U.S. Department of Housing and Urban Development

Digtrict Office of the Inspector General
Richard B. Russell Federal Building
75 Spring Street, SW, Room 700
Atlanta, GA 30303-3388

(404) 331-3369

Novenber 6, 1996
Audi t - Rel at ed Menor andum No. 97- AT-214- 1804

MEMORANDUM FOR Wlliam S Med i ster, D rector, Mil tifaml
Housi ng D vision, 4JHV

FROM Ted E Drucker, Acting Dstrict Inspector General fo
Audi t - Sout heast / Cari bbean, 4AGA
SUBJECT: | ndependent Auditor Report of Apparent Illegal Acts
Cherokee Health Systens
Tal bott, TN

VW have reviewed information from an Independent Auditor (IA

concerning apparent illegal ac ts by an enpl oyee of Cherokee Heal th

Systems (CHS), a nanagenent agent for two HUD assisted projects

The information pertained to p ossible diversions of project funds.

Qur limted review al so included corrective acti ons.

VW interviewed vyour staff and reviewed the project files
interviewed CHS staff and reviewed their financial and accounti ng
controls, and perforned a cursory review of the IAs workin
papers. VW also reviewed the receipt and deposit of cas

applicable to HID subsidized o perations for selected test periods,

i ncl udi ng peri ods when the diversions occurred.
SUMWARY

CHS corrective actions were generally adequate, as was | A audi

t

coverage, and we plan no additional audit work pertaining to ei t her

CHS or the I A
BACKGROUND

CHS manages two projects owied by Five Rvers Service, Inc. (Onner)

in accordance with a HJUD approved managenent agreenent. Th
projects are HUD group hone projects for nentally handi cappe
i ndi vi dual s, project #087-EHO53-NP-CM in Mrristown, TN an
proj ect #087-EHO75-NP-CM in Tazewell, TN. Each project has nine
units. |In addition to HUD subsidized rental operations for eac
project, Five Rvers provides food and attendant care services to

the tenants for a separate fee , which is not HUD subsidized. Five
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R vers naintains separate financial records and bank accounts for
each project and between HUD subsidized and non HUD subsi di ze d
operations for each project.

The | A engaged to audit the Oaer's financial statenents for th e
year ended Septenber 30, 1995, reported to the HUID COfice o f
| nspect or General that managenent di scovered cash receipts o f about
$4,500 could not be accounted for. The IA reported that for th e
period July 1, 1995, through Septenber 30, 1995, receipt S
docunented in receipt books were not deposited, approxinatel y
$1,700 from HUD subsidi zed operations and $2,800 from food an d
attendant care services. The 1A indicated a breakdown in internal
control s caused the discrepanc ies not to be tinmely identified, and
CHS had rei nbursed the Owmer for the mssing funds.

RESULTS CF REVI EW

The | A's description of events and transactions was accurate. No

conclusive determnation of who was responsible for the mssin g
funds was reached. CHS repaid the Oaner for the mssing fund S
because it concluded its internal controls over the receipt an d
deposit of cash did not adequately fix responsibility between two

enpl oyees.

Qur review disclosed no additional funds mssing. CHS stren gt hened
its internal control system so that enployee responsibility fo r
cash collections is now clearly defined. V¢ concluded CH S

corrective actions were adequat e.

Based on the actions taken by CHS, and the IA's work, we plan n o]
further audit work.

Should you or your staff have questions, please contact Rudy E
McBee, Assistant D strict Inspector Ceneral for Audit, at Ext
4368.

Attachnent - D stribution



ATTACHVENT

D STRI BUTI ON

Secretary's Representative, 4AS

Drector, Field Accounting D vision, 4AFF

Speci al Agent-i n-Charge, Southeast/ Cari bbean, 4AQ

Knoxville Area Coordi nator, 4JS

Drector, Miltifamly D vision, 4JHM (2)

Director, Ofice of Internal Control and Audit Resolution, FO I
(Room 10176) (2)

Audit Liaison CGficer, Ofice of Housing, HF (Room 5132) (3)

Executive Drector, Cherokee Health Systens, 6350 W Andrew Johnson
H ghway, Tal bott, TN 37877

[18] From MWNarcia E. Larner at atlpostl 12/30/96 12: 21PM (19326 1
bytes: 2 1n, 1

fl)

To: Mrris F. Gissomat O GPCST2

Recei pt Request ed

bcc: Marcia E Larner

Subj ect: Cherokee Health System
------------------------------- Message Content s

Text item 1:

Attached is the audit-rel ated meno on the Cherokee Heal t h
System



File item 2: CHEROKE2. ARM 11/ 6/ 96 12: 42PM



[20] From Mrris F. Gissoma t A @CST2 1/2/97 8: 54AM (235 bytes:
11n)
To: Marcia E Larner at ATLPOST1

Subj ect: Receipt of 12/30/96 12: 21PM nmessage
------------------------------- Message Content s

Re: Cherokee Health System



