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As part of a nationwide review of HUD’s Continuum of Care Program, we audited the subject grant
awarded to the County of Orange, Housing and Community Development Department (Orange
County) for the 1998 Supportive Housing Program (SHP) operated by the Mercy House Codlition
(Cadition). The Codition carried out dl grant activities as a sub-grantee of Orange County. The
purpose of our audit was to determine whether Orange County and the Codition operated the
Continuum of Care SHP in accordance with the approved gpplication as well as HUD and other federd
requirements.

SUMMARY

We bdlieve both Orange County and the Codlition have been dedicated and responsive to the needs of
the homeless population in Orange County and have worked hard to adhere to SHP requirements, as
they understood them. However, we concluded that Orange County and the Codiition did not operate
some aspects of the SHP in accordance with the approved gpplication and other federd requirements.
Specificdly, we identified instances where the Codlition admitted indigible participants and participants
whose digibility was not adequately documented, did not accomplish some program gods or did not
maintain adequate evidence of god accomplishment, and faled to comply with HUD requirements
pertaining to client tracking, habitability ingpections, and rent reasonableness determinations. Also, both
Orange County and the Codlition charged unsupported and indligible salary costs to the grant.
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We believe these problems occurred because Orange County and the Codlition did not understand the
gpplicable Federa or contractua requirements. As a result, Orange County and the Coalition have
spent at least $294,987 ($112,524 + $182,463) of HUD funds on costs that did not benefit or may not
have benefited the intended program participants.

As shown in the following chart, the Codlition incurred most of the costs in question. Nevertheless,
according to its grant agreement with HUD, Orange County agreed “to comply with al requirements of
its grant agreements and to accept respongbility for such compliance by any entities to which it makes
grant funds available” Our recommendations for corrective actions and for reimbursement to HUD are
therefore directed to Orange County.

Description of Expenditure Ineligible Unsupported

Orange County

Administration Salaries $3,958 $27,629
Mercy House Coalition

Supportive Service Salaries $56,236 $148,913

Salary Advance 40,072

Participant Eligibility 12,258 5,921

Coalition Totals $108,566 $154,834
Combined Totals $112,524 $182,463

BACKGROUND

Title IV of the Stewart B. McKinney Homeless Assistance Act authorized the Supportive Housing
Program (SHP). The program is designed to promote the development of supportive housing and
sarvices, incuding innovative approaches to assst homeless persons in the trangition from homel essness,
and to promote the provison of supportive housing to homeless persons to enable them to live as
independently as possble. Eligible activitiesincdude:

Trangtiona housng,

Permanent housing for homeless persons with disabilities,

Innovative housing that meets the immediate and long-term needs of homeless persons, and
Supportive services for homeless persons not provided in conjunction with supportive
housng.

The Housng and Community Development Department for the County of Orange is the primary
adminigrative agency for distributing government funding for Supportive Housing Programs in Orange
County, Cdifornia. The Mercy House Codlition is a collaboration between four nonprofit organizations
and corporations with the objective of providing much needed housing and supportive services for a
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variety of high priority homeless populations. The Codition, which reportedly represents the oldest
codition of homeless service providers in Orange County, is comprised of Mercy House Trangtiona
Living Centers (Lead Agency), FISH-Harbor Area, Inc., Human Options, and Serving People In Need
(SPIN).

Requirements of the Grant

The subject grant agreement (CA16B802-006), including the grant application, specified that the
Cadition would provide trangitional housing and supportive services to the target populations identified
as homelessindividualsin need of substance abuse trestment, homeless persons in families with children
that are victims of domestic violence, and homeless individuas that are considered chronic substance
abusers. Under the grant agreement, the Codition would provide dl of the SHP services while Orange
County would act as a pass-through entity performing adminigrative functions. Orange County was
authorized to retain 100% of the $116,856 alocated for program administration. The grant agreement
provided for Orange County and the Codlition to meet the following performance measures.

Ninety five percent (95%) of households served will obtain permanent housing with 90%
maintaining their housing without subsdy for a least one (1) year upon completion of the
program, 86% for at least two (2) years upon completion of the program, and 85% for at least
three (3) years upon completion of the program.

One hundred percent (100%) of dl clients will meet with the Job Developer on an as needed
bas's while a program participant.

Ninety five percent (95%) of dl clients will receive job counsding, job development and
tracking for three (3) to six (6) months after employment is secured.

One hundred percent (100%) of dl clients funded through the grant will participate in case
management services for the three (3) year period. As clients move toward self-aufficiency,
case management services will decrease proportiondly.

OBJECTIVE, SCOPE, AND METHODOLOGY

The overdl objective of our audit was to determine whether Orange County and the Coalition operated
the Supportive Housing Program grant in accordance with the approved application as well as HUD
and other federa requirements. To accomplish our objective, we interviewed HUD, Orange County
and Cadition officids; vidted the trangtiond housing locations, reviewed Orange County’s policies and
procedures manud; and reviewed the grant application, grant agreement, technica submisson and the
Codlition’s annud progress report, financia records, and participant files. We aso reviewed gpplicable
criteriaincluding Office of Management and Budget (OMB) Circuars A-87 and A-122.

The audit generally covered the period from grant approva on May 14, 1999 through October 31,
2000. We conducted the audit in accordance with generaly accepted government auditing standards.
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REVIEW RESULTS

Orange County charged unsupported and indigible administrative salary costs to the grant.

Orange County charged $27,055 to grant administration based on an unalowable budget-based indirect
cogt dlocation formula and charged another $4,532 to the grant for which there was no verifigble
support.  Furthermore, $3,958 of the $27,055 pertained to indirect costs recorded for pay periods
prior to the May 14, 1999 grant approva date. The $3,958 in pre-grant charges are indigible and
$23,097 ($27,055 - $3,958) plus $4,532, or atotal of $27,629 are unsupported.

Office Of Management and Budget (OMB) Circular A-87, Cost Principals for State, Local, and Indian
Triba Governments, does dlow an agency of a governmenta unit to claim indirect costs under Federd
awards but only in accordance with a formaly developed and certified indirect cost rate proposa or
plan. Circular A-87 aso specifies the documentation required to support indirect cost proposals as well
as the submission and gpprova requirements.

Time sheeats for the Orange County Housng and Community Development Department staff
documented their time spent working on this specific grant and indirect time charges not identifiable with
any individua grant. Orange County charged this indirect time to a generd SHP job category and then
dlocated the related codts to individud SHP grants using a budget-based indirect cost dlocation
formula® This indirect cost alocation procedure was neither certified nor approved and does not
comply with OMB Circular A-87 documentation or development requirements.

The Coalition char ged unsupported and indligible supportive service salary coststo the grant.

Three of four Codition members did not maintain time sheets in support of $148,913 charged to the
grant for supportive service sdaries. One Codlition member (FISH) did maintain proper time shests,
but paid gaff at higher than norma pay rates or in supplement to the established sdary for any time
spent working on SHP activities.  This resulted in $14,875 of indligible overcharges to the grant.
Finally, Mercy House charged the SHP Grant Coordinator’s $41,361 sdary as supportive service cost
even though she exclusively performed adminidrative duties.

OMB Circular A-122, Cost Principas for Non-Profit Organizations, Attachment B, requires
digtributions of saaries and wages to awards be supported by appropriate persond activity reports
which reflect an after-the fact determination of the actud activity of each employee. The Circular
specificaly sates budget estimates do not qualify as support for charges to awards. Compensation to
individua employees is dso limited to that which “...is reasonable for the services rendered and

! Budgeted administrative costs for this grant ($116,856) divided by budgeted administrative costs for all SHP grants
($281,960).
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conforms to the established policy of the organization consgtently applied to both Federal and nor+
Federd activities”

The Code of Federa Regulations, 24 CFR 583.120(b) provides supportive service saary costs may
include only those sdaries of the actud supportive service providers. Adminidrative sdary costs are
eligible under the SHP but may not be charged as supportive services.

Contrary to OMB Circular A-122 and 24 CFR 583, Mercy House, SPIN and Human Options charges
for supportive service sdary costs were not based on persona activity reports (time sheets) reflecting
after-the—fact determinations of employee time spend providing supportive services under this grant.

Time sheets for some of these individuds did not identify time spent on supportive services versus other
activities dthough their position descriptions indicated they performed a variety of functions. Time
sheets for others of these individuals actualy reflect time spent on activities other than the provison of
supportive services, yet their entire saaries were charged to the grant as supportive services.

Severd of the FISH employees received compensation at higher than their norma pay rates for any time
spent providing supportive services under this grant. The FISH Executive Director was paid an hourly
rate for time spent on SHP activities in addition to her fixed annua sdary rate even when work on the
SHP activities was during norma working hours. In effect, she received extra pay for any time charged
to this grant. The FISH Executive Director said their accountant had reviewed and approved this
procedure.

Mercy House charged the Grant Coordinator’s $41,631 sdary as a supportive service cost because
they were not aware that adminigrative salaries may not be charged as supportive services and/or
because Orange County did not pass any of the authorized adminidrative funding on to the Codition.
The Grant Coordinator position is clearly adminigtrative and many of the activities of other senior
Codlition dtaff appear to be adminidrative in nature. Subsequent to the award of this grant, HUD
recognized the reed for adminigtrative funding a the sub-grantee level and required State and locdl
governmenta unitsto pass on at least 50 percent of the adminigrative funds.

Orange County made an unallowable advance of grant fundsto the Coalition

Orange County approved and paid an initid advance to the Codlition totaling $40,072 ogtensibly for
dart up saaries for various Codition member staff positions. The funds for this advance were included
in a $40,072 Letter Of Credit Control System (LOCCS) payment to Orange County made on
September 1, 1999. Orange County provided the advance with the understanding that documentation
supporting the advance would be included in the fina Caodition billing under the contract.

Adminigrative Requirements for Grants and Cooperative Agreements to State, Local and Federaly
Recognized Indian Tribad Governments specified at 24 CFR 85.20(7) provide that grantees must make
LOCCS drawdowns as close as possible to the time of making actua disbursement and must assure
that sub-grantees conform substantialy to the same standards.
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The $40,072 advance to the Coalition, with the expectation of incurring the related costs at the end of
the grant period some three years later, therefore, is apparently a clear violation of the applicable
regulation.

The Coalition admitted indigible participants and participants whose digibility was not
adequatdy documented into the Supportive Housing Program.

All four Codlition members failed to properly determine and/or document the homelessness digibility of
prospective participants. We reviewed 16 participant files and concluded that six participants were
indigible and the digibility of sx more was not adequately documented. For the 16 files reviewed, the
Codition spent $12,258 in direct supportive service codts for indigible participants and $5,921 for
participants who may not have been digible. These figures do not include supportive service sdary
cods relating to the ingligible or questionable participants.

HUD’s Supportive Housng Rogram (SHP) Desk Guide requires the grantees to maintain adequate
written documentation to demondrate the digibility of the participants. Orange County and dl of its
sub-recipients received HUD training on SHP requirements including participant digibility and
documentation of digibility. However, Codition gaff were either unfamiliar with the requirements or did
not redize the importance of compliance. As a result, the Codlition admitted indligible participants into
the program thereby limiting the funding which would have been available for truly qudified applicants.

We could not determine the digibility of sx participants primarily because the Codition faled to
adequately document their prior living Situations. For the other Six participants we classified asindigible,
the Codition did not adequatdly determine or document their homelessness digibility and we concluded
that they did not qudify as homeess. The bases for our conclusons were:

FISH Participant 1 - Documentation in the file showed the family was previoudy living in
motels and had signed a lease to rent a townhouse two weeks prior to the earliest intake
document date. HUD’s Supportive Housing Desk Guide specificaly classfies persons
who are dready in housing as indligible “even though they are paying an excessive amount
for their housing.” This family was earning annua wages totding $73,514 when they were
accepted into the SHP program. The types of supportive services funded for this family
would technicdly have been digible if the family had been digible. However, grant funds
were effectively subgtituted for their own funds which were used to pay for delinquent
Federd and State tax hills, traffic fines, payments on two automobiles, airline tickets, credit
card hills, cable TV, internet service, and regular aswell as cdll phone service,

SPIN Participant 1 — Most of the intake documents appear to have been prepared
coincident with or subsequent to the individud taking up occupancy in SPIN's facility,
which he listed as his current address. However, one intake document listed a different
current address. Through Internet reverse directory research; we determined that address
to be arelative' s address.
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SPIN Participant 2 — Paticipant file documents indicated this individud was living with
family or friends at the time of acceptance into the SHP.

Mercy House Participant 1 — Intake documents indicated the prior living Stugtion for this
individual was a shdlter but the required verification was not obtained from the shelter asto
his occupancy or their determination of his homelessness. The intake documents included
an “Exit Plan” wherein the participant stated he was earning $1,362 per month and would
need $1,500 per month to live on his own. The participart file dso included pay stubs
evidencing his employment at two jobs (prior to his January 31, 2000 approvd for SHP
funding), one of which was paying him $1,733 per month. Therefore, by his own account,
this individua possessed the financid resources to live on his own when he was approved
for the SHP.

Mercy House Participant 2 — There was no documentation in the participant file of this
individud’s homeessness digibility. In fact, the intake documents stated her prior living
gtuation was in a motd and she was in possession of aHUD voucher prior to her gpproval
for SHP funding. Living in a mote does not qudify as homdess and since this individua
had a housing voucher from HUD, she aso possessed the resources to obtain housing
independent of any SHP assistance.

Mercy House Participant 3 — There was no documentation in the participant file showing
that this individua was homeless. Intake documents indicated his prior living Stuation was
renting in a shared housing arrangement.

Since 12 of 16 files (75%) we reviewed did not include adequate documentation of homelessness
eigibility, and 6 of 16 participants (38%) apparently were not digible, it is clear that the Codition needs
to improve their procedures for determining and documenting client digibility for the SHP.

The Coalition did not accomplish program goals and/or could not support reported
accomplishments.

HUD requires grantees to submit annua progress reports (APRS) on the goas liged in ther
goplications. HUD uses this information to evauate the successfulness of the programs.  Although the
required report submitted by the Codition to Orange County and HUD claimed accomplishment or
near accomplishment of three firg year program godls, they did not maintain verifiable support for the
accomplishment of one of the gods and erroneoudy overstated the accomplishment relaing to another
god. Moreover, the Codition will not likely be able to provide accurate reporting on any of the long-
term goals specified in the grant gpplication.

The Cadition did not maintain participant files or other summary records in a manner which facilitated
confirmation of the APR accomplishments. Although the Codition reported that 100 percent of the
clients met with a job developer and received employment training, no records were maintained
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tabulating or summarizing this accomplishment. It would apparently be necessary to review every
participant file in order to verify the reported accomplishment.

Ancther firgt year goad was that 95% of households served would obtain permanent housing. The
Coadlition reported 92% obtained permanent housing but could not support this assartion.  Actudly,
datistical data the Codlition provided e sewhere in the APR indicates only 79 of 183 participants (43%)
who left the program obtained permanent housing.

The APR did not address other permanent housing goas because sufficient time had not elgpsed to
measure the results.  The long-term permanent housing gods are for 90% to maintain the permanent
housing without subsidy for at least one year, 86% for two years, and 85% for three years. Dueto the
trangent nature of much of the homeess population, we believe the Codition will experience
condderable difficulty obtaining the information necessary to accurately report on these gods.

The Coalition did not maintain adequate documentation of client tracking, habitability
inspections, and rent reasonableness deter minations.

Apart from the difficulty the Codition can expect tracking participants in order to report on long-term
permanent housing goals, the Codlition did not maintain adequate documentation of exited participant
tracking even for the short-term. Nether did the Codlition maintain adequate documentation of the
requirements for rent reasonabl eness determinations nor habitability inspections.

Appropriate documentation of participant tracking is necessary for the accurate reporting on program
goals. Rent reasonableness determinations are required under 24 CFR 583.115(b)(2) to ensure that
grant funds are used efficiently, and habitability inspections are required under 24 CFR 583.300(b) to
assure compliance with minimum housing quality standards.

Many of the participants whose files we reviewed were provided housng in facilities owned by
Codlition members. Habitability ingpections and rent reasonableness determinations were not required
in these participant files since the requirements were dready met in conjunction with the grant
goplication technicd submisson. Similarly, documentation of participant tracking was not applicable for
al 16 participant files we reviewed since some had not yet left or had only very recently left the SHP.
However, as shown in the following table, the Codition did not comply with these requirements in many
cases where they were gpplicable.

Rent Reasonableness

Coalition Member Habitability | nspection Determination Tracking Documented

Yes No N/A Yes No N/A Yes No N/A
FISH (3 Files) 1 2 0 0 3 0 0 1 2
SPIN (4 Files) 3 1 0 0 1 3 1 1 2
Human Options (4 Files) 0 2 2 0 2 2 0 2 2
Mercy House (5 Files) 0 0 5 0 0 5 0 0 5
Totals (16 Files) 4 5 7 0 6 10 1 4 11
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Cadition gaff told us that they do inspect leased or rentd units and are familiar with the going renta
rates. They said they would document habitability ingpections and rent reasonableness determinationsin
the participant files in the future.

AUDITEE COMMENTSAND
OIG EVALUATION OF AUDITEE COMMENTS

Advance copies of the audit memorandum were provided to Orange County and the Coadlition for their
comments, and our proposed recommendations were discussed with officias of both the County and
the Coalition a an exit conference on April 20, 2001. The March 23, 2001, consolidated written
response from the County and Coalition expressed disagreement with every issue addressed in the draft
audit memorandum. Their written response is included as Attachment A to this audit memorandum and
our evauations of the response comments are as follows.

Orange County char ged unsupported and indigible administrative salary coststo the grant.

Comment Synopsis

The County contended the budget based indirect cost alocation procedure is reasonable and in
compliance with OMB Circular A-87. They said HUD does not require formal certification of the
indirect cogt alocation procedure. They said the support for $4,532 reallocated to this grant is a
correction memo from the section supervisor. They said the $3,958 in pre-grant charges is dlowable
under A-87 as pre-award costs.

OIG Evauation

In our opinion, Orange County’s budget based indirect cost dlocation procedure is neither reasonable
nor approvable under A-87. The dollar amounts of federd grants often bare little if any direct
relationship to the time required for administering the grants.  For example, some grants might include
sgnificant dollar anounts for capita expenditures that would not require proportionately larger amounts
of time to adminigter. Also, the adminigtrative time required for comparable dollar amount grants can
vary sgnificantly depending onthe experience and expertise of sub-recipients.

We are not aware of any exemption granted to HUD rdative to compliance with A-87 requirements for
indirect cost rate certifications or gpprovals.

The memo from the section supervisor directing the redllocation of $4,532 in adminigtrative salary costs
does not congtitute adequate verifiable support for the charges. The time sheets supporting the charges
(but where employees supposedly used the wrong job codes) cover pay periods ranging from March
1999 through November 1999. We do not accept the notion that in September 2000 (when the costs
were redlocated), a supervisor could have somehow determined that his people did not know what
they were working on when they recorded their time upwards of a year prior. Furthermore, some of
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the redllocated costs covered pay periods prior to the May 14, 1999 grant approva and are clearly
indigible

We agree that A-87 does provide for the digibility of pre-award costs. The County provided the
proper citation, however only in part. A-87 does state “ Pre-award costs are those incurred prior to the
effective date of the award directly pursuant to the negotiation and in anticipation of the award where
such costs are necessary to comply with the proposed ddivery schedule or period of performance.
Such costs are dlowable only to the extent that they would have been dlowable if incurred after the
date of the award....” The citation goes on to say “...and only with the written approva of the
awarding agency.” The County did not request or obtain HUD’ s approval to incur pre-award costs.

The Coalition char ged unsupported and ingligible supportive service salary costs to the grant.

Comment Synopsis

The County and Codlition did not agree that timesheets were not maintained © support $148,913
charged to supportive service sdaries and cited the number of clients served as evidence the sdaries
were supported. They said the SHP Coordinator’s sdlary was appropriate and digible as a supportive
service cost since the position description was included in the grant application approved by HUD.

They said the FISH Executive Director and other FISH employees were working outside their regular
job descriptions when working on activities relating to this grant, and therefore were entitled to the extra
and incrementaly higher pay. They aso took exception to some of the phraseology in the draft and to
the “causs’ statement.

OIG Evduation

It is entirdly possible that actud saff time spent by the Codlition for the direct benefit of the homeess
population far exceeds expenditures charged to the grant, but the required time sheets supporting this
possibility were not maintained. The fact that they may have gotten the job done (and more) does not
condtitute valid support for supportive service sdary charges from an audit or accounting standpoint.

The job description for the SHP Coordinator submitted with the grant gpplication included both
adminigtrative and supportive service (case management) duties and was budgeted for 75 percent of the
employee time to be spent on supportive service activities. There was no reason for HUD to take
exception to the grant application for this position. Contrary to representations in the grant application,
the SHP Gant Coordinator spends 100 percent of her time on adminidrative functions dbet in
furtherance of the provison of actud supportive services by other Codition daff. In fact, case
management responsbilities were officidly removed from the SHP Grant Coordinator’s job description
as of September 1, 1999.

Case management respongbilities are included in the job descriptions for dl five of the FISH employees
(including the Executive Director) who were paid a higher than norma rates or in addition to the fixed
annud sdary for any time charged to this grant.

10
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We made some minor wording changes to the report in recognition of the County and Codition
concerns.

Orange County made an unallowable advance of grant fundsto the Coalition

Comment Synopsis

The County denied the $40,072 advance was made with the expectation of incurring the related codts at
the end of the grant period some three years later. They claimed the advance represented funds paid to
the sub-grantee as reimbursement for their estimated expenditures incurred during the preceding 30

days.

OIG Evauation
On page CA2 of the September 1, 1999 Memorandum of Contract between the County and the
Codition, it is Stated:

“This cash advance to the SUBRECIPIENT shdl be
deducted from the following reimbursement requesi(s): from
the last reimbursement request(s).”

The Coalition admitted indigible participants and participants whose digibility was not
adegquatdly documented into the Supportive Housing Program.

Comment Synops's

The County and Codlition disagreed with the statement that the Caodlition admitted indigible participants
and then they said they have taken corrective action to ensure that client’s homeless gaus is verified
and documented. For each of the participants we classfied as indigible, the Codition provided
explanations of their rationde for accepting them into the SHP and/or they described additionda
information or documentation that was not in the file confirming their homdessness digibility. Detalls of
the County and Codlition postions on the digibility of each of the sx participants are included in
Attachment A.

OIG Evauation

Any new documentation supporting the digibility of the participant should be provided to HUD in
conjunction with the audit resolution process. Regarding participants where no new documentation was
dluded to:

FISH Participant 1 — There was one document in the file indicating possible assstance the family may
have received from one (not various) agency. This document was faxed to FISH or the Codition on
October 19, 2000, after we had requested the participant file. It indicated that a payment of $200 was
made to or on behdf of the family for their gpparent stay at amotel on May 24 and 25, 2000. Another
document in the file indicated the family stayed a a different motel from May 12" through June 3. In

11
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any event, the payment from the other agency does not condtitute documentation of homelessness
digibility.

The wife' slog time due to illness was taken into consderation in our caculation of her annud income at
$39,137. She had earned $15,053 in 2000 through the twenty weeks ended May 20, 2000, including
the period of her illness. We projected the average earnings of $752.65 ($39,137 , 20) per week over
the 52 weeks in ayear ($752.65 X 52) to arive at the $39,137 annua income figure. In caculating her
income in this manner, we actualy annudized the logt time she may have experienced for only a short
time. The paticipant file includes a pay stub from the other non-profit for the husband reflecting
earnings through June 2, 2000. For purposes of explaining the undocumented, unofficia acceptance
into the SHP prior to the June 1, 2000, earliest actud intake document, the Codlition would have us
condgder the families digibility sometime prior to June 1, 2000. For purposes of determining the
husband' s income, the Codlition would have us use some date after June 2, 2000. The family income of
$75,514 cited in the draft report was based on the husband’' s employment at the time the family was
accepted into the SHP on June 1, 2000. In July 2000, the husband obtained other employment which
when combined with the very conservetive caculation of te wife's income would result in an annud
income for the family of $65,137.

It is doubtful that Congress contemplated the use of SHP funding for individuds or families with such
condderable financid means. Similarly, millions of taxpayers of lesser (or even greater) means would
not likely appreciate the use of their tax dollars for the support of a ddinquent taxpayer.

Mercy House Participant 1 — Pay stubs in the participant file indicated this individua had two jobs,
one of which produced the $1,733 monthly income we cited. The second job produced an additiona
$854 of monthly income. Thisindividua was actudly earning $2,587 per month or $31,044 annudly.

The Coalition did not accomplish program goals and/or could not support reported
accomplishments.

Comment Synopsis

The County and Codition did not agree that goals were erroneoudy overstated. They took exception
to our statements in the draft report regarding incentives for the dients and the Caodlition to maintain
contact after the clients leave the SHP. They described the automated tracking system used by SPIN.

OIG Evauation
The County/Codition response provided no information describing why they disagreed with our
dtatement that they erroneoudy overstated the accomplishment relating to one godl.

We removed the draft report references to client and Codition incentives to maintain post SHP contact.

The discussion relating to SPIN’s tracking system is misplaced since this finding section dedl's with goa
accomplishment, not with tracking which is covered in the subsequent section. However, the

12
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description of SPIN'’s tracking system pertains to tracking while clients are in the SHP. The problems
we describe in the next finding section ded with post SHP tracking.

The Coalition did not maintain adeguate documentation of client tracking, habitability
inspections, and rent reasonableness deter minations.

Comment Synopsis

The County and Codition disagreed with this finding section title Satement in its entirety. They said
SPIN maintains housing ingpections on file in their office and daimed that no dient rents exceeded $580
per month. They drongly disagreed that any participants may have been provided housing in facilities
owned by Codition members and disagreed the Codlition did not maintain adequate documentation of
participant tracking even for the short-term. They again described the automated tracking system used
by SPIN.

OIG Evauation

The draft report cited one incidence where SPIN did not document the required habitability inspection.
In that case, there was evidence in the file that SPIN inspected an apartment the participant hoped to
occupy but not the apartment the participant eventualy occupied.

The participants referenced in the finding without documented rent reasonabl eness determinations were
accommodated in units charging rents as follows:

FISH Participant 1 $1,200
FISH Participant 2 900
FISH Participant 3 850
SPIN Participant 1 727
Human Options Participant 2 795
Human Options Participant 3 610

The grant gpplication indicated two facilities (Josgph House and Regina House) are owned by the
nonprofit entity, Mercy House. Similarly, the grant application suggested that the Human Options
nonprofit entity owns the domestic violence victim shelter they operate. The County and Codition (may
have) misnterpreted our comment as suggesting individud Codition board members owned the
fadilities

The lack of adequate documentation for client tracking discussed in this finding section pertains to post
SHP tracking, not the tracking SPIN or any of the other Codition members do while clients are in the

program.
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County of Orange

Audit Memorandum Mercy House Coalition

RECOMMENDATIONS

We recommend that you require Orange County to:

1A.

1B.

1C.

1D.

1E.

1F.

1G.

1H.

1.

1

1K.

Submit documentation and judtification for your review and gpprovd, in accordance with OMB
Circular A-87, pertaining to the indirect cogts alocation procedure. If the procedure is not
approvable under OMB Circular A-87, the related $27,629 in unsupported costs should be
reimbursed to HUD.

Reimburse HUD for the $3,958 of indigible Orange County adminigtrative saary codts.

Require the Codltion to provide you with reasonable estimates (together with explanation and
judtification) of sdary cogts directly associated with the provison of supportive services under
this grant. Based on your review of such materids, determine the dlowability of $148,913 in
unsupported Coalition supportive service sdaries.

Reclassify the $41,361 of SHP Grant Coordinator sdlary as administrative costs or reimburse
HUD in that amount.

Reimburse HUD for the $14,875 of indligible sdary overcharges by FISH.
Reimburse HUD for the $40,072 of undlowable sdary advance to the Caodlition.

Require the Codition to make a reasonable effort to obtan and provide the missng
documentation supporting the homeessness digibility of the sx participants included in our
testing. Any of the $5,921 in unsupported supportive service costs pertaining to participants
determined to be indigible should be reimbursed to HUD.

Reimburse HUD for the $12,258 of supportive service costs gpplicable to the six indigible
participants.
Ensure the Codition maintains time sheets and related supporting documentation showing that

future supportive service sdary charges pertain only to the provision of supportive services.

Allocate sufficient portions of grant adminigtrative funding to cover ongoing expenses for the
SHP Grant Coordinator salary and other adminisirative functions as may be necessary for other
Cadition gt&ff, or be prepared to reimburse HUD for those expenses.

Ensure the Codition obtains and verifies the necessary documentation to support future
participant homeessness digibility.
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1. Assg the Codition in developing and implementing the necessary procedures and systems to
collect relevant data and accurately report on its performance.

IM. Ensure the Cadition maintains adequate documentation of habitability ingpections, rent
reasonableness determinations, and dient tracking in the future,

* * * * %

Within 60 days, please give us a satus report on the recommendations stating (1) the corrective action
taken, (2) the proposed corrective action and the date to be completed, or (3) why action is considered
unnecessary. Also, please furnish us copies of any correspondence or directives related to this review.

If you have any questions concerning this report, please call Ruben Veasco, Assstant Didtrict Inspector
Generd for Audit, at (213) 894-8016.
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ATTACHMENT A

HOUSING snc COMMUNITY DEVELOPMENT DEPARTMENT
ORANGE COUNTY HOUSING AUTHORITY

1770 North Broadway, Santa Ana, CA 92706-2642
Paula Burrler-Lind, Director

Tolephane (HENE]: (714) 480-2000
Telephone (OCHA): (T14) 490-2700
TOD: [714) AB0-7926
FAX: (714) 480-2803

March 23, 2001

Ruben Velasoo, Assistant District Inspector General for Audit
LS, Department of Housing and Urban Development

Office of Inspactor General

611 West Sixth Street

Los Angeles, CA S0017

Drear Mr. Velasco:
Subject: Inspector General Draft Audit Report - Mercy House Coalitien

During the period from October 2000 to January 2001, Robert G. King, Senior
Auditor and Rita Mitzel, Auditor conducted a review of the County’s 1998 Continuum
of Care Program. On March 7, 2001, the County of Orange, Housing and Community
Development Department (HE&CD) received a letter from the Office of Inspector
General {015} regarding thelr review of the 19598 Supportive Housing Program {SHF)
grant for the Continuum of Care Coalition {Mercy House as Lead Agency), Grant No.
CA16B802006,

In your letter, six (&) areas of concern were identified. The County and Coalitlon
appreciates the opportunity to review and comment on the results of your review
and to clarify issues that might be inaccurate, misleading or incomplete. Lsted
below |s the combined response from both the County and Continuam of Care
Coalition.

1. Orange County charged unsupported and ineligible administrative salary costs to
the grant.

The County does nat concur with this finding. Costs charged to this grant were
supported, eligible, and allocable to the grant program. The methodology used to
allocate certain Internal administrative costs to this grant is reasonable and allocable
in accordance with the requirements of A-87, Attachment A. A-87 allows use of an
allocation base of total direct costs, direct salaries and wages, or another base that
results in an equitable distribution. The budget-based allocation base we used falls
into this third category and allocated to this grant its fair and reasonable share of
certain internal departmental administrative costs. It Is entrely reasonable to
assume that relative size of the SHF grant is directly proporticnal to the amount of
administrative time spent on the grant. HUD, similar to other Federal grantor
agencies, does not require farmal certification of allocations of all internal
department indirect costs. Howewver, HUD, similar to other Federal grantor agencies,
does require that we allocate internal indirect costs in a reasonable manner whersby
indirect costs are allocated to grants and programs in proportion to the benefits
received, which we did.

1afG
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The County does not agree with the finding that there was no verifiable support for
the $4,532 in administrative costs that were charged te the grant. Ordinarily,
support for administrative salaries consists of amployes timesheets. However,
support for this $4,532 is a correction memoe from the section supervisor stating that
his staff had used the wrong job number on their timesheets. This approved
correction resulted in changing $4,532 that staff had incorrectly coded on their
timesheets from another SHF grant to the Coalition grant.

The County does not agree with the finding that the $3,958 In pre-qrant charges is
ineligible. These are grant-related costs, which are properly chargeable to the grant
in accordance with A-87. Grant pre-award costs, as defined in A-87, are those costs
incurred prior to the effective date of the award directly pursuant to the award and in
anticlpation of the award where such costs are necessary to comply with the
proposed delivery schedule or period of performance. A-87 goes on to state such
costs are allowable only to the extent that they would have been allowable If incurred
after the date of the award. The $£3,958 in pre-grant charges meets all of the
requirements of A-B7.

2. The Coalition charged unsupported and ineligible supportive service salary costs
ta the grant.

The County and Coalition feel that it is misleading to state that "the FISH Executive
Directoer received extra pay for time spent working on the SHP grant”, The FISH
Executive Director's annual salary is predetermined. The case management for
SuperMOFA is over and above the 45 hours worked performing the duties of
Executive Director. The Executive Director was not paid for SuperNOFA case
management unless the time performed was over and above the time allotted to the
duties of the Executive Directar.

In addition, although timesheets may not have been maintained in the most
desirable manner, the County and Coalition disagree that timesheats were not
maintained to support $1438,913 charged to supportive service salaries,

SPIN works within generally accepted accounting principals. It should be noted that
the grant amount for salaries were 15996 projections based on the number of clients
projected to be served through the SuperNOFA and the average amount of time
spent assisting clients in 1998, This number was significantly higher than originally
projacted. Out of the 459 Substance Abuse Rehabilitation Program [(SARP) clients in
the Year 2000, 360 (78%) were SuperNOFA clients. Yet SPIN remains within the
budget constraints listed in the budget projected in 1996,

Concerning the duties of the SHP Coordinator, Marcy House submitted a jeb
description during the application process that reflected the needs of this position.
Since the contract was awarded without any request for modification of this position
it was assumed that the job description presented was appropriate and eligible under
the contract. Our understanding of the grant agrees with this interpretation.
Attachad please find the original and modified job descriptions.

In March 2001, County and SPIN staff members attended a bwo-day HUD-sponsored
training workshop on the administration of SHP grants, Staff was instructed that a
manthly activity sheet complated by staff on a2 daily basis would be sufficient. We
are confident that staff time spent to provide direct benefit to the homeless
population far exceeds expenditures made to the SHP grant,

2ofé
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In addition, FISH pald staff for hours worked on case managemeant for Superf OFA
only. FISH utilized existing staff to perform duties not within their regular job
description. Since the responsibllities and case management of clients in transitional
housing is completely different and separate from their other dutles, to malntain falr
employment practices, staff was paid at the SuperMNOFA salary rate for only the
hours spent performing case management activities for SuperfhOFA clients. FISH
did, in fact, discuss this with their accountant, who approved the procedure. To
avold potential discrimination allegations, employees working with and providing
case management ta SHP clients ware compensated at the Case Manager rate of
pay.

The County and Coalition disagree with the statement that the Grant Coordinater's
salary was charged as a supportive service cost because Orange Counky did not pass
any of the administrative funds to the Coalition. It is also misleading to state that
"HULD... required State and local governmental units to pass on at |east 50% of the
administrative funds®.

The requirement te pass on at least 50% of the administrative funds was not
mandated until the Year 2000 competition, Prior to that time, State and local
governmental units were encouraged Lo work with sub-grantees to determine
allocation of administrative funds. It was because of the HUD mandate to pass an at
least 50% of the administrative funds to the project sponsor that the County elected
to file an Associated Application in the 2000 process in order to pass on 100% of the
administrative funds to the project sponsar.,

According to the regulations, costs must be reasonable for the services rendered and
conform to the established policy of the organization to be consistently applied to
both Federal and non-Federal activities., These were not administrative costs, but
supportive service salary costs associated with the delivery of services,

It is undlear what is meant by the statement “Contrary to OMB Clrcular A-122, Morey
Howse, SPIN and Human Options charged salary costs of supportive services
providers to the grant based on the budgeted amounts for the positions". Staff
salaries were not paid based on the budget amount indicated in the grant, but as a
direct result of supportive services benefiting SHP clients, Tt should be noted,
however, that before the OIG auditors had completed theair review, Coalltion
mambers had already révised thair time cards to more accurately reflect time spent
on SHP related supportive services versus other activities,

3. Orange County made an unallowable advance of grant funds to the Coalition.

The County does not concur with this finding and believe we have fully complied with
24 CFR 85.20(7). It is not true that the $40,072 payment to the Coalition was made
with the expectation of incurring the related costs at the end of the grant period
some three years later, All Coalition expenditures for September 1999 were
documented and reimbursed to the Coalition in October 1998, The Coalition is only
between 30 and 60 days behind in submitting claims and recelving reimbursement
for their expenditures. This $40,072 payment to the Coalition covers the minimum
30-day period that the Coalition is in arrears in submitting their claim and receiving
reimbursement. An advance is the recelpt of Federal funds before the grantee or
sub-grantee incurs the related expenditure. This $40,072 represents Federal funds
paid to the sub-grantee as reimbursement for their estimated expenditures incurred
during the last 30 days. Althouah the amount of the payment remains a constant at
$40,072, the 30-day pericd it represents reimbursement for is continually updated
each maonth to represent the most recent 30-day period. The $40,072 was only an

3of6
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advance in September 1959, the first month of the grant agreement. In accordance
with 24 CFR 85.20(7) the Coalition immediately started spending this advance.

Since Septamber 30, 1999 the $40,072 has represented payment to the Coalition for
Incurred and unreimbursed expenditures.

4, The Cnailtlcn admru'ed InEIIulbI e participants and Ean:h:lgnts whose ellglbilnyj

The County and Coalition disaaree with the statement “the Coalition admitted
inelligible participants into the program thereby limiting the funding which would
have bean available for truly gualified applicants”, This statement is both misleading
and imcomplate. Although documentation can be improved upon, all four Coalition
members maintain documentation to properly determine and/or document the
homelessness eligibility of prospactive participants. Historically Mercy House has
allowed for client self-certification upon signing of the intake form. The Coalition has
since taken corrective action to ensure that a client’s homeless status is verified and
documented.

FISH Participant 1 = The family of five (5) was living in 8 motel prior to admittance
to the program. The mote! was Deing pald by various agencies in the County (i.e.
Saddleback Community Outreach). This is documented in their file. The wife's
annual income was $36,000 when they entered the program. However, the wife had
been out of work for 2 period to time due to a stroke. The husband had been
working for a non-profit with an income of approximately $14.00 per hour, but had
last his job prior to entering the program. The Case Manager who was to be the
primary contact for this family was on vacation when this family applied for the
program. In anticipation that the Case Manager would approve the family for
entrance into the transitional program, the family was told to begin locking for a
rental near their children’s school so that, if approved, they would know where
avallable rentals were located. They wers not told to sign a lease and FISH did not
realize that a |ease was signed. This famlly had considerable debt upan entrance to
the program and would not have been able to obtain permanent housing and
eventually self-sufficiency without the program.

SPIN Particlpants 1 and 2 - The SARP clients are substance abusers and a “special
needs population”. Whean an individual seeks assistance fram SPIN, an initial intake
is completed to determine eligibility and, if gualified, the individual is referred to a
recovery home. Once the cllent reports to the slite, an eleven-page
application/participation form s completed which includes certification of what made
them homeless and the client signature. However, based on OIG's draft report SPIN
is revising the application/participation form te clarify eligibllity and movement from
homelessness to recovery even clearer to anyone observing, reading or scan the
files.

Although the client file indicated this individual was living with family or friends at
the time of acceptance into the SHP, further documentation also indicates that the
individual had been kicked out and was no longer welcome in the family home, In
another case, the individual needed an address to receive mail and the family
acdress was used.

= While there was a concern that this individual’s income
was too high, factors not considered included: the duration that the client was
earmning this income and other legal financial obligations. Furthermore, we do not
feel that earning $1,362 per month 1S an excessive amount of money considering the

4of &
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current cost of rental housing in Qrange County, which often is in excess of $1,000
per manth,

Mercy House Participant 2 = While we acknowledge the participant was living In a
motel prior to entering Mercy House, due to a lack of resources the participant fost
her temporary housing and had no other housing options. We felt that forcing the
participant to enter a place that did not meet health and safety code requirements
would have been an unreasonable and unnecessary option. Concarning her housing
voucher, the participant had made numeraus good faith efforts to obtain housing.
While she was unable to do so prier to entering Mercy House, not an uncommon
occurrance considering Orange County's tight housing market, she was successful in
obtaining housing through assistance from Mercy House.

Mercy House Farticipant 3 = This participant was being evicted frem the shared
living situation and had no subsequent Identified residence. Mercy House

acknowledges that proper documentation roting the situation was not secured. We
have taken corrective measures as noted above,

The County and Coalitian agree that, at this time, it is difficult to determine whethear
or not the accomplishments listed in the Annual Progress Report (APR) will be
maintained over the three-year grant period. However, we do not agree that the
goals were "erronecusly overstated”. The County and Coalition are currently working
together to make improvement to the current system.

The County and Coalition believe that it is presumptuous to say that “there is no
incentive or requirement for clients to malintaln any contact with the Coalition once
they have left the SHP and the only incentive for the Cealition Is the reguirement”.
For instance, SFIN clients are tracked and information is maintained on & database
that was designed spedfically to answer track client progress, expenditures on the
client’s behalf, etc. Tracking documentation consists of case notes, written fallow-up
by the recovery home manager, billing invoices, pre-interview form, eleven pane
intake form, SuperMOFA client intake form, and an exit roport with admission date,
exit date and completed SPIN date.

6. The Coalltlen did not maintain adequate documentation of glient tracking,
habitability inspections, and rent reasonableness determinations.

The County and Coalition disagree with the staternant that ™ the Coalition did not
maintain adeguate documentation of the requirements for rent reasonableness
detarminations or habitabllity Inspections™. In fact, SPIN maintains housing
inspections on file in their office. Rent is based per HUD on 75% of O0-bedroom SAO
or £580 and docurmentation exists to support that none of the rents exceed this
amaunt,

As stated in the draft report, habitability inspections and rent reasonableness
determinations were not reguired for many participant files since the reguirements
were met upon approval of the technical submission. In addition, documentation of
participant tracking was not applicable for all 16 participant files reviewed since some
had not yet left or had only very recently left the SHP,

Coalition members do, in fact, conduct inspections on leased ar rental units and are
familiar with the going market rental rates. However, the County and Coalition

Sof &
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acknowledge that this is an area that can be Improved upon. Coalltion members
have developed procedures and implemented processes to document habitability
inspections and rent reasonablensss determinations for future participants.

In addition, the County and Coalition would like to stress that we strongly disagres
with the statement that "Many of the participants whose files we reviewed were
provided housing in facilities owned by Coalition members”. This statement is both
misleading and inaccurate. There is no evidence to indicate that any client was
housed in a facility ownad by Coalition members.

Tha County and Coalition disagree with the statement that "the Coalition did not
maintain adequate documentation of participant tracking even for the short-term”.
SPIM has a custom designed databass to track clients. Clients may enter ather SPIN
programs {including move=in costs to permanent housing) if they maintain
communication with staff. Also, clients who remain in touch are eligible for non-sHP
funds, which are given to help clients achieve a new goal {l.e. further job training,
crisis intervention, etc.). These incentives are offered as a natural evolution of the
programs and to ensure clients have every reason to stay in touch,

The County would [lke to point out that all membear of the Coalition (Mercy House,
SPIN, FISH, and Human Options) have been both diligent and responsive to the
nesds of the homeless papulation in Oranges County and work hard to adhere to the
regulatory requirements of the SHP program. Cealition members have attended
both HECD and HUD sponsored workshoeps and training sessions and are constantly
improving upan the processes used to document eligibilicy, verify homeless status,
and develop methods to track clients after the exit the program. In addition, the
County has already spoken to representatives from HUD Los Angeles and TONYA,
Inc. regarding having a "Orange County” SHP workshop in May 2001.

In conclusion, the County believes that the Continuum of Care Coalition is delivering
quality services to our County’s homeless population that are effective and
appropriate to the intent of this grants guidelines. Although we concur that
improvement Is needed in some areas, we feal that this grant is being administered
in accordance with SHP regulatory requiraments.

Thank you for the aopportunity to respond to the concerns identified by vour staff, 1
trust that the responses submitted by the County and Coalition adeguately addresses
and clarifies the issues listed in your draft report. If yvou have any questions or need
additional information, please contact Mary Engram of my staff at (714) 480-2896.

Sincerely,

=

c: William Barth, Director, Office of Community Planning and Development
Jess Carbajal, Deputy Director
Mary Engram, Grant Administration and Compliance
Bill Castro, Manager, Accounting Services
Larry Haynes, Ir., Executive Director, Mercy House

Gofe
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ATTACHMENT B
DISTRIBUTION

Secretary’ s Representetive, Cdifornia State Office, 9AS

Senior Community Builder, Los Angdes Office, 9HS

Director, Community Planning and Development, 9DD

Primary Fidd Audit Liaison Officer, 6AF (2)

Deputy Secretary, SD (Rm. 10100)

Acting, Chief of Staff, S (Rm. 12000)

Office of Adminigtration, AA (Rm. 10110)

Assgtant Secretary for Congressiond & Intergovernmental Relations, J (Rm. 10120)

Office of Public Affairs, W (Rm. 10132)

Deputy Assstant Secretary for Adminigrative Services, Office of the Executive
Secretariat, AX (Rm. 10139)

Deputy Assstant Secretary for Intergovernmental Relations, J (Rm. 10234)

Deputy Chief of Staff, S (Rm. 10222)

Deputy Chief of Staff for Policy, S (Rm. 10226)

Deputy Chief of Staff for Programs, S (Rm. 10226

Senior Advisor to the Secretary, S (Rm. 10222)

Specid Assgant for Inter-Faith Community Outreach, S (Rm. 10222)

Executive Officer for Administrative Operations and Management, S (Rm. 10220)

Generd Counsd, C (Rm. 10214)

Assgant Secretary for Community Planning and Development, D (Rm. 7100)

Assgtant Secretary for Field Policy and Management (Rm. 7106) (2)

Assstant Secretary for Policy Development and Research, R (Rm. 8100)

Assgant Secretary for Housing/Federal Housing Commissioner, H (rm. 9100)

Assstant Secretary for Fair Housing and Equa Opportunity, E (Rm. 5100)

Director, Office of Departmental Equal Employment Opportunity, U (Rm. 5130)

Chief Procurement Officer, N. (Rm. 5280)

Assgant Secretary for Public and Indian Housing

Director, Office of Departmental Operations and Coordination, | (Rm. 2124)

Office of the Chief Financid Officer, (Rm. 2202)

Chief Information Officer, Q (Rm. P8206)

Acting Director, Enforcement Center, V, Portas Building

Acting Director, Redl Estate Assessment Center, X 2180 Maryland Avenue, SW,
Suite 800

Director, Office of Multifamily Assstance Restructuring

Deputy Chief Financid Officer for Finance, FF (Rm. 2202)

Director, Office of Budget, FO (Rm. 3270)

Headquarters Audit Liaison Officer, Helen M. Stackhouse, HQC (Rm. 6232) (2)

Departmental Audit Liaison Officer, FM (Rm. 2206) (2)
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Acquigtions Librarian, Library, AS (Rm. 8141)

Director, Office of Federd Housing Enterprise Oversight, 1700 G. Street, NW,
Room 4011 Washington, DC 20552

Frank Edrington, Deputy Staff Director, Counsdl, Subcommittee on Crimina Justice,
Drug Policy & Human Resources, B 373 Rayburn House Office Building,
Washington, DC 20515

Cindy Fogleman, Subcommittee on Oversight and Investigations, Room 212, O’ Nell
House Office Building, Washington, DC 20515

Stanley Czerwinski, Associate Director, Resources, Community and Economic
Development Divison, US Generd Accounting Office, 441 G Street NW, Room
2723, Washington, DC 20548

Steve Redburn, Chief Housing Branch, Office of Management and Budget, 725 17
Street, NW, Room 9226, New Executive Office Building, Washington, DC 20503

The Honorable Fred Thompson, Chairman, Committee on Governmenta Affairs,
706 Hart Senate Office Building, United States Senate, Washington, DC 20501

The Honorable Joseph Lieberman, Ranking Member, Committee on Government Affairs,
706 Hart Senate Office Building, United States Senate, Washington, DC 20510

The Honorable Dan Burton, Chairman, Committee on Government Reform,
2185 Rayburn Building, House of Representatives, Washington, DC 20515

The Honorable Henry A. Waxman, Ranking Member, Committee on Government
Reform, 2204 Rayburn Bldg., House of Representatives, Washington, DC 20515

Paula Burrier-Lund, Director, Housing and Community Development, County of Orange
1770 N. Broadway, Santa Ana, CA 92706-2642

LisaA. Madropietro, Adminidrative Director, Mercy House Trangtiond Living Centers
Post Office Box 1905, Santa Ana, CA 92702 (4)
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