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WILLIAM C. THOMPSON, JR.

COMPTROLLER

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 conducted an audit to determine whether the Department of
Homeless Services (Department) maintained adequate controls over payments to hotel and
scatter site housing operators and ensured that housing facilities were maintained in a safe and
sanitary condition.  The results of our audit, which are presented in this report, have been
discussed with Department officials, and their comments have been considered in preparing this
report.

Audits such as this provide a means of ensuring that City agencies properly account for
government funds and ensure that organizations under contract with the City are providing
quality services to the public.

I trust that this report contains information that is of interest to you.  If you have any questions
concerning this report, please contact my audit bureau at 212-669-3747 or e-mail us at
audit@Comptroller.nyc.gov.

Very truly yours,

William C. Thompson, Jr.

Report: FM03-123A
Filed: October 1, 2003
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AUDIT REPORT IN BRIEF

This audit determined whether the Department of Homeless Services (Department)
maintained adequate controls over funds transferred from the City general fund to a Department
bank account for payments to operators who provided conditional housing to families; complied
with the City Charter and Procurement Policy Board (PPB) rules when using hotels and scatter
site housing facilities; and ensured that conditional housing facilities were maintained in a safe
and sanitary condition.

Audit Findings and Conclusions

Our evaluation of Department controls over payments to operators of conditional housing
facilities found that the City funds were properly accounted for in the Department bank account
and that these funds were used to pay operators for providing housing to homeless families.
However, the Department did not comply with the City Charter and PPB rules when entering
into informal agreements with operators of conditional housing facilities. The Department paid
$96 million to these operators during Fiscal Year 2002.

We visited 20 units in six hotels and 56 apartments in 17 apartment buildings in which
homeless families reside.  The hotels as well as 10 of the apartment buildings inspected generally
were in satisfactory condition.  However, the remaining seven apartment buildings, all operated
by Gin Realty, had conditions that may pose a threat to the health and safety of the occupants
placed there by the Department.  Specifically, 30 of 41 apartments we visited in these seven
buildings had unsafe and unsanitary conditions, which included roach infestation, peeling paint,
leaking faucets, water damage and mold on ceilings and walls, missing or broken tiles, and holes
in walls and ceilings.
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Audit Recommendations

To address these issues, we recommend that the Department should:

Ø Procure the services of hotel operators and apartment owners in accordance with the
provisions of the City Charter and PPB rules by:

• entering into formal contracts with the operators,
• ensuring that contracts contain measurable performance standards and penalties

for poor performance, and
• registering the contracts with the Comptroller’s Office.

Ø Adhere to its plan to conduct more frequent inspections and to reduce the number of
units operated by low performing landlords.

INTRODUCTION

Background

The Department of Homeless Services (Department) is responsible for providing
temporary emergency shelter and support services to eligible homeless families and individuals
in a safe and supportive environment.  The Department also provides outreach services to people
living in public places, determines eligibility for emergency housing services, assesses client
service needs, and offers services to other government agencies and private organizations to help
homeless people identify long-term housing options.  Within the Department, the Division of
Family Services provides temporary housing to homeless families, and the Division of Adult
Services provides transitional housing to single adults.

The Emergency Assistance Unit (EAU) is responsible for evaluating the needs of the
families requesting shelter and determining each family’s eligibility. While eligibility is being
determined, families are to be placed in a conditional placement facility up to 10 days. As of
June 30, 2002, the Department used 45 hotels and “scatter site” housing in 292 apartment
buildings throughout the City for conditional placements.  These hotels and apartment buildings
provided housing for approximately 4,000 families at a given time.

If found eligible for temporary housing, families are then to be moved to a transitional
facility (Tier II) where they receive support services, including employment training, education
services, substance abuse prevention, independent living skills training, and child care.

During the period July 1, 2001–June 30, 2002 (Fiscal Year 2002), the Department paid
approximately $96 million to the operators of hotels and scatter site apartments for the provision
of conditional housing to homeless families.
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This audit was prompted by the transfer of approximately $111.8 million from the City
treasury to a separate bank account maintained by the Department.  According to Department
officials, these funds were transferred so that hotels and scatter site operators could be paid for
services rendered.

Objectives

Our audit objectives were to determine whether the Department:

• Maintained adequate controls over the funds transferred from the City general fund to
the Department bank account for payments to operators who provided conditional
housing to families;

• Complied with the City Charter and Procurement Policy Board (PPB) rules when
using hotels and scatter site housing facilities; and

• Ensured that conditional housing facilities were maintained in a safe and sanitary
condition.

Scope and Methodology

The scope of this audit covered July 1, 2001, through June 30, 2002 (Fiscal Year 2002).
We reviewed the PPB rules, the City Charter, Comptroller’s Directives, and other applicable
regulations. To gain an understanding of Department procedures, we interviewed Department
officials and conducted a walk-through of operations, documenting the results through
memoranda.

We evaluated agency controls over depositing and disbursing funds from its bank
account. We reviewed records obtained from the City Financial Management System to
determine whether the $111.8 million was transferred into the appropriate account.  We then
traced each amount to the bank statements and monthly Cash Management Reports generated by
the Department of Finance.

We selected five facilities (three hotels and two scatter sites) and traced the amounts
billed to the Department for January 2002 to the amounts paid according to the bank statement
and related supporting documentation, which included check registers and billing summary
reports. 1

In addition, we selected three payment amounts from the bank statements (consisting of
88 payments to facility operators). We traced each payment to the billing summary reports and
determined whether the payments were actually made to the operators of the facilities.  For a

                    
1 The three hotels were Baychester Motel, Park Overlook Hotel, and Kings Inn Family Center.  The two

scatter sites were Helpers I Scatter Sites and Bronx Somerstein Scatter Sites.
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sub-sample of five payments, we reviewed actual operator billings and related supporting
documentation to determine whether the appropriate amounts were paid. 2

To determine whether the conditional placement facilities were maintained in a safe and
sanitary condition, we inspected 20 units in six hotels and a total of 56 apartments in 17
apartment buildings.  We interviewed the apartments’ residents and photographed and
videotaped the conditions found.

This audit was conducted in accordance with generally accepted government auditing
standards (GAGAS) and included tests of the records and other auditing procedures considered
necessary.  This audit was performed in accordance with the City Comptroller’s audit
responsibilities as set forth in Chapter 5, §93, of the New York City Charter.

Discussion of Audit Results

The matters covered in this report were discussed with Department officials during and at
the conclusion of this audit.  A preliminary draft report was sent to Department officials and
discussed at an exit conference on June 12, 2003.  On June 13, 2003, we submitted a draft report
to Department officials with a request for comments.  We received a response from the
Department on June 26, 2003.

Department officials disagreed with the audit finding that their arrangements with the
operators violated the City charter and PPB rules.  However, they agreed to implement the
audit’s recommendations.  In that regard, they stated that the Department will enter into contracts
with a majority of the facilities now without contracts and will enhance the procedures for
monitoring operators of scatter site apartments.

The full text of the Department’s response is included as an addendum to this report.

                    
2 Our sub-sample covered payments to three hotels (Bay Family Center, East River Family Center, and

New Broadway) and two scatter sites (Gin Realty 2 and Pilgrim Realty).
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FINDINGS AND RECOMMENDATIONS

Our evaluation of Department controls over payments to operators of conditional housing
facilities found that funds transferred from the City general fund were properly accounted for in
the Department bank account and that these funds were used to pay operators for providing
housing to homeless families.  However, the Department did not comply with the City Charter
and PPB rules when entering into informal agreements with operators of conditional housing
facilities.  In addition, 30 of the 56 apartments we visited had unsafe and unsanitary conditions.

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

Noncompliance with the
City Charter and PPB Rules

The Department paid $96 million during Fiscal Year 2002 to 20 operators of 45 hotels and
to 10 operators of approximately 1,700 scatter site apartments for services provided to homeless
families.  Hotel operators were paid between $1,040 and $3,870 a month for each unit, and scatter
site operators were paid between $2,700 and $2,910 a month per apartment.  The Department
claims to have entered into unwritten agreements with these hotel operators and apartment owners
and that PPB rules do not apply to this type of service.  The Department stated that it does not have
to contract with the hotel and scatter site operators because it is not procuring services when it
places homeless families in conditional facilities and because it cannot predict the quantity of
housing needed.   However, PPB rules do cover this type of service.  In general, the City Charter
and the PPB rules state that, “except as otherwise provided by law, these Rules shall apply to the
procurement of all . . . services . . . to be paid out of the City treasury or out of monies under the
control of . . . the City.”  In addition, the PPB rules contain provisions for contracting with providers
of “client services,” which the rules define as:

“Programs contracted for by the City of New York on behalf of third-party clients,
including programs to provide social services, health or medical services, housing
and shelter assistance services, legal services, employment assistance services, and
vocational, educational, or recreational programs.  Client services are sometimes
referred to as ‘human services’ and government agencies whose primary missions
involve the award and administration of such contracts, or provision of the same or
similar services by agency employees, are sometimes referred to as ‘human services
agencies.’  Examples of client services include, but are not limited to, day care,
foster care, mental health treatment, operation of senior centers, home care,
employment training, homeless assistance, preventive services, health maintenance
organizations, youth services, and the like.” [Emphasis added.]

Department officials stated that their decision not to enter into contracts is supported by the
New York City Law Department and recognized by the Courts in Ferrer v. Dinkins, 635 NYS2D
965; Midtown South Preservation and Development Committee v. City of New York, 130AD2d 385;
and Davis v. Dinkins, 206 AD2d 365.  However, the cases cited by the Department do not support
its argument that it is not required to contract with the hotel and scatter site operators.  For example,
the issue in Ferrer was whether the City had entered into a lease agreement with a particular hotel to
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place homeless clients and if so, whether it was required to comply with Uniform Land Use Review
Procedure and “fair share” procedures.  The issue in Midtown South was whether the City was
required to adhere to the State Environmental Quality Review Act procedures before placing
homeless clients in hotels within the Midtown South area of Manhattan.

The Department’s position has not changed since it responded to a prior Comptroller’s
Office audit—(ME97-184A), issued June 30, 1998— that it did not have to follow PPB rules when
procuring services under its “Family Hotel Program.”  That audit found that the Department did not
have written contracts with any of the hotels that provided services to families.  Instead, the audit
stated that the agency conducted business with the hotels under “gentlemen’s agreements.”3  Since
the issuance of the prior audit, the Department has increased from 15 to 45 the hotels where it places
families without a contract, and it has begun using non-contracted scatter site apartments under the
same “agreements.”

The contractor selection process, mandated by the City Charter and the PPB rules, is an
important safeguard to ensure that the City funds are effectively applied to provide quality service
for clients.  In addition, the Charter requires that all contracts be registered with the Comptroller’s
Office since the Comptroller is responsible for tracking City expenditures and maintaining a registry
of City contracts.   Obviously, this provision was also not followed by the Department.

The absence of written agreements with hotel and scatter site operators can lead to
conflicting interpretations of the terms of those agreements.  Without written contracts, any
agreements that are reached between the City and the operators may be unenforceable.  With
written contracts, the parties would create a clear statement of the obligations of both parties,
including the social services that the operators are required to provide.  Formal contracts would
establish performance standards and enhance the monitoring of operators.

Unsafe and Unsanitary Conditions
At Scatter Site Apartments

As part of this audit, we visited 20 units in six hotels and 56 apartments in 17 apartment
buildings in which homeless families reside. The 17 buildings were managed by four of the 10
scatter site operators that provide services on behalf of the Department.  We found that the hotels
as well as 10 of the apartment buildings inspected generally were in satisfactory condition.
However, the remaining seven apartment buildings, all operated by Gin Realty, had conditions
that may pose a threat to the health and safety of the occupants placed there by the Department.
Specifically, 30 of the 41 apartments we visited in these seven buildings had unsafe and
unsanitary conditions.  These conditions included roach infestation, peeling paint, leaking
faucets, water damage and mold on ceilings and walls, missing or broken tiles, and holes in walls
and ceilings.  Moreover, some residents reported that their apartments were infested by mice.

In a letter dated April 30, 2003, we informed the Department about the conditions
observed.  (See Attachment A.)  In a letter dated May 14, 2003 (see Attachment B), the
Department stated that it inspected 27 of the apartments we visited on or before the dates of our
                    

3 In the prior report, the Department referred to its agreements with the non-contracted hotel owners as
“gentlemen’s agreements”—handshake agreements.  
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visits and sent notices to the landlords to make the necessary repairs.  The Department’s letter
also stated that its inspectors found most of the same conditions that we identified. The agency
acknowledged that the conditions were below its standards, but stated that it did not feel the
conditions posed threats to the health or safety of the clients.  Further, the Department stated that
it revised its inspection checklist to cover some of the conditions we found and would conduct
more frequent re-inspections to ensure that the landlords make the repairs.

In addition, the Department stated it has instituted an evaluation system to measure
scatter site landlords by number of units, quality, building quality, and service outcomes for
clients, and will reduce the number of units used in buildings managed by operators with the
lowest performance.  It also stated that Gin Realty scored the lowest ratings in its evaluation and
that the Department will immediately begin to reduce Gin Realty’s scatter site units.

However, given the absence of formal contracts, we question how the Department can
enforce performance standards and ensure that operators provide safe and sanitary conditions to
its clients.

Recommendations

The Department should:

1. Procure the services of hotel operators and apartment owners in accordance with the
provisions of the City Charter and PPB rules by:

• entering into formal contracts with the operators,
• ensuring that contracts contain measurable performance standards and penalties

for poor performance, and
• registering the contracts with the Comptroller’s Office.

Department Response:  “Your audit recommends that the City enter into formal
contracts with all shelter operators, and that these contracts should be registered with
the Comptroller.  While the attached opinion from the Law Department makes clear
that it is well within the City’s right to continue utilizing facilities through per diem
payment arrangements, I agree with you.  We should move toward establishing
contracts with the majority of uncontracted facilities with which the City currently
has relationships.”

Auditor Comment: The Comptroller’s Office has reviewed the Law Department’s
memorandum and disagrees with its conclusions for the reasons stated in this audit.
Notwithstanding our disagreement on legal issues, the Comptroller’s Office
commends the Department for its decision to implement our recommendation and to
enter into formal contracts with hotel and scatter site housing operators.  We urge the
Department to encompass all such operators in this initiative.
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2. Adhere to its plan to conduct more frequent inspections and to reduce the number of
units operated by low performing landlords.

Department Response:  “DHS [the Department] has had in place since March 2002 a
process for routine inspection of all hotel and apartment units in the family shelter
program.  All units are inspected, at a minimum, twice annually. . . .

“DHS has created an evaluation system to measure scatter site operators by unit
quality, building quality, and service outcomes for clients. . . . We have already
reduced the allocation of scatter site units of operators with the lowest performance.
(The operator of the units in question in your audit scored lowest in this evaluation
and has had a reduction in units.)”











ATTACHMENT II
(Page 1 of 8)

Photographs of Scatter Sites with Unsafe and Unsanitary Conditions

1279 Morris Ave. Apt. 2B - Picture #1 - Peeling paint

1279 Morris Ave. Apt. 2B - Picture #2 - Leak next to kitchen light
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Photographs of Scatter Sites with Unsafe and Unsanitary Conditions

1279 Morris Ave. Apt. B1 - Picture #3 - Broken walkway outside apartment

1279 Morris Ave. Apt. B1 - Picture #4 - Backyard not cemented
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Photographs of Scatter Sites with Unsafe and Unsanitary Conditions

2229 Creston Ave. Apt. 8- Picture #5 - Bathtub hot water faucet leaks

2229 Creston Ave. Apt. 21 - Picture #6 - Smoke detector hanging off ceiling
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Photographs of Scatter Sites with Unsafe and Unsanitary Conditions

2229 Creston Ave. Apt. 26 - Picture #7 - Roaches
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Photographs of Scatter Sites with Unsafe and Unsanitary Conditions

2229 Creston Ave. Apt. 26 - Picture #8 - Cracked bathroom wall and missing tiles
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Photographs of Scatter Sites with Unsafe and Unsanitary Conditions

2229 Creston Ave. Apt. 32 - Picture #9 - Roaches on kitchen walls and ceiling
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Photographs of Scatter Sites with Unsafe and Unsanitary Conditions

2229 Ryer Ave.  Apt. 2C - Picture #10 - Mold in bathroom

2342 Ryer Ave. Apt. #5A - Picture 11 - Faucet leaks and mold in bathroom
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Photographs of Scatter Sites with Unsafe and Unsanitary Conditions

1469 Jesup Ave. Apt. #4G - Picture 12 - Roaches crawling in sink






















