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THE CITY OF NEW YORK

OFFICE OF THE COMPTROLLER
1 CENTRE STREET
NEW YORK, N.Y. 10007-2341

John C. Liu

COMPTROLLER

To the Residents of the City of New York:

My office has audited the compliance of the Department of Homeless Services (DHS)
with City procurement rules and controls over payments to non-contracted providers. We
audit City agencies as a means of ensuring that they provide required services and do so
in accordance with applicable rules and regulations.

DHS provides temporary emergency shelter and social services to eligible homeless
families and individuals through approximately 150 providers of shelter and social
services. In Fiscal Year 2008, DHS failed to contract with 107 of them. DHS used
unwritten or handshake agreements for non-contracted providers, relying on an honor
system to calculate payments to them and neither checking the claimed lodging days nor
adequately monitoring the performance of services. Until November 2008, DHS did not
account for or process provider payments through the City’s Financial Management
System, but paid providers from an agency bank account. In addition, DHS lacked sound
and effective internal controls and made unjustified payments using duplicate client lists
and service dates and invented rates, then provided that data to support and justify the
payments.

The results of our audit, which are presented in this report, have been discussed with
DHS officials and their comments have been considered in preparing this report. Their
complete written response is attached to this report.

If you have any questions concerning this report, please e-mail my audit bureau at
audit@Comptroller.nyc.gov or telephone my office at 212-669-3747.

CZ_

John C. Liu

Sincerely,
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The City of New York
Office of the Comptroller
Bureau of Financial Audit

Audit Report on the Compliance of the
Department of Homeless Services with City Procurement
Rules and Controls over Payments to Non-Contracted
Providers

FKO09-069A

AUDIT REPORT IN BRIEF

The Department of Homeless Services (DHS) is responsible for providing temporary
emergency shelter and social services to eligible homeless families and individuals in a safe and
supportive environment. Services for homeless families are primarily delivered by approximately
150 providers under both formal written contracts and unwritten or handshake agreements with
DHS. DHS pays non-contracted providers for services based upon mutually-agreed-upon daily
rates and provider-reported lodging data.

We conducted this audit to determine DHS compliance with regulations for contracting
and paying providers of shelter and social services to homeless families and to assess DHS’s
monitoring of those services. In Fiscal Year 2008, DHS made payments totaling $152.7 million
to 107 non-contracted providers.

Audit Findings and Conclusions

In Fiscal Year 2008, DHS failed to contract with providers of shelter and social services and
did not account for and process provider payments through the City’s Financial Management
System (FMS) as required by the New York City Administrative Code, the City Charter, the
Procurement Policy Board (PPB) rules, and Comptroller’s Directive #24. Instead, DHS operated
using unwritten agreements and paid providers from an agency bank account.

Previous Comptroller’s Office audits and letters in June 1998, October 2003, June 2007,
and June 2008 cited DHS for its failure to contract formally for shelter services. Although DHS
stated in October 2003 that it would make “every effort to convert to contract,” it failed to do so.
As of February 2008, DHS did not have contracts with 91 of 154 providers. These 91 providers
accounted for 5,150 of 9,649 units—more than 53 percent—used to house homeless families.
During the course of our audit, DHS made progress towards contracting with providers. As of
January 2010, DHS contracts for 60 percent of units, and DHS provided documentation that it is
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in the process of contracting for an additional 8 percent of units used to house homeless
families.! However, DHS needs to make additional progress and should do so expeditiously.

In November 2008, DHS began to account for and process all provider payments through
FMS. However, DHS continues to violate Comptroller’s Directive #24 because it is improperly
using Purchase Orders to process payments to non-contracted providers. Purchase Order
Documents should be used only for special, non-procurement expenditures for which a contract
is not required.

DHS failed to institute sound and effective internal controls and did not monitor
providers to ensure that they accurately recorded and reported client-lodging days. Therefore,
when DHS calculates payments to providers, it relies on an honor system and simply uses the
unchecked client-lodging days submitted by providers.

Additionally, DHS made unjustified payments to a provider totaling $953,635. DHS
maintained that these payments were for expenses, such as real estate taxes, prior year close-out
payments, start-up budget costs, and interest on start-up budget costs. However, DHS is not
obligated to reimburse providers for expenses in addition to paying them substantial rates of
between $810 and $4,836° per family per month. Moreover, since the DHS billing system did not
allow lump-sum payments to be made to providers, DHS generated the unjustified payments
using duplicate lists of clients and service dates and invented rates and provided this data to
support and justify the payments.

DHS also failed to adequately monitor providers to ensure that they provided safe and

sanitary shelter to homeless families and transitioned them to permanent housing in a timely
manner.

Audit Recommendations

To address these issues, we make 15 recommendations, including that DHS should:

e Enter into contracts with all providers of shelter and social services that delineate
services to be provided, establish performance standards, and provide termination
clauses and remedies.

e Comply with the New York City Administrative Code, the City Charter, and PPB
rules regarding contracting.

! These figures are based on the number of facility units and provider contract status indicated on the DHS
Family Shelter Listing dated January 12, 2010, as well as DHS emails regarding contract proposal
eligibility determinations and Mayor’s Office of Contract Services Calendars of Public Hearings on
Contract Awards.

? Daily rates ranged from $27 to $161.20 per family per day and averaged $88.53 per family per day. We
calculated monthly rates based upon a 30-day month.
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Comply with Comptroller’s Directive #24 and record contracts and associated
payments in FMS and use prescribed purchasing documents to process payments.

Immediately institute a sound and effective system of internal controls and monitor
providers to ensure that they accurately record and report client-lodging days. These
controls should include, but not be limited to, conducting random, periodic
inspections of client sign-in logs.

Pay providers only for shelter and social services and calculate provider payments
based on accurate client-lodging data and mutually-agreed-upon daily rates.

Conduct unannounced periodic site inspections and interviews with clients and staff.

Work with providers that consistently fail to meet placement targets to improve their
performance.
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INTRODUCTION

Background

DHS is responsible for providing temporary emergency shelter and social services to
eligible homeless families and individuals in a safe and supportive environment. Services for
homeless families are primarily delivered by approximately 150 for-profit and non-profit
providers under both formal written contracts and unwritten or handshake agreements with DHS.
Upon entering the shelter system, DHS refers homeless families to providers who in turn house
them in various types of transitional residences. Families entering the system during business
hours are placed directly with conditional housing providers. Conditional housing consists of
hotels, cluster site apartments, Tier II facilities’, and adult family shelters. Conditional housing
providers deliver both shelter and social services to homeless families to help them transition to
permanent housing. Families entering the shelter system after business hours are placed with
late arrival family shelter providers. These providers offer only one night lodging and no social
services. Subsequently, DHS places families with conditional housing providers.

DHS pays non-contracted providers for shelter and social services based upon mutually-
agreed-upon daily rates and provider-reported lodging data. In Fiscal Year 2008, DHS paid non-
contracted providers between $810 and $4,836 per family per month, with an average payment
of $2,656 per family per month. Non-contracted providers report client-lodging data daily to the
DHS Vacancy Control Unit, which in turn enters the data in the DHS Client Tracking System
(CTS). Non-contracted providers then submit monthly invoices to the DHS Billing Unit. The
Billing Unit compares provider-reported lodging data on invoices to provider-reported lodging
data in CTS. Should this information differ, DHS uses provider-reported lodging data in CTS to
calculate non-contracted provider payments unless the non-contracted provider submits
documentation evidencing that CTS data is incorrect.

This audit was prompted by previous Comptroller’s Office audits and letters in June
1998, October 2003, June 2007,4 and June 2008 that cited DHS for its failure to contract
formally for shelter services. Although DHS stated it would make “every effort to convert to
contract” in October 2003, it did not do so. Rather, DHS continued to operate under unwritten or
handshake agreements and pay non-contracted providers from an agency bank account. In Fiscal
Year 2008, DHS made payments totaling $152.7 million to 107 non-contracted providers from
this account. The term “providers” hereafter refers only to non-contracted providers of shelter
and social services for homeless families.

? Tier 1I facilities provide private rooms or apartment style units and offer on-site social services in
accordance with Title 18, Part 900 of the Rules and Regulations of the State of New York.

* Comptroller’s reports entitled Audit Report on the Department of Homeless Services’ Payment Procedure
for Clients Housed in Privately Owned Hotels (ME97-184A), Audit Report on Department of Homeless
Services Controls Over Payment to Hotel and Scatter Site Housing Operators July 1, 2001-June 30,
2002 (FMO03-123A), and Audit Report on the Department of Homeless Services Administration of Its
Billing System and Miscellaneous Expense Accounts (ME07-073A) cited DHS for its failure to contract
formally for shelter services.
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Objective

The objectives of this audit were to determine whether DHS:

e Complied with Title 6 of the New York City Administrative Code, Chapter 13 of the
New York City Charter, PPB rules, and the New York City Comptroller’s Internal
Control and Accountability Directives, Directive #24, “Agency Purchasing
Procedures and Controls,” when procuring and paying for shelter and social services,

e Maintained adequate controls over payments made to providers for shelter and social
services to homeless families, and

¢ Adequately monitored providers to ensure that they satisfactorily provided shelter and
social services for which they were paid.

Scope and Methodology

We conducted this performance audit in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained provides a reasonable basis
for our findings and conclusions based on our audit objectives. This audit was conducted in
accordance with the audit responsibilities of the City Comptroller as set forth in Chapter 5, §93,
of the New York City Charter.

This audit covered the period July 2007 through October 2009.

To obtain an understanding of the policies, procedures, and regulations governing
payments to providers, we reviewed the following DHS documents:

¢ Housing Emergency Referral Operations, “A Procedural Manual for Family Shelter
Placements and Vacancy Control,”

e Billing Unit for Family Shelters, “A Procedural Manual for Processing Billing
Submissions from Contracted & Non-Contracted Family Shelter Providers in
Conjunction with the CTS/Homes Unit and the OIT Unit,”

e Billing Unit (Billing and Imprest Accounting Services/Finance), “Fiscal Billing
Policy,”

e Hotel Family Program Billing Unit, Procedure No. 00-503, “Procedure for Verifying
Client Occupancy at Hotels,” and

e DHS, “Guidelines for Expansion of Capacity Prior to Finalization of the Contract in
Order to Meet an Emergency Need.”

We interviewed DHS officials responsible for client placement, processing clients exiting
the shelter system, collecting and recording client-lodging data, CTS maintenance, audit and
payment of provider invoices, bank account custodians, authorizing provider facilities, and
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inspecting provider facilities. We also reviewed Title 6 of the New York City Administrative
Code, Chapter 13, of the New York City Charter, PPB rules, and the New York City
Comptroller’s Internal Control and Accountability Directives, Directive #24, “Agency
Purchasing Procedures and Controls.” These regulations were used as criteria in evaluating DHS
compliance with and controls over its procurement and payment procedures.

We obtained a schedule of all payments made from the agency bank account to providers
during Fiscal Year 2008. This list included monthly payments to 107 providers and totaled
approximately $152.7 million. To assess the accuracy and completeness of this listing, we traced
monthly provider payments from this list to corresponding bank statements. We then sorted this
list and identified providers paid $10,000-$1 million, providers paid $1 million—$3 million, and
providers paid more than $3 million. There were 101 providers paid at least $10,000 that
received payments totaling $152.6 million. From these, we selected a sample of 15 providers that
received payments totaling $42 million as follows:

e Of'the 52 providers paid $10,000-$1 million, we randomly selected 5 providers,

e Of the 33 providers paid $1 million—$3 million, we randomly selected 5 providers,
and,

e Of the 16 providers paid more than $3 million, we judgmentally selected the 3 highest
paid providers and randomly selected 2 of the remaining 13 providers.

To determine whether the payments made to sampled providers were accurately
calculated based on CTS client-lodging data, we obtained and reviewed the providers’ monthly
invoices and monthly CTS Pre-Payment Registers for Fiscal Year 2008. We compared the
number of client-lodging days indicated on provider invoices to the number of client-lodging
days indicated on CTS registers. We also determined whether provider invoices were certified by
the providers.

We judgmentally selected 2 of the 15 sampled providers and tested their CTS client-
lodging data for accuracy and adequate support as follows. We reviewed supporting
documentation, including client sign-in logs, social service workshop attendance records, and
unit inspection reports maintained by providers to determine whether clients listed by providers
on the monthly invoices for June 2008 were in fact residing in provider facilities. We reviewed
the “Request for Voluntary Direct Payment for Emergency Housing” forms which clients fill out
on entry to check clients’ intake dates, and we reviewed exit reconciliation forms and related
supporting documentation to check each client’s exit date. When we noted discrepancies, we
calculated duplicate and unsupported payments.

During the course of our audit, DHS informed us that it closed its agency bank account
and that it accounted for and processed provider payments though FMS. We obtained a letter
from JP Morgan Chase dated November 18, 2009 confirming that the agency bank account was
closed on August 17, 2009. To determine whether provider payments were accounted for and
processed through FMS, we obtained a report from FMS detailing DHS’s Other than Personal
Service expenditures made from July 2008 through July 2009 and identified payments made to
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providers. We then determined whether all providers were paid through FMS and whether the
appropriate purchase documents were used to make the payments.

DHS further informed us that it contracted with additional providers. To determine
whether DHS did so, we requested a current DHS Family Shelter Listing indicating provider
contract status and associated contract numbers. We then obtained newly contracted providers’
agreements from the Comptroller’s Omnibus Automated Image Storage and Information System.
Additionally, we compared the number of contracted providers and units on October 19, 2007,
February 11, 2008, December 21, 2009, and January 12, 2010.

To determine whether DHS adequately monitored providers to ensure that they
satisfactorily provided shelter to clients, we inspected facilities, determined whether facilities
were issued violations for unsafe and unsanitary conditions, and reviewed DHS Facilities
Maintenance and Development Division (FMD) inspection reports. We judgmentally selected 2
of the 15 sampled providers and inspected their facilities to determine whether they housed
clients in safe and sanitary conditions. We inspected the Aladdin Hotel on July 16, 2009, and 6
of 59 cluster site facilities operated by Pilgrim Icahn on July 21, 2009. We noted numerous
hazardous and unsanitary conditions at all the facilities and documented these conditions with
photographs, video, and memoranda. On July 22, 2009 and July 27, 2009, we sent letters
concerning each of the two providers’ facilities to DHS notifying it of the results of our
observations.

We also searched the Department of Housing Preservation and Development’s (HPD)
publicly available Web site for open violations issued by HPD inspectors for unsafe and
unsanitary conditions at the Aladdin Hotel and the 59 Pilgrim Icahn facilities. We then quantified
the number of open violations and determined whether there was litigation pending against these
facilities for open HPD violations as of October 2009. In addition, we requested and reviewed
FMD inspection reports for the seven facilities we inspected to determine whether the FMD
reports had identified and documented follow-up actions on unsafe and unsanitary conditions for
which violations were issued.

To determine whether DHS adequately monitored providers to ensure that they
transitioned clients to permanent housing in a timely manner, we requested DHS policies and
guidelines regarding how long clients should stay in transitional housing. DHS had no such
guidelines, but informed us that on average, homeless families stay in transitional housing for
nine months. We then requested DHS Family Services Permanent Housing Targets reports for
Calendar Years 2007 and 2008 and quantified the number of providers that met annual
placement targets in Fiscal Year 2008. We reviewed the June 2008 invoices of the two
judgmentally selected providers (the Aladdin Hotel and Pilgrim Icahn), determined the number
of clients who resided in transitional housing for more than the nine-month average, and
calculated the cost of housing these clients beyond the average nine-month stay.
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Discussion of Audit Results

The matters covered in this report were discussed with DHS officials during and at the
conclusion of this audit. A preliminary draft report was sent to DHS officials and discussed at an
exit conference held on January 5, 2010. On February 2, 2010, we submitted a draft report to
DHS officials with a request for comments. We received a written response from DHS on
February 19, 2010, in which DHS strongly disagreed with the report’s findings and generally
disagreed with or stated that it was already in compliance with the report’s recommendations.

Specific DHS comments and our rebuttals are contained in the relevant sections of this
report. The full text of the response received from DHS is included as an addendum to this
report.
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FINDINGS AND RECOMMENDATIONS

In Fiscal Year 2008, DHS failed to contract with providers of shelter and social services and
did not account for and process provider payments through FMS as required by the New York City
Administrative Code, the City Charter, PPB rules, and Comptroller’s Directive #24. Instead, DHS
operated using unwritten agreements and paid providers from an agency bank account.

The City’s contracting process provides safeguards to ensure that potential contractors
are capable of satisfactorily and fully delivering services to clients and that contracts are fair,
competitive, transparent, and in the best interest of the City. This process also requires City
agencies to evaluate contractors’ performance and report performance evaluation ratings and
cautionary information in the City’s Vendor Information Exchange System (VENDEX) so that
other agencies can make informed decisions when considering providers for additional City
contracts. The proper recording and reporting of contractor payments in FMS also establishes
transparency, accountability, and oversight for contractor payments.

Previous Comptroller’s Office audits and letters in June 1998, October 2003, June 2007,
and June 2008 cited DHS for its failure to contract formally for shelter services. Although DHS
stated in October 2003 that it would make “every effort to convert to contract,” it failed to do so.
As of February 2008, DHS did not have contracts with 91 of 154 providers. These 91 providers
accounted for 5,150 of 9,649 units—more than 53 percent—used to house homeless families.
During the course of our audit, DHS made progress towards contracting with providers. As of
January 2010, DHS contracts for 60 percent of units and DHS provided documentation that it is
in the process of contracting for an additional 8 percent of units used to house homeless families.
However, DHS needs to make additional progress and should do so expeditiously.

Additionally in November 2008, DHS began to account for and process all provider
payments through FMS. However, DHS continues to violate Comptroller’s Directive #24
because it is improperly using Purchase Orders to process payments to non-contracted providers.
Purchase Order Documents should be used only for special, non-procurement expenditures for
which a contract is not required.

DHS failed to institute sound and effective internal controls and did not monitor
providers to ensure that they accurately recorded and reported client-lodging days. Therefore,
when DHS calculates payments to providers, it relies on an honor system and simply uses the
unchecked client-lodging days submitted by providers. Consequently, we found that DHS made
duplicate payments totaling $25,918 to a provider and made payments to a provider totaling
$23,866 that were not supported by client sign-in logs or other supporting documentation.

Additionally, DHS made unjustified payments to a provider totaling $953,635. DHS
maintained that these payments were for expenses, such as real estate taxes, prior year close-out
payments, start-up budget costs, and interest on start-up budget costs. However, DHS is not
obligated to reimburse providers for expenses in addition to paying them substantial rates of—
between $810 and $4,836 per family per month. Moreover, since the DHS billing system did not
allow lump-sum payments to be made to providers, DHS generated the unjustified payments
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using duplicate lists of clients and service dates and invented rates and provided this data to
support and justify the payments.

DHS also failed to adequately monitor providers to ensure that they provided safe and
sanitary shelter to homeless families and transitioned them to permanent housing in a timely
manner. HPD, DOB, and FDNY routinely inspected providers’ facilities and repeatedly issued
them violations for conditions including bedbug, roach, and vermin infestation, peeling lead
paint, lacking carbon monoxide detectors, smoke detectors and fire extinguishers, and broken or
defective fire doors. However, providers failed to correct unsafe and unsanitary conditions and
DHS failed to identify or to follow up on these conditions.

Although DHS set monthly and annual targets regarding the number of clients placed in
permanent housing (placement targets), it failed to ensure that providers met these targets and
took no substantive measures against the providers that did not do so. Consequently, homeless
families are languishing in transitional housing for as long as 6 2 years, which costs the City up
to $4,836 per family per month.

These findings are discussed in detail in the following sections of this report.

DHS Failed to Contract for Services and Pay for Services through FMS

DHS failed to contract with 107 providers of shelter and social services and did not
account for and process provider payments totaling $152.7 million through FMS in Fiscal Year
2008. Instead, DHS operated using unwritten agreements and paid providers from an agency
bank account, in violation of the New York City Administrative Code, the City Charter, PPB
rules, and Comptroller’s Directive #24. Chapter 13 of the City Charter requires that all services
paid from the City treasury be procured in accordance with the Charter and PPB rules. The
Charter and PPB rules require that all agreements for such services be in writing. Written
contracts bind parties to one another and delineate services to be provided, establish performance
standards, and provide termination clauses and remedies. Further, the Administrative Code, the
Charter, PPB rules, and Comptroller’s Directive #24 require agencies to:

e Vet providers to determine whether they are capable of fulfilling contract
requirements, have the business integrity to justify the award of public tax dollars,
and do not owe the City money for various fines and taxes.

e Conduct performance evaluations based on contract requirements. These performance
evaluations must include the results of periodic unannounced site visits and
interviews with clients and staff. Performance evaluation ratings and cautionary
information must be entered in VENDEX so that other agencies can make informed
decisions when considering providers for additional City contracts.

e Register contracts with the Comptroller’s Office. Registration is a key control for
ensuring that agencies are in compliance with the City’s policies for entering into
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agreements with outside parties. Registration also ensures that monies are available to
pay contractors upon satisfactory performance and tracks contract expenditures.

e Record contracts and associated payments in FMS. One of the primary objectives of
FMS is to provide the Comptroller’s Office the ability to report on the financial
operations of the City in the Comptroller’s “Comprehensive Annual Financial
Report.”

Since DHS failed to contract with providers and account for and pay providers through
FMS:

e DHS paid providers that did not provide safe and sanitary shelter to homeless families
and transition them to permanent housing in a timely manner. Facilities were
repeatedly cited for code violations, and providers failed to rectify these conditions.
Further, providers owe the City significant amounts of money for these code
violations and emergency housing repairs (as reported on below).

e DHS did not conduct proper performance evaluations and enter evaluation ratings and
cautionary information in VENDEX. DHS inspected and rated providers’ facilities
and determined whether providers met targets regarding the number of clients placed
in permanent housing. However, DHS facility inspections were always announced in
advance, and did not include interviews with clients and provider staff. More
important, DHS did not review inspection and placement results to determine whether
it should continue to do business with providers. Furthermore, since DHS did not
enter performance evaluation ratings and cautionary information in VENDEX, other
agencies could not make informed decisions when considering providers for
additional City contracts.

e DHS is not in compliance with the New York City Administrative Code, the City
Charter, or PPB rules.

e DHS payments to providers lack transparency and accountability.

Previous Comptroller’s Office audits and letters in June 1998, October 2003, June 2007,
and June 2008 cited DHS for its failure to contract for shelter services. Although DHS stated in
October 2003 that it would make “every effort to convert to contract,” it failed to do so. As of
February 2008, DHS did not have contracts with 91 of 154 providers. These 91 providers
accounted for 5,150 of 9,649 units—more than 53 percent—used to house homeless families.
During the course of our audit, DHS made progress towards contracting with providers. As of
January 2010, DHS contracts for 60 percent of units and DHS provided documentation that it is
in the process of contracting for an additional 8 percent of units used to house homeless families.
However, DHS needs to make additional progress and should do so expeditiously.

Additionally in November 2008, DHS began to account for and process all provider
payments through FMS. However, DHS continues to violate Comptroller’s Directive #24
because it is improperly using Purchase Orders to process payments to non-contracted providers.
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Purchase Order Documents should be used only for special, non-procurement expenditures for
which a contract is not required.

Recommendations:
DHS should:

1. Enter into contracts with all providers of shelter and social services that delineate
services to be provided, establish performance standards, and provide termination
clauses and remedies.

2. Comply with the New York City Administrative Code, the City Charter, and PPB
rules regarding contracting.

3. Register contracts with the Comptroller’s Office.

DHS Response: “DHS strongly disagrees with the central premise for these
Recommendations, namely that DHS’ use of shelter facilities pursuant to per diem
arrangements violates the City Charter, Administrative Code or the Procurement Policy
Board (PPB) Rules. . . .

“DHS has been advised by the Law Department that it is the City’s long-standing legal
position that DHS’ per diem arrangement with a shelter operator does not constitute a
procurement within the meaning of the City Charter, Administrative Code or PPB Rules.
Accordingly, DHS is not required to execute or register a contract for the provision of
shelter before referring homeless families to facilities operated pursuant to a per diem
arrangement.”

Auditor Comment: Again, Chapter 13 of the City Charter requires that all services paid
from the City treasury be procured in accordance with the Charter and PPB rules. As per
diem providers are paid with City funds, their services should be procured in accordance
with the Charter and PPB rules. PPB rules contain provisions specific to client service
providers and delineate contract processes to be followed when procuring such services.
Further, PPB rules expressly cite housing and shelter assistance services and homeless
assistance as examples of client services, as follows:

Client Services. Programs contracted for by the City of New York on
behalf of third-party clients, including programs to provide social services,
health or medical services, housing and shelter assistance services, legal
services, employment assistance services, and vocational, educational, or
recreational programs. . . . Examples of client services include, but are not
limited to, day care, foster care, mental health treatment, operation of
senior centers, home care, employment training, homeless assistance,
preventive services, health maintenance organizations, youth services, and
the like.” (Emphasis added.)
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Therefore, we reiterate that DHS should comply with City rules and regulations and enter
into and register written contracts with all providers of shelter and social services that
delineate services to be provided, establish performance standards, and provide
termination clauses and remedies.

DHS Response: “While per diem payment arrangements are thus lawful, DHS agrees
that, as a matter of sound policy, the Agency should continue moving toward establishing
contracts for its facilities to the extent shelter demand, existing capacity, provider
willingness and fiscal constraints allow. The Draft Report acknowledges the progress
DHS has made towards this end. . . . DHS has worked and will continue to work as
expeditiously as possible to convert per diem units to contract, but clearly, DHS must
also refer families to emergency shelter space as needed, prior to completion of the
procurement processes for additional facilities—processes that take, on average, seven to
nine months from start to finish.”

Auditor Comment: While we acknowledge that DHS made progress towards contracting
with providers and are pleased that DHS considers it a “sound policy” to do so, we repeat
that DHS needs to make additional progress and should do so expeditiously. DHS stated
in October 2003—six and a half years ago—that it would make “every effort to convert
to contract.” Given that non-contracted providers have been serving clients for as long as
22 years and that by DHS’s own estimation, the contracting process takes on average
from seven to nine months, DHS should have made more progress towards contracting if
it were in fact making every effort to do so.

4. Comply with Comptroller’s Directive #24 and record contracts and associated
payments in FMS and use prescribed purchasing documents to process payments.

DHS Response: “Given that DHS’ per diem arrangements are in fact non-contractual, it
is not possible to use ‘contracts’ as the purchasing documents in FMS. Rather, the only
viable alternative is to use purchase orders. In other words, the use of purchase orders by
DHS is not an independent audit issue, but rather, is the by-product of the per diem
arrangement which, as explained above, is completely lawful.”

Auditor Comment: Again, DHS should comply with City rules and regulations, enter into
written contracts with all providers, record contracts and associated payments in FMS,
and use prescribed purchasing documents to process payments.

DHS Paid Providers on the Honor System and Failed to
Institute Sound and Effective Controls and Monitor Providers

DHS failed to institute sound and effective internal controls and monitor providers to
ensure that they accurately recorded and reported client-lodging days. The result is that DHS
uses what is essentially an honor system when paying its providers. As noted, providers report
client-lodging data daily to the Vacancy Control Unit, which in turn enters this data in CTS.
Providers then submit monthly invoices to the Billing Unit. The Billing Unit compares provider-
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reported lodging data on invoices to provider-reported lodging data in CTS. Should this
information differ, DHS uses data in CTS to calculate provider payments, unless the provider
submits additional documentation—that is also maintained and reported by providers—as
evidence that CTS is incorrect.

DHS requires providers to maintain sign-in logs and ensure that those clients who are
sheltered in hotels sign logs daily. Formerly, DHS conducted random, periodic inspections of
these logs to ensure the accuracy of provider-reported lodging days. However, DHS discontinued
the practice in 2003 and could provide us no rationale for doing so. Moreover, DHS never
required clients housed in adult family shelters, Tier II facilities, and cluster sites, such as
Pilgrim Icahn, to sign such logs and therefore has never had any data whatsoever to support its
payments to providers. We reviewed the Aladdin Hotel monthly invoice and sign-in logs, and the
CTS pre-payment register for June 2008 and found that:

e DHS made duplicate payments to the Aladdin Hotel totaling $25,918. In eight
instances, DHS provided families with two hotel rooms.

DHS Response: “These payments were not duplicative; rather they were made for
families who, because of their size, occupied two units.

Auditor Comment: DHS should refer large families to providers that can
accommodate their size and composition rather than place them in single room
occupancy hotels. Since DHS did not do so, it did in fact make duplicate payments to
the Aladdin Hotel. Consequently, DHS paid the Aladdin $6,480 per family per month
($3,240 per room”) to provide these eight families with two hotel rooms. DHS should
have placed these families in facilities that could accommodate them in a single unit,
which is a more apt family setting and a more effective use of DHS resources.

e DHS paid the Aladdin Hotel for 221 unsupported client-lodging days totaling
$23,866. We reviewed Aladdin Hotel sign-in logs for June 2008 and found that 10 of
159 clients did not sign logs daily as required. Furthermore, 6 of these 10 clients
never signed in during the month.

DHS Response: “The Agency provided supporting documentation justifying
payments to all but three families, for a total of 63 days.”

Auditor Comment: DHS did not provide us client sign-in logs to support lodging
days. Instead, DHS proffered provider Apartment Fitness Reports, Progress Notes, or
Incident Reports. Such documentation does not evidence that clients were in fact
occupying units on the 221 questioned days because they are prepared by the provider
and are not signed by clients. Further, these documents refer only to select dates
within the month. Again, 6 of the 10 clients never signed in during the month.
Therefore, we continue to question these 221 unsupported client-lodging days.

> During June 30, 2008, DHS paid the Aladdin a daily rate of $107.99 per family per day. We calculated
the monthly rate of $3,240 based upon a 30-day month.
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Additionally, DHS generally relies on providers to inform DHS when clients have left

facilities on either a temporary or permanent basis. DHS officials informed us that providers
must submit documentation, such as signed leases, or forms detailing client exit information and
certify that such information is accurate. However, DHS could not provide us exit documentation
for 6 of 20 clients that left the Aladdin Hotel and 7 of 15 clients that left Pilgrim Icahn facilities
during June 2008 according to CTS pre-payment registers.

DHS Response: “DHS disagrees with the Draft Report's finding that the Agency ‘could
not provide us exit documentation to DHS for 6 of 20 clients that left the Aladdin Hotel
and 7 of 15 clients that left Pilgrim Icahn facilities during June 2008 according to CTS
pre-payment registers.” (Draft Report, p. 12) As reflected in CTS, two of the six families
were transferred to other shelter facilities. Two of the remaining three families were
found ineligible for shelter and, therefore, were logged out of the system. Thus, the status
of only one family could not be determined from CTS.”

Auditor Comment: DHS did not provide us any exit documentation for 6 of 20 clients
who left the Aladdin Hotel during June 2008. In its response, DHS stated that CTS
reflected that two clients transferred to other facilities and that two clients were found
ineligible for shelter. However, DHS did not provide us CTS screens or any other
documentation evidencing such activity.

DHS Response: “With regard to the ICAHN cluster (formerly known as the
Pilgrim/Icahn Cluster), DHS records indicate that . . . . Five of the remaining 8 families
exited shelter with an Advantage rental subsidy or an HPD subsidy and these exits were
confirmed by DHS and HPD. The remaining 3 families exited shelter to whereabouts
unknown; therefore, their exits could not be confirmed by exit documentation.”

Auditor Comment: DHS provided us documentation of a subsidized lease signing, such
as lease signing reports or copies of subsidized leases, for only one client and not five as
DHS asserts. Therefore we repeat that DHS did not provide us any exit documentation
for 7 of 15 clients who left Pilgrim Icahn facilities during June 2008—four of which DHS
asserts signed subsidized leases and three of which DHS agrees that “their exits could not
be confirmed by exit documentation.”

Given that DHS pays providers on the honor system, does not monitor providers, and

pays providers up to $4,836 per family per month, there is little or no incentive for providers to
inform DHS when clients have left facilities on either a temporary or permanent basis. Therefore,
we have grave concerns about the accuracy of the client-lodging data and DHS payments to
providers.

Recommendations
DHS should:

5. Immediately institute a sound and effective system of internal controls and monitor
providers to ensure that they accurately record and report client-lodging days. These
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controls should include, but not be limited to, conducting random, periodic
inspections of client sign-in logs.

DHS Response: “DHS is already in full compliance with Recommendation Nos. 5 and 7,
and disagrees with the findings upon which they are based. DHS’ current billing process
for non-contracted providers has multiple safeguards to ensure accuracy in billing and
payment for client lodging days (care days). . . .

“DHS processes billing submissions from and makes payments to non-contracted family
shelter providers based upon data that the Agency’s Housing Emergency Referral
Operations unit (‘HERO’) inputs into the DHS Client Tracking System (‘CTS’)
concerning the family’s placement in and departure from the family shelter system. . .
HERO’s Vacancy Control Unit contacts every shelter to verify client arrivals and
departures as part of a daily reconciliation process with CTS data.

“Shelter providers are required to designate a financial officer or agent thereof who must
then certify and attest to the accuracy of their monthly billings and all associated
documents. Upon receipt of an invoice . . . DHS generates a Pre Payment Register, which
is an automated report that lists the shelter’s lodging history for the billing period based
on CTS records. DHS compares the Register line by line against the shelter invoice and
annotates the invoice for any inconsistencies in dates of residency, family composition,
case numbers, unit occupancy and daily rate. DHS investigates all inconsistencies
uncovered as a result of this comparison. . . .All discrepancies are reconciled in favor of
CTS unless the provider submits evidence (e.g., client sign in/out logs) demonstrating
that CTS is incorrect. . . .

“In addition, quality assurance checks exist outside the billing process to further reduce
the risk of overpayment or unauthorized payments such as (1) bi-weekly health and
safety inspections of every unit in the shelter; and (2) weekly inspections of units for
families who have an open ACS case or child under 6 months old. If, upon inspection, it
appears that the client has permanently vacated the room, shelter staff must notify
immediately the DHS Program Analyst with oversight over that facility who, in turn, will
notify HERO.

“Commencing in the summer of 2009, DHS implemented a monitoring and evaluation
process (‘Monitoring Tool’) for non-contracted shelter facilities for families with
children, which is very similar to the Monitoring Tool that the Agency uses to monitor
and evaluate the performance of contracted shelters.”

Auditor Comment: As noted, DHS essentially pays providers based on the honor system.
Providers report client-lodging data daily to the DHS Vacancy Control Unit, which in
turn enters this data in CTS. DHS does not question or check this data prior to entry, and
once entered it is recognized as the official DHS record of client lodging. DHS’s
purported safeguards do not, as DHS asserts, ensure accuracy in billing and payment for
client-lodging days. DHS’s line by line comparison simply compares data reported by the
provider during the month to data reported by the provider at the end of the month.
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Moreover, DHS’s quality assurance checks of bi-weekly and weekly inspections are
performed by providers’ staff. As we stated, DHS is relying on providers to inform DHS
when clients have left facilities on either a temporary or permanent basis. Therefore, we
still have grave concerns about the accuracy of the client-lodging data and DHS
payments to providers. Nevertheless, we are pleased that DHS implemented a monitoring
tool subsequent to our audit.

6. Recoup duplicate and overpayments for unsupported client-lodging days totaling
$49,784 made to the Aladdin Hotel for June 2008.

DHS Response: “DHS disagrees with the Draft Report’s finding that DHS made
‘duplicate payments to the Aladdin Hotel totaling $ 25,918 . . . . DHS also disagrees
with the Draft Report’s finding that ‘DHS paid the Aladdin Hotel for 221 unsupported
client-lodging days totaling 23,866.” (Id., p. 12) Upon investigation, the Agency provided
supporting documentation justifying payments to all but three families, for a total of 63
days. Therefore, DHS will recoup a total of $6,803.37 from the next payment.”

Auditor Comment: As noted, DHS did in fact make duplicate payments to the Aladdin
Hotel and did not provide us documentation evidencing that clients were in fact
occupying units on the 221 questioned days. Therefore, we repeat that DHS should
recoup duplicate and overpayments totaling $49,784 made to the Aladdin Hotel for June
2008.

7. Ensure that providers submit documentation and forms detailing client exit
information and certify that such information is accurate.

DHS Response: “DHS verifies client exit information in a variety of ways. Exits by
clients into permanent housing through DHS’ Advantage rental assistance program are
verified by the lease they sign. All lease signings are coordinated by DHS’ Office of
Rehousing. Other subsidized exits are verified by the appropriate agency (HPD, for
example) and tracked by various units within DHS. Non-subsidized exits require that the
provider submit documentation, confirming placement addresses. This information is
checked again US Postal Service data for accuracy. At times, families exit shelter without
informing DHS that they are leaving or where they are going. In these cases, there will
not be documentation such as a lease reflecting the exit.”

Auditor Comment: During the course of the audit and in its response, DHS claimed that
it verifies client exits to subsidized rental assistance programs. DHS maintained that it
received copies of signed leases and lease signing reports for its DHS Advantage and
other agency-subsidized rental assistance programs. DHS further maintained that these
leases and reports were used to verify client exit dates and types. However, when we
requested copies of these leases and reports, DHS could not provide us any.
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DHS Made Unjustified Payments Totaling $953,635

DHS made unjustified payments totaling $953,635 to Tilden Hall Family Residence
(Tilden). As noted, we reviewed monthly invoices and monthly CTS Pre-Payment Registers of
15 sampled providers for Fiscal Year 2008 to determine whether provider payments were
accurately calculated based on CTS client-lodging data. Tilden was included in this sample
because it was one of the highest paid providers. During Fiscal Year 2008, DHS paid Tilden
nearly $6.8 million based on rates of $4,071 and $4,836° per family per month. However,
payments totaling $953,635 were not justified.

DHS maintained that these unjustified payments were for expenses, such as real estate
taxes, prior year close-out payments, start-up budget costs, and interest on start-up budget costs.
As noted, DHS operates under unwritten, handshake agreements. These agreements provide only
that DHS pay providers mutually-agreed-upon daily rates in exchange for shelter and social
services. DHS is not obligated to reimburse providers for expenses in addition to paying them
substantial rates of between $810 and $4,836 per family per month. Additionally, DHS did not
provide proper supporting documentation for these expenses.

Moreover, DHS inputted duplicate client-lodging data and invented rates in order to
generate unjustified payments to Tilden. As providers are entitled to receive payments only for
shelter and social services that are calculated based on client-lodging data and the provider’s
daily rates in CTS, the DHS billing system did not allow lump-sum payments to be made to
providers. Consequently, DHS generated the unjustified payments using duplicate lists of clients
and service dates and invented rates and provided this data to support and justify the payments.
Again, we have grave concerns about the integrity and accuracy of client-lodging data and DHS
payments to providers as reported by DHS.

Recommendations:
DHS should:

8. Pay providers only for shelter and social services and calculate provider payments
based on accurate client-lodging data and mutually-agreed-upon daily rates.

9. Recoup unjustified payments totaling $953,635 made to Tilden during Fiscal Year
2008.

10. Accurately record data in CTS and maintain supporting documentation for such data.

DHS Response: “DHS is already in full compliance with Recommendation Nos. 8 and
10, and has been in compliance throughout the period encompassed by this Draft Report.
As detailed below, Recommendation No. 9 is based on an erroneous finding that DHS’

® For the periods July 1, 2007, to March 31, 2008, and April 1, 2008, to June 30, 2008, DHS paid Tilden
daily rates of $161.20 per family per day and $135.69 per family per day, respectively. We calculated
monthly rates based upon a 30-day month.
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payments of $953,635 to Tilden were ‘unjustified,” and thus DHS will not implement
Recommendation No. 9. . . .

“The Draft Report characterizes as unjustified DHS’ payments to Tilden in the amount of
$953,635 and recommends that DHS ‘pay providers . . . based on mutually agreed upon
daily rates.” (Draft Report, p. 13) However, $§518,097 of the total amount was, in fact, a
monthly cycle payment made to Tilden Hall based exclusively on the mutually agreed
upon rate. DHS provided documentation to the audit team showing that these payments
reflected eligible service dates and the mutually agreed upon rate.

“The balance of the Tilden special payments consists of: $274,088 as a one-time payment
for start-up costs, interest on start-up costs, real estate taxes, and an audit recoupment
offset; and $161,498 as a one-time payment for prior-year closeout costs. These costs are
typical for Tier II shelters and are fluctuating or one-time costs that are not part of the
initial base budget, but are subject to the appropriate approval process in accordance with
our established internal procedures. . . .

“To make a special payment to Tilden Hall, DHS calculated a temporary increase to the
rate based on the dollar amount of the special payment divided by the total number of
care days. The client-lodging data (number of care days) did not change and was not
duplicated. Although there was a temporary change to the rate to accomplish the
payment, the Draft Report is misleading when it states that rates were ‘invented.” This
was strictly a technical exercise to ensure the accurate payment of costs that were already
approved according to established internal procedures.”

Auditor Comment: The Tilden Fiscal Year 2008 DHS Rate-Based Close-Out Statement,
the DHS Special Payments Care Days by Month Report, and the DHS Record of
Payments Issued and Payments Rejected all indicate that the $518,097 was a special
payment and not a monthly cycle payment as DHS claims.

With regard to the $274,088 payment for real estate taxes, start-up costs, and interest on
start-up costs, and the $161,498 payment for prior-year closeout costs, DHS did not
provide us procedures for approving special expenses and documentation of DHS
approval and justification for these expenses. DHS also did not provide us proper
supporting documentation for these expenses including, Department of Finance real
estate tax bills, other provider bills and invoices, loan origination documents, or proof of
payment. Although DHS claims reimbursement of special expenses is typical, it did not
reimburse other providers for such expenses.

Lastly, DHS did in fact enter duplicate client-lodging data and invent rates to generate
unjustified payments to Tilden. Instead, DHS couches this action as “a temporary rate
increase” and states that the number of care days “did not change and was not
duplicated.” However, Tilden submitted and DHS made payment on two separate
invoices as follows:
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e An invoice totaling $390,923 for services provided from April 1 through April 30,
2008, to 124 clients. This represented Tilden’s monthly cycle payment. On the
invoice, Tilden billed and DHS paid for 2,881 care days at the mutually-agreed-upon
rate of $135.69.

e A second invoice totaling $274,084’ for services provided within the same period—
from April 1 through April 15, 2008—to the same 124 clients. On this invoice, Tilden
billed and DHS paid for 1,487 duplicate care days at the invented rate of $184.32.

Since DHS paid two invoices for the same clients and the same dates of service and
admittedly “calculated a . . . rate based on the dollar amount of the special payment
divided by the total number of care days,” we do not understand how DHS can claim that
it did not duplicate client lodging data and invent rates. Since DHS is simply
circumventing its system controls, we have grave concerns about the integrity and
accuracy of client-lodging data and DHS payments to providers as reported by DHS.

DHS Failed to Adequately Monitor Providers to
Ensure Satisfactory Performance

DHS failed to adequately monitor providers to ensure that they satisfactorily provided
shelter and social services for which they were paid, as follows:

Providers Did Not House Clients in Safe and Sanitary Conditions

DHS failed to adequately monitor providers to ensure that they housed clients in safe and
sanitary conditions. The FMD is responsible for inspecting and reporting on transitional housing
facility conditions and ensuring that providers correct reported deficiencies. As noted, these
inspections were always announced. More important, DHS failed to identify or to follow up on
hazardous and unsanitary conditions including bedbug, roach, and vermin infestation, peeling
lead paint, lacking carbon monoxide detectors, smoke detectors, and fire extinguishers, and
broken or defective fire doors. HPD, DOB, and FDNY routinely inspected providers’ facilities
and issued them violations for these and other hazardous and unsanitary conditions. Additionally,
we inspected 6 of 59 cluster site facilities operated by Pilgrim Icahn and the Aladdin Hotel and
noted numerous hazardous and unsanitary conditions. We sent letters to DHS detailing the
results of our observations of the six Pilgrim Icahn facilities and the Aladdin Hotel. (See
Appendix 1.) On July 30, 2009, the DHS Commissioner stated that “every item cited in your
letter has been addressed” in response to each of these letters. (See Appendix II.) However as of
October 2009, Pilgrim Icahn facilities and the Aladdin Hotel still had an excessive number of
open violations (see Appendix III) as follows:

e The 59 Pilgrim Icahn cluster site facilities had 2,921 open HPD violations—2,417 of
which were for hazardous conditions. These violations were issued as long ago as

7 Although Tilden submitted an invoice totaling $274,0847 for services provided from April 1 through
April 15,2008, DHS paid Tilden $274,088.
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April 1979 and remain unresolved. In fact, HPD has lawsuits pending against 20
facilities for their repeated failure to comply with housing code.

e The Aladdin Hotel had 85 open HPD violations—53 of which were for hazardous
conditions. These violations were issued as long ago as November 1991 and remain
unresolved.

DHS Response: “Based on the auditors’ physical inspection of two non-contracted
sites—20 units in the Aladdin Hotel and 36 units in the Pilgrim/Icahn Cluster (now
known as the Icahn Cluster)—the Draft Report globally concludes that ‘DHS failed to
adequately monitor providers to ensure that they housed clients in safe and sanitary
conditions.” (Draft Report, p. 13) An accurate evaluation of the Agency’s portfolio of
non-contracted facilities cannot be made on the basis of a one-time inspection of some of
the units in two shelter sites. Nor is it an appropriate basis for a finding that DHS places
clients in ‘facilities with unsafe and hazardous conditions’ or a recommendation that
DHS ‘cease’ doing so. (Id., pp. 13-14)

“DHS also disagrees with the Comptroller’s finding that the Agency failed to address
what the auditors deemed as ‘hazardous and unsanitary conditions’ at these two sites. (1d)
In response to the Comptroller's July 2009 letters concerning the conditions his auditors
observed at the Aladdin and the Cluster, Commissioner Hess responded that while all
items noted by the Comptroller had been addressed, the Commissioner took issue with
the auditors’ mischaracterization of conditions as ‘potentially hazardous’ in the units they
had visited. (See Commissioner Hess’ July 30, 2009 letters to Comptroller Thompson, pp.
1-2 annexed as Appendix II to the Draft Report.) It should also be noted that prior to the
Comptroller’s registration of the Icahn Cluster contract on July 8, 2009, the
Comptroller’s Office required, and the provider furnished, a plan for remediation of all
outstanding building violations. Through its own inspection protocols, and assisted by
City agencies charged with enforcing the City’s building codes, DHS ensures a safe
physical environment for all clients in shelter.”

Auditor Comment: The audit evaluated DHS’s oversight of providers and concluded that
DHS failed to adequately monitor providers to ensure that they housed clients in safe and
sanitary conditions. In its response, DHS fails to respond to and acknowledge that it
failed to adequately oversee providers and as a result of its lacking oversight, clients were
housed in hazardous and unsanitary conditions. DHS responds only to the hazardous and
unsanitary conditions cited in the report and, moreover, vehemently disputes the
existence of those conditions. The audit’s conclusions were based on FMD’s failure to
identify and follow up on long-standing, documented, hazardous and unsanitary
conditions cited by HPD, DOB, and FDNY. These oversight agencies routinely inspected
providers’ facilities and issued them violations for hazardous and unsanitary conditions.
Our observations merely affirmed these conditions.

Although the DHS Commissioner claimed in his response letters that “all items noted by
the Comptroller had been addressed,” hazardous and unsanitary conditions persist. In
fact, on July 30, 2009—the very day that the DHS Commissioner responded to and took
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issue with the auditors’ “gross” mischaracterization of conditions at the Aladdin Hotel—
NYPD reported that “a piece of sheetrock fell in the 4™ floor bathroom, hit a woman in
the head” and that the woman was taken to the hospital. Upon subsequent inspection of
the Aladdin Hotel, DOB concluded that a water leak caused the ceiling to collapse.
Although the Comptroller alerted DHS to such conditions, DHS dismissed and derided
the reported conditions rather than act on them and protect clients entrusted it.
Furthermore, on August 3, 2009, December 15, 2009, and on March 4, 2010, tenants filed
complaints with HPD regarding this same condition. Clearly, DHS continues to fail to
adequately monitor providers and continues to place clients in facilities with hazardous
and unsanitary conditions. Consequently, we urge DHS to reconsider the validity of the
report’s findings and to implement its recommendations.

Recommendations:
DHS should:
11. Conduct unannounced periodic site inspections and interviews with clients and staff.

DHS Response: “DHS disagrees with the findings on which these Recommendations are
based. However, with respect to Recommendation No. 11, DHS believes that, as a matter
of good policy, unannounced periodic site inspections and reviews with clients and
shelter staff would be a useful addition to its existing inspection protocols and will
develop and implement a plan to conduct unannounced periodic visits beginning in
March 2010.”

Auditor Comment: While we are pleased that DHS will develop and implement a plan to
conduct unannounced periodic visits, we again urge DHS to reconsider the validity of the
report’s findings.

12. Routinely check whether facilities have open HPD violations and ensure that
providers rectify open violations in a timely manner.

DHS Response: “DHS will not implement Recommendation No. 12 because DHS’
comprehensive inspection protocols are already sufficient to identify health and safety
violations in shelter common areas and in clients’ individual units.”

Auditor Comment: We do not understand DHS’s reluctance to institute recommendations
aimed at ensuring that its clients are housed in safe and sanitary conditions. Contrary to
DHS’s assertion, its inspection protocols are not sufficient to identify health and safety
violations. Although DHS generally inspected facilities bi-annually, it failed to identify
or to follow up on long-standing, documented, hazardous, and unsanitary conditions
including bedbug, roach, and vermin infestation, peeling lead paint, lacking carbon
monoxide detectors, smoke detectors, and fire extinguishers, and broken or defective fire
doors. HPD, DOB, and FDNY routinely inspected providers’ facilities and issued them
violations for these and other hazardous and unsanitary conditions, and our observations
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affirmed them. Therefore, we urge DHS to routinely check whether facilities have open
HPD violations and ensure that providers rectify open violations in a timely manner.

13. Cease placing clients in facilities with hazardous and unsanitary conditions.

DHS Response: “DHS is already in full compliance with Recommendation No. 13, and
disagrees with the false premise that DHS ever had a practice of placing clients in
facilities with hazardous and unsanitary conditions.”

Auditor Comment: As noted, DHS has in fact placed clients in facilities with hazardous
and unsanitary conditions. The Aladdin Hotel and the 59 Pilgrim Icahn facilities had an
inordinate number of HPD violations—the majority of which were for hazardous
conditions. Additionally, DOB received complaints and issued violations for conditions
at the Aladdin Hotel including:

e FDNY reported an electrical explosion at the hotel and requested a structural stability
check of the building.

e FDNY also reported that the rooftop water tower was leaking.

e Clients reported that the elevator was inoperable for weeks at a time and that it free-
falls at least three floors. Additionally, clients noted that this is the only elevator in
the nine story building and that wheelchair-bound, pregnant, elderly, and asthmatic
clients reside there.

e Defects in building exterior walls.

DOB also cited the Aladdin Hotel for occupying the building without a valid Certificate
of Occupancy since 1984. In May 2002, DOB ordered the Aladdin Hotel to obtain a valid
certificate or discontinue use of the building. To date, the Aladdin Hotel did not obtain a
valid certificate. Clearly, DHS did in fact place clients in facilities with hazardous and
unsanitary conditions and continues to do so. As reported conditions have already caused
at least one DHS client injury, we again urge DHS to cease placing clients in facilities
with hazardous and unsanitary conditions.

Providers Did Not Transition Clients to
Permanent Housing in a Timely Manner

DHS failed to adequately monitor providers to ensure that they transitioned clients to

permanent housing in a timely manner. DHS has no goals or guidelines as to how long clients
should stay in transitional housing. However DHS informed us that on average, homeless
families stay in transitional housing for nine months. DHS set and determined whether providers
met monthly and annual placement targets. However, DHS failed to ensure that providers met
their placement targets, rendering them meaningless. In fact, 85 of 93*—more than 91 percent—

¥ This figure excludes providers that were paid only for one month during Fiscal Year 2008 and providers
of late arrival facilities, which are used only to provide emergency, one-night shelter.
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of providers failed to meet their placement targets for Fiscal Year 2008. DHS did not take any
substantive measures against providers that consistently failed to meet placement targets.
Consequently, homeless families are languishing in transitional housing, which costs the City up
to $4,836 per family per month. For example, we reviewed Pilgrim Icahn and Aladdin invoices
and pre-payment registers for June 2008 and found that:

e 106 of 172—mnearly 62 percent—Pilgrim Icahn clients resided in transitional housing
for more than the nine-month average. In fact, one Pilgrim Icahn client remained in
this facility for nearly 6% years at an estimated cost of $234,397. Consequently, we
estimate that DHS paid Pilgrim Realty $4.3 million to house these 106 clients beyond
the average nine-month stay.’

e 34 of 157—approximately 22 percent—Aladdin Hotel clients resided in transitional
housing for more than the nine-month average. In fact, one Aladdin Hotel client
remained in this facility for nearly 4! years at an estimated cost of $118,933.
Consequently, we estimate that DHS paid the Aladdin Hotel $1.4 million to house
these 37 clients beyond the average nine-month stay. '°

Recommendations:
DHS should:

14. Work with providers that consistently fail to meet placement targets to improve their
performance.

15. Cease placing clients with providers that do not transition clients to permanent
housing in a timely manner.

DHS Response: “DHS is already in full compliance with Recommendation No. 14. DHS
disagrees with Recommendation No. 15. While the timeliness of client move-outs is an
important factor in evaluating shelter providers’ overall performance, it is not the sole
determinative factor of the quality of providers’ services. DHS recognizes that factors
beyond the provider’s control may affect the timeliness of client move-outs such as
individual clients’ compliance with client responsibility rules to, among other things,
seek and accept suitable housing, get a job or apply for financial benefits. The Agency
also has learned from many years of experience that the most effective way to achieve
results is for DHS to work in partnership with its providers toward common goals. All in
all, the DHS/provider partnership has led to outstanding results. Notwithstanding the
nationwide recession and the 64 percent increase in families applying for shelter in
November 2009 as compared to November 2007, DHS moved 7,693 families with
children, totaling 23,079 individuals, into permanent housing from January through
November of 2009.”

? We estimated client lodging costs based on Pilgrim’s daily rate in effect during Fiscal Year 2008.
1% We estimated client lodging costs based on Aladdin’s daily rates in effect during Fiscal Year 2008.
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Auditor Comment: We understand that there are factors beyond providers’ control that
may affect the timeliness of client move-outs. Nevertheless, clients should not remain in
“transitional” housing for nearly 6’2 years. We agree with and recommended to DHS that
it should work with providers. However, we do not agree that DHS providers achieved
“outstanding results.” As noted, 85 of 93—more than 91 percent—of providers failed to
meet their placement targets for Fiscal Year 2008. Further, these 93 providers moved
only 3,664 families into permanent housing, less than half the Fiscal Year 2008 targeted
number of 7,625. We reiterate that DHS should work with providers that consistently fail
to meet placement targets to improve their performance and cease placing clients with
providers that do not transition clients to permanent housing in a timely manner.
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COMPTROLLER OF THE CITY OF NEW YORK
1 CENTRE STREET
NEW YORK, NY 100072341
(212) 6692-3500

WiLLIAM C. THOMPSON, JR.

COMPTRULLER

July 22, 2009

The Honorable Robert V. Hess
Commissioner

Department of Homeless Services
33 Beaver Street

New York, New York 10004

Re:  Potentially hazardous conditions and code violations at the Aladdin Hotel

Dear Commissioner Hess:

I am writing to advise you of potentially hazardous conditions and code violations at the Aladdin
Hotel. As you know, my office is conducting an audit of the Department of Homeless Services’
controls over payments to service providers. In connection with this audit, we inspected the
Aladdin Hotel—a residential hotel that houses homeless families located at 317 West 45" Street
in Manhattan—and observed the following:

e & + @

Numerous wall-mounted hallway smoke detectors were not working,

Fire extinguishers were not always in place,

Several fire extinguisher inspection tags were removed,

Compressed gas tanks were stored in the basement,

Stairwell doors were improperly held open,

Roof doors were not self-closing and were open,

Portions of the roof surface were spongy,

Significant portion of roof wall was unfinished and uncovered and the paint was cracked
and peeling on the remaining portion,

Hallway walls evidenced water damage including mold, holes, bubbling plaster, peeling
paint, and discoloration,

Hallway light fixtures were broken and missing,

Exposed wiring,

Stair rails were broken,

Bathrooms had a broken sink, no tub spout, no shower head, missing tile, and running
faucets and toilets, and
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¢ Garbage was not stored in sealed containers.
In addition, tenants informed us that the facility’s fire detection and sprinkler systems were not
operational and complained of rats. We believe the above-noted conditions warrant further
investigation and recommend that your department inspect this facility to ensure that homeless
families are provided safe shelter.

Thank you for your attention to these matters.

Yours truly,

Lo _Q .

William C. Thompson, Jr,

c¢: Nicholas Scoppetta, Commissioner, Fire Department
Robert LiMandri, Commissioner, Department of Buildings
Thomas A. Farley, Commissioner, Department of Health and Mental Hygiene
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COMPTROLLER OF THE CITY OF NEW YORK
1 CENTRE STREET
NEW YORK, NY 10007-2341
(212) €69-3500

WiLLiam C. THOMPSON, JR.
COMPTROLLER

July 27, 2009

The Honorable Robert V. Hess
Commissioner

Department of Homeless Services
33 Beaver Street

New York, New York 10004

Re:  Potentially Hazardous Conditions and Code Violations at Pilgrim Icahn
Cluster Site Buildings

Dear Commissioner Hess:

On July 22, 2009, I notified you about deplorable conditions my auditors found at the Aladdin
Hotel in Manhattan, which houses homeless families without children. I am now contacting you
to advise you of potentially hazardous conditions and code violations at Pilgrim Icahn cluster site
buildings in the Bronx. These buildings are used to house homeless families with children. The
auditors observed the following:

Apartment window very loose in its frame,

Apartments had a rodent, rodent droppings, and roach infestation,

Apartment bathrooms had leaking pipes, missing wall and floor tiles, sinks separating
from walls, stained and chipped tubs, a broken faucet handle, no shower head, and
running faucets and toilets,

Apartment kitchens had leaking faucets and pipes and broken and worn cabinets,
Apartment and hallway walls evidenced water damage including mold, holes, bubbling
and cracked plaster, and discoloration,

Apartment and hallway floor tiles were missing and cracked,

A dirty, deteriorated mattress was provided to a client,

Entrance doors did not have locks, and

Roof doors did not have emergency exit alarm locks, were not self-closing, and were
improperly held open. Further, one building roof wall was very low. This is
particularly troubling given that the roof is accessible and that the building houses
children.
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We believe the above-noted conditions warrant immediate investigation and recommend that
your department inspect Pilgrim Icahn cluster site buildings without delay to ensure that
homeless families and their children are provided safe and sanitary shelter. Photographs of some
of the conditions my staff found are attached.

Thank you for your attention to these matters.
Yours truly,
(] e g=

William C. Thompson, Jr. '
Attachments
c: Nicholas Scoppetta, Commissioner, Fire Department

Robert LiMandri, Commissioner, Department of Buildings

Thomas A. Farley, Commissioner, Department of Health and Mental Hygiene

Jeffrey Kay, Director, Mayor’s Office of Operations
George M. Davis, 111, Mayor’s Office of Operations
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1175 Walton Avenue
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Commizsionzye

33 Beover Slrod
77th Floor
Now York, NY 10004

212.361.8000 W
Z12.361,8001 ky
242,364 7977 fax

July 30,2009

Willlam C Thompson, Jr.
Compuroller of the Ciry of New York
1 Centre Street

New Yorlk, NY 10007-2341

Re: Aladdin Horel

Dear Conprroller Thompson:

I auri whting 10 cesponse to your July 22, 2009 lerer reganding conditions at the Aladdin
Hotel, 2 homeless shelter in the Adult Family Services Division of the New York City
Depanment of Homeless Services. In your leter you cite condirtions at the Aladdin that
you describe as potenually hazardous, and every irem cited in your leter has becu
addressed. Nonetheless, your lerzer grossly mischaracterizes the conditions at the
Aladdin, and I write 1o correar the recordd

During cheir tour of the Aladdin, your auditors were accompanied every step of the way
by high-level DHS staff. Inall, auditors viewed 20 units. Every chent intervicwed
indicated that their unit and the building weére in good repair, and aot one had 2
complaint that was got being prompily addressed by faciivy rearagement. This
wformation was not noted in your lewer, and is far more relevant than the poinit-in-time
observations of your ispectors which capnot measwee or aceount for the speed with
which the facility’s management corrects all known defects.

For example, your auditors observed a single sink, in « buthroom with ewo sinks, that
was our of order, a single “ranning” toilet and a single missing shower head. Sinks,
todets and showers require regular upleep, which they recerve. For eample, according
vo the facilivy, shower heads frequenty go rmissing. As a result, they keep a supply of
them on hand and prompuly replace them as needed. That a single shower head was
rassing a1 the time of the inspecuon s indicatve of nothing. What is e is thar most
older builldings in New York Gity recjuire around-the-clock maintepance which is ably
provided by the Aladdin seaff.

Wizh respect to your most pressing safery concern, you referenced that some of the wall-
mounted hallway smoke dztectors were not worlang and that fire extingishers were not
in place. Tt is true thay some of the bantery operated fire alarms were not operational,
one {ire exxingusher was i fact missing and some extinguisher inspection tags had been
rpped off. However, you falled 10 note or recogruze that the Aladdin has a centralized,
hard-wired fire alarm system and spaoklers on cvery floor - 2 fact that was pointed ow
10 your audrors by DHS staff at the time of the baspection. The safery of our clients is
our paramount cornczy, and the barery operated alarms and fire extingushers are
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redundant safety measures. The condinons crred simply do ot ereawe hazardous conditions. Moreover,
" despite the absence of some ipspection tags, all extingwshers were properly charged and maintaued.

The othzr condrions you cie, for cxample the single mussing light fbaure in a starwell that was otherwise
seell I, exposed wires hangiog from the ceiling in one karchen area (ow of reach o anyune}, and o area in
the ninth floor hallway that exhibited some signs of warcr damage, are caceptions that when takeo out of
conrext Lai! ro accurarely reflect the overall condition of the facility. 1 invite you 10 tour the Maddis with me
so that you raight better understand the challenges faced by the building’s maiarenance scaif and the
extraordinery efforts they make to meet them.

Sincerely,

”Mz/é&vv-

Roben V. Hess

Cc: Linda Gibbs, Deputy Mayor
Nicholas Scoppenia, Commissioner, Fire Depastmeins
Robert LiMandri, Commnissioner, Departemern of Buildings
Thomas A Farley, Commissioner, Deparunent of Health and Mental Hygiene
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July 30, 2009

Williarn C. Thorapson, Jr.
Compuoller of the Ciry of New York
1 Cunre Sueer

Nuew York, NY 10207-2341

Re: Teahn Clusrer

Dear Comptroller Thompsor:

{ am wriring in vespotse w your July 27, 2009 lewer regarding condirions in some Pilgrim
Tcahn cluster units, a cluster of apanment-style sheker unirs in the Transiional Family
Services Division of the New York Ciry Depanmem of Homeless Servicss. In your letter
you cite conditions in some urits that you describe as potentially havardous. As of todag,
every item cited in your letter has been addressed.

During their wour of the Pilgrivm lcahn cluster, your auditors were accompanied every step of
the way by seruor DHS staff. Tn 2ll, auditors viewed 36 units. As you know, most older
buildings in New York City require around-the-clock maintenance, and because of the
apartment-style nature of cluster unis, the propercy owner, provider and DHS must rely in
part on the clicnts to maintain the cleanliness of their units and report conditions 1n need of
repair, With respect to the 36 unis inspected by your auditors, this was not always the case.
However, as soop as DHS becams aware of the condrons cited in your lerrer, they were
addressed.

The point-in-ume observations of your inspectors cannot fully describe the maintenance
tustory of the units n queston. For exarnple, where the shower head was mussing, we
understand that the client removed the environmemally-efficient low-flov shower head that
the buildipg installed. Tt has since been re-installed. Your Jetter also refers 10 leaking
plumbing, which is a recwring problem vo which our landlords devore significant resousces.
Likewise, the cosmetic problems you poim 1o in ths hallways of the buldings require near
constam amention, which they receive. [n both ¢ases, the conditions you identfied have been
addressed.

Your letter also made us aware of some safery issues. Specifically, you 1ndicated that a
window was loose in 1ts frarne, and thar problem has been 2ddressed. 1 would Jike to poim
ou, however, thar the window in queston, and every other window in the cluster, is
property {ired with window guards 1o protect children Iving in the units. The other rrajor
safety concern cited in your levter, accessibiliry to the roofs at 1175 Walon Avenue and 2250
Davidson Avenue, has also been corrected. The doors 1o those 1oofs are novs locked and
alarmed.
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Frally, concerning complaints of vermin in the wmits, the owners of the buildings in the cluster have been taking

. l . ! = - - a !
appropuae steps o recress thus problem. Specifically, exte: minators have been visning the buldings rwice a
moxth. Nonetheless, we vall discuss with the Jandlerds increasing the frequency of these visis,

Thank you for bringing your concems to our artention.
Sincerely,
A Ltotl
Robert V. Hess
Cr: Linda Gibbs, Depury Mayor
Nicholas Scoppetta, Commussioner, Fire Departinent

Robert LiMandri, Commissioner, Department of Buildings
Thomas A. Farley, Commissioner, Deparment of Health and Mentad Hygene
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Pilgrim Icahn Facility and Aladdin Hotel Open HPD Violations

Pilgrim Ichan Cluster Site Buildings

lof2

HPD Open Violations Total Open
ADDRESS BOROUGH HPD
A B C . .
Violations

1 |1857 WALTON AVENUE Bronx 12 62 24 98
2 |2160 WALTON AVENUE Bronx 8 37 38 83
3  |373 EAST 188TH STREET Bronx 10 46 14 70
4 11085 BRYANT AVENUE Bronx
5 |1083 BRYANT AVENUE Bronx
6 [1208 WESTCHESTER AVENUE Bronx 35 77 34 146
7 |1210 WESTCHESTER AVENUE Bronx
8 |1212 WESTCHESTER AVENUE Bronx
9  |1097 WALTON AVENUE* Bronx 29 65 63 157
10 ]1099 WALTON AVENUE* Bronx
11 1173 WALTON AVENUE* Bronx 7 2 20 49
12 1175 WALTON AVENUE* Bronx
13 |1230 EAST TREMONT AVENUE Bronx 31 74 38 143
14 1245 FINDLAY AVENUE Bronx 12 46 38 96
15 1363 FINDLAY AVENUE Bronx 1 8 2 11
16 1410 GRAND CONCOURSE Bronx 3 33 20 56
17 |1420 CLAY AVENUE Bronx 21 36 30 87
18 1436 CLAY AVENUE Bronx 1 5 15 21
19 1453 WALTON AVENUE Bronx 25 78 2 125
20 1455 WALTON AVENUE Bronx
21 1454 GRAND CONCOURSE Bronx 11 41 54 106
22 1460 COLLEGE AVENUE Bronx 8 10 11 29
23 |1575 TOWNSEND AVENUE Bronx 3 36 36 75
24 11670 EAST 174TH STREET Bronx 0 3 2 5
25 1690 EAST 174TH STREET Bronx 0 1 1 2
26 |1691 EAST 174TH STREET Bronx 4 22 9 35
27 |1691 EASTBURN AVENUE Bronx 11 21 10 42
28 |1815 UNIVERSITY AVENUE Bronx 5 7 29 41
29 1859 WALTON AVENUE Bronx 12 62 24 98
30 1881 MORRIS AVENUE Bronx 10 26 17 53
31 |1881 WALTON AVENUE Bronx 5 22 74 101
32 2200 MORRIS AVENUE Bronx 57 109 34 200
33 2290 DAVIDSON AVENUE* Bronx 11 29 48 88
34 2344 DAVIDSON AVENUE* Bronx 24 74 32 130
35 3320 KOSSUTH AVENUE Bronx 8 22 7 37
36 3436 CORSA AVENUE Bronx
37 3478 CORSA AVENUE Bronx
38 3442 CORSA AVENUE Bronx 40 7 37 144
39 3444 CORSA AVENUE Bronx
40 |3446 CORSA AVENUE Bronx
41 |3452 CORSA AVENUE Bronx
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HPD Open Violations
Total Open
ADDRESS BOROUGH HPD
A B C C
Violations
42 3438 FISH AVENUE Bronx
43 ]3448 FISH AVENUE Bronx
44 ]3454 FISH AVENUE Bronx
45 3472 FISH AVENUE Bronx 23 ce = L2
46 ]3439 SEYMOUR AVENUE Bronx
47 3463 SEYMOUR AVENUE Bronx
48 1758 EASTBURN AVENUE Bronx 14 | 28 | 22 64
49 3438 WILSON AVENUE Bronx
50 |3435 FISH AVENUE Bronx
51 |3439 FISH AVENUE Bronx 20 51 39 110
52 |3445 FISH AVENUE Bronx
53 |3465 FISH AVENUE Bronx
54 [3440 GATES PLACE Bronx 1 | 1 | 0 2
55 |3445 CORSA AVENUE Bronx
56 |3459 CORSA AVENUE Bronx e & e S
57 |1805 UNIVERSITY AVENUE Bronx 15 39 46 100
58 |375 EAST 188TH STREET Bronx 10 46 14 70
59 2325 PROSPECT AVENUE Bronx 2 56 25 83
Total Open HPD Violations 504 1446 971 2921
Total Hazardous (Type B and C) Violations 2417
Aladdin Hotel
HPD Open Violations
ADDRESS BOROUGH
A B C
1 317 W. 45th Street* Manhattan 32 48 5 85
Total Hazardous (Type B and C) Violations 53

NOTE:

* Facility inspected by Comptroller's Office.
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Robert V. Hess lFebruary IR, 2009
Commissioner

A
33 Beaver Strgetl BX—H—ND .
17th Floor Ms. H. Tina Kun
New York, NY 10004 Depury Comptroller for Audic
242.361,8000 tel (}t-l-l('t.‘ (’( I}IC C(;mpu‘r_)llcr
212.361.8001 ay 1 Centre Stireet
2123617977 fax New York, NY 10007-234)

Re: Response o Audit Reparr on the Complance of the Deparument
of Homeless Services with Cuv Procurement Rules and Conrols
Over Pavments to Non-Conrracted Providers (TTKO2-069A)

Dear Ms, Kim:

This letter 15 1n response ta the Drafr Report dated February 2, 2010 (“Draft
Report”), concerning compliance by the Department of Homeless Services ("DHS”
or “Agency”) with City procurement rules and contrels aver payments to non-
contracted providers. We begin with a summary of DIIS responses to the Drafl
Reporr's five major findings and 15 recommendations and thereafter respond in
detail to each of the Report’s recommendations and the findings on which they are
based.

Exccuwtive Sumnrary

Finding No. 1

The Draft Report concludes that DHS payments to family shelter operators absent a
contract that is executed and registered with the Comprroller’s Office 1s a vi Jation
of the New York City Charter and Procurement Policy Board Rules (“PPB Rules™).
The Draft Report therefore recommends that the Agency enter into contracts,
register them with the Compuoller's Office, and record them and  payments
assocated with them in the City's Financial Management System (CFMS™).

It is the Ciry’s longstanding positon that in order to comply with its legal and moral
obligations to provide immediate shelter to all homeless families and individuals, 1
may enter into per diemr arrangements with non-contracted shelter providers. Such an
arrangement 1s not subject to the requirements of the Charter or PPB Rules and is
perfectly legal. The Compuroller has sued the City on this precise jssue and the Ciry
is vigorously defending its position in court. Norwithstanding this legal dispute, the
Diraft Report recognizes the significant progress the City has made in converting per
diern shelter units to contract — as of August 31, 2009, more than two thirds or 77
percent of all units for families with children and adult families were either subject 1o
registered contracts or were in facilities that DHS is in the process of moving



through varions stages of the City's procurement process.  The Agency will conumuse irs
sigmuticant progress toward this end. (See pp. 3-6, below)

Finding No. 2

The Draft RL'IH'II'[ concludes thar DHS lacks sufficient internal conrrols over its per dicos
pavments 1o non-contracted  providers and  recommends  that eftectve conuols be
implemented to ensure that providers accurately record and report client-lodging days.

DHS strongly disagrees with rhis finding. As detalled below | the Apency's billing process for
non-contracted shelter providers has muluple safeguards and quality conwol measures o
ensure acenracy in billing and payment for residential care days. In addition, as part of the
rcgul;tr Hlul:i[r,n‘iﬁg and cvaluanon of both conuacted and non-contracted providers of
shelter for families wirth children, DIIS audits a sampbng of provider invoices 1o verify nni
occupancy and ensure thar shelrer providers age accurately billing DHS for ressdential carce
days. (See pp. 6-8, below)

Finding No. 3

I'he Draft Report concludes that DHS made “unjustified” pavments toraling §953.635 (o
one of its non-contracred providers and recommends that the Agency recoup this amount.
During the course of dus audi, DHS provided documentation to the auditors that these
pavinents were based on accurate chient-lodging dara and murnally agreed-upon daily rates.
Moreover, DHS conducted thorough reviews to confirm the validity of expenses incarred by
this provider.  This included an audit condncted by DHS Audit Services and an audit
conducred by an mdependent auditing fimm. (¢ pp. 9-10, below)

Finding No. 4

The Drafr Report globally concludes thar DS fails to adequately mspect the physical
conditions of non-contracted shelters and recommends that the Agency “cease placing
clients in facihities with hazardous and unsanitary conditions.™ First, DHS places clients only
in facilities that are safe, decent and clean. Second, the Draft Reports finding is based upon
inspecton of 20 unit in one shelter and 36 units in another. An accurate evaluation of the
Agency’s shelter portfolio cannot be made on the basis of a one-time mspecton of some of
the units in two shelter sites. Third, DHS strongly disagrees with the Comptroller’s finding
thar the Agency failed 1o address what the auditors deemed as “hazardons and unsanitary
condigons™ at these two sites and also takes issue with the anditors’ nuscharactenization of
these condivons as “potentially hazardous.”  Finally, DHS implements a varety of
mspection protocols to ensure that all homeless families reside in a physical environment
that is safe, respectful and clean. This includes bi-annual shelter inspections 1n which DHS
staff records answers to 346 questions about the physical conditions of a facility’s individual
bving units and common areas. As part of the inspection process, contracted and non-
contracted {acilities are required to submit corrective acton plans i the event repairs have
to be made. (Ser pp. 10-13, below)

Finding No. 5

The Draft Report concludes thar DHS fails to adequately monitor the progress of non-
contracted shelters in moving families toward permanency as rapidly as possible.  Ti
therefore recommends that DHS work with providers that consistently fal to mect
placement targets to improve their pexfornance and cease placing chients with providers that
do not transinon clients to permanent housing in a umely manneg. (Se pp- 13-15, below)
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In parmcrsl')ip with s shelter providers, whether contracted or not, DFS works day in and
day our to ensure that all homeless men, women and children receive the services and
support they need o move from shelrer to permanent bousing.  This partnership has
achicved ourstanding resulis even in the fuce of a navonwide cconomic crisis and a1 64
percent gncrease in the number of famibes applying for shelter in November 2009 as
compared 1o November 2007 Waorking with 1rs contracted and non-contracted providers,
DHS moved 7.693 fanulies wirth chuldren, totaling 23,079 mdviduals into permanent }u':t_lﬁmg
in an 1l-month penod fram January through November 2009.  Through s oversight,
monitorng, and evaluation of providers” performance in meeting move out targets and other
goals, the Agency will continue to strive tor excellence in meceting shelter demand and in
helping homeless families move out of shelter into homes of their own.

In the remainder of 1his Terrer, we detul DHS' specific responses 1o the Dratt Reporr’s
recommendations.

Recommendation Nos. 3-4 state that DHS should:

[. Enter into contractz with all providers of shelter and socal services that delincate
services o be pl'nVid(‘(L cstablish 1‘)crf()nnmlcc Sl‘sll\d:—lr(l\‘\ and pro\-‘i(ic [crminaton

Clﬂl!hl"u :]'lll} ren I(."l.']i(‘.".‘

2. Comply with New York City Admimstranve Code, the City Charter. and PPB rules
regarding contracting.
3. Register contracts with the Comprtroller’s Office.

4. Comply with Compuaoller’s Directive #24 and record contracts and associated
payments in FMS and use prescribed purchasing documents to process payments.

Summary of Response

DHS strongly disagrees with the central premise for these Recommendations, namely that
IDHS' use of shelter facilities pursuant o per diesn arrangements violates the City Charter,
Admumistrauve Code or the Procurement Policy Board (PPB) Rules. Whie the use of per
diemr arrangements is perfectly lawful) we note that consistent with the Agency’s longstanding
polictes and procedures, since 2003, DHS has made significant progress in converting fer
dizm shelter units to conuract. As of August 31, 2009, more than two-thirds, or 71 percent,
of all units for famuhes with children and adult fanulies were either subject to registered
contracts or were in faciliges that DHS is in the process of moving through various stages of
the Ciry’s procurementt process.

The City's Legal Position

DHS has been advised by the law Department that it is the City’s long-standing legal
posiion that DHS per diemr arrangement with a shelter operator does not constitute a
procurement within the meaning of the City Charter, Adminisuative Code or PPB Rules.
Accordingly, DHS is not required to execute or register a contract for the provision of
shelter before referring homeless families to factlities operated pursuant to a per dien
arrangernent.  As detailed below, the Ciry has repeatedly made known its posinon to the

sl
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Comptroller since 2003, and shis precise tssue 1s the subject of pending hogauon between the
City and the Compuroller. The Ciry’s positnon s reflected in the [ollowing:

¢ The Law Depanment’s Legal Opinion: The City's response to the Comptroller’s
Audit Report on Department of Homeless Services Contols Over Payments 1o
Hotel and Scarter Site Housing Operators, July 1, 2001-June 30, 2002 (FM03-123A),
dated October 1, 2003, artached a legal opinion by the Law Deparunent 1o the effect
that under the Agency's per diesn arrangements with shelter operators, DHS was not

e

procuring any “chent scrvices” oy other “services” within the meaning of the PPB
Rules. As s the case with the current audit, the 2003 audit erroncously cancluded
that, in entering into per drems arrangements, DS had violated the Charter and PPB

R(I]t‘\

¢ Pending Litigation: The issue of whether DHS' per dres arravgements with shelrer
operatots 1s a procurement within the meaning of the City Charter and PPB Rules 1s
the subject of pending hugation between the City and the Comptroller. See the Ciry’s
Verfied Answer t the Comptroller’s Petition in Westchester Square Zersga Lmprovenient
()rg.. Ine. v. Hess, er al, Index Na, 260573 /09 lelP. Ct., Brenx Co., 2009, \X'righ(, I.).
the affidavit of Commussioner Roberr V. IHess, sworn o Novernber 25, 2009, the
affirmanon of Andrea Feller, Tisq., dated November 25, 2009, and Mumecipal
Respondents” Memorandum of Law in Opposition to the Comprroller’s Petton and
in Support of Municipal Respondents’ Verified Answer, dated November 25, 2009.

¢ Correspondence benween the City and the Comptroller: DS legal position has
been fully set forth mn the (1) June 25, 2003 lettey from then DHS Commissioner
Linda Gibbs to Hon, Willlam C. Thompson, Jr., attached as an Addendum to the
October 1, 2003 Audit Reporr referenced above; (2) June 8, 2008 letter from DHS
Commissioner Robert V. Hess to Hon. William €. Thompson, [t., responding to the
Compuoller’s letter to Depury Mayor Linda Gibbs, dared June 6, 2008; and (3)
September 22, 2009 letter from Commmissioner Hess to Ton. William €. Thompson,
Ir., in response to the Comptroller’s letter to Commissioner Hess, dated Septembes
10, 2009.

Conversion of Per Dfem Units 1o Contact

While per dresr payment arrangements are thus lawful, DHS agrees that, as a matter of sound
policy, the Agency should continue moving toward establishing contracts for its facilities to
the extent shelter demand, exasting capacity, provider willingness and fiscal constraints allow.
The Draft Report acknowledges the progress DHS has made toward this end (Report, p. 8),
but also states: “Although IDHS stated in October 2003 that it would make ‘every etfort 1o
convert to contract,” it falled w do so.” (Jd) We disagree. In Commissioner Hess™ June B,
2008 Jetter to then-Comptroller William €. Thompson, the Commissioner reported that in
the years since the Comptroller’s October 2003 Audit Report, DHS had closed 16 per diem
facilities and converted to contract almost 700 units of per diem shelter. By September 2009,
DHS had made significantly more progress toward converting per diesz units to contract. In
Commuissioner Hess' September 22, 2009 lerter to then-Comproller Thompson. the
Commissioner reported that as of August 31, 2009, 1,203 family shelter per diemr units
targeted far conversion were now subject to contracts which were in various stages of the
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procurement process.  [hese units together with the 6,010 shelrer units currently under
contract — 7 213 units in toral — consgwate orer fe thirds or 71 perent of all units within dhe
shelter system tor families with children and adult families.

Legal Obligation to Provide Shelter _

DTS bas worked and will comtinue ro work as expeditously as possible to convert per dee
units to contract, but clearly, DHS must also refer families 1o emergency shelter space as
needed, prior to completion of the procurcmient processes for addional facibties — -
processes thart take, on average, seven o ninc months from start 1o finish. As you know, the
Cary 15 mandared by law and court order to provide housing to every single cligible homeless
tamily or indwidual who seeks it.! Under state and local law, DIS must place famulies with
children i shelter pending invesnganon of applicadons for temporary bousing assistance.
As a pracucal matter, this means dhat the Agency must shelrer fanmuilies the very same day
they apply. In sum, DTS musrt, and docs, su-ccessfnlly shelter homeless families 24 hoars a
day, 7 days a week, 365 days a year.

[n additon to meeung irs legal obhgauons o provide shelter to all cligible homeless families
on an mmmediate basis, DHS must also meet flucruations in shelter demand caused by
cconomic or other factors outside of he Agency’s connol. TFor example, as a result of the
nanonwide recession, the number of families entering DHS' shelter system for homeless
familics with children increased significantly — 64 percent more families apphed for shelter
in November 2009 compared to November 2007, Althongh the City has achieved record
number of placements of homeless families with children into permanent housing —
notwithstanding unprecedented shelter demand and the economic cusis, DHS moved 7,693
families with children, totaling 23,079 individuals, into permanent housing from January
through November of 2009 — the City often must open new shelters as a temporary refuge
for families and children who literally have no other place to go. DS accomplishes ths
through an open-ended capacity development process allowing providers to submuit
proposals for shelter space.

The Open-Ended Request for Proposals (RFP) and Development of New Capacity

As the Agency explained and documented during the course of this audir, DHS maintains an
Open-ended Request for Proposals (“RFP™) process, through which nonprofit organizations
offer their services as long-term shelter operators.  Upon the Agency's sclection of a
provider, DHS commences the contracung process, which ends with the Comproller’s
registration of an executed contract berween DHS and the provider. As already noted, this
process optimally takes seven to nine months assuming there are no delays bevond DHS’
control.  Grven the City’s legal obligadon to meet all eligible homeless families™ immediate
need for shelter, during that contractual negotiaton process, the Agency also secks to bring
on additional capacity by reviewing offers of buildings for use as temporary shelter. If DHS
derermines that a building is suitable for use as a shelter, 1t enters into a per deery arrangement
with the building’s operator (Ze, building owner or landlord) pursnant to which rhe operator
recerves a fee for shelter (only) in the form of a per dien rate per family. Operators of sites in

- . g . .

Pursuant 1o a class acnon setllement so ordered in Boston v, City of New York, Index. No
402295/08 (Sup. Ct. N.Y. Co.) (December 12, 2008), all eligible homeless families with children are
entided to shelter. .

h
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usce as per diew shelters may make arrangements with nonprofit enaues o provide incidental
services to the homeless famibies residing there, but they are not legally obligated to do so.”

Use of Purchase Orders

Prior to October 2008, DS made per diem payments to shelter operators by utilizing 2 bank
account that was established through the Department of Finance, in accordance with the
Draft Report’s recommendanon embodied 1 a June 30, 1998 Audit Report (MFE97T 184A).
As noted m the Draft Report, begnning in Octaber 2008, the Agency commenced making
these payments through the Caty’s Financial Management Sysrem (FMS). The Draft Report
asserts that DHS 1s “improperdy using Purchase Orders ro process payments to non-
contracted praviders” (Dratt Report, p. 10) [Mowever, given that DUSY per diem
arrangements are in facr non-contracrual, it 15 not possible to use “comracts™ as the
purchasing documents in FMS. Rather, the only viable alternarive js to use purchase orders.
In other words, the use of purchase orders by DIIS is not an ndependent audit 1ssue, but
rather, 1s the by-product of the per drenr arrangement which, as explained above, is complerely
lawful.

Recommendation Nos. 5-7 stawe that DHS should:

5. Immediately msntute a sound and effective system of internal controls and monitor
providers to ensure that they accurately record and report client lodging days. These
controls should mclude, but not be hmited to
mspections of client sign-in logs.

, conducting random, pcnodic

6. Recoup duplicate payments and overpayments for unsupported chent-lodging days
totaling $49,784 made to the Aladdin Hotel for June 2008,

Ensure that providers submit documentation and forms detathng client exir
informaton and certify that such informaton is accurate.

Summary of Response

DHS s already in full compliance with Recommendation Nos. 5 and 7, and disagrees with
the findings upon which they are based. DHS" current billing process for non-contracted
providers has muldple safeguards to ensure accuracy in billing and payment for client
lodging days (care days). As described in greater detail below, IDHS disagrees with most of
the findings concerning the Aladdin Hotel, and will implement only a portion al
Recommendanon No. 6.

The Billing Process

DHS processes billing submissions from and makes payments to non-contracted famly
shelter providers based upon data that the Agency’s Housing Emergency Referral
Operations unit (“HERO™) mputs inte the DHS Chent Tracking Systemn (“C157)

2 The Draft Report concludes that because of DHS' “fallure™ to contract with providers, 1 paid
providers that did not provide safe and sanitary shelter to homeless families and transition them to
permanent housing in a timely manner and did not conduet proper performance evaluations of them
As explained in DS response to Recommendation Nos, 11-15, this conclusion s also erroncous

6
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concerning the family's placement m and departure from the family shelter system. HERO
operates 24 hours a day, seven days a week (including holidays) and 1s responsible for the
placement of homeless families in shelter, macking of shelter chents, conwolling vacancies in
the family shelter system, and reconciling data concerning the exiring of famihes from
shelter. HERO's tracking system documents in CTS, an elecrromie macking database, cach
fapuly’s entry into and exit out of the family shelter system, as well as each famaly’s actvity
from the time of artval to the ume of departure, such as a tanuly’s wanster from one shelter
o another.  HERO’s Vacancy Control Unit coniacts every shelter to venty client arrivals
and departures as part of a darly reconcthation process with CTS dara.

DHS' Care Day Reconcihation untr s responsible for the reconciliation of care days {rom
non-comracted providers. The Financial Management System (FMS) 1s used o pay per diem
family shelter providers through clectronic funds eransfers (EIFT), with payments 1ssued by
the Department of Finance to the provider's bank account. ‘The reeconcihation prnccclurwu
are designed to reduce the risk of overpayment or unauthorized payments.

Shelter providers are required to designate a financial officer or agent thereof who must then
certify and artest to the accuracy ol their monthly hillings and all associated documents.
Upon receipt of annvoice, a DHS supervisor reviews the submission for complereness, and
il it i mussing the required certification and/or signarares, the provider is instructed 1o
resend a corrected invoice.  Once a correct invoice 1s recaved, DHS generates a Pre
Payment Regisrer, which ts an automated report that lists the sheler’s lodging history for the
billing period based on CTS records. DHS compares the Register line by line against the
shelter invoice and annotates the invoice for any inconsistencies in dates of residency, famuily
composiuon, case numbers, unit occupancy and daly rate.  DHS invesngates all
inconsistencies uncovered as a result of this comparison; the type of discrepancy determines
the action the auditor must take to resolve ir.  All discrepancies are reconciled in favor of
CTS unless the provider submits evidence (22, client sign in/out logs) demonstrating, that
C1S is incorrect.

Quality Assurance

As demonstrated above, the billing process for non-contracted shelter providers has muluple
sateguards and quality control measures to ensure accuracy in billing and payment for
residendal care days. In addition, quality assurance checks exist outside the billing process to
further reduce the risk of overpayment or unauthorized paymenrs such as (1) bi-weekly
health and safety inspections of every unic in the shelter; and (2) weekly inspecuons of unirs
for families who have an open ACS case or child under 6 months old. If, upon mspecton, it
appears that the client has permanently vacated the room, shelter staff must notify
ummediately the DHS Program Analysc with oversight over that facility who, in turn, will
noufy HERO.

(;onmwncing in the summer of 2009, DHS imph.-m::ntcd a monitoring and evaluation
process (“Monitonng Tool”) for non-contracted shelter facilities tor famibes with children,
which is very similar (o the Monitoring Toal that the Agency uses to monttor and evaluate
the performance of contracted shelters.  DHS program analysts complete an annual
Monitoring Tool for cluster-site programs (“Clusrers”) and Tier 1l-like facilities and an
annual and bi-monthly Monitoring Tool for hotels pursuant to which the analyst conducts
an audit to verify unit occupancy and ensure that the shelter provider has accurately billed
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DHS tor residential care days.  Using a monthly billing previously sent to DHS™ Finance
Deparunent for paviment, rhe analyst compares the shelter's source documents (Le., daily
logbook, attendance records, a client’s mndependent living plan (ILP) biweekly updares) to
verity a client’s stay. If the Analyst finds errors in billed care days, s/he must notify the Care
Day Cerufication unit in FITERO (0 seek an appropriate withholding or reconpment from the
provider for the cost of the client’s room for the days in queston.  This procedure 1=
consistent with and more comprehensive than the Drafe Reports recommendation thal
inrernal controls “should incude, but not be lmued t, conducting random, peritoche
inspections of client sign-in logs.” (Draft Repart, p. 12)

Aladdin Hotel

DHS disagrees with the Dratt Report’s finding that DHS made “duplicate payments to the
Aladdin Hotel wtaling § 25918™ and that “[iln eight ostances, DHS provided famalics with
rwo hotel rooms.”  (Draft Report, p. 11} Upon investigation, the Agency determined that
these payments were not duplicative; rather they were made for families who, because of
their size, occupied two unirs. DS also disagrees with the Draft Report's tinding that
“DHS paid the Aladdin Haotel for 221 unsupported client-lodging days totaling $23,866.7
(Id, p. 12) Upon investigation, the Agency provided supporting documentation justifying
payments (o all but three famulies, for a total of 63 days. Therefore, DS will recoup a total
of $6.803.37 from the next pavment.

Verification of Client Exit Information

DHS verifies chent exit informadon i a variety of ways. Exits by clients into permanent
housing through DHS™ Advantage rental assistance program are ventied by the lease they
sign.  All lease signings are coordinated by DIS® Ottice of Rehousing. Other subsidized
exits are venfied by the appropriate agency (HPD, for example) and tracked by various units
within DS, Non-subsidized  exits require thar the provider submit documentaton,
confuming placement addresses. This information is checked again US Postal Service data
for accuracy. At times, families exit shelter without intorming IDHS that they are leaving or
where they are poing.  In these cases, there will not be documentanon such as a lease
reflecting the exit.

DHS disagrees with the Draft Report™s finding that the Agency “could not provide us exn
documentanon to DHS for 6 of 20 chents thar left the Aladdin Howland 7 of 15 clients that
left Pilgrim lcahn faciliies during June 2008 according to CIS pre-payment registers.”
(Drate Rc.pc_.-l:t, p. 12) As reflected in CTS, rvo of the six families were transferred to other
shelter faciliges. Two of the remaining three families were found ineligible for shelter and,
therefore, were logged out of the system. Thus, the status of only ane family could not be
determined from C1S7

With regard to the [CAHN cluster (formerly known as the Pilgnm/lcahn Closter), DS
records mdicate that the Comptroller’s auditors requested exit informadgon for 14 famihes.
The Cluster pr wider submitted reconciliation documentation for 6 of the 14 fanulies that
DHS, in tum, provided to the Comptroller. Five of the remaining 8 families exited shelter
with an Advantage rental subsidy or an HPD subsidy and these exits were confirmed by

* It s possible that the name of this family provided by the auditors was misspelled

R

ADDENDUM
Page 8 of IS



DHS and T1PD. The remaimgge 3 families exited shelter 1o whereabouts unknown:
therefore, their exits could nor be confirmed by exit docomentuion.

Recormmendation Nos. 8, 9 and 10 state that DHS should:

8 Pay providers only for shelter and social services and caleulate provider payments
based on accurate client-lodging data and mutually agreed-upon daily rates.

9. Recoup unpustified payments totaling $953635 made to Tilden during Fiscal Year
2008,

10. Accurately record data in C1S and mamtain supporung documentation for such
(]:lt:'l.

Summary of Responsc

DHS is already in full compliance with Recommendation Nos. 8 and 10, and has heen
compliance throughout the period encompassed by this Draft Report. As demiled below,
Recommendaton No. Y 1s based on an erroncous finding that DHS' paviments of $953 635
to Tilden were “unjustificd,”” and thus DHS will nor implement Recommendatiaon No. 9.

Tier [1 Payment System and the Tilden Facility

All Tier 1] shelters with loe item budgets are paid based on acrual care days with an agreed
upon monthly per diesr vate. DHS has the appropriate internal contrals in place to ensure
that Tier 1I sheliers do not receive reimbursement in excess of their approved annual line
item budger. Tilden Hall was arypical because while awaiting contract registration as a Tier
11 shelter, 1t was paid on the billing system for non-contracted providers. DES has since
implemented its Guidelines for Fxpansion of Capacity (a copy of which was provided ta the
auditors), which require operators of non-contracted shelters, including non-contracted Tier
11 facilities, to be paid only pursuant to a per diems arrangement until a contract berween DHS
and a provider 15 registered.

The Draft Report charactenzes as unjustified DHS’ payments (o Tilden mn the amount of
§953,635 and recommends thar DHS “pay providers....based on mutually agreed upon daily
rates.”” (Draft Report, p. 13) However, $518,097 of the total amount was, in fact, a
monthly cycle payment made to Tilden Hall based exclusively on the mutually agreed upon
rate. DHS provided documentaton to the audit team showing that these payments reflected
chgible service dates and the mutually agreed upon rate.

1he balance of the Tilden spcci:ﬂ payments consists of: $274,088 as a one-ume payment for
start-up costs, interest on Starc-up costs, real estate taxes, and an audit recoupment offset:
and $161,498 as a onc-time payment for prior-year closeout costs. “These costs are typical
for Tier T1 shelters and are flucruaung or one-time costs that are not part of the initdal base
budget, but are subject to the appropriate approval process in accordance with our
established internal procedures.  DHS has conduocted rhﬂrl'm;_'__"l"l reviews to confirm the
validity of expenses incurred for Tilden Hall. This includes an audit conducted by DS

* When we add up the various components of the total amount of such payments, we arrive at an
amount of $953.683 and not §953,635 as referenced in the Draft Report.
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Audir Services covering the period November 2006 through June 2007, and an audit
conducted by A F. Paredes & Co. covering the penod July 2007 throngh June 2008,

DS strongly disagrees with the Draft Report’s unsupported assertgon that DEHS “inputted
duplicate client lodging dara and invented rates™ in order to generate the specal payments to
Tilden. (Draft Report, p. 13) Because Tilden Hall was awainng contract, the only payment
mechamsm with adequate internal controls ar that nme was the per deess billing system.  (See
DHS' response to Recommendation Nos. |4 peparding the 1ssue of contractung  for
emergency capacity)  The computer application for the per drem billing system could only
process payments by applying a per diesr rate against a hst of client care days. For necessary
special payments, the per diesr biling system did not have the flexibility of FMS, which allows
such payments to be made in a lump sum. Therefore, to make a special payment o Tilden
Hall, DHS calculated a temporary increase o the rate based on the dollar amount of the
special payment divided by the total number of care days. The client-lodging data (number
of care days) did not change and was not duplicared. Although there was a temporary change
to the rate to accomplish the payment, the Draft Report is misleading when it states that
rates were “invented.” This was strictly a technical exercise to ensure the accurate payment
of costs that were already approved according to established internal procedures. Tt should
be noted thar the per diess billing system was the only payment mechanism for non
contracted providers available prior to Ocrober 2008, Since then, all payments are made
through [ MS.*

Reenmmendadons 11, 12 and 13 arare that DHS should:

1. Conduct unannounced penodic site mnspections and reviews with clients and
!\I:ll-{.

[2. Rouunely check whether faalities have open HPD violations and ensure that
providers rectify open violations in a timely manner.

13. Cease placing clients in facilines with hazardous and unsanitary conditions.

Summary of Response

DHS disagrees with the findings on which these Recommendatons are based. However,
with respect to Recommendanon No. 11, DHS believes that, as a matter of pood policy,
unannounced periodic site inspections and reviews with clients and shelter staff would be a
useful addition 1o its existing mnspecton protocols and will develop and implement a plan to
conduct unannounced penodic visits beginning i March 2010, DIS will not implement
Recommendation No. 12 because DHS' comprehensive inspection protocols are already
sutficient to identify health and safety violations in shelter common areas and in chents’
individual units. DS s already in full comphance with Recommendation No. 13, and

S As described m DHS' response ro Recommendauon Nos. 1-4, IDHS began processing paymenis
through FMS i October 2008, 1n May 2009, DHS also bifurcared the care day reconcilianon
process and the accounts payahle functions for all of its contracted and non contracted facilities,
i:ll'ludlﬂg 1her 11 shelters.
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disagrees with the false premise that DHS ever had a pracuce of placing clients i tiaeilities
with hazardous and unsanitary condiuons.

DHS’ Inspection Protocols
DHS current  inspection  protocols  tegarding  pon contravied  sheher  tacibues are

comprehensive and include:

e TInitial FMD Inspections: Jhe Agency's acility Maintenance and Devclopment
Division (“FMIDY") inspects all new shelrer faciliies, including individual units, prior
to occupancy.  JI FMD determines that repairs must be made or conditions
remedied, clicat occupancy does nat nccur undl snch correcive action s taken.

e RSRI's. FMD conducts bi-annual routine site review inspections, or “RSRI’:.” of
all contracted and non-contracted faclives except for Clusters (see “FMD Clusrer
Inspecaons™ below). FMD siaff mspects the interior and exterior of each tacihry,
including all cotnmon arcas and each individual untr. FMD nses a multrpage torm
(18-19 pages) requiring answers to 346 questons which {dl into dhree main
categories: (1) cleanliness (to see if the facility 15 free of durt, debris, warks and
stains): (2) mitegrity (identifies broken or worn items throughout the faciliry such as
water faucets, window screens and guards, hght switches and fixwress; and (3)
management (review of adounistradve logs and records that inelude fire drills, facility
violations, nspections required by the FDNY, Department of Buildings, New York
State and other oversight agencies).  FMD caleulates a score for the facility based
upon an analysis of the 346 quesoons each of which is ranked into one of five scores
(excellent, good, satisfactory, needs improvement and less than sausfactory) and info
one of three groups (cleanliness, infegriry and management). The RSR1 also includes
written commentary where necessary o claborate upon tonditions {in specific
common zreas and individual units and concerning specific fixrures and the like) and
discussion of the exit interview between FMD staft and the provider. Within 30
days of receipt of the RSRI, the provider must submit a correcnive acton plan (o
FMD for its review and approval, detailing a proposed corrective action for all jtems
rated less than sansfac roOry.

¢  FMD Cluster Inspections: FMD inspects each Cluster unit prior ro the unit being
added to the shelter pordolio to ensure the unit is in adequate condition, safe, and
free of any hazardous condiuons.  1f repairs must be made, the unir is aot bronght
on line undl after correctve action has been taken. FMD also inspects each Cluster
unit at least once a year after it has been brought on line for client occupancy.

¢ Hecalth and Safety Unit Inspections: Shelter staff at each contracted and non-
contracted facility, including hotels and each building within a partcular Cluster, are
requited to conduct bi-weekly health and safety inspections of each family umit,
document their findings on a form, place the document in the chent’s case record,
and ensure that all repairs requiring action by the landlord are made. Shelter staff s
also required to conduct weekly health and safety inspections of all units occupied by
clients who have an apen ACS case, have a child under 6 months old or are long-
rerm stayers,
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Moanitoring Tool for Hotels:  Tn the sammer of 2009, DHS developed and
implemented a bi-monthly and annnal Monitoring Tool for all hotels for fanulies
with children pursuant to which Agency statl monitors and evaluates each shelier's
performance 1 key arcas. The bi-monthly Monmronng Tool includes (1) un
apartment fitness report, (2) a housing placemenr rarger review (see response to
Recommendation No. 14), and (3) verification ol unit occupancy (sce response to
Recommendaton No. 55 The program analyse prepases the monthly fitess report
based upen his or her inspection of 10 percent or at least en of the individual units
in cach hotel facilicy, whichever number is greater, and evaluates housekeeping and
safery factors in cach uvnit. In additon o andomly selected units, the analvst must
focus on ACS cases, chents who have been residing in shelter for more than nine
months, recent entrants and Advantage-certified families. The analyst completes a
form raung and commentiog upon the condition of 23 items of cach selected nni
(including window guards, smoke detectors, childproof outlets, crib salery, door
locks, vernun, cte.) and noting what corrective acrion, 1f any, is required with respect
to cach item. The provider must submit a corrective acoon responsce to the program
analyst within two weeks of he date the Mopitoring Tool was conducred. The
analyst must re-inspect any unils deemed unsuitable after a prior Bi-Monthly
Monitoring Tool Review.

Monitoring Tool for Other Non-Contracted Fucilities Including Clusters: I
the summer of 2009, DHS commenced uulizaton of the annual Tier [l Monitoring
Tool for all non-conrracted Clusters. This comprehensive Monitoring Tool includes
the apartment fitness report and reviews/reports docomeniang clister performance

il] I'I'It‘t‘ii]]z_" I‘.l:'ll"f‘!ﬂl‘ﬂl‘ t:lr_gcts.

Quarterly Cluster Unit Inspections: Commencing in the sumumer of 2009, DHS
program statt commenced quarterly mspecuons of every single unit 1 a Cluster for
health and safety purposes and to determine whether the unit was acrually occupied
by a family. Program staff documents its findings on a form and indicates all icems
requiring repatr.  The provider is required to submit a corrective action plan within
rwo weeks of its receipt of these findings.

Other DHS Visits to Facilities: In addigon to formal mspectons and monitoring

of contracted and non-contracted facilities (as detailed above), DHS program statl

vistt sheliers for ather purposes, such as meetings with mdividual clients and their

case workers conceming client-specific ssues, training of shelter staff and facility-
related issues,

Responsc to Specific Findings

Based on the auditors’ physical inspection of two non-contracted sites -~ 20 unirs in the
Aladdin Hotel and 36 units in the P‘i]grim,-'lmlm Cluster (now known as the Teahn Clusrer
— the Draft Report .‘;]' ibally concludes that “DHS failed to adequately monitos |_11‘c'l\"1t.1t'l':~ to
ensure that they housed clients in safe and sanitary conditons.” (Draft Report, p. 13) An
accurate evaluation of the Agency’s portfolio of non-contracted facilities cannot be made on
the basis of a one-time inspection ot some of the units in two shelter sites. Nor 1s 1t an
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appropriate basis for a fOnding that DHS places chients in “faclines with vnsafe and
hazardous conditions™ or a recommmendation that DHS “cease™ Jdon g so. (I pp. 13-14)

DHS also disagrees with the Campuaoller’s finding that the Agency failed 1o address whar
the auditors deemed as “hazardous and unsanitary conditons™ at these two sites, (I4) In
response o the Comptroller’s July 2009 letters concerning the conditons his audirors
observed at the Aladdin and the Cluster, Commuissioner Hess responded thar whie all 1tems
noted by the Comptroller had been addressed, the Commussioner ok issue with the
additors” mischaracterization of conditions as “potennally hazardous™ in the units they had
visited. (See Commissinner Hess' July 30, 2009 fetters o Comptroller Thompson, pp. 1-2
anncxed as Appendix IT ta the Draft Report), 1t should also be noted that prior to the
Comprurolier's registranon of the leahn Clustes conmact on July 8, 2009, the Compuroller’s
Ottice required, and the provider turnished, a plan for remediation of all outstanding
budding violations.  Thr rugh Its Own INSPeCcuon pProfoc sls, and assisted by Cirty agencies
charged with enforcing the Ciry’s building codes, IDHS ensures a safe physical environment
tor all clients m shelter.

Rcecommendation Nos. 14 and 15 state that DHS shoold:

14 Work with providers thar consistently fail o meet placement fargets 1o hnprove dieir
performance.

15 Cease placing clients with providers that do nor transinon chenes o permancne
housing m a umely manner.

Summary of Response
DHS s already in full complance with Recommendaton No. 14, DHS disagrees with

Recommendation No. 15, While the umehness of client move-outs is an important factor in
evaluating sheler providess’ overall perfarmance, 1t is not the sole determinanve tactor of
the qualty of providers’ services. IDHS recognizes that factors beyond the provider’s control
may affect the dmehness of client move-outs such as individual chents’ compliance with
clienr responsibility rules o, among other rthings, seek and accept suitable housing, pet a job
or apply tor financial benefits. The Agency also has learned from many years of experience
that the most cffective way to achieve results is for DHS to work in partnership with 1ts
providers toward common goals.  All in all, the DHS/provider partnership has led to
outstanding results. Notwithstanding the nationwide recession and the 64 percent increase
in famibies applying for shelter in November 2009 as compared w November 2007, DHS
moved 7’,()'-)3 families with children, totaling 23,079 individuals, inta permanent housing
from January through November of 2009,

Performance Monitoring and Evaluation
DHS uses vaded strategies to monttor and  evaluate contracred  and non-contracted
providers’ performance on an ongoing basis.

e Performance Investment Program (PIP): Tiret rolled out m July 2003, DHS
Performance Investment Program, or PIP, is designed to reward providers that
successfully and efficiently place famulies into permanent housing and reduce clients’
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length of stay in shelrer. PIP direcdy links shelter faciity perfonmance with the
pavient for provision of shelter services. In FY 04 through FY 08 DIIS increased
or decreased the ongmal daily rate by up to 10 percent for the provider hased on rhe
provider’s performance.  DHS ensured the suceess of PIP through bi monthly
workgroup mectings with providers, considerauon of provider ft(i“hlkl\ and daca
sharing with providers regarding their progress in achieving permanency for clients.

¢  Graduarced Payment System (GPS): In Januvary 2010, DHS conmenced as a State-
approved, one-vear demonstraton project, a new rennbursement system for borth its
contracted and non-contracted providers of shelier for families with children (except
for hotels: ree “Rapid Re-Housing Ininanve” below). The goals of GPS inchude cost
cificiency, shortened length of shelter stay, and preservation of shelter capaciry.
Remmbursemenr under GPS s calculared at a per diesz rate plus 10 percent tor the first
180 days of shelter and the rate minus 20 percent beginning the 1817 day of the
shelter stay. In no event will reimbursements exceed actual expenditures. Providers
will recerve chent specitic reports within 15 business days of the end of the month
indicating the posidve or negative wnpact of clients’ length of stay on the sheleer per
dremt tate for cach famuly. These reports will be monnored by borh DHS and its
oversight agency, the NYS Office of T emporary and Disabiliry Assistance.

e Rapid Re-Housing Initiative (Homebase in Horels): Beginning n March 2010,
DHS will implement 2 Rapid Re-Housing Ininanve in hoteds that shelter homeless
families with children. Through irs existing Homebase preventive service providers,
DHS will work with these sites to signiticantly increase housing placements. This
mitiative will be based on a 100% performance-based model.

¢ Monitoring Tool: As noted in response to Recommendarion Nos. 5, 11,12 and 13,
in summer of 2009, DHS implemented a monitoring and evaluagon process
(*Monitoring T'ool”) with respect to non-contracted providers of shelter for famulies
with children, which 15 very similar to the Monitoring Tool i atilizes for contracted
facilities. The annual Monitoring T ool used for non-contracted Tier L-like facilities
as well as Clusters includes moniroring and evaluating each shelter in discrete arcas
mcluding (1) a housing placement target review in which DS reviews rhe shelrer’s
monthly placement targers and the actal monthly placements to ensure that the
provider 1s meeting the goal of pl.t(m}‘ families back to the community; for providers
thar are not meeting thetr targets, an improvement plan must be developed: (2) food
services; (3) security plans; and (4) compliance with FMLD RSRIs and prior
Monitoring Tools.

» Mulu-Purpose Site Visits, Meetings and Trainings: DHS always has meetings
with 1es providers on site and at DHS headquarters for a variety of purposes -
meenngs with specific clients and shelter staff, on-site training, meetings about

' In January 2009, aversight of sheltegs for adult fanulies was transferred from DHS' Family Services
division to its Adult Serwices division. Adult Services currendy uses a different shelter monitoning
imstrument to document, monitor and evaluate on a biannual basis the performance of hotels for
adult families in meetung their placement targets.
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tacthity 1ssues — to assist providers in mecung placement rargets and improving,
averall performance.

Conclusion

DHS thanks the Comprroller’s andit staff members for their efforts in performing his
review.,  We look forward to working with the Comprroller’s Office in procuring the
necessary additional capacity for the shelter system 1o meet demand as expeditously as

pe 1_\'5.1\ }k‘.
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