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To the Citizens of the City of New York

Ladies and Gentlemen:

In accordance with the responsibilities of the Comptroller contained in Chapter 5, §93, of the New
York City Charter, my office has audited Basic Housing, Inc. (Basic Housing), to review its
compliance with the key financial and programmatic provisions of its contract with the Department
of Homeless Services (DHS) to provide services to clients.

In 2004, Basic Housing entered into a four-year, 11-month contract with DHS to provide 143
families with transitional housing and social services, such as arranging for childcare services,
assistance in the search for permanent housing and employment, and health screening. In January 1,
2007, the contract was amended to provide only social services to an additional 178 families. Audits
such as this provide a means of ensuring that City contracts are properly managed and that providers
effectively comply with the terms of their contracts.

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

I trust that this report contains information that is of interest to you. 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.

Very truly yours,
(/JJL Q v jk
William C. Thompson, Jr.

WCT/ec

Report: ME09-088A
Filed: July 17,2009
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Office of the Comptroller
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Audit Report on the Contract of
Basic Housing, Inc., with the Department of
Homeless Services to Provide Shelter and
Support Services

MEQ9-088A

AUDIT REPORT IN BRIEF

The audit determined whether Basic Housing, Inc. (Basic Housing), complied with the
key financial and programmatic provisions of its contract with the Department of Homeless
Services (DHS) to provide services to homeless clients. DHS is responsible for providing
emergency shelter and social services to homeless families and individuals in New York City.
DHS provides services through 11 City-run and 205 privately-run shelters, consisting of 49 adult
and 167 family facilities.

DHS refers clients to shelters such as Basic Housing, a non-profit organization that runs
shelters for homeless families in Manhattan, the Bronx, and Brooklyn (Basic Housing is an
affiliate of Basics, Inc.). In 2004, DHS issued a four-year, 11-month contract to Basic Housing
to provide 143 families with transitional housing and social services, such as arranging for
childcare services, assistance in the search for permanent housing and employment, and health
screening. On January 1, 2007, the contract was amended to provide only social services to an
additional 178 families located in the Bronx and Manhattan, increasing the total contract amount
to $26,410,637. On September 5, 2008, the contract was amended again to increase by
$21,830,253 for a new total of $48,240,890 to expire on June 30, 2009. With this amendment,
Basic Housing would pay the rent and provide shelter services for up to an additional 500
homeless families.

DHS paid Basic Housing $7,224,802 in Fiscal Year 2008, as recorded in the City’s
Financial Management System (FMS).

Audit Findings and Conclusions

Basic Housing did not adequately comply with certain administrative and financial
provisions of its contract with DHS to provide services to the homeless. We found significant
noncompliance issues with Basic Housing concerning the funds it received from DHS, such as
noncompliance with documentation requirements, insufficient evidence that all funds received
were used appropriately, and inadequate accounting practices. As a result, $1.19 million (31%)
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of the $3.86 million we reviewed represents overpayments and unsupported costs that should be
recouped. The City would be entitled to 39 percent of the recoupment, or $463,721. The audit
identified an additional $78,752 in unallocated costs for which a portion should be recouped.
Also, there were questionable transfers of almost $1.3 million from Basic Housing to Basics,
Inc., that DHS should reconcile or, if unreconcilable, recover.

Basic Housing also did not consistently provide required social services to clients.
Consequently, some clients were compromised in their efforts to obtain permanent housing and
become self-sufficient.

Basic Housing has established an accounting system to record its transactions and a
client-tracking system to track client services. Basic Housing has also developed a
comprehensive set of procedures for providing social services, which enables it to help families
obtain permanent housing.

Audit Recommendations

To address these issues, the audit recommends, among other things, that Basic Housing:
e Obtain and maintain the required documentation as per the contract.

e Reexamine its Fiscal Year 2008 close-out request and identify and remove any
expenses not related to the contract in order to accurately report all expenses incurred
under the contract. Ensure that future close-out requests include only those expenses
incurred in relation to the service of the contract.

e Ensure that clients’ files contain documentation and evidence of the provision of all
required assistance to clients to address their needs.

To address these issues, the audit also recommends, among other things, that DHS:

e Conduct a periodic examination of Basic Housing books and accounting records to
ensure that all funds are exclusively used for Basic Housing’s contract operations and
ensure that Basic Housing develops appropriate cost-allocation plans relative to its
affiliate and to other vendors or programs served by Basic Housing.

e Recover the $1.19 million in overpayments and unsupported costs and the appropriate
portion of the $78,752 in unallocated costs.

e Require Basic Housing to provide a corrective action plan to correct the problems
noted in this audit.

Agency Response

In their responses, DHS officials agreed or partially agreed with 10 of the 12
recommendations addressed to them and disagreed with 2, and Basic Housing officials agreed or
partially agreed with 9 of the 11 recommendations addressed to them and disagreed with 2.
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INTRODUCTION

Background

The Department of Homeless Services (DHS) is responsible for providing emergency
shelter and social services to homeless families and individuals in New York City. The services
are designed to help homeless families and individuals gain self-sufficiency and move from
temporary to permanent housing. DHS provides services through 11 City-run and 205 privately-
run shelters, consisting of 49 adult and 167 family facilities. These homeless shelters also
provide a variety of services, including food, counseling, recreation, and childcare services.

DHS uses the Housing Emergency Referral Operation (HERO) system to refer clients to
shelter providers and uses the Client Tracking System (CTS) to track the shelter services
provided to these clients. CTS is used for storing and generating reports regarding client
information, such as placement history, personal data, and eligibility status. In addition, the
database contains information on the facilities” rosters and vacancies. CTS is updated in part
through HERO, which operates 24 hours a day, seven days a week.

DHS refers clients to shelters such as Basic Housing, Inc. (Basic Housing), a non-profit
organization that runs shelters for homeless families in Manhattan, the Bronx, and Brooklyn
(Basic Housing is an affiliate of Basics, Inc.). In 2004, DHS issued a four-year, 11-month
contract to Basic Housing to provide 143 families with transitional housing and social services,
such as arranging for childcare services, assistance in the search for permanent housing and
employment, and health screening, for a total amount of $24,469,427. This amount was
increased by $1,941,210, commencing January 1, 2007, to provide only social services to an
additional 178 families located in the Bronx and Manhattan. Unlike the 143 families mentioned
above who reside in eight buildings lodging only DHS clients, the additional 178 families live in
many buildings in which non-DHS clients also reside.

On September 5, 2008, the contract was amended to increase by $21,830,253 for a new
total of $48,240,890 to expire on June 30, 2009. With this amendment, Basic Housing would
pay the rent and provide shelter services for up to an additional 500 homeless families. The
funding allocation of the contract is 33 percent Federal, 28 percent State, and 39 percent City.
DHS agreed to pay the following rates:

e $97.52 per family, per day, for shelter and social services provided to 143 families
served under the initial contract;

o $31.20 per family, per day, for social services provided to the 178 families served
under the January 1, 2007 amendment; and

e $107.33 per family, per day, for rent and social services for 500 families served under
the September 5, 2008 amendment. (The 500 families include the 178 families
previously covered by the January 1, 2007 amendment.)

The rates covering shelter and/or social services are stipulated in the contracts and are
adjusted on an annual basis to reflect incentive payments and increases in the cost of operating
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the program. A DHS official informed us that the rates are negotiated between DHS and the
providers. The contract requires that Basic Housing maintain a minimum occupancy rate of 97
percent. Although paid throughout the year according to the number of care days provided,
Basic Housing is ultimately reimbursed under the contracts through year-end close-out requests
for its covered expenses rather than for the care days provided.

In the course of handling its responsibilities of providing shelter to homeless families,
Basic Housing uses several computer systems: the AWARDS system (implemented in August
2008) is used for case-management purposes to track client intake and discharge information; the
MAS 90 system is used to track and process financial information; and an Excel spreadsheet is
used for billing purposes.

Clients referred to Basic Housing by DHS go through two processes: intake and case
management. During the intake phase, the families’ biographical and medical information is
documented, required forms are completed, client needs are assessed, and shelter is provided.
During the case management phase, the caseworker schedules biweekly meetings with the family
to update the client’s Independent Living Plan (ILP) and helps the client, who would be living at
Basic Housing or in another shelter, find a permanent apartment. Clients need to show that they
have been working with a caseworker to search for an apartment.

DHS paid Basic Housing $7,224,802 in Fiscal Year 2008, as recorded in the City’s
Financial Management System (FMS).

Objective

To determine whether Basic Housing complied with the key programmatic and financial
provisions of its contract with DHS to provide services to clients.

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, 893,
of the New York City Charter.

The scope of this audit was Fiscal Year 2008 (July 1, 2007, to June 30, 2008).

To gain an understanding of the key financial and programmatic provisions of the
contract and the responsibilities of Basic Housing and DHS, and to determine whether Basic
Housing and DHS have adequate controls in place, we conducted walkthroughs and observations
of several Basic Housing units and interviewed DHS and Basic Housing officials and personnel
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involved with monitoring or administering the contracts. In addition, we interviewed DHS
officials responsible for processing payments to Basic Housing.

To gain an understanding of relevant policies, procedures, and regulations related to the
management of homeless shelters, we reviewed and used as criteria: Basic Housing’s DHS
contract, DHS procedures (including Client Responsibility and DHS Guidelines and Procedures
For Directly Operated Family and Adult Shelters), and Basic Housing procedures.

To determine whether payments made by DHS were received by Basic Housing and
deposited into an approved bank account, bank authorizations were examined. Furthermore, to
determine whether Basic Housing appropriately handled funds received from DHS, bank
statements and DHS payments were reconciled. To determine whether funds received from DHS
were used to purchase goods and services related to the operation of Basic Housing, we selected
the month of February and examined all transactions (disbursements, transfers, and deposits)
recorded on the bank statement. We analyzed and traced these transactions to verify the sources
of the funds and the purposes of the transfers and disbursements. To ensure that employees paid
from the February bank account were working for Basic Housing, we matched these employees
to the Fiscal Year 2008 employee list and to the life insurance premium payment list. In
February 2008, Basic Housing disbursed $813,885 (including $106,055 for personnel expenses)
and deposited $808,069 into its bank account.

To determine whether payments made by DHS to Basic Housing were appropriate and
properly reviewed and approved, we randomly selected five payments, valued at $1,431,719
(20%), of the 27 payments totaling $7,224,802 made by DHS to Basic Housing in Fiscal Year
2008. We reviewed the corresponding invoices, adjustments, and CTS printouts. Invoices
issued by Basic Housing were compared to payments made by DHS and discrepancies were
reconciled. To determine whether DHS paid Basic Housing for clients that it actually served, we
compared the care days of the sampled clients from the invoices to the care days shown on CTS
printouts. For these five invoices, we ascertained whether Basic Housing complied with the
minimum 97 percent occupancy rate required by the contract.

To determine whether Basic Housing complied with the documentation requirements of
the contract, we requested the compliance plan for the Americans with Disabilities Act, monthly
expenditure reports, the close-out statements for Fiscal Years 2007 and 2008, inventory records,
insurance policies, and the member list for the Board of Directors. We examined the liability
insurance policy to determine whether DHS was listed as an insured party and whether the
required documentation was provided to DHS. We further examined insurance premium
payments to determine whether Basic Housing maintained insurance coverage over the period of
the contract.

To further verify the validity of the expenses incurred by Basic Housing, we reconciled
the monthly expenditure reports for Fiscal Year 2008 to the close-out request. We judgmentally
selected four line items from the monthly expenditure reports and the close-out request and
examined the related supporting documentation (e.g., purchase orders, invoices). We also
compared the general ledger amounts for the sampled expenditure line items to the close-out
request and the supporting documentation. In addition, to ensure that Basic Housing issued

5 Office of New York City Comptroller William C. Thompson, Jr.




1099-MISC forms when required for income-tax purposes, we examined payments made to
1099-reportable entities that provided services to Basic Housing.

The contract required that Basic Housing hire formerly homeless clients as a condition of
the agreement. To verify whether Basic Housing complied with this provision, we obtained the
list of formerly homeless clients hired and their W-2 forms, and examined employee lists.

To determine whether DHS adequately monitored the contract provisions relating to
social services, we reviewed the two program monitoring reports that DHS prepared on Basic
Housing in Fiscal Year 2008. We also obtained a CTS listing of 665 clients served by Basic
Housing during Fiscal Year 2008 and randomly selected a sample of 32 clients. We examined
the 32 sampled clients’ case files to determine whether the caseworkers properly followed the
clients’ social-service plans and assisted the clients in reaching their goals of self-sufficiency in
accordance with the Client Responsibility procedures.

To determine whether DHS provided us with a complete and accurate listing of all clients
served by Basic Housing during the scope of our audit, we requested the record layout and the
programming codes that were used to extract data from CTS to produce the listing of these
clients. We also examined the consistency among several CTS client listings we received from
DHS. We compared these listings of clients for consistency of client information, such as intake
and exit dates, shelter information, and biographical data.

The results of the above tests, while not statistically projected to their respective
populations, provide a reasonable basis for us to assess the compliance of Basic Housing with the
terms of its contract with DHS.

In its response to the draft report, Basic Housing provided a box of documents in an
effort to support its position on a number of the financial concerns presented in the report. Based
on our review of these documents, we revised slightly some of the numbers presented in the final
report. These changes had no material impact on the audit’s findings or on the reported
questioned costs.

Discussion of Audit Results

The matters covered in this report were discussed with DHS and Basic Housing officials
during and at the conclusion of this audit. A preliminary draft report was sent to DHS officials
on April 23, 2009, and was discussed at an exit conference held on May 19, 2009. A draft report
was sent to DHS officials on June 10, 2009, with a request for comments. We received written
responses from DHS officials dated June 24, 2009, and June 25, 2009. Basic Housing’s response
was incorporated into the DHS responses. As noted above, Basic Housing also provided a box
of documents in an effort to support its position on a number of the financial concerns presented
in the report. The sheer volume of this documentation precluded us from attaching it to this
report.

In their responses, DHS officials agreed or partially agreed with 10 of the 12
recommendations addressed to them and disagreed with the remaining 2 recommendations, and
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Basic Housing officials agreed or partially agreed with 9 of the 11 recommendations addressed
to them and disagreed with the remaining 2 recommendations.

One issue in the report that impacts many of the findings relating to DHS’s oversight of
the financial practices of Basic Housing is the manner in which DHS reimbursed the provider.
As previously stated, in 2004, DHS issued a four-year, 11-month contract to Basic Housing to
provide 143 families with transitional housing and social services for a total amount of
$24,469,427. Commencing January 1, 2007, a contract amendment increased this amount by
$1,941,210 to provide social services only to an additional 178 families. Unlike the 143 families
who reside in eight buildings lodging only DHS clients, the additional 178 families live in many
buildings in which non-DHS clients also reside.

During Fiscal Year 2008, DHS reimbursed Basic Housing for the 143 units for homeless
clients based on expenses incurred by Basic Housing within approved budgeted amounts.
However, DHS incorrectly reimbursed Basic Housing for the social services it provided for the
additional 178 families at a set daily rate, based on the number of care days provided, without
regard to whether the expenses incurred by Basic Housing for these families were at least equal
to the amount received from DHS. Reimbursing one provider in two different ways created a
myriad of financial oversight problems for DHS. By paying Basic Housing for the shelter and
services it provided to 143 homeless families based on related expenses, it was necessary for
Basic Housing’s records to clearly show that those expenses did not also include expenses it
incurred in providing services to the 178 families, for which it was to be reimbursed based on
care days. Without clear supporting documentation, DHS could easily pay twice for the same
expenses.

That DHS decided to follow this approach in reimbursing Basic Housing for the 178
families (based upon a set daily rate only rather than also confirming that the payments were at
least equal to costs incurred) is puzzling since there is nothing in the January 1, 2007 contract
amendment that alters the method of reimbursement from that in the original contract. In fact,
the amendment states that “except as modified herein all of the terms, conditions and covenants
of the [original] Agreement shall remain in full force and effect.” It is difficult to understand
how DHS interpreted the original contract and the contract amendment to arrive at a conclusion
that two entirely different reimbursement methods should be used for the two programs in Fiscal
Year 2008. It is also difficult to understand its Fiscal Year 2008 decision in light of the fact that
for Fiscal Year 2007, DHS reimbursed Basic Housing for both groups based on incurred
expenses and not on care days.

A significant portion of DHS’s response argues that monies paid to Basic Housing for the
social services provided to the additional 178 families was a “fee for service” arrangement and
not based on actual expenses incurred. This position is troubling to us. As stated above, there is
no language in the contract amendment that indicates that the method of reimbursement was
changed for the services provided to the additional 178 families. Furthermore, DHS’s response
suggests that it is irrelevant whether Basic Housing is reimbursed for expenses that were actually
incurred. This stance conflicts with the contract, which states that “the Contractor [i.e., Basic
Housing] shall make no expenditures with funds provided under this Agreement except those
properly incurred pursuant to and during the performance period of this Agreement.”
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Accordingly, while Basic Housing should be reimbursed for any allowable expenses it incurred
in carrying out its contractual duties, there is no warrant for paying City funds to Basic Housing
to be used at its discretion in excess of whatever expenses it incurred in fulfilling the contract.
Therefore, we wholeheartedly reject DHS’s argument and urge the agency to properly safeguard
the City funds entrusted to it by ensuring that all funds paid to Basic Housing through this
contract are actually used in carrying out the contract’s provisions.

The full text of the DHS and Basic Housing response is included as an addendum to this
report.

8 Office of New York City Comptroller William C. Thompson, Jr.




FINDINGS AND RECOMMENDATIONS

Our audit disclosed that Basic Housing did not adequately comply with certain
administrative and financial provisions of its contract with DHS to provide services to the
homeless. We found significant noncompliance issues with Basic Housing concerning the funds
it received from DHS, such as noncompliance with documentation requirements, insufficient
evidence that all funds received were used appropriately, and inadequate accounting practices.
As a result, $1.19 million (31%) of the $3.86 million we reviewed represents overpayments and
unsupported costs that should be recouped. The City would be entitled to 39 percent of the
recoupment, or $463,721. The audit identified an additional $78,752 in unallocated costs for
which a portion should be recouped. A breakdown of these costs is shown in Table I.

Table |
Summary of Unsupported and Unallocated Costs
Unsupported

Amount Costs or Unallocated

Category Audited Overpayments Costs
February 2008 Expenditure Analysis $ 255,042 $5114 $ 78,752
Four Expenditure Line Item Analysis $2,871,191 $ 452,933 $0
Payments Received from Another Provider $ 730,981 $ 730,981 $0
Totals $ 3,857,214 $1,189,028 $ 78,752
30.83% 2.04%

In addition, there were questionable transfers of almost $1.3 million from Basic Housing
to Basics, Inc., that DHS should reconcile or, if unreconcilable, recover.

Basic Housing also did not consistently provide required social services to clients.
Consequently, some clients were compromised in their efforts to obtain permanent housing and
become self-sufficient.

Basic Housing has established an accounting system to record its transactions and a
client-tracking system to track client services. Basic Housing has also developed a
comprehensive set of procedures for providing social services, which if consistently followed
would better enable it to help families obtain permanent housing.

Inadequate Compliance with Administrative and
Financial Provisions of the Contract

Noncompliance with Documentation Requirements

The contract requires that Basic Housing render all services in compliance with local
laws, rules and regulations, and retain all records and documentation relevant to the contract.
However, we found that Basic Housing did not maintain all of the required documentation or
provide DHS with all required documents as per the contract provisions.
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According to the contract, Basic Housing is required to obtain and maintain commercial
general-liability insurance coverage, worker compensation insurance coverage, fidelity bond
coverage, and bank authorizations. In addition, Basic Housing is required to maintain inventory
records on all furnishings and equipment and provide DHS with annual inventory
documentation.

Basic Housing did not have fidelity bond coverage, as required. Fidelity bonds protect
DHS and Basic Housing in the event of losses through any fraudulent or dishonest act
perpetrated by a bonded employee. Basic Housing officials contended that none of their
employees’ activities require the purchase of fidelity bond coverage since most DHS payments
to Basic Housing are in the form of wire transfers. However, Basic Housing’s accounts-
receivable clerk handled cash, and the Chief Financial Officer handled and disbursed funds on a
daily basis. Therefore, bond coverage was required.

Basic Housing did not provide valid bank authorization forms for the three banks where
the funds received from DHS were deposited. The contract requires Basic Housing to deposit
funds in DHS-approved bank accounts only and to provide DHS with authorization to those
accounts. We identified three bank accounts, but Basic Housing delivered only two bank
authorizations, which were not signed by authorized bank representatives and did not include
language required by the contract. We also found that Basic Housing did not, as required by the
contract, provide DHS with the names and titles of its key employees, a list of the members of its
Board of Directors, or the ADA compliance plan. In addition, although Basic Housing
maintained an ADA compliance plan, the plan was not consistent with the contract in that it did
not describe its activities as required.

Finally, Basic Housing also did not maintain inventory records on all furnishings and
equipment and did not provide DHS with annual inventory documentation, as required. It took
Basic Housing one month to provide us with a current inventory list of furnishings or any
inventory list of computer equipment.

Recommendations
Basic Housing should:
1. Obtain and maintain the required documentation as per the contract, including:
o Fidelity bond coverage for all employees who are authorized to receive, handle or
disburse the funds received under the contract.

e Valid bank authorization forms from all banks used to deposit DHS funds.
e Current inventory records for all furnishings and equipment

Basic Housing Response: “Basic Housing intends to obtain Fidelity bond coverage for
all employees who are authorized to receive, handle or disburse funds received under the
contract.
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“Basic Housing has obtained valid bank authorization forms from all banks used to
deposit DHS funds.

“Basic Housing has current inventory records for all furnishings and equipment and will
present them to DHS annually.”

DHS should:
2. Ensure that Basic Housing provides all required documentation.

DHS Response: “DHS (or the *Agency’) is developing an Annual Contractor Checklist,
effective FY 10, to ensure that all of its shelter providers, including Basic Housing, Inc.
(‘Basic’) provides all required documentation as per the contract between Basic and
DHS.”

Noncompliance with Hiring Commitment for Homeless Clients

According to its contract with DHS, Basic Housing is required to hire at least one
homeless client or formerly homeless person for each $250,000 in contract value in a fiscal year.
Based on the contract amount of $5,897,378 for Fiscal Year 2008, Basic Housing should have
had 23 formerly homeless persons on its payroll.

However, Basic Housing provided a list of only 12 formerly homeless persons it had
employed since the inception of the contract in 2004. We reviewed W-2 forms and information
on hirings and terminations and found the following:

Nine of the 12 formerly homeless employees were hired before the contract started.
None were hired during Fiscal Years 2005 and 2006.
One was hired in Fiscal Year 2007 and two were hired in Fiscal Year 2008.

Only four out of the twelve employees were still employed by Basic Housing as of
June 30, 2008.

According to the contract, Basic Housing was required to hire the number of employees
agreed upon within 90 days of the inception of the contract. Its failure to do so is “considered as
a material breach of the terms” of the contract. Although Basic Housing officials stated that it
would be difficult to comply with this requirement, they did not request an exemption from, or a
modification of, this contract provision.

The lack of adequate oversight from DHS allowed Basic Housing to continue operating
and receiving City funds for more than four years even though it was not complying with a major
provision of the contract, which is intended to increase the employment opportunities of formerly
homeless clients and help them to achieve self-sufficiency.
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Recommendations
Basic Housing should:

3. Comply with the hiring-commitment provision of the contract to ensure that formerly
homeless clients are given opportunity for employment

Basic Housing Response: “Basic Housing intends to use its best efforts to comply with
the hiring-commitment provision of the contract to ensure that formerly homeless clients
are given opportunity for employment. If it becomes not possible to meet the goal totally,
Basic Housing will ask for a partial waiver.”

DHS should:

4. Ensure that Basic Housing complies with the hiring-commitment provisions of the
contract.

DHS Response: “DHS is developing an Annual Contractor Checklist, effective FY 10, to
ensure that Basic provides all documentation, including proof of compliance with the
hiring commitment provision, as per the Contract.”

Insufficient Evidence that All Funds Received from
DHS Were Used In Accordance with Contract

According to the contract, Basic Housing “shall make no expenditures with funds
provided under this Agreement except those properly incurred pursuant to and during the
performance period of this Agreement.”

However, our analysis of Basic Housing’s monthly expenditure reports, bank statements,
and the Fiscal Year 2008 close-out request, disclosed that Basic Housing had insufficient
documentation to support the use of some of the funds received from the City to purchase goods
and services related to its contractual obligations. Funds were transferred to bank accounts of the
affiliate (Basics, Inc.) and expenditures related to Basics, Inc., were paid from Basic Housing’s
bank accounts. DHS paid Basic Housing twice for the same services the shelter provided to
another provider’s clients. As a result, our analysis identified almost $1.3 million in questioned
costs: $1.19 million related to unsupported costs and overpayments that should be recouped, and
$78,752 related to unallocated costs for which a portion should be recouped.

Funds Not Exclusively Used for Expenses Related to the Program

Our review of the accounting records revealed that Basic Housing paid for expenses
totaling $458,047 that were not related to its operation or were unsupported.
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Our examination of canceled checks and invoices related to February 2008
disbursements® found that there were 59 other-than-personal-service disbursements, amounting
to $510,042, from Basic Housing’s operating bank accounts during that month. Fifty-one
disbursements, totaling $255,042, were checks paid to vendors. (The remaining 8 disbursements
were transfers to the affiliate’s bank accounts.) Of the 51 disbursements, 10 (totaling $5,114)
were for expenses not related to the operation of Basic Housing. Some of these expenditures had
been billed to the affiliate, such as a Verizon bill of $429 for telephone lines not used by Basic
Housing and health insurance totaling $1,268 for two employees not with Basic Housing. In
addition, there was $78,752 in expenditures that were not properly allocated between Basic
Housing and the affiliate.

Basic Housing is required to prepare a final close-out request at the end of each fiscal
year reflecting the actual expenditures incurred pursuant to the performance of the contract. To
verify that expenses reported to DHS on the close-out request were exclusively related to Basic
Housing operations, we selected from the statement four lines of expenditures with a total
amount of $2,871,191: professional services, maintenance and repair, office equipment, and rent.
We reviewed the invoices and supporting documentation and found that Basic Housing reported
expenses totaling $452,933 for which there was inadequate supporting documentation. Of this
amount, $360,427 had no evidence to support it. The remaining $92,506 was for expenses that
were not related to its operation, but rather had been incurred by its affiliate. See Table I,
below, for a breakdown of our analysis of sampled expenditures for Fiscal Year 2008.

Table 11
Analysis of Sampled Fiscal Year 2008 Expenditures
Amounts to
Amounts Be Allocated
Expenditures | Amounts | Not Related between
Reported by with No to Basic Total Basic
Basic Supporting | Housing Amounts Housing and
Housing Evidence | Operations | Unsupported | Basics, Inc.
Category A B C D (B+C) E
February 2008 $255,042 $0 $5,114 $5,114 $78,752
Professional 162,170* 39,592 54,078 93,670 0
Services
Four Maintenance/ 153,683* 1,924 21,646 23,570 0
E?<pend|ture Repair
Line Items  "Sefice Equipment 189,927* 88,712 16,782 105,494 0
Rent 2,365,411* 230,199 0 230,199 0
Subtotal $2,871,191 $360,427 $92,506 $452,933 $0
Grand Total $3,126,233 $360,427 $97,620 $458,047 $78,752

*as per Basic Housing’s Fiscal Year 2008 close-out request

! Disbursements related to the four expenditure line items selected for our other tests (professional services,
maintenance/repair, office equipment and rent) were excluded from this review.
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As shown in Table I, for the four expenditure lines we reviewed, Basic Housing used a
total of $92,506 from the funds allocated to the contract to pay for services incurred by the
affiliate. For example, under the professional services category, journal entries indicate that
$38,909 was paid for legal expenses for its affiliate and $100 was mistakenly paid to an
employee as a professional-service cost.

This lack of control by Basic Housing over the allocation of costs to the contract was
compounded by the lack of proper monitoring by DHS. To minimize the risk that funds
provided by the contract will be misused, DHS must more closely review the allocation of
expenditures reported on the close-out request.

DHS Paid Twice for Social Services That
Basic Housing Provided for Pilgrim Realty

Based on Basic Housing’s bank and accounting records, Basic Housing received funds
totaling $730,981 from Pilgrim Realty® to provide social services to some of Pilgrim’s clients
and did not account for these funds in its close-out request to DHS. We were unable to
determine with accuracy the expenses incurred by Pilgrim’s clients since Basic Housing did not
clearly allocate the costs.

According to DHS officials, to effectively serve the homeless population, Pilgrim
referred some of its clients to Basic Housing for social services only. For all other clients for
whom Basic Housing provided social services, DHS paid Basic Housing directly through the
contract. However, for the Pilgrim clients referred to Basic Housing, DHS paid Pilgrim, and
Pilgrim in turn paid Basic Housing $31.94 per day to provide social services. DHS was aware of
Basic Housing’s arrangement with Pilgrim in that it included Pilgrim’s clients in a CTS listing of
clients served by Basic Housing. To properly account for the funds it received, Basic Housing
should have allocated costs for the services it provided under the contract and the costs for the
services it furnished to other providers.

However, this was not done. Based on our review of the year-end close-out request,
Basic Housing sought reimbursement for all of its expenses, including those related to providing
services to Pilgrim clients, through the contract. For example, we found $8,933 in security
services provided in February 2008 that should have been allocated to Pilgrim’s clients. Basic
Housing officials admitted that they did not allocate costs between Basic Housing’s own clients
and Pilgrim’s clients and stated that they intend to implement a cost-allocation plan in the future.
Accordingly, DHS should reduce its reimbursement to Basic Housing by $730,981 that covers
the expenses DHS paid to Basic Housing under the contract but which were actually incurred
through the provision of social services to Pilgrim’s clients.

After we brought this matter to the attention of DHS officials, they began to directly refer
these Pilgrim clients to Basic Housing.

2 Pilgrim Realty had an arrangement with DHS to provide shelter and social services to homeless clients.
Pilgrim paid Basic Housing to provide social services to some of these clients. (As of December 2008,
DHS referred those clients directly to Basic Housing to provide social services and to pay for their shelter.)
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Inadequate Support for Funds Transferred to Affiliate

Our review of the transactions in Basic Housing bank accounts revealed a substantial
mismanagement of funds allocated to the contract. In many instances, Basic Housing transferred
funds into and out of its affiliate’s bank accounts without any justification for the use of the
funds. Consequently, a portion of City funds provided to Basic Housing under the contract may
have been used by the affiliate for its operation.

Basic Housing transferred $970,000 into its affiliate’s bank accounts and transferred out
of its affiliate’s bank accounts $285,000 in Fiscal Year 2008. Consequently, Basic Housing
transferred a net amount of $685,000 to its affiliate’s bank account without adequate supporting
documentation. We, therefore, reviewed the Fiscal Year 2008 financial records report to
determine whether any liability was recorded in relation to the transactions between Basic
Housing and its affiliate and found that Basics, Inc., owed Basic Housing a net total of
$1,266,221 as of June 30, 2008 (which represents $1,948,288 “due from Basics Inc.” and
$682,067 “due to Basics Inc.”).

Because of DHS’s lack of oversight of the management of the funds provided through the
contract, Basic Housing was able to forward funds from the bank account containing DHS funds
to its affiliate with inadequate supporting documentation or explanation. By not systematically
examining Basic Housing bank transactions and related invoices, DHS allowed Basic Housing to
transfer City funds to Basics, Inc., without proper supporting documentation.

To minimize this risk, DHS needs to improve its monitoring to include a periodic
examination of bank transactions and expenditures. According to DHS officials, a CPA firm is
currently reviewing Basic Housing’s Fiscal Year 2007 financial records for DHS.

Recommendations
Basic Housing should:

5. Implement an adequate cost-allocation plan to properly report expenses related to its
affiliate as well as those related to services it provides to other vendors or programs.

Basic Housing Response: “Basic Housing intends to implement an adequate cost-
allocation plan to properly report expenses related to its affiliate as well as those related
to services it provides to other vendors or programs. The plan will clearly explain the
methodology used to allocate these expenses.”

6. Reexamine its Fiscal Year 2008 close-out request and identify and remove any
expenses not related to the contract in order to accurately report all expenses incurred
under the contract. Ensure that future close-out requests include only those expenses
incurred in relation to the service of the contract.

Basic Housing Response: Basic Housing partially agreed with this recommendation but
stated: “Basic Housing believes that all expenses approved by DHS in its Fiscal Year
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2008 closeout were related to the contract and are reported accurately. DHS has given us
the final closeout, and Basic Housing is in agreement with it. Cluster | was an expense
line budget contract. Cluster Il was fee for service, and Pilgrim was a fee for service
arrangement between Basic Housing and Pilgrim. The Fiscal Year 2008 expense closeout
was for the Cluster | contract. Basic Housing will ensure that future close-out requests
include only those expenses that were incurred in relation to the service of the contract.”

Auditor Comment: The initial contract to provide shelter and social services for 143
families (Cluster 1) was amended to also provide social services to an additional 178
clients (Cluster 11). The amendment specified that “except as modified herein all of the
terms, conditions and covenants of the Agreement shall remain in full force and effect.”
The initial contract stated that “the Contractor shall make no expenditures with funds
provided under this Agreement except those properly incurred pursuant to and during the
performance period of this Agreement.” Therefore, any expenditures incurred by Basic
Housing for its Cluster | and Cluster Il clients should be included in its close-out requests
for DHS to verify that they are related to the agreement. In addition, although Basic
Housing provided a May 12, 2009 trial balance attempting to show the allocation of staff
to the provision of services to Pilgrim clients, it provided insufficient documentation to
support the trial balance analysis.

DHS should:

7. Review Basis Housing close-out request for Fiscal Year 2008 and make any
necessary adjustments to ensure that it includes only those costs incurred under the
contract. Adjustments should include the following items identified in this report:

e Deduct $360,427 in reported expenditures for which Basic Housing did not have
supporting documentation.

e Deduct $97,620 representing payments made by Basic Housing that were not
related to its operations.

e Deduct a portion of the $78,752 in costs that should have been allocated to the
affiliate.

e Deduct from the amount paid to Basic Housing an amount equal to Pilgrim’s
payment of $730,981 to Basic Housing that covers overhead and other expenses
DHS already paid to Basic Housing for services provided under the contract.

DHS Response: DHS partially agreed with this recommendation but stated: “DHS will
assess accuracy and completeness of costs and documentation with respect to Basic’s
Fiscal 2008 close-out request; however, the Agency disagrees with the estimates
contained in Recommendation #7 because the findings of the Draft Audit Report (the
‘Draft’ upon which Recommendation #7 is based are erroneous. . . . in calculating the
total amount of questioned costs, the auditors: (1) improperly relied on preliminary
numbers in Basic’s preliminary close-out request for Cluster | instead of the final FY 08
Close-Out Statement (the *Official Close-Out’) that was subsequently approved by DHS;
(2) the auditors’ calculation erroneously included a portion of the Agency’s fee-for-
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service payments to Basic for Cluster Il units even though these payments were based on
actual care days and therefore not subject to close-out; and (3) the auditors included in
their calculation DHS’ fee-for-service payments to Pilgrim even though the arrangement
was wholly outside the Contract.

Auditor Comment: DHS’s statement that we “improperly relied on preliminary numbers
in Basic’s preliminary close-out request for Cluster I”” is incorrect. The close-out requests
provided to us were the same ones provided to DHS to determine the final payments.
With regard to the social-services-only (Cluster II) clients, the contract amendment
including them with the initial (Cluster 1) contract specified that “except as modified
herein all of the terms, conditions and covenants of the Agreement shall remain in full
force and effect.” The initial contract required that none of the funds provided under the
contract were to be used for expenditures “except those properly incurred pursuant to and
during the performance period” of the contract, and the contract amendment made no
modification to this provision. Accordingly, any request for monies by Basic Housing,
regardless of whether for its Cluster | and Cluster Il clients, should be supported in the
close-out requests by the related expenditures, and all transfers of funds to the affiliate
should be clearly documented and explained. With respect to Pilgrim’s clients, Basic
Housing did not have a cost allocation plan and included expenditures incurred serving
Pilgrim’s clients in the close-out request to DHS for this contract. Accordingly, DHS
should reduce its reimbursement to Basic Housing by the $730,981 that covers the
expenses incurred through the provision of social services and that Basic Housing already
received in payment from Pilgrim.

DHS Response: “The Draft fails to note that the Contract allows Basic to use up to 8.5
percent of its annual budget to pay for overhead expenses. . .. Also, DHS has determined
that the affiliate legitimately made some purchases on behalf of Basic for which Basic
made reimbursement to the affiliate. Further, whether a provider appropriately used City
funds can be comprehensively determined only after its contract expenditures have been
closed out at the end of the fiscal year and audited.”

Auditor Comment: Since Basic Housing did not have a cost allocation plan, DHS should
determine the portion of the expenditures related to the affiliate that were paid by Basic
Housing. We do not question the budget provision that permits a payment of 8.5 percent
of the provider’s annual budget for overhead expenses. This is simply another line item
in the year-end close-out statement. The point is that all other line items in the close-out
statement should only cover expenses incurred by Basic Housing for Basic Housing
operations.

DHS Response: “Notwithstanding the above, as part of the Agency’s corrective action
plan, DHS Audit Services will review the appropriateness of the FY 08 transfer of funds
between Basic and its affiliate to determine whether additional funds should be recouped.
Also, DHS will retain a CPA firm to conduct an audit in FY 10 of Basic’s FY 09
operating funds, to determine whether they were appropriately expended and
administered.
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“Thus, as part of the Agency’s corrective action plan, DHS Audit Services will review
the appropriateness of Basic’s FY 08 Cluster | expenditures and determine whether
additional funds should be recouped.”

8. Conduct a periodic examination of Basic Housing books and accounting records to
ensure that all funds are exclusively used for Basic Housing’s contract operations and
ensure that Basic Housing develops appropriate cost-allocation plans relative to its
affiliate and to other vendors or programs served by Basic Housing.

DHS Response: DHS partially agreed with this recommendation but stated: “DHS
already utilizes several tools to monitor a shelter provider’s compliance with contract
provisions and to ensure that the provider’s use of City funds is appropriately expended.
DHS retains contracts with six independent accounting firms (‘CPA firms’) to conduct
audits of one-third of the Agency’s human services contracts every year. . . . DHS Audit
Services unit also conducts ‘expenditure reviews’ each year. The auditors randomly
select a provider and examine documentation concerning all expenditures incurred by
that provider during a randomly selected month within the past two years. In addition, all
contract providers are required to submit certified financial statements and A-133 audits .
.. on an annual basis. The internal and CPA audits, special audits as necessary, and
expenditure reviews, coupled with the fiscal year-end close-out process for line-item
budgeted contracts and the Care-Day Reconciliation Process for fee-for-service
providers, provide more than adequate monitoring of shelter providers’ use of City funds.
Further, whether a provider appropriately used City funds can he comprehensively
determined only after its contract expenditures have been closed out at the end of the
fiscal year and audited. Notwithstanding the above, DHS will further examine these
issues in the context of the upcoming independent accounting firm audit covering Basic’s
use of FY 09 contract funds.”

Auditor Comment: We commend DHS for planning to retain an independent accounting
firm to audit Basic Housing’s Fiscal Year 2009 operating funds and for its plan to
continue reviewing the appropriateness of Basic Housing’s Fiscal Year 2008
expenditures. We also recognize that the provider submitted a certified financial
statement for Fiscal Year 2008. We are concerned, however, that DHS has provided no
evidence that it has conducted an “expenditure review” of Basic Housing, which is one of
DHS’s largest providers.

9. Review the appropriateness of the transfers of funds between Basic Housing and
Basics, Inc., to determine whether additional funds should be recouped from Basic
Housing.

DHS Response: DHS partially agreed with this recommendation but stated: “DHS has
determined that the affiliate legitimately made some purchases on behalf of Basic for
which Basic made reimbursement to the affiliate. A provider appropriately used City
funds can be comprehensively determined only after its contract expenditures have been
closed out at the end of the fiscal year and audited. Notwithstanding the above, DHS will
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further examine these issues in the context of the upcoming independent accounting firm
audit covering Basic’s use of FY 09 contract funds.”

Auditor Comment: Basic Housing does not properly support its fund transfers to the
affiliate’s bank accounts. It also does not properly allocate expenses between itself and
the affiliate. Even though 8.5 percent of the annual budget is allocated to overhead
expenses, Basic Housing did not provide any documentation supporting the fund transfers
between Basic Housing’s and the affiliate’s bank accounts.

Inadequate Accounting Practices

Basic Housing failed to comply with certain accounting provisions of the contract.
Consequently, Basic Housing prepared unreliable financial reports with insufficient supporting
documentation or justifications.

The contract requires that Basic Housing maintain separate and accurate books, records,
documents and other evidence to ensure that it properly reflects all direct and indirect costs of
any nature expended in the performance of the contract. However, we found: Basic Housing’s
financial records, such as the general ledger, supporting documentation and year-end close-out
request amounts could not be reconciled; expenses incurred and paid were not always properly
substantiated or justified; and there was a lack of segregation of duties in Basic Housing’s
accounting unit. In addition, 1099-MISC forms were often not issued as required for income tax
purposes.

Lack of Reliable Accounting Records to Support the Use of Funds

Our review of the financial records revealed that there was a lack of reconciliation at
Basic Housing to ensure the accuracy of the expenses reported on the close-out request.

We examined the invoices related to our sample of four expenditure line items and
compared them to the transactions recorded on the general ledger and to the amounts reported on
the close-out request. We found that the invoices, general ledger, and close-out request amounts
did not reconcile, as shown in Table 111, below.
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Table 111
Comparisons of Invoice/Check Register Payments

And General Ledger and Fiscal Year 2008 Close-out Request Amounts

Difference
between
Amounts as
per Invoice
Amounts and Check
as per the Register and
Fiscal Year Closeout
Amounts as per | Amountsas | 2008 Close- Request
Invoices and per General out Amounts
Expenditure Line Item Check Register Ledger Request (Col. 4 - Caol.
) 2 (©) (©) 2)
Professional Cost $122,578 $123,670 $162,170 $39,592
Maintenance and Repair $151,759 $213,670 $153,683 $1,924
Office Equipment $101,215 $195,115 $189,927 $88,712
Rent Payments $2,135,212 $2,362,625 | $2,365,411 $230,199
Totals $2,510,764 $2,895,080 | $2,871,191 $360,427

On the close-out request, Basic Housing reported amounts that were not actually paid.
For example, rent expenses that were recorded on the close-out request were inflated by
approximately $230,000. There were instances in which invoice amounts were not recorded on
the general ledger, or journal entries were made for invoices not relating to purchases made for
Basic Housing. For example, legal fees of $70,509 were recorded on the general ledger and on
the close-out request; however, based on the invoices reviewed, only $31,500 was for Basic
Housing. In another example, audit fees of $23,000 were recorded on the check register and the
general ledger, but the close-out request reported $59,000 in such fees and invoices only support
$20,000 in such expenses.

As a result of these inconsistencies, the validity and reliability of Basic Housing’s
financial information is questionable and we are unable to determine the actual costs incurred by
the contract in Fiscal Year 2008. In addition, we found no evidence that DHS questioned the
validity or reliability of these expenses.

Lack of Proper Supporting Documentation for Expenses Paid

The contract requires that Basic Housing maintain proper and sufficient evidence,
vouchers, bills and receipts showing the propriety and necessity of any and all expenditures.
However, Basic Housing did not have proper supporting documentation for some of the
expenditures reported.

As stated previously, Basic Housing could not provide any documentation to support
expenditures totaling $360,427 out of the $3,126,233 in expenditures reviewed. As a result of
Basic Housing’s failure to maintain proper records, it is not verifiable that Basic Housing
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appropriately spent the amounts it reported on its close-out request and the risk that funds could
have been misappropriated is increased.

Close-out Request Not Submitted in a Timely Manner

Basic Housing did not comply with DHS procedures regarding a timely submission of the
Fiscal Year 2008 year-end close-out request. DHS close-out request preparation procedures
require that the close-out request be submitted by September 1, 2008. Although we requested
this report in October 2008, an initial draft close-out request was not provided to us until January
29, 2009. We received a revised draft statement from Basic Housing on March 4, 2009. DHS
did not complete its review of Basic Housing’s close-out request until March 27, 2009.

It should be noted that DHS made advanced payments to Basic Housing for Fiscal Year
2009, including an October 2008 payment totaling $1,481,880, even though it had not received
the June monthly expenditures report and the close-out request. The contract states that no
monthly payment will be made to Basic Housing if it has not submitted all required reports (e.g.,
close-out requests to DHS). Because of a lack of timely oversight by DHS, it took Basic Housing
almost seven months to initially account for its Fiscal Year 2008 expenses and DHS an
additional two months to complete its review of the close-out request.

Lack of Segregation of Duties over Accounting Functions

Basic Housing did not properly segregate duties in its accounting unit relative to the
processing of payments received from DHS. Further, there was little supervisory oversight of
these functions. As a result, most financial transaction tasks were performed by the same
person—the Chief Financial Officer (CFO).

The contract requires that Basic Housing comply with generally accepted accounting
principles, one of which is that more than one person perform the tasks relating to a financial
transaction (i.e., that there be a proper segregation of duties) to help ensure the protection of
financial assets. The activities of handling the mail, making bank deposits, reconciling bank
statements, making journal entries, and transferring funds between bank accounts were all
performed by the CFO. We also observed that many journal entries were recorded in the general
ledger without any justification having been noted. Basic Housing officials stated that they
planned to implement new internal controls to better segregate and monitor these tasks.

In addition, we observed that there were no written justifications for the Fiscal Year 2008
transfers of funds from the Basic Housing bank accounts to the affiliate’s bank accounts. We
were provided only the bank statements showing where most of the funds were deposited. This
situation creates an environment in which misappropriation of funds could occur. To comply
with the provisions of the DHS contract, Basic Housing must implement a sound system of
internal controls to properly segregate duties relating to the handling, reporting, and reconciling
of financial transactions.

DHS should enhance its monitoring procedures to ensure that Basic Housing has in place
proper internal controls to account for its expenditures under the contract.
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Miscellaneous Income Not Always Reported

Basic Housing failed to identify 1099-reportable entities, such as real estate companies, it
made payments to since the inception of the contract. According to IRS regulations, sole
proprietors, partnerships, and limited liability companies are 1099-reportable entities.

Basic Housing did not issue 1099-MISC forms to 17 1099-reportable entities in relation
to $1,242,456 in payments made during Calendar Year 2007. Basic Housing officials said that,
based on the advice of the independent auditors hired in November 2008, they started issuing
1099-MISC forms to some entities for 2008. However, we found that the 1099-MISC forms
issued to some entities underreported payments by $346,534 for 2008 and that other 1099-
reportable entities did not receive 1099-MISC forms at all, even though they received payments
from Basic Housing totaling $134,235.

By not issuing 1099-MISC forms to 1099-reportable entities, Basic Housing may be
unintentionally helping those entities understate their income to the IRS and thereby lower their
federal, state, and local taxes.

Recommendations
Basic Housing should:
10. Establish and implement controls over its financial operations to ensure that:

Financial records reconcile and financial information is reliable.

Expenses incurred pursuant to the contract are properly supported.

Its year-end close-out request is submitted in a timely manner.

There is a proper segregation of duties in the accounting unit over the handling,
reporting, and reconciling of transactions.

Basic Housing Response: “Basic Housing has established and implemented controls
over its financial operations to ensure that financial records reconcile and financial
information is reliable. Basic Housing’s financial management reviews the journal entries
and the account analyses done by the accountants. In addition, the supporting
documentation of the financial statements is checked by financial management. The
Comptroller’s office audited Basic Housing before it closed out its fiscal year so the audit
team may have found some expenses without supporting documentation that was later
found in its yearly closeout process. Basic Housing will scrutinize its current procedures
looking for ways to improve its reconciliation process and to strengthen the reliability of
its financial information.

“Basic Housing will enact new procedures to strengthen its process of gathering and
filing supporting documentation.
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“Basic Housing intends to establish and implement controls over its financial operations
to ensure that its year-end closeout request is submitted in a timely manner.

“Basic Housing has already segregated the duties of handling the mail (Accounting
Supervisor), making bank deposits (the CFO) and reconciling bank statements
(Accountants). We will now segregate the duties of making journal entries and
transferring funds between bank accounts.”

Auditor Comment: Basic Housing financial records do not reconcile. Documentation
Basic Housing provided with its response did not allow us to properly reconcile these
financial records.

11. Identify all 1099-reportable entities and issue 1099-MISC forms for income tax
purposes.

Basic Housing Response: “Basic Housing has identified all 1099-reportable entities and
issued 1099-MISC forms for income tax purposes.”

DHS should:

12. Ensure that Basic Housing has proper internal controls in relation to the reporting of
expenditures under the contract.

DHS Response: “DHS will continue to monitor its providers’ accounting practices
through internal Agency and CPA audits. DHS will retain a CPA firm to conduct an
audit in FY 10 of Basic’s FY 09 operating funds to determine whether they were
appropriately expended and administered.”

13. Ensure that it does not make monthly payments to Basic Housing if the contractor
fails to submit monthly expenditure reports and year-end close-out requests in a
timely manner as required by the contract.

DHS Response: DHS disagreed with this recommendation and stated: “The close-out
process is initiated by the provider’s submission of closeout documents to DHS. The
Agency reviews the documentation and returns it to the provider if revision is required
Depending on the complexity and size of the contract, this can be a lengthy process. The
Basic Contract at issue here, with its combination of line-item and fee-for-service
payment mechanisms, is particularly complex and, as a result, the close-out process
required an unusually long time to complete. Additionally, DHS’ providers cannot close
out their contracts with the Agency until after they close out their own hooks and records.
Finally, DHS must exercise prudence with respect to withholding payments to its shelter
providers, and considers the nature and significance of contractual compliance matters as
well as impacts on the family shelter system.”
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Auditor Comment: DHS should enforce the dateline for the filing of expenditure reports
and year-end close-out requests to ensure that Basic Housing expenditures are reconciled
in a timely manner.

Lack of Controls over the Processing of Payments Made by DHS

Our review of Basic Housing’s invoices submitted to DHS and payments made by DHS
to Basic Housing disclosed that DHS had inadequate controls over the billing process.
Consequently, DHS paid Basic Housing for days of care it did not provide.

According to DHS, its Finance unit receives the invoices and sends them to its Program
unit for approval. The Program unit verifies the information and authorizes payment. The
Finance unit makes the payment to Basic Housing and sends the invoices to the Billing unit to be
reconciled to client data in CTS. In the event there are any discrepancies in care days, the Billing
unit produces revised invoices and advises the Finance unit of the amount of the discrepancies to
be recouped during subsequent payments to the provider.

We reviewed 5 of the 27 payments made by DHS to Basic Housing in Fiscal Year 2008
and requested the corresponding invoices. Our sample consisted of payments made on invoices
submitted for October and December 2007, and January, February, and March 2008. Our
analysis identified discrepancies relating to missing client records, duplicated client records,
inconsistent care-day information, and overlapping periods of care. For four of the five months,
DHS made payments totaling $25,948 for clients who were not identified as clients on the CTS
list of Basic Housing clients for Fiscal Year 2008 provided to us by DHS officials. In addition,
for the October invoice, there were inconsistencies between the invoice and data on the CTS list
of clients amounting to a discrepancy of $5,600. For the December invoice, 11 rooms were
listed twice for the same time periods, resulting in a discrepancy of $33,500 (total discrepancies
for the month were $38,117). The January invoice had one room that was listed twice for the
same time period, which caused the invoice amount to be inflated by $990. For the February
invoice, a client was listed as residing in three different rooms on the same days. A similar
misrepresentation was repeated on the March 2008 invoice for the same client. These
discrepancies resulted in a total overpayment to Basic Housing of $74,487.

Based on its reviews of the invoices, DHS identified only $38,412 ($38,117 for
December and $295 for February) in discrepancies. Table IV, below, shows the invoice
discrepancies we identified and those not resolved by DHS.
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Table IV
Discrepancies in Sampled Invoices

Discrepancies Discrepancies Duplicate Adjustments to Total
Period on Invoices Resolved by Records Not Invoices Not Discrepancies
(1) Identified by DHS Resolved by Applied by DHS | Not Resolved by
Auditors 3) DHS (5) DHS
(2) 4) (Col. 4 + Col. 5)
10/07 $5,600 $0.00 $0 $5,600 $5,600
12/07 $44,306 $38,117 $0 $6,189 $6,189
01/08 $3,066 $0.00 $990 $2,076 $3,066
02/08 $15,031 $295 $491 $14,245 $14,736
03/08 $6,484 $0.00 $3,045 $3,438 $6,484
Totals $74,487 $38,412 $4,526 $31,548 $36,075

Note: due to rounding, numbers in each column and row may not add up

DHS did not make any adjustments for the October 2007, January 2008, and March 2008
invoice discrepancies because its own reconciliation of those invoices did not resolve these
discrepancies. According to the Billing unit manual, the invoice reviewer, or auditor, should
generate a Prepayment Register that lists the shelter’s lodging history (based on CTS records)
and compare the Prepayment Register, line by line, against the shelter invoice. After comparing
the invoice and CTS data, the assigned auditor should resolve any differences and verify whether
modifications need to be made to CTS data. The Billing unit director reviews and approves the
invoices and sends them to the Billing unit supervisor to be processed for payment.

Based on the discrepancies found, however, it appears that the Billing unit did not follow
the procedures for reconciling invoices received from contractors. The Billing unit did not
consistently verify the accuracy of the client invoices and determine the discrepancies to be
recouped from the provider’s subsequent payments. Future contract budget amounts are
established, in part, based on the number of care days provided during previous years. If DHS
does not maintain reliable client information in CTS, it may set contract budget amounts at
unjustifiably high levels in future contract years.

Recommendations
DHS should:

14. Consistently reconcile invoices against CTS, resolve any discrepancies, and recoup
funds as necessary.

DHS Response: “At the Exit Conference, DHS provided the auditors with documentation
indicating that they had misidentified codes in CTS. For example, the auditors
misidentified a CTS code indicating a change in family composition as the family’s exit
from shelter and recorded this “‘discrepancy’ on Table IV. This single misidentified CTS
code accounted for $32,130 of the $36,075 on Table IVV. DHS was able to account for all
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of the $36,075 as resulting from misidentification of CTS codes and adjustments handled
in the final billings.”

Auditor Comment: The discrepancies we identified were due to duplicate client records
in invoices, overlapping periods of care, and inaccurate client information in CTS. DHS
provided insufficient evidence that these discrepancies were resolved.

15. Ensure that accurate client information is maintained in CTS.

DHS Response: “DHS ensures that client information is maintained in CTS by
conducting a daily reconciliation of shelter units and CTS data as part of the Agency’s
Care-Day Reconciliation Process.”

Auditor Comment: The audit found many differences between client information in

invoices submitted by Basic Housing and client lists generated by CTS.

Basic Housing Not Consistently Complying with Certain
Programmatic Provisions of the Contract

The main purpose of the contract is the provision of temporary housing and a variety of
social services to homeless families to help them achieve self-sufficiency and find permanent
housing. However, our review of client files disclosed that Basic Housing did not consistently
provide required services to clients.

According to the contract, Basic Housing is required to provide or arrange for a number
of services, including but not limited to the following: new client orientation; health screening;
temporary housing and supervision; assessment services; permanent housing preparation
services; and childcare services.

During the intake phase, Basic Housing caseworkers evaluate client needs and complete
required forms, such as medical and public assistance referral forms. The caseworker develops
an Individual Living Plan (ILP), which identifies the goals the client needs to attain to become
self-sufficient and secure permanent housing. A copy of the signed ILP is given to clients and is
reviewed biweekly. After the intake phase, the clients meet with the caseworker regularly to
discuss their progress and their search for housing.

We randomly selected a sample of 32 of the 665 clients served by Basic Housing during
Fiscal Year 2008. Our sample consisted of 16 residential clients and 16 social-services-only
clients. Based on our analysis, we determined that Basic Housing did not consistently comply
with certain programmatic provisions of its contract. Our analysis disclosed the deficiencies
identified in the following sections.
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Basic Housing Did Not Consistently Comply
With the Record-keeping Requirements

Two client files (relating to one residential client and one social-services-only client)
could not be located. As a result, Basic Housing could not demonstrate to us that services were
provided to the two clients. We, therefore, reviewed 30 client files. Our review disclosed that
many of the 30 client files in our sample did not have all the required documents.

According to Basic Housing procedures, the intake and counseling process must include
the completion of documents such as: the Client Acknowledgment of Responsibility Form
(CARF), Family Case Record Admission/Assessment Form, Service and Biweekly
Plan/Independent Living Plan for Families, and the Housing Plan (which presents information on
client family composition, housing needs, sources of income, and general health). The
caseworker must document in progress notes every meeting or contact with the clients and all
contacts made with outside agencies on behalf of the clients. This documentation serves as
evidence that Basic Housing has fulfilled its contractual responsibilities and also serves as
evidence that clients are aware of their responsibilities and the options and opportunities
available to them.

However, many of these documents were not in the client files. As a result, Basic
Housing is unable to demonstrate that it consistently complied with the programmatic provisions
of the contract.

Health Screenings

For 4 out of 30 client files reviewed, we did not find health-screening forms for each
member of the client’s family. Therefore, we have no assurance that all members of the clients’
families were screened as required. Further, we did not find evidence that Basic Housing
caseworkers took steps to ensure that each family member’s medical needs were addressed, as
required by the DHS Client Responsibility procedures.

Biweekly Meetings

Our analysis of client files uncovered no evidence that all of the required biweekly
reviews were conducted for 4 (15%) of the 27 clients. (For two of the 30 clients, this requirement
was not applicable due to the clients’ short lengths of stay and one of the clients had surgery.)
Of the four clients, files for two of them contained no evidence that any of the reviews were
conducted. As a result, ILPs were not being properly updated and Basic Housing is unable to
demonstrate that it periodically assessed the progress of these clients.

In addition, the biweekly review form is supposed to be prepared by the caseworker and
signed by the supervisor. However, biweekly review forms were not consistently signed by the
supervisor. To assess this weakness we considered only those cases in which over 20 percent of
the biweekly review forms were not signed by the supervisors. In 10 (37%) of the 27 client files
reviewed, more than 20 percent of the biweekly review forms were not signed by the supervisor.
As a result, we question whether supervisors are reviewing the work of their caseworkers.
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Inadequate monitoring of caseworkers means that supervisors are less able to ensure that
caseworkers are properly serving clients.

School Enrollment

There was no evidence of school enrollment for 5 (23%) of the 22 clients whose children
were of school age. In instances where the clients’ children attended school during the day, we
searched the files for evidence of school verification letters for all school-age children and found
evidence for only 17 of them. Accordingly, Basic Housing is unable to demonstrate that it is
properly serving the children of these five clients by ensuring that they are enrolled in school.

Recommendations
Basic Housing should:

16. Ensure that client files contain documentation and evidence of the provision of all
required assistance to clients to address their needs.

Basic Housing Response: “Basic Housing has reviewed all of the current supervisory
procedures and will be intensifying the effort to ensure that the documentation and
adherence to contractual requirements is significantly improved. In April 2009, Basic
Housing implemented a revised quality assurance plan that includes more focused and
frequent chart reviews by supervisors and their administrators.”

17. Ensure that caseworkers hold biweekly meetings with clients throughout their stay in
the program and that biweekly review forms are reviewed by supervisors.

Basic Housing Response: “Basic Housing has reviewed all of the current supervisory
procedures and will be intensifying the effort to ensure that the documentation and
adherence to contractual requirements is significantly improved. In April 2009, Basic
Housing implemented a revised quality assurance plan that includes more focused and
frequent chart reviews by supervisors and their administrators.”

Not All Required Services Provided in a Timely Manner

According to a review of sampled client files, Basic Housing did not provide certain
required services on time, if at all. The CARF, the Family Case Record Admission/Assessment
form, and the Service and Biweekly Plan/Independent Living Plan for Families form were not
completed within the required lengths of time for 12 of the 30 clients sampled. Consequently,
clients are not being adequately served, which may impede their efforts to become self-sufficient
and secure permanent housing.

According to the DHS Client Responsibility procedures, the CARF, which sets the
requirements for remaining eligible for temporary housing assistance, must be provided to the
clients and signed by them within 10 calendar days of arrival at the shelter. The Family Case
Record Admission/Assessment Form, which includes a detailed assessment of family health
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information, child welfare, family history, client employment, and child care needs, must be
completed by the 10 day of admission to the program. The initial ILP, which describes the tasks
to be accomplished based on client needs, must also be completed by the 10™ day of the client’s
arrival at the facility. The ILP should be updated during each biweekly meeting. Our analysis of
case files for the 30 sampled clients revealed that 12 did not receive one or more of the required
services in a timely manner and five did not receive one or more of these services at all. A
breakdown of our analysis is shown in Table V, below.

Table V
Analysis of Provision of Services to Sampled Clients

# of # of # of Sampled
. Sampled Sampled amp Range of
Required . . Clients .
. . . Clients for Clients - Days Service
Required Task or Service Time . Time )
whom Service Provided
Standard - Standard
Service Not Not Met* Late
Required | Provided*
th
Preparation of CARF Form By 10. d_ay 30 0 7 4-34 days
of admission
Preparation of Family Case th
Record Admission/Assessment By 10. d_ay 30 4 9 3-34 days
of admission
Form
th
Preparation of ILP By 10. d_ay 30 4 4 15-36 days
of admission

*Some clients fall under more than one category

Not completing the case-assessment and service-planning forms in a timely manner
ultimately prolonged the clients’ lengths of stay in the program. According to the contract, the
maximum length of stay in the program for a client is six months, subject to the Client
Responsibility procedures. Sixteen of the 30 clients in our sample exceeded the six-month time
period, ranging from 200 to 653 days. To reduce the lengths of stay in the program, Basic
Housing should improve its case assessment and service planning procedures.

Recommendations
Basic Housing should:

18. Ensure proper oversight of the intake and case management process in order for client
assessment and service planning tasks to be completed in a timely manner.

Basic Housing Response: “Basic Housing has reviewed all of the current supervisory
procedures and will be intensifying the effort to ensure that the documentation and
adherence to contractual requirements is significantly improved. In April 2009, Basic
Housing implemented a revised quality assurance plan that includes more focused and
frequent chart reviews by supervisors and their administrators.”

29 Office of New York City Comptroller William C. Thompson, Jr.




Housing and Employment Assistance

Basic Housing is required to assist clients in finding permanent housing within six
months. To achieve this objective, Basic Housing must help clients reach the goals identified in
their ILPs, which are mainly related to obtaining permanent housing and employment. However,
our analysis revealed that Basic Housing did not enforce its own procedures requiring clients to
search for and view at least two apartments per week. The contract requires that clients of Basic
Housing seek permanent housing with the assistance of the provider. For one of the 16 sampled
clients who had been certified for a housing program there was no evidence that the clients were
actively searching for permanent housing or that Basic Housing was actively encouraging them
to engage in such a search.

The contract also requires Basic Housing to provide clients with assistance in securing
employment, training and placement services. For 3 of the affected 23 clients (the remaining 7
of the 30 clients received supplemental security income, had medical conditions, or were already
employed), no employment profiles were completed and there was no evidence that Basic
Housing provided employment search assistance.

Recommendations
Basic Housing should:

19. Ensure that it provides the necessary assistance to encourage clients to view
apartments regularly.

Basic Housing Response: Basic Housing disagreed with this recommendation and stated:
“Basic has consistently used daily van runs to transport families to search for apartments.
While families agree to participate as indicated by their signature on the CARE, there are
instances where illness, and other required appointments interfere with daily
compliance.”

Auditor Comment: Basic Housing needs to properly document its efforts to help clients
search for apartments.

20. Ensure that appropriate employment services are provided to help homeless families
achieve self-sufficiency.

Basic Housing Response: Basic Housing disagreed with this recommendation and stated:
“The contract is clear that employment search assistance is provided if necessary and
appropriate and does not mandate this for every client. Basic Housing employs two job
developers to support the families in their job searches.”

Auditor Comment: According to the Client Responsibility procedures, “a provider is
responsible for assisting the family in securing employment services.” We excluded
those clients who received supplemental security income, had medical conditions, or
were already employed.
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DHS should:

21. Require Basic Housing to provide a corrective action plan to correct the problems
noted in this audit.

DHS Response: “While the Agency noted deficiencies similar to those identified by the
auditors in its programmatic evaluation of Basic for the first half of FY 09, in its
corrective action plan, Basic demonstrated its ongoing commitment to improve its
performance. Moreover, on May 18, 2009, DHS conducted a retraining of Basic staff on
what information must be timely documented in the client’s case record and what
documents must be filled out and made a part of the case record.”

Other Matter
Pilgrim Was Paid for Services It Did Not Provide

Clients were assigned to Pilgrim by DHS for shelter and social services, but Pilgrim
purchased the social services for some of them from Basic Housing. Basic Housing stated that it
did not have a written agreement with Pilgrim covering the services provided to these clients.

We examined the December 2007 and January 2008 invoices submitted by Pilgrim to
DHS for payment and compared them to the corresponding invoices sent to Pilgrim by Basic
Housing. Our analysis showed that Pilgrim billed and DHS paid $1,789 for services that Basic
Housing reportedly did not provide (eight care days in December 2007 totaling $256 and 48 care
days in January 2008 totaling $1,533).

These overpayments resulted from inappropriate monitoring by DHS of the services
provided to clients by third-party vendors. DHS should implement stronger controls to ensure
that it only pays for care actually provided when its vendor uses a third-party vendor to provide
social services.

Recommendations
DHS should:

22. Recoup the overpayments of $1,789 made to Pilgrim for the December 2007 and
January 2008 invoices.

DHS Response: DHS disagreed with this recommendation and stated: “Under the
arrangement between DHS and Pilgrim, the Agency paid Pilgrim (not Basic) based on
actual care days and, as the Agency does with all of its fee-for-service providers,
subjected all of Pilgrim’s invoices to the Agency’s monthly Care-Day Reconciliation
Process before making any monthly payments to Pilgrim.”
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Auditor Comment: DHS paid Pilgrim for the provision of social services to clients that
Pilgrim had referred to Basic Housing but for whom Basic Housing did not provide the
indicated services. Accordingly, the overpayment should be recouped.

23. Implement stronger controls to ensure that it only pays for services actually provided
when third-party vendors are involved.

DHS Response: DHS’s response to this recommendation did not address the need for
stronger controls in this area.
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June 24, 2009

John Graharm, Deputy Comptroler,
Audits, Accountancy & Contracts
NYC Office of the Compuroller
Executive Offices

1 Cermer Street

New York, N.Y 10007

Re: Draft Audit Report on the Contract of BASIC Housing, Inc., with the
Department of Homeless Sexrvices to Provide Shelter and Support Services
MEC(9-088A

Dear Mr. Graham:

The Department of Homeless Services (DFS) appreciates the opportunity to
respond to your office’s draft andit report. IDHS and Basic Housing, Inc. have met
and carefully reviewed the report’s findings and recommendations and we inchude
Basic Housing’s response to the recommendations, Corrective actions will be
implemented as detailed m the attached Audit Implementation Plans.

As agreed, by tomorrow at noon, DHS and BASIC Housing, Inc. will submit ther
respective narratives responses. Together, the responses to the recommendations
and the narratives comprise the responses to the audu.

v

Sincersly,

o Robert Hess, Commyssioner

Raul Russi, Executive Director, BASIC Housing, Inc.,

Fran Winter, First Deputy Commnussioner

Steve Pock, Deputy Commissioner, Fiscal and Procuremnent Operations
Michele M. Ovesey, General Counsel

Anne Heller, Deputy Cominissioner, Family Services

Julia Moten, Associate Comrmissioner, Transitional Services

Lula Urquharr, Assistant Comrmissioner, Budger & Audit

Ron Abad, Assistant Commissioner, Planning & Admin, Family Services
Donna Brown, Director, Farnily Budget

Trevor Jardine, Program Administrator, Family Services



Jim Bradley, Audit Manager, NYC Office of the Comptroller
Andrea Gliclk, First Depury Director, Mayor’s Office of Contracts
- George Davis, Deputy Director of Operations, Mayor’s Office of Operations
Yurij Pawluk, Senior Advisor, Office of Deputy Mayor for Health and Humar Services
Pegey Rose Viera, Auditor, Audit Services Operations, Mayor’s Office of Operations
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Department of Hlomeless Services PAGE 10F 20
RESPONSE DATE: June 24, 2009

AUDIT TITLE: Conteact of BASIC Hlousing, Inc...with DHS to Provide Shelter and Suppost Scrvices

AUDITING AGENCY: NY( Comptroller’s Office

DIVISION: Buteay of Management Audit
DRAFT REPORT DATE: Jung 10. 2009
AUDIT NUMBER: ME_09-008A
RECOMMENDATION WHICH THE AGENCY AGREES WITH
AND WILL IMPLEMEINT

Recommendation #2: DHS should ensure that BASIC Heousing provides all required cdocumentation.

RESPONSE TO RECOMMENDATION - IMPLEMENTAT 10™ PLAN

DHS (or the “Ageney”) is developing an Annual Contractor Checklist, effective TY 10, to ensure that all ol its shelter
providers, including Basic Housing, Inc. “Basic”) provides ail required documentation as per the eontract hetween Basie and
DHS (ilse “Conttact”).

IMPLEMENTATION DATE

July 1, 2009 (FY 10
RESPONSIBILITY CENTER

Fiarnilics and Budget/Audic
7o %J
ik Lavis Snoten (/oo

Print IName: Diaie

Signature:

Print Title: /J‘S’JU &/ vt %,ﬂ,ﬂ__:,ﬁ«%ﬁt A

Lu/a Vzﬁ yhart 5/{9% 7

Print Name:

Print Ticle:/'é%&f]éﬁ?[ éf 7YY &Y
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Department of Homeless Services PAGE 20F20

RESPONSE DATE: Junc 24, 2009

AUDIT TITLE: Contract of BASIC Housing, Tac.. with DHS tn Provide Shelter and Suppost Services

AUDITING AGENCY: NYC Comptsoller’s Office

DIVISION: Buteay of Management Audit
DRAFT REPORT DAT E: June 10, 2009

AUDIT NUMBER: ME-(9-008A

RECOMMENDATION WHICH THE AGENCY AGREES WITH
AND WILL TMPLEMENT

Recommendation #4: DHS should ensure that BASIC Housing complies with the hiting commitment provisions of the
crmtiact.

RESPONSE TO RECOMMENDATION - IMPLEMENTATION PLAN

DHS is developing an Annual Contractar Checklist, effective FY 10, to chsure that Basic provides all documentation,
including proof of compliance with the hiring commitment provision, as per the Contract.

IMPLEMENTATION DATE
July 1, 2009 (Fy 10}

RESPONSIBILITY. CENTER

Families

Signature: %M}%\E
Q:f.:,q_,_éf/,m.f..'f _/4::7‘{'/‘/ éyé/A;

Print Mame:

ADDET\TTﬂ’

. Page 4 of
Audit Tmplemen ta.tm%emnn
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Department of tHomeless Services PAGE 3 OF20

RESPONSE DATE: June 24, 2009

AUDIT TITLE: Contract of BASIC Housing, Inc.. with DHS ro Provide Shelter and Support Services

AUDHTING AGENCY: NYC Comptioller’s Qffifice

DIVISION: Bureau of Management Audit

DRAFT REPORT DATE: Junc 10, 2009

AUDIT NUMBER: ME-09-008A

RECOMMENDATION WHICH THE AGENCY
AGREES WITH IN PART AND WIL], IMPLEMENT INPART

Recommendation #7: DHS should review BASIC Housing closc-out request for Fiscal Year 2008 and make any necessary
adjustment to ensure that it inchades only those costs incurred under the conteact. Adjustments should include the following
itcrns identified in this report:

e Deduct §375.661 in repotted expenditures for which BASTC Housing did not have supporting documentation.

e Deduct $45.279 reprosenting payments made by BASIC Housing that were not related to it opeations.

s Deduct a portion of the $138,641 in eosts that should have been allocated to the atfiliate.

«  Deduct from the amount pald to BASIC Housing an armount equal to Pilgrim’s payment of $730,981 to BASIC

Housing that covers overhead and other expenses DITS already paid to BASIC Housing for services provided under

the contract,

3HIS will assess aceuracy and completeness of costs and documentation with tespect to Basic’s Fiseal 2008 close-ot vequest:
heswever, e Agency disagrees with the estimales contained i Recommendation #7 berause the findings of the Dizaf Andic
Report {the “I2maft”) upon which Recommendstion #7 is based arc erroncens. The Dralt identifies approximately $1.3
miliion i guestioned costs. $559,981 of this amount was premised on the audiros’ review of Basics February 2008
dishursements and Four line-itern expendivures for Y 08, The remaining $730,981 was what TOHS paid Piigrim Realty
(“Dilgrm™ for 57 cluster units in Y 08, However, in caleulating the total amount of questioned costs, the auditors: (0
improperly relicd on preliminary nurbers in Basic’s prelirinary closc-out request for Cluster T instead of the final FY 08
Close-Ont Statement (the “Official Close-Qut”) that was subsequently approved by DRSS (2} the auditors’ calculation
erroncously included a portion of the Agency's Feefor-service payments to Basie for Cluster IT! units even though these
payments were based on actual care daye and thetefore not subject to close-out and (3) the avditors inchaded in theix
ealeulation DHS fee-for-service payments to Pilprim cven thowugh the arangement was wholly outside the Contract.
Moreover, since payments to Pilgrim were premised on acmal care days, they, ton, were not subject to close-out. As a result
of these estimares, the amount of questoned costs cited in the Draft Audir Report is sigrrificantly inflated.

Based on DHS® review of Basics Pebruary 2008 disbussernents and Lhe fonr linc-item expenditures for Y 08 (based on the
Officlal Close-Out), DHS is dissllowing $152963 in Cluster T costs. This amount may change based on additional
documentation Basic may produce berween now and the Agency’s follow-up with Basic alter issuance of the final audit report.

The Deaft also coneludes that Basic transferred funds into and out of its afffliate’s bank accouats with inadequate supporting
dneumenration or explanation and, as a zesult, 7 portion of the Liry Funds provided to Basic undes the Cantract “may have

| Abave and hereinafier, all capitalized terms aze as defined in DHE' Responses to the Draft Audit Report.

M
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Department of Homeless Services
Audit Tenplementation Plan

PAGE 4 OF 20

Recommendation #7 - eon tinueed

bheen used by the affiliate for its operation,” ([>taft on page 12) The auditors further condude that “[bly not aystemaeally
cxamining [Basic's] bank transactions and related invoices, DS allowed” this 1o ocour and recommended that DHE conduct
a “perindic examination of [Basic’s) books and accounting records to ensure that all funds are exchisively used for [Basic’s]
contract opetations” {Dradl, Ree. Mo. 8 on prage 13) Tt should be noted that of the $138.641 cited in the Draft as the
‘eqmennt o be alloeated between Basic Housing and Basics, Ine.” (Draft Table T, Column E, on page 11), DS, after
reviewing the dosumentation provided by Dasic, has deteemined that enly $53.859 should be disallerwed.? (DHS Respronses,
Fxhibit 3, DHS Table 11, Column. )

The Draft fails to note that the Contract allows Basic to use up to 8.3 pereeat of its annual budget to pay for ovethead
expenses. This is a standard provision in all DHE contracts with its shelter providers and it allows providets to transfer furds
1o an affiliate {or parent organization) fot the provision of appropriate support services. Also, IDFIS has determined that the
affilinte legicimately made some purchases oft behalf of Basic for whick Basic made reitnbursement to the affiliate. Further,

whether a provider appropriately used City funds can be comprehensively determined only afferits contract cxpenditures have
been closed out at the end of the fiscal year aad audited.

Notwithstanding the above, as part of the Agency’s corrective action plan, DHS Andit Services will review the appropriatencss
of tlie FY (08 transfer of fands between Basic and its affiliate to determine whether additional finds should be recouped. (See
Dratt, Rec. No. 9 on page 24) Also, DHS will retain a CPA firm ro conduct an audit in FY 10 of Basic’s I 09 operatiog
funds, to determing whether they were appropriately expended and adninistered.

The Draft facther concludes that 1YHS should disallow all or a portion of the §730,981 that Pligrimn paid Basie. However, this

arrangertent was separate aud apart fromn the Contraet and for units nat covered by the Contract. Fot this reason, DIFS is not,

disallorwing any portion of this amount.? The only way to determine whether any portion of the §730,981 should be
disnllowed would be to andit &/ expenditiutes under Basic’s FY 08 Cluster T Contract and disallow expendinires.” Tlus, as
part of the Agency’s cotrective action plan, DHS Audit Services will review the appropriarencss of Basics FY 08 Cluster
expenditures and determine whether addifional funds should be recouped.

TJanuary 2010

I Hare again, DS allowance ameusits may change based on addiional documentation that Buste may produce hetween now and the
Apency's follow-up with Basic after issuance of the final awdit report.

-‘"]""ho‘Dmf’t. also epmnenusly states that after the auditors brought the Pilgom issue m [3HS areation, the Apency “hegan ro divecrly refer
hese Dilgrtm clients to [Basic]” (Draft on page 12) Tt was solely as a result of the Ageney's desire ta consolidare Basic’s services under a
single contract that, pursuant to the Secpnd Amendment, the 57 Pilgtim wnits were added to Cluster 1L

4 (‘Df the $750,081, the Draft cires only “§8,133 m secatiry services provided in Febraary 2008 that shonld have been allocited to Cilgrim
clionts . .. (Dl oo page 12)

LM
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Reeommendation #7 - continued

Budget/ Audit

Lot C/ﬂguha -/ éﬁ"{/ 07

Print ™Name: /Date

Print Title:f,-‘"‘ :; Y 5704”1»'71 ﬂ‘?}ﬂ 15 ey
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Audit implementaton Plarg

Department of Homeless Services PAGE 6 OF 20
RESPONSE DATE: Junc 24, 2009

AUDIT TTTLE: Cyptractof BASIC Housing, Ing., with DEIS ro Provide Shelter and Sopport Seryiges

AUDITING AGENCY: NYC Comptroller’s Office

DIVISION: Bureau of Management Audig
DRAFT REPORT DATE: Junc 10, 2009
AUDIT NUMBER: ME-09-008A
RECOMMENDATION WHICH THE AGENCY
AGREES WITH IN PART AND WIL[ IMPLEMENT IN PART
Reeommendation #& DHS should conduct a periodic examination of BASIC Housing books and aecounting records to
cnsure that all Fands are exclusively used for BASIC Housing's confract opetations and ersure that BASIC Housing develops

appropiate cost-allocatien plans relative o its affiliate and to other vendors or programs served hy BASIC Housing,

RESPONSE TQ RECOMMENDATION - IMPLEMENTATION PLAN

The Diaft concludes that Basic transferred funds into and out of its alfiliate’s bank accounts with inadequate supperting
documentation or explanation and, as a result, a poron of the City funds provided to Basic undet the Contract “may have
been uzed by the affiliate for its operadon.” (Tralt on page 12) The auditors further concude that “[bly not systernatically
examining [Bastc’s] bank ransactions and related invoices, IDHS allowed™ this to occus and recommended that HS conduct
2 “pedodie examination of [Basic’s] books and aceounting rocords to ensure that all funds are exclusively used for [Basic's]
contract operations.” (Draft, Ree. No. & on page 13} Tt should be noted that of the §133,641 cited in the Dxaft as the
spmount to be alloeated herween Basic Houwsing and Basics, Tne” (Draft Table IL Column E at page 113, DHS, after reviewing
the documentation provided by Basic, has detertnined that only $33,8539 should be disallowed.® (DHS Response, Exhibit 3,
DHE Table T1, Coluran B) It also is important to note that the Contract aflows Basic ro use up to 8.5 percent of it annual
budget to pay for everhead expenses. This is a standard provision in all DHS contracts with its-shelter providers and it allows
providers to transfer funds o an affiliate (ot parent ovgrnization) for the provision of approptiate support services. Alse.
DHS has determined that the affitiate legitimaraly made some purchases an behalf of Basic for which Basic made
resmbursernent te the afflizte. Further, whether a provider appropriately used City funds can be comptehensively deterrmined
only affer its contract expenditures have been closad out at the end of the fiscal vear aref andited.

DHS already utilizes several tools to monitor a shelter provider’s compliance with contmct provisions and to ensure that the
provider’s use of City funds is appropriately expended. IDHS retains contracts with six independent accounting firms (FCPA
firms™) to conduet audits of one-third of the Apency’s human services contricts every year. In the event issucs atise
concerning 4 provider in 2 year not subject to automatic audit, DHF internal auditors e one of the Ageney’s CPA firmms will
conduet # special andit of the provider's operations that are of coneern. TOHS Audit Services unit also conducts “expenditure
reviews™ cach year, The auditors randomly select 2 provider and examine documentation concerning all expenditares incutred
by that pravidet duzing a randomly selecred month within the past twa years. In addition, all contract providees are requited
to submit certified financial statements and A~133 audits (where applieslile, under federal Office of Manpagement and Budget
(OMB) Circular) on an anpual basis. The internal and CPA audits, special andlits as necessary, and expendiee revicws,
coupled with the fiscal year-end clase-out process for linesitem budgered contracts and the Care-Day Reconeiliation Preess
for fec-For-service providers, provide more than adequate monitoring of shelter providers’ use of City funds, Further, whether

5 Here again, DHS allowsnee smounts may change hased on addittonal decumentation that Basic may produce between now and the
Anency's follow-up with Hasic aftee issuance of the final audi tepors.
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Recommendation #8 - contmied

a provider appropriately used City funds can be comprehensively determined only gfierits conteact expen drtures have heen
closed et at the end of the fiscal year and andited.

Nohwithstanding the above, DHE will furdier examine these ssues in the context of the upcoming independent accounting
frm audit covering Basic’s use of Y 09 contract funds.

Jatrary 2010

RESPONSIBILITY CENTER

Families and Budger/Andit
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RESPONSE DATE: Junc 24, 2009
AUDIT TITLE: Gontract of BASIC Housing, Inc., with DHS 1o Provide Shelter and Support Services
AUDITING AGENCY: NYC Comptrolier’s Office

DIVISION: Bureau of Managemgnt Audjt

DRAFT REPORT DATE: June 10, 2009

AUDIT NUMBER: ME-09-008A

RECOMMENDATION WHICH THE AGENCY AGREES WITH IN PART
AND WILL IMPLEMENT IN PART

Recommendation #9: DHS should review the approprinceness of the teansfers of funds hetween BASIC Housing atid
BASICS, Tnc.. to determine whether additional funds should be recouped from BASIC Housing,

RESPONSE TO RECOMMENDATION

The Tieaft conchades that Pasic twansferred fands into and out of jts affiliare’s bank accounts with inadoquate supporting
docementation or explanation and, a3 a result, 2 portion of the City funds provided to Basic under the Contzact “may have
becn used by the affiliate for its operadon.” (12) The auditors further conclude that “[b]y not systematically examining
Rasic’s] bank transactions and related involces, DHS allowed™ this to oceur and recommended that DHS eonduct a “periodic
exarninaton of [Basic’s] books and accounting resotds to ensure that all fands ate exclusively used for [Basie’s] contract
opetations.” {Draft, Rec. No. § on page 1 3) Itshould be noted thar of the $133.641 cited in the Dralt as the “amount to be
allocated herween Basic Flousing and Basies, Inc.” {Iaft Table T, Column T, on page 11}, DHS, after reviewing the
documentation provided by Basic, has determined that only $33,839 should be disallowed.® (DFIS Response, Exhibir 3, DHS
“Table 11, Colwmn F) It also is important to note that the Contract allows Basie to use vp to 8.5 pereent of its annual budget o
pay [or overhead expenses. Thisis 2 standard provision in all DHS contracts wilh its shelter providers and it allows previders
to transfer funds to an affiliate (ot parent organizaton) for the provision of appropriate support services. Also, DRR has
determined that the affiliate legitmately made some putchases on behalf of Rasic for which Basic made reimbursernent to the
afFliate, Further, whether a provider appropeiately used Ciry funds can e comprehensively determined only afferits conteact
expondinues bave been dosed out ar the end of the fiseal year grd nudited.

19HS already vtilizes sevetal toals to monitar a shelter provider's compliance with contract provisions aned to cnsure that the
providet's use of City funds is appropriately expended. DHS retains contracks with six imdependent accovnting firms (“CPA
firms™) to conduct audits of one-third of the Agency’s human services contracts overy yesr. T the event issues arise
concerning a provider in a year not subject to autematic audit, DHE" internal auditors o ore of the Ageney’s CPA firms will
conduet 2 spectal audit of the provider’s operations that nre of concern, IDHS Audit Services unit also conduets “espenditre
rovicws” each year, The auditors randomly scleet a provider and examine docurnentation concerning all expenditures incurred
by that provider during » tandomly selected month within the past two years. Tn addition, all contract providets are required
co submit certified financial statements and A-133 audits {where applicable, under federal Office of Management and Budget
(QOMB) Ciraulat) on an annual basis. The internal and CPA audits, spedal andits as necessazy, and expendinire reviews,
coupled with the fiscal yeac-end close-out process for lne-item hudgeted contracts and the Care-Day Reconetliadon Process

for fee-for-semvice providers, provide mote than adequate monitering of shelter providesy” nse of City funds. Turther, whether

# Flere again, DM allowance amonnts may change based on additonal doeumentation that Basic may produce between now and the
Ageney's foliowtp with Basic after Isguance of the final audd report,
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Recommendation #9 - continued

a provider appropriately used City funds can be comprchensively determined only 4 ferrits contract expendimges have been
Ciosed out at the end of the fiscal year and audited.

Notwithstanding the sbove, DHS will further examine these issues i the contest of the upcoming independent aceounting
firm audit covering Basic’s wse of FY 09 contract funds,

Jatwary 2010

RESPONSIBILITY CENTER

Farmilies and Budget/ Audit

Signatn
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Print Title: _

M
74




ADDENDUM
) Page 12 of 74
Audit Implementation Plan
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RESPONSE DATE: June 24, 2009

AUDIT TITLE: Contract of BASIC Houging, Inc,, with DHS to Provide Shelter and Support Serviees

AUDITING AGENGY: NYC Compupllers Office

DRAFT REPORT DATE: June 10, 2009

AUDIT NUMBER: ME-09-008A

RECOMMENDATION WHICH THE AGENCY AGREES WITH IN PART
AND IMPLEMENTS PURSUIANT TO LONGSTANDING POLICIES AND PRACTICES

Recommendation #12; [2HS should cnsuse that BASIC Tousing has proper intermal controls in relation to the reporting of
expenditores under the eontract.

RESPONSE TO RECOMMENDATION - IMPLEMENTATION PLAN

Recammendation #12 is based on the Dralt’s finding that Basic had failed to comply with certain accounting provisions of the
contrret and, consequenty, prepared unreliable financial reports with insuffieient supporting documentation of justifications.

(14

“the Deaft states that the auditors” “review of the finaneial tecords revealed that thete was a lack of reconeiliation 2t [Basic] o
ensure the accuracy of the expenses reposted on the eloserout sequest” and that “the invoices, géneral ledger, and elose-out
tequest ameunts did not reconeile, as shown in Table TIL7 (Deaft on pages 14-15) As aiready noted, the “clasc-out request”
was preliminary to the final FY 08 Orfficial Close-Our,  Therefore, the qumbers in Table T are not fmal because they aze
based on incorrect prefiminary numbers. The amounts reflected in Table TT1 alio croneously include amounts relating to

Cluasrer 1L

The Draft further states that the auditors “found no evidence that DHS questinned the validity and reliability of (hese
expenses.” (Draft on page 15)  As noted abave, TIHS cannol conclusively aucit these expenses uatil aftes they have been paid
and closed eme at the end of the fiseal vear,

DHS will continue to moniter its providers” accounting practices through intemal Agency aned CPA awdits. Tn aceordance
with the Drafi's recommendation that DHS ensure that Basic has proper internal controls in relation to the reporting of
expenses under the Contreact (Draft, Ree No. 12 on page 173, DHS will retain a CPA fiem to conduct an audit in FY 10 of
Basic's FY 09 operating funds to determine whether they were appropriately expended and administered.

IMPLEMENTATION DATE

Jatary 2010
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Recommendmion #12 - contmued

RESPONSIBILITY CENTER

Budget/Audit

Signature:
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Audit Tmplementation an

Department of Homeless Services PAGE 12 OF 20

RESPONSE DATE: June 24, 2009

AUDITING AGENCY: NYC Comptroller’s Office
DIVISION: ﬁg\:rcau_m,ﬁ_rﬂggmgn_tj\ udiy
DRAFT REPORT DATE: June 10, 2009

AUDIT NUMBER: ME-09-008A

RECOMMENDATION WHICH THE AGENCY
DISAGREES WITH AND WILL NOT IMPLEMENY

Recommendation #13: DHS should ensure that it does not make monthly payments 1o BASIC Fousing if the contractor fails
to submit monthly cxpenditures reports and year-end close-out requests i 2 tmely mannet: 28 required by the conteace

RESPONSE TO RECOMMENDATION

"The Drafe stares that IDHS close-out procedutes required submission of # closc-out statement by September 1, 2008, but the
anditors did not reecive the preliminary close-out request from Basic until Mageh 4, 2009 and it was not approved by DHS
until March 27, 2008, (Draft on page 16) The Draft farther concludes that “because of a lack of timely oversight by DHS,”
Basie failed to submit its clase-out request in a timely manner and recommends that thie Ageney should ensure that it does not
tmake monthly payments to Baste if it fails to subtnit monthly expendirure reports and year-end close-out requests in a timely
. mannat “as regquited by the contreact” (Braft, Ree. 13 on page 17

The close-out statement that Basic gave DHS on January 29, 2009 contained prelitminary estimates. On March 4, 2009, DS
received a completed close-out statement which it reviewed and approved on March 27, 2009, As DS explained at a
prelirrinary eonlerence prior to the Fxir Conference, the close-qut process is initinted by the provider's submission ol elose-
out documents to DIHS, The Ageney reviews the documenitation and returtis it to the provider if revision iy requitcd.
Depending on the complexity and sime of the contract, this can be a lengthy process. The Basic Contract at issue here, with its
combinatdon of line-item and fee-for-service payment mechanistns, is partodardy complex and, as a rasult, the close-out
process veguired an unusually long time 1o complete, Additionally, DHS' providers canaot close out their contracts with the
Ageney uatil affer they close out their owss hooks and records.

Finally, DFIS must exercise prudence with respect to withholding payments to its shelrer providers, and consiclers the hanee
and significance of contractual compliance maltess as well as impacts on the family shelver syslem. Specifically, the Agency
dees not interpret any provision in the Contract to Mean that under all cireumstanees, IS muost withhold payment of
advances of menthly bills submitted after September 1 the absence of 2 fur] dese-out from the prior fiseal year. Were that
the casg, the Family sheiter system would be negatively irpacted upon depletion of cash flow oz other cash reserves that
enablc the provider to continue providing services while clese-outs are being processed.
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Recomemendation #13 - contnied
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Page 16 o

Audit Implementation Tlan

Departoient of Homeless Setrvices PAGE 14 OF 20
RESPONSE DATE: Junc 24, 2009

AUDIT TITLE: Contract of BASIC Housing, Inc,, with DS to Provide Sheltet and Support Sexviges

AUDITING AGENCY: NYC Comptroller’s Office

DIVISION: Bureau of Management Audit

DRAFT REPORT DATE: June 10, 2009

AUIMT NUMBER: ME-09-008A

RECOMMENDATION WHICH THE AGENCY
IMPLEMENTS PURSUANT TO I'TS LONG-STANDING

POLICIES AND PROCEDURES

Recommendation #14: DHS should consisfently reconcile invoices against CTS, esolve any discrepancies and recoup funds as
NECESSALY.

RESPONSE TO RECOMMENDATION

Based upon a sampling of payments made on invoices submitted to the Agency, the mditors identified “discrepancies not
resotved by DHS™ totaling $36,075. (Refer to Draft, page 18 and Table IV on page 19) Accordingly, the Diraft concluded that
DHS “did not consistently verify the accuracy of the client invoices and determine the discrepancics to be recouped from the
provider’s subsequent payments.” (Id. on pages 18-19) The Draft therefore recommends thar DHS “consistently seconcile
invoicos against CTS, resolve any disciepancies, and recoup funds as necessary” and “[e]nsure that accurate client information
is rraincained in TS, (I, Rec. Nos. 14 and 15, respectively, on page 19)

At the Fxit Conference, DS provided the auditors with documentation indicating that they had misidentified codes in CT5.
For example, the auditors misidentfied a CT5 code indicating 2 change in Family composition as fhe family’s exit from shelter
aryel recorded this “diserepancy” on Table V. This single misidentified CTS eode accounted for $32,130 of the $36,075 on
Table 1V. DHS was able to aceount for all of the $36,075 as resulting from misidentification of CTS codes and adjustments

handled in the final billings.

In addition. under DHS' Care-Day Reconciliaion Process, described in its Response, HERCYs Vacancy Control Unit contacts
wvery shelter to verify client arrivals and departures as part of a daily veconciliation of shelter units and (T3 data, This s
accomplished by using a combination of CT5 automated reports, non-antomated reports and communications with sheiter
stafF in order to compare and verify cuprent data in 7%, DDHS reconciles all cerdfied monthly invoiees for Family Shelters
against care day records maintained tn C1S.

Reconcilintion and payment of claims from fee-fot-service providers is accomplished using C18 and the IDHS Billing System.
The Billing Systerm, which is managed by the Ageney’s Office of Information Technology, caleulates what is owed to cach
provider based on Jodging and ratc informaton mainiained in CTS. The Financial Management System (FMS) is used to pay
sroviders through electronic funds transfers (EFT), with payments issued by the Depariment of Finance to the providers
lranls account.

f 74
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Recommendation #14 - continued

Shelter providers are requived to designate a financial officer or agent thereof to sertify and attest (o the acouracy of their
manthly hillings and all associated docurmnents. Each invoice submitted to IVHS must include a statement of certification and
the signature of the financial officer or his/her agent. Upon receipt of an invoice, a [JHS superviset or designee will review
the submission for completencss regerding required signatires for cenification. If the invoice is incomplete due to missing
certification and/or required signatures, the supervisor will immediately eontact the provider to resend a corrected invoice.

Once it is determined that the invoice contains the reqidred certification, Ageney staff generates a Pre Payment Register from
the Billing System for the same billing perod indicated on the invoice. The Pre-Payment Register is an atitomated report that
lists the shelter’s losdging history based on CTS records. DHS staff comparcs the Register line by linc against the shelier
invoice amd annotates the invoice fot any inconsistencies in dates of residency, family composition, case numbers, unit
pecupancy and daily rate. Agency staff investigares all inconsistencies uncoveted as a result of this compatison: the type of
discrepancy determines the action the Agency must take to reselve it. All discrepancies atc recongiled in favor of CTS unless
the provider submits evidence {eg, client sign in/out logs) demonstrating that €18 s incorrest,

After DHS staff completes the compatison, confirms any inconsistencies and documents any updates recommended to the
CTS Unit, the entire invoice folder is submitted to a senior supervisor for roview. After reviewing the inveice folder for
completeness, the senior supervisor approves the invoice and submits the imvoice folder to the supervisor for processing of

payment,

1118 staff also detects and recoups overpayments to shelter providers paid through the Billing System. The two majos causes
of overpayments are changes in ledging history (resultiop from HERO's ongoing CTS updates) and tetreactive rate
reductions. 1€ the shelter provider does not challenge an overpayment of cannot provide documentation to reverse DDHE
determination that an overpayment occurred, the Agency rakes steps toward recoupment.

IMPLEMENTATION DATE

Cngoing
RESPONSIBILITY CENTER
Finance
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Andit Timplementation Plan
Department of Homeless Services PAGE 16 OF 20
RESPONSE DATE: June 24, 2009
AUDIT TITLE: Contract of BASIC Housing, Inc., with DEIS to Pravide Shelter and Support Services
AUDITING AGENCY: NYC Comptroller’s Office |

DRAFT REPORT DATE: June 10, 2009
AUDIT NUMBER: ME-09-008A

RECOMMENDATION WHICH THE AGENCY
IMPLEMENTS PURSUANT TO ITS LONGSTANDING

POLICIES AND PROCEDURES

Recominendation #15: DES should ensure that accurate client information is maintained in CTS.

RESPONSE TQ RECOMMENDATION - IMPLEMENTATION PLAN

As cxpliined in DHS' Response to Recommendation No. 14, above, [DHS ensutes that client informadon is maintained in
CTS by conducting # daily reconciliation of shelter units and CTS data as part of the Ageney's Care-Day Reconciliation

Trocess.
IMPLEMENTATION RATE
Ongoing
RESPONSIBILITY CENTER
Families
Signature: 4t LB
{JJ JPM!J /407%:»-* Mﬁgﬁ'_
Print Mame: Date

Print Tite: “éé.f:ur o e égf_\,ﬂu Joh il
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REBPONSE DATE: June 24, 2009

AUDIT TITLE: Contract of BASIC Housing, Inc., with DHS ro Provide Shelter and Support Services

AUDITING AGENCY: NYL Comptrolles’s Qffice

DRAFT REPORT DATE: Jung 10, 2009

AUDIT NUMBER: ME-09-008A

RECOMMENDATION WEHICH THE AGENCY AGREES WITH IN PART
AND IMPLEMENTS PURSUANT TO LONG-STANDING

Recommendation #21; DHS should require BASIC Housing to provide a enrrective action plan to eorrect the probiems noted
in this andit ot close out the eontreact,

RESPONSE TO RECOMMENDATION - IMPLEMENTATION PLAN

The Agency's Earnily Services Division conduets semisannual evaluations «f its shelter provfc?lc:rs, ineluding Basic, consisting of
unannounced amival 2t the site for a multi-day review, which includes a physical plant inspection of randomly selected
apartments, # social serviges evaluation based on a sampling of client case records, and the shelter’s sueeess in meeting its
move-out targets.  The results of the evaluation, including a discussion of deficiencies, are recorded in a report called the
“Monitoring Tool.” The provider has 30 days from its receipt of the report to submit a corrective action plan to DHS. The
Agenty also evaluates providers” performance through Vendex checks, semi-annual routine site revicw Inspections {MRSRT™
of shelters” physical conditions, and the Performance Incentive Program (“PIP™), an annual perfortmance evaluation program
which is designed to rewsrd providers that successfully and efficiently place famaflies into permanent housing and seduce
farmilies” length of stay in shelter. Under PTP in Y 08, DHS increased or decreased the original daily eare by up to 10 percent
for the provider based on the provider's performance.

The Deaft’s findings relating to Basics programmatic operations, primarily concerned compliance with record-keeping
requirements and imely completiom of forms regarding cliont case records. TDHS vilizes these same performance messures,
atnong many others, in its semi-annual evalustion of afl providers. While the Agency noted deficiencies sitmilar to those
identified by the auditers in its programmatic evaluation of Basic for the first half of FY 09, in its corrective action plar, Basic
demonsteated its ongolng commirment to improve its performance. Morcover, on May 18, 2009, L5 eondacted & re-
toining of Basic staff or what information must be dmely docomented in the client’s case record and what docnments must
lre filled cut and made a paet af the case recond,

Notwithstanling these issves, it is eritical to note that during the period July 2008-March 2009, Basic achivved 154 percent of
it move-out tazget and now ranks as one of IS top providers in helping clients to eait sheler for horaes of their own.
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Fecommendation #21 « continued

IMPLEMENTATION DATE
Ongoing
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Audit Implemen tation Tlan

TDepartment of Homgless Services PAGE 19 OF 20
RESPONSE DATE: June 24, 2009

AUDIT TITLE: Contract of BASIC Housing, Ine., with DEIS to Provide Shelter and Support Services
AUDITING AGENCY: NY.C Comptroller’s Office
DIVISION: Bureau of Management Audit
DRAFT REPORT DATE: Juni 10, 2009
AUDIT NUMBER: ME-09-008A
RECOMMENDATION WHICH THE AGEINCY
DISAGREES WITH AND WILL WNOT IMPLEMENT
Recommendatinn #22: DHS should recoup the overpayment of $1,789 made to Pilgtim for the December 2007 and January
2008 invoices.
RESPONSE TO RECOMMEMNDATION
The auditors cxrmined the December 2007 and Jamuary 2008 invoices submitted by Pilgrim to DS for payment and
compated thers to the correspentding invoices that Basic sent (o Pilprimn. Since Basic’s invoices did not match Pilgrim'’s, the
Draft coricludes that IDHS peid £1,789 “lor services that Basic did not weporredly proviede™ (Drafi on page 24) Howover,
uneler the arrangement between DHS and Pilgrim, the Agency paid Pilgrim (not Basic) based on actual carc days and, as the

Agency does with all of its fee-for-service providers, subjected all of Pilgrim’s invoices to the Ageney’s monthly Care-Day
Reeonciliation Process before making any monthly payments to Pilgrim.

RESPOMNSIBILITY CENTER
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Department of Homeless Services PAGE 20 OF 20
RESPONSE DATE: June 24, 2609

AUDIT TITLE: Contract of BASIC Housing, Inc.. with DHS to Provide Shelter and Support Setvices

AUDITING AGENCY: NYC Comptrollet’s Office

DIVISION: Burcan of Management Avdit
DRAFT REPORT DATE: Tune 10, 2009
AUDT NUMBER: ME-09-008A
RECOMMENDATION WHICH THE AGENCY

IMPLEMENTS PLURSUANT TO ITS LONG-STANDING
POLICIES AND PROCEDIIRES

Recommendation #23: DHS should implement stronger contzols to ensure that jt only pays for setvices actually provided
when third-party vendors are Involved.

RESPONSE TQ RECOMMENDATION - IMPLEMENTATION PLAN

This recommendation s based on the auditors” examination of the December 2007 and Tanuary 2008 tnvoices submitted by
Dilprim to IDHS for payment and cotopatison of them to the corresponding invoices that Basic seat to Pilgrim.  Since Basic's
ivoices did not mateh Pilgrim’s, the Draft concludes that TIHS pald $1,789 “for services that Basie did not seportedly
pravide.” (Draft on page 24) However, under the arrangement hetween TXHS and Pigrim, the Agency paid Pilgeim (net
Bquc) based on actual eare days and, 25 the Agency does with all of its fee-for-service providers, subjected all of Pilgrim’s
invoices ta the Agency’s monthly Care-12ay Reconciliation Trocess before making any menthly payments to Pilgrim,

Ongomg
RESPONSIBILITY CENTER
Budget/ Audit
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Basic Housging PAGE 1 OF 18

RESPONSE DATE: Junel7, 2009

AUDIT TITLE: Contract of Basic Housing, Ing, with DHS to Provide Shelter and Support Services

AUDITING AGENCY: NYC Comptreller’s Office

DRAFT REPORT DATE: June 10, 2009

AUDIT NUMBER: MEQ9-088A

C. RECOMMENDATION WHICH THE AGENCY
AGREES WITH BUT 18 PENDING IMPLEMENTATION

Reeommendation 1- Obtain and maintain the required documentation as per the contract, including;
Fidelity bond coverage for all employees who are authorized to receive, handle or disburse the
funds received under the contract.

RESPONSE TO RECOMMENDATION

Basic Mousing intends to ebtain Fidelity bend coverage for all emplovess who are authorized lo
receive, handle or disburse the funds received under the contract,

TARGET IMPLEMENTATION DATE

July 1, 2009

RESPONSIBILITY CENTER

— @ahm Lot do

Basie Housing

Carlns Menlalvo June 17, 2009
Print Narmie: Date

Print Tithe: Chief Fiscal Officer




Basic Housing PAGE 2 OF _16

RESPONSE DATE: June 15, 2008

AUDIT TITLE: Contract of Basic. Housing, Ine. with DHS to Provide Shalter and Support Services

AUDITING AGENCY: NYC Comptroller’s Office

DRAFT REPORT DATE: June 10, 2009

AUDIT NUMBER: MEQS-DESA

A. RECOMMENDATION WHICH THE AGENCY
HAS IMPLEMENTED

Recommendation 1- Oblain and maintain the required documentation as par the contract, including:
Valid benk autherzation forms from all banks used lo deposit DHS funds.

RESPONSE TO RECOMMENDATION - IMPLEMENTATION PLAN

Basiz Housing has ablained valid bank authorization forms from all banks used to deposit DHS funds.

MPLEMENTATION DATE

June 1, 2009

RESPONSIBILITY CENTER

sonmre Ui sdal

[
:

Basic Housing

GCarlos Montalve June 15. 2009
Print Mame: Date

Print Title: Chief Figcal Officer
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Audit Implemeantatian Plas Form A

Basic Housing PAGE __ 3 OF 18

RESPONSE DATE: Juns5, 2009

AUDIT TITLE: Contract of Basie Housing, Ing. with DHS to Provide Shelter and Support Bervices

AUDITING AGENCY: NYC Comptroller's Difice

DRAFT REPORT DATE: Juna 10, 2009

AUDIT NUMBER: MEQO2-0834,

A, RECOMMENDATION WHICH THE AGENCY
HAS IMPLEMENTED

Recommendation 1- Qbtain and maintain (he requirsd documentation as per the contract, including:
Current Inventory records for all furnishings and equipmant,

RESPONSE TO RECOMMENDATION - IMPLEMENTATION PLAN

Basic Housing has current fnventory records for all furnishings and equipment and will present them to DHS annuaily.

IMPLEMENTATION DATE
March 31, 2002

RESPONSIBILITY CENTER

Basic Housing

Signature:
Carlos Montalvo June 15, 2009
Print Name: Date

Print Title: Chief Fiscal Officer

ABEENYM

f 74




BOTYENM
Page 26 ¢

~ Basic Mousing PAGE _4 OF_ 1B

RESPONSE DATE: Junel?, 2009

AUDIT TITLE: Contract of Basic Housing, Inc. with DHS to Provide Shelter ancl Support Services
AUDITING AGENCY: NYC Comptroller's Dffice

DRAFT REPORT DATE: June 10, 2009

AVDIT NUMBER: MEOS-088A

C. RECOMMENDATION WHICH THE AGENCY
AGREES WITH BUT 1S PENDING IMPLEMENTATION

Recommendation 3- Comply with the hiring-commitment provisien of the contract to ensure to ensure that farmerly
komeless clients are given opportunity for ermployment.

RESPONSE TO RECOMMENDATION

Basic Housing intends to use its best efforts to comply with the hidng-commilment pravision of the contract to
gnsure that formerly homeless clients are given opportunity for employrment. 1f it becomes nat possible to meat
the goal totally, Basic Housing will-ask for a partial waiver.

TARGET IMPLEMENTATION DATE

On-going

RESPONSIBILITY CENTER

Basiy Housing

Carlos Montalvo -~ Jurie 17, 2009
Print Name: Date

Print Title: Chief Fiscal Officar

LIM
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Basic Housing PAGE &5 OF 18

RESPONSE DATE: June17, 2009

AUDIT TITLE: Contract of Basic Hodsing_,_ﬁr‘ic. with DHS to Provide Shefter and Support Services

AUDITING AGENCY: NYC Comptroller's Office

DRAFT REPORT DATE: June 10, 2009

AUDIT NUMBER: MEQ2-083A

C. RECOMMENDATION WHICH THE AGENCY
AGREES WITH BUT 15 PENDING IMPLEMENTATION

Resommendation 5-  Implement an adequate cost-zllocation plan to properly report expenses related to its
affiliate as well as those related to services it provides 1o other vendors or programs.,

RESPONSE TO RECOMMENDATION
Basic Housing intends ta implement an adequate cost-allozation plan lo properly reporl expenses related to its

affiliate as well as those related to services it provides to othar vendors of programs. The plan will clearly explain
the methodology used to allocate these expenses.

TARGET IMPLEMENTATION DATE

July 1, 2009

RESPONSIBILITY CENTER

Basic Housing

Signature:

Carlos Moralvg June 17, 2009
Print Name: Date

Print Title: Chief Fiscal Officer

M
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Audil mplementatton Plan Form D

Basic Housing PAGE _6 OF _i6

RESPONSE DATE: June15, 2009

AULIT TITLE: Contract of Basic Housing, Inc. with DHS to Provide Shelter and Support Services

AUDITING AGENCY: NYC Comptrollar's Dffice

DRAFT REPORT DATE: June 10, 2008

AUDIT NUMBER: ME09-088A

l$Q.__BJ':'.!:_QM%EC:I:U-"«TIDN WHICH THE AGENCY

AGREES OR DISAGREE ITH ANEB WILL NOT IMPLEMENT{circle one)
w"

Recommendalion § — Resxarning ils Fiscal Year 2008 close-out request and identify and remove any expenses not

refated to the contract in order to accurately report all expenses incurred under the conltract. Ensure that future close-out
requests include only those expansas incurred in refation to the service of the contract.

RESPONSE TO RECOMMENDATION
(ALTERNATIVE SOLUTIONS ON CURRENT SITUATION CITED IN AUDIT REPORT)

Basic Housing believes that all expenses approved by DHS in itz Fiscal Year 2008 closeout were related to the contract
and are reporled acourately. DHS has given us the final closeout, and Basic Housing is in agresment with it

Cluster | was an expanse ling budget contract, Cluster 1| was fee for service, and Pilgrim was a fee for service
arrangement hetween Basic Housing and Pilgrim. The Fiscal Year 2008 expense closeout was for the Cluster | contract,

Basic Housing will ensure that future close-out reguests include only thase expenses that were incurred in relation {o the
service of the contracl.

RESPONSIRILITY CENTER

Carlos Mont lvo June 15, 2009

_—

Print Name: Date

Print Title: Chief Fiscal Officer

ABDBENBYM
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implementation Plan Form D

Basic Housing ‘ PAGE ¥ OF _ 16

RESPONSE DATE: June17, 2008

AUDIT TITLE: Centract of Basic Housing, Inc. with DHS to Provide Shelter and Support Services

AUDITING AGENCY: NYC Comptroller’s Office

DRAFT REPORT DATE: June 10, 2009

AUDIT NUMBER: MEQ9-DE8BA

C{R‘REC@M\‘JE.VI’;I’DATION WHIGH THE AGENCY
AGREES OR DISAGRE ITH AND WILL NOT IMPLEMENT (circle one)
e %

i ik i

Recommendalion 10 — Establish and implement controls over its financial operalions to ensure that financial records
reconcile and financial infermation is reliable.

RESPONSE TO RECOMMENDATION
{ALTERNATIVE SOLUTIONS ON CURRENT SITUATION CITED IN AUDIT REPORT)

Basic Housing has established and implemented conirols ovar its financial operations to ensure thal financial recaords
raconcile and financial information is reliable, Basic Housing's financial management reviews tha journal entries and the
account analyses done by the accountants. In addition, the supporting documantation of the financial statemants is
checked hy financial managemeant.

The Comptraiier's office audited Basic Housing befere it closed out its fiscal year so the aud? team may have found some
sxpenseas wilhout supporting dosurnentation that was later found in its yearly closeaut process,

Basic Housing will serutinize its currert procedures looking for ways to improve ils reconcilialion provess and to
strengthen the rellability of its financial inforrmation.

RESPONSIBILITY CENTER

Basic Housing
Sig nature:@&hﬁ.&;{\d k‘ﬂ*’%f’% i

Carlos Montalve June 17, 2008
Print Name: Date
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Implernentdfage 30

Basic Housing FAGE _ 8 OF 186

RESPONSE DATE: Junel5, 2009

AUDIT TITLE: Contract of Basic Housing, Inc. with DHS to Provide Shelter and Support Services

o

AUDITING AGENCY: NYC Comptroller’'s Office

DRAFT REPORT DATE: June 10, 2009

AUDIT NUMBER: MEQ09-088A

ENDATION WHICH THE AGENCY
ITHAND WILL NOT IMPLEMENT

AGREES OR ' cirele ang)

Recommendation 10 — Establish and implement controls over its financial operaiions to ensure that expenses incurred
pursuant to the contract are properly supported.

RESPONSE TO RECOMMENDATION
(ALTERNATIVE SOLUTIONS ON CURRENT SITUATION CITED IN AUDIT REPORT)

Basic Housing has established and implemented conlrols over its financizl operations to ensure that Expenses incurred
pursuant to the contract are properly supported,

The Comptrollers offics audited Basic Housing bafore it closed out its flscal year so ihe audit team may have found some
expenses without supporting documentation that was latar found in its yearly closeout process.

Basic Housing will enact new procedures to strengthen its process of gathering and filing supporting documentation.

RESPONSIBILITY CENTER

Basic Bousing

Signature: % ."\Lm& So

Carlos Montalvo June 15,2009
Print Name: Date

Print Title: Chief Fiscal Officer
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Page 31

Basic Housing PAGE _ 9 OF_16

RESPONSE DATE: Junel?, 2009

AUDIT TITLE: Cantract of Basic Housing, Ing. with DHS to Provide Shelter and Support Services

AUDITING AGENCY: NYC Comptroller’s Office

DRAFT REPORT DATE: June 10, 2009

AUDIT NUMBER: ME09-088A

C. RECOMMENDATION WHICH THE AGENCY
AGREES WITH BUT IS PENDING IMPLEMENTATION

Recommendation 10- Establish and implement controls over its financial cperations to ensure that its year-end
claseout request is subrnitted in a limely manner.

RESPONSE TO RECOMMENDATION

Basic Housing intends ta establish and implement contrals over its financial operations to ensure that its yaar-end
sloseout request is submitted in a timely manner,

TARGET IMPLEMENTATION DATE

September 1, 2009

RESPONSIBILITY CENTER

Basic Housing

Qmm Untal

Carios Montalva June 17, 2009
Print Name: : Date

Print Title: Chief Fiscal Officer

M
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Audit Implamentation Plan Form B
Baslic Housing PAGE _10__OF 18

RESPONSE DATE: June17, 2000

AUDIT TITLE: Contract of Basic Housing, Ine. with DHS to Provide Shelter and Support Sarvices

AUDITING AGENCY: NYC Comptroller’'s Office

DRAFT REPORT DATE: June 10, 2009

AUDIT NUMBER: MED2-088A

8. RECOMMENDATION WHICH THE AGENCY
HAS PARTIALLY IMPLEMENTED

Recommendation 10- Establish and implement controls over its financial operations fo ensure that there is a proper
segregation of duties in the accounting unit over the handling, reporting, and reconciling of transactions.

WHAT HAS BEEN IMPLEMENTED?

Basic Housing has established and implemenled controls over its financial oparations to ensure that there iz a proper
segregation of duties in the accounting unit over the mandling, reporting, and reconciling of transactions. Basic Houisng
has already segregated the duties of handling the mail (Accounting Supervisor), making bank deposits (the CFQ) and
recongiling bank staternants (Accountants). We will now segregate the duties of making journal entries and transgferring

funds between bank accounts,

WHAT HAS TO BE IMPLEMENTED?

The Finance Committee will review all transfers of funds.

EXPECTED IMPLEMENTATION DATE

July 1, 2009

RESPONSIEILITY CENTER

\J\Lm% Basic Housing
Signature: [J)/M @'%D

Carloa Montzlve June 17, 2009
Print Name: Date

Print Title: Chief Fiscal Officer

M
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Audit Implementation Plan Form A

Basic Housing PAGE_11 QF 1B

RESPONSE DATE: June15, 2009

AUDIT TITLE: Contract of Basic Housing, Inc. with DHS to Provide Shalter and Support Services

AUDITING AGENCY: NYC Comptroller’s Office

DRAFT REPORT DATE: June 10, 2009

AUDIT NUMBER: NMEDZ-048A

A. RECOMMENDATION WHICH THE AGENCY
HAS IMPLEMENTED

Recommendation 11- identify all 1089-reportable entities and issue 1099-MISC forms for income tax purposes.

RESPONSE TQ RECOMMENDATION - IMPLEMENTATION PLAN

Basic Housing has identified 2l 1099-reportable enlities and ixsue 1009-MIEC forms for income lax purposes.

IMPLEMENTATION DATE

May 1, 2009
RESPONSIBILITY CENTER

@m Vool

Basic Housing

Carlos Monialvo. June 15, 2008
Print Mame: : Date

Print Title: Chief Fiscal Officer

AEEENELM
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Audit implementation Plan Farm A
Basic Housing PAGE 12 OF 18

RESPONSE DATE: Junelh, 2009

AUDIT TITLE: Contract of Basic Heusing, Inc, with DHS to Provide Shelter and Support Bervices

AUDITING AGENGY: NYC Comptreller's Office

DRAFT REPORT DATE: June 10, 20098

ALDIT NUMBER: MEOS-088A

A. RECOMMENDATION WHICH THE AGENCY
HAS IMPLEMENTED

Recommandation 16- Ensure that client files comtain documentation and evidence of the provigion of all required
assistance to clients to address their needs.

RESPONSE TO RECOMMENDATION - IMPLEMENTATION PLAN

Basic Housing has reviewed all of the current supervisory proceduras and will be intensifying the effort to ensure that the
documantation and adherence to contractual requirements is significantly improved. In April, 2009 Basic Housing
implemeanted a revised quality assurance nlan that includes more focused and frequent chart reviews by supervisors and
their administrators.

IMPLEMENTATION DATE

April 1, 2008

RESPONSIBILITY CENTER

Basic Housing

o 5 -, . . 5'7
Signature: S :uf';i /’75"’(-\7'4..,{7%.‘;.:-{ .
r'i'djj-“f)
Pamela Matiel June 15, 2009
Print Name: Date

Print Title: Deputy Executive Director

JM
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Audil mplementation Plan Form A
tHasic Housing PAGE _13 OF 16

RESPONSE DATE: June15, 2008

AUDIT TITLE: Contract of Basic Housing. Ins. with DHS to Provide Shelter and Support Sarvices

AUDITING AGENCY: NYC Comptroller's Office

DRAFT REPORT DATE: June 10, 2009

AUDIT NUMBER: MEQS-088A

A. RECOMMENDATION WHICH THE AGENCY
HAS IMPLEMENTED

Resommendation 17- Ensure (hat caseworkers hold biweekly meetings with clients throughout their stay in the pregram
ard that biweekly review forms are reviewed by supervisors,

RESPONSE TD RECOMMENDATION - IMPLEMENTATION PLAN

Caseworkers schedule biwaekly meetings with clients. Clients may be absent for their scheduled appointmenls. The
caseworker leaves a note under the door indisating that the caseworker was there and that the farnily should conlact the
case worker. This note is filed in the chart to verify attempts. Supervisors may miss signing every ILP during the course of
the family's stay; however, to insure that caseworkers are properly serving clients supervisory aversight is conducted
through multiple means. Family's progress is reviewed through a) HRA status reports, b) on a weekly basis senior
supetvisory staff employ the use of an agency specific tracking form that reviews evety family's progress, ©) as needed
case conferences are scheduled that includes the participation of the client, case workers, senior supervisory staff, and
on oecasion DHS staff, d) caseworkers submit monthly reports that indicate family progress, and e) supervisors
imredistely notify DHS of clients that are noncompliant or have special needs.

Basic Housing has reviewed all of the current supervisory procedures and will be intensifying the effort to ensure that the
documentation and adherence te contraciual requirements is significantly improved. i April, 2009 Basic Housing
implemented a revised guality assurance plan that meludes more focused and frequent char reviews by supervisors and
their administrators.

IMPLEMENTATION DATE

April 1, 2009

RESPONSIBILITY CENTER

Basic Housing

Signature: / R sln ?-'5"‘k/..a,,{ifrﬁ5j,f7 - ﬁf‘?«j)

Pamela Matiml June 15, 2009
Print Name: Date

Print Title: Deputy Executive Director

JM
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Audit Implamemation Plan Form A

Basic Housing PAGE 14__ OF _18

RESPONSE DATE: Junel5, 2009

AUDIT TITLE: Contract of Baslc Housing, Inc. with DHS to Provide Shelter and Support Services

AUDITING AGENCY: NYC Compiroller's Office

DRAFT REPQRT DATE: June 10, 2009

AUDIT NUMBER: ME9-058A

A. RECOMMENDATION WHICH THE AGENCY
HAS IMPLEMENTED

Recommendation 18- Engsure proper oversight of the inlake and case management process in order for client assessment
and service planning tasks to be complated in a timely manner.

RESPONSE TO RECOMMENDATION - IMPLEMENTATION PLAN

The CARF{Client Acknowledgament of Responsibility Form) is required to be completed at intake. For all Pilgrim cases
acouired by Basic Housing the CARFs were sompleied prior to Basic Housing taking over the cases. Therefore, any late
CARF happaned prior to our confractual reguirement, Basic Housing has reviewed ali of the aurrent supervisory ,
procedures and will be intansifying the effort to epsura that the decumentation and adherence to contractual requirements
is significantly impraved. In April, 2009 Basic Housing implemented a revised quality assurance pian that includes more
focused and frequent chart reviews by supervisers and their administrators.

IMPLEMENTATION DATE

April 1, 2009

RESPONSIBILITY CENTER

Basic Housing

. 2 g 7
Signature; ",rfr‘“—ﬁ:‘_l._‘; e At v*(fff{r. Af ‘ol )
P

Pamels Mattel June 15, 2009
Print Name: Date

Print Title: Deputy Executive Director
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Audil Implementation Plan Form D

Basic Housing PAGE 15 OF 16

RESFONSE DATE: Junels, 2008

AUDIT TITLE: Contract of Basic Housing, Ing. with DHS to Provide Shelter and Support Services

AUDITING AGENCY: NYC Corhptrotler’s Office

DRAFT REPORT DATE: June 10, 2009

AUDIT NUMBER: ME09-088A

= ENDATION WHICH THE AGENCY
AGREES OF DISAGREES:WITH AND WILL NOT IMPLEMENT(circle ane)

. —

Recommendation 19- Ensure that it provides the necessary assistance o encourage clients to view apartments regularly.

RESPONSE 7O RECOMMENDATION
{ALTERNATIVE SOLUTIONS ON CURRENT SITUATION CITED IN AUDIT REFQRT)

The CARF (Client Acknowlgdgerent of Responsibiiity Farm) stales as part of the family's agreement: "l must view 2
suilable apartments 2 week or the number that is part of my ILF”. Clients must be certifiad prior to engaging in apartment
searches. Tharefare nol all clients arg eligible to look for apartments. Basics bas consistently used daily van runs o
trapsport families to search for apartments, While families agres to participate as indicated by their signature on the
CARF, thera are inslances whera iliness, and other required appeointments interfers with daily compliance, The rate of
move-outs during the past two years contradicls he report's assertion that familtes are not being encouraged o search for
and ohtain permanent Mousing.

RESPONSIBILITY CENTER

Basic Housing

) 7
S|gnaturej S e T LHa /T‘,'FL/_.-‘P'I e ‘f"{ Ol
) AW

Pamela Malte| June 15, 2009
Print Name: Date

Print Titie: Deputy Executive Rirector

74



ADDENDL
Page 380

Audit Implamentation Plan Form D

Basic Housing PAGE 16 OF 16

RESPQONSE DATE: Junel1s, 2009

AUDIT TITLE: Contract of Basic Housing, Inc, with DMES to Provide Shelter and Suppott Services

AUDITING AGENCY: NYC Comptrolier’s Office

DRAFT REFORT DATE: June 10, 2008

AUDIT NUMBER: MEQ9-088A

D. RE DMME DATION WHICH THE AGENCY
AGREES D AGREES H AND WILL NOT IMPLEMENT({circle one)

M_,H,/

Recommendation 20- Ensura that appropriate emplayment services are provided lo help homeless femilies achieve self-
sufficiency,

RESPONSE TO RECOMMENDATION
(ALTERNATIVE SOLUTIONS ON CURRENT SITUATION CITED IN AUDIT REPORT)

The contracl states; “Assistance in securing employment assassmart, job training, job placement services, if necessary
and appropriate.” (Contract — Permanent Housing Preparation Services - I D., page 4) The report states that in 3 cases
na employment profiles were compleled; howaver, this not a contractual reguirement. The contract is clear-that
employment search assistance is provided if necessary and appmprnale and does not mandate this for avery client. Basic
Heusing employs two job developers to suppert the families in their job searches.

RESPONSIBILITY CENTER

Basic Housing

=2 » . . w2
Signature: __¢riop A o Al LA e
(/' Wel e )

Pamegla Mattel June 18, 2009
Frint Name: Drate

Print Title: Deputy Executive Director
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June 25, 2009

John Graham, Deputy Comptroller,
Audits, Accountancy & Contracts
NYC Office of the Comprroller
Executive Offices

1 Centre Street

MNew York, N.Y 10007

Re: Draft Audit Report on the Contract of BASIC Housing, Inc., with the
Department of Homeless Services to Provide Shelter and Support Services
ME0%-C38A

Dear Mr., Graham:

The Departruent of Fomeless Services (IDHS) appreciates the opporunity to
respond to your Office’s draft audit report. Enclosed are DHS' narrative responses
to the audit repert’s draft findings and recommendations addressed to the Ageney
and Basic Housing, Inc's (“Basic™) nareative responses and additional
documentation pertaining to findings and recommendations directed to Basic.

The Audit Tmplementation Plans that were submitted to the Comptroller’s Office
vesterday and the enclosed narrative responses comprise the responses to the draft
audit report,

Sincerely,

=4

T
Arrachrhents

c:  Robert V. Hess, Commissioner
Raul Russi, Executive Director, Basic Housing, Inc..
Carlos Montalvo, Chuef Financial Officer, Basic Housing, Irc.,
Pam Matte], Depuny Executive Director, Basic Housmg, Inc.,
Glenn Bellitto, Dircctor of Finance, Basic Housing, Inc.,
Fran Winter, First Deputy Commissioner
Steve Pock, Deputy Commuissioner, Fiscal and Procurement Operations
Michele M. Owvesey, General Counsel



Anne Heller, Deputy Commissioner, Family Services

Julia Maten, Associate Commissioner, Transitional Services

Lula Urquhart, Assistant Commissioner, Budget & Audn

Fon Abad, Assistant Commissioner, Planning & Admin, Family Services

Donna Brown, Director, Famuly Budget

"Trevar Jardine, Program Admunistrator, Family Services

Jim Bradley, Audit Manager, NYC Office of the Comptroller

Serou Bogayogo, Audit Supervisor, NYC Office of the Comptroller

Andrea Glick, First Depury Direcror, Mayor's Office of Contracts

George Davis, Deputy Director of Operations, Mayor's Office of Operations

Yunj Pawluk, Semor Advisor, Office of Deputy Mayor for Health and Fuman Services
Peggy Rose Viera, Auditor, Audit Services Operations, Mayor’s Office of Operations
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Department of
Homeless Services

DHS RESPONSES TO DRAFT FINDINGS AND RECOMMENDATIONS
IN THE COMPTROLLER’S DRAFT AUDIT REPORT REGARDING THE
FISCAL YEAR 2008 PERFORMANCE OF BASIC HOUSING, INC,
UNDER ITS CONTRACT WITH DHS

(ME09-088A)

June 25, 2009
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I. INTRODUCTEON

Comptroller’'s Office commenced an audit of the coniract between Basic

and the Department of Homeless Services (TIHSY or the “Agency™) ro
nrovide shelter and so Crvires to he 255 families with children (the “Contract™). The
Comptroller issued o Prelminary Dreaft Audit Report on April 23, 2009 (the “Prelimimary Draf™).
As stated in the Prelitminary Draft, the purpose of the avdit was tor determine whether Basie Housing
had comphed with certam financial and programmatic provisions of the Contract daring Fiscal Year
2008 (Jaly 1, 2007 to June 30, 20083,

In August 2008, the
Housing, Inc. (“Pasic

Owver the course of a four-hour exit conference on May 19, 2009 (the “Exit Conlerence™), during
which the auditors’ preliminary deaft fmdmpa wetre discussed o detail, representatives from Basic
and IDHS took issue with a number of ptehminaty findings. On June 10, 2009, the Compiroller
issued 2 Draft Audit Report (the “Draft”). Although DDHS was not a subject of the audit, some of
the Draft findings and recorumendations were directed 1o DHS and its snonttoring of Basic’s
performance under the Contract, Thercfore, DHS sebmits the following responses to the Deaft's
findings and recommendations (the

Responscs™).

Basic, a neighborhood-based cluster program, 15 one of DDHS sreongest fanuly shelrer providers. In
Fy ﬂ‘) Basic achieved 154 perceat of tts target in assisting farmubies to move out of shelter and into
permanent housing, The Comptroller’s audit of Basic’s programmatic operations [ocused primanly
orn the program's colﬂplum ¢ with reeord-keeping requirements regarding chient case records and
nated sotne deficiencies 1o this regard. DHS wdentified similar deficiendies in its bi-annual
performance cvaluation of Basie "md as @ result, provided training to all of Basic's socal services
stalf on the proper maintenance of client case records and the impottance of timely documenting
the provision of services to clients. Basie also submirted a cotrective action plan addressing these

i Az with all of its shelter providers, DHE will continue to monitor and evalnate Basic’s
progprammatic opetations utilizing a comprehensive spectrum of performance measures and will
reguire Basic to subimit 4 cotrective action plan to address all areas i need of improvernent,

While the Comptrollet’s audit questioned approximately $1.3 million of Basic’s FY 08 expenditures,
following IMHS awn review, the Ageney determined to disallow significantly less or $132 963, As
c“cplnm d bc]n\\r this L]‘('-L'-1Ll'ﬂl'l(‘ app( ars ter have resulred from rhc 111(!11(11'-. rc-h,mcc o0 a0

a n”ﬂ:~un&.IL..x.fyt.ftnt.llﬂ_i_#, u{ t.]'u_‘ (_,r_mt.l.au 8 du‘ﬂ payment struciie.

A numiber of the guditors” findings and recommendations coneerned DEST memnitorin g of Bas
compliance with Inancial provistons of the Contmact, 1JHS has o robust Gscal ménitor NgE progra
tor ensure that it shelter providers appropriately administer and expend City funds. These
meonitoning tools include infemal audits by the Agency’s Audit Services uniz, external audits by
independent acconnting firms of one-third of DS human services contracrs every year, and special
audits as necessavy Lo address issues as they arise. DS also engages in o Ascal yesr-end close-our
process for bne-irem budgeted conteacts and a monthly care«day reconcilintion process for its fee-
for-service providers. Cuaven the dual payment strucrure of Basic’s Contract in FY 08, DHS used
bath of these processes in rev iewing and making pavinents to Basic for services it provided under
the Coniract. In addition. all contmace providers are required to sabmit certified financial statements
and A-133 andies fwhere applicable) on an annual basis,
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Althomgh [DHS does not have reason o believe that Basic failed to comply with key financial
provisions of the Conteact, in response to concerns raised by the auditors, and in an abundance of
l(',',n]l]‘iﬂ'l"l, TYHS will retain an independent accounting fem to awdit Basic’s I'Y 09 operating funds o
determine whether they were appropriately expended and administered. 1 additton, TDHS Audit
Services will teview the appropriateness of Basic’s FY (08 line.item expendinzres under the Coniract
to determine whether additional funds should be recouped.

I1. ROADMAP TOQ THE RESPOMNSES

Afrer reviewing the Diaft, it is the Agency’s view that the auditors misunderstood the payment
structures nader the Contract and its subsequent amendments, [t appears that the andirors also
misunderstood the nature of DHE non-contracted arrangement with Pilgrion Realey (“Pilgrim™
pursuant 1o which IDHS paid Milgrim for 57 family shelrer nnits on g {ee- for-setvice basis. Pursuant
to a separarg arrangement between Pilgrim and Basic, ]"1|;_\r11 n pakd Basic to provide social services
the familics residing in these 57 units. The fee-for-service artmgernent between [IHS and Pilgrim is
whiolly separate from and independent of the Contract. As explained during the May 19, 2009 cxir
conference (“Eaxit Conference™, this confusion seems to have led to certain preliminary deal
hndmgﬁ - and now Draft findings — that DS belleves are incorreat.

Theretore, atter providing a summary of TXHS' Responses to the Diraft’s findings and
recommendationg, we men to a discussion of DRSS initative to convert non-contracted, foe-for-
service arrgngements o contract. {Section TV.A) We swmmanze the evolution of the Contract {rom
Figeal Year 2003 through Fiscal Year 2009 as sheler units were added o the Contract on an
incremental basis and made subject to rwo different pavment structures: payment according toa
“line-item budget™ (referred to below ag “Cluster 1) and payment based solely on care days, i.e.,
“Fee- for-service” {referred o below as “Clustes 117, (Scction [V.R) 1, we provide
additional background intormation essential to a complete understanding of DHS' policics and
proceclures for monitoring shelter providers” use of City funds under borh pavment struectures,
(Section TV.C.TY Finally, we discuss in derail each of the Ageney™s Responses to the Draft's findings
and recommmendations, (Sections V. VT and V1T

1L,  SUMMARY OF DHS RESPONSES TO
FINDINGS AWND RECOMMENDATIONS

Zoan

Following are TYHS summary responses to the Draft's key findings and recommendations.

. The auditors identified “almost $1.3 million in qumrin ned costs”™ (Draft on page 100
$A359.581 of this amount was premised on their review of Basic’s Peliruary 2008
ciglrrsements and four line-irem t_\]'hz:mhrm'u1 for FY 08, 'The r{_nm.m,mgf{SfS[_},')Sfl Wil
what IYHS paid Pilgrim for 57 cluster umits in FY 08, Tlowever, in caleulating the total
amount of questioned costs, the auditors improperly relied on predsimery numbers in Basic’s
close-out request for Cluster Tinstead of the final FY 03 Clerse: el that was
subsequently approved by IDHS (the “Official Close-Out™). Scecend, the anditors’ caleulation
included a portion of the Agency’s fee-for-service payinents to Fasic for Claster 11 even
though these payments were based on actual care days and therelore not subject to close-
out, (l7) Third, the auditors included in their caleulitior DHS fee-For-service PAYITICATS [0
Thigem even thougl this armngement was wholly outside the Contract. Morcover, since

2
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payments to Pilgritm were premised on acrual care days, they, too, were not subject to close.

our. As 2 result of these estimates, the amount of questioned costs ciled in the Draft is
{(Seetion V.C)

Based an TYHS teview of Basic's February 2008 dishursements and the four line-item
ow}‘reﬂdnmen for FY 08 (based on the Official Close-Qury, TVHS is disallowing $132.963 m

Thag (Seetion V.C) Although not subject to a fiscal year-end close out, all
mvaices Fces rendered pursuant to a fee-for-service arrangement, such as DHS'
conttacted arrangement with Basic for Claster [T units and the Agiency’s non-contracted
arrangement with Tilgrion for 57 units, are subject to a manthly care-day reconciliation
process to ensure accutacy before any payment is made. (Section 1V.C)

sigmificantly inflated,

2. The Dratt concludes that IDHS lacked controls over the processing of payments to Basic.
This mneorrect finding is based on a H"Im]'lhﬂg of yvoices with respect to which the auditors
wlentified “discrepandies™ rotaling $36.075. The auditors’ fnding is based almost mnu_]y on
a misidentification of computer codes which, if read correctly, justifies the Agency's payrent
to Basic. (Section V.1

3. The Draft made findings and recommendations with respect to Basic’s noncotnpliance with
cereain administative and accounting provisions of the Contract, allocation of costs, and its
lack of segregation of duties over its accommting functions. As noted ahove. in an abundance
of cautien, THE Audit Services will review the appropriatengss of FY 08 Closter |
expenditures to determine whether additional funds should be recouped. In addirion, the

Apgency will rerain an independent accounting firm to conduct an andit in FY 10 of Basic's

% 09 operating fonds ko determine whether they wete appropiately expended and

admimstered. (Sections V.C V1D and VIT)

4. The Diaft’s findings relaring to Basic’s programumatic operations primarily concermed
comphance wirh record-keeping requirements and timely completion of forms regarding
client case records. IDHS utilizes these same performance measures, among many others, in
its sermi-annual evaiuation of all providers. While the Agency noted deficienaes similar to
rhose wdentified by the auditors in its programmatic cvaluation of Basie for the first half of
FY 09, in its corrective action plan, Basic demonstrated its ongoing commitiment o improve
its performance. Notwithstanding these issues, it is critical to note that duting the perind
fuly 2008-March 2009, Basic achieved 154 percent of its move-out tatget and now ranks as
cne of IYHS top providers in helping clients (o exit shelter for homes of their own. (Section
vh

V. BACEKGROUND

A, DHS Conversion-io-Contract Initiative

In Fiseal Year 2003, DHS launched an initiative to convert non-conttacted, fee-for-service fatmily
shelter units (Mfee-for-service shelter™) 1o conract. In furtherance of this initiative, IDHS created the
neighborhood based closter program. Under the cluster model, TVHS coniracrs with 2 provider to
shelter homeless families in separate buildings clustered rogether by borough and to provide cluster

TIELST disallowance ammounts may change based on additional documentarion that Basic miny produce
Lesween now and the Ageney’s followaup with Basic after issnsnce of the Nnal andi repan.

E;
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familtes with social services ro assist them in moving out of shelter and into permanent hosing as
expeditiously as possible

The Agency's imitiative 10 convert fee-forservice shelter to contract was, in part, a response o the
Comptroller’s October 2003 Audit Report on DS Services Controls and Payments to Fotel and
Scarter Site Honsing Operators July 1, 2007-June 30, 2002 (the “Ocraber 2003 Audit™. In response
tor the Qotalier 2003 Aundit, Deputy Mayor Linda Gibbs, then the Commissioner of TS,
represented that the Agency would make every effort to convert factliies to contract as shelter
dempnd and existing eapacity would allow, (S JTune 25, 2003 letter from then Commissioner Gibbs
o Comptroller Thompson)

In the ensning vears, TIHE made significant progreess in converting fee-for-service shelter to
contract,  The Contract with Basic to operate a cluster program was one of the catliest examples of
this successful and continuing effort. As of June 22, 2009, the Agency has successfully converted o
contract 5,296 shelter units for famifies with children {“families™). In addition, 643 family units
targeted for conversion are now subject to contracts which are in final stages of the procurement
process. These units, together with the 5,296 units cureently under contract — 5,941 units in toral
— comstitute mote than two-rhizds {or 70%) of all family shelter units. TIHS will continue to pursue
irs converston efforts and move fee-for-shelter sites o conttact as expeditiously as possible.

B. Exolution_of the Contract
DFHS i'-'.mf_‘d an amended npcn ~ended Rt‘ql]("ﬁt ﬂ";r T’ropn‘:qls {“RFI”") on 'Dcccmbm— 30, 2[')[']2 tcckinh

ml_h (_.]mdrm {Lhc “Lluslm. i‘rogg,.mm B'mr_ a :mt ﬁ”rr pmhr r:nmmumlv—baaed (.‘1.1[_!_4!]1!.111_1(,“1,
submitted a proposal, dared June 11, 2003, in response to the Agency’s I\l P. Upon review of the
proposal and compledon of the REP proeess, DHS deaded to contract with Basie, Prior to entry
mter the Conteact, DS made non-contracted fee-tor-service payments to vatious building
owners/landlords for some of the units within the Baste Cluseor Progeam.,

L The Contract

In July 2004, IS and Basic entered into a Neighborhood Based Closter Transitional Services
Agrevrnent for the poriod Auguse 1, 2004 1o June 30, 2009 with an option to renew for ane
'iddlitnn.ll forat-year term, thu.-u]r tey the Contract, Tasic prmrjdu.,d shelier and social services 1o
homeless familics with children in 143 transitional housing units in cight buildings located in
Manhartan and the Brons (“Closter 1), (Exhibit (“Bx") 1 on page 13 DEHS paid Basic at a base
rate of F97.52 per fanily, per day, including start-up amortization,

Av i alwavs done in the case of shelter contracts based on a Bne-item budget, Basic was reimbnrsed
under the Conrract through a fisea) year-end close-our process for irs cavered Clusrer T EXpenses,
Pursuant ta this process, the Agency compares Basic’s sctual line-item expenditures to the budget
thar the parties aegotiate for each fiseal year. This analysis forms the Tagis for DHS® determination
whether to diss 1|.|c..sw combs /o ErPAYTNCNLS 0f 1 approve adrlitional EXPIENSCes (Ifl(.)i‘ ro exceed the

#The illusteatton annexed as Ex, 1 {page 1) depicts the strucrore of the Comeet upon its execution by TS
and Basic and the Coritraet’s structare resulting from the First Amendmient,
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annual budget) as part of the close-out, The Official Close-Ohnr reflects DHS payments ro Basic in
the atnount of §5,053,090 for FY 08, excluding $341.013 m disallowances,

2. The Firat Amendment
Pursuant to the Moditication Apreement, dated Jane 12, 2007 (the “First Amendment™), which was
reglster ol Iy thie Lﬂmp(mﬂu £ }111*'; 23, 2007, the Contract was e k'pfmdf:d ter include soctal services
for 178 acldzt.. onmal families restding In fee-forscmvice shelter uniis in Manhattan and the Bronx
(“Cluster TI'), (s 1 on page 1)

The First Amendment provided that DHS would pay Basic for the social services provided to the'
Eamikes ru.‘:.ﬁiding i these unité on a fee-for-service basis at a base rate of $31.20, per f;ﬁ.‘j:n_ily, per r]ay.
DIHS continued to pay the owners/landlotds of the buildings in which these 178 units are located on
a fee-for-service basis for theit use 25 sheltet. The fec-for-setvice payment mechanisemn was used as
an interim step to bring the additional 178 units under the Contract and pravide the full
complement of secial services pending the outcoine of rent negotiations between, the building
owners/landloeds and Basic.

At the end of FY 08, while Basic subymitted a dosc.out statermnent For Cluster 1, it did not do so for
Closter H. Since the payment mechanism for Cluster 1 was fee-for-service, there was no linc-item
close-out in conneciton with Cluster 11, Tnstead, TYHS paid Basic for the social services it provided
tar Claster 11 families based on the number of care days per family, per urit as set forth in Basic’s
mosathly bifling subtissions, The FY 08 fee-for-shelter statement for Clusrer IT reveals that [YHS
paid Basic a total of $2,422 196, excluding adjustments toealing $8,707, for the services provided to
tarmilies in these 175 units,

3. The Second Amendment

In Fiscal Year 2009, pursuant to the Modificaton A
Amnendment™), which was regstered by the € ler on Octobar 9, 2008, the Contract was
amended ro provide for an increase in anits to 643, Included in the 643 units ware: (1) the 143
Claster Tumits; and (23 500 Cluster T1 unics, which included the origmal 178 Claster TE units and the
57 Pugrim unirs, as well ag capacity to reach o total of 500 cluster nnits. As a result of the Second
Amendment, the Cluster 11 and Pilyrim units were made subject o the Contract under a single ling-
zet and base rave of $107.33, while the 143 Cluster 1 unirs already nader the Contract were
governed by a separate lne-item hudqc* 1 and o buse rate of F101.85. Bz 1 on page 2y

precinent, dated September 5, 2008 (the “Second

e e

4. The Pilgritn Cluster

Putsuant to a non-contracted, fee-for-service arrangement with Pilgrim thar commenced in July
2007, TOHS pad Pilgrim for ’3 7 claster vnits (the “Pilgrim ¢ lm-tc_:.”} Pursuant 1o 8 sepatate
arranpement hetween Pilgrim and Basic, Pilgrim paid Basic to provide social services to the Pilgeim
clients residing in those units, This fee- for service arvangement was totally separate from and
emtside the Conrract, (Fixo 1 on page 1) As noted ahove, pursuant to the Second Amendment

The lastration annexed a5 Ex. 1 (page 2) deptets the stroctire of the Contract resulting From the Second
Amendiment.



ADDENDUM
Page 49 of 74

registered in Ocrober 2008, the 57 units were folded o the Conrract and made a part of Clusier 11,
ey Previously, veritication and reconciliation of fee-for-sorvice payments to Pilgrim, and to Basic
tor Claster ITunite, had been conducted m aceordance with the Agency’s cate-day reconciliation
process discussed below, (Seetion 1V.C)

5. The Renewal Contract
The Rencwal Contract -~ which currently ts in the procurement ptocess — combines under one

linc-itern budget and one base rate ($105.22) the 643 units. {(Fx. 1 on page 33 DS shorened the
peried of the Renewal Contract to ane vear (July 1, 2009 1o June 30, 2010) with four ene.year
renewal options to cnable the Agency to work with Basic to address areas of concern identified in
the Draft and the ftnal audit report.

C. The Care-Dav Re

As noted above, prior to the Second Amendmenr of the Contract in October 2008, DHS paid
Pilgrim and Basic {(for Claster 11 uois) based on actaal care days. The Agency processes monthly
billing subtnissions from and makes payments to fee-for-service family shelter providers bused upon
data that the Agency’s Tousing Emergency Refereal Opetations ('_H.."inRU) Imputs into the IXHS
Client Tracking System (CT5) concerning the furmily’s placement in and departure from the family
shelrer syste

HERO opesites 24 houts a day, seven days a week (including holidays) and is responsthle for the
placement of homeless tamlies in shelter, tracking of shelter elients, controlling vacancics i the
family shelter system, and reconciling data concerning the exiting of famities from shelter. HERO
unlizes CT5, an clectronic database that became operational in Tanuary 2003, to document and track,
among other rhings, cach family’s enoy into and exit out of the family shelter svstern as well as cach
family’s activity from the nme of -‘n’riv al 1o the rime of departure, such as 2 family's reansfer from
one shelter 10 another. HERO's Vacancy Control Linit contacts every shelter to verity client arivals
and departures as part of a deif reconciliation of shelter unirs and C

IS data, This is accomplished
by using a combination of CTS automated reports, non-automated reports and commumnications
with shelier stalf in ozder to compare and verify cucrent data in CTS.

Reconciliation and payment of claims from fee-for-service providets is aceomplished using C'T5 and
the DHS Billing System. The Billing Svstem, which is managed by the Agency’s Office of
Information lLLhnn]rw calewlates what is owed ro each provider based on lodging and rate
information maintained in CTS The Financial Management System (FMS) ds used to pay providers
threngh electronic funds transfers (BFTY, with payments issued by the Department of Finanee to

the prevvider

5 bank account.

shelter providers are required to designare 2 financial officer ot agent thereof 1o certify and attest to
the accuracy of their monthly billings and all associated documents, Each invoice submitted to DHS
st inclonde a starement of cerrd) ton and the signature of the financial officer or his/her agent,
Lpon recedpt of an involce, 2 DS supervisor or designee will review the submission for
complerencss regarding reguired sipnatures for certification. 1f the invoice js incomplete due 1o

e oseeation annesed as Fx 1 (page 31 depiers the srmictore of the proposed Renewal Contract.

&
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missing certiticanion and/or required signarates, the supervisor will immediately contact the provider
to resend a correctad invoice.

Chnee it is determined that the invoice contains the required certification, Agency staff geverates a
Pre Payment Register from the Billing System for the same billing pertod indicated on the mvoice.
‘The Pre-Payment Register is an automated report that histy the shelter’s lodging bistory based on
5 records. DHS staff compares the Register line by line agninst the shelter invoice and annetates
the invotce for any meonsistencies in dates of ressdency, Lamily compaosition, ease munbers, unit
t:u.:(‘ll]“r«“mt‘\' '.11'1{1 dnﬂy ke f\};:t“m‘y stafl ir‘ﬁv'f";ti!:r:!tt‘s all ir]con*iiqtcncic*; unicovered as a 1'c:'~‘.ulr nf this

o j-.pﬁm 128 arg :c'c, ]'!(,Iil.'*d i1 Fﬂtvm n["( T‘*-. l‘ifllg s tho pu'wjdm- syl bs
infout logs) demonstrating that CTS is incorrect.

After DHS araff completes the comparison, eonlirms any inconststencies amd docutnents any
updates recommended to the CT5 Tlnit, the entire invoice folder 1s submitted to a serior SUPCIW’iSC)r
for review. After reviewing the invoice folder for completeness, the senior supervisor approves the
invoice and submits the invoice folder to the supervisor (o processtng of payment,

DHS staff also detects and recoups overpayments to shelter providers paid through the Billing
System. The two major causes of overpaymenrs are changes i lodging history (mbu,lt:‘ng from
HERLYs ongowng CT5 updares) and retroactive rate reductions, IF the shelter provider does not
challenige an overpaytnent or cannet provide documentation to reverse [YHS' determination thar an
overpavient occurrad, the Ageney takes steps toward recoupment,

nols

sl Monitoring

D)Hs unilizes several tools to monitor 4 shelter provider’s compliance with contract provisions and
to ensure that the provider’s use of City funds s appropriately expended. DHE retaing contmcts
with six independent accounting firms (“CPA {irms™ o conduet andits of one-third of the Agency’s
butman services contracts every vear, In the event issues arse concerning a provider in a yeat not
subject to automatic audit, DHS internal auditors of pae of the Ageney’s CPA fiems will conduct a
special audit of the provider's operations thar are of concern,  [XHE Audic Serrices umit also

]

"

‘erpenditare reviews” each year. The mudrtars

conducts wrovider and examine

H'HTH']U'I'T'J]}’ HeE e
documentation concerning all expenditures incurred by that provider during a randomly selected
month within the past two vears. In addition, all contract providers are requited to submit certified
financial statements and A-133 audits {where applicable under federal Office of Management and
Budpet (OMI) Circalary on an anmoal basis,

comtrag } i i nod pm:«b]lﬂ.t, [c_n]. DT ]S o its (‘.T’.f\ HHH.‘; 1 L.c.mduc.t an ani audlt&« o C.Kpﬂh([ltl.lr(..
reviews ol cach ol its contracts. However, the intetnal and CTA audits, special audits as necessary,
andd expenditure reviews, eoupled with the fiscal vear end elose-out process for line-llem budgeled
conteacty and the care-day reconcliation process for feefor-service providers, provide more than
adequate monitoring of shelter providers” use of O ty funds.
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E. Programmatic Monitoring Tools

The Agency's Family Services Division conducts semi-annual evaluations of 1¢ shelter providers
consisting of unannounced atrival at the site for a multi-day review, which includes a phystcal plant
i1‘15pmrirm of mndomby sclected apartments, a social service
client case records § in meeting its move-out targets, The resalts of the
evaluation, inchuding 2 discussion of deficiencies, are recorded in a report ealled the “Monitoring
Tool” The provider has 30 days from its receipt of the report to subimit a eorrectve action plan to
DHS, The Agency alse cvaluates providers” performance through Vendex checks, semi-antiual
routing site review inspecrions (“RERI™ af shelters’ physical L'rmdlhnna and the Performance
Incentive Program (“PIP™), an annual performance evaluation program which is designed to reward
providers that snecessfully and efficiently place families into permanent housing and reduce
families” length of stay in blml.m.‘.’

evaluanon based on a sampling of

ane the shelter

V. DHS' RESPONSES TO DRAFT FINDINGS AWND RECOMMENDATIONS
REGARDING BASIC’S COMPLIANCE WITH ADMINISTRATIVE AND

For the reasons outlined below, we agree with certain of the Draft’s findings and recommendations
and disagree with others concerning Basic's compliance with administrative and financial provisions
of the Contract.

A,

The Thaft found that Basic had not maintained all of the documentation, or provided DHS with all
decuments, required by the Contract (7Y and recommended that DHS ensure that Basic provide all
such documentation. (8 Recommendation (“Rec.™) Nao, 2) Towazd this end, the Agoney is
developing a contractos checklist, effective in FY 10, 1o ensore that all of its previders, including
Hasig, obtain and provide all cequired docwnentation. Therealter, ag part of its annuai budge!
review, DHE will use the checklist to ensure that Basic (and its orther providets) continues to meet all
administrative provisions of the conteact.

B. The Contract’s Hiting Commitment for Homeless Clients

The Drafe determined thar Basic ad not corpplicd with its conmactusl commitment to hive at least
one homeless client or fortnerly homeless person for each $250,000 in contract value in a fiscal year
(. Inaceordance with the Daaft’s recommendation (Rec. No. 4 on page 9), the Agency's Family
Services Division will monnor Basic’s compliance with thig provision under the Renewal Conteact,

C. Use of Funds in Accordance with the Conirtact

The auditors identifisd “almost $1.3 million m questioned costs”™ (10). 5359381 of this amount was
premised on rheir review of Dagic’s Febroary 2008 disbursements and fous ine-item expenditures

11 ‘w.'{l oM 1|1L ]:!rr_wul( ra p:‘ r rm mance.

" UInless atherwise ndicated, the numbeers in pareniheses reler to page numbers of the Tirafy,

8
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For Y 08, {Deaft Talle 17 onr page 11) The remaming $730,281 was whar DHS paid Pilgrim for 57
cluster wajts in 1Y 08, (Drati Table T on page 7)

As explained i greater derail belers, the Draty Amalysis s flawed because it is premised on Basics
preliminary close-out request mstead of the Official Close-Ouwr for Cluster 1. Second, the avditoss’

caleulation included a portion of the Agency's fee-for-service payments to Basic for Claster 11 even
though these paymenis were based on actual care days and therefore net subject to close-out. Third,
the auditors included  their calculation DTS fee-for-service payments to Pilgrim even though this
arrangement wak wholly ovwtside the Contract. Moreover, since payments to Pilgrirn were premised
on actual care days, they, toa, were not subject to close-out. As a result of these estimates, the
amount of questioned costs cited in the Draft is significantly inflated.

As demonstrated below, based on DHS review of Basic’s Pebruary 2008 disbursements and the
fout line-tem (:{ITLHd.ﬂ‘LUL‘a for Y 03 (based on the Official Close-Out), DDHS is disallowing
$132.963 in Cluster T costs.”  (See DHS Tables T and Table 11 annexed as Exhibits 2 and 3.
respectively) Further, as discussed below, [DHS s not (_I]S.«]]],f_)\vlrlg the $730.981 in PAYINENts to
Pilgrim because these payments were made putsuant to a non-contracted, fec-fot-service
arrangement wholly separate and apart from the Contract. (Seqtion V.(.2)

At a meeting prior to issuance of the Preliminary Draft Andic Report, dated Apedl 23, 2009, IS
informed the auditors that, in response (o their request for a close-our statement, Basic had
submitted a preliminary close-out request. Basic provided preliminary mumbers because at the tme
of the auditors” request, the Official Close-Out had not vet heen completed or approved. On March
31,2000, after complenon of the OFfficial Close-Out, the Agency provided the auditors with a copy.
MNevertheless the Prelimmnary Dratt premised its analysis of questioned costs on the preliminary
close-out request. Liven after IYHS again raised this issuc ac the Bxit Conference on May 19, 2009,
the Divatt Aoalysis conunues to rely on the prelitninary close-out request.

F vlnwmr "fH?Pw ¢ \Pt PGS 111:[ 1l1c tnm ]mr* item c*pc mhtuu-« ul.mng_, tor hmm l ()ver rh:: COULSLe
of several meetings with Baste, we revicwed its documentation and deteendned that the majoriry of
these expenses were appropriate. In contrast, the amount of costs questioned by rhe audirors was
signtficantly inflated. Specifically, out of ozl expenditures of $3, 126,233, the auditors guestioned
$559.581 (Laeafr Table 11, Column A on page 11). (Id: $375,661 in Cotafmn B, $45,279 in Colummn C,
and all or 2 porion of $138.641 in Column B: Rec. No, 7 on page 13)

As reflected in DS Table 1T (Ex. 3, Columin A), the dishursernenis for Pebruary 2008 and the four
tine-tern expendirures for Claster T roral $2,557.615. This wanal differs from the totad reported in the
Draft’s Tahle IT because it 1s based on the Official Close-Ohr, and excludes the foe-fof-service
Closter 11 amounts, OFihis roral (Ze, $2.557.615), DS determined that $132.963 was not
supporrted by sufficient document ation and, therefore, s disallowing this ameunt. (Bx. 3, $33,213 in
Column B, §45,891 in Column €, and $53.850 in Column E).

TIHIS disaliowance amounts may change based on additonal documentation thal Pasic may produce
between now and the Agency’s follow-up with Basie after jssuance of the fnal audit FEpOTT.
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For the foregoing reasons, while the auditors idenvified 3530,581 in questioned costs DHS 15

disallowing only $132.963. "
2. Payments 1o Pilgrim

The Dratt concludes thar DHS should disallow all o a pottion of the $730,981 that Pilgrim paid
Basic. However, the aczangement between 1DHS and Pilgrim was separate and apart from the
Contract and for units not covered by the Contract. For this reason, LDHS is not disallowing any
portion of this amoune,”

The only way to derermine whether any pomion of the $730,931 should be disallowed would be ro
audit o/ expenditures under Dasic’s FY 08 Cluster I Contract and disallow expendirures that were
not incurred for the Cluster T program.” Thus, as part of the Apency’s corrective aciion plan, DHS
Audit Services will review the appropriateness of Basic’s FY 08 Cluster T expenditures and determine
whether additional funds should be recouped.

i Funds Transferred to Basic’s Affiliate

The Draft concludes that Basic transferred funds into and out of its affiliate’s bank accounts with
inadequate supporting documentanon or explananon and, as a result, a portion of the City funds
provided to Basic uider the Conteact "may have been vsed by the affihate for its operation.™ (12)
The auclitors further conclude that “[b]y not systematically examining [Basic’s] bank rransactions and
related dnvedces, TIHS allowed™ this to ocour and reeommended that DS coiduer a “periodic
cxamination of [Basic's) books and accouming records to ensute thar all funds are exglusively wsed
for [Basic’s] conteact operatdons.” (Rec. No. 8 on page 13) Tt should be noted that of the $138.641
cited in the Drafl as the “amount to be allocated between Basic Housing and Basics, Inc.” (Diafr
Table I, Column ID on page 113, DHE, after reviewing the documentaton provided by Basic, has
determined that anly $53,559 should be disallenwed.! (Bxhibir 3, IDHS Table 17, Columm B

The Draft fails 1o note that the Contract allows Basic to use up to 8.5 percent of its annual budget to
pay for averhead expenses. This is a standard provision in all IDHS contracts with its shelier
providers and st allows providers to transfer funds to an affiliate {or parent organization) for the
provision of apprapriate support services. Alse, [DHE has determined that the affiliate legitimately
made some putchases on behalf of Basic for which Fasic made reimbursement to the affiliate.

FIIHE dhsaliownnce amoants may change based oo addinonal docemenration that Basic may produce bolween new and
rhesdgenay™s follow-up with Basie aftet issuance of the fnal aodir repor.

“The Draft also erroneeusly states thatafier the auditors brought the Tilarim issue 1o DHS attention, the Agency
“hegan vo directly refer these Pilgrim chents o [Bascl” (Deaft a1 12) Towas solely as a result of the Ageney's dasire to

cemsolidate Basics seeviees under a single contracy that. pursuant to the Secomd Amendment, the 57 P frritn umits were
actelend g Clusre

1.

M3 the $730,081, the Daft cies L'.Jt‘lljl‘ TEBHE3 in Ht‘.ct.u.‘il"}f sETViCns ]j].‘(n-'jr:fc:n:] in Fc:bm_];.n'y 2008 that should have bBeen
allocated so Tilgrim ehents 7 (12) As noed, withowt sonsducting an audit af ail expenditures under Basic's FY N8
Clogter [ contract, DHE has no way of determining whether this ameunt shewld be disallowed .

" Here again, LS disallowance amounts may change based on addiional documentation that Basic may produce
Lehweer nowe amd the Agenes™s fallow-up with Base alwr issuance of the final audit repart,

10
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Further, whether a provider approprinely used Ciry funds ean be conclusively determined only gfier
ils contract expenditures have been closed out ot the end of the fiscal year and audited.

MNorwithstanding the above, as part of the Agency’s corrective action plan, Awdit Services will review
the appropriateness of the FY O8 tansfer of funds between Basic and tts affiliate to deteemine
whether additional funds should be recouped. (See Rec. Na, 9 on page 24 Also, IDHS will retain a
LPA firm ro eonduct an audit i Y 10 of Basic’s FY 09 operating funds, to determine whether they
were appropritely expended and administered.

| #3 Accounting Practices

The Draft found that Basie had failed to comply with certain accounting provisions of the comtrace
and, consequently, prepared unreliable financial reports with insufficient supporting docvmentation
of justilications. (14)

1. Accounting Records to Support the Use of Funds

The Draft states that the auditors’ “review of the fnancial records revealed that there was a lack of
reconciliation at [Basic] to ensure the accutacy of the expenses réported on the close-out request”
and that “the invoices, general ledger, and close-out request amounts did not reconaile, as shown in
Table L™ {14-15) As already noted, the “close-out tequest”™ was preliminary ro the final FY 08
Official Close-Chat. Therefore, the numbers in Table ITT are not final becanse they ate based on
incorrect predaizary numbers. The amounts reflected in Table 117 also erremecusly include amounts
relattng e Cluseer 11

The Dyrafl further states that the auditors “found no evidence that IHS questioned the validity and
elinbility of these expenses.” (15) As noted above, DHS cannot conclusively avdit these cxpenses
until after they have been paid and closed out ar the end of the fiscal year.

LHS will continue to monitor its providers” accounting practices throngh internal Ageney and CP.
audits, In accordance with the Dvaft's recommendation that DMS znsure thar Basic has proper
internal contrals in relation o the reporting of expenses under the Contract (Rec. No, 12 on page
17, DTS wiill retain a CPA firmy to conduet an audit in FY 10 of Basic’s Y 09 aperating funds 1o
determine whether they were appropriately expended and administered.

2.

The Draft found that Basic did not maintain proper and sulficient supporting documentation of its
expenditures, (1516} As mennoned above, fellowing the Exae Conference DIFS asked Basic to
provide documentation supporung the February 2008 expenses and the four ling-item expenditures
refating to Clasrer [ The Deafe cited 5375.661 a5 “amounts with no suppotring evidence.” (Draft
Table JT, Column B an page 11) Towever, Basic produced documentation to DHS for all hat
33,215 of the exponditures for Tebroary 2003 and the four line-rem expenditures, '

i qearron 1 .
TIHE disalloveance amonnts may change Based on addiional doeamentation that Basie mnuy produce horwveen now
andd the Ageney's Tollow up with Baste alter issuance of the final audit report.

11
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Ihe Agency will retain a CPA . Thereafter, if, in the course
of its monitoring of Basic’s tnmplnm wuh annua! PTOVISIONS nf t]‘]c contract, DS has reason to
suspect that Basic has m,{pp:npmrv]\ used City finds, the Agency will ake approptiate acuon,
ineluding the ordering of special CPA audits.

3. Submission of the Close-Out Request

The Drralr states that DS close-out procedures tequired submission of a close-out statement by
September 1, 2008, but the anditors did not recetve the preliminagy close-out request from Basic
until March 4, 2009 and it was not approved by DHES vntd March 27, 2009, (Deaft on page 16) The
Diraft further conchudes that “becanse of a lack of umely oversight by TDHS” Basic failed to submit
its close-out request m a omely manner and recormtmends that cy ﬂmu 1d” ensute thar it
dnes not make monthly payments o Ewmc if 1t fals ro submir monthly L“{pendlmw teports atd yeat-
end closc-oul requests in a timely manner “as required by the contract.” (Ree. 13 on page 17)

The elose-out statement that Basic gave DHS on Jatmary 29, 2009 contained preliminary estimates,
O March 4, 2009, DHS received a completed close-out staternent which it reviewed and approved
on March 27,2009, As we explained at a preliminaty comference poor to the Ixit Conference, the
close-out process s initiated by the provider's submission of close-out documents to DFHS. The
Agency reviews the documentation and returns it to the provider if revision is required. Depending
on the complexiry and size of the contract, this can be a lengrhy process. The Contract at issue here,
with its combination of ine-item and fee-for-service payment mechanisms, is particulatly comple
and, as a result, the closc-oul process took an unusually long time to complete. Addiionally, DS
}uwulma cannot close out thoir contracts with the Ageney until gffer they close out their own hooks
and reconds,

Finally, DHS must exercise prudence wnh respect o withholding payments to its shelter providers,
arel tmmdq_ s the pacure and st : rontractun] cotnpliance matters as well as impacts on
the l—’ll‘ﬂll‘v ﬂ,hcl(u SYStErrs. “ﬁ]‘!Ll]l’I(..—l]]’y t]u f\;_\c'my does not intel pret ; 'm', pTcwmc)n m the ( onteact

s1,1hﬂf:,|1_u_c-l il.l'tLlT E-_,(_-.!:n_e,mbel I n thi‘. .'-11:15{:1‘1u_. mi a l‘m.ﬂ :..If‘:h(:v-t.ml ['rmm Ihe.. prlt.n ﬁ.‘acﬂ! "()?Ld.l. W’Lm that
the ease, the famuly sheler system would be negatvely impacred upon depletion of cash flow or
othor cash rescrves that enable the provider to continue providing services while close-outs are
heing processed.

4.

The rafr found that Basic "did not propetly segregate duties in its accounting unit relative to the
progessing of payments received from DS and recommended thar DFE should ensure that Basie
has proper internal conrols in relation to the reporming of expenditures vader the Conwact. {16,
Ree, 13 at 17) As part of their audit of providers, [DHST CPA lirts review whether the provider s
complying with generally accepted accounting principles incloding segrepation of duties over
accounting functions, Tn s audit of Basie™s financial performance under the Contract, for
the CI'A fitm will teview whethor Basic is properly segreg rating duties 1n its nceounting unit,

12
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5. Reporting of Miscellaneous Income

The raft found that Basie had Giled o tdeanfy 1099-reportable enutics it had made payments 10
since the inception of the Contract. (17) DHE will inatruct the CPA fivm conducting the aundir of

E. Processing of Payments by DIS

Based upon a sampling of payments made on invorces submitted to the Apency, the auditors
tdentified “diserepancies not resolved by DHE™ totaling $36,075 (18; Draft Table IV on page 19
Accordingly, the Draft concluded that DHS “did not consistently verify the aceuracy of the chent
invoices and determine the discrepancies 1o be recouped from the provider's subsequent payments.”
(19} The Draft therefore recommends that DFS “consistently reconcile invoices against CTs,
resolve any discrepanaies, and recoup (unds as necessary” and “felnsure that accurate client
information is mamtained m CTE7 (Ree, Nos, 14 and 15, respecrively, on page 19)

At the Exit Conference, IDHS provided the auditors with documentation indicating that they had

5. For example! the auditors misidentified a CT5 code indicating a change
in family composition as the family's exit from shelter and recorded this “discrepancy” on Table TV.
This single misidentifice CT5 code accounted for £32.130 of the $36,075 on Table TV, DMHS was
able to account fur all of the $36,075 as resulting from misidentification of CT5 codes and
adiustiments handled in the final billings,"

mitsidentificd codes in

VL RESPONSES TO DRAFT FINDINGS AND RECOMMENDATIONS
REGARDING BASIC'S COMPLIANCE WITH PROGRAMMATIC
PROVISIONS OF THE CONTRACT

The Dmft's findings relatng o Basic's programmatic operatinns primatily eoncern compliance with
record-keeping tequirements and tnely completion of fonns, Based upon a sampling of client cage
records, the auditors found that health-screening forms, braweekly reviews wath clients, and school
verification letters were tuissing from a percentage of the case records sampled. (21) The Draft also
concluded that clients did not receive services in a imely mannet as evidenced by the fact that Casc
Record Admission/ Assessment form and independent living plans in some of the sampled records
were nat completed within prescribed time frames. (223 DRSS unilizes these same porformanee
mesures, among mary others, tnits semi-aonmual evaloation of Basic and, in its progeammatic
evaluation of Basic for the firsr half of FY 09, found similay deficiencies,

Basic’s cotrective acten plat in response to this evaluation demonstrages 1t ongolng commmitment
to imprevinygs tis performance. Moreover, on May 18, 2009, DHE conducted a rf:—tm;i.uing of Taaste
staff on what information must be documented in the client's case record and what documents must
be fillec out and made a part of the case record. Nonwithstanding these issues, it is eritical to note
during the pertod Julv 2008-March 2009, Basic achieved 154 percent of its move-out target and now
ranks as one of DHS twp providers in helping clients to exit shelter for homes of their oW,

il he Diralt states thay “Hlature contract budget amounts are established, o patt, based on the number of
care days provided during previows vears,” (19 This is inscourate.
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VII. RESPONSES TO “OTHER MATTER"

The auditors examined the December 2007 and Tanuary 2008 invoices xnlmmrlccl by Ml w [DHS
{or pavment and comnpated them to the comresponding invoices that Basic sent to y Pilgeim, Sinee
Rasic’s thvoices did not mateh Pilgrim’s, the Draft concludes thar DS paid $1,780 “for services

that [Basic] did not reportedly provide,”™ (24; see Rec. Nos, 22 and 23 on page 241 TThis deaft
finding is based on the avditors” misunderstanding of the fee-forservice arrangement between DHS
and Pilgrim. Under this arrangement, I3HS paid Pidgrim (not Basie) based on actual care days and,
as the Agency does with all of its tee-for-service providers, subjected all of Tilgrim’s invoices to the
Ageney’s monthly reconciliation process before making any monthly payments ro Pilgrim.

VIIL. CONCLUSION

Serious flaws in the Draft Analysis — reliance on preliminaty elose oot numbers and inclusion of

Clasrer 11 fée-for-service payments as well as payments to Pilgrim outside the Contract — resulted
in the auditors” significant inflation of questioned costs totaling 1.3 million. Based on DILE own

review of supporting docutmentation for FY 08 Cluster 1 expenditutes, DFS will disallow $132.963.
Finally, in response to the Draft’s recommendation that DEHS require Basic to provide a corrective
action plan o “cotreet the problems noted in this audit™ (Rec. No. 21 on page 23), the Agencey will
wotk with Basic to implement a plan ro address vanous Draft findings and recommendations and

implement aprecd upon recommendations.,
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DHS Table [

Page 63 of 74

DHS Analysis of Unsupported and Unallocated Costs
{DHS' Determination of Disallowable Expenses)

Unisupported
Costs or Unallocated
Category Amount Audited Overpayments Costs *++
February 2008 5255042 * 4,470 50
Four Expenditure Line ltems $2,302,573 ** $74,634 453 859
Payments Received from Another Provider $730,081 *** 50 50
Totals %3,288,596 579,104 $53,859
2.41% 1.64%

* [ebruary, 2008 - 51 disbursernent checks paid to vendors.

++ pased on the final approved FY 08 close-out statement and excludes fee-for-service payments for Cluster i,
#a44 genresenls misallocated costs.

vy o= fop-far-service

MNote: DI disallowance amounts may change based on additional decumenrauon that Basic may produce hetween nesw 2ndd the
Ageney’s follow ug with Basic alter tsspance of te fimal audn report.
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DHS Table IT

DHS Analysis of Sampled Fiscal Year 2008 Expenditures
{BHS' Determination of Disaliowable Expenses}

Amounts Kot Amount to Be
Amounts Related to Allocated
Category Expenditures with No Basics Total between Basic
Reported by Basic| Supporting Housing Emounts Housing and
Housing Evidence Operations | Unsupported | Basics, inc.
A B ' D {B+C) Fo¥%d
February 2008 $255,042 * 4D $4,470 44,470 50
Four Professional Services S6G,490 =¥ 50 541,421 541,421 511,065
Eynenditure Maintenance /
”..u e |Repait $129,123 ** $31,421 50 $31,421 $2,634
e EmS | Stfice Equipment $25.316 " $1,792 $1,797 $40,156
Rent 52,081,644 ** 50 50 S0 50
Sublotal $2,302,573 533,213 541,421 $74,634 $53,859
Grand Total $2,557,615 $33,213 545,891 573,104 $53,859

+ Fepruary, 2008 - 51 disbursement checks paid to vendors.

+* pased on the final approved FY 08 close-oul statement and excludes fee-for-service payments for Cluster |1,

*== fepreserds misalocated costs.

MNote: DS disallowance ameunts may change based on additiona documentauon that Basse may produce between now and the Apency’s

fiallern-up with Basic after 1ssuance of the fimal audif repart.
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Introduction

Basic Housing belicves that the andit is flawed fundamentally in its expense
methodology. The Departent of Homeless Services and Basic Housing, Ine. have
described the three specific program arrangements: the Cluster 1 contract for 143 units;
the Cluster 11 fee for service program for 500 units; and the Pilgrim fec for service
arrangement. ‘The Comptrolier’s audit team continues to treat these separate items as one
contract.

As a consequence, the close-out mumbers used by the Comptroller’s QOffice are wrong

becauge:
¥ the Cluster Il {ee for service program did not have a line item budget and,
thercfore, was not required to submit an expense close-out. Instead, Cluster 1
was closed-out bused on care days. Tn addition. the Pilgrim program did not
require a DHS expense close-out at all because this fee {or service agreement was
hetween Pilgom and Basic Housing.

¥ the merging of contracted services expenses with fee for service expenses resulted
in expense numbers that did not have a budget haseline from which to measure
againsl,

Basic Housing completed an expense close-out for the Cluster [ contract, per DHS’
inatructions, As part of this responsc, Basic Housing is submitting detailed
documentation that telates to the Cluster T contract close-out. (Please see Reference #'s
'S 1-PS9 Professional Services, Reference #'s MR2-MR49 Maintenance/Repair,
Reference #'s QE2-OE| 8 Office Equipment, and Reference #'s R1-R149 Rent.)

1f Basic Housing uses the Comptrolier’s merged close-out expenses to respond to, the
numbers are at variance to the DHS-approved closeout. Likewise, if Basic Housing
adheres to the DHS methodelogy, it diverges trom the audit team’s methodology. In the
final analysis, Basic Housing is left with little choice but to respond to the audit team's
combined closeout numbers,

Basic Housing’s Response to the Comptroller’s Findings and Recommendations

Basic Housing disagrees with the Comptroller’s findings that it did not adequately
comply with certain administrative and financial provisions of the contract and that it did
nol consistently provide required social services to clients. It thinks that the majority of
the financial non-compliance tssues that the audit team found were because the audit
team did much of its work betore Basic Housing closed out the fiscal year.

Marks. Paneth & Shron LLP. Basic Housing’s CPA auditors, recently completed its andit
of Basic Housing for the Years Ended June 30, 2008 and 2007 (Please see Reference #
Auditl). The Year ending June 30, 2008 matches the time frame that the Comptroller’s



audit team examined. In its Independent Auditors” Report, Marks, Paneth states that the
« _financial statements referred to above presents fairly, in all material respects. the
financial position of BASICS and BHI (our note-BHI 1s Basic Housing) as of June 30,
2008 and 2007...”

Marks, Paneth further states:

“Weg conducted our audits in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the combined
financial statements are free of material misstatement.  An Audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the
combined financial statements. An audit also includes assessing the accounting
principles used and significant cstimates made by management, as well as
gvaluating the overall financial statemnent preparation. We belicve that our andits
provide a reasonable basis for our opinion.™

Basic Housing knows that it consistently provided required social services to clients. Tt
believes that any deficiencies in documentation that were found were minimal.

Noncompliance with Documentation Requirements, Page 7
Fidelity Bond

The Chief Financial Officer and the sccounts receivable clerk are covered under the
Rasics, Inc. fidelity hond becavse they are Basics, Inc employees. Going forward, all
Basic Housing, Inc. financial employees will be covered by a fidelity bond in Basic
Housing's name.

Bank Authorizations

It is likely thal DHS requires that Basic Housing provide bank authorizations for all
accounts that contain DHS money, Basic Housing has acquired all of these bank
authorizations and will forward them to DHS next weck.

Inventory

Basic Housing maintains inventory records on all furnishings and equipment. The
inventory list, while on file, was not forwarded to DIFS. Basic Housing has forwarded
the 2008 inventory to DFS and will send subsequent inventory lists to DES annuvally.
(Please see Refercnce # Inv2008),

]
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Noncompliance with Hiring Commitment for Hemeless Clients, page 9

Rasic Housing made a good faith effort to hire the reguired number of homeless clients.
The agency showed good intention by hiring 9 homeless clients in anticipation of the
contract-signing. Agency job postings did not result in responses by homeless clients.
Recruitment efforts identified that there were frequem gaps in skill sets required for the
jobs. Next year, Basic Housing will request a waiver for part of this requirement if the
number of homeiess clients required to be hired cannot be met.

The audit report states that Basic Housing “was not complying with a major provision of
the contract™. The provision of safe, secure transitional housing to clients and moving
them to permanent housing is another major provision of the contract with which Basic
Housing has had an outstanding record.

Funds Not Exchasively Used for Expenses Related to the Program, page 10

The Verizon bill for $429 was a composite bill of some Basic Housing telephone
mmbers, The billing address is Basics, Inc which s the administrative office. A list of
Basic Housing addresses with the corresponding telephone numbers from the Venzon
telephone bill was provided. (Please see Reference # Verizonl- the $429 was part of
check #3105 for $1.995.90).

All $1,268 in health insurance expense is for Basic Housing employees. We reconfirmed
thig line item by line item. Both employees were on Basic Housing's payroll. Please see
the attached documentation, including health insurance invoices and Basic Housing
Payrall registers for the period in guestion to prove that the individuals are Basic Housing
emplovees, {Please sce Reference # Ins-1 and Reference #Payrolil).

See attached Marks Paneth’s Audited Financial Statements, including its clean opinion of
Bagic Housings financial statements and related expenses,

Tablc [1, page 11

The Unallocated Costs Total of $138,641 is incorrect. Basic Housing was only provided
with the detail for the $208,138 total of unallocated costs from the Apnl 23, 2009
Prelimmnary Draft Audit Report s¢ we can only respond to the details of the previous
$208,138. The $138,641 should bhe $30,506,

The $78.752 in Column E should be 30 because it is all Basic Housing cxpenses. The
578,752 supplied by the Comptroller’s audit team includes a $106.35 item for check
#3107 that does not exist for that amount. The $78,646 are avtomatic debity taken out of
Bastc Housing's Payroll account for payroll related expenses for Basic Housing
employees.  Attached documentation 1s the Basic Housing Payroll Summary. 1t
delineates the specific amounts taken out by date and for which payroll deductions.
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The $29,06% portion is invoiges from Nandicann Ltd. Nandicarm Ltd was a consultant
hired by Basic Housing to belp with community outreach and with possible collaboration
of scrvices with other not-for-profits.  The consultant was also hired to work with
community boards regarding family placements in particular geographical locations. Of
the $29.069, §11,069 is unaliocated. (Please sce Reference # SPS1-8P59).

The 14,218 in Column E is Muaintenance/Repair expenses for Basic Housing, Inc.
811,584 of the expenses can be documented by Basic Housing. Even though the billing
name and address was often to Basics, the ship-to addresses were all Basic Housing
addresses, and (he items were for use in the Basic Houvsing program. Examples arc
attached. (Please see Reference #7s MR Examples | and 2). Basic Housing has attached
also a list of all Basic Housing addresses (Please see Addresses?).  One bill that Basic
Housing doesn’t have wntten documentation for i1s to Sanitation Salvage Corp, check
#2605 for 51,104. Monthly, Basic Housing brings its garbage to Basics’ 1064 Franklin
Avenue location to fill a dumpster. which is then taken away by Sanitation Salvage Corp.
Basics allocated part of Sanitation Salvage Corp.’s invoice for this trash haul. Nothing
ot the bill indicates this however, so Basic Housing cannot document it. In addition to
the §1,104, there is 51,530 that is unallocated (Please see Reference # SMRI1-SMR13).

Of the $16,602 in Column E - Office Equipment cxpense, $8.513 is documented Basic
Housing cxpense.  Even though many of the bills™ invoice mailing addresses are written
out to Basics, the delivery addresses. save one. are all to Basic Housing, Inc. locations.
{Please see Referance #'5 SOE1-S0E1R)

Total $138,641.

The $230,199 in Column B is Rent expense for Basic Housing. $221,582 of it is Rent that
Basic Housing agreed to pay the Landlords through June 30, 2008. The check wasn’t
written. however, until Tuly, 2008, and DHS never paid for this. Please see the attached
documentation. (Please see Refercnce # SRENT1)

The $39.009 in Column C fees is $38.909 in legal fees from Hiscock & Barclay, and
100 for employee gamishment reimbursement.  Basic Housing now realizes that the
$38.909 legal bill should have been an administrative expense.

The $100 to a Basic Housing employee was not mistakenly paid as a professional service
cost, but was miscoded. The money was a reimbursement of a garnishment that the
employee had previously paid himself.

The $5,985 in Unsupported Costs or Qverpayments is also incorrect. The total should be
34.470. (Please see Reference # 5 SAMOUNTS1-8AMOUNTS3)

The $414.955 iz part of the total expenses audited by Marks. Paneth.

]
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DHS Paid Twice for Social Serviees That Basic Housing Provided for Pilgrim
Realty., page 11

This is inaccurate. The Pilgrim program fee for service agreament was to provide social
services to a number of families needing social services within Pilgrim. Basic Housing
hired separate dircct staff to deliver the direct services. See attached Trial Balance
Report that shows diserete direct personnel expenses. (Please see Reference # TBI)

Inadequate Support for Funds Transferred to Affiliate, page 12

Basic Housing has an administrative agreement with Basics, Inc. to provide
administrative services. The $685,000 net mmount tranaferred in the andit year ending
June 30, 2008 iz explained by individual expense item. (Please see Reference #
Affiliated #1).

The following 4 items tie oot the net $685,000 that Basic Housing transferred to Basics
bank account in 2008:

$482,900 current year expenses, including the 8.5% Administrative fee paid to Basics, as
well as the Direct Salarics and Fringe Benefits charpged to Basic Housing for Basics
personnel who did work for Basic Housing.

$38.909 for legal.

$4.927 for other.

$158,264 was repayment for start-up expenses.

5685.000 Total

Inadeqnate Accounting Practices, page 14
Lack of Rcliable Accounting Records to Support the Use of Funds, page 14

Basic Housing's financial records. such as the general ledger, supporting documentation
and year-end close-out statement amounts do reconcile.

Basic Housing hag established and implemented controls over its financial operations to
ensure that financial records reconcile and financial information is reliable. Basie
Housing's financial management reviews the journal entries and the account analyses
done by the accountants. In addition, the supporting documentation of the financial
stalements is cheeked by financial management.

The Comptroller’s office audited Basic Housing before it closed out its fiscal year so the
audit team may have found some expenses without supparting documentation that was
later tound in its yearly closeout process.
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Tablc [11, page 15

Basic Housing's final general ledper and final vear end close statements do reconcile.
Basic Housing has established and implemented controls over its finaricial operations to
ensure that financial records reconcile and financial information is rehable,  Basic
Housing’'s financial management reviews the journal entries and the account analyses
done by the accountants. In addition. the supporting documnentation of the financial
statements 15 checked by financial management.

See Matrks Paneth’s Audited Financial Staternents and Audited Trial Balances,

Lack of Proper Supporting Documentation for Expenses Paid, page 15

Basic Housing apprepriately spent all monies as verified by Marks Paneth's Audited
Financial Statements.

Basic Housing has established and implemented controls over its financial operations to
ensure that Expenses incurred pursuant to the contract are properly supported. The
Comptroller's office audited Basic Housing befure it closed out 1ts fiscal year so the audit
team1 may have found mistakes with supporting documentation that had not yet been
reviewed finally by Basic Housing financial management.

Close-out Request Not Submitted im a Timely Manner, page 16

In the future. Basic Housing will submit timely its year-end closeout statements.

Lack of Scgregation of Duties over Accounting Functions, page 16

Basic Housing has alrcady segregated the duties of handling the mail (Accounting
Supervisor). making bank deposits (the CFO) and reconciling bank statements
{Accountants) Basic Housing will segregate the duties of making journal entries and
transferring funds hetween bank accounts by July 1. 2009,

Miscellaneous Income Not Always Reported, page 17

Basic Housing now issues 1099-MI3C forms to all appropriate parties.

fH
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Social Services Response

Basic Housing Not Consistently Complying with Certain Programmatic Provisions
of the Contract, page 20

The report states in several places that the "clients are not being adequately served. which
many impede their efforts to become self sufficient and secure permanent housing”. Basic
Housing has moved 635 families to permanent housing since July 2007. The average
length of stay is only 7 months, During the first two quarters for FY 2008-2009 the
program has been awarded $184,572 in performance improvement monies as a direct
result of exceeding target projections, During the months of April and May 2009, over
100 families settled into their own residences, creating stability for the family and
children.

According to the contract, Basic Housing is required to provide a number of services. The
report incorrectly indicates that one of those services is childeare. The contract states that
we are required to provide access 1o child care services, as we are not a licensed day care
facility.

Basic Housing Did Not Consistently Comply with the Record-keeping
Requirements, page 20.

Basic Housing has reviewed all of the cwrrent supervisory procedures and will be
intensifying the effort to ensure that the documentation and adherence to contractual
requirements is significantly improved. In April, 2009 Basic Houstng implemented a
revised quality assurance plan that includes more focused and frequent chart reviews by
supervisors and their administrators,

Health Screenings, page 21

The contract states that * the contractor must establish a relationship with a fully
aceredited medical institution or ¢linie for the referrals of families for initial examination,
emergency treatment and follow-up visits...in the event that the client has not had a
preliminary exanunation performed at EAU such clients must have a prelimunary
examination at the time of intake when practical.”™ The contract notes thal this is to be
performed “when practical”™. The program has an ongeing working relationship with
Basics, Tnc. Article 28 primary health care clinic. Beginning in 2008, a dedicated case
manager was assigned to conduct outreach and follow through for all families 1o
reinforce the importance of health care, This dedicated case manager, in conjunction with
the primary case manager. work to consistently encourage the family's attendance at the
madical appointments through the use of in-person reminders the day before, biweekly
meetings, leaving notes under apartment doors and case conferences. All families are
provided door to door transportation to the clinic to reduce additional barriers to care.
Supervisory oversight will be strengthened to make sure that all efforts are documented.



ADDENDUM
Page 73 of 74

Biweekly Meetings, page 21

Supervisors may miss signing every ILP during the course of the family’s stay; however.
to insurc that caseworkers are properly serving clients supervisory oversight is conducted
through multiple means, A family’s progress is reviewed through a) HRA status reports,
b} on a weekly basis senior supervisory staff employ the use of an agency specific
tracking form that teviews every family's progress, <) as needed case conferences are -
scheduled that include the participation of the client, case workers, senior supervisory
staff. and on occasion DHS staff, d) caseworkers submit monthly reports that indicate
family progress, and e) supervisors immediately notify DHS of clients that are
noncompliant or have special needs. As noted ahove, Basic Housing will be mtensifying
the effort to cnsure that the documentation and adherence to contractual requirements is
significantly improved. In April. 2009 Basic Housing implemented a revised quality
assurance plan that includes more focused and frequent chart reviews by supervisors and
their administrators.

School Enrollment, page 21

The program maintains a list of all school age children at all times. All families are
provided letters at intake to take to the local school for enrollment. The Department of
Education has inconsistently provided a contact person at § our 52 locations. Parents are
required to provide written verification of school enrollment, to which they are not
always eompliant. Parents are required to sign a daily log indicating that the ¢hild has left
for school. They do not always comply, Clients oflen present with a myriad of issues that
are addressed individually and comprehensively. When these issues result in children not
consistently attending schaol, the matter is immediately addressed by the caseworker and
at the hiweekly client meetings.

Not All Required Services Provided in a Timely Manner, page 22

The report states that not completing the case assessment and service planning forms and
housing applications in a timely manner ultimately prolonged the client’s length of stay.
There is no single form that prolongs length ot stay. Length of stay is a result of various
factors, including but not limited to, resolving public assistance sanctions determined by
HRA, medical reasons, illegal alien status, family noncompliance which requires due
process, and lack of legal leverage to move the family to pertmanent hovsing. The CARF
(Client Acknowledgement and Respansibility Form} is required to be completed at
intake. For all Pilgrim cases acquired by Basic Housing, the CARFs were completed
prior to Basfc Housing taking over the cases; therefore, any late CARF happened pror to
our contractual requirement, Qur analysis indicates that our average length of stay of 7
months is helow other organizations.

When Basics assumed responsibility of the farmnilies in the Cluster 11 sites, there was a
preponderance of families that had already been in the system for more than 200 davs.
DHS directed Basics to bring the cases into compliance within the first 5 months of
admission into Bazjcs,
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The report states that, according (o the confract, unless an extenston is granted by DHS,
the maximum length of stay in the program for clients is six months. The contract states
“the maximum length of stay shall be 6 months, subject to the Department’s Client
Responmibility Procedures. A family’s stay may exceed 6 months; however, the
contractor’s ahility to place a family in permanent housing within the 6 month periqd
shall be a factor in evaluating the t:ontlac;tor s performance in this agreement.” (Contract
“““““ Maximum Stay and Discharge — 1% paragraph, page 5)

In the First Quarter of 2009, there were 185 discharized families who had a length of stay
of more than 20 days. The average length of stay was 176 days, or less than 6 months.
The range was 21 to 630 days with a median of 126 days. There is no indication that the
length of stay is being increased due to lack of oversight by Basic Housing.

Housing and Employvment Assistance, page 23

The report states that Basics must help clients reach the poals identified in their ILP,
which are mainly related to obtaining permanent housing and employment.

The CARF states as part of the family’s agreernent; “I must view 2 suitable apartments a
week or the number that is part of my ILP™.

Clients must be certified prior (o engaging in apartment searches; therefore, not all clients
are eligible to look for apartments. Basics uses daily van runs to transport familics fo
search for apartments. While families agree to participate, as indicated by their signature
on the CARF, there are instances where illnéss and other required appointinents interfere
with daily compliance. The rate of move-outs during the past two years confradicts the
report's assertion that families are not being encouraged to search for and obtain
permanent housing.

The contract states: “Assistance in sccuring employment assessment, job training, job
placement services, if necessary and appropriate.” (Contract — Permanent Housing
Preparation Services — 11 D)., page 4) The report states that in 3 cases no employment
profiles were completed; hnwever this not a contractual requirerment. The contract is
clear that employment search assistance is provided if necessary and appropriate and does
not mandate this for every client,

Ag noted above, Basic Housing will be intensifying the effort to ensure that the
documentation and adherence to contractual reguirements is signiticantly improved. In
April, 2009, Basic Housing implemented a revised quality assurance plan that includes
more focused and {requent chart reviews hy supervisors and their administrators.
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