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Inspector General

April 21, 2008

The Honorable Adrian M. Fenty

Mayor

District of Columbia

Mayor’s Correspondence Unit, Suite 316
1350 Pennsylvania Avenue, N.W.
Washington, D.C. 20004

Dear Mayor Fenty:

Enclosed please find a copy of a Management Alert Report (MAR-08-1-003) issued February
28, 2008, to the Department of Consumer and Regulatory Affairs (DCRA) and the Office of
the Chief Financial Officer (OCFQO). The MAR addresses deficiencies in controls over
permit and Certificate of Occupancy (C of O) issuance and makes nine recommendations for
corrective actions. DCRA’s responses to the MAR, dated March 25, 2008, and April 11,
2008, as well as OCFO’s response, dated April 2, 2008, are also enclosed.

Although the OIG is conducting an ongoing inspection of DCRA and a full report of
inspection will be completed later this year, we are providing this information to you now so
that you are aware of issues addressed in the MAR and the corrective actions proposed by
DCRA and OCFO.

If you have questions, please contact Alvin Wright, Jr., Assistant Inspector General for
Inspections and Evaluations, at (202) 727-2540.

Sincerely,

Charles J. vm oughb 0@/’%\

Inspector General
CJW/ebs
Enclosures

CcC: See Distribution List
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February 28, 2008

Linda Argo

Director

D.C. Department of Consumer and Regulatory Affairs
Government of the District of Columbia

941 North Capitol Street, N.E.

Washington, D.C. 20002

Natwar M. Gandhi

Chief Financial Officer

D.C. Office of the Chief Financial Officer
Government of the District of Columbia
1350 Pennsylvania Avenue, N.W., Suite 203
Washington, D.C. 20004

Dear Ms. Argo and Dr. Gandhi:

This is a Management Alert Report (MAR 08-1-003) to inform you that the District of Columbia
(District) Office of the Inspector General (OIG) has found deficiencies in controls over permit and
Certificate of Occupancy (C of O) issuance in the Department of Consumer and Regulatory Affairs
(DCRA) that may reduce revenue for the District’s general fund and increase the risk of fraud and
abuse. Records of revenue collected are not reconciled with DCRA records for C of O fees, permit
fees, Office of the Surveyor fees, and construction and zoning violation fees. Information used as the
basis for permit fees is sometimes inaccurate. Processes are inadequate for ensuring that customers
pay fees before receiving permits and C of Os, and DCRA does not adequately detect construction
work performed outside the scope of permits, which may reduce permit revenue. These issues came
to our attention during our current inspection of permit processing, zoning, commercial inspections,
and the DCRA Office of the Surveyor. The OIG provides these reports when we believe a matter
requires the immediate attention of District government officials.

Background

Construction permit, inspection, and C of O processes generate significant revenue and are intended
to ensure compliance with building codes and zoning regulations to protect public safety and quality
of life. In fiscal year (FY) 2007, building and supplemental permit fees generated $21,809,591 in
revenue while C of O fees contributed an additional $336,144 toward the District’s general fund.

Permit Process

Customers must obtain permits prior to beginning construction. The permit process includes
application intake, payment of filing fees, application and plan review, payment of permit fees, and

717 14" Street, N.W., Washington, D.C. 20005 (202) 727-2540



Letter to Linda Argo and Natwar M. Gandhi
February 28, 2008
Page 2 of 6

permit issuance. DCRA employees issue invoices for permit and C of O fees to customers, who pay
Office of the Chief Financial Officer (OCFO) cashiers and return proof of payment to DCRA
employees.

When customers apply for permits, DCRA intake employees verify that applications are complete
and that the information provided agrees with customers’ building plans. Title 12A DCMR § 105.3
states that applicants must pay permit filing fees at the time of application, which are equal to $1.00
for every $1,000 in construction costs.

Title 12A DCMR 8§ 105.3 also states that all other fees must be paid prior to permit issuance. In
accordance with DCRA’s schedule of building permit fees, permit issuance fees for new buildings
and additions are based on volume and are equal to $0.03 per cubic foot of the new building or
addition. Issuance fees for alteration and repair permits are based on construction costs; for example,
projects with costs from $1,001 to $1,000,000 have fees of 2 percent of construction costs plus $30.

According to 12A DCMR § 108.3, DCRA is authorized to require applicants to provide proof of
construction costs for alterations and repairs. This section states that construction estimates are
acceptable documentation for residential construction and construction in zoning use group R-3,
which is a residential designation. For other zoning use groups and non-residential construction,
construction estimates are acceptable documentation when submitted with a contract providing a
deferred method of determining actual construction costs. Title 122A DCMR § 108.3.3 states that
when construction cost estimates were provided for non-residential construction, issuing a C of O is
contingent on adjusting the building permit fee to reflect the difference between estimated
construction costs and documented actual construction costs.

Many projects that receive building permits also require supplemental permits for heating, cooling,
electrical, and plumbing work. Supplemental permit fees are based on the number and type of
fixtures, such as air conditioning units or sinks, to be installed.

Inspection and C of O Processes

Construction must be inspected by DCRA commercial inspectors or third party inspectors.*
According to 12A DCMR § 109.1.1, “The purpose of inspections shall be to ensure that all work is
performed in strict accordance with permit conditions, approved plans and the Construction Codes.”
DCRA’s third party inspection program allows customers to select and pay for the services of
companies authorized by DCRA to conduct commercial inspections instead of DCRA inspectors.
Customers select third party companies to perform inspections to ensure that inspections are
performed expeditiously.?

Within DCRA’s commercial inspections unit, illegal construction inspectors respond to complaints
regarding construction without permits.® Work without permits includes projects that do not have

! Commercial inspections are required for new construction, additions, and alterations and repairs in all buildings,
including residential buildings. Work that does not require a permit, such as painting, and work on federal buildings
do not require commercial inspections. DCRA also has a residential inspections unit that responds to complaints
about residential buildings, such as inadequate heat.

% The third party inspection program will be addressed further in the OIG Report of Inspection on DCRA.

% Currently, DCRA’s two illegal construction inspectors are detailed from other DCRA commercial inspection units.
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any permits and projects that do not have permits for all aspects of construction. For example, a
project may include installing 100 toilets, but have a supplemental plumbing permit for only 10
toilets.

After all inspections have been completed, DCRA issues a C of O to indicate that the use of a
building, such as a restaurant or supermarket, complies with zoning regulations and building codes.’

Observations
OCFO does not reconcile DCRA records with records of revenue collected.

The Chief Financial Officer for DCRA stated that OCFO records of revenue collected are not
reconciled with DCRA records regarding payment of permit fees, C of O fees, Office of the Surveyor
fees, and fines for construction and zoning violations. As an internal control, reconciliation would
help validate the accuracy of records that show amounts paid, detect uncollected revenue, and deter
fraud.

DCRA'’s system to ensure that permit filing fees are paid is inadequate.

Permit processes do not have adequate controls to ensure that payments are made for permit filing
fees. DCRA'’s File Job system for permit tracking relies on a receipt number field to serve as a
control to ensure that filing fees have been paid. A DCRA intake employee enters the OCFO receipt
number into the File Job system after a permit filing fee is paid. DCRA employees stated that the
receipt number field will accept any number regardless of the number of digits entered and,
consequently, does not verify that payment was made. In addition, our review indicated that DCRA
does not retain copies of customers’ receipts for filing fees. This deficiency prevents DCRA from
reconciling receipts with statements from the File Job system.

Information used to determine permit issuance fees is not adequately verified.

Construction costs used as the basis for alteration and repair permit fees are not adequately verified.
In addition, inconsistencies between permit applications and building plans that may affect permit
issuance fees are not adequately detected.

DCRA employees reported that permit applicants sometimes submit unreasonably low construction
costs to reduce their permit fees. However, DCRA does not have written guidelines for determining
minimum construction costs or minimum permit fees for different types of alterations and repairs. In
addition, DCRA does not use the authority granted by 12A DCMR § 108A to withhold C of Os until
permit fees are adjusted based on actual construction costs when applicants submit unreasonable cost
estimates.

During the permit process, DCRA is supposed to compare information on permit applications with
building plans to ensure consistency. However, interviewees stated that DCRA does not reliably
perform this comparison. They stated that sometimes permits reflect information on the application
but do not include the entire scope of construction indicated by the building plans, resulting in
decreased permit fees.

% C of Os are not required for single-family homes.
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Permit employees stated that supervisors do not routinely review samples of their work to ensure that
permit applications have been approved and processed correctly. This increases the probability that
inconsistencies will not be detected because the permit center’s quality control process is limited to
ensuring that all assigned reviewers have approved an application.

DCRA managers stated that they are considering revising the bases for permit issuance fees to
improve accuracy, but will not have time to undertake this before FY 2009. The managers indicated
that methods other than construction costs may be used to determine permit fees for alterations and
repairs. Although not yet implemented, the Comprehensive Property Management System (CPMS)
has the capacity to calculate permit issuance fees based on formulas determined by DCRA. A DCRA
manager stated that the system will be fully implemented in July 2008 and will improve information
tracking and workflow in permit processing, inspections, and business licensing.

DCRA does not adequately ensure that permit and C of O issuance fees are paid.

Interviews and observations indicated that verification of payment prior to issuing permits and C of
Os is inadequate. The processes for issuing permits and C of Os are similar. Once a permit or C of
O application has received all necessary approvals, a DCRA employee issues two invoices to the
customer. The customer pays the fee to an OCFO cashier, who provides the customer with a receipt.
The OCFO cashier also prints receipt information on one of the invoices, which is kept for OCFO
records. OCFO uses a rubber stamp to mark “D.C. Treasurer” on the other invoice, which the
customer returns to DCRA as proof of payment. A permit or C of O is then issued. Interviewees
stated that the “D.C. Treasurer” stamp could be easily duplicated and used to create fraudulent proof
of payment. According to interviews and observations, DCRA employees do not examine customer
receipts prior to issuing permits and C of Os, and stamped invoices are the only proof of payment
required. Employees stated that DCRA computer systems for permits and C of Os do not show
whether payment was received by OCFO.

In the past, DCRA required receipts from OCFO as proof of payment for permit and C of O issuance.
However, this is no longer required. An OCFO cashier indicated that it is possible to use the
computer to print receipt information on the invoices returned to DCRA, but that stamping the
invoices with “D.C. Treasurer” is faster than printing them with the computer.

The team also observed DCRA employees printing permits before customers returned with proof of
payment from OCFO. An interviewee reported that employees printed permits and invoices
concurrently so they would not have to leave their desks twice to retrieve the documents from a
shared printer.

In addition, the team observed an employee leaving permits on top of an unoccupied desk while at
lunch. During that employee’s lunch break, another employee instructed customers to leave their
invoices and pick up their permits from the same unoccupied desk.

A DCRA manager indicated that CPMS has the capacity to increase coordination between OCFO
and DCRA to improve controls. If payment features of CPMS are implemented, the system would
not allow DCRA to issue a permit until OCFO has updated the system to reflect receipt of payment.



Letter to Linda Argo and Natwar M. Gandhi
February 28, 2008
Page 5 of 6

DCRA commercial inspections do not adequately detect construction work performed outside
of the scope of permits.

According to documents provided by a DCRA employee, DCRA conducted a survey in April and
May 2007 of 10 construction sites to assess whether construction work was performed outside the
scope of permits. Third-party companies (rather than DCRA) inspected 8 of these 10 sites.
According to documents provided by the employee, the 10 sites paid a total of $134,403 in additional
permit fees as a result of the survey. DCRA employee stated that DCRA does not ensure that sites
inspected by third party inspectors have all necessary permits, and that inspectors in the illegal
construction unit do not routinely inspect a sample of construction sites, hindering DCRA’s ability to
ensure that work is within the scope of permits.

In addition to the deficiencies revealed by the survey, the following issues were also noted. A DCRA
illegal construction inspector was concerned that some commercial inspectors may not be adequately
reviewing permits and DCRA-approved building plans to ensure that projects are within the scope of
work approved by permits. DCRA managers stated, however, that inspectors do not have time to
review building plans in detail to detect work outside the scope of permits as part of routine
inspections. On the other hand, a DCRA employee indicated that detecting work outside the scope of
a permit often does not require in-depth review of building plans. Instead, problems can be detected
by ensuring that the site has permits for all types of work performed, and by estimating the number of
fixtures that should appear on supplemental permits based on the number of units in a building. An
interviewee stated that increasing efforts to detect work outside the scope of permits would lead more
applicants to obtain all required permits initially because of the increased risk of detection. DCRA
policies and procedures provided to the inspection team did not include guidance on detecting work
outside the scope of permits as part of routine inspections.

Conclusion

Interviewees stated that deficiencies in DCRA’s processes create opportunities for customers to
avoid paying permit and C of O fees or to pay less than full fees, which reduces revenue for the
District.

Recommendations

We recommend that the Director of DCRA:

1. In conjunction with the Chief Financial Officer (CFO), ensure that DCRA records are
reconciled with OCFO records of payment on a regular basis.

2. Require receipts as proof of payment, coordinate with OCFO as necessary to generate
receipts, and retain copies of these receipts in permit and C of O files.

3. Ensure that employees cease printing permits prior to receiving proof of payment.

4. In conjunction with the CFO, ensure that CPMS is implemented expeditiously and that it
includes controls to ensure that payments are received before permits and C of Os are issued.
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5. Ensure that supervisors regularly review samples of permit employees’ work to ensure that
permits and C of Os are approved, issued, and assigned fees appropriately.

6. Develop and implement methods to ensure accurate determination of construction costs is
used as a basis for alteration and repair permit fees or develop another method of determining
these fees.

7. Develop and implement a plan to ensure that sites inspected by third party companies have
all required permits.

8. Develop and implement policies and procedures, including actual inspection of sites, for
detecting work outside the scope of permits as a routine part of the commercial inspection
process.

9. Request that OCFO conduct an audit of permit and C of O records and processes to

determine if the lax controls observed by the team have resulted in financial irregularities.

Please provide your comments to this MAR by March 19, 2008. Your response should include
actions taken or planned, dates for completion of planned actions, and reasons for any disagreement
with the concerns and recommendations presented. Please distribute this MAR only to those who
will be directly involved in preparing your response.

Should you have any questions or desire a conference prior to preparing your response, please
contactE Dcputy Assistant Inspector General for Inspections and Evaluations, at 202-
727

Sincerely,

CIW/kb

CC.

Daniel M. Tangherlini, City Administrator and Deputy Mayor

The Honorable Mary Cheh, Chairperson, Committee on Public Services and Consumer
Affairs

The Honorable Jack Evans, Chairperson, Committee on Finance and Revenue

The Honorable Carol Schwartz, Chairperson, Committee on Workforce Development and
Government Operations


























