS reports did not capture
the dates LAHSA s contracts were signed by all
parties and executed.

* Six (75%) contracts, start and’or end dates
captured in EGMS did not match the dates on the
actual contract.

- LAHSA management ensure key contract
information is adequately tracked, reliable, and
accurate.

LAHSA’s Response: AGREE

Dr. Adams Kellum assumed her role as CEO m March 2023
and, smce then has led substantial efforts to improve
LAHSA’s funding and accounting practices, both mtemally
and in collaboration with partners in the city and county.

Over the past 18 months, Dr. Adams Kellum’s team has
focused on accelerating the confract and payment process.
Timely payments to providers are critical to ensure they can
carry out their essenfial work Recogmzing the challenges
posed by complex systems and prolonged wait times, LAHSA
has worked with 1ts partners to make significant improvements
m these areas.

Under new leadership, LATISA has committed to ensuring that
key contract mformation 1s tracked accurately, reliably, and m
a tumely mamner Efforts are underway to develop custom
dashboards and reports in EGMS that will provide accurate,
real-time data on critical contract metrics. Additionally, work
has begun on an EGMS enhancement to track and report the
dates when contracts are signed and fully executed by all
parties.

Target Implementation Date: February 28, 2025

Priority Ranking: Recommendations are ranked from Prionty 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’'s operations if corrective action is not taken.

Attachment lll
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LOS ANGELES COUNTY

AUDITOR-CONTROLLER

TABLE OF FINDINGS AND RECOMMENDATIONS FOR CORRECTIVE ACTION

Four (50%) contracts, the term start dates in the
actual contracts were inaccurate, which in turn,
resulted 1 inaccurate EGMS  reports.
Specifically, all four were contract amendments
and instead of identifying the amendment term
start dates, LAHSA identified the start dates for
the entire contract term.

Retroactive and untimely contracts have been an
ongomg and recurring issue for LAHSA
Management’s attempts to address these issues are
impaired when they do not have reliable and accurate
mformation about fundamental contracting metrics,
such as the quantity, timeliness, and terms of theiwr
active contracts. LAHSA must ensure they adequately
track and maintain contracting data to measure
performance and/or identify opportunities to umprove
their contracting function.

Impact: Reputational, operational, and compliance
risk including, inability to fully assess contracting risk
and performance, retroactive and unfimely confracts,
improper and late payments, lapses i critical services,
adnunistrative burden to correct data diverting
resources from other tasks, and loss of trust from
stakeholders.

Inadequate Conirols Over Cash AdvancesEiil

addition to the deficiencies noted i Issues No. 1 and
2, LAHSA did not have other basic conirols in place
to ensure cash advances were appropriate, properly
accounted for, and safepuarded. For example,
LAHSA did not:

s Deposit cash advances received in a separate
interest-bearing account by funding source.
Evaluate the subrecipients” confracting and
advance repayment history prior to awarding cash
advances, as stated in LAHSA s internal policy.
Reconcile advances to the subrecipients’ actual
expenditures at least quarterly.

Establish clear policies and procedures that
address the recoupment of outstanding cash

RECOMMENDATION

m - LAHSA management implement adequate
controls, including the controls identified in this report,
to ensure cash advances are appropriate, properly
accounted for, and safeguarded.

LAHSA’s Response: PARTIATTY DISAGREE

LAHSA respectfully requests that this issue Priority 1 be
reduced to Priority 3. LAHSA also requests Bullets 1 &
3 be removed from the report.

LAHSA disagrees that two of the four observations noted
(bullets 1 and 3) are 1ssues warranting an audit finding. We alsof
disagree that the conditions observed justify a Priority 3 Finding
whach signifies a severe financial or operational risk.

With regards to bullet 1, depositing cash advances received in
separate, interest-bearing accounts by finding source is not
required by the County’s Operating Agreement. In accordance
with Generally Accepted Accounting Principles (GAAP) and
the Code of Federal Regulations (2 CFR 200) and

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not faken.



Case 2:20-cv-02291-DOC-KES Document 823-1  Filed 11/20/24 Page 35 of 57 Page
ID #:22877 Attachment Il

Page 11 of 33

LOS ANGELES COUNTY

AUDITOR-CONTROLLER

compliance with the LA County Operating Agreement,
advances recerved are effectively separated by grant m our fund
accounting system. and are deposited in LAHSA’s operating
account, an interest-bearing account, which enables LATISA to
quickly disburse funds to Service Providers.

With regards to bullet 3, LAHSA receives funding from a
multitude of goverming bodies and private orgamizations and
maintains compliance with each funder’s requirements, and
smee quarterly Service Provider advance reconciliations are
not consistent with the terms in all Funder’s operational
agreements, LAHSA does not agree that lack of quarterly
reconciliations warrants an audit finding.

For example, LAHSA reconciles advances received from the
County of Los Angeles m accordance with the County’s
Operating Agreement, which makes no reference to quarterly
reconciliations and specified advances are to be reconciled on
an annual basis. Thus, LAHSA i compliance with the
Operating Agreemient, reconciles Service Provider advances
ammually and provides the reconcihiation to the CEQ-HL

Bullets 2 and 4. the management team that pre-dated Dr.
Adams Kellum have been addressed by LAHSA's new
financial leadership and the corrective actions detailed below
have sigmificantly mitigated risks.

Therefore, we request this issue priority rating be adjusted to
Priority 3, to more appropriately reflect the risk associated with
the conditions observed and nutigation of risk associated with
our corrective action plans.

Finding Bullet 1 -LAHSA requests removal of this issue from
the audit report.

The Operating Apreement between the County and LAHSA
does not require separate interest bearmg accounts and permits
the use of cost centers. It states:

“LAHSA shall maintain a system of accounting records that
clearly identify the revenues and expenditures for each HI
strategy by the use of cost centers or separate accounts.

Therefore, advances from various finding sowrces are recorded
and tracked through LAHSA’s Fund Accounting system/Cost
Centers. Specifically, each advance 1s associated with a unmique
Grant Number applicable to only one funding source.

LAHSA has already established adequate controls to ensure
that cash advances are appropmately accounted for and
safegnarded and comply with the exasting funding agreement.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency's operations if corrective action is not taken.
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Finding Bullet 2 — LAHSA agrees that historically 1t did
not evaluate Service Providers”™ contracting and advance
repayment histories prior to awarding cash advances.

Upon review, we identified that the lapse occurred due to
staff turnover and lack of awareness of the existing policy.
To address this, we are implementing the following
corrective actions:

» Training and Awareness: We will conduct
mandatory training sessions for all relevant staff to
ensure they are fully aware of and understand the
importance of this policy no later than March 31,
2025.

* Process Improvementss We are enhancing our
internal processes by introducing additional checks
and balances. This includes requiring Director and
CFO approvals before cash advances are awarded
to Service Providers.

Finding Bullet 3 — LAHSA requests removal of this issue
from the audit report.

The County of Los Angeles Operating Agreement does not
require advances to be reconciled to the Service Providers’
actual expenditure quarterly.

The Agreement specifies that advances are to be reconciled
and/or recouped by the end of each fiscal year”” LAHSA
adheres to this contractual obligation.

Finding Bullet 4 -LAHSA agrees that historically it did not
establish clear policies and procedures that address the
recoupment of outstanding cash advances.

Under new financial leadership, LAHSA has established clear
policies and procedures that address the recoupment of
outstanding cash advances, including timelines for follow ups,
and for non-responsive Service Providers.

Since Finding Bullets 1 and 3 are not related to established
requirements, and since LAHSA is in compliance with the
applicable requirements, and since the 1ssues noted i bullets 2
and 4 have been addressed by current management and the
associated risks nutigated, LAHSA requests the Prionity Level
be reduced to Priority Level 3 as there is no significant risk
posed to LAHSA at this time.

Target Implementation Date:

* Evaluate the Service Providers’ contracting and
advance repayvment history prior to awarding cash

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency's operations if corrective action is not taken.
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>
-
S,

advances, as stated mm LAHSA’s internal policy.
Implemented November 1, 2024

e  Establish clear policies and procedures that address
the recoupment of outstanding cash advances

November 1, 2024.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency's operations if corrective action is not taken.
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advances, including timehnes for follow-ups and
remedies for non-responsive subrecipients.

In response to a County Board motion on May 21,
2024, the County’s CEO implemented an alternative
funding model for Measure H funded contracts, which
provided LAHSA with quarterly cash advances,
where LAHSA will in turn provide monthly advances
to their subrecipients. As of September 6, 2024, the
County had already provided LAHSA with
$115,658.400 in Measure H advances for FY 2024-
25. Given that this new model mereases the number
and amount of cash advances recerved and disbursed,
LAHSA must strengthen controls to ensure all cash
advances are properly accounted for and used for their
intended purpose.

Impact: Increased risk that cash advances are not used
for their mntended purpose and may not be fully
recovered.

RECOMMENDATION

5 Inappropriate Use of Funds SF.CREREEE {1l

governmental agency, LAHSA submits
reimbursement claims to its funders and must
typically wait to be reimbursed before remitting
payments to their subrecipients, unless other
resources, such as cash advances, are made available
by the fimders. However, we noted instances where
LAHSA paid their subrecipients prior to receiving
reimbursement from fimders who did not provide
cash advances during FY 2023-24. To make these
payments, TAHSA used funds received from other
government funders even though the services being
paid for were not contracted by those funders

Specifically, from our sample of subrecipient

payments made in FY 2023-24 we noted that LAHSA

paid:

* One subrecipient for a federal Department of
Housing and Urban Development (HUD)
program 16 days prior to LAHSA receiving
reimbursement, totaling $126,168.

* One subrecipient for a Counfy (non-Measure
H) program 14 days prior to

m - LAHSA management ensure:
Available funds are only used for their intended purposes.

Fund balances are monitored to verify program funding is
available prior to remitting payments to subrecipients.

LAHSA’s Response: DISAGREE

Throughout the pandemic, LAHSA’s leadership worked
closely with funders and service provider partners to ensure
contmmty of essential services, allowing orgamzations to
remain operational and fronthne staff to continue supporting
those in need.

In response to evolving financial circumstances, LATISA has
wmplemented changes to 1ts payment protocols. The agency has
discontinued the practice of making payments to service
providers prior to receiving reimbursement from finders, and
no longer provides cash advances to providers facing urgent
cash flow crises.

Additionally, LAHSA has strengthened its mternal controls to
ensure that available funds are allocated solely for their
mtended purposes. To further enhance fiscal oversight,
LAHSA will actively monitor program find balances to

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential serniousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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confirm the availability of funding before processing any
payments to service providers.

Target Implementation Date: Implemented July 1, 2024.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency'’s operations if corrective action is not taken.
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LAHSA receiving reimbursement, totaling
$31,770.

LAHSA confirmed they used other available funding
unrelated to the programs to pay the subrecipients.
LAHSA must discontinue this practice to ensure
financial resources and operations for other programs
are not inappropriately (and negatively) impacted.

Impact: Using funds received from one government
funder to pay for services provided under another
government funder’s contract/ grant constitutes a
misuse of those funds. and increases the risk that
funder payments are not available for the purposes
they were claimed and received. This indicates
weaknesses 1n internal controls and financial
management practices, and may result in unintended
cash flow issues for wvarious programs and could
expose LAHSA to admunistrative contractual
remedies from funders.

RECOMMENDATION

6 Late Payments to SubrecipientsS #Nz LT EG)

always pay subrecipients timely even when LATISA

had received payment for services from its funders.

Our review of 13 subrecipient payments made

between July 2023 through May 2024 noted that five

(38%) of those payments were late. Specifically:

s Two were paid 53 and 68 business days after the
receipt of the subrecipient invoices, respectively,
even though these payments were Measure H
funded and LAHSA should have had cash
advances available to pay within 45 days of
receiving the invoices, as stated in their
subrecipient contracts. In addition, for one of the
wmvolces, 1f took LAHSA 51 business days affer
recerving reimmbursement from the County to
remut payment to the subrecipient, even though
LAHSA indicated their internal metric is to pay
within 15 business days of receiving payment
from the funder.

= Two were paid 42 and 50 business days after the
receipt of the subrecipient invoices,
respectively, even though LAHSA already
received the funding in advance for these

m -LAHSA management:

Ensure subrecipients are paid timely when cash advances are
available or after reimbursement is received from funding
SOUrces.

Develop strategies for managing cash flow fo ensure
sufficient funds are available to meet their financial
obligations.

LAHSA’s Response: AGREE

Since Dr. Adams Kellum's appoimntment as CEQ, her leadership
team has prioritized significant improvements to LAHSA'S
confracting processes, with a focus on enabling service providers
to carry out thewr cnitical work i the field without unnecessary
admuimistrative burdens.

Under Dr. Adams Kellum’s guidance, LAHSA has expedited the
confracting and payment cycles, recognizing that providers must
recetve timely payments to sustain thewr essential operations
Previous inefficiencies, such as overly complex systems and
lenpgthy delays, were identified as barriers to effective servies
delivery. Over the past two years, LAHSA has worked closely
with its partners to mmplement substantial mmprovements
reducmg the adnumstrative obstacles that providers wath
experience.

Priority Ranking: Recommendations are ranked from Prionty 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency's operations if corrective action is not taken.

Attachment lll
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Upon assuming her role, Dr. Adams Kellum set a key goal for thef
Contracts Department: to merease the percentage of contracty
executed from 30% to 80% by the end of the next fiscal year, Jung
30. The department not only met this goal but successfully
repeated the achievement in 2024. These results were made)
possible by the implementation of new, streamhned processeq
that also ensure long-term sustamnability for LAHSA staff.

Target Implementation Date: Implemented July 1, 2024,

Priority Ranking: Recommendations are ranked from Prionty 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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services. The payments were for a State funded
program in which LAHSA recerved advanced
installment payments in place of having to submit
retmbursement claims.

¢  One was paid 55 busmess days after LAHSA
received reimbursement from the funding source
(Le., the City). As mentioned above, LAHSA
indicated their internal metric is to pay within 15
business days.
LAHSA indicated the late payments were due to cash
flow 1ssues. However, as noted in Issues No. 1 and 2,
LAHSA recerved $82.5 million in working capital
advances from the County, and also received cash
advances from various other funding sources which
were subsequently awarded to subrecipients and not
recouped as required, creating a cash deficit. To
ensure sufficient funds are available fo meet their
financial obligations, LAHSA should develop
strategies to enhance their cash flow management.
Impact: Delayed payments can negatively affect a
subrecipient’s cash flow and their ability to provide
critical client services.

Record-keeping Deficiencies - Working Capits

- LAHSA used various methods fo track

their Measure H working capital advances provided to

subrecipients, mcluding ther Working Capital

Recoup Tracker report, which is generated from

LAHSA s accounting records. We obtained a copy of

this report and selected a sample of transactions to

validate the accuracy of the information. Specifically,
we selected 12 (33%) of the 36 subrecipients that
received working capital advances, totaling
approximately $34.6 million (68%) of the total

$50.8 nullion in working capital advances awarded,
and requested documentation to support the amounts,
such as the request and approval documents, check
registers/vouchers. etc. Of the $346 nullion

LAHSA:

* Understated the amount of working capital
advances for two subrecipients by $505,591.
Specifically, LAHSA’s accounting records
understated the awarded amount by

RECOMMENDATION

Attachment lll
Page 18 of 33

m - LAHSA management investigate records for
all working capital advances, including records for the
issues noted in our review, and make any necessary
corrections to ensure an accurate accounting of all
working capital advances.

LAHSA’s Response: AGREE

The understated amounts of $356,967 and $148,624 represent
1.03% and 0.43% respectively, and total 1.46% of the $34 4
million of Measure H Working Capital sampled, and this error
1s sigiificantly below any reasonable materiality threshold.

LAHSA acknowledges that we were unable to provide the
advance request. approval, and/or disbursement documentation
for all Service Providers samipled at the time of the request. Thig
was due to a high vohune of competing urgent requests tha
exceeded our staff’s capacity to respond within the requared
timeframe. However, we were able to successfully provide 86%4
of the requested supporting documentation.

Target Implementation Date: March 31, 2025

Priority Ranking: Recommendations are ranked from Prionty 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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$356,967 for one subrecipient, and by
$148.624 for the other subrecipient.

e Dxd not provide the advance request, approval,
and/or disbursement

documentation for eight subrecipients, totaling
approximately $5 nullion (14%) in working
capital advances reviewed.

LAHSA attributed these record keeping deficiencies

to various causes, including staftf turnover and system

changes. To ensure all working capital advances are

fully accounted for, LAHSA must review all balances

to ensure they are accurate and supported.

Impact: Increased rmisk of opususe and/or
misappropriation of funds if accounting records do not
reflect actual amounts disbursed. In  addition,
inaccurate accounting of the Measure H working
capital advances may hinder LAHSA's ability to
accurately and effectively recover all funds and fully
repay the County.

RECOMMENDATION

& Rt e e g e el - Although LAHSA could not

1dentify their total number of retroactive contracts m

FY 2023-24 (as mentioned above in Issue No. 3), we

reviewed a sample of eight contracts and noted that

seven were executed retroactively in FY 2023-24.

These seven contracts were executed between 23 and

170 days late, or an average of 73 days after the

contract start date. While most of these contracts were

executed late due to funding delays, we noted
opporfunities for LAHSA to improve the timelmess of
contract executions. Specifically, funding for:

e Five of the contracts was approved by the City on
August 10, 2023, which was 40 days after the
contact start date of July 1. 2023. After funding
was approved, LAHSA took between ten and 130
days to execute the contracts. Some of the later
contract executions in this example appear to be
excessive and the result of avoidable mternal
delays at LAHSA_ For example, in one instance,
LAHSA did not create the actual
contract until 41 days after the funding was
approved. It also took LAHSA another 60

m -LAHSA management:

Identify internal delays in the contracting process and
implement improvements to enhance the timeliness of
contract executions.

Work with funding sources, where applicable, to
identify possible solutions for funding approval delays
to minimize retroactive contracting.

LAHSA’s Response: DISAGREE

LAHSA respectfully requests that this issue be removed
from the Audit Report.

None of the contracts sampled experienced excessive
delays aftributable to internal issues within LAHSA’s
confracting process.

Under new leadership, LAHSA has made significant
improvements to expedite the contracting and payment
process. ensuring providers can continue their vital work
addressing homelessness. Over the past two vears, LAHSA
has worked closely with its partners to streamline systems
and reduce delays.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency's operations if corrective action is not taken.
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When Dr. Adams Kellum became CEO, she set a goal for
the confracting team to increase the number of contracts
executed from 30% to 80% by June 30. This goal was
achieved and repeated in 2024, with new, sustainable
processes in place.

Of the seven sampled retroactive contracts, six were
delayed due to funder or service provider delays, not
LAHSA’s internal contracting process. As noted m the
report, LAHSA executed one contract 23 days after funding
approval—an acceptable timeframe given the complexity
of the Inside Safe program, which was part of an emergency
declaration.

Additionally, the audit sample was not fully representative
of LAHSA’s overall contracting operations. Of the eight
confracts sampled, five were specific to the Inside Safe
program_ which was still being developed and faced unique
challenges, including delays in provider budgets and
confract adjustments. While LAHSA followed up on these
issues, the completion timelines were outside of LAHSAs
control.

Target Implementation Date: N/A

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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RECOMMENDATION

days to finalize
subrecipient.

the budget with the

¢  One of the contracts was approved by the County
Department of Public Social Services on April 24,
2023, which was 68 days before the contract start
date. However, LAHSA executed the contract 24
days after the contract start date. Similar to the
example above, LAHSA did not create the actual
contract until 15 days after the funding was
approved, and it took LAHSA another 65
days to finalize the budget with the subrecipient.
s One of the contracts was approved by the City on
June 1, 2023, the same date as the contract start
date, and LAHSA executed the contract 23 days
after the funding was approved. Although this did
not appear excessively long, LAHSA may be able
to identify opportunities for timelier execution
(e.z, LAHSA did not create the actual contract
until seven days after the funding was approved).
Impact: Unnecessary or avoidable delays when
executing contracts, resulting in increased lability
from subrecipients providing services without
executed contracts and delayed payments for services
provided.

Inadequate Coniract Monitoring Plan =
Organizations should develop and adhere to annual
risk-based contract monitoring plans to effectively
allocate resources and nutigate contracting risks. Such
risks may mclude, but are mnot limited to,
contractors/sub-recipients billing LTAHSA for services
that were not actually provided, that do not meet
contract standards/requirements, and/or that were
provided to ineligible or fictitious recipients.

While TLAHSA’s Contract Compliance Unit
developed a FY 2023-24 Contract Monitoring Plan
(Monitoring Plan), they did not have adequate
processes in place to ensure the Monitoring Plan
provided effective oversight of

their subrecipients. Specifically, we
LAHSA’s processes for developmng and

reviewed

m -LAHSA management:

Establish a standardized risk assessment process to use
in developing annual contract monitoring plans.

Actively track the status of all contract monitoring
reviews and measure performance against their
contract monitoring plans at year-end.

Implement a notification process to ensure that the
Contract Compliance Unit is notified of newly executed
contracts.

Ensure Service Providers are monitored for all key
contract requirements (e.g., programmatic
requirements).

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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mamtamming therr Monitoring Plan and noted tha
LAHSA did not:

Have an adequate risk assessment process.
While LAHSA identified appropriate risk factors,
such as a subrecipient’s noncompliance history,
LAHSA did not have a systematic and
documented method to evaluate and determine a
subrecipient’s overall risk rating/score- Instead,
LAHSA relied on  internal/mnstitutional
knowledge to determine the overall risk for a
subrecipient, which was then used to develop
their Monitoring Plan
Track the status of all their contract monitoring
reviews and as a result, could not readily
determime therr progress m completing the
planned reviews. LAHSA should actively track
the status of all contract monitoring reviews and
evaluate their performance against the monitoring
plans at vyear-end to determine whether
monitoring resources are adequate.
Have an adequate process for updating their
Momtoring Plan with newly executed contracts.
To identify new contracts, LAHSA’s Contract
Compliance Unit indicated they manually mm
accounting and contract reports monthly fo
identify activity (eg, new subrecipient
payments) that may suggest new contracts.
However, the Contract Compliance Unit should
instead be automatically notified when new
confracts are executed to ensure proper and
timely subrecipient oversight and monitoring.
Have a process to ensure all subrecipients are
monitored programmatically.
Specifically, 54 (51%) of therr 105 planned
reviews did not mclude procedures to monitor a
subrecipient’s program/service delivery
compliance (e.g, adherence to participant
eligibility requirements), and

RECOMMENDATION
AHSA’s Response: DISAGREE

LAHSA respectfully requests that these issues and the
associated recommendations be removed from the audit
report.

We disagree that LAHSA did not have an adequate risk
assessment process. The Code of Federal Regulations, 2
CFR 200, requires a thorough risk assessment process,
however it does not require an overall risk/rating score for
assessing Service Providers. LAHSA's nisk assessment
process 1s thorough and includes risk ratings derived from
three distinct assessments that measure:

1. Organizational Risk
2. Fmancial Risk, and
3. Programmatic Risk

In addition to these three risk scores, and in accordance with
2 CFR. 200. LAHSA also considers various factors such as
Service Provider’s past performance, financial stability,
and compliance history.

Nevertheless, as the recommendation would be beneficial,
LAHSA has established a standardized risk assessment
process which uses an overall risk/rating to use in
developing annual confract monitoring plans.

We disagree that LAHSA did not track the status of all
confract monitoring reviews and could not readily
determine progress in completing the planned reviews.

LAHSA diligently tracks the status of all contract
monitoring reviews. Some reviews remained in the same
status because they were placed on hold to prioritize higher-
risk monitoring reviews. The conclusion that LAHSA could
not readily deternune their progress in completing the
planned reviews is not accurate. The lack of status changes
does not equate with a lack of tracking. LAHSA continued
to track all reviews and was aware that these reviews were
placed on hold.

We disagree that LAHSA did not have an adequate process
for updating therr Momitoring Plan with newly executed
contfracts. The Contract Compliance receives notifications
of all newly approved contracts and mins monthly Contracts
and Accounting Reports to identify new contracts and
ensures, in accordance with 2 CFR 200, the monitoring plan
15 regularly updated to mchide new Service Providers.
Whereas 2 CFR 200 does not require the monitormg plan

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency's operations if corrective action is not taken.
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to be updated through automatic notifications, therefore we
kindly request this finding be deleted from the report.

While we disagree with our 2 CFR 200-compliant
monitoring plan update process warrants a Priority 1
finding, we agree the recommendation would optimize
efficiency and LAHSA will implement an automatic
notification process to ensure that the Contract Compliance
Unit 1s notified of newly executed contracts.

All TAHSA’s new Service Providers are monitored, and all
Service Providers of federal funds are monitored in
accordance with 2 CFR 200. LAHSAs lowest risk Service
Providers are monitored remotely through reviews of a
more limited scope. These reviews do not always require a
programmatic review and all 54 of the planned reviews that
did not include procedures to monitor a Service Provider’s
program/service  delivery compliance were Service
Providers with the lowest risk score.

However, LAHSA has revised the Service Prowvider
momiforing process for FY24-25. which requires
programmatic reviews for all monitoring reviews, including
reviews Service Provider with the lowest risk scores.

Target Implementation Date: Implemented October 31
2024.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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Impact: Possible gaps in contract monitoring and
madequate contractor/subrecipient oversight, which
may result in the waste or misuse of public funds
and/or eritical services not being provided.

10

Lack of Contract Monitoring Standards SNl

effective contract monitoring function should have

standards for conducting and documenting the results

of their contract monitoring reviews. We found that

LAHSA’'s contract monitoring function does not

always have or adhere to standards. Specifically, we

selected a sample of

10 contract monitoring reviews LAHSA conducted in

FY 2023-24 and noted that:

¢ LAHSA did not maintain adequate workpapers to
support the results and conclusions for all ten
reviews. Specifically, while LAHSA generally
maintained workpapers (e.g.. client eligibility
records, cost allocation plans, etc) for themwr
reviews, LAHSA was unable to provide any
documentation for one review, indicatmg the
records were lost, and could not readily
demonstrate how the workpapers supported their
conclusions for the remaining nine reviews.

e  Workpapers for all ten reviews did not include
evidence of supervisory review. Contract
monitoring  reviews should be properly
supervised to ensure objectives are appropriately
met and supported.

As a result, we could not deternune whether LAHSA

adequately monitored their contracts to ensure

subrecipients complied with their contract terms.

Given the ertical nature of their contracted services,

LAHSA must have a robust contract monitoring

function to ensure critical services are adequately

provided, that recipients exist and are eligible, and that
contracted funds are used for their intended purposes.

Impact. Increased risk that confract momnitoring

reviews are not properly conducted, potentially

resulting in various issues going undetected, such as
funds not used for their intended

purposes, mususe and musappropriation of funds,

services not provided and/or not provided m

RECOMMENDATION

m - LAHSA management:

Ensure adequate workpapers are maintained for all
contract monitoring reviews and consider the use of
audit workpaper software to ensure consistency and
efficiency.

Contract monitoring reviews are properly supervised,
and evidence of supervision is documented.

LAHSA’s Response: AGREE

LAHSA acknowledges that we were unable to provide
documentation for one review. To compensate, we used
HMIS data to support the conclusions of the contract
monitoring review and conducted a live walkthrough of the
HMIS system for the auditors to demonstrate the
availability of relevant data.

To prevent future data loss, LAHSA will requue all
coordinators to maintain  backups of monitoring
documentation on an encrypted USB drive. Additionally,
we will ensure that all workpapers for contract monitoring
reviews are properly maintamned and are considering the use
of audit workpaper software to enhance consistency and
efficiency.

While the workpapers and contract monitoring reviews
were not signed by a supervisor, they were reviewed and
approved via email Moving forward, LAHSA will ensure
proper supervision of all contract monitoring reviews, with
documented evidence of supervision. We will implement
signature and date lines on all workpapers and monitoring
reviews, and update policies to require supervisors to
formally review and approve documentation.

Target Implementation Date: February 28, 2025.

Priority Ranking: Recommendations are ranked from Prionty 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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RECOMMENDATION

governmental agency, and typically mmst wait for
irveices from their subrecipients before submitting
their own reimbwrsement claims to ther fimders.
While these claims should be submitted timely to
ensure adecuate cash flow, we noted instances where
claims were excessively late. Specifically, of the 13
LAHSA reimbursement claims we reviewed:
¢ Onpe clasm to the County, totaling $487 125 was
submitted 714 days after the end of the billine
month  when LAHSA's County operating
agreement requires they submit claims within 30
days. TAHSA mdicated this was due to thew
subrecipients not submitting year-end ivoices
timely and delays with their own yearend
reconciliation and close- cut processes.
¢ Ope claim to HUD, totaling $126168. was
submitted 144 days after the billing month  and
while there was no submission deadline, the delay
appeared excessive. LAHSA indicated the
subrecipient could not submit their invoices in
EGMS due to pending contract amendments: In
addition we contacted the subrecipient who cited
additional issues, such as barriers with accessing
EGMS and complexities with the system
In addition. we reviewed a sample of 20 subrecipient
monthly invoices to TAHSA from FY 2023-24 and
noted that 12 (60%) were not submatted by the 150 of
the following month as required by their contracts.
According to TAHSA there were no bamiers that
prevented the subrecipients from submitting their
wnvoices timely. We attempted to contact the
subrecipients, and while only two responded, they
confirmed that the late subnmssions were due to
internal issues. such as inadequate oversight and staff
turnover.

accordance  with contract terms and  othes
nencompliance isses.

1) B W Dielays with Reim s = Asmentioned | -LAHSA managemeni:
a.bm‘e I_AHS;-’L is pmnmﬂ}' a pass- through

Monitor subrecipient to identify and address barriers in
submitting their invoices to ensure they are submitted
timely as required by their contracts.

Ensure their ovwn reimbursement claims to funders are

submitted tmely.
LAHSA's Response: AGREE

LAHSA acknowledges that two of the 13 reimbursement
claims were delayed. However, 11 of the 13 clamms were
submitted on  time reflectimg TAHSA's overall
conunitment to timely subowssions. The delay with the
County claim was due to the need for the Connty to amend
the budget to release prior-year cantyover funds. The HUD
claim was delayed due to limitations in the EGMS system
which prevented Service Providers from submitting
invoices; this 1same has since been resolved.

Additionally. 12 of 20 Service Provider invoices were not
submitted by the 15th of the following month. as required
by contract. primarily due to .;ta:Eﬁn.a_ shortages among
providers.

We agres with the recommendations and are committed to
their implementation Specifically, LTAHSA will:

* Streamline the year-end close process to ensure
timely resmbursement claims and avoid imternal
delays.

* Continpe to monitor Service Providers and address
any barriers to timely imvoice submission

»  Implement snprovements to the EGMS system to
reduce the oeed for amendments and minimize
imvpice delays.

»  Work collaboratively with Service Providers and
funding partners to address staffing shortages and
explote innovative schutions to these challenges.

Target Implementation Date: February 28, 2025

Priority Ranking: Recommendations are ranked from Pricnity 1 o 3 based on the potential seriousness and likelinood of
negative impact on the Agency's operations if comective action is not taken.
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ISSUE RECOMMENDATION

LAHSA should monitor their subrecipients and
address barriers, where appropriate, to ensure invoices
are submutted by the required deadlines since late
submissions delay their own reimbursement claims, as
evidenced by the findings detailed above.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency's operations if corrective action is not taken.
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- While LAHSA
has an Iutemal Auclit Umt ‘to evaluate internal
controls, compliance, and operational efficiencies, we
noted that LAHSA did not complete any of the four
planned audits in FY 2022-23 and carried over the
audits to thewr FY 2023-24 Internal Audit Plan. In
addition, LAHSA indicated they only mitiated two
(50%) of the four planned audits for FY 2023-24, both
of which began m May 2024, and attributed the audit
delays to emerging issues. While deviations from
internal audit plans are not uncommon, LAHSA s lack
of adherence to their plans for the past two FYs and
overall lack of internal audit activity raises concerns
about the adequacy and capability of their internal
audit function.

In addition., according to LAHSA’s Infernal Audit
Charter, LAHSA adheres to the International
Standards for the Professional Practice of Internal
Auditing (Standards). However, LATISA did not
communicate the deviation from their planned work
to senior management and their governing body for
review and approval, as required by Section 2020 of
the Standards. To mainfain a robust internal audit
function, LAHSA should ensure they have adequate
resources to complete the work in their annual internal
audit plans, and that any deviations are reviewed and
approved as required.

Impact: Increased risk of errors. fraud,
noncompliance, and other operational weaknesses and
mefficiencies going undetected.

.- LAHSA management ensure:

Internal audit resources are adequate to complete the
audits in the annual audit plans.

Deviations from annual audit plans are reviewed and
approved by the appropriate parties.

LAHSA’s Response: PARTIATLY DISAGREE

LAHSA respectiully requests that this issue Priority 2 be
reduced to Priority 3.

While LAHSA deviated from its Internal Audit Plan in
FY22-23 and FY23-24, regular updates on the status and
rationale for these deviations were provided to the
Management Comnuttee and leadership throughout both
fiscal years. Specifically:

1. On March 23, 2023, Internal Audit's senior
leadershup discussed the flexibility of the Internal
Audit Plan, including the capacity to undertake ad-
hoc audits.

On April 19, 2023, during the Audit and Risk
Management (ARM) Committee meeting, Internal
Audit leadership presented modifications to the
Internal Audit Plan. This presentation, which was
endorsed by the LAHSA Commnussioners,
highlighted the discretion to deviate from the plan
based on the Phase 2 Risk Assessment
Methodology. The full details of the meeting can be
found in Exhibit 2.

[R]

Given these efforts and the progress made, including the
revised Internal Audit Charter, LAHSA requests that Issue
#12 be downgraded to a Prionity 3 finding, which more
accurately reflects the current status of the matter.

As of August 2024, the Internal Audit Unit has achieved
full staffing under its cuomrent authorized budget.
Furthermore, the revised Internal Audit Charter (approved
on October 25, 2024) grants the Management Commuttee
greater responsibility for overseeing the Internal Audit
function and ensuring adequate resources for future fiscal
years.

Additionally, the revised Charter stipulates that any future
modifications to the Internal Audit Plan must be reported to
and approved by the Management Committee prior to
mmplementation. Please refer to Domain ITT: Govermng the
Internal Audit Function in the attached LAHSA Infernal
Audit Charter for further details on the Management
Commiftee’s role moving forward.

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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Target Implementation Date: Revised Intemal Audit Charter
and FY24-25 Risk Assessment Methodology and Intemal Audit
Plan were both approved on October 25, 2024 (IMPLEMENTED)

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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nuallyfl An internal audlt ftmctlon B v.urk must he
b'LSEd on documented risk assessments that are
completed at least annually, which in turn, guide the
development of annual mternal audit plans. However,
LAHSA’s Internal Audit Unit did not complete a risk
assessment to develop their FY 2023-24 Internal Audit
Plan as required by Section 2010A.1 of the Standards.
Instead. LAHSA camed over ther FY 2022-23
planned internal audits to FY 2023-24 as mentioned
in Issue No. 12. According to LAHSA management,
this was due to capacity issues and the ongoing
prevalence of the 1ssues identified in their FY 2022-23
risk assessment.

Impact: Emerging risks may go
undetected/unevaluated, which may resulf in utilizing
audit resources on less critical assignments.

RECOMMENDATION
- LAHSA management ensure Trisk
assessments are completed annually to develop their
internal audit plans.

LAHSA’s Response: PARTIATLY DISAGREE

LAHSA respectfully requests that this issue Priority 2 be
reduced to Priority 3.

While LAHSA did not conduct a new formal Risk
Assessment for FY23-24, the Internal Audit function
exercised its discrefion to assess the risk and audit
landscape for that year. As a result, the decision was made
to carry over the Risk Assessment methodology, results,
and planned Intemnal Audits from FY22-23 and complete
them in FY?23-24 The risks and issues identified in the
previous assessment were evaluated and determined to
remain relevant and worthy of continued audit.

Given these considerations and the ongomg efforts to
strengthen Risk Assessment practices at LAHSA (outlined
below), the orgamzation respectfully requests that Issue
#13 be reduced from Priority 2 to Priority 3.

The mternal audit function will continue to conduct Annual
Risk Assessments each year. With the Internal Audit Unit
now fully staffed, the capacity challenges noted in FY22-
23 and the early part of FY23-24 are no longer a concern.
To mutigate potential future capacity 1ssues, Internal Audit
will proactively raise such concerns with the Management
Committee fo assess whether additional resources should
be allocated or if the Internal Audit Plan requires
adjustment.

Finally, as part of a procedural enhancement, Internal Audit
will begin conducting Risk Assessments for the upcoming
Fiscal Year at an earlier point—no later than Q2 of the
current FY. This proactive approach will enable LAHSA to
complete its Risk Assessment. Internal Audit Plan, and a
greater portion of planned Internal Audits m a timelier
manner going forward.

Target Implementation Date: Revised Internal Audit
Charter approved on October 25, 2024 (IMPLEMENTED);

Priority Ranking: Recommendations are ranked from Prionty 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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14 A 2t LAHSA's Director
of Rﬁk Mauagemem oversees therr Internal Audit
Umnit, serving as thewr Chief Audit Executive (CAE),
and also has oversight of LAHSA’s Legal Operations,
Investigations, Third Party Audits, Risk Management.
and Quality Standards Units. According to Section
1112 ofthe Standards, where a CAF has or 1s expected
to have roles and/or responsibilities that fall outside of
mternal auditing, safeguards must be in place to limit
mipairments to independence or objectivity.
However, LAHSA did not provide formal action plans
that outlined specific safeguards in place to address
perceived or actual impairments to independence.

In addition. Section 7.1 of the new 2024 Global
Internal Audit Standards, which must be adopted m
2025, requires the roles and responsibilifies that go
bey ond internal audit, and the established safeguards
be documented in the Internal Audit Charter (Charter).
However, LAHSA s Charter, which was last updated
in 2018, did not document the CAE’s other
responsibilities and established safepuards. LAHSA
management indicated they are in the process of
updating their Charter to include all the required
mformation.

ﬂ - LAHSA management identify and document
the CAE’s roles and responsibilities that fall outside
internal auditing, and the established safeguards to
limit impairments to independence or objectivity in
LAHSA’s Internal Audit Charter.

LAHSA’s Response: PARTIALLY DISAGREE

LAHSA respectfully requests that these issues and the
associated recommendations be removed from the audit
report.

LAHSA took steps to improve the independence of the
Internal Audit function in FY22-23 and FY23-24, first by
vesting Internal Audit in the newly created Risk
Department (it previously fell within the Finance
Department), and later changing Risk Management’s line
of authority to report to the Chief Operating Officer (COO)
instead of the Chief Fnancial and Administrative Officer
(CFAO). The latter move further improved Internal Audit’s
independence and decreased the number of Departments
subject to potential leadership influence or conflicts of
interest (COIs) than was previously the case when Risk
Management fell in the CFAO’s portfolio.

In addition. LAHSA advises that the 2024 IIA Standards
(pgs. 116-119) identified multiple factors that were
acknowledged to make full conformance with the ITA
Standards more challenging for public sector entities like
LAHSA.

Given these considerations and the steps toward greater
independence that LAHSA has already taken, LAHSA
requests that Issue #14 be deleted from the Final Audit
Report.

Internal Audit also advises that the revised Infernal Audit
Charter makes several additional changes to further
improve Infernal Audit Independence; these changes
include:

1. Designating the Direcfor position as the FTE that
functionally fills the Chief Audit Executive (CAE)
role at LAHSA, and additionally outlining the roles
and responsibilities of the LAHSA CAE.

2. Revismg LAHSA’s Orgamizational Chart so the
Director, in their capacity as the CAE, reports to the
Chief Executive Officer (CEO) administratively but
to the Management Commuttee itself from a
functional standpoint; both moves grant the CAE
greater independence from mfluence by other
LAHSA leadership figures by placing it outside the
direct authority of another leadership position.

3. Providing for both the CAE and other personnel

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential sericusness and likelihood of
negative impact on the Agency's operations if corrective action is not taken.
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mvolved in the execution of the Internal Audit
function to sign Internal Audit Independence
Statements; the CAE 1s expected to sign the first
such statement (which the Management Commuttee
will also sign) in October 2024, after which the
remaining personnel will simularly sign their own
Internal Audit Independence Statements.

Further details on those provisions can be viewed i the
attached LAHSA Internal Audit Charter, specifically in
Domain III: Governing the Internal Audit Function, as well
as the new attached Internal Audit Unit Organizational
Chart.

Target Implementation Date: Revised Internal Audit Charter
Implemented on October 25, 2024 (IMPLEMENTED)

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency'’s operations if corrective action is not taken.
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Impact: Actual or perceived impairments to
independence, which can impact the Internal Audit
Unit’s ability to function in an unbiased manner.

- Aceordmg to Section 1300 of the Staudards the
CAE must develop and mamtain a Quality Assurance
and Improvement Program (QAIP) that covers all
aspects of the internal audit activity. The QATP must
include both internal and external assessments, and the
CAE must discuss the results of the assessments with
sentor management and the governing body.
However, LAHSA did not have a QAITP in place at the
time of our review. According to LAHSA
management, they will establish a QAIP and
anticipate completing the assessments in FY 2024-
25,

Impact: Increased risk of nonconformance with the
Standards, which can negatively impact the quality of
an mternal audit function.

RECOMMENDATION

Attachment lll
Page 32 of 33

m - LAHSA management:

Establish a  Quality
Improvement Program.

Assurance and

Ensure internal and external assessments are completed
as required by the Standards.

Ensure results are communicated fo senior

management and their governing body.
LAHSA’s Response: PARTIALLY DISAGREE

Internal Audit advises that while LAHSA did not
previously have a Quality Assurance and Improvement
Program (QAIP) in place, efforts to revise the Internal
Audit Charter were underway prior to the issuance of this
finding. The ITA Standards (pp. 116-119) note that public
sector entities like LAHSA face unique challenges, such as
limited resources and a lack of an independent budget,
which can impact the ability to fund and implement QATP.
Given these factors,

Internal Audit also advises that, under its newly revised
Internal Audit Charter, LAHSA remains fully compliant
with the 2024 TIA Standards, mcluding provisions for a
QATP and both internal and external assessments.

While the revised Charter addresses compliance
considerations outlined by the IIA including resource
constraints that may linut the full implementation of a
QATP and assessmients, Internal Audit anticipates no
difficulties m meeting the standards.” provided funding 1s
available.

Target Implementation Date: The Revised Internal Audit
Charter has been implemented as of October 25, 2024

(IMPLEMENTED); QAIP Establishment June 30, 2025

Priority Ranking: Recommendations are ranked from Priority 1 to 3 based on the potential sericusness and likelihood of
negative impact on the Agency’s operations if corrective action is not taken.
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16 m LAHSA management ensure KPIs are

Ke*_v performance indicators (KPIs) are metrics that are
used to measure how well an orpanization i1s

perforning a given function When evaluated
regularly, KPIs can help identify areas for
improvement, help make decisions and prioritize
actions, and detect patterns and trends over time and
reveal mmprovement opportunities. While LAHSA
had not yet established KPIs for their Internal Audit
Ut at the time of our review, LAHSA did establisha
new policy in May 2024 goverming the development
and mmplementation of KPIs. The new policy applies
to all functions, and LAHSA indicated they expect
KPIs will be finalized in FY 2024-25.

Impact: Not measuring performance diminishes the
organization’s ability to determine whether they are
effectively meeting their objectives.

finalized and implemented where applicable, and
establish a mechanism for collecting, analyzing, and
reporting KPIs to the appropriate parties.

LAHSA’s Response: PARTIALLY DISAGREE

Internal Audit advises that the Internal Audit Unit KPIs
were provided in draft form in May 2024 and were only
awaiting finalization. While each department will have 1its
own KPIs aligned with their core functions, a single,
uniform mechanism for data collection, analysis, and
reporting 1s unlikely to be suitable due to the varied data
types, functions, and software used across departments.
Therefore, KPI infrastructure will be aligned with LAHSA-
wide policies, with application varying by department as
appropriate.

Internal Audit further advises that its new KPI and KRI
Policy has been approved, and efforts to comnuuucate this
policy to other departments are ongoing Established
departments with well-defined processes will be the first to
submit KPIs for their major functions, while newer
departments will follow. Additionally, Internal Audit plans
to expand its existing policy with a second policy to provide
further gmdance on the collection, analysis, and reporting
of KPIs.

In addition, Internal Audit advises that it further expands 1ts
existing Policy with a second Policy that establishes
guidance for the collection, analysis, and reporting of KPIs.

Target Implementation Date: June 30, 2025

For more information on our auditing process. including recommendation priority rankings and the resolution process, visit

http://auditor lacounty gov/contract-monitorine-audit-process-information/

Priority Ranking: Recommendations are ranked from Priorty 1 to 3 based on the potential seriousness and likelihood of
negative impact on the Agency's operations if corrective action is not taken.
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