
TRANSMITTAL

To: Date: 5/31/2017

THE COUNCIL

From:

THE MAYOR

TRANSMITTED FOR YOUR CONSIDERATION. PLEASE SEE ATTACHED.

(Ana Guerrero)

ERIC GARCETTI 
Mayor



m
mV

Jalbi
r Los Angeles
HOUSING + COMM UNITY

Investment Department
Eric Garcetti, Mayor 

Rushmore D. Cervantes, General Manager

Regulatory Compliance & Code Bureau
1200 West 7th Street, 8th Floor, Los Angeles, CA 90017 
tel 213,808.8888 | toll-free 866.557.7368 
hcidla.lacity.org

May 10, 2017

Council File: New 
Council District: All 
Contact Persons:
Daniel Gomez (213) 808-8502 
Roberto Aldape (213) 808-8826

Honorable Eric Garcetti 
Mayor, City of Los Angeles 
200 North Spring Street, Room 303 
Los Angeles, CA 90012

Attention: Mandy Morales, Legislative Coordinator

LOS ANGELES HOUSING + COMMUNITY INVESTMENT DEPARTMENT REPORT 
ON THE STATUS OF THE SYSTEMATIC CODE ENFORCEMENT PROGRAM FEE 
AND THE SYSTEMATIC CODE ENFORCEMENT PROGRAM FEE TRUST FUND

SUMMARY

The Los Angeles Housing + Community Investment Department (Department or HCIDLA) 
administers the City’s Systematic Code Enforcement Program (SCEP or program). In accordance 
with Chapter XVI of the Los Angeles Municipal Code, SCEP is a regulatory program that provides 
periodic inspection of the City’s multi-family rental housing units to ensure compliance with State 
Housing Law standards. To cover the cost of program administration, inspections and 
enforcement, the Department collects an annual regulatory fee known as the Systematic Code 
Enforcement Program Fee (SCEP fee). In addition to the SCEP fee, HCIDLA collects complaint 
inspection fees, additional reinspection fees, appeal fees, administrative fees, late fees and 
penalties (hereinafter collectively referred to as SCEP-related fees and penalties). Pursuant to Los 
Angeles Administrative Code requirements, the Department deposits the monies collected into the 
Systematic Code Enforcement Fee Trust Fund (Trust Fund).

Recently, HCIDLA staff conducted an analysis of the SCEP fee and the Trust Fund and found that 
1) the revenue generated exclusively by the SCEP fee does not cover the annual cost of the SCEP 
program, 2) there is an Unappropriated Cash Balance in the Trust Fund derived from SCEP-related 
fees and penalties, and 3) the Department presently uses the Unappropriated Cash Balance to offset 
the deficit in the SCEP fee revenue.
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In this report, the Department provides an update on the status of the SCEP fee and the Trust Fund, 
and proposes to allocate funds in the Unappropriated Cash Balance to establish a 60-day 
Emergency Reserve Fund to continue vital code enforcement services without interruption in the 
event of an emergency or disaster.

RECOMMENDATIONS

The General Manager of the Los Angeles Housing + Community Investment Department 
respectfully requests that:

Your office schedule this transmittal at the next available meeting(s) of the appropriate 
Council committee(s) and forward it to City Council for review and approval immediately 
thereafter;

The City Council, subject to approval of the Mayor, take the following actions:

A. Authorize the General Manager of the Los Angeles Housing + Community 
Investment Department, or designee, to establish an emergency reserve fund within 
the Trust Fund equal to two months of operating costs to enable Housing Inspectors 
to conduct habitability inspections of the City’s multi-family rental housing units 
during the recovery stage in the aftermath of a major local disaster such as an 
earthquake;

B. Authorize the Controller to establish a balance sheet account to hold restricted cash 
entitled “Emergency Reserve Account” in the Code Enforcement Trust Fund 41M;

C. Authorize the transfer from the unrestricted cash account 1010 to the new restricted 
cash account in Code Enforcement Trust Fund 41M in an amount equal to two 
months of operating costs; and

Authorize the General Manager of the Los Angeles Housing + Community Investment 
Department, or designee, to prepare Controller’s instructions for any necessary technical 
adjustments consistent with the Mayor and Council Action on this matter, subject to the 
approval of the City Administrative officer, and authorize the Controller to implement the 
instructions.

I.

II.

III.

DISCUSSION

The Department continues to advance the Mayor’s Citywide Priority Outcomes to improve the 
safety and livability of Los Angeles neighborhoods through SCEP. Since its creation in 1998, 
SCEP has made great progress in preserving decent and safe living conditions for more than 60% 
of Los Angeles residents who occupy rental housing and depend on SCEP to protect the most basic 
need of adequate housing. SCEP is a regulatory program that provides regular periodic inspections
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of the city’s 720,000+ multi-unit rental properties, and if a critical housing problem arises, the 
program may provide emergency services such as tenant relocation assistance. In addition, a robust 
complaint system is in place that provides rapid response to tenant and owner-reported code 
violations that may occur between systematic inspections.

Background

In 1998, the Los Angeles City Council enacted the Housing Code as law and established the SCEP 
program to address the citywide rental housing crisis of neglected living conditions in the City’s 
residential rental buildings and authorized collection of $12 per rental unit annually to fund the 
program and related operations. In 2004, City Council approved a fee adjustment from $12 to 
$27.24 per unit annually, and in 2006 adjusted the annual fee to $35.52 per unit. In 2011, the City 
Council approved the most recent fee adjustment to $43.32 per unit annually with the intention of 
sustaining the Department’s SCEP operating costs through Fiscal Year 2014.

Monies collected from the SCEP fee and SCEP-related fees and penalties are deposited into the 
Trust Fund. The HCIDLA’s General Manager is the administrator of the Trust Fund and 
expenditures therefrom must be authorized by the General Manager. In accordance with the Los 
Angeles Administrative Code, the General Manager may only authorize expenditures, transfers or 
other forms of disbursement of monies from the Trust Fund for purposes directly related to the 
administration and enforcement of SCEP. Moreover, monies not expended from the Trust Fund 
in any fiscal year cannot revert to the City’s General or Reserve Fund, and must remain in the 
Trust Fund.

SCEP Fee Analysis

Since the last fee adjustment six years ago, operating costs have increased. In our analysis of the 
SCEP fee, HCIDLA determined that revenue generated solely by the SCEP fee is insufficient to 
cover the cost of providing regular inspection service (Attachment 1). The SCEP-related fees and 
penalties collected have become essential to meeting the program’s obligations. However, 
continued reliance on these funds to maintain operations may result in significant financial 
problems in the event of an unanticipated revenue drop as this revenue tends to fluctuate. To offset 
the deficit, the Department utilizes funds available in the Unappropriated Cash Balance to balance 
shortages in the Trust Fund (Attachment 2).

The SCEP fee only generates approximately 77 percent of Trust Fund revenue, and the other 23 
percent is generated by SCEP-related fees and penalties. Collectively, these revenue sources 
support SCEP’s operating expenses, as well as important supplementary services that are vital to 
SCEP operations. Without the augmentation provided by these SCEP-related fees and penalties, 
the program would face challenges in meeting its obligations.

Currently, program operating costs exceed revenue generated by the SCEP fee. Preliminary 
calculations suggest that the SCEP fee should be adjusted upwards by 41% to an annual per unit 
fee of approximately $61.00. This estimate is based on total program costs of $44 million annually 
divided by the number of rental units in HCIDLA’s inventory (720,214). In order to achieve cost
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recovery of program expenses, a SCEP fee adjustment is necessary. However, since the 
Department has identified funds available in the Unappropriated Balance, there is no need to adjust 
the SCEP fee at this time. The Department will continue to monitor and conduct an annual fee 
analysis to determine if and when a fee adjustment is necessary.

Trust Fund Analysis

Based on an analysis of the Trust Fund, the Department has determined that the Trust Fund’s 
Unappropriated Cash Balance has increased over the last five years due to a variety of factors, 
including an unanticipated cash balance carried forward following the last SCEP fee adjustment. 
During the last fee adjustment analysis in 2011, the Department projected a lower carry forward 
cash balance in the following year (2012) with the intention of backfilling a number of vacant 
positions. Unfortunately, due to economic conditions, the City imposed a Managed Hiring process, 
which impaired HCIDLA’s ability to backfill vacancies. This higher than anticipated vacancy rate 
resulted in salary savings and a higher carry-forward cash balance. The balance increased from 
approximately $24 million in Fiscal Year 2012 to approximately $41 million in 2015, but then 
began to decrease to its current level of $34.5 million as the balance has been used to offset the 
increases in operating costs (Attachment 3).

60-Day Emergency Reserve

With funds in the Unappropriated Cash Balance, the Department believes it is prudent to establish 
a 60-day Emergency Reserve Fund that will allow HCIDLA to provide emergency code 
enforcement operations in the event of an extraordinary or unexpected emergency. This equates 
to approximately $7.5 million, or 17% of the program’s annual expenditures ($44 million). 
Establishment of a reserve account will have no impact on the General Fund.

A 60-day Emergency Reserve Fund will keep funds set aside to deploy staff on an overtime basis 
immediately following a disaster to ensure habitability of the city’s multi-family housing stock. 
The Department’s primary objective is to preserve the health and safety of those residents residing 
in multi-family properties under the scope of SCEP. In the event of an emergency or disaster, it is 
very likely that requested services under the SCEP program would not only continue, but increase. 
Establishment of an emergency reserve account within the Trust Fund will ensure that these 
services continue without interruption and will provide sufficient time for the City to seek and 
obtain state and federal financial funds without requiring a General Fund loan in the interim.

FISCAL IMPACT STATEMENT

The Trust Fund supports the SCEP program; there is no impact to the General Fund. The proposal 
outlined in this report will maintain the current SCEP fee level and defer the need for a fee 
adjustment until funds in the Unappropriated Cash Balance are exhausted. In addition, the 
Department proposes to establish a 60-day Emergency Reserve Fund to prepare for emergencies 
that will relieve reliance on the City’s General Fund. The Department will periodically evaluate
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its fees and determine the need for future fee adjustments where appropriate through the annual 
City budget process.
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Attachment 1

SCEP Fee Revenue v. Program Operating Cost

Program's Operating CostSCEP Fees Revenues
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Attachment 2

Systematic Code Enforcement Fee Trust Fund Revenue and Expenditures

Actuals Projected

FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 FY 2023

$30,641,962.00 $30,779,995.00 $ 31,199,652.00$ 29,362,551.00 $ 30,244,056.00 $ 31,199,652.00 $ 31,199,652.00 $ 31,199,652.00 $ 31,199,652.00 $ 31,199,652.00 $ 31,199,652.00$ 31,199,652.00SCEP Fees

$35,556,207.00 $ 34,905,299.00 $35,638,738.00 $36,226,709.00 $ 43,892,679.00 $ 43,892,679.00 $ 44,723,206.00 $ 45,617,670.00 $ 46,530,023.00 $ 47,460,624.00 $ 48,409,836.00 $ 49,378,033.00Expenditures

Expenditures Subsidized By Penalties Fines, 
Other Fees, and Carryforward Cash Balance

$ (6,193,656.00) $ (4,661,243.00) $ (4,996,776.00) $ (5,446,714.00) $ (12,693,027.00) $ (12,693,027.00) $ (13,523,554.00) $ (14,418,018.00) $ (15,330,371.00) $ (16,260,972.00) $ (17,210,184.00) $ (18,178,381.00)

$ 12,429,559.00 $ 11,614,585.00 $ 8,577,681.00 $ 9,348,958.00 $ 9,348,958.00$ 12,749,794.00 $ 9,348,958.00 $ 9,348,958.00$ 9,348,958.00 $ 9,348,958.00 $ 9,348,958.00 $ 9,348,958.00Penalties, Fines and Other Fees

$ 38,134,257.00$ 17,191,994.00 $ 23,748,132.00 $31,516,448.00 $ 41,265,224.00 $ 37,921,155.00 $ 27,123,218.33 $ 22,948,622.33 $ 17,879,562.33 $ 11,898,149.33 $ 4,986,135.33 $ (2,875,090.67)Cash Balance Carryforward

$23,748,132.00 $ 31,516,448.00 $38,134,257.00 $41,265,224.00 $ 37,921,155.00 $ 34,577,086.00 $ 22,948,622.33 $ 17,879,562.33Cash Balance End of Fiscal Year

This carryforward balance is reduced to reflect a 60-Day emergency reserve ($7,453,867) set aside in FY 2018

The billing cycle is on a calendar year, not fiscal year. The majority of fees are collected in the last half of the fiscal year (January through June), which results in an unallocated 
balance on June 30th. The balance funds programs between July through December of the following fiscal year.



Attachment 3

TRUST FUND ANNUAL EXPENDITURES AND 
UNAPPROPRIATED CASH BALANCE (IN MILLIONS)

Unappropriated Cash BalanceAnnual Expenditures
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