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SUBJECT: Mount Saint Francis Health Center
Federal Housing Administration Loan Number 016-43077
Woonsocket, Rhode Island

We audited Mount Saint Francis Health Center (project), located in Woonsocket, Rhode Island, to
determine whether the owner complied with its U.S. Department of Housing and Urban
Development (HUD) regulatory agreement and other applicable laws and regulations.

We identified $4,402,305 in questionable cash disbursements and accrued expenses made by the
project. We found that (1) under the direction of the owner and the identity-of-interest management
agent, the project made questionable cash disbursements of $1,646,669 and accrued questionable
expenses of $192,487 while in a non-surplus-cash position, and (2) The owner and identity-of-
interest management agent billed $1,162,150 and $1,288,745, respectively, for services not
provided (unsupported). In addition, the general manager of the management agent received a
salary as the assistant administrator of the nursing home for a total of $112,254 in unnecessary
expenses.

In accordance with HUD Handbook 2000.06, REV-3, within 60 days, please provide us, for each
recommendation without a management decision, a status report on (1) the corrective action taken,
(2) the proposed corrective action and the date to be completed, or (3) why action is considered
unnecessary. Additional status reports are required at 90 days and 120 days after report issuance for
any recommendation without a management decision. Also, please furnish us copies of any
correspondence or directives issued because of the audit.

Should you or your staff have any questions, please contact Michael Motulski, Assistant Regional
Inspector General for Audit, at (617) 994-8380.
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Executive Summary

We audited Mount Saint Francis Health Center (project), located in Woonsocket, Rhode Island.
The primary purpose of our audit was to determine whether the project operated in accordance
with the U.S. Department of Housing and Urban Development’s (HUD) regulatory agreement

and other applicable laws and regulations.

Audit Results

Disbursements and Payables

We identified $4,402,305 in questionable costs incurred.
The project disbursed and accrued questionable costs for
non-project-related expenses, loan repayments, partnership
management fees, and unnecessary services while the
project was in a non-surplus-cash position. Of the
$4,402,305 in questioned costs, we classified $1,024,148 as
ineligible project costs, $2,743,728 as unsupported costs,
and $634,429 as unnecessary project costs (see appendix

A).

The owner/management agent caused the conditions
identified above by failing to operate the project in
accordance with HUD’s regulatory agreement and other
applicable laws and regulations. The owner/management
agent disregarded prudent business practices and exploited
weak management controls.

As a result of these disbursements and accruals, the project
encountered financial problems resulting in

e |ate mortgage payments,

e Lack of funds to adequately fulfill its payroll
obligations, and

e Failure to pay approximately $3,741,000 in payroll
taxes to the Internal Revenue Service.

In addition, these actions resulted in federal tax liens on the
property and generated several thousand dollars in
unnecessary interest penalties and legal fees.

The owner and management agent disbursed $1,646,669 in
questionable expenses to identity-of-interest and non-
identity-of-interest entities while the project was in a non-
surplus-cash position. The project improperly disbursed
$978,675 to identity-of-interest entities and $667,994 to
non-identity-of-interest entities (see finding 1). We
consider these disbursements to be in violation of
applicable federal statutes and HUD regulations. The



Disbursements and Payables
to Owner/ldentity-of-Interest
Management Agent

Owner Did Not Earn Fees

Management Agent Did Not
Earn Fees

Dishursements to Assistant
Administrator

disbursements were not for reasonable or necessary goods
and services.

In addition, the project had accrued $192,487 in
questionable expenses as of December 31, 2003, for
services we determined to be ineligible, unsupported, or
unnecessary.

Our review disclosed that the owner and identity-of-interest
management agent, Sterling Health Care Management
Company (Sterling), did not perform the services required
by their management agreements. As a result, neither the
owner nor Sterling earned its annual management fees.
Instead, project staff and consultants managed the project
by performing the services described in the management
agreements.

The owner was compensated at 3 percent of net patient
revenue for services. According to the management agent
profile submitted to HUD, the services provided by the
owner were peculiar to the project’s status as a special-
purpose and regulated facility. However, our review
determined that the services identified in the management
agent profile were either identical or similar to the services
identified in the project’s management agreement with
Sterling. Additionally, we determined that neither the
owner nor Sterling provided the services required
according to their management agreements. Instead, staff
at the project and consultants performed these services.
During our audit period, the owner billed the project
$1,162,150 in unnecessary partnership management fees.
We questioned $1,053,550 in payments to the owner and an
additional $108,600 in accrued payables (see finding 2).

Sterling was also compensated at 3 percent of net patient
revenue. It agreed to provide services (under the
management agreement) that were performed by project
employees or subcontracted out. The management agent
billed the project $1,288,745 in unnecessary management
fees during our audit period. We questioned $1,248,668 in
payments to the management agent and an additional
$40,077 in accrued payables (see finding 2).

In addition, the general manager of Sterling received
$112,254 from the project as the assistant administrator of
the nursing home during our audit period. The duties of the
assistant administrator duplicated the duties of the



Recommendations

Findings and
Recommendations Discussed

administrator and business office manager and were similar
to those required of the management agent (Sterling).
Therefore, the assistant administrator position was not a
necessary and reasonable project expense according to the
regulatory agreement. These unnecessary payments place
the HUD insured mortgage at risk and threaten the project’s
financial viability. (See finding 2)

We recommend that the director, Rhode Island Multifamily
Program Center,

e Pursue the recovery of double the amount of questionable
cash disbursements to identities-of-interest as stipulated
in 12 U.S.C. [United States Code] Sec. 1715z-4a.

e Obtain from the owner justification supporting the cash
disbursements for unsupported costs.

e Obtain from the owner adequate justification for
disbursements that were deemed unnecessary to the
nursing home.

e Pursue the recovery of questionable distributions to non-
identities-of-interest.

e Take appropriate action to prevent payment of ineligible
and unnecessary cash disbursements after our audit
period, including the payment of questionable accrued
payables.

e Develop and implement procedures that ensure only
eligible expenses are paid from project funds and that
documentation is maintained to support the eligibility and
the amount of operating funds expended.

e Remove the management agent in accordance with the
management certification and HUD regulations.

e Pursue all applicable administrative sanctions against the
owner, management agent, and identity-of-interest
companies, specifically debarment.

We discussed the findings in this report with the
responsible auditee officials, as well as HUD program
officials during the course of the audit. We provided our
draft audit report to the owner’s general partner on
November 10, 2005, requesting written comments by
November 28, 2005 and offered to conduct an exit
conference if one was desired. On November 21, 2005, we
received a letter from the owner’s legal counsel requesting a
60 day extension. We granted an extension to December 14,
2005 and received the auditee’s written response that day via
FAX through the owner’s legal counsel.



Appropriate revisions were made to the audit report where
deemed necessary. We included a complete copy of the
auditee’s responses in appendix B of the report along with
our evaluation.
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Introduction

Mount Saint Francis Health Center (project) is a 194-unit nursing home for the elderly and disabled,
located in Woonsocket, Rhode Island. It is owned and operated by Mount St. Francis Associates,
a Rhode Island for-profit limited partnership. Under Section 232 of the National Housing Act,
the U.S. Department of Housing and Urban Development (HUD) insured a mortgage for
$6,129,900 on November 9, 1983 (Federal Housing Administration Loan Number 016-43044).

Congress established the Section 232 nursing home program in 1969. HUD’s Office of
Multifamily Housing administers the program. The program’s primary purpose is to insure
mortgages made by private lending institutions. These mortgages are used to finance
construction or renovation of nursing homes and assisted living and rest homes for the elderly.

Congress established the program to

e Conserve and increase the supply of nursing homes, intermediate care facilities, and
board and care homes,

e Provide credit enhancement through insurance of mortgages for new or substantially
rehabilitated projects, and

e Purchase or refinance existing Section 232-insured projects with or without repair

The nursing home program is unique because in many instances, there can be several parties
involved in the arrangement as follows:

e HUD/insurer

e The mortgagee/lender

e The mortgagor/owner of the property/borrower
e The operating entity/lessee/operator

e The management agent/manager

In addition, the owner, management agent, and operating entity may have an identity-of-interest
relationship. An identity-of-interest relationship exists when companies/partnerships are owned
and/or controlled through common ownership and/or management. For the project, an identity
of interest relationship exists among the owner, lender, management agent and companies that
provided services to the nursing home. A listing of related companies and their officers is
provided as Attachment F to this report. Identity-of-interest relationships can result in a control
structure that may not be sufficient to ensure identity-of-interest transactions are at “arms length”
and in the best interest of the project or HUD.

On November 1, 1984, the project entered into a management agreement with Health
Management Services Company. Health Management Services Company was a Rhode Island-
based management company not affiliated with the owner. Health Management Services
Company was compensated at 3 percent net patient revenue for its services. On August 17,
1993, HUD approved a project owner’s and management agent’s certification for multifamily
housing project for identity-of-interest agents, which lists the project’s general partner (owner) as
the management agent. The owner was to be compensated at 3 percent of net patient revenue for



services required by the special-purpose nature of the facility. This partnership management fee
was in addition to the management fee received by Health Management Services Company.

On January 1, 1995, the owner entered into a management agreement with Sterling Health Care
Management Company (Sterling), an identity-of-interest company that provided a management
fee of 3 percent of net patient revenue. Sterling replaced Health Management Services Company
as the management agent. Therefore, since January 1, 1995, the owner and identity-of-interest
related management agent have had full control over the project’s ownership, operations, and
management.

On July 13, 1995, the owner refinanced the existing HUD-insured mortgage for $8,622,900
(Federal Housing Administration Loan Number 016-43077). On July 14, 1995, the owner signed
a new regulatory agreement. The final endorsement, which occurred on July 10, 1996, reduced
the mortgage amount to $8,616,900. After payoff of the existing mortgage, the project used the
remaining proceeds to rehabilitate the project. As of December 1, 2003, the unpaid principal
balance of the mortgage was $8,359,468.

On June 22, 1999, the project received an operating loss (working capital) loan insured by HUD
for $1,103,600 (Federal Housing Administration Loan Number 016-15011). The regulatory
agreement was amended on June 22, 1999, to include the operating loss loan. Suburban
Mortgage Associates, Incorporated, an identity-of-interest company, financed and serviced both
the mortgage and operating loss loan. As of December 1, 2003, the unpaid principal balance of
the operating loss loan was $1,071,940.

The overall audit objective was to determine whether the
project operated according to HUD’s regulatory agreement
and other applicable laws and regulations.

Audit Objectives

Audit Scope and To accomplish the audit objectives, we

Methodology B Reviewed federal requirements, including the Code of

Federal Regulations, HUD handbooks, and civil
statutes.

E Reviewed the project’s project files maintained by the
HUD Rhode Island Multifamily Program Center;
specifically, the reserve fund for replacements account;
mortgage instruments; management
certification/management agreement; regulatory
agreement; monthly accounting reports, and
independent public accountants’ reports for fiscal years
ending December 31, 1999 through 2002 (2003 reports
had not been prepared as of March 2004).



Interviewed the management agent, nursing home staff,
and HUD personnel to obtain procedures for
administration, procurement, maintenance, cash
receipts, cash disbursements accounting, and computer
procedures to determine whether the project had
adequate management controls in place to operate in
accordance with the regulatory agreement.

Tested management controls relevant to the audit
through inspection, review, and analysis of documents
and records and evaluated the effects of any exceptions.

Reviewed the project’s books and records to determine
a) the reliability of information, b) the appropriateness
of disbursements, and c) the sampling methods to be
used to test payroll and disbursements for the necessity
and reasonableness of costs.

Reviewed a statistical sample of payroll errors to
determine whether payroll funds were properly used
and deducted from the employee’s net pay.

Tested a sample of transactions, within the audit period,
from the operating account for unusual and
questionable disbursements. Our sample was based on
high-dollar value and risk. Our results relate only to
those items reviewed.

Reviewed 100 percent of disbursements and accruals
related to a) identity-of-interest vendors and
individuals; b) non-identity-of-interest vendors
providing legal, audit, and accounting services; c)
vendors for renovations; and d) activity from the
reserve fund for replacements account.

Reviewed the project’s last two inspections performed
by HUD’s Real Estate Assessment Center on March 2,
2000, and May 15, 2003, and an inspection performed
by Suburban Mortgage Associates on November 11,
2000. We also conducted a walk-through inspection of
the facility on September 23, 2003, and inspected the
maintenance systems with the maintenance director on
December 30, 2003, to determine the physical condition
of the project.



E Reviewed the land records for the project maintained at
the Office of the City Clerk (Woonsocket, Rhode
Island) for liens and discharges.

The audit was conducted on site between September 2003
and March 2004 and covered the period from January 1,
2000, to December 31, 2003. When appropriate, the audit
was extended to include other periods. We conducted our
audit in accordance with generally accepted government
auditing standards.
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Finding 1

The Owner and Identity-of-Interest
Management Agent Diverted Funds from the
Project

The owner and management agent of the project directed the payment of $1,646,669 in
questionable cash disbursements between January 2000 and December 2003. In addition, the
project had accrued $192,487 in questionable expenses as of December 31, 2003. The owner
and management agent diverted operating funds to identity-of-interest entities of the project and
paid for non-project-related expenses; loan repayments; and ineligible, unsupported, or
unnecessary services while the project was in a non-surplus-cash position. This constituted a
direct violation of HUD’s regulatory agreement. The owner and management agent disregarded
prudent business practices and exploited weak management controls. This misuse of funds
places the HUD-insured mortgages in jeopardy and threatens the project’s financial viability.
The owner and management agent’s actions contributed to (1) late mortgage payments, which
resulted in late fee penalties; (2) lack of funds to make payroll obligations; and (3) failure to pay
payroll taxes to the Internal Revenue Service, which resulted in approximately $3,741,000 in
federal liens being placed on the property and unnecessary interest penalties and legal fees.

HUD has issued regulations governing the insurance
programs. These regulations provide for HUD to regulate
and restrict the borrower by means of a regulatory
agreement as long as HUD insures the mortgage. The
regulatory agreement requires that owners shall not pay out
any project funds except for reasonable operating expenses
and necessary project repairs. The agreement further states
that the owner shall not transfer any personal property of
the project without prior HUD approval.

Program Regulations

The United States Code at 12 U.S.C. Sec. 1715z-4a
stipulates that HUD may recover any assets or income used
by any person in violation of a regulatory agreement
applicable to a multifamily project insured by HUD. For
purposes of this statute, the “use of assets or income”
includes any use not established by records and
documentation as a reasonable or necessary operating
expense of the project. For purposes of a mortgage insured
under Title 11 of the National Housing Act, the term “any
person” refers to any person or entity which owns a project,
including stockholders, and any beneficial owner, officer,
director, or partner of an entity owning the project. The
U.S. government may recover double the value of any

11



Cash Disbursements and

Accrued Payables

assets and income of the project that have been used in
violation of the regulatory agreement, plus all related costs
such as reasonable attorney and auditing fees.

The owner and management agent directed disbursements
of operating funds of the project in the form of loan
repayments, payments for services that were ineligible,

unsupported, and/or unnecessary. From January 2000 to
December 2003, we identified a total of $1,646,669 in
questionable cash disbursements while the project was in a
non-surplus-cash position. Of the total $1,646,669 in
questioned costs, we classified $931,849 as ineligible
project costs, $288,445 as unsupported costs and $426,375
as unnecessary project costs. The following chart further
summarizes the questionable disbursements from the

project.

Summary of questionable cash disbursements

uestioned costs

Payees Disbursement © ToFaI

Ineligible Unsupported Unnecessary paid
Consultants, Inc. Loan/payments $61,247 $8,000 $0 $69,247
Consultants Associates Loan/payments $244,720 $0 $0 $244,720
My Place, Inc. Emp. relations $0 $4,000 $268,200 $272,200
onstruction Software, | Acet. services $0 $1,200 $46,080 | $47,280
Hillside Health Center Loan/payments $104,520 $0 $0 $104,520
Sterling Loan/expenses $101,141 $8,671 $0 $109,812
Suburban Mortgage, Inc. Late fees $22,326 $0 $0 $22,326
Director of purchasing Payroll $0 $0 $108,570 $108,570
Identity-of-interest subtotal $533,954 $21,871 $422,850 $978,675
Adler, Pollock & Sheehan | Legal fees $78,536 $250 $0 $78,786
George Babcock Legal fees $9,249 $0 $0 $9,249
Chaine des Rotisseurs Entertainment $0 $0 $3,525 $3,525
C';f;r‘;%‘?’gzbfgiz;"z‘g" Acct. fees $0 $263,832 $0 |  $263,832
0. Ahlborg & Sons, Inc. Renovations $223,308 $0 $0 $223,308
Various vendors Various $86,802 $2,492 3$0 $89,294
Non-identity-of-interest subtotals $397,895 $266,574 $3,525 $667,994
Grand total $931,849 $288,445 $426,375 | $1,646,669

In addition, as of December 31, 2003, the project had a

total of $192,487 classified as accrued payables for services
that we determined were ineligible, unsupported, or
unnecessary.

12



Payee Questioned payables Total
Ineligible | Unsupported | Unnecessary payables
George Babcock $6,775 $0 $0 $6,775
Lefkowitz, Garfinkel, Champi $0 $4,388 $0 $4,388
& DeRienzo
0. Ahlborg & Sons, Inc. $85,524 $0 $0 $85,524
Non-identity-of-interest | $92,299 $4,388 $0 $96,687
subtotal
My Place, Inc. (identity-of- $0 $0 $95,800 $95,800
interest)
Grand total $92,299 $4,388 $95,800 $192,487

Disbursements to Identity-
of-Interest Entities

Consultants, Inc.
(1dentity-of-Interest)

Consultants Associates,
Inc. (Identity-of-Interest)

The owner, management agent (Sterling) and the lender
(Suburban Mortgage Associates, Inc.) all have identity-of-
interest relationships. In addition, several other identity-of-
interest companies have business connections with the
project. These identity-of-interest relationships created an
environment that made it possible for the
owner/management agent to direct questionable cash
disbursements with little risk of detection. To accomplish
this end, the owner/management agent disregarded prudent
business practices and exploited weak management
controls.

We identified $978,675 in questionable cash disbursements
to identity-of-interest companies during our audit period
and $95,800 in accrued payables as of December 31, 2003,
as explained below.

The project disbursed $69,247 to Consultants, Inc., for loan
repayments and unsupported costs while in a non-surplus-
cash position. Neither the project nor Consultants, Inc.
notified HUD of these advances. According to the
regulatory agreement, the project could not pay back
advances from operations except from surplus cash unless
the HUD office approved the payments. HUD did not
approve repayment of these loans to Consultants, Inc., (as it
was unaware of the advances). Therefore, we determined
these payments totaling $61,247 to be ineligible. The
project also paid $8,000 to Consultants, Inc., in
unsupported costs.

The project disbursed $244,720 to Consultants Associates,
Inc., for loan repayments while in a non-surplus-cash
position. Consultants Associates, Inc., made loans to the
project to cover mortgage and payroll obligations. Neither
the project nor Consultants Associates, Inc., notified HUD

13



My Place, Inc. (Identity-
of-Interest)

Construction Software,
Inc. (Identity-of-Interest)

of these advances. According to the regulatory agreement,
the project could not pay back advances from operations
except from surplus cash unless the HUD office approved
the payments. HUD did not approve repayment of these
loans to Consultants Associates, Inc. Therefore, we
determined these payments totaling $244,720 to be
ineligible.

The project disbursed $272,200 to My Place, Inc., which is
owned and operated by the owner’s daughter. The project
paid My Place, Inc., to provide social services, educational
services, administrative consulting services, promotional
activities, and a comprehensive child-care program.
However, our review determined that this contract was not
properly procured and the services provided were not
reasonable or necessary operating expenses.

My Place, Inc. provided incentive programs for project
employees to show appreciation for the staff. For example, it
held parties for the staff and their families, conducted raffles,
and provided gifts of nominal value to project employees. It
did not provide child-care services but, rather only provided
referrals for child-care needs and for support services on an
as-needed basis. My Place, Inc., provided seminars for the
staff; however, the seminars were subcontracted out to Delta
Consultants. The project had a human resources department
on site that could have provided these services.

We determined that My Place, Inc.’s services were not
necessary and reasonable operating expenses of the nursing
home. Therefore, we classified $268,200 as unnecessary
payments to My Place, Inc. We also identified one payment
to My Place, Inc., for $4,000 based on a memo from the
administrator to the accounts payable clerk. The project did
not provide any further explanation or support for this
disbursement. In addition, as of December 31, 2003, the
project had accrued $95,800 payable to My Place, Inc., for
services related to the contract for employee relations and a
community outreach program, which we determined to be
unnecessary expenses.

The project disbursed $47,280 to Construction Software, Inc.,
an identity-of-interest company. According to the monthly
invoices, Construction Software, Inc., provided the following
services:

14



Hillside Health Center
(1dentity-of-Interest)

Sterling (Management
Agent) (Identity-of-
Interest)

Accounting and general ledger review,
Review of monthly reports,

Submission of monthly reports to HUD,
Review of input for financial statements, and
Review of quarterly operations report

However, the business office manager at the project stated
that these tasks were performed in house. The administrator
and business office manager acknowledged that Construction
Software, Inc., employees never worked at or came to the
nursing home at any time, although the project paid
Construction Software, Inc., $960 per month. Further,
according to the administrator, who approves the payments,
he was not sure what services Construction Software, Inc.,
provided and did not know whether it performed any work at
the project. The administrator believed it provided computer
software to Sterling.

Therefore, we consider payments of $46,080 unnecessary
since the duties were performed by in-house staff and the
project’s accountants. In addition, we identified a payment to
Construction Software, Inc., for $1,200 based on a memo
from the administrator to the accounts payable clerk. The
project did not provide any further explanation or support
regarding the services provided for this disbursement.

We identified one disbursement of $104,520 to Hillside
Health Center, an identity-of-interest nursing home. This
disbursement was to repay a loan Hillside Health Center
made to the project for a mortgage payment. Neither the
project nor Hillside Health Center notified HUD of this
advance. According to the regulatory agreement, the
project could not pay back advances from operations except
from surplus cash unless the HUD office approved such
payment. HUD did not approve repayment of these loans
to Hillside Health Center (as it was unaware of the
advances). Therefore, we determined this disbursement to
be ineligible.

We determined that the project disbursed $109,812 in
questionable costs to Sterling. Of this amount, the project
disbursed $95,000 for loans to Sterling without HUD
approval and in direct violation of the regulatory
agreement. Therefore, we determined these disbursements

15



Suburban Mortgage
Associates, Inc. (Identity-
of-Interest)

Director of Purchasing
Salary (Identity-of-
Interest)

to be ineligible because the project was in a non-surplus-
cash position.

Furthermore, the project disbursed $14,812 to Sterling for
guestionable miscellaneous expenses. Our review of these
expenses disclosed $6,141 in ineligible expenses, which
included services that were the responsibility of the
management agent and should have been paid from the
management fee. The remaining $8,671 was classified as
unsupported. Sterling submitted invoices to the project for
expenses it incurred. However, Sterling did not provide us
with original invoices from the vendors for these costs as
requested. (See finding 2 for the management agent fee.)

The project disbursed $5,050,617 to Suburban Mortgage
Associates, Inc., an identity-of-interest company, for
mortgage payments and operating loss loan payments
during our audit period. We determined a portion of the
disbursements totaling $22,326 to be ineligible project
expenses. The ineligible amounts included late charges due
to mortgage and/or operating loss loan payments after the
15th of the month and bank charges for returned check
fees. Additionally, we noted that the project submitted
numerous letters to Suburban Mortgage Associates, Inc.,
with its regular mortgage payments, requesting Suburban
Mortgage Associates, Inc., to hold the check until a
specified time, usually between the 16th and 21st of the
month.

The director of purchasing was previously the general
partner of the owner. Currently, he is the vice president of
two identity-of-interest companies, Gregory Building
Company and Mast Construction. The project created the
director of purchasing position at the project in October
2001. The director of purchasing was hired a few days
after submitting an application and used the general
manager of Sterling as his reference.

There was no clear distinction between the director of
purchasing position and the following positions at the
nursing home:

e Medical supply clerk, who responsibilities included
purchasing all medical supplies for the facility. The

16



Disbursements to Non-
Identity-of-
InterestVVendors

Chaine des Rotisseurs

medical supply clerk stated that he does not interact
with the director of purchasing and has never met him.

e Maintenance director, who is involved with researching
and purchasing major capital equipment. The
maintenance director stated that the director of
purchasing helped him contact the “right” companies
when a job needed to be completed.

The amount of major capital equipment purchased does not
appear to justify a position at the project for 20 hours per
week at $47 per hour. Further, the maintenance director and
administrator performed these tasks as necessary. In
addition, according to paragraph 2, section 2.2 (c), of the
management agreement between the owner and Sterling, the
management agent was to arrange contracts for the purchase
of all medical supplies and dietary, office, and other items
required to operate the facility.

According to the Director of Purchasing’s time cards, he
worked the same hours every week at the project.
However, while conducting our audit fieldwork, we never
observed the director of purchasing at the project. The
general manager of Sterling stated the director of
purchasing worked at the management agent site.

Based on our review, we concluded that the director of
purchasing position was not necessary. We identified
$108,570 in unnecessary payments to the director of
purchasing during our audit period. (See related finding 2
for unnecessary salary to the assistant administrator.)

Our audit further identified $667,994 in questionable cash
disbursements and $96,687 in questionable accrued
payables to non-identity-of-interest vendors for services
and other costs that were not necessary and reasonable
expenses of the project. These disbursements were in
direct violation of the regulatory agreement. The cash
disbursements and payables were for various legal services,
auditing and accounting services, renovations, unnecessary
employee benefits, and late payments.

The project disbursed $3,525 to Chaine des Rotisseurs, an
organization which the project owner exerted control. The
disbursements were related to employee entertainment for
dinners in excess of $75 per person. Therefore, we
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Legal Expense

concluded that the $3,525 was not for reasonable operating
expenses or necessary repairs of the project.

The project made $88,035 in questionable cash
disbursements to two law firms during our audit period.

Adler, Pollock, and Sheehan — the project disbursed
$78,536 in ineligible expenses and $250 in unsupported
expenses to Adler, Pollock, and Sheehan, the nursing
home’s principal law firm. These ineligible
disbursements were for

>

Legal services totaling $44,226 related to the
project’s nonpayment of payroll taxes to the
Internal Revenue Service. Legal expenses
related to this situation were not a reasonable
and necessary expense of the project since it
should have paid its payroll taxes in a timely
manner.

Legal services totaling $19,310 regarding a
zoning appeal for the expansion of the
property. The costs of expanding the facility
were not an allowable expense of the project,
and HUD consent should have been obtained
for these expenses. HUD did not consent to
any payment from the operating account.

Legal services totaling $15,000 related to
dismissing the owner and Consultants, Inc., as
general partners of Edmund Place Associates
in May 2000. This is a legal matter of the
partnership for Edmund Place-a different
HUD-insured project that defaulted in April
2000—not the project.

Legal services totaling $250 that were not
properly supported to determine whether they
were necessary and reasonable project
expenses.

George Babcock Esquire — the project disbursed $9,249
in ineligible expenses to George Babcock Esquire.
These disbursements were for legal services related to
lawsuits filed against Health Facilities Associates, the
limited partner of the owner, the general partner of



Accounting Expenses

Health Facilities, and the general partner of the owner.
Therefore, these costs were not necessary and
reasonable expenses of the project. As of December
31, 2003, the project had accrued $6,775 in payables to
George Babcock Esquire. The invoices related to these
payables were related to the lawsuits mentioned above,
which we determined to be ineligible project expenses.

The project disbursed a total of $263,832 to Lefkowitz,
Garfinkel, Champi & DeRienzo. P.C., from January 1,
2000, to December 31, 2003. Although the costs appear to
be for eligible accounting services, we classified the total
costs as unsupported due to the following:

Expenses were invoiced in a manner that did not allow
the cost to be reconciled to a specific contract. Instead,
services provided and costs billed and paid under
different contracts were combined on invoices. Further,
the project made partial payments on these invoices and
did not identify how to apply the payments.

The project was only able to provide us with two
contracts covering only one year between the project
and Lefkowitz, Garfinkel, Champi & DeRienzo for our
audit period. One contract was for professional
services to “audit the Partnership’s balance sheet as of
December 31, 2001 and the related statements of
loss...and...audit the Partnership’s compliance with
specific requirements applicable to the major HUD-
assisted programs for the year ended December 31,
2001.” The second contract was an assistance contract
“to assist REAC [the Real Estate Assessment Center] in
determining whether the electronic submission of
certain information agrees with the corresponding hard
copy documents included within the Consolidated
Audit Guide for Audits of HUD Programs.” The
administrator stated that Sterling might have the rest of
the contracts. However, since the project made
payments on these contracts, a copy should have been
available at the project to ensure invoices were accurate
according to the terms of the contract.
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Renovations

Various Individual
Payments

Consequences of
Diverting Project Funds

As of December 31, 2003, the project had accrued $4,388
in payables to Lefkowitz, Garfinkel, Champi & DeRienzo.
The invoices for these payables are all related to accounting
services, which are currently unsupported.

Upon receipt of adequate supporting documentation, HUD
should perform a review of the necessity and
reasonableness of these disbursements and payables.

O. Ahlborg and Sons, Inc., was the general contractor
during the HUD-approved rehabilitation of the project in
1995. After the renovations of the project, it refinanced its
HUD-insured mortgage. According to the management
agent, the rehabilitation exceeded the HUD-approved
mortgage amount. Therefore, the project issued a
promissory note for $200,000 to O. Ahlborg and Sons, Inc.,
on December 20, 1995. The note was payable upon
demand and not secured by the property and no payment
terms were specified. The interest on the note accrued at
10 percent of the unpaid balance per year. HUD did not
approve this obligation; however, the project has been
making payments on this note since 1996. It should have
issued a HUD-approved surplus cash note, and payments
should have only been made on this note if the project was
in a surplus-cash position. The project paid O. Ahlborg and
Sons, Inc., $223,308 on this promissory note while the
project was in a non-surplus-cash position. Therefore, we
determined that these disbursements were ineligible project
expenses. As of December 31, 2003, the remaining
principal balance was $85,524.

Our review of 90 questionable disbursements to various
non-identity-of-interest vendors disclosed $86,802 in
ineligible expenses. The ineligible costs consist of benefits
to employees, including Christmas parties, luncheons, gifts,
and flowers, and penalties and interest for late tax payments
while the nursing home was in a non-surplus-cash position.
We further identified $2,492 in unsupported expenses. The
project was not able to support the costs to determine
whether they were eligible, necessary, and reasonable
expenses for nursing home operations.

The above deficiencies are contrary to the regulatory
agreement, management certifications, and HUD
handbooks. Project diversions are a serious matter and a
direct breach of the owner’s and management agent’s
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fiduciary responsibilities to the project and to HUD. The
owner and management agent’s actions contributed to

e Late mortgage payments, which resulted in late
penalties;

e Lack of funds to make payroll obligations; and

e Failure to pay payroll taxes to the Internal Revenue
Service, which resulted in liens on the property of
approximately $3,700,000 and unnecessary interest
penalties and legal fees.

These actions raise concerns pertaining to the owner and
management agent’s ability to comply with HUD
regulations.

The diversion of project funds jeopardizes the project’s

financial condition, and the funds must be repaid to
diminish potential insurance claims against HUD.
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Auditee Comments

We received the auditee’s comments to our audit on
December 15, 2005 and are located in Appendix B of this
report.

OIG Evaluation of
Auditee Comments

Our evaluation of the auditee’s comments has not changed
our audit position. Our responses are located in Appendix B
of this report, starting on page 129.

Recommendations

We recommend that the director, Rhode Island Multifamily
Program Center:

1A. Pursue the recovery of double the amount of

1B.

1C.

1D.

1E.

1F.

$533,954 in ineligible costs to identities-of-interest
from the owner/management agent, as stipulated in 12
U.S.C. [United States Code] Sec. 1715z-4a.

Obtain adequate documentation from the
owner/management agent for the cash disbursements
for unsupported costs of $21,871 costs to identities-
of-interest or pursue the recovery of double this
amount as stipulated in 12 U.S.C. [United States
Code] Sec. 1715z-4a.

Pursue the recovery of double the amount of
$426,375 in unnecessary costs to identities-of-interest
and non- identities-of-interest from the
owner/management agent, as stipulated in 12 U.S.C.
[United States Code] Sec. 1715z-4a.

Pursue the recovery of $397,895 in ineligible costs to
non-identities-of-interest.

Obtain justification from the owner/management
agent supporting the cash disbursements for
unsupported costs of $266,574 to non-identities-of-
interest or pursue recovery of this amount.

Take appropriate action to prevent payments of
ineligible and unnecessary cash disbursements after
our audit period, including the payment of
questionable accrued payables to identities-of-interest
of $95,800. If they have been paid, pursue the
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recovery of double this amount as stipulated in 12
U.S.C. [United States Code] Sec. 1715z-4a.

1G. Take appropriate action to prevent payments of
ineligible accrued payables to non-identities-of-
interest of $92,299. If they have been paid, pursue
the recovery of this amount.

1H. Obtain adequate documentation from the
owner/management agent for the $4,388 in
unsupported accrued payables or pursue recovery of
this amount.

1l. Remove the management agent (Sterling) in
accordance with the management certification and
HUD regulations.

1J. Develop and implement procedures that ensure only
eligible expenses are paid from project funds and that
documentation is maintained to support the eligibility
and the amount of operating funds expended.

In addition, we recommend that HUD’s Departmental
Enforcement Center

1K. Pursue all applicable administrative sanctions against
the owner, management agent, and identity-of-interest
companies, specifically debarment.
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Finding 2

The Owner/ldentity-of-Interest Management
Agent and Assistant Administrator Received
and Accrued $2,563,149 for Services Not
Provided

The owner and identity-of-interest management agent (Sterling) did not perform the services
required by their management agreements. As a result, neither the owner nor Sterling earned its
annual management fees. Instead, project staff and consultants performed the services described in
their management agreements. In addition, the general manager of the management agent received
a salary from the project as the assistant administrator of the nursing home. The duties of the
assistant administrator are the same as the duties of the administrator and business office manager
positions and similar to those required of the owner and management agent. During our audit
period:

e The owner billed the project $1,162,150 in questionable partnership management fees,
e The management agent billed the project $1,288,745 in questionable management fees, and
e The assistant administrator received $112,254 in unnecessary salary costs.

The owner and management agent disregarded prudent business practices and exploited weak
management controls. These unsupported fees and unnecessary salaries place the HUD-insured
mortgage at risk and threatens the project’s financial viability.

The regulatory agreement states that owners shall not pay out
any project funds except for reasonable operating expenses
and necessary project repairs.

Costs Must Be
Reasonable and Necessary

The United States Code at 12 U.S.C. Sec. 1715z-4a stipulates
that HUD may recover any assets or income used by any
person in violation a regulatory agreement applicable to a
multifamily project insured by HUD. For purposes of this
statute, the “use of assets or income” includes any use not
established by records and documentation as a reasonable or
necessary operating expense of the project. For purposes of a
mortgage insured under Title Il of the National Housing Act,
the term “any person” refers to any person or entity which
owns a project, including stockholders, and any beneficial
owner, officer, director, or partner of an entity owning the
project. The U.S. government may recover double the value
of any assets and income of the project that have been used in
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Maintenance of Books
and Accounts

Unsupported Owner
Partnership Management
Fees

violation of the regulatory agreement, plus all related costs
such as reasonable attorney and auditing fees.

Both the regulatory agreement and the certificate executed by
the borrower, at the time the mortgage is insured, contain
provisions that accounts of mortgaged property operations be
kept in accordance with the requirements of the HUD
secretary and in such form as to permit a speedy and effective
audit. Further, the borrower or owner agrees that “The
mortgaged property, equipment, buildings, apparatus,
devices, books, contracts, records, documents, and other
papers relating thereto shall at all times be maintained in
reasonable condition for proper audit and shall be subject to
examination and inspection at any reasonable time by the
HUD Secretary or his duly authorized agents. Owners shall
keep copies of all written contracts or other instruments
which affect the mortgaged property, all or any of which may
be subject to inspection and examination by the Secretary or
his duly authorized agents.”

On August 17, 1993, HUD approved a project owner’s and
management agent’s certification for multifamily housing
project for identity-of-interest agents, which lists the general
partner (owner) of the project as the management agent. The
owner was compensated at 3 percent of net patient revenue
for services required by the special-purpose nature of the
facility. These fees were in addition to the management fee
of 3 percent of net patient revenue to the management agent.

According to the management agent profile submitted to
HUD, the services provided by the owner were peculiar to
the project’s status as a special-purpose and regulated facility.
However, our review determined that the owner’s services
identified in the management agent profile were either
identical or similar to the services identified in the project’s
management agreement with Sterling. Further, the owner
subcontracted with Consultants, Inc., an identity-of-interest
entity controlled by the owner, for a substantial portion of the
services. The owner is the president of Consultants, Inc.
Other personnel include the general manager of Sterling (also
the assistant administrator) and the owner’s son.

Additionally, our review determined that neither the owner
nor Sterling provided the services required according to its
management agreements. Instead, staff at the project and
consultants performed these services.
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Unsupported Management
Fees

Project Staff

The owner billed the project $1,162,150 in partnership
management fees during our audit period. We identified
$1,053,550 in payments to the owner. In addition, as of
December 31, 2003, the project had accrued $108,600
payable to the owner for partnership management fees. We
determined that the partnership management fees to the
owner are unsupported due to the lack of evidence that
required services were performed.

On January 1, 1995, the owner entered into a management
agreement with Sterling (an identity-of-interest management
agent). As compensation for these services, the owner paid
Sterling 3 percent of net patient revenue.

During our audit period, the management agent billed the
project $1,288,745 for management fees. The project paid
$1,248,668 in management fees. It paid $1,230,977 to
Sterling and $17,691 to Management Realty Services,
another identity-of-interest company. According to the
general manager of Sterling, while Sterling was being set up
in 1995, the project paid Management Realty Services for
management services. The general manager advised that the
same employees worked for both Management Realty
Services and Sterling. As of December 31, 2003, the project
had recorded an additional $40,077 as an accrued payable to
Sterling related to the management fee. Due to the lack of
adequate documentation of services provided, we determined
that the management fees were unsupported project costs.

According to the management agreement, Sterling is
responsible for keeping the nursing home running smoothly
and in conformity with HUD requirements. However, our
review determined that project staff and/or consultants
performed these responsibilities and were paid directly by the
project as explained below.

The project had the following positions on site at the facility:

Administrator,

Business office manager,
Accounts payable clerk,
Accounts receivable clerk, and
Human resources director
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Consultants

According to the nursing home administrator and the
business office manager, project nursing home staff carried
out the majority of the owner and management agent
functions. These functions included such tasks as:

e Analyzing and solving nursing home problems;

e Recruiting, hiring, and supervising nursing home
personnel; and

e Monitoring project operations by visiting the nursing
home or analyzing project performance reports

The project also paid consultants to perform the work
described in the management agreement. The management
agreement stated under section 3, “Statements and Reports,”
that the management agent shall perform these tasks or cause
them to be performed. For example, Lefkowitz, Garfinkel,
Champi & DeRienzo, P.C., a non-identity-of-interest
company, performed accounting services; these services
included preparation of Medicaid and Medicare cost reports
and correspondence with HUD. Before 2003, Sterling had an
individual in charge of financial reports. Later, Lefkowitz,
Garfinkel, Champi & DeRienzo, P.C., took over this
responsibility; however, Sterling did not pay for these
services from the management fee. Instead, the project
directly paid for these services.

As these services described above were the responsibility of
the owner and Sterling according to the management
agreements, the services should have been paid with
management fees rather than directly by the project. Instead,
the project paid two or three times for these services
including:

e Salaries to the staff employed by and located at the
project or fees to consultants,

e Partnership management fees to the owner, and

e Management fees to the management agent

We concluded that the administrator, business office staff,
and human resources personnel are on site daily and actively
performing the tasks described under their job descriptions.
We further determined that Sterling did not perform any of
the services required by the management agreement and did
not have the necessary staff to perform these services. As a
result, we concluded that the partnership management fee and
management fee were unsupported project costs.
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Unnecessary Assistant
Administrator Salary

Assistant Administrator
Did Not Justify His
Hours/Duties

The general manager of Sterling was also paid $112,254 for
the assistant administrator position at the project during our
audit period. The general manager of Sterling has served as
the assistant administrator at the nursing home since October
2001. According to the current administrator, the owner and
management agent created the assistant administrator
position to ensure a licensed individual was available to run
the facility in the administrator’s absence. The assistant
administrator holds a nursing home administrator’s license
from the State of Rhode Island. Regardless of whether the
administrator is in the office, the project pays the assistant
administrator for 20 hours every week.

All of the tasks assigned to the assistant administrator are
also assigned to the administrator and/or the business office
manager, with the exception of the following task
contained in his job description: “Assume overall
administrative responsibility for the facility operations
while the Administrator is away from the facility. May
assume direct supervision of specific departments under the
guidance of the Administrator.” Additionally, the duties
identified in administrator, assistant administrator, and
business office manager job descriptions are also similar to
those of the management agent. Therefore, not only was
the project paying the management agent 3 percent of net
patient revenue for services provided by staff at the project,
it was also paying the general manager a salary for these
services. In addition, according to the owner’s
management agent profile, the general manager was also
employed by Consultants, Inc., the company used by the
owner to perform several of his partnership management
tasks.

According to the assistant administrator’s time cards, he
worked the same hours every week at the project.
However, during the course of conducting our audit
fieldwork, we never observed the assistant administrator at
the project. The assistant administrator stated he worked in
the capacity of assistant administrator at the management
agent site, reviewed reports, worked with project staff, or
worked on behalf of the project at least 20 hours per week;
however, regardless of the hours worked, he received a
salary of $856 every week. The assistant administrator was
not able to provide a clear distinction between his duties as
the management agent and assistant administrator. During
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this time, the project was in a non-surplus-cash position,
and this salary was not a necessary or reasonable operating
expense. Therefore, we questioned the salary of $112,254
to the assistant administrator.

Auditee Comments

We received the auditee’s comments to our audit on
December 15, 2005 and are located in Appendix B of this
report.

OIG Evaluation of
Auditee Comments

Our evaluation of the auditee’s comments has not changed
our audit position. Our responses are located in Appendix B
of this report, starting on page 129.

Recommendations

We recommend that the director, Rhode Island Multifamily
Program Center:

2A.  Obtain adequate documentation from the
owner/management agent for cash disbursements of
$1,053,550 in unsupported partnership management
fees paid to the owner or pursue the recovery of
double this amount as stipulated in 12 U.S.C. [United
States Code] Sec. 1715z-4a.

2B.  Obtain adequate documentation from the
owner/management agent for unsupported accrued
payables of $108,600 payable to the owner or pursue
the recovery of double this amount as stipulated in 12
U.S.C. [United States Code] Sec. 1715z-4a.

2C.  Obtain justification from the owner/management
agent supporting the cash disbursements for
unsupported costs paid to the owner/management
agent of $1,248,668 or pursue the recovery of double
this amount as stipulated in 12 U.S.C. [United States
Code] Sec. 1715z-4a.

2D.  Take appropriate action to prevent unnecessary cash
disbursements after our audit period, including the
payment of questionable accrued payables to the
management agent of $40,077. If they have been
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2E.

paid, pursue the recovery of double this amount as
stipulated in 12 U.S.C. [United States Code] Sec.
1715z-4a.

Pursue recovery of double the amount of $112,254 in
questionable salary payments paid to the assistant
administrator as stipulated in 12 U.S.C. [United
States Code] Sec. 1715z-4a.
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Management Controls

In planning and performing our audit, we obtained an understanding of the management controls
used by the management agent, Sterling, and those in place at the project that were relevant to our
audit objectives. We reviewed the management control systems to determine our auditing
procedures and not to provide assurance on management controls.

Management controls consist of a plan, organization, methods, and/or procedures adopted by

management to ensure that resource use is consistent with laws, regulations, and policies; that
resources are safeguarded against waste, loss, and misuse; and that reliable data are obtained,

maintained, and fairly disclosed in reports.

We determined the following management controls were

Relevant Management e
g relevant to our audit objectives:

Controls

E Management controls over the appropriateness of project
expenditures, specifically assuring compliance with the
provisions of the regulatory agreement, the management
agent certification, applicable laws and regulations, and
other HUD regulations.

E Management controls over controls over payroll.
B Assuring the safeguarding of project assets.
We assessed the relevant controls identified above.

It is a significant weakness if management controls do not
provide reasonable assurance that the process for planning,
organizing, directing, and controlling program operations
will meet an organization’s objectives.

ety Based on our review, we believe the following items are
Significant Weaknesses significant weaknesses:

E Management controls over the appropriateness of project
expenditures, specifically assuring compliance with the
provisions of the regulatory agreement, the management
agent certification, applicable laws and regulations, and
other HUD regulations (See findings 1 and 2).

B Assuring the safeguarding of project assets (See finding
1).
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We discussed the specific weaknesses in the Findings
section of this report.
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Appendix A

Summary of Questioned Costs

1.

Type of questioned cost

Recommendation
number Ineligible* | Unsupported ? | Unnecessary/unreasonable *
1A $533,954
iB $21,871
1C $426,375
1D $397,895
1E $266,574
1F $95,800
1G $92,299
1H $4,388
2A $1,053,550
2B $108,600
2C $1,248,668
2D $40,077
2E $112,254
Totals $1,024,148 $2,743,728 $634,429
Total questioned $4,402,305
costs

Ineligible costs are costs charged to a HUD-financed or HUD-insured program or activity
that the auditor believes are not allowable by law; contract; or federal, state, or local polices

or regulations.

Unsupported costs are those costs charged to a HUD-financed or HUD-insured program or
activity when we cannot determine eligibility at the time of audit. Unsupported costs require
a decision by HUD program officials. This decision, in addition to obtaining supporting
documentation, might involve a legal interpretation or clarification of departmental policies

and procedures.

Unnecessary/unreasonable costs are those costs not generally recognized as ordinary,
prudent, relevant, and/or necessary within established practices. Unreasonable costs exceed
the costs that would be incurred by a prudent person in conducting a competitive business.
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Appendix B

Auditee Comments and OIG’s Evaluation

Ref to OIG Evaluation

Auditee Comments

Comment 1

i
One Cirizens Plaza, 8th floor

ADLER POLLCEK (. SHEEHAN PC. P, R 09031365
Telephone 401-274-7200
Fax 401-751-0604 / 351-4607

175 Pederal Street
Boston, MA 021102890
Telephone 617-482-0600
Fax 6174820604

wwwapslawcom

December 14, 2005

VIA FACSIMILE AND REGULAR MAIL

John A. Dvorak

Regional Inspector General for Audit

U.S. Department of Housing & Urban Development
Office of Inspector General for Andit, Region 1
Thomas P. O"Neill, Jr. Federal Building

10 Causeway Strect, Room 370

Boston, MA 02222-1092

1 3305002

Bin- (Gt

110Ny 50 2531

1o iRy

SLEISNHOVSS VI "ML

Dear M. Dvorak:

This office is counsel to Mt. St. Francis Associates (“MSF”) in connection with the draft Audit
Report forwarded to MSF on November 10, 2005. As requested, MSF provides the following
comments to the Report.! As discussed below, all payments made by MSF reflect necessary and
reasonable operating expenses (o ensure continuity of quality care to the resident population.
Therefore, there is no basis for the recommended reimbursement and other relief in the Audit
Report.

Claimed Ineligible Costs (page 32 of draft Audit Report)

Recommendation Number 1A — §533,954 Claimed Ineligible Costs Paid to 101
Companies

1. $305,967 - loan repayment to Consultants, Inc.

This money was paid to Consultants, Inc. to repay short-term advances by Consultants, Inc. to
MSF for necessary and reasonable operating expenses including mortgage and payroll
obligations. These loans and repayment were fully disclosed to THUD on MSF’s monthly reports
filed with HUD. HUD never questioned or objected to these transactions and as such, approved
them as they were disclosed with the monthly filings. Such loans by IOI companies were made,
in part, to ensure that the mortgage would not go in default.

' By correspondence dated November 23, 2005 to Edward Maggiacomo, you enlarged the time within
which to respond to the draft audit report to December 14, 2005. This response is based on information

presently available.

STATE CAPITAL ~ Member firms of the State Capital Global Lawe Firm Group practice
ciowa aw rimn aeons independealy and not in a relationship for the joint practice of law:
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Ref to OIG Evaluation Auditee Comments

ADLER POLLCCK QU SHEEHAN BC.

December 14, 2005
Page2

These loans were voluntarily made on a short-term basis in order to ensure that MSF made its
mortgage and payrol] obligations when there was not enough cash flow to do so. Without these
advances, MSF would not have been able to meet its obligations, which could have compromised
the care of the patient population. The loan payments were advanced for the operation of the
nursing home subject to repayment upon receipt of Medicaid reimbursement. Moreover, the
loan payments and reimbursement were disclosed to HUD. HUD did not question or object to
the short-term advance, thereby approving same.

Comment 2 2. §104,520 to Hillside Health Center

This disbursement was to repay a loan by Hillside Health Center to MSF in order for MSF to
meet a mortgage payment obligation and, therefore, was a necessary and reasonable operating
expense. The loan was for three days sinee the receipt of the Medicaid reimbursement to MSF
was not received and the mortgage had to be paid. This loan and repayment were diselosed on
the monthly reports filed by MSF with HUD. Moreover, HUD was informed of this transaction
at the time and did not question or object to the short-term advance, thereby approving same.

3. 8109812 to Sterling Health Care Management (SHCM)
Comment 3
This disbursement included repayment of a loan made by SHCM to MSF for necessary and
reasonable operating expenses. This loan and repayment were disclosed by MSF to HUD on the
monthly filings. HUD did not question or object to this loan and repayment necessary for
reasonable operating expenses. MSF cannot respond to the $14,812 for claimed questionable
miscellaneous expenses without documentation. Upon receipt of same, MSF will respond
accordingly.

Comment 4 4. $22,326 - Late fees to Suburban Mortgage Associates, Inc.

Each month the mortgage is paid from the monthly Medicaid check for services provided for the
previous month. The payment is usually received between the 15" and 21% of each month,
When the Medicaid check was received after the mortgage payment due date, the mortgage
payment, by necessity, was likewise paid late, resultirig in a late fee. Therefore, this payment
was a reasonable operating expense in order to ensure compliance with the mortgage. Moreover,
while the assessment of the late fees is from Suburban Mortgage Associates, Inc., which services
the mortgage, the funds actually go to the investor of the mortgage, which is not an [OI firm.
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Ref to OIG Evaluation Auditee Comments

ADLER POLLGCK QU SHEEHAN PC.

December 14, 2005
Page3

Recommendation 1D - Claimed Ineligible Costs Paid to Non-IOI Companies
totaling $397,895 (page 32)

Comment 5 1. $78,536 - Legal fees to Adler Pollock & Sheehan P.C.

MSF made these payments to its legal counsel, Adler Pollock & Sheehan P.C., $44,226. These
costs were incurred for legal services relating to MSE’s non-payment of payroll taxes to the IRS.
Because of other obligations required to ensure the requisite care to the patients at MSF, the
payroll taxes were not paid. As a result, legal services were required to address the issue with
the IRS in an attempt fo mitigate against adverse consequence to MSF. Likewise, $19,310 was
for legal services in connection with the zoning appeal for the expansion of the property, a
reasonable operating expense. MSF is not aware of the reference to the $15,000 related to
dismissing the owner and Consultants, Inc. as general partners of Edmund Place in May 2000
and requests that HUD forward documentation so that MSF may respond. The same is true for
the legal services totaling $250. More information is needed in order to respond further.

Comment 6 2. George Babcock legal fees - $9,249

These fees were for certain defense costs covered under a policy of insurance. As soon as the
management company became awarc of Mr. Babcock’s invoices, the processing of any unpaid
invoices was stopped as Mr. Babcock’s services were covered under a policy of insurance.

Comment 7 3. 0. Ahlborg & Sons, Inc. $223,308 for renovations

As set forth in the Audit Report, Ahlborg was the general contractor during the HUD-approved
rehabilitation of MSF in 1995, Such rehabilifation was necessary in order to ensure patient care.
The promissory note was executed to document the outstanding obligation, which could not be
made as and when due because of cash flow problems, This obligation was disclosed to HUD in
all the monthly reports, HUD did not question et object to the existence of the note or repayment
under the terms of the note. This payment was for necessary and reasonable operating expenses
in connection with the necessary rehabilitation.

Comment 8 4. $86,802 — Various Vendors

The Audit Report references 90 questionable disbursements to various non-101 vendors,
disclosing $86,802 in claimed ineligible expenses. In order to properly respond, MSF needs an
itemization of the claimed questionable disbursements. Without specific reference, MSF cannot
respond further.
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Ref to OIG Evaluation Auditee Comments

ADLER POLLGCK QUSHEEHAN PC.

December 14, 2005
Page 4

1G - §92,299 - Claimed Ineligible Acerued Payables

1. $6,775
Comment 6

As of December 31, 2003, MSF had accrued $6,775 in payables to George Babcock. As sel
forth in Section 2 on Page 3, when this payable was discovered by the management company, the
payable was removed and never paid.

Comment 7 2. §85,524

This amount reflects accrual for the balance of the Ahlborg & Sons promissory note. See
Section 3 on Page 3.

Claimed Unsupported Disbursements in the Amount of $2,743,728

1B - Claimed Unsupported Costs Paid to IOI Companies Totaling $21,871

Comment 9 1. $8,000 paid to Consultants, Inc.

MSF is not aware of this payment and requires more information from the HUD audit work
papers in order to respond.

Comment 9 2. $4,000 paid to My Place, Inc.

MSF believes this was improperly coded. The payment should have reduced the accounts
payable for a previously accrued expense.

3. $1,200 paid to Construction Software, Ine.
Comment 9 "

MSF believes this payment was improperly coded. The payment should have reduced the
accounts payable for a previously accrued expense,

Comment 3 4. $8,671 paid to SHCM

MSF believes this payment is reimbursement for expenses that SHCM incurred on behalf of
MSF. At times SHCM purchased items in bulk for all nursing home facilities it managed. This
payment would reflect MSF’s portion. MSF needs additional information from the HUD audit
work papers in order to respond further.
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1E — $266,574 — Claimed Unsupported Costs
Comment 10 1. §263,832 to LGC&D for accounting fees

LGC&D provided required aceounting services to MSF, all of which were reasonable and
necessary operating expenses of the facility. Altached at Tab 1 are the engagement letters from
LGC&D dated January 2, 2001, January 7, 2002, January 23, 2002, May 14, 2002, January 13,
2003, and February 13, 2003, As set forth therein, LGC&D performed necessary accounting
services to MSF, all of which constitute reasonable and necessary operating expenses.

2. $2.492 — various vendors
Comment 11
The Audit Report simply references various vendors, noting “We further identified $2,492 in
unsupported expenses.” MSF needs additional information from the HUD audit work papers in
order to respond, including who the vendors are and the check numbers and dates in order fo
respond further.

2. $250 to Adler Pollock & Sheehan
Comment 5
MSF requires additional information from the HUD audit work papers in order to respond
further, including the check number and date of payment.

1H. $4,388

Comment 10 As of December 31, 2003, MSF accrued $4,388 in payables to LGC&D. See engagement letters
allached at Tab 1 and response above. This payment reflects necessary and reasonable operating
expenses on behalf of the facility.

$2,450,895 (2A through 2D, page 32)

1. $1,053,550 and $108,600 accrued as payable as of December 31, 2003 to Project
Comment 12 S P :

As referenced in the draft Audit Report on page 24, on August 17, 1993, HUD approved a
Project Owner’s and Management Agent Certification for Multifamily Fousing Projects for
Identity of Interest or Independent Management Agents, which lists the general partner (owner)
of MSF as the management agent. A copy of the agreement is attached at Tab 2. The owner was
compensated at 3% of net patient revenue for services required by the special purpose nature of
the facility. These fees are in addition to the management fee of 3% of the net patient revenue to
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Comment 12 the management agent. As set forth in the agreement, the special fees were disclosed and
approved by HUD:

The agent, as managing general partner, is compensated at the rate
of 3% of net patient revenue, for services required by the special
purpose nature of the facility. See Adler Pollock & Sheehan letter
to Providence Office Manager dated May 5, 1989 and Powell,
Goldstein, Frazier & Murphy letter to Providence Office Manager
dated July 24, 1992.

The compensation to the agent is exclusive of compensation to
Health Management Services, Inc. also at the rate of 3% of net
patient revenue under a management agreement dated
November 1, 1984 as amended as of April 1, 1989.

Moreover, the attachment to the agreement approved by HUD discloses the Management Agent
Profile. See Attachment at Tab 2.

These fees reflect necessary and reasonable operating expenses of MSF disclosed and approved
to HUD. In addition, monthly reports of revenue and disbursements were submitted to HUD,
these items were never questioned or objected to and as such, HUD approved the payment of
such items.

2. $1,248,668 disbursed for management fees and $40,077 accrued for SHCM services
(page 32)

$1,239,077 was disbursed to SHCM and $17,691 disbursed (o its predecessor, Management -
Realty Services. $40,077 was acerued as a payable to SHCM on December 31, 2003,

These payments were made to Management Realty Services and subsequently to SHCM as the
management company approved by HUD. See agreement and management agreement attached
at Tab 3. The management agreement was disclosed to and approved by HUD, The payments
were an operating expense necessary for operation of the nursing home, In addition, monthly
reports of the revenue and disbursements were submitted to HUD, these items were never
questioned or objected to, and thereby approved by HUD.
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Claimed Unnecessary Unreasonable Costs Totaling $634,429
Comment 13 1. $268.200 disbursed to My Place, Inc.

The Manzgement Agent Certification Agreement approved by HUD expressly lists My Place,
Inc. in paragraph 14. My Place, Inc. was approved by HUD, was fully disclosed and monitored
on a monthly basis to HUD. A description of My Place, Inc. services is attached at Tab 4 and
confirmed in the draft Audit Report at page 14. These services include, by way of example and
without limitation, employee relations, morale and counsel, all of which were reasonable and
necessary for the operation of the nursing home. For example, the provision of such employee
services among other things ensured continuity of care, which would keep the costs down.
Likewise, the provision of such services was instrumental in fighting against union organization
and the accompanying increased costs that would occur.

Payments to My Place, Inc. were disclosed on a monthly basis to HUD through the monthly
HUD reports of revenue and disbursements and HUD was well aware of this contract and
payment, not only through the monthly HUD reports, but also through the independent audits
and the HUD reviews over the years,

Comment 14 1C - $46,080 disbursed to Construction Software, Inc.
CS1 was disclosed to HUD in paragraph 14 of the Management Agreement and provided
necessary and reasonable expenses paid out of operations, CSI was approved by HUD), was fully
disclosed to and monitored on a monthly basis by HUD, and the services, including, without
limitation, systems specialization, were ordinary and necessary for operation of the nursing
home.

1C - 83,525 to Chaine Des Raotisseurs
Comment 15 ’
First, Chaine Des Rotisseurs is not an [01 company. See attached description of the organization
at'lab 5. This disbursement was to reward managers of the facility for quality work. Such
managers were identified by the administrator of the facility and this was a necessary and
reasonable operating expense to ensure employee satisfaction, contributing to the well-being of
the nursing home operation.
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Comment 16 1C - $108,570 payable to the Director of Purchasing

This payment reflects the necessary and reesonable expense item operations to ensure that
purchasing of all capital equipment and repairs to the building were accomplished properly and
at appropriate costs. The Director of Purchasing had detailed knowledge of the history and
mechanics of the building as he had been involved in several capacities since MSF’s inception.
Moreover, if his services were not performed and compensated, costs would have been much
higher, These costs were audited, approved and reimbursed by the State of Rhode Island
Medicaid program. The job description for this position is attached at Tab 6.

1F - $95,800
Comment 13 $05,800 accrued at 12/31/03 for services of My Place, Inc. See Section 1 on page 7.

2F - $112,254 - Payroll for the Assistant Administrator from October 2001 to
December 31, 2003,
Comment 17
A Rhode Island licensed Administrator is required pursuant to the controlling rules. In the
absence of the Administrator, the Assistant Administrator filled this role. See Job Description at
Tab 7. These services were necessary and reasonable expenses for operation of the nursing
hotne, and these costs were audited, approved and reimbursed by the State of Rhode Island
Medicaid program.

Summary

For the reasons set forth above, all of the identified costs were reasonable and necessary for the
Comment 18 operation of the nursing home to ensure the health, safety and welfare of the patient population.
Moreover, all of the costs were disclosed to HUD, approved by HUD, monitored on a monthly
basis and, therefore, approved as reasonable and necessary for the eperation of the nursing home.
Moreover, as nioted on page 8 of the draft Audit Report, on June 22, 1999, MSF received an
operating loss (working capital) loan insured by HUD for $1,103,600 (FHA Loan Number 016-
15011). Therefore, all expenses incurred prior to that date were disclosed, reviewed and
approved by the lacal office of HUD.

With respect to those costs which are claimed unsupported or unnecessary/unreasonable, MSF
will provide any requested documentation upon identification of same. Based upon the
foregoing, MSF disagrees with each of the findings and asks that they be revised to accurately
reflect 1) that the costs of the services rendered to the nursing home were necessary and
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reasonable, and were disclosed (o and approved by HUD, and 2) that the recommendations be
rescinded.

Should you have any questions, please contact us.

Sincerely,

ot b

PAl"l'/RIé-ClA{(l'(‘ ROCHA

PKR:dh

Attachments

cc:  Antone Giordano
Edward L. Maggiacomo, Esq.

364592 Ldoe
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Auditee Comments

: 1D Lefkowitz, Carfinkel, Champi & DeRienzo EC.

Certified Public Accountants / Business Consultants

Principals

Jerome . Lefkowitz, CPA
Siephen M. Garfinkel, CPA
Frank:J. Chamgi, CPA
Richard ]. DeRienzo, CPA
Jerrold N. Dorfmes, CPA, PFS
Peter Mezel, CPA

Stephen V. Geremia, CPA

Jamuary 2, 2001

Mr. Antone L. Giordano, General Partner
Mount Saint Francis Health Center Associates
4 Joseph Street

Woonsocket, RI (02895

Dear Mr. Glordano:

Thank you for continuing to engage Lefkowitz, Garfinkel, Champi & DeRienzo P.C. (LGC&D)
as the independent auditors and third-perty reimbursement consultants for Mount Szint Francis
Health Center Associates (a Limited Partnership) (the Partnership). This letter confirms our
understanding of the terms and objectives of our engagement and the nature and the limitations
of the services we will provide in connection with the Partnership's years ended December 31,
1999 and 2000.

Our Responsibilities

We will audit the Partnership’s separate balance sheets as of December 31, 1999 and 2000 and
the related separate statements of income (loss), partners” equity (deficiency) and cash flows for
each of the years then ended. We also will audit the Partnership’s compliance with specific
requirements applicable to its major HUD-assisted program for each of the years ended
December 31, 1999 and 2000.

We will plan and perform the audits in accordance with auditing standards generally accepted in
the United States of America, standards for financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States, and the Consolidated Audit
Guide for Audits of HUD Programs (the Guide) issued by HUD. Those standards and the Guide
require that we obtain reasonable, rather than absolute, assurance that the financial statements are
free of material misstatement, whether caused by error or fraud. Accordingly, a material
misstatement might remain undetected. In our audits, we will examine, on 4 test basis, evidence
supporting the amounts and disclosures in the financial statements and evaluate the overall
financial statement presentation. Using professional judgment, we will decide what, how much
and when to test, and what the results mean.

The separate financial statements will include such supplementary data as may be required by

HUD. This data will be presented for the purpose of additional analysis and will be subjected to
the auditing procedures applied in the audits of the basic financial statements.

10 Weybosset Sirect w Suite 700 = Providence, Rhode Island 02003 w Tel (401) 4214800  1-800-027LGCD = Fax (401)421-0643
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Our Responsibilities (continued)

We will update our understanding of the Partnership’s internal control. Our purpose is to plan
the andits and determine the nature, timing, and extent of the audit procedures needed to be
performed to express our opinion on the financial statements, express our opinion on compliance
with specific requirements applicable to its major HUD-assisted program, and to report on
internal contro! in accordance with the provisions of the Guide, and not to provide assurance on,
or identify significant deficiencies in, internal control.

We will perform tests of control, as required by the Guide, to evaluate the effectiveness of the
design and operation of internal control relevant to preventing or detecting material
noncompliance with specific requirements applicable to HUD-assisted programs. Our
procedures will be substantially less in scope than would be necessary to render an opinion on
internal control and, accordingly, we will not express an opinion on internal control.

We will perform procedures, as required by the Guide, to test compliance with Fair Housing and
Non-Discrimination requirements applicable to HUD-assisted programs. Our procedures will be
substantially less in scope than would be necessary to render an opinion and, accordingly, we
will not express an opinion. However, we will report instances of noncompliance, or report that
the results of our tests disclosed no instances of noncompliance that are required to be reported
under the Guide.

An audit is not designed to detect error or fraud, including irregularities, illegal acts or theft that
is immaterial to the financial statements. Accordingly, we will not design our audits or perform
procedures to detect error or fraud that is not material to the financial statements. Etror or fraud
is considered to be material only if its magnitude, individually or in the aggregate, is such that a
reasonable person relying on management’s presenfation of the Partnership’s financial
statements would be influenced by its inclusion or omission. Materdality is determined annually
and applies to the Partnership’s financial statements taken as a whole. Our engagement excludes
services designed to detect error or fraud that is not material to the Partnership’s financial
statements, which are available under a separate engagement at substantial additional cost.

If for any reason, we are unable to complete the audits or form an opinion on the Partnership’s
financial statements or on its compliance with specific requirements applicable to its HUD-
assisted program, we may decline to express an opinion or issue reports as a result of this
engagement.

We will also prepare the Parinership’s federal and state income tax returns for the year ended
December 31, 2000, The income tax returns will be prepared from the Partnership’s general
ledger. We will not express an opinion ot other form of assurance on the income tax returns.
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Our Responsibilities (continued

We will use our judgment in resolving questions where the tax laws are unclear or where there
may be conflict between the taxing authorities” interpretation of the law and what seem to be
other supportable positions. We will discuss alternatives with Mr. John Montecalvo and we
resolve such questions in the Partnership’s favor, if Mr. Montecalvo and we believe there is a
reasonable justification for the position being taken.

In accordance with requirements of the Secretary of Health and Human Services (ITHS), we will
retain our books and records (that are necessary to ceriify the nature and extent of the fee for our
services) for the necessary time periods and allow the ncoessary access to such books and
records by the duly authorized agents of the Secretary of HHS, the Comptroller General and their
duly authorized representatives.

Our workpapers for this engagement are the property of LGC&D and constitute confidential
information. However, as required by Government Auditing Standards, we are required fo make
certain workpapers and other documents in our possession related to our audit reporls, or
photocopies thereof, available to duly authorized agents of the Comptroller General of the United
States, the Secretary of HUD, the HUD Inspector General, or other cognizant agencies, and their
duly authorized representatives, upon request for their regulatory oversight purposes. In
addition, we may be requested by third parties to make certain workpapers and other documents
in our possession related to this engagement (or photocopies thereof) available to duly authorized
agents of Secretary of HHS, the Comptroller General and their duly authorized representatives
and/or representatives of other third party auditors. We retain our workpapers and other
docurnents for the necessary time petiods and provide to the appropriate duly authorized agents
and their representatives access to, or photocopies of, requested workpapers and other documents
under the supervision of LGC&D personnel and at a location designated by our Firm.

Your signing this letter constitutes both your acknowledgment of our requirement to provide
such access and your permission to make requested workpapers and other documents, or to
provide photocopies thereof, available to the appropriate duly authorized agents and fheir
representatives for the purpose described in the preceding two paragraphs. We will advise Mr.
Montecalvo if such requests are made.

As required by Government Auditing Standards, we have previously provided to you under
separate cover a copy of our Firm's latest Peer Review Report dated June 11, 1998,

Other Communications to the Partnership

We will communicate in writing to Mr. Montecalvo andor you any matters coming to our
attention that, in our judgment, represent significant deficiencies in the Parinership’s intemal
control, which could adversely affect its ability to record, process, summarize, and report
financial data. We also will communicate in writing to Mr. Montecalvo and/or you any
significant irregularitics or fraud that may come fo our attention, as well as any comments
relative to third-party reimbursement planning, compliance and/or strategies.
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The Partnership’s Responsibilities

The management of the Partnership is responsible for the financial statements and for
maintaining effective internal control that will, among other things, help assure the preparation
of financial statements in conformity with accounting prineiples generally accepted in the United
States of America and help assure that HUD-assisted programs are managed in compliance with
applicable Taws and regulations. Management also is responsible for identifying and ensuring
that the Partnership complies with the provisions of laws and regulations and contracts, and
specific program requirements related to its activities, including HUD-assisted programs.

Although we can advise the Partnership, Sterling Health Care Management Co., LLC (Sterling),
the management agenl, and Mr. Montecalvo, it is management’s responsibility to adopt sound
accounting policies, maintain an adequate and effieient accounting system, safeguard assets, and
devise policies to detect and prevent fraud.

Management's and Sterling’s responsibility for financial reporting includes establishing a process
to prepare the accounting estimates included in the financial statements. Management judgments
are necessary, and are typically based on its knowledge and experience about past and current
events, and its expected courses of action.

Management and Sterfing are responsible to make available to us all correspondence, inspection
and other reports issued by HUD, as well as the Partnership’s response, corrective action plan, or
similar correspondence to HUD.

In the event that we issue a schedule of findings and questioned costs, HHUD requires that the
Partnership and the management agent develop and transmit to them a corrective action plan. In
addition, to the extent there were findings from prior years, the Partnership and the management
agent are required to comment on the status of corrective action taken on these prior findings.

At the completion of our andits, management will provide us with representation letters
confirming, among other things, that management is responsible for the Partnership’s financial
statements and compliance with provisions of laws, regulations and contracts, and specific
program requirements, that have a direct and material effect on the financial statements and
IUD-assisted programs, and the detection and prevention of fraud resulting from both fraudulent
financial reporting and misappropriation of assets.

Management is responsible for adjusting the financial statemenis fo correct material
misstalements and for affirming to us in the representation Ictters that the effects of any
uncorrected misstatements aggregated by us during the current engagement and pertaining to
each of the years ended December 31, 1999 and 2000 are immaterizl, both individually and in
the aggregate, to the Partnership's financial statements taken as a whole,

Management and Sterling are responsible for making all financial records and related
information available to us. The Partnership, its General Partner and Sterling agree to release,
indemnily, defend, and hold harmless LGC&D and its principals and personnel from any
liability or claim, and pay any legal fees and other costs incwrred by LGC&D, as a result of
LGC&D's reliance on any misrepresentations made by the Partnership, its General Partner or
Sterling.
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The Partnership’s Responsibilities (continued)

We will provide Ms. Evelyn Perez and Ms. Jeanne Frappier with a list of required schedules
before the audits begin. Ms. Perez, Ms, Frappier, and the Partnership’s staff will prepare the
requested schedules and analyses. Timely completion of the audits depend on preparing
schedules and analyses timely and accurately, and providing us on a concurrent basis with trial

balances, subsidiary listings of accounts receivable and accounts payable, and other supporting

data for each of the years ended December 31, 1999 and 2000. If there are delays in preparing
this material, if schedules must be continually revised, and/or if we are not able to perform on a
concurrent basis both financial statement audits, our fees will increase. We will advise Mr.
Montecalvo of any difficulties or delays in completing the engagement.

Fees and Payment Arrangements

Our fees will be based on our customary rates for these services, plus out-of-pocket costs.
Inveices will be submitted every two weeks as the work progresses. We shall make every effort
to keep our time and expenses to the absolute minimum commensurate with the needs of this
engagement.

Based upon information presently available to us, we estimate that our fees for the above
services will range from $43,000 to $50,000, plus customary out-of-pocket costs not to exceed
$2,000.

The Partnership will make minimum weekly payments to LGC&D of $1,000, commencing with
the week beginning Janvary 1, 2001. Should the Partnership fail to make any required weekly
payment, we reserve the right to suspend our audits and/or not release the financial statements
until such time as the Partnership brings the weekly payments current on a cumulative basis.

Additional Services

The Partnesship is required to electronically submit to the HUD Real Estate Assessment Center
(REAC) its audited financial statements (or portions thereof) for the each of the years ended
December 31, 1999 and 2000. The due date for electronic submission is March 31, 2001. Under
HUD guidelines, management may confract with LGC&D or a third party to perform the
electronic submission at agreed upon fees, which are deemed allowable project costs by HUD.
Under certain circumstances, HUD will require LGC&D to perform an attestation agreed-upon
procedures engagement under AICPA Statement on Standards for Attestation Engagements No.
4 where LGC&D compares the electronically submitted data in the REAC staging database to
the hard copy of the financial statements and supplementary data.

47




Ref to OIG Evaluation

Auditee Comments

M. Antone Giordano, General Partner
January 2, 2001
Page 6

Additional Services (continued
Should services other than those covered by this letter be required or requested, such as the
electronic submission to REAC or assistance in compiling or commenting on the Partnership's
third-party costs reports for the year ended December 31, 2000, we will discuss with Mr.
Moniecalvo before beginning the work the extent of these services and the basis for additional

fees. LGC&D reserves the right fo require a retainer and/or an increase to the minimum weekly
payments prior to our performing such additional services.

Agreement

Please sign and return the enclosed two copies of this letter to signify your understanding of the
arrangements and as authorization for us to proceed.

We look forward to a continuing and mutually beneficial association.

Very truly yours,

LEFKOWITZ, GARFINKEL, C T & DeRIENZO P.C.
Stephen¥M. Gatfinke}Prificipal
Certified Pubfic Accountant

ACC '.

L \garfinkengieiimsf00.doc
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January 7, 2002

Mr. Antone L. Giordano, General Partner
Mount Saint Francis Health Center Associates
4 Joseph Street

Woonsocket, RE 02895

Dear Mr. Giordano:

We are pleased to confirm our understanding of the nature and Iimitations of the services
we are to provide for Mount Saint Francis Health Center Associates (the Partnership) for
the year ended December 31, 2001,

We will apply the agreed-upon procedure, which was agreed to by the Partnership and
the U.8. Department of Housing and Urban Development, Real Estate Assessment Center
(REAC).

We will compare the electronic submission with the corresponding hard copy documents.
The results of the performance of our agreed-upon procedure indicate agreement or non-
agreement of electronically submitted information and hard copy doctments.

This engagement is solely to assist REAC in determining whether the electronic
submission of certain information agrees with the corresponding hard copy documents
included within the Consolidated Audit Guide for Audits of HUD Programs issued by the
U.8. Department of Housing and Urban Development, the Uniform Financial Reporting
Standards for HUD Housing Programs, and the Industry User Guide for the Financial
Assessment Subsystem — Submission (FASSUB) reporting package. Our engagement to
apply agreed-upon procedures will be performed in accordance with the aftestation
standards established by the American Instiftte of Certified Public Accountants. The
sufficiency of the procedures is solely the responsibility of the specified users of the
reports.  Consequently, we make no representation regarding the sufficiency of the
procedures described above either for the purpose for which these reports have been
requested or for any other purpose. If, for any reason, we are unable to complete the
procedures, we will describe any restrictions on the performance of the procedures in our
reports.

Because the agreed-upon procedures specified above do not constitute an examination,
we will not express an opinion on compliance with the électronic submission
requirements. In addition, we have no obligation to perform any procedures beyond
those specified above.

10 Weybosset Street » Suite 700  Providence, Rhode [sland 02908 w Tel (401) 4214800 » 1-800927-LGCD w Fax (014210843
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A copy of the reporting packages required by HHUD, which includes the auditors” reports,
is available in its entirety from the Partnership. We take no responsibility for the security
of the information transmitted electronically to the U.S. Department of Housing and
Urban Development, REAC.

Our reports are infended solely for the information and use of the Partnership and the
U.S. Department of Housing and Urban Development, REAC, and is not intended to be
and should not be used by those who have not agreed (o the procedures and taken
responsibility for the sufficiency of the procedures for their purposes.

At the conclusion of our engagement, we will request certain written representations from
menagement about compliance with the electronic submission requirements. You agree
to hold us harmless from any liability and costs from misrepresentations made to us by
management.

We understand that you will provide us access to the Partnership’s electronic submissions
and corresponding hard copy documents for the year ended December 31, 2001, we deem
necessary to complete our engagement.

The workpapers for this engagement are the property of Lefkowitz, Garfinkel, Champi &
DeRienzo P.C. (LGC&D) and constitute confidential information. However, we may be
requested to make certain workpapers available to the Secretary of Housing and Urban
Development, the U.S. Department of Housing and Utban Development (HUD) Inspector
General and the General Accounting Office (GAQ) or their representatives, pursuant to
authority given to them by law or regulation. Access to such workpapets will be
provided under the supervision of LGC&D’s personnel. Furthermore, upon request, we
may provide photocopies of selected workpapers to HUD or GAQ representatives. HUD
and the GAO may distribute the photocopies or information contained therein to others,
including other governmental agencies.

Our fees for these services will be based on the aciual time spent at our standard hourly
rates, plus travel and other out-of-pocket costs such as report reproduction, typing,
postage, ete. Our standard hourly rates vary according to the degree of responsibility
involved and the experience level of the personnel assigned to your audit. Our invoices
for these fees will be rendered upon completion and are payable upon presentation. Ms.
Tammy Anderson from our office will be your contact person for these engagements.

50




Ref to OIG Evaluation Auditee Comments

Mr. Antone L. Giordano, General Partner
January 7, 2002
Page 3

We appreciate the opportunity to be of service to vou and believe this letter accurately
summarizes the significant terms of our engagement. If you have any questions, please
let us know. If you agree with the terms of our engagement as described in this letter,
please sign the enclosed copy of this letter and return it fo us,

Very truly yours,
LEFKOWITZ, GARFINKEL, CHAMPI & DeRIENZO P.C.

Michael E. Criscione, Principal
Certified Public Accountant

MEC/mp

ACCEPTED:

BY: izt Pttt A

Date: 2—pr-ev”

GAG S Brancis Heallh
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January 25, 2002

M. Antone L. Giordano, General Partner
Mount Saint Francis Health Center Associates
4 Joseph. Street

Woonsocket, RI 02895

Dear Mr. Giordano:

Thank you for continuing to use Lefkowitz, Garfinkel, Champi & DeRienzo P.C. (LGC&D) as
the independent auditors and third-party reimbursement consultants for Mount Saint Francis
Health Center Associates (a Limited Partnership) (the Partnership). This letter confirms our
understanding of the terms and objectives of our engagement and the nature and the limitations
of the services we will provide.

Our Responsibilities

We will audit the Partnership’s balance sheet as of December 31, 2001 and the related statements
of loss, partners” equity deficiency and cash flows for the year then ended. We also will audit
the Partnership’s compliance with specific requirements applicable to its major HUD-assisted
program for the year ended December 31, 2001,

We will plan and perform the audit in accordance with auditing standards generally accepted in
the United States, standards for financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States, and the Consolidated Audit Guide for
Audits of HUD Programs (the Guide) issued by HUD. Those standards and the Guide require -
that we obtain reasonable, rather than absolute, assurance that the financial statements are free of
material misstatement, whether caused by error or fraud. Accordingly, a material misstatement
might remain undetected. Tn our audit, we will examine, on a test basis, evidence supporting the
amounts and disclosures in the financial statements and evaluate the overall financial statement
presentation. Using professional judgment, we will decide what, how much and when to test,
and what the results mean,

The financial statements will include such supplementary data as may be required by HUD. This

data will be presented for the purpose of additional analysis and will be subjected to the auditing
procedures applied in the audit of the basic financial statements.

10 Weybosset Strect = Suite 700 w Providence, Rhode Island 02503 = Tel (401) 4214800 » 1800827-LGCD  Fax (401)421-0643
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Our Responsibilities (continued)

We will update our understanding of the Parinership's internal control. Qur purpose is to plan
the audit and determine the nature, timing, and extent of the audit procedures needed to be
performed to express our opinion on the financial stalements, express our opinion on compliance
with specific requirements applicable to its major HUD-assisted program, and to report on
internal control in accordance with the provisions of the Guide, and not to provide assurance on,
or identify significant deficiencies in, internal control.

We will perform tests of control, as required by the Guide, to evaluate the effectiveness of the
design and operation of internal control relevant to preventing or detecting material
noncompliance with specific requirements applicable to HUD-assisted programs. Our
procedures will be substantially less in scope than would be necessary to render an opinion on
internal control and, accordingly, we will not express an opinion on internal control.

We will perform procedures, as required by the Guide, to test compliance with specific
requirements appliceble to transactions related to non-major HUD-assisted programs, if any,
selected as part of performing our audit of the financial statements or our consideration of
internal control used to administer HUD-assisted programs, and to test compliance with Fair
Housing and Non-Discrimination requirements applicable to HUD-assisted programs. Our
procedures will be substantially less in scope than would be necessary to render an opinion and,
accordingly, we will not express an opinion.  However, we will report instances of
noncompliance, or report that the results of our tests disclosed no instances of noncompliance
that are required to be reported under the Guide,

An audit is not designed to detect error or fraud, including irregularities, illegal acts or theft that
is immeterial to the financial statements. Accordingly, we will not design our andit or perform
procedures to detect error or fraud that is not material to the financial statements. Frror or fraud
is considered to be material only if iis magnitude, individually or in the aggregate, is such that a
reasonable person relying on management's presentation of the Partnership’s financial
statements would be influenced by its inclusion or omission. Materiality is determined annually
and applies to the Partnership’s financial statements taken as a whole. Our engagement excludes
services designed to detect error or fraud that is not material to the Partnership’s financial
statements, which are available under a separate engagement at substantial additional cost,

If, for any reason, we ate unzble to complete the audit or form an opinion on the Partnership’s
financial statements or on its compliance with specific requirements applicable to its major
HUD-assisted program, we may decline to express an opinion or issue reports as a result of this
engagement,

We will also prepare the Partnership’s federal and state income Lax returns for the year ended
December 31, 2001 The income tax returns will be prepared from the Partnership’s general
ledger. We will nol express an opinion or other form of assurance on the income tax returns.
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Our Responsibilities (continued)

We will use our judgment in resolving questions where the tax laws are unclear or where there
may be conflict between the taxing authorities’ interpretation of the law and what seem to be
other supportable positions. We will discuss alternatives with Mr. John Montecalvo and we
resolve such questions in the Partnership’s favor, if Mr. Montecalvo and we believe there is a
reasonable justification for the position being taken.

In accordance with requirements of the Secretary of Health and Human Services (HHS), we will
relain our books and records (that are necessary to certify the nature and extent of the fee for our
services) for the necessary time periods and allow the necessary access to such books and
records by the duly authorized agents of the Secretary of HS, the Comptroller General and theit
duly authorized representatives.

Our workpapers for this engagement are the property of LGC&D and constitute confidential
information. However, as required by Government Auditing Standards, we are required to make
certain workpapers and other documents in our possession related to our audit reports, or
photocopies thereof, available lo duly authorized agents of the Comptroller General of the United
States, the Secretary of HUD, the HUD Inspector General, or other cognizant agencies, and their
duly authorized representatives, upon request for their regulatory oversight purposes. In
addition, we may be requested by third parties to make certain workpapers and other documents
in our possession related to this engagement (or photocopies thercof) available to duly authorized
agents of Secretary of HHS, the Comptroller General and their duly authorized representatives
and/or representatives of other third parly auditors. We retain our workpapers and other
documents for the necessary time periods and provide to the appropriate duly authorized agents
and their representatives access to, or photocopies of, requested workpapers and other documents
under the supervision of LGC&D personnel and at a location designated by our Firm.

Your signing this letter constitutes both your acknowledgment of our requirement to provide
such access and your permission to make requested workpapers and other documents, or to
provide photocopies thereof, available to the appropriate duly authorized agents and their
representatives for the purpose described in the preceding two paragraphs. We will advise Mr.
Montecalve if such requests are made.

As required by Government Auditing Standards, we are enclosing a copy of our Firm’s latest
Peer Review Repott dated June 7, 2001,

Other Communications to the Partnership

We will communicate in writing to Mr. Montecalvo and/or you any matters coming to our
attention that, in our judgment, represent significant deficiencies in the Partmership’s internal
control, which could adversely affect its ability to record, process, summarize, and report
financial data.
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Other Communications to the Partnership (continued)

We also will communicate in writing to Mr. Montecalvo andfor you any significant irregularities
or fraud that may come to our atfention, as well as any comments relative to third-party
reimbutsement planning, compliance and/or strategies.

The Partnership’s Responsibilities

The management of the Partnership is responsible for the financial statements and for
maintaining effective internal contro] that will, among other things, help assure the preparation
of financial statements in conformity with accounting principles gencrally accepted in the United
States of America and help assure that HUD-assisted programs arc managed in compliance with
applicable laws and regulations. Management also is responsible for identifying and ensuring
that the Partnership complies with the provisions of laws and regulations and contracts, and
specific program requirements related to its activities, including HUD-assisted programs. '

Although we can advise the Partnership, Sterling Health Care Management Co., LLC (Sterling),
the management agent, and Mr. Montecalvo, it is management's responsibility to adopt sound
accounting policies, maintain an adequate and efficient accounting system, safeguard assets, and
devise policies to detect and prevent fraud,

Management's and Sterling’s responsibility for financial reporting includes establishing a process
to prepare the accounting estimates included in the financial statements, Management judgments
are necessary, and are typically based on its knowledge and experience about past and current
events, and its expected courses of action.

Management and Sterling are responsiblo to make available to us all correspondence, inspection
and other reports issued by HUD, as well as the Partnership’s response, corrective action plan, or
similar correspondence to HUD.

In the event that we issue a schedule of findings and questioned costs, HUD requires that the
Partnership and the management agent develop and transmit to them a corrective action plan, Tn
addition, to the extent there were findings from prior years, the Partnership and the management
agent are required to comment on the status of corrective action taken on these prior findings.

Al the completion of our audit, management will provide us with a representation letter
confirming, among other things, that management is responsible for the Partnership’s financial
statements and compliance with provisions of laws, regulations and contracts, and specific
program requirements, that have a direct and material effect on the financial statements and
HUD-assisted programs, and the detection and prevention of fraud resulting from both fraudulent
financial reporting and misappropriation of assets.
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The Partnership’s Responsibilities (continued)

Management is responsible for adjusting the financial statements to comect material
misstatements and for affirming to us in the representation letters that the effects of any
uncorrected misstatements aggregated by us during the current engagement and pertaining to the
latest period presented are immaterial, both individually and in the aggregate, to the Partnership's
financial statements taken as a whole,

Management and Sterling are responsible for making all financial records and related
information available to us. The Partnership, its General Partner and Sterling agree to release,
indemnify, defend, and hold harmless LGC&D and its principals and personnel from any
liability or claim, and pay any legal fees and other costs incurred by LGC&D, as a result of
LGC&D’s reliance on any misrepresentations mede by the Partnership, its General Partner or
Sterling.

We will provide Ms. Jeanne Frappier with a list of required schedules before the audit begins.
Ms. Trappier and the Partnership’s staff will prepare the requested schedules and analyses.
Timely completion of the audit depends on preparing schedules and analyses timely and
accurately, and providing us on a concurrent basis with trial balances, subsidiary listings of
accounts receivable and accounts payable, and other supporting data for the year ended
December 31, 2001, If there are delays in preparing this material, if schedules must be
continually revised, and/or if. we are not able to perform on a concurrent basis the financial
statement audit, our fees will increase. We will advise Mr. Montecalvo of any difficulties or
delays in completing the engagement,

Fees and Payment Arrangements

Our fee for the aforementioned services will be $30,000, plus out-of-pocket costs. Invoices will
be submitted every two weeks as the work progresses. We shall make every effort to keep our
time and expenses to the absolute minimum commensurate with the needs of this engagement,

The Partnership will continue to make minimum weekly payments to LGC&D of $2,000.
Should the Partnership fail to make any required weekly payment, we reserve the right to
suspend our audit and/or not release the financial statements until such time as the Partnership
brings the weekly payments current on a cumulative basis.
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Additional Services

We will compile, from information you provide, the Partnership’s third-party cost reporting
forms for Medicaid (Form BM-64) and Medicare (Form CMS-2540) for the year ended
December 31, 2001, We will not audit or review these cost reports and will not express an
opinion or any other form of assurance on them,

We will electronically submit the Partnership’s annual financial statements and supplemental
data to HUD.

We will also compile, from information provided by your staff, the Partnership’s Medicaid
Labor Cost Report for the periods July 1, 2001 through December 31, 2001 and January 1, 2002
through June 30, 2002. We will not audit or review these cost reports and will not express an
opinion or any other form of assurance on them.

Our fee for these services will be based on our customary rates, plus out-of-pocket costs.
Invoices will be submitted every two weeks as the work progresses.

We will use our judgment in resolving questions where either the reimbursement rules or tax law
are unclear or where there may be conflict between the reimbursement or taxing authorities’
interpretation of the law and what scem to be other supportable positions. We will resolve such
questions in your favor, if there is a reasonable justification for the position being taken, and
discuss alternatives with you,

We shall also be available for meetings, in person or via telephone, and as you may request, to
discuss tax and reimbursement maiters relating to the aforementioned companies.

We shall issue separate engagement letters for any additional serviees you may request, not
covered by this letter,
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Agreement

Please sign and return the enclosed two copies of this letter to signify your understanding of the
arrangements and as authorization for us to proceed.

We look forward to a continuing and mutually beneficial association.
Very truly yours,
Lefkowitz, Garfinkel, Champi & DeRienzo P.C.

Y Y

Michael E. Criscione, Principal

Certified Public Accountant

MEC/mp

ACCEPTED:

By: ,@MM&

Date: 2= prcn

G Nent. Mi, i Fr Haalih Cefor Axsac Attest Lewer DOC
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DaviD BERDON & Co.LLP
Certified Public Aecountonts

415 Madison Avenue
New York, NY 10017-1178
Tel: (212) 32-0400
Fax: (212) 3711150

Amember of Horwath International

(Cne Jericho Plaza
Jericho, NY 11753-1635
Tel: (516) 931-3100
Fax: (516) 931-0034

www.dberdon.com

June 7, 2001

To the Shareholders ‘
Lefkowitz, Garfinkel, Champi and DeRienzo P.C. -

We have reviewed the system of quality control for the accounting and auditing practice
of Lefkowitz, Garfinkel, Champi and DeRjenzo P.C. (the firm) in effect for the year
ended March 31, 2001. A system of quality control encompasses the firm's
organizational structure and the policies adopted and procedures established to provide it
with reasonable assurance of complying with professional standards, The elements of
quality contro] ar¢ described in the Statements of Quality Control Standards issued by the
American Institute of Certified Public Accountants (the “AICPA™). The design of the
system, and compliance with it, are the responsibilities of the firm. In addition, the fim
has agreed to comply with the membership requirements of the SEC Practice Section of
the AICPA Division for CPA Firms (the Section). Our responsibility is to express an
opinion on the design of the system, and the firm’s compliance with that system and the
Section’s membership requirements based on our review.

Our review was conducted in accordance with standards established by the Peer Review
Committee of the Section. In performing our review, we obteined an understanding of
the system of quality control for the firm’s accounting and auditing practice. In addition,
we tested compliance with the firm's quality control policies and procedures and with the
membership requirements of the Section to the extent we considered appropriate. These
tests covered the application of the firm’s policies and procedures on selected
engagements. Because our review was based on selective tests, it would not necessarily
disclose all weaknesses in the system of quality control or all instances of lack of
compliance with it or the membership requirements of the Section. As is customary in a
peer review, we are issuing a letter of comment relating to certain policies and procedures
or compliance with them. This matter was not considered 1o be of sufficient significance
to affect the opinion expressed in the report. ‘

Because there are inherent limitations in the effectiveness of any system of quality
control, departures from the system may occur and not be detected. Also, projection of
any evahuation of a system of quality control to future periods s subject to the risk that
the system of quality control may become inadequate because of changes in conditions;
or that the degree of compliance with the policies or procedures may deteriorate,
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Tn our opinion, the system of quality control for the accounting and auditing practice of
Lefkowilz, Garfinkel, Champi and DeRienzo P.C., in effect for the year ended March 31,
2001 has been designed to meet the requirements of the quality control standards for an
accounting and auditing practice established by the AICPA, and was complied with
during the year then ended to provide the firm with reasonable assurance of complying
with professional standards. Also, in our opinion, the firm has complied with the
membership requirements of the Section in all material respects.

bl v P

Certified Public Accountants
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September 26, 2001

Jerome L. Lefkowitz, CPA
Lefkowitz, Garfinkel, Champi
& DeRienzo, P. C.

10 Weybosset St

Providence, RI 02903

Dear Mr. Lefkowitz:

It is my pleasure to notify you that on September 17, 2001 the
SECPS Peer Review Committee accepted the report on the most
recent peer review of your firm, the related letter of comments,
and your firm’s response thereto. Those documents will now be
placed in the public files of the SEC Practice Section. The exit
conference on your next review must occur by December 31, 2004.

As you know, the reviewer’s opinion was unmodified. The
Committee asked me to convey its congratulations to the firm.

Sincerely,

Richard L. Miller, CPA
Chair
SECPS Peer Review Committee

cc: Robert M Sattler, CPA

Firm Number: 10115075 Review Number: 173653

. American Institute of Certified Public Accountants
Harborside Financial Center, 201 Plaza Three, Jersey City, NJ 07311-3881
(202) 938-3030 + (888) B17-3277 (public files) » fax (201) 521-5438 » www.aicpa.org
150 9001 Certified
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Principals

Jerome L. Lafknwitz, CPA
Stephen M. Carfinle], CPA
Frank J. Champi, CPA

Lefkowitz, Garfinkel, Champi & DeRienzo PC. Fickar ). Defienco CFA

Jerrold N. Dorfman, CPA. PFS

Certified Public Accountants / Business Consultants Peter Mezei. CPA

Stephen W. Goremia, CPA
Susan R, Jobinson, CPA
Michaet E. Cristionc, CP4.

May 14, 2002

Mr. Antone L. Giordano, General Partner
Mount St. Francis Health Center Associates
4 5t. Joseph Street

Woonsocket, RI 02895

RE: Mount St Francis Associates, LP d/b/a Mount §t. Francis Health Center 401(k) Plan
Dear Mr. Giordano:

Thank you for the opportunity for Lefkowitz, Garfinkel, Champi & DeRienzo P.C. (LGC&D) to
provide services for the Mt. $t. Francis Associates, LP d/b/a Mount St. Francis Health Center 401K
Plan (the Plan) for the year ended December 31, 2001. This letter confirms our understanding of the
terms and objectives of our engagement and the nature of the services we will provide.

Our Responsibil

We will audit the statement of net assets available for benefits of the Plan as of December 31, 2001,
and the related statement of changes in net assets available for benefits for the year then ended,

We will plan and perform the audit in accordance with auditing standards generally accepted in the
United States, Those standards require that we obtain reasonable, rather than absolute, assurance
that the financial statements are free of material misstatement, whether caused by error or fraud,
Accordingly, a material misstatement might remain undetected. In our audit, we will examine, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, and evaluate
the overall financial statement presentation. Using professional judgment, we will decide whar,
how much and when to test, and what the results mean,

We will obtain an understanding of the Plan’s internal control. Our purpose is to plan the audit and
determine the nature, timing, and extent of the audit procedures needed to be performed to express
our opinion on the financial statements and not to provide assurance on, or identify significant
deficiencies in, intemal control.

10 Weybosset Street = Saite 700 » Proidence, Rhode Island 02903 » Tel (:01) 4214300 = 1-800-922LGCD = Fax (401)421-0643
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Yot Responsihiiies continued

An audit is not designed to detect emror or fraud, including iregularities, illegal acts or thefl that is
immaterial to the financial statements, Accordingly, we will not design our audit or perform
procedures to detect error or fraud that is not material to the financial statements. Error or fraud is
considered to be material only if its magnitude, individually or in the aggregate, is such that a
reasonable person relying on management’s preseniation of the Plan’s financial statements would
be influenced by its inclusion or omission. Materiality is determined annually and applies to the
Plan’s financial statements taken as a whole. Our engagement excludes services designed to detect
error or fraud that is not material to the Plan’s financial slatements, which are available under a
separate engagement at substantial additional cost,

We understand that the Plan has elected the method of compliance permitted by Section 2520.103-8
of the Department of Labor Rules and Regulations for Reporting and Disclosure under FRISA,
Accordingly, as permitted under such election, we will not perform any audit procedures with
respect to information certified by the Trustee's agent of the Plan, except that we will compare such
information to the related information ineluded in the financial slafements, We understand that the
Trustee's agent holds the Plan's investment assets and executes transactions therein, and that the
Plan will obtain a certificatc from the Trustee's agent that the information provided by the Trustee's
agent is complete and accurate,

Our auditing procedures will include tests of documentary evidence supporting the transactions
recorded in the accounts and direct confirmation of investrents, except those certified to by the
Trustee’s agent, and certain other assets and liabilities by correspondence with sclected participants,
legal counsel and financial institutions.

Because of the significance of the information that we will not audit, we will be unable to express
an opinion on the financial statements taken as a whole.,

The purpose of our audit wili be to permit us to render an opinion as to the compliance of
information included in the financial statements, other than the information certified by the
Trustee's agent, with the Department of Labor Rules and Regulations for Reporting and Disclosure
under ERISA,

In accordance with requirements of the Secretary of Health and Human Services (HHS), we will
retain our books and records (that are necessary o certify the nature and extent of the fee for our
services) for the necessary time periods and allow the necessary access to such books and records
by duly authorized agents of the Secretary of Health and Human Services (HHS), the Comptroller
General and their duly authorized representatives.
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Our Respunsihifites (contnuce)

Our workpapers for this engagemen are the property of Lefkowitz, Garfinkel, Champi & DeRienzo
P.C. and constitute confidential information. However, we may be requested by the United States
Department of Labor (DOL) pursuant to authority given to it by law to make certain workpapers
and other docurments in our possession related io this engagement (or photocopies thereof) available
to authorized representatives of the DOL, and the DOL may intend or decide to distribute the
photocopies of information provided 1o them to others including other governmental agencies.
Also, we may be requested by third party auditors o make certain workpapers and other documents
In our possession related to this engagement (or photocopies thercof) available to duly authorized
agents of Secretary of HHS, the Comptroller General and their duly authorized representatives
and/or representative of the third party avditors. We will retain our workpapers for the necessary
time periods and provide to the appropriate duly authorized agents and their represcntatives access
to requested workpapers and other documents under the supervision of LGC&D audit personnel
and at a location designated by our firm.

Your signing this letter constitutes both your acknowled gement of our requirement to provide such
access and yow permission to make requested workpapers and other documents, or to provide
photocapies thereof, available to the appropriate duly authorized agents and their representatives for
the purposes described in the preceding two paragraphs. We will advise you if such requests are
made.

If, for any reason, we are unable to complete the engagement or are unable to form or have not
formed a limited-scope opinion as permitted by Regulation 2520.103-8 of the DOL’s Rules and
Regulations for Reporting and Diselosure under ERISA, we may decline to express such an opinion
or to issue & report as a result of this engagement.

Our Commnizations to the Phan's A

We will communicate in writing to the Plan’s Administrator any matters coming to our attention
that, in our judgment, represent significant deficiencies in the Plan’s internal control, which could
adversely affect its ability o record, process, summarize, and report financial data.

We also will communicate in writing to the Plan’s Administator any significant imegularities or
fraud that may come to our attention
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The Plan's Respopsihil

The management of the Plan is responsible for the financial statements and for maintaining
effective intemal control over financial reporting that will, among other things, help assure the
preparation of financial statements in conformity with the principles generally accepted in the
United States. Management also is responsible for identifying and ensuring that the Plan complies
with all laws and regulations related to its activities,

Although we can advise the Plan, it is management’s responsibility to adopt sound accounting
policies, maintain an adequate and efficient accounting system, safeguard assets, and devise policies
to prevent fraud.

Management's responsibility for financial reporting includes establishing a process to prepare the
accounting estimates included in the financial statements. Management judgments are necessary,
and are typically based on its knowledge and experience about past and current events, and its
expected courses of action,

Al the completion of our audit, management will provide us with a representation letter confirming,
among other things, that management is responsible for the Plan’s financial statements and, should
any misstatements not be cormected do to immateriality, that management considers such
uncorrected misstatements as immaterial, individually and in the aggregate, in relation to the Plan's
linancial statements taken as a whole,

Management and the Plan Administrator are responsible for making all financial records and
related information available to us. The Plan and Mt. St. Francis Health Center Associates (the
Center) agree 1o release, indemnify, defend, and hold harmiess LGC&D and its principals and
personnel from any liability or claim, and pay any legal fees and other costs incurred by LGC&D,
as a result of LGC&D's reliance on any misrepresentations made by the Plan or management of
the Center.

Mr. Peter Fournier, Administrator of the Center and his staff will provide us with the Plan’s Form
3500 and all other requested schedules and analyses. Timely completion of the audit depends on
preparing schedules and analyses timely and accurately. If there are delays in preparing this
material or if schedules must be continually revised, our fees will increase. We will advise you of
any difficuliies or delays in completing the engagement.

We understand that The Hartford Life Insurance Company will prepare Form 5500 for the year
ended December 31, 2001, We will read the Form 5500 as it relates to our audit, I our reading of
the Form 5500 leads us to believe there is an inconsistency between the retum and our audited
financial statements we will advise you accordingly.
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Fees

mentioned services will be based on our customary rates for these services,
o invoice will be submitted at the completion of the audit and is due

when presented.

Should services other than those covered by this letter be required or requested, we will discuss
with you before beginning the work the extent of these services and the basis for additional fees.

ditional Servi

Both parties may agice that we perform additional services not contemplated by this engagement
letter. If this occurs, we will communicate with you regarding the scope and estimated cost of these
additional services. Engagements for additional services may necessitate that we issue a separate
engagement letter to reflect the obligations of both parties. Tn the absence of any other written
communications from us documenting such additional services, our services will be govered by
the terms of this engagement lefter.

Agreement

Please sign and retum the enclosed two copies of this letter to signify your understanding of the
arrangements and as authorization for us to proceed.

We look forward to  continuing and mutually beneficial association.
Very truly yours,

LEFKOWITZ, GARFINKEL, CHAMPI & DeRIENZO PC.
et O Cerirte

Michael E. Criscione, Principal
Certified Public Accountant

MEC/mp

ACCEPTED: '
By: m dn“v{dm .

Date: {-y7-27

K e FatclOOH900-I99P 005 00,48 2 Frncs eahh Comer A s o i Shrang Corrisporcent 000 peonens Lener .
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Principals

Jerome L. Lefkoritz, CPA
Stephea M. Garfinkel, CPA
Frank . Chamyf, CPA

. . : Richard J. Defienzo, CPA
Lefkowitz, Garfinkel, Champi & DeRienzo PC. b e
. ‘ . Peter Mezei, CPA
Certified Public Accountants / Business Consuliants Sgben ¥ e, G
Susan R Johnson, CPA
Michael E. Criscione, CPA

January 13, 2003

M. Antone .. Giordano, General Parter
Mount St. Francis Health Center Associates
4 St. Joseph Street

Woonsocket, RI 02895

RE: Mount St. Francis Associates, LP d/b/a Mount St. Francis Health Center 401(%) Plan

Dear Mr. Giordano:

Thank you for continuing to use Lefkowitz, Garfinkel, Champi & DeRienzo P.C. (LGC&D) as the
independent auditors for the M. St. Francis Associates, LP d/b/a Mount St. Francis Health Center
401(k) Plan (the Plan) for the year ended December 31, 2002. This letter confims our
understanding of the terms and objectives of our engagement and the nature of the services we will
provide.

Qur Responsibilities

We will audit the statement of net assets available for benefits of the Plan as of December 31, 2002,
and the related statement of changes in net assets available for benefits for the year then ended.

We will plan and perform the audit in accordance with auditing standards generally accepted in the
United States. Those standards require thal we obtain reasonable, rather than absolute, assurance
thal the financial statements are free of material misstatement, whether caused by error or fraud.
Accordingly, a material misstatement might remain undetected. In our audit, we will examine, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, and evaluate
the overall financial statement presentation. Using professional judgment, we will decide what,
how much and when to test, and what the results mean,

We will update our understanding of the Plan’s internal control. Our purpose is to plan the audit
and determine the nature, timing, and extent of the audit procedures needed to be performed to
express our opinion on the financial statements and not to provide assurance on, or identify
significant deficiencies in, internal control.

10 Weybosset Street w Suite 700 » Providence, Rhode Island 02003 w Tel (401) 4214800 » 1-800-927.LGCD = Fax (401)421-0843
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Our Responsibilities (continued

An audit is not designed to detect error or fraud, including irregularities, illegal acts or theft that is
immaterial to the financial statemenls. Accordingly, we will not design our audit or perform
procedures to detect error or fraud that is not material to the financial statements. Error or fraud is
considered to be material only if its magnitude, individually or in the aggregate, is such that a
reasonable person relying on management’s presentation of the Plan’s financial statements would be
influenced by its inclusion or omission. Materiality is determined annually and applies to the Plan’s
financial statements taken as a whole. Our engagement excludes services designed to detect error or
fraud that is not material to the Plan’s financial statements, which are available under a separate
engagement at substantial additional cost.

We understand that the Plan has elected the method of compliance permitted by Section 2520.103-8
of the Department of Labor Rules and Regulations for Reporting and Disclosure under ERISA.
Accordingly, as permitted under such election, we will not perform any audit procedures with
respect to information cerfified by the Trustee's agent of the Plan, except that we will compare such
information to the related information included in the financial statements. We understand that the
Trustee's agent holds the Plan's investment assets and executes {ransactions therein, and that the
Plan will obtain a certificate from the Trustee's agent that the information provided by the Trustee's
agent is complete and accurate.

Our auditing procedures will include tests of documentary evidence supporting the transactions
recorded in the accounts and direct confirmation of investments, except those certified to by the
Trustee's agent, and certain other assets and liabilities by correspondence with selected participants,
legal counsel and financial institutions.

Because of the significance of the information that we will not audit, we will be unable to express
an opinion on the financial statements taken as & whole.

The purpose of our audit will be to permit us to render an opinion as to the compliance of
information included in the financial statements, other than the information certified by the Trustee's
agent, with the Department of Labor Rules and Regulations for Reporting and Disclosure under
ERISA.

In accordance with requirements of the Sectetary of Health and TTuman Services (HHS), we will
retain our books and records (that are necessary to certify the nature and extent of the fee for our
services) for the necessary time periods and allow the necessary aceess to such books and records
by duly authorized agents of the Secretary of Heelth and Human Services (HHS), the Comptroller
General and their duly authorized representatives.
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Our Responsibilities (continued)

Our workpapers for this engagement are the property of Lefkowitz, Garfinkel, Champi & DeRienzo
P.C. and constitute confidential information. However, we may be requested by the United States
Department of Labor (DOL) pursuant to anthority given to it by law o make certain workpapers
and other documents in our possession related to this engagement (or photocopies thereof) available
to authotized representatives of the DOL, and the DOL may intend or decide to distribute the
photocopies of information provided to them to others including other governmental agencies.
Also, we may be requested by third party auditors to make certain workpapers and other documents
in our possession related to this engagement (or photocopies thereof) available to duly authorized
agents of Secretary of HHS, the Comptroller General and their duly authorized representatives
and/or representaive of the third party auditors, We will retain our workpapers for the necessary
time periods and provide to the appropriate duly authorized agents and their representatives access
to requested workpapers and other documents under the supervision of LGC&D audit personnel and
at a location designated by our firm,

Your signing this letter constitutes both your acknowledgement of our requirement to provide such
access and yowr permission fo make requested wotkpapers and other documents, or fo provide
photocopies thereof, available to the appropriate duly authorized agents and their representatives for
the purposes described in the preceding two paragraphs. We will advise you if such requests arc
made.

If, for any reason, we are unable to complete the engagement or are wnable to form or have not
formed a fimited-scope opinion as permitted by Regulation 2520.103-8 of the DOL’s Rules and
Regulations for Reporting and Disclosure under ERISA, we may decline to express such an opinion
or fo issuc a report as a result of this engagement.

Our Communications to the Plan’s Administrator

We will communicate in writing to the Plan’s Administrator any matters coming to our aftention
that, in our judgment, represent significant deficiencies in the Plan’s internal control, which could
adversely affect its ability to record, process, summarize, and report financial data,

We also will communicate in writing to the Plan's Administrator any significant irregularitics or
fraud that may come to our attention
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The Plan's Responsibilities

The management of the Plan is responsible for the financial statements and for maintaining effective
internal control over financial reporting that will, among other things, help assure the preparation of
finaneial statements in conformity with the principles generally accepted in the United States.
Management also is responsible for identifying and ensuring that the Plan complies with all laws
and regulations related to its activities.

Although we can advise the Plan, it is management's responsibility to adopt sound accounting
policies, maintain an adequate and efficient accounting system, saleguard assets, and devise policies
to prevent fraud.

Management's responsibility for financial reporting includes establishing a process to prepare the
accounting estimates included in the financial statements. Management judgments are necessary,
and are typically based on its knowledge and experience about past and current events, and its
expected courses of action.

At the completion of our audit, management will provide us with a representation letter confirming,
among other things, that management is responsible for the Plan’s financial statements and, should
any misstatements not be corrected do to immateriality, that management considers such
uncotrected misstatements as immaterial, individually and in the aggregate, in relation to the Plan's
finaneial statements taken as a whole.

Management and the Plan Administrator are responsible for making all financial records and
related information available to us. The Plan and Mt, St. Francis Health Center Associates (the
Center) agree to release, indemnify, defend, and hold harmless LGC&D and its principals and
personnel from any liability or claim, and pay any legal fees and other costs incurred by
LGC&D, as a result of LGC&D’s reliance on any misrepresentations made by the Plan or
management of the Center,

M. Peter Fournier, Administrator of the Center and his staff will provide us with the Plan’s Form
5500 and all other requested schedules and analyses. Timely completion of the audit depends on
preparing schedules and analyses timely and accurately. [f there are delays in preparing this
material or if schedules must be continually revised, our fees will increase. We will advise you of
any difficulties or delays in completing the engagement.

We understand that The Hartford Life Tnsurance Company will prepare Form 35500 for the year
ended December 31, 2002. We will read the Form 5500 as it relates to our andit. If our reading of
the Form 5500 leads us to believe there is an inconsistency between the retum and our audited
financial stafements we will advise you accordingly.
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Fees

Our fee for the above mentioned services will be based on our customary rates for these services,
plus out-of-pocket costs. An invoice will be submitted at the completion of the audit and is due
when presented. ‘ .

Should services other than those covered by this letier be required or requested, we will discuss with
you before beginning the work the extent of these services and the basis for additional fees.

Additional Services

Both parties may agree that we perform additional services not contemplated by this engagement

letter. If this occurs, we will communicate with you regarding the scope and estimated cost of these
additional services. Engagements for additional services may necessitate that we issue a separate
engagement letter to reflect the obligations of both parties. In the absence of any other written
communications from s documenting such additional services, our services will be govemed by
the terms of this engagement letter.

Agreement

Please sign and retum the enclosed two copies of this letter to signify your understanding of the
arrangements and as authorization for us to proceed,

We look forward to a continuing and mutually beneficial association.
Very truly vours,
LEFKOWITZ, GARFINKEL, CHAMPI & DeRIENZO P.C.

ke O Lroiome

Michael E. Criscione, Principal
Certified Public Accountant

MEChnp

ACCEPTED:

S

y
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Jerue 12 Ledkowits, CPA

k] e o ™
Lefkowitz, Garfinkel, Champi & DeRienzo PC. Bl D
Certified Public Accountants / Business Constltants PeterMeaed, CPA

February 13, 2003

Mr. Antone L. Giordiane, General Parmer
Mount St. Francis Health Center

4 5t, Joscph Street

Woonsocket, RI 02895

RE:  Engagement Letters - Mount St. Francis Health Center (the Partnership)
401(K) Plan and Electronic Submission of Financial Statements to FUD
Year Ended December 31, 2002

Dear Antone:

The following fee ranges will be incorporated into our original engagement letters dated January
13,2003 by way of this addendum.

Fees
The fe¢ for the Parmership’s 401(K) Plan audit will be in the range of $3,500 to $4,000 plus

customary out-of-pocket costs.  The fee for the clectronic submission of the Partnership’s
financial statements to HUD will be approximately $750.

Agregment
If this addendum correctly expresses your imderstanding, please indicate your approval by signing

and retuming the enclosed two copies of this letter along with two copies of the original
engagement letter to me.

Very truly yours,
LEFKOWITZ, GARFINKEL, CHAMPI & DeRIENZO P.C.
Al e

Michael E. Criscione, Principat
Cerfified Public Accountant

ACCEPTED:
By: WM

Date:

10 Weybosser Smeer w Suite 700 » Providence, Rhede Island 02003 » Tel {01) 421-4800 = 1-800927.LGCD » Fax (101)4210643
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Jerome L Leiowit CPA
Stephen M. Garfinkel, CPA.
Frank . Charugi, CPA

Lefkowitz, Garfinkel, Champi & DeRienzo C. ek DR, CPA

Jerrold N. Dorfman, CP4, PFS
Certified Public Accountants / Business Consultants Peler Mezel, CPA

Stephen W, Gereni, CPA

Susan R Johnson, CPA

Micheel E. Criscione, CPA

February 13, 2003

Mr. Antone L. Giordiano, General Partner
Mount St. Francis Health Center

4 8t Joseph Street

Woonsocket, RT 02895

RE:  Engagement Letters — Mount St. Francis Health Center (the Partnership)
401(K) Plan and Electronic Submission. of Financial Statements to HUD
Year Ended December 31, 2002

Dear Antone:

The following fee ranges will be incorporated into our original engagement letters dated January
13,2003 by way of this addendum.

Eees
The fee for the Partership’s 401(K) Plan audit will be in the range of $3,500 to $4,000 plus

customary out-of-pocket costs.  The fee for the electronic submission of the Partnership’s
financial statements to FIUD will be approximately $750.

Agreement
If this addendum correctly expresses your understanding, please indicate your approval by signing

and returning the enclosed two copies of this letter along with two copies of the original
engagement letter to me.

Very truly yours,
LEFKOWITZ, GARFINKEL, CHAMPI & DeRIENZO P.C.

JHecl € s

Michael E. Criscione, Principal
Certified Public Accountant

ACCEPTED;
By: {WM

Date: ?14(e3

10 Weybosset Street w Suite: 700 w Providence, Rlludz Island 02003 = Tel {401} 4214800 = 1-800927-LGCD = Fax (401)421-0643

73



Ref to OIG Evaluation Auditee Comments

Principals
Jerome L Lefkowitz, CPA
Stephen M. Garfckel, CPA
Braui: . Champi, CPA
‘ i } Rickard ). DeRicazo, CPA
Lefkowitz, Garfinkel, Champi & DeRienzo PC. ol
. i i Peter Mezc, CPA

Cerfied Public Accountants / Business Consultants SoateaT i, CTA
Susan R Johnson, CPA
Michael E. Criscione, CPA

January 13, 2003

Mr. Antone L. Giordano, General Partner
Mount Saint Francis Health Center Associates
4 Joseph Street

Woonsocket, RT (2895

Dear Mr. Giordano:

Thank you for continuing to use Lefkowitz, Garfinkel, Champi & DeRienzo P.C. (LGC&D) as
the independent auditors and third-party reimbursement consultants for Mount Saint Francis
Health Center Associates (a Limited Partnership) (the Partnership). This letter confirms our
understanding of the terms and objectives of our engagement and the nature and the limitations
of the services we will provide.

Our Responsibilities

We will audit the Partnership’s balance sheet as of December 31, 2002 and the related statements
of loss, partners’ equity deficiency and cash flows for the year then ended, We also will audit
the Partnership’s compliance with specific requirements applicable to its major HUD-assisted
program for the year ended December 31, 2002,

We will plan and perform the audit in accordance with auditing standards generally accepted in
the United States, standards for financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States, and the Consolidated Audit Guide for
Audits of HUD Programs (the Guide) issued by HUD. Those standards and the Guide require
that we obtain reasonable, rather than absolute, assurance that the financial statements are free of
material misstatement, whether caused by error or fraud. Accordingly, a material misstatement
might remain undetected. In our audit, we will examine, on a test basis, evidence supporting the
amounts and disclosures in the financial statements and evaluate the overall financial statement
presentation. Using professional judgment, we will decide what, how much and when to test,
and what the results mean.

The financial statements will include such supplementary data as may be required by HUD. This
data will be presented for the purpose of additional analysis and will be subjected to the auditing
procedures applied in the audit of the basic financial statements.

We will update our understanding of the Partnership’s internal control. Our purpose is to plan
the audit and determine the nature, timing, and extent of the audit procedures needed to be
performed to express our opinion on the financial slatements, express our opinion on compliance
with specific requirements applicable to its major HUD-assisted program, and to report on
internal control in accordance with the provisions of the Guide, and not to provide assurance on,
or identify significant deficiencies in, internal control.

10 Weybosset Street w Suite 700 ® Providence, Rhode Island 02903 w Tel (401) 4214800 w 1-800927.LGCD w Fax (401)421-0643
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Qur Responsibilities (continued

We will perform tests of control, as required by the Guide, to evaluate the effectiveness of the
design and operation of internal control relevant to preventing or detecting material
noncompliance with specific requirements applicable to IUD-assisted programs. Our
procedures will be substantially less in seope than would be necessary to render an opinion on
internal control and, accordingly, we will not express an opinion on internal control.

We will perform procedures, as required by the Guide, fo test compliance with specific
requirements applicable to transactions related to non-major HUD-assisted programs, if any,
selected as part of performing our audit of the financial statements or our consideration of
internal control used to administer HUD-assisted programs, and fo test compliance with Fair
Housing and Non-Discrimination requirements applicable to HUD-assisted programs. Our
procedures will be substantially less in scope than would be necessary to render an opinion and,
accordingly, we will not express an opinion.  However, we will report instances of
noncompliance, ot report that the results of our tests disclosed no instances of noncompliance
that are required to be reported under the Guide.

An audit is not designed to detect error or fraud, including irregularities, illegal acts or theft that
is immaterial to the financial statements. Accordingly, we will not design our audit or perform
procedures to detect error or fraud that is not material to the financial statements, Error or fraud
is considered to be materfal only if its magnitude, individually or in the aggregate, is such that a
reasonable person telying on management’s presentation of the Partnership’s financial
statements would be influenced by iis inclusion or omission. Materiality is determined annually
and applies to the Partnership’s financial statements taken as a whole. Our engagement excludes
serviees designed (o detect error or fraud that is not material to the Partnership’s financial
statements, which are available under a separate engagement at substantial additional cost.

If, for any reason, we are unable to complete the audit or form an opinion on the Partership’s
financial statements or on its compliance with specific requirements applicable to its major
HUD-assisted program, we may decline to express an opinion or issue reports as a result of this
engagement.

We will also prepare the Partnership’s federal and state income tax returns for the year ended
December 31, 2002. The income tax returns will be prepared from the Partnership’s general
ledger. We will not express an opinion or other form of assurance on the income tax returns,

We will use our judgment in resolving questions where the tax laws are unclear or where there
may be conflict between the taxing authorities’ interpretation of the law and what seem to be
other supportable positions. We will discuss alternatives with Mr. John Montecalvo and we
resolve such questions in the Parinership’s favor, if Mr. Montecalvo and we believe there is a
reasonable justification for the position being taken.

In accordance with requirements of the Secretary of Health and Human Services (HHS), we will
retain our books and records (that are necessary to certify the nature and extent of the fee for our
services) for the necessary time periods and allow the necessary access to such books and
records by the duly authorized agents of the Secretary of HHS, the Comptroller General and their
duly authorized representatives.
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Our Responsibilities (continued

Qur workpapers for this engagement are the property of LGC&D and constitute confidential
information. However, as required by Government Auditing Standards, we are required to make
certain workpapers and other documents in our possession related fo our audit reports, or
photocopies thereof, available to duly authorized agents of the Comptroller General of the United
States, the Secretary of HUD, the HUD Inspector General, or other cognizant agencies, and their
duly authorized representatives, upon request for their regulatory oversight purposes. In
addition, we may be requested by third parties to make certain workpapers and other documents
in our possession related to this engagement (or photocopies thereof) available to duly authorized
agents of Secretary of TTHS, the Comptroller General and their duly authorized representatives
and/or representatives of other third party auditors. We retain our workpapers and other
documents for the necessary time periods and pravide to the appropriate duly authorized agents
and their representatives access to, or photocopies of, requested workpapers and other documents
under the supervision of LGC&D personnel and at a location designated by our Firm.

Your signing this letter constitutes both your acknowledgment of our requirement to provide
such access and your permission to make requested workpapers and other documents, or to
provide photocopies thereof, available to the appropriate duly authorized agents and their
representatives for the purpose described in the preceding two paragraphs. We will advise Mr,
Montecalvo if such requests are made.

As required by Government Auditing Standards, we have previously provided you with a copy
of our Firm’s latest Peer Review Report dated June 7, 2001.

Other Communications to the Partnership

We will communicate in writing to Mr. Montecalvo and/or you any matlers coming to our
attention that, in our judgment, represent significant deficiencies in the Partnership’s internal
control, which could adversely affect its ability to record, process, summarize, and report
financial data.

We also will communicaie in writing to Mr. Montecalvo and/or you any significant irregularities
or fraud that may come to our affention, as well as any comments relative to third-party
reimbursement planning, compliance and/or strategics.

The Partnership’s Responsibilities

The management of the Partnership is responsible for the financial statements and for
maintzining effective internal control that will, among other things, help assure the preparation
of financial statements in conformity with accounting principles generally accepted in the United
States of America and help assure that HUD-assisted programs are managed in compliance with
applicable laws and regulations. Management also is responsible for identifying and ensuring
that the Partnership complies with the provisions of laws and regulations and conracts, and
specific program requirements related to its activities, including HUD-assisted programs,
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The Partnership’s Responsibilitics (continued)

Although we can advise the Partnership, Sterling Health Care Management Co., LLC (Sterling),
the management agent, and Mr. Montecalvo, it is management’s responsibility to adopt sound
accounting policies, maintain an adequate and cfficient accounting system, safcguard assets, and
devise policies to detect and prevent fraud.

Management's and Sterling’s responsibility for financial reporting includes establishing a process
to prepare the accounting estimates included in the financial statements. Management judgments
are necessary, and are typically based on its knowledge and experience about past and current
events, and ifs expected courses of action.

Management and Sterling are responsible to make available to us all correspondence, inspection
and other reports issued by HUD, as well as the Partnership’s response, corrective action plan, or
similar correspondence to HUD.

In the event that we issue a schedule of findings and questioned costs, HUD requires that the
Partership and the management agent develop and transmit to them a corrective action plan. In
addition, to the extent there were findings from prior years, the Partnership and the management
agent arc required to comment on the status of corrective action taken on these prior findings.

At the completion of our audit, management will provide us with a representation letter
confirming, among other things, that management is responsible for the Partnership’s finencial
statements and compliance with provisions of laws, regulations and contracts, and specific
program requirements, that have a direct and material effect on the financial statements and
HUD-assisted programs, and the detection and prevention of fraud resulting from both fraudulent
financial reporting and misappropriation of assels.

Management is responsible for adjusting the financial statements to cormrect material
misstatements and for affirming to us in the representation letters that the effects of any
uncorrected misstatements aggregated by us during the current engagement and pertaining fo the
latest period presented are immaterial, both individually and in the aggtegate, to the Partnership's
financial statements taken as a whole.

Management and Sterling are responsible for making all financial records and related
information available to us. The Partnership, its General Partner and Sterling agree to release,
indemnify, defend, and hold harmless LGC&D and its principals and personnel from any
liability or claim, and pay any legal fees and other costs incurred by LGC&D, as a result of
LGC&D’s reliance on any misrepresentations made by the Partnership, its General Partner or
Sterling.
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The Partnership’s Responsibilities (continued

We will provide Ms. Jeanne Frappier with a list of required schedules before the audit begins.
Ms. Frappier and the Partnership’s staff will preparc the requested schedules and analyses.
Timely completion of the audit depends on preparing schedules and analyses timely and
accurately, and providing us on a concurrent basis with trial balances, subsidiary listings of
accounts receivable and accounts payable, and other supporting data for the year ended
December 31, 2002. If there are delays in prepering this material, if schedules must be
continually revised, and/or if we are not able to perform on a concurrent basis the financial
statement audit, our fees will increase. We will advise Mr, Montecalvo of any difficulties or
delays in completing the engagement.

Fees and Payment Arrangements

Our fee for the aforementioned services will be $32,000, plus out-of-pocket costs. Invoices will
be submitted every two weeks as the work progresses. We shall make every effort to keep our
time and expenses to the absolute minimum commensurate with the needs of this engagement.

The Partnership will continue to make minimum weekly payments to LGC&D of $2,000.
Should the Partnership fail to make any required weekly payment, a revised weekly payment
arrangement will be negotiated with Mr. Montecalvo. In addition, we reserve the right to
suspend our audit and/or not release the financial statements until such time as the Partnership
brings the weekly payments current on a cumulative basis.

Additional Services

We will compile, from information you provide, the Partnership’s third-party cost reporting
forms for Medicaid (Form BM-64) and Medicare (Form CMS-2540) for the year ended
December 31, 2002. We will not audit or review these cost reports and will not express an
opinion or any other form of assurance on them,

We will electronically submit the Partnership’s annual financial statements and supplemental
data to HUD.

We will use our judgment in resolving questions where either the reimbursement rules or tax law
are unclear or where there may be conflict between the refmbursement or taxing authorities’
interpretation of the law and what seem to be other supportable positions. We will resolve such
questions in your favor, if there is a reasonable justification for the position being taken, and
discuss alternatives with you,

We shall also be available for meetings, in person or via telephone, and as you may request, to
discuss tax and reimbursement matters relating to the aforementioned companics.
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Additional Services (continued)

Our fee for these above mentioned services will be based on our customary rates for these
services, plus owt-of-pocket costs. An invoice will be submitted every two weeks as work
progresses and is due when presented.

We shall issue separate engagement letters for any additional services you may request, not
covered by this letter.

Agreement

Please sign and return the enclosed two copies of this letter to signify your understanding of the
arrangements and as authorization for us to proceed.

We look forward to a continuing and mutvally beneficial association,
Very truly yours,
LEFKOWITZ, GARFINKEL, CHAMPI & DeRIENZO P.C.

sHebuel P i

Michael E. Criscione, Principal
Certified Public Accountant

MEC/mp
ACCEPTED:

By: /@W/WW

Date: 2 Ll-“f { )

5 Cier oMM QTPO0-OGIMD8:43.008. 5 o Hoalh Cente st Covresgardar 1003 gagement Lt 56C
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Jesome L Leflowilz, CPA
Stephen M. Garfinke!, CPA
Frak J. Champi, CPA

il i Richard ] DeRienzo,
Lefkowitz, Garfinkel, Champi & DeRienzo PC. e .
Certified Public Accountants / Busiess Consultants Peter Moz, CPA

February 13, 2003

Mr. Antone L. Giordiano, General Partner
Mount St. Francis Health Center

4 St. Joseph Strect

Woonsocket, RI 02895

RE:  Engagement [etters — Mount St. Francis Health Center (the Partnership)
401(K) Plan and Electronic Submission of Financial Statements to HUD
Year Ended December 31, 2002

Dear Antone:

The following fee ranges will be incorperated into our original engagement letters dated January
13, 2003 by way of this addendum.

Fees
The fee for the Partnership’s 401(K) Plan audit will be in the range of $3,500 to $4,000 plus

customary out-of-pocket costs.  The fee for the electronic submission of the Partnership’s
financial statements to HUD will be approximately $750.

Apreement
If this addendum correctly expresses your understanding, please indicate your approval by signing
and retming the enclosed two copies of this letter along with two copies of the original
engagement [etter to me.
Very truly yours,
LEFKOWITZ, GARFINKEL, CHAMPI & DeRTENZO P.C.

WHloel & e

Michael E. Criscione, Principal
Certified Public Accountant

ACCEPTED:
By: (ﬂmm

Date: ‘;/;,«({,;3

10 Weybosset Straet » Suite 700 » Pruvidence,Rhod‘c Island 02903 w Tel (401) 4214800 » 1-800927-LGCD = Fax (401)4210643
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Jerome L. Eefkovitz, CPA
Stephen M. Garfinkel, CPA

o 0 1 Fresk ], Cham?i, CPA
Lefkowitz, Garfinkel, Champi & DeRienzo PC. o] D A
Certified Public Accountants / Business Consiltants Peter Meagi, CPA

Stephen W. Geremia, CPA
Susan R. Johnson, CPA
Micheel E. Criscione, CPA

January 13, 2003

Mr. Antone L. Giordano, General Partner
Mount Saint Francis Health Center Associates
4 Joseph Street

Woonsocket, RI 02895

Dear Mr. Giordano:

We are pleased to confirm our understanding of the nature and limitations of the services
we arc to provide.for Mount Saint Francis Health Center Associates (the Partnership) for
the year ended December 31, 2002,

We will apply the agreed-upon procedure, which was agreed to by the Partnership and
the U.S. Department of Housing and Urban Development, Real Estate Assessment Center
(REAC).

We will compare the electronic submission with the corresponding hard copy documents.
The results of the performance of our agreed-upon procedure indicate agreement or non-
agreement of electronically submitted information and hard copy documents.

This engagement is solely to assist REAC in determining whether the clectronic
submission of certain information agrees with the corresponding hard copy decuments
included within the Consolidated Audit Guide for Audits of HUD Programs issued by the
U.S. Department of Housing and Urban Development, the Uniform Financial Reporting
Standards for HUD Housing Programs, and the Industry User Guide for the Financial
Assessment Subsystem — Submission (FASSUB) reporting package. Our cngagement to
apply agreed-upon procedures will be performed in accordance with the atfestation
standards cstablished by the American Institute of Certified Public Acconntants, The
sufficiency of the procedures is solely the responsibility of the specified users of the
reports.  Consequently, we make no representation regarding the sufficiency of the
procedures described above either for the purpose for which these reports have been
requested or for any other purpose. If; for any reason, we are unable to complete the
procedures, we will describe any restrictions on the performance of the procedures in our
reports.

Because the agreed-upon procedures specified above do not constitute an examination,
we will not express an opimion on compliance with the electronic submission
requirements. In addition, we have no obligation to perform any procedures beyond
those specified above.

10 Weyhosset Street w Suite 700 = Providence, Rhode Island 02903 » Tl (407) 4214800 = 1-800-027-LGCD » Fax (401)421-0843
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A copy of the reporting packages required by HTUD, which includes the auditors’ reports,
is available in its entirety from the Partnership. We take no responsibility for the security
of the information transmitted electronically to the U.S. Department of Housing and
Urban Development, REAC.

Our reports are intended solely for the information and use of the Partnership and the
U.S. Department of Tousing and Urban Development, REAC, and is not intended to be
and should not be used by those who have not agreed to the procedures and taken
responsibility for the sufficiency of the procedures for their purposes.

At the conclusion of our engagement, we will request certain written representations from
management about compliance with the electronic submission requirements, You agree
to hold us harmless from any liability and costs from misrepresentations made to us by
management.

We understand that you will provide us access to the Parmership’s electronic submissions
and corresponding hard copy documents for the year ended December 31, 2002, we deem
necessary to complete our engagement,

The workpapers for this engagement are the property of Lefkowitz, Garfinkel, Champi &
DeRienzo P.C. (LGC&D) and constitute confidential information. However, we may be
requested to make certain workpapers available to the Secretary of Housing and Urban
Development, the U.S. Department of Housing and Urban Development (HUD) Inspector
General and the General Accounting Office (GAQ) or their representatives, pursuant to
authority given to them by [aw or regulation. Access to such workpapers will be
provided under the supervision of LGC&D’s personnel. Furthermore, upon request, we
may provide photocopies of selected workpapers to HUD or GAQ representatives. HUD
and the GAQ may distribute the photocopies or information contained therein to others,
ineluding other governmental agencies.

Our fees for these services will be based on the actual time spent at our standard hourly
rates, plus travel and other out-of-pocket costs such as report reproduction, typing,
postage, ete. Our standard howrly rates vary according to the degree of responsibility
involved and the experience level of the personnel assigned to your audit. Our invoices
for these fees will be rendered upon completion and are payable upon presentation. Ms,
Tammy Anderson from our office will be your contact person for these engagements.
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Mr. Antone L. Giordano, General Partner
January 13, 2003
Page 3

We appreciate the opportunity to be of service to you and believe this letter accurately
summarizes the significant terms of our engagement. If you have any questions, please
let us know. If you agree with the terms of our engagement as described in this letter,
please sign the enclosed copy of this letter and return it to us.

Very truly yours,

LEFEOWITZ, GARFINKEL, CHAMP] & DeRIENZO P.C.

Michael E. Criscione, Principal
Certified Public Accountant

MEC/mp

ACCEPTED:

s, “ener Jesoc Other Servs Leter.dee
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Principals .
< Jerome I Leflowitz, CPA

. . . Frank . ey, CBA,
Lefkowitz, Garfinke], Champi & DeRienzo PC. Kbt Dl it
Certified Public Accountants / Business Consultants et et (oA

. Stephen . Geremis, CPA
Susan R Johgson, CPA
Michael E. Criscione, CPA

February 13, 2003

Mr. Antone L. Giordiano, General Partner
Mount St. Francis Health Center

4 St. Joseph Street

Woonsocket, RI (2895

RE:  Engagement Letters — Mount St. Francis Health Center (the Partnership)
401(K) Ptan and Electronic Submission of Financial Statements to HUD
Year Ended December 31, 2002

Dear Antone:

The following fee ranges will be incorporated into our original engagement letters dated January
13, 2003 by way of this addendum.

Fees
The fee for the Partnership’s 401(K) Plan audit will be in the range of $3,500 to $4,000 plus

customary out-of-pocket costs,  The fee for the electronic submission of the Partnership’s
financial statements to HUD will be approximately $750.

Agreement
If this addendum correctly expresses your understanding, please indicate your approval by signing

and returning the enclosed two copies of this letter along with two copies of the original
engagement letter to me,

Very truly yours,
LEFKOWTTZ, GARFINKEL, CHAMPI & DeRIENZO P.C.

Michael E. Criscione, Principal
Certified Public Accountant

ACCEPTED:
By: WA?’%

Date:

10 Weyhosset Street w Suite 700 » Providence. Rhode Island 02503 » Tel (407) 4214300 w 1-800:827.LGCD w Fax (401)421.0842
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Tab 2

" g, U. S. Depertment of Housing and Urban Development

Providenca Office, Region |

John O. Pastore Fadaral Building, Foom 330
o gest” 2 Exchange Terrace

Providence, Rhode Island 02903-1785

LMo,
==
Herry s

! / MGIS'QB

John J. Montecalve, Controller
Coventry Health Ctr. and

- Mount Saint Francis Assoc.
190 Broad St.
Providence, RI 02903

Dear Mr. Montecalvo:

Enclosed, please find executed copies of form HUD-
9839-B (Project Owner’s & Management Agent’s Certification
for Multifamily Housing Projects for Identity-of-Interest or
Independent Management Agents) for both Consultants Inc.,

and Health Management Services, who provide managerial
services to Coventry Health Center (Project No. 016-43050).
There is also an executed copy of this form for Antonio L.
Giordano as Managing General Partner for Mount Saint Francis
Health Center (Project No. 016-43044).

Also enclosed, please find executed copies of form HUD-
9832 (Management Entity Profile) for both Coventry Health
Center and Mount Saint Francis. )

Inquiries may be directed to Christine Keshuré of my
staff at 528-5255.

Very sincerely yours,
] 1 = .

Claire Oberman
Acting Director
Housing Management Division

Enclosures
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Efro;ect Owner's & Management Agent's Certification o DepstnsatatlHoosie

and Urban Development ()
of Multifamily Housing Projects for Identity-of- Cffca of Housing Tr
nierest or Independent Management Agents OMB Approval No. 2502.0305 exp. 10112)

ublh: reparting busden lor this collection of information s asimaled lo average 0.16 hours per reaponsa. including the tme for teviewing lnstrucrions, searching existing data sources,
:mmg and malntairing 10 dala needed, and wmpmmg and reviewing tha collecion of informadon. Send comments regarding this burdan esdmale ar aurf w of tis

aducing this burden, 1o tha Reports Managament Officer, Offica of Informaiion Poficies and ) moinsqu
m! Lirhan Develapment, Waug‘"h‘%mn. D.C. ewo-:lsm anﬂ othe 0;!:5 ol m-«m and glmfg-l. P:::mcr? Redutﬂ!aho:[ecl (22320305']. Wamhglm .C. 20!
" ma: FHA project no: Date:
Mount St. Francis Health Center 01643044 4/20/93
iry, Stata: Section 8 no
4 St. Joseph Street, Woonsocket. RI N/A
cting on behalf of ﬂgﬂn};_ﬁt_._ﬁza_n_c,is_ﬁssaﬂa_tasma Pm|ed d. Rerain from purchasing goods or services from entitfes hat have
Owner (Owner), and__Antonio 1. Cigrdane . Identity-cfinterest with us uniess tha costs ara as low as o lower than
‘Management Agent (Agent), we make the following cestfications and arms-length, open-market purchases.
agreements 1o the United States Department of Housing and Urban 4. The Agent agrees to:
Development (HUD) regardi 9 manag of tha above project a_ ‘Assure thal all expenses of the prcject are reamahts and necessary.
 We cantly that: ! b. Exert reasomable effort to maximize project income and to take
a. We have axecued or wil exacuts, witin 30 days after recaiving the advantage of discounts, rebales and similar money-saving lechniques.
appraval(s) required by paragraph b beldw, a Manag c. Obtain contracts, materials, suppiies and services, induding the
f6r this project The Agteemant piovides / will provide that the Manage- ) . ¥
ment Agent will manage the project for the term and fee described m‘u" ofthe annuel e, on s st aanizgedus 0 B
below. Changes in the fee will be implemented only in accordanca with . L
HUD's requiements ) d. Credit the project with alf rebates or g
any sales or 12 rofef granted by the stata o local govarn-
(1) Term of Agreement:, Ggl:eenmt to Partm marnu :acawep;w ? " !
(2] Fees: o ®. Oblain the necessary verbal or writien cost estimales and document
(al___N/A__% of residential income tha reasons for accepling other than the lowest bid,
{o)_ N/A % of commescial income collcted:; £, Maintain copies of such documentation and make such documentadon
(__N/4& % of miscellanecus income callected (This avaltable for your inspection during normal business hours.
percentage must not exceed the percentage in (2)(a) g. Invest project funds that HUD policies require to be invested and take
abave). reasonabla effort to Invest other project funds unless the owner
{d)  Special Fees No (1 s\l it yes, dasciibe in paragraph specifically diracts the Agent not ta invest thosa other funds.
4 of Attachment 1. 5. Wa cerlily that the types of insurance policies checked balow are in force
(3) Caleulation of Estimated Yield (See Attachment 1.) and wil bemaintzined Io the best of our ability ait all imes, Fidallly bonds
b. We will disburse management fees from project income only after: and hazard insuranca policies wil name HUD as an additanal loss payes.

Nate: For any box not checked, attach an explanation as to why you

B g caren LD, cannot oblain that ypa of insurance, Sch stuaions should be extemely

{2} HUD has approved the Agent to manage this project; and e
{3} HUD has approved the management fee (if required). ay) Fidelity bond or employes dishanesty coveraga for - $300,000
¢. Wa understand that no fees may be eamed or paid afier HUD has (1)l principals of the Agent and;

terminated the Management Agreement 2)all persons who participetn diracty of Indrecty in o

d. 1 HUD nofifies me of an excessive management fee, |, the Agent, wil ment and maintenance of the projéct and its assets, ecounts
Wwithin 30 days cf HUD's nollce elther: . and records. Coverage wil be at least equal to the project's
(1) Reduca the compensation to an amount HUD determines gross potental incoma for two {2) months,

to be reasonabla and b.xig) Hazard insuranca coverage m%mdl Lﬁrﬂ%

(2) Require the administrator to refund to tha project all excessive

ees coflected, or ¢.J(§ Public fabilty coveraga wilh the Agent designated as ona of the
(3) Appeal HUD's decision and abida by the rasults of the appeal insured.
process, making any required reductions and relunds within 30. gm0 Agent agrees to:

ttays after the date of s deciskan lsfier on the Zppeal, a. Furish a fesponse 1a HUD's managemant review repaits, physical

8. I HUD holds the residential management fea yield harmless under the Inspactian reports and writlen Inquiries regarding the: project's annual
raneitces prcuiciant slCikipin S S action Gl EUD HRnddck i st or monm;l:co\mnng Teports wihin 30 days ater
‘35"5;"' stz hal FID W 2 - teceipt of the report or lnquiry.

(1) Wo understand that HUD ust the managament fae per- b, Establish and maintaln the project's accounts, books and recerds In
centage each me HUD approves & tent Increase, accordanca with: e pojee "“'
{2) We agres ta be bo‘ljnd by that peveafr’naqn untll the next rent {1} HUD's adminlstiative requnremans:
m or uptil HUD approves a different [es, pursuant (o our 12) generaly i ling principles; and
. Wa wil, l he project is subsidized by HUD, selact and admit larns, {31 a conditon that wil tacitate audL

compule fanant rents and assistance paymonts, recertly lenants and T. Wo agre that:

caury out other subsidy contract administration respansibililes In accor- a, All racords related to tha operatien of e project, regardiess of where

danca with HUD Handbook 4350.3 and other HUD instiuctons, they are housed, shall be considered the propesty of the praject

. We agres to: b. HUD, the General Accouniing Offica {GAQ), and thosa agencies’

3. Comply wilh this project's Regulatory Agreement, Morlgage & fepresantatives may Inspect :

Mortgage Nole, and any Subsidy Contract or kaoul { Modification {1) any records which refate o the project’s purchase of goods or
Agreement, services,

smply with HUD handboaks, notices or other policy directives that
«alale to the management of the project.
¢. Comply with HUD requirements regarding payment and reasonable-
ness of management fees and allocation of management cosls
batween the maragement feg and the project account (This does not
2pply to projects listed In Paragraph 2-18 of HUD Handbook 4281.5).
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c.

-

(2} the records of the Owner and the Agenl, and
(3} the records of campanies having an identty-of interest with the
owner and the agent. .

The following clause will be included in any conlract enlered inta with
an identity-of-interest individual o business for the provision of goods
or services 1o e project; “Upon request of HUD er (name of owner of
Agent), {name of conkiactor of suppiier) witl make availatle o HUD, at
2 reasonable tme and place, its records and records of idenlity-of-
inlerest companias which relate to goods and services charged lo the
project, Records and Information will be sufficient lo permit HUD to
determine the services performed, the dales the services were
petformed, the localion at which the services were peiformed, the tima
consumed In providing the services, the charges mads for materials,

. and the per-urit and lotal charges levied for said services.” The owaer '

agrees o request such records within seven {7) days of receipt of

“HUD's request to do 50,

8, We certity that any Managemet Agreement does nat contain the type of
“hold harmless cause prohibited by HUD.

9. We agres to iaclude tha foflowing provisions in the Managemenl Agres-
ment and lo be bound by hem:
a, HUD has the right (o lerminate the Manag g tfor fafture

to compiy with the provisions of this Certification, or oher good cause,
thirty days after HUD has malled the ownet a wiitten notica of its desire
10 terminata the Management Ag

In the event of a defaull under tha Mortgaga, Nole o Regulatory
Agreement, HUD has the right o terminata tha Management Agree-
ment mmediately upon HUD's issuance of a notics of termination to
the Owner and Agent. .

If HUD evercises his ight of termination, §, the Owner, agree to
promptly make anangements for providing q that is
satisfactory to HUD.

. I thera is a conliict between the Management Agreement & HUD's

tights and requirements, HUD's rights & requitements will prevail.
It the Management A is lerminated 1, he Agen, will give to

. tha Owner all of the ;m;’ecfs cash, Yus! accounts investments and
| recards vilhin thiny (30) days of the date the Management Agreement

s terminaled.

10. 1, the Owner; agree o submit @ new Managemant Catiification o HUD
befora taking any of the following actions:
2 Aulhorizing the agent to collect a fea dilferent from the percentages

feas and any special fees specifled In Paragraph 1 of this Certification:

b, Changing the expiration date of the Management Agreement.

c. Renewing the Management Agreement.

d.

e. Parmiting a new Agent lo collect a feg.

|8
11. We agrea to:

a, Comply with all Federal stale, or local laws prohibiling diserimination

Permitting a new Agent to operale the project.

Undertaking sefl-management of the project.

against any persons on graunds of face, color, creed, tamilial status,
handicap, sex cr national erigin, including Title Vi of the Clvil Rights Act
of 1964, Fair Housing Act, , Executive Order 11063 and all regulalians
Implernenting thosa lawa.

. When the head or spouse s otherwisa ellgible, give familes with

children equal considesation for admission. .

Give handicapped persons priority for subsidized unils thal were built
and equipped specifically for the handicapped.

. If the pioject recelves any form of direct Fedeial financial assistance,

comply wilh the provisions of Section 504 of the Rehabiltation Act of
1973, as aménded, the Age Discrimination Act of 1975 and all

gulations and administrati tians imp ing thesa laws.
The Agent understands that these laws and requlations prohibit dis-
crimination against applicants of lenants who are handicapped of ofa
cerialn age. R

- Furnish HUD's Otfica of Fair Heusing and Equat Opportunity any

repotts and information required lo monitor the project's compliance
with HUD's fair heusing and affirmative marketing requirements
{including HUD Form 949, if applicable).

g. Provida minarilles, women and socially and economically disadvantaged
firms equal opportunily to particip Inthe project’s p and
conlracting activilies.

h. 1t e project recelves any form of direct Federal financial assistance,
comply with Section 3 cf tha Housing and Urban Development Act of
1968 and its imp ing reguiations. |, the Agent, und d. that
his taw and tha regulations requira tha prject maka baining, em-
ployment and conbiacting opportunities available, to the greatest exan!
feasible, to lowar-inceme project area residents and small businesses.
12.We certity thal we have read and understand HUD's dafiniion of identity-
of-interest” and that the f{s) checked and information entered
below ara true, (Check box a or boxes band /or ¢)

a. [ NoMentlly-okinterest exists among the Ownor, the Agent
and any Individuals of companies that reguiarly do businass with
 the preject

b+ Onlyincividuals and companios listed in Section 11acf e  Man-
agement Eniity Profile have an identity-of-inlarest with the Agent

¢. )X Only the individuals and companies listed below have an idendly-

’ akinterest with the Owner. (Show the rame of the individual or
company; list the services rendered; and describa the nature of the
identity-ol-interest relationship. Atiach additicnal shaets, it
nacassary.)

=

1, the Agent, carllly & agree.
a. thal the Management Entity Profile, dated, 4120793 ,is
accurale and curtent as of the data of this Cartification.

b. To submit an updated profie whenever thera is a significant change ir
the organizatien or operations of the Management Entity.
14.The ftems checked below are attached: .
XD Atiachment f~Calculation of Est. Yiekis from Praposed Mgt Fees
O New Management Entlty Profia
0 Updated Management Entity Profie
XKI Otver (Specity) Quner Tdentity of Interes
Co's = Gregory Building Co, My Place Inc.,
Construction Softvare Inc., Consultants Tnc.

Warnings:

There ara fines and imprisonment——$10,000/Syears—for anyone who make
false, ficliious, o fraudulent stalements of enries in any matier within t
Jurisdiction of the Federal Gavermmant (18 US.C 1001).

There are fines and imprisonment—$§250,000/5years—icr anyone who
mﬂsusurws&pmmhvidaﬂondwﬂmqulam'emwﬂs
pmhamapﬁhsvmenmmmawmhhdmwm the
projactis n & nonsurplus cash positian (12U.8.C 17152:6).

HUD may segk a double damages” civl remedy for tha usa of assets or
incama In violaon of any Regulatory Agreement or any applicable HUO
regulations {12 US.C 1715z-4a).

HUD may saek adeitonal civl mariey panaities to be paid by tha margager
thwough parsonal funds for <
(1) Viclation of an agreement with HUD 10 to use nonprjact funds for
certain speciied purposes as a condition of recafving transfers of physic
assats, flexible subsidy loan, capital |mprovemant loan, medification of
mwluagetermsotwodmﬂhnpenalﬁesmuubeasmmml-m
Secrelary's loss at oreclosura salo or saia after foreciosura.

(2) Cantain specific of the Regulatary Ag tha panalie:
coyldhe as 3¢ §25,000 per occurrence (12 U.S.C 1735115},

My pone bt 08

By Pféject Okiner: Name, Ule, signaturd) date:
Anperi - Managing G.P.

o é/w/ﬁ

By Mansg ,“ { Agent: Name, tite, signature; date:

. Not diseriminale against any employee, applicant for empleyment of

contractor because of tacs, eolor, handicap, sefigion, sax or national
arigin.

fntendo L. Glordano
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ey FHA Projoct Number: Date:

unt St. Francis Health Center OL6-£3044 4/20/93

Field Otfice Use Only {Check ail boxes thal apply)

p  raview of the management fee was: E Required Ej Nat required

The manag! {eas quoted in paragraph 1a and axplained in Atachment 1 of this Centfication are approved.

The management leas quoted in Paragraph 1a and explained in Atachment 1 of this Certification are no! approved. The atached letier, dated
explains the reasons for this disapproval and sets forth the allowable management fees.

Tha tesidential management foe P g is held harmless at ___ %.
Tha rssldenlid_ lea Ylald is capped at §, PUPM. Each tima you approve a rent increase, adjust the management fee Percentage
to maintain this yisld and enler the information required below,

Effective Date Adjusted Managament

of New Fea %* Monthly Rent Potanitial Collactions % Assumed*™ Feo Percentage

* ‘This should be the sama date the rent increase is sflective.
** e, unlass you approve a diffarent percentage.

oan sinicer ' 8y Sy Load SenaLoay MaregemerdBranch Gif
- Val

wre ™) Signat ' Date
Yyustice Kedbuans inlaz (7 W)

i e N\
hristine Keshura M-“Lclaire Oberman
. i
dan Management Specialist Chief, IM/FD
Pace Jol4 g Torm HUD-5839-B
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itachment 1—Caleulation of Estl d Ylelds from Proposed Management Fees

sjpct Nama: Mhn{oc_l No.: Date:
mt St. Francis Health Center Q64344 LIR3 -

Resldentlal Fee .12 Commarcal Fee (Describe commercial space, how itis used and wha:
: © services management provides.)

4ly residantial rent patential (from Part A

. .amost recant HUD-approved Rent Scheduia | $ N/A N/A

Line 1a times .95** $

Percantage lee %

Montily residental fee yield (Line 1b times 1c} |5

Total number of rasidantial units (include N/A
fent-free units.) units

Rosldental foe yield per unit per month
(Ling 1d dividedby fo.) $ PUPM

lote: ly collactions must bo estimated at 95% of gross potential. If - fa.  Monthly commarcial rent potental (from Part E
tusaa lower | attach pl for the 2 of the mast recent HUD-approved Rent
entags used. Make sura thatany lon of a lower collecgons base hadvle) $ N/A

35 not compensate the agent lor services forwhicha spacial fea wil ba
d. b. Percentage fee %

c. Commarcial fea yield (Line 2a imes 2b) . $

Miscetlaneous Fee

Percantage fee (not 1o exceed the rasidential income fee p ge in Line 1c}

N/A
List any miscallaneous incoma on which HUD allows a fee ta ba taken, but on which you hava agreed a fee will not be paid.

N/A

Speclal Fees
s
Inga dr:ik:mw;unw“e{ ) and Umo peiiod(s) covered, Describa perfomance standards dnd target dates for accomplishment of special tasks, (Atiach
e Agent, as Managing General Partner, is compensated at the rate of 3%
© Net Patient Revenue, for services required by the special purpose nature
! the facility. 8ee Adler Pollock & Sheehan letter to Providence Office
nager dated May 5, 1989 and Powell, Goldstein, Frazer and Murphy letter
+ Providence office Manager dated July 24, 1992.
‘e compensation to the Agent is exclusive of compensation to Health
mnagement Services Inc. - also at the rate of 3% of Net Patient Revenue

der a Management Agreement dated November 1, 1084 as ameuded as of
ril 1, 1989.

#: Pmjects listed in Paragraph 2-18 of HUD Handbook 43815 REV-1 may quote managemant faas in waya ather than ea shown in this aftachment,

Pana dof 4 ‘form HUD-9839-8
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magement En“iy 1.5, Depariment of Houslng A
. and Urban Development
file Office of Housing 1 r
Faderal Housing Cammissionar

) OMB Approval Mo, 2502-0305 {exp. 713079

& reporfing burden fer this collection ofinfurmation is estimated lo average 2 hours for an initial response and 0.5 hours for an updated response, including the
lor raviewing instructions, searching existing data sources, gathering and maintaining the data needad, and completing and reviewing the collection of
nation, Send garding this burden estimale orany other aspect of this coliection of information, including suggestions lfor reducing this burden, 1o
e Management Officer, Office of Information Policies and Systems, 1.5, Qepartmentof Housing and Urban Development, Washington, D.C. 20410-3600
1 Jiee of Management and Budget, Pap: k Reduction Project [2502-0305), Washingtan, D.C. 20503,

cy Act Stalement: The Department of Housing and Urban Development (HUD) is authorized 1o collect this information by the U.S. Housing Act of 1937, as
ded, and the Social Security Numbers (SSN) by the Housing and Community Development Act of 1987, 42 U.S.C. 3543, The informaticn cencerning
gementdocuments lor Multitamily Housing projects s being collected by HUD 1a: (1) determine the acceptability of proposed management agents, (2) ensure
liance with program requirerments, (3) provide feverage for remeving pocr managers, and (4] recaver i g fees. The information is being
asa teol toavoid lhe misuse ol HUD subsides anddefaulls against the FHA insurance fund by agents. Specifically, the infermati
ovide for improved projact management by ensuring: that subsidy lunds are administered in accordanca with HUD rules, project expenses are reasonable,
enancecf documented records, and tse of project funds only in accordanca with HUD requirements. The SSNisusedasa unique identifier. HUD may disclose
lormation to Federal, State and locat agencies when relevantto.civil criminal, or regulatary investigati d i therwise disclosed

i} p ., Stwill not b |
2ased outside of HUD, except as parmitted of requirad by law, Faiiure to provide the infonmation could resultin HUD's denial of proposed managementar lees
HUD

acellation of management contracts for ne pliance wi dures. Providing the SSN is mandatory, and failure to provide it could afiect your

ipationin HUD-programs.

uclions: The management entity may developits own lormat lor providing the inf T iin this form. Independent fee gers and identity-
2rest management agents must provide all he information requested. Ow gers and admini of projects for the eldery must provida responses
o lhe asterisked ilems. They must afso siale whather they have previously managed insured andfor HUD-held projects and, if so, list such projects.

{ame of Management Entity “1b. Management Enity Typa

Antonio L. Giordano By (et (] romerimiFrtas iyt s

mﬁn Identfication ﬁ: |ii “1d. Organization Type . '
il?,upmt‘m E Parinership g[lridivmal DOM[speﬂyLm____

ve names, fles and S&dal Secunty Pumbers of frm's principals (e.g,, general partner, president, ireasurer, 21c.)
Name Tile Sadial Security Number
SEE ATTACHMENT
» iling addresses lor the Company’s hame offica and any branch officas involved in management of HUD-retated muitifamily projects.
¢ Jgeographic area covered by each offica. .
190 Broad Street .
Providence, RI 02903 L
1at year did the campany begin managing: 5. Estimate whal percant of company's activides invelve management of:
C-subsidired proj HUD-related unsubsidized projects|c. C denal projects{ a.Conventonal projects }b. HUD-related projects | c. Commercial spaca [d. Gther
% % % %
w many of the lollowing projects does the company managa? 8b. How many of the projects included in 6a'
1t rentals and cooperalives) Have HUD-held | Ar Insured 0 fized Are unsubsidized
. HUD-unsubsidized HUD-subsid HUD-cwned { mongages cocps cops
jects J urnits projects urits projects units
P
proximalely what percent ol tha projects In 6a talf inic the lellowing caiegories:
Eléltly Family Qwned by a nan-profi{ or coop Cora city Subutban Rural aren
% 7 . 7,| % %
ea1a whers 4ach of the loffowing activites are adminisiered. Usa the lolowing codes:, C jce:\G regional allice; P = projaci sie
ing | Landscap Aak Purchasing T M jon | Cartificaionas Regular monthly Special daims.
3‘ racertificatons subsidy billings subsidy bilings
W many of tha company's ful-lime amployees serve i ing 53 ry of advisory roles?
#nef-inanagers and administrators of projacts for ity shokd préVica thia inlocmarian on project amployaas.)
‘ngineers Mainlenanca raining specialisis | Sodal service Regional property | How many are ‘What percentage
SUPeIVisors [ sus . coordinators managers. minodies are minority
.ﬁ L
“nily any professio igs, licanses, certiicates or accreditations which are relaled 1o property management achvities and ara hetd by the company, company
2cutives, or 65 red in item 8. =
ws Ediions are Obsolete Page 1 of 4 form HUD-9832 (891}
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lo De:mu any p i dures you have imp! d to conwrol o7 reduce costs
 {#.g., bulk purchasing, pnymg early to lake 2d | diseounts, cost isons or bids, ele)
11— Ustany companias which regula-ly supply goodsor services loyour HuD-related projects andhave an identily-ok-intarest with the ity of its principals fe.g., officars,
‘nesal parneis). Specify Ure type of goods nnd services provided. (See paragraph 2 - 30 of HUD Handbook 43815 for a ueﬁnlﬁon of tha term 1d|nnly»d intarast.} Il thase
_omganies da not provide qoods/services 1o all your HUD-relaled projects, |dsnnly the projects that do | with these companies.
11b, 00 any ol ihe identity-aHniacest companies isaad ss “pass-throughs® -¢., does the ideniity-of-interest company purchase goods of services kom another parry
and pass those goods or services through i ? F each pass.through arrangement:
(1) Name tha identity-of-interest compa . -
(2) Explain how the ieniity-cl-s It determined
(&) Explain why itis more advantag f\gm{pwim 1o usa the pass-trough \han to purchase dieetly lrom the ulimato suppFer.
12. What types of pmpmymgunml procedures or uuﬂmg manuals are used by @ uﬁ s1alf?
. dhat types of recuring wiitlen reperts are pmpar rafians (a.g., maintanance, move-infouts, payables, comparisans of budgeted and actual expensas)?
Spedly who (by position i) prepares te @ report, and who raviews the reporl,
i
14a. wm unnmnarwplrﬁwq *14b. Specity who (by pasiton thie) conducts the an-site vi
% the company manages?
15. If the company manages subsidized projects, idenily by job m who preparas and reviews the ts fisted below. Specy tha frequency of review,
Prepares documents . | " ‘documents Frequency of review
. Form HUD-50059, el Certiications (‘\-
. Form HUD-50058, Recerfcaiions f(‘
o
. Regular Monthly Subsidy Bifings o
. Spacial Claims Subsidy Bilings
T
. Proposals & trminale ‘ )
assistance pqm?{ J
L Y R
P asals 1o evict
- I—
. Maibly Accotinting Reparts '
(Farms HUD-93479, 80, 81)
- Farm HUD-049, Civil Rights Tenant
CharacteristicyOccupancy Reports
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alMName’ « R Data

I applicabla, dascriba how the homa office supervises supervisary sialf
(eq., property managers, occupancy spacialists, maintenance supervisors), who operata out of branch offices,

- pany vains s smployessin sted balow, Discuss bath o going baning andinital vining provided when the emplayaa is hiced. Specly te Fequency
and duration ol the training and who/what i conducts the Yraining, Discrss raining for both supervisory and ant-ine stafl, ’

a. Property management practices,
b, Financial anéwdraepbn requirements. @

G

e &SP
B

o5

d. Qocupancy requicernents in HUD Handbook 4350.3, Qcrpancy Requirements of Subsidize d Multiamily Housing Programs (fthe company manages subsidized projects),

Sy

Has an ownar of a HUD-rolalad projoct, at any tma during the past wes years, cancalled & properly managemant contract held by tha company? [ve [T
During the pastthree years, hew many HUD-related projects have notreneied mifmmaemm contracts with the company? (Number)______
Explain the reasens for any cancailations or fallure to rengw and idently the projecls fvolved.

SEE ATTACHMENT

Faos 3ol 4 faren 111N.9832
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List al!HUD fieid Clfices that have jurisdiction over the projects induded in 6a. For companies that operata in more than five Field Olfica jurisdictions, idently thalive jurisdicione
wfiee ha-greatest aumber of your HUD-related projects ar located.

o

st alfSiate Agencies in whose jurisdicion you have managed or are managing State A ¢1s, For companies trat operata in more then five States, identily the
ive whera the greatest number of yeur State Agency projects are located. -

B

P

Teallon: The undarsigned hereby cartifies that the siatements and inlormation contained in this profile are frug and correct,

Ing: 18 .8.C. 1001 provides, amang other things, that whoever knowingly and willingly makes or uses a documentor wiiting containing any false, fictiious,
or raudufent statementor entry, inany matter within the jurisdiction of any departmentor agency ol the United States, shall be fined not more than$10,000
r imprisened lor ot mora than fiva years, or both.

d  magement Eniity Represenlative :

72—

Date
Y7,k
. Antonio T.. Giordang Individually.

Do 4 b4 . tmees anan

93



Ref to OIG Evaluation

Auditee Comments

MOUNT SAINT FRANCIS HEALTH CENTER |
FHA No. 016-43044 i

MANAGEMENT AGENT PROFILE =-- Attachment

) The services which Antonic L. Giordano, the
Managing General Partner, provides or obtains are peculiar
to the project's status aes a special-purpose and regulated
facility, distinet from a multifamily rental project.

- Principal among such services are monitoring and advising

with respect to all matters necessary and appropriate to
maintaining in full force and effeut the facility's license

" from the Rhode Island Department of Health to operate the

facility as a nursing home ( see paragraph 9 (h) (1) of the
regulatory agreement), reviews and approval of operating
budgets prepared by the managing agent, reviews and approval
of Medicare and Medicaid reports and cost reports, including
participation in presentations to the Department of Human
Services in connection with establishment of the
reimbursement of rate, establishment, monitoring and
maintaining credit relationships with financial
institutions, contractors and suppliers, and arrangement of
all necessary insurance coverages, including participation
in all negotiations or appeals with respect to ratings and
rates pertinent te such required and appropriate coverages.

The Managing General Partner subcontracts with
Consultants, Inc., an entity controlled by the Managing
General Partner, for a substantial portion of the above
services. The Managing General Partner is President of
Consultants, Ino. Other personnel of Consultants, Inc.,
engaged in the provisions of the above-desoribed services
include the following:

-- John J. Montecalvo, Controller and Chief

_ Fipancial Officer. Mr. Montecalvo is a licensed nursing

home administrator under license issued by the State of
Rhode Island # 572 in 1983. Bachelors of Science in
Business Administration from Bryant College, Masters of
Business Administration from Boston University, and Masters
of Business Administration from Northwestern University.

-- Antonio A. Giordano, Financial Analysis.

Bachelors of Science in Businhess Administration from

Catholic University and a Masters of Science in Real Estate
Development& Investment from New York Univeraity.
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Tab 3

e

pe e

»u»: MANAGEMUNT AGREEMENT

This agreement made and entered into as of January 1, 1995 by and
hetween Mount St. Francis Associates d/b/a Mount St. Francis Health
Center, a Rhode Island Limited Partnership (herinafter called
"OWNER"), and Sterling Health Care Management Company, LLC, a Rhode
Island Limited Liability Company, (hereinafter called "MANAGER").

L. Introducrion

1.1  OWNER desires to arrange for the management and
operation of Mount St. Francis Associates, d/b/a Mount St. Francis
Health Center, a 198 bed nursing facility located in Woonsocket, Rhode
Tsland (herinafrer called the "FACILITY").

1.2  MANAGER is in the business of operating and furnishing
management and other services to nursging facilities in Rhode Island.

2. Mapagement. Services

2,1  MANAGER shall have complete authority to manage and
control all health care and financial aspects of the operation of the
FACILITY. MANAGER'S authority shall include, without limitation
thereto, the powers to select, employ, fix the compensation of,
discharge and direct the activities of all personmel; to establish and
from time to time change all accounting, hookkeeping, record keeping,
and reporting activities; to effect the purchase, and contrel the
disposition of, all supplies and equipment; and from time to time
institute, implement and effectuate such policies, rules, regulations
and procedures for the rendering of nursing care as it deems necessary
or appropriate for the proper and orderly functioning of the FACILITY.

2.2 MANAGER shall provide all necessary services for the
operation of the FACILITY, including but not limited to the following:

a. Select, employ and supervise one or more
administrators, a director of nursing, a chef, and all other personnel
required to operate the FACILITY;

b.  Act as a liaisdbn between TACILITY and outside
State, Federal and Private entities;

e. Arrange for contracts for the purchase of all
medical supplies, dietary, office and other items required to operate
the FACILITY; :
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d. Establish standardized personnel and operational
policies and procedures;

e. Provide management review of cests of all
departments of the FACTLITY:

f,  Arrange for in-service Lraining seminars for all
personnel;

g. DProvide continuous review of all operaticnal
aspects of the FACILITY;

h. Advise on all laws and regulations with respect to
compliance requirements for licenser of the FACILITY; and

i.  Establish and maintain banking relationships for
said FACILITY including but not limited to bank financing if
necessary;

j.  Provide management review for all interior,
exterior and equipment maintenance for the FACILITY;

k. Do everything necessary to ensure the continued
operation of the FACILITY. .

3. Biatements.and Reports

3.1  MANAGER shall furnish or cause to be furnished to
OWNER (a) computerized operating and management statements within
twenty-one (21) days after the end of each month showing all income,
expense, and cash flow, and (b) prepare and file quarterly payroll tax
returns within twenty-five (25) days after the end of each quarter,
unless delayed by circumstances beyond its control.

3.2 MANAGER shall prepare or cause to be prepared for the
FACILITY Medicare and Medicaid reports, budgets, internal financial
reports, and MANAGER shall supervise the preparation of such other
reports or statements as may be required by City, State and Federal
lawvs and regulations. MANAGER shall submit to OWNER for prior review
any such report ten (10) days hefore such report is filed with the
proper City, State or Federal agency. If OWNER does not notify
MANAGER of any changes to such report within five days, then it shall
be assumed OWNER has approved such report.

3.3  OWNER shall appoint independent certified public
accountants to perform an annual audit and prepare annual certified
financial statements and all tax retwrns except payroll tax returns
which shall be prepared and filed by MANAGER.

96



Ref to OIG Evaluation Auditee Comments

4. Ternm.of.Apreement

4.1 This Agreement shall be co-terminous with the
Partnership Agreement and will expire when the Partnership Agreement
expires.

4.2 At the termination of this Agreement, OWNER hereby
grants to MANAGER the right to employ directly or in any other nursing
facility owned or managed by MANAGER all key and/or supervisory
employees of the FACILITY, including, but not limited to, the
Administrator, any assistant Administrator or Co-Administrator, the
Director of Nurses, and the Chef. Any empleyee leaving the employ of
OWNER at termination of this Agreement to then be employed by MANAGER
as above shall give OWNER at least four (%) months written notice of
termination.

4.3 The United States Department of Housing & Urban
Development (HUD) may terminate this agreement:

a. For failure to comply with the previsions of the
management certification or other good cause, 30 days after HUD has
mailed the OWNER and MANAGER a written notice of its desire to
terminate the agreement.

b.  In the event of a default under the mortgage
note or regulatory agreement, immediately upon HUD's issuance of a
notice of termination to the owner and agent. If HOD terminates the
agreement, the owner will promptly make arrangements for providing
managenent satisfactory to HUD. HUD's rights and requirements will
prevail in the event the menagement agreement conflicts with their
requirements. The MANAGER will turn over to the OWNER all of the
FACILITY'S cash, trust accounts, investments, and records within 30
days of the date the management agreement is terminated.

5. Compensation. of Manager

5.1  As its compensation for providing services under this
Agreement, Owner shall pay to MANAGER, commencing January 1, 1995,
three percent (3%) of net patient revenue. Compensation shall be due
and payable by OWNER to MANAGER by the Twentieth (20th) dey of each
month for the services rendered in that month.

6. lixpenses

FACILITY shall reimburse MANAGER for all proper, reasonable,
and reimbursable out-of-pocket expenbes incurred or paid by MANAGER in
connection with performance under this Agreement, including, but not
limited to, reproduction costs, telephone charges, and items which
OWNER would normally purchase on its own, but which are purchased by
MANAGER on behalf of OWNER. MANAGER shall cause vendors of all items
purchased for the FAGILITY to bill the FACILITY directly on a net
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basis including any pro rata credits which may be due by virtue of
pooled or joint purchases. The FACILITY shall promptly pay all such
charges. MANAGER shall under no circumstances be required to advance
any funds, or to obligate itself in any manner, to employees of OWNER
or to third parties for or on behalf of OWNER.

7. Insurance

MANAGER will arrange for all insurance coverage normally in
effect for the operation of a nursing facility, inecluding, but not
limited to, fire and extended coverage, workers' compensation, and
malpractice. MANAGER will be named a co-insured under all liability
and other insurance policies covering any phase of the operaticn of
the FACILITY. All such insurance policies will be with reputable
companies, and in amounts reasonably satisfactory to MANWAGER.

8.  Bepresentations.and.Warranty.of OWNER

Owner hereby represents and warrants as follows:

8.1  That OWNER is a duly formed Rhode Island Limited
Partnership and is in compliance with all applicable Federal, State
and local laws and regulations.

8.2  That Antonio L. Giordano is the general partner and
that he is authorized to enter into this agreement on behalf of OWNER.

9.  Representations.and Oblipations._of MANAGER

Based upon all representations and warranties of OWNER as
set forth in this Agreement, and on condition that OWNER fulfills and
continues te fulfill all such representations and warranties on a
timely basis, MANAGER hereby represents as follows:

9.1 That MANAGER is a duly formed Rhode Island Limited
Liability Company and is in compliance with all applicable Federal,
State and local laws and regulations,

10. Reserves for. Replacement

10.1  The FACILITY'S mortgage is insured by HUD, therefore,
MANAGER will use its hest efforts to insure that all capital
improvements, major repairs and replacement of major movable equipment
(as defined by HUD) are paid for from available cash flow of the
FACILITY; however, if such capital improvements, major repairs, and
major and/or minor movable replacement cannct be so funded, then OWNER
shall be responsible for obtaining funding for said items.
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11, Indemnification:

OWNER agrees to indemnify and hold harmless the MANAGER in
any situation arising ocut of or from this agreement, where the AGENT
has notified the OWNER, by certified mail, return receipt requested,
of any event, occurrence of happening which places the OWNER or
MANAGER in non-compliance with any local State or Federal notice or
where the OWNER instructs the AGENT not to take any action.

12, Orher Activitie

OWNER acknowledges that MANAGER is engaged in the business
of owning, operating and advising nursing facilities, some of which
may be in the gecgraphical area of the FACILITY. MANAGER may continue
all such activities and may at some time in the future acquire, advise
or manage other such facilities in the geographic area of the
FACILITY, provided that it will in no way favor any of such other
facilities over the FACILITY.

13. Disputes

Any controversy or claim arising out of or relating Lo this
Agreement shall be settled by arbitration ccnducted in Rhode Island,
in accordance with the rules then obtaining of the American
Arbitration Association, and judgement upon the award rendered by the
arbitrator(s) may be entered in any court, Federal or State.

14, Notices

Notices required or permitted to be given hereunder shall be
in writing and shall be deemed sufficient only il sent by United
States registered or certified mail, return receipt requested, postage
prepaid, as follows:

If to OWNER: Mount St. Francis Associates
190 Broad Street
Providence, RI 02903

If to MANAGER: Sterling Health Care Management Co., LLC
190 Broad Street
Providence, RI 02903

or at such other addresses as the respective parties designated by
written notice. }
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15, Parties.Bound and Benefited; Assigoment;.Subcomlracts

This Agreement shall bind the parties hereto, their
successors and assigns. This Agreement is solely for the benefit of
OWNER and MANAGER, their successors and assigns; no other person or
entity shall acquire or have any right under or by virtue of this
Agreement; and MANAGER shall have no obligation or liability to anmy
person or entity other than OWNER in connection with this Agreement or
the providing of services hereunder

16, Miscellaneous

This Agreement contains the complete understanding of the
parties and incorporates all prior agreements, oral or written. Any
modification of this Agreement shall be ineffective unless made in
writing and signed by both parties. The headings used before the
various paragraphs of this Agreement are for ease of reference only
and do not constitute parts of this Agreement. If any provision of
this Agreement shall be declared invalid or unenforceable, the
remaining terms of this Agreement shall not be affected thereby. This
Agreement shall be governed by and construed in accordance with the
laws of the State of Rhode Island applicable to contracts made and to
be preformed therein in conformity with Department of Human Services
Guidelines or WUD Regulatory Agreement or any other Federal/State
requirements, “"Upon request of HUD or OWNER, MANAGER will make
available to HUD, at a reasonable time and place, its records and
records of identity-of-interest companies which relate to goods and
gervices charged to the project., Records and information will be
sufficient to permit HUD to determine the services performed, the
dates the services were performed, the location at which the services
were performed, the time consumed in providing the services, the
charges made for materials, and the per-unit and total charges levied
for said services.” The OWNER agrees to make available such records
within seven (7) days of receipt of HUD's request to do so.

In the event of non-compliance with any of the aforesaid,

then said parties to this agreement shall have ninety (90) days to
cure said non-compliance,

18.  Severability.Clause

Wherever possible, each provision of this agreement shall be
interpreted in such manner as to be effective and valid under
applicable law. Should any portion of this agrcement be declared
invalid for any reason in any jurisdiction, such declaration shall
have no effect upon the remaining portions of this agreement.
Furthermore, the entirety of this agreement shall continue in full
force and effect in all other jurisdictions and said remaining
portions of this apgreement had been executed with the invalid portions
thereof deleted.
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In Witness Whereof, OWNER, by its duly authorized general
partner, and MANAGER, by its duly authorized officer, have executed
the Agreement in multiple originals as of January 1, 1993,

i i

WITNESS:

rancls Associates

17/

oynt,

ok b Mt fbpenne

[/ Ste?hng Mealth Care Management
Company, LLC.
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AMENDMENT
to the
MANAGEMENT AGREEMENT

for

MOUNT ST. FRANCIS HEALTH CENTER

ltem 16

Until the expiration of four years after the fumishing of the services provided
under this contract, MANAGER will make available to the Secretary, U.S. Department
of Health and Human Services, and the U.S. Comptroller General, and their
representatives, this confract and all books, documents, and records necessary to
certify the nature and extent of the costs of those services. If MANAGER caries out the
duties of the contract through a subcontract worth $10,000 or more over a 12-month
period with a related organization, the subcontract will also contain an access clause to
permit access by the Secretary, Comptroller General, and their representatives to the
related organization's books and records.
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Project Gwner's & Management A~ent's Certficafion  U.S. Department of Hsing
for Hultitaraily Housing Projects {  dentity-of-Interest  and Urban Davelopr

Office of Housing
or Independent Management Agens Federal Housing Commissioner oM Agprova N 2502.0205 e, 10

“jbfic ceparting b

: for this collection of information is esimated 1o average 0.16 hours par respanse, inciuding the ime for reviewing instuctons, seziching exis
fiaty W&Maﬁlﬂﬁhﬂmm&hmw and completing and reviewing tha callzction of infommalion. Send camments ra

this hurden estim

'y other aspedrd this callectian ofinformation, inclucing suggestions for reducing mrsuurdm tolhe Reparts Management Officar, Offia ofinformaton Poficies

oms, .S, fHousingandUrban Devel 1, Washington, ... 204 10-3600 asidto the Offica of d Buddget, Paperwork Reduction Proj
(2502-0305), Waslmgmn Dc 20508. Da not send this completed lorm 1o eithar of the above addressass. - .
- Project name; FHA project fio: ! Cate:
_ Momt St. Francig Health Center 016-43044 1/8/97 (Revised £
City, Stafe: ‘Seclion B o
Woonsocket, RT 02895 N/A

Acting on beha «%t St. Francis Assoc. |t Projoet
0wnsr|0vmer). Bz Agent

af management fees and allocaticn of management costs betwesrs |

' (Agent), we make the following certificaions and nts 16 tha United S
Dopamaenldl-hudmanduhan" P {HUU) garding manag
of tha above groject,
1. We certy that:
. Wewill consply with HUD requi d tobligations, andagres

that no payments Wil be mrde to the awner In retum for awarding the

managmnmtmnu:dbmeagbmmm:umpaymu will notbe made -

in the future,
b WEhavemcmorwilaxenne. mmsodaysanenecahhgh

Approvalls) requited by paragrap & Manageme Agmmin
manage !19 picject for the lsrm and fee cescribed below, Changes inthelee

will be donly in With HUD's retui
(1) Temm o Agroement; Coterminiug
{2) Foes: 10 €Xpire Wherl Fartnerstip agreanent
_N/A ool residental income coflected:
ol_N/A_ % cf commercial income collected;

{0_I/A % ctmiscelianecus income collected (This percent.
age must not exceed the percantage In (2)(a) above).
{d) Special Fees No[ ] Yes [t yes, describe in pafagraph 4o
Attschment 1.
(3) Calculation of Estimated Yield {See Attachment 1.}
©. We will disbursa management lees from project incoma caly after;
(1) We have submirted this Cartification to HUD;
{2} HUD has approved the Agent to manage this project, and
{3) HUD has approved the management fea (if required).
d. Wa understand Ihatnohnsnny be eamed of paid after HUD has

d the M

i

e. [THUDnotif i iy g lee, |, the Agent will within *
30 days of HUD's notice eithar;
(1) Reduce the compensation to an amount HUD datermines 1o be
reasonable and

(2) Require the administralor to refund lo the project all excessive fees
“callected, or
(3) Appeal HUD’sdedshumdabdaUy e resulls of tha appeal pro-
cess, makin 30daysafter he
dateofmsdeasiunm:nmaappeal
1t HUD hoids the residential management fee yield harmiess under he
tar\sluunpmvmnsnlChamers,smmwaUD Handbock 4381.5,
{1) We undarstand that HUO wil adjust the management fae per-
centaga each tima HUD approves a rentincrease,
{2) Wa agrea to be bound by that percentaga untl the next rent increase
or untl HUD approves a different fee, pursuant to out request. i
2. Wawill, i the prejectis subsidizadby HUD, selectand admi compuie
tenant rents and assistance payments, recertly tenants and carry out other
subsidy ¢entract admini ilites in d with HUD Hand-
‘wkdﬂsoﬂarduherHUﬂlmdw
Ve agres o
Camply with this project's Regulatory Agreement, Morigage & Morigage
= «0te, and any Subsidy Contract or Workout/ Modification Agreement.
5. Complywith HUD handbacks, netices e cther policy directives thatrelam
to the management of the project.
¢. Comply with HUD requirements regarding payment and reasanableness.

il fee and tha project account,
d. Rammwmmgwwsulsemmmwwmhmmm
atinterast with us uniess the costs are as low as o lower than armsdeng!
apen-market purchases.
The Agent agrees fo:
. Assure that all expenses of the prqeclaremsun:uaand necessar
b. Exortreascnablasf imlze project i d 1o take advaniag
ot discaunts, rebates andsmbrmnersmdng techniques.
¢. Obtai 15, mataials, suppl vices, Inclucing theprepan:
umdmmnudmmmmmmadwgmwmmjwl
d. Cradit the project wilh all discounts, rebates or commisslons (includin
any salies or. property tax refiaf granted by he Skate or local govermen
received.

-~

with MM e. Obtain tha necassary verbal or wiitten cost estimates and document th

teasons for acceptng other than the lowest bid,

£ Maintain coples of such documentation and make such decumentatic
avallabla for your inspection during normai business heurs.

g- hwszprojmthndsmatmopwnas;aqmrebbohvemdmnh
reasonable effort o fwves? other project funds unless the cwner speciieal
diracts the Agent not ks invest thasa offier funds.

5. We certify that the types of i policies of inforce anc
will be maintained to the best of our abiity atall times, Ftdemybundwxdtazan
insuranca policies will same HUD floss, Note
Far any bax not checked, amm«amhnaumasmwhyywmmtohahma
type of Such sitwations should be ly rare.
3. XX]Fidelity bond or employee dishonesty coverage for
(1) al principals of tha Agentand;
(2) alt persans who participata directly or indirectlyin & an

malatenance ow\opto}actand i!sassan accounts and recérds. Gover
. agewll be atleast equal to the projact’s gross potentialincome for two {2
months.
tr. ¥ Hazard insuranca coverage in an Amaunt required by the project
Mortgaga,
<. ¥X]Public liabillty coverage with the Agen! dasignated as one of the
insured.

6.Tha Agent agrees io:
a Fuuishauspnmn o HUD‘smanagmmﬂew mpms phys'm

staterments or mmmlyaccounmgmponsmmaodays mrmp:nfms
repart of inquiry,
b. Estabiish and maintain te project’s accounts, books and records Ir
accerdancs with:
(1) HUD's administrative requirements;
2} generally accepted acceunting prindiplas; and
‘:.@ in a condftion that wifl faciRtate audit
Wé agree. that:
a Al fion of th
ara housed, shall be mnsaduedmaprupemdhepmjecx.
b, HUD, the General Accounting Offics' {GAQ), and thuse agancies’ repre-
sentatives may inspect ;
{0 anyreoordswhkmelammhaprqenfs purchase of goods or senvices,
(2} the recards of the Cwner and the Agent, and :
G ds of s having anidently-ctk
and the agent.

=~

of where they

ith the owner
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. R-u[ecNms: ‘ : FMPmlscaMrrnvr‘ Oate: ;
Mount St. Francig’ nealth Center | 016-43044 1/8/97(&5&5&11131:
UD Fiald Offlea Usa Only {Chack all buxes that apply)
prhant raview of the management foo was: {7 Reauired (] votrequied
[] mamanagement fees quoted n r-lam& plalned in Altachmant 1 of this Corgf pproved

[} ™emanagemen fees quoted in Paragraph 1a and srplsined in Attachment 1 of s Cerlification are not approved. The attached Jatter, dated
expimmraasawbrwsdmppmﬂmdsetslummanmaﬂemgmwm

{7] T residsntial mareigerment oo Percentaga is hek hamioss at_- %,
D The rasidental management lse: Yield is capped at$, PUPM. Ezch tina you approve a rent ncreasa, adjust th management lea Pemenmga !
malntain this yield and enter the Informaton required below.

Elleciiva Date
of New Fe %* Marwhly Rent Patentiai

Adjusted Management
Callecions % Assumed™ Fea Petceniags

o~

nrsmbeﬂwsamommemlm[s effectve.
approve a different ge,

Bylﬁd/e%is# L SmmﬁnanMamgameﬂ&ancﬁChm

/ ,MMJ Sl W /ﬂ'/‘i?

Naifie

Willian F. Morales Michael C. Watson

Tite Tile

Asset Manager Chief, Asset Management Branch.

[T T ————

Ormsintin asitiomm mem mhemdmie
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STERLING HEALTH CARE

MAMASEMENT Coumany, Lic

THE STANLEY BUILOING
190 BROAD STREET
FRGYIENCE, i oasoa

TEL 401-331 5454
FaX 401-831-2540

February 13, 1997

Ms. Luisa G, Osborne

Director, Multifarnily Division

U.S. Department of Housing & Urban Development

Rhade Island State Office

10 Weyhosset Street - Sixth Floor

Providence, RI 02903

Ra: Revision to Management Certification (form HUD-9839-B)

- Revision to Management Entity Profile {form HUD-2832)

Mount 51, Francis Health Center
A4016-43044

Dear Ms. Osborne:

In connection with my cur_w'vwsaﬁun with Willizm Morales and in conjunction with the Asset
. Management Circular Lettar 96-1 1, anclosed is the revisad Management Entity Profile form

I trust the above and enclosed meet with your approval; however, should you have any
questions of need any additional information, please do not hesitate to contact my offica. |

ry truly yours,

#te O, Uceass

iette A, Vaccaro
eneral Manager

JAV:msm

Enclosure
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M : US.Bo {Housing : \
Management Entit L et o
Profile Qlfice of Housing 1 r

Federal Housing Commissionar

L : ] OME Approval No. 2562-0305 (exp. 713087
“ Oublic reparting burden lor this colleetion of information is estimated to average 2 hours for an initial respanse and 0.5 hours foran updated response, inchudingthe
me for reviewing insiructions, searching exisling data sources, gathering and maintaining the data neaded, and compleiing and reviewing the collection of
wermalion. Send comments regarcing this butde‘n “'f‘;“,‘,"? of 20y other aspect of this collection of i ion, includi i reducing this byrden, to

It
ia Reponts Manag Clficar, Office of Inf 0 Syslems, U.S. Depanmentof Housing and Urban Davelopment, Washington, 5.C, 20410-3600
and lo the Office of Management and Budget, Paperwork Reduction Project (2502-0305), Washington, D.C. 20503,
Privacy Act Stalement: The Department of Housing and Urban Devel pment (HUD) is authorized 1o collect this inf ion by the U.S, Housing At of 1937, as
amended, and the Social Security Numbers (SSN) by the Housing and Community Develepment Act of 1987, 42 U5.C. 3542, The infermation concerning
gement docyments o Multifamily Housing projectsis belng collecad by HUD o: (1) atammie the piability of proposed agenss, (2) ensure
iarica with progeam requirer {3) provide leverage for removing poor managers, and (4] rmcaver i fees, The ini is being

usedas amanagement tool toaveid the misuse of HUD subsides anddafaults against the FHA insurance fund bymanagementagents, Spedifically, the informasion
by ing! idy are admini in accordance with HUD rules, project expenses are reascnable,

mainienance of documented records, anduse of projectfunds only in accordance with HUD requirements. TheSSNis usedas & unique identifier, HUD may disclose
n B i be othemise dicclond

this mh«naionhhderai&lamandhcalagendes when relavant to i, criminal, or regulatory g Itwill nat

arreleased outside of HUD, excopt as permitted or reguired by law. Fallure o provide the information cauld resultin HUD's denial of propesed managenent or fees
ar canceflation of management contradts for no fianca with HUD procedures. Providing the SSN is mandatory, and failure to provide it could affoc your
participation in HUD programs, . '

Instruetions: Themanagementently may develep its own fesmat fer providig the i ion requested in lhis form. Indep lec managers and idaniy-
ol manl agenls must provide alt the inf ion req q. Owner gers and admini: 1 projects | Idetly must provide D

only to the asterisked items. They must aiso stale whelher they have previously managed insured andior HUD-held projects and, I so, list such projects,

“12, Name of Management Entity | 1. Management Entity Type _

E anager [ JPcectdirisraior ] ndapendesFoe Agan. [ eyt st Aget
Sterling Health Care Management Co., gE &

* 1. Employer idenifieaiion Numser (EIN} *1d, Organization Type
ﬁ ]n:upwion 1 pamerstip [ indivicat EEOM(MM Limited Liability Co.
rve names, Giles and Social Secunty Numbers of s prindipais {e.g., general panner, presicent, reasurer, elc.)
Name

Tide | Sodial Security Number
Juliette A. Vaccaro CGeneral Manager
.Catherine Diedrich Comptroller
Prwdewmm&mhmcam:ny's“ and any branch i din of HUD-related mulsfamily projects.

Spedly the geographic area covered by each olfice,

190 Broad Street -
Providence, RT 02903

*4. Whatyear did the company beginmanaging: 1994 5.

F 7 s v i
3, HUD-subsidized projeeis|b. HUD-elaied projects]e. C jects|2.C orcjects b, HUDelated . Commercial spaca{d, Other
Nursing Homes 1995 % 100 % % %
6. Hmmummmmmammmwmmz BB, How of the projects induded in Ba:
{Both rentals and conperatives) Havemhdﬂ Are non-insured e subsidized Aet unsubsidized
HUD-unsubsidized HUG-subsidized | maigages £0-0ps coops
i

HUD-ouned

|

6¢. Approximalely what percent of the projects in 6a (il into e loliowing cateqories:

Elderdy Famiy Owned by 3 nan-protor coop |- Corecity Treubled neighborhood Suburban Ruzal area

100 % ! % % ' % % 100 % I %

7. InGCHNE where eadh V¢ oflowing aciiles 32 adminisiared. Use e lollowng codes: C = central oifica; A= regronal olfice; P = projec sia j
Sookd Land Aai Purchasing Tenan appication | Cestificatons/ Hoquiar montly | Spedal dlaims

| recenifications subsidy biliags subsidy billings

p P P P N/A N/A N/A
“8. Tiow mary of the company < Tk drme employees servein the lelowing supervisory or adsary roles? -

should provide s informai )

ping Ping

{Onner-managers and administralacs of projects for the eldedy peo ]
Engineers | Maintenance +| Cezupancy Training speciafists | Socal service Regional propey | Howmany are Whal percentage
smriims _ [supervisors mﬁiums . managers minsities are macrity

g, ldenury any prolessianal memberships, iconses, cerlicaies or accredivatons which are 1eated 1o propery mgamel"il activilies and are held by & company, company.
“ecutives, of the employees considered in ltem 4. .

General Memager - CPM Key #8491, Senior RAM, Real Estate Salesman's License #513746_

Comptroller - Certified Public Accountant

Rhode Island Health Care Association
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':o.' Descabe any purchazing pracedures Y& hav * slemenied lo control of seduce costs
{2.9.. buk purchasing, paying eariy la take a 5e aldiscm_nt;.ws: Comparizans o bids, elc.} .
Became member of Health Share Associates, Ing. which is a group purchasing program.
No purchases without a pucchase order request approved by Administrator,
+ " Cost comparisons and bids are cbtained when applicable,
T hslmv‘ﬂﬂwﬂeimmguﬂarlyupplygmd*.o’smviashymmh jects and have an idenany-of-y ith the m ity o 85 peio:pais {a.g,, olficers,

i f
enerdd parinars). Specity ibe fype of goods nd services provided, {See paragraph 2- 30 of HUD Handbook 4381.5 Jor 1 ecliniion of e lesm deniity-obnterest) I tose
companies, do oot prowde goodusarvicas 1o aff your HUO-elated peojects, idently ihe projects Ihat ¢ net deat wilh thase companies, .

Management Realty Services, Inc.
Gregary Building Company

Simon & Windsor Interiors, Inc.
My Place Inc.

Consultants Inc.

"1b. Boany ol e iensty-alinterest comparios istad in 1 ta, luncton as “pass-Mroughs™w« .2 does. the idendiy-obintarest company purchase qoods of Sorvices fom angthes paty
and pass Whase oods ar sarvices ivough to the projeat? For each pass-trough arrangement
(1) Nase the identity-olinterest company invlved. .
[2) Exglain how the idenity-ofintesest company's compensation is delesmined,
{9 Explain why il s more advantageous for the profect o use tha pass-shrough arangoment fan o purchase directly lrom the wlimate supplier,

/A

“12. ‘¥ihakypes of proparty managemen) Procedures or operating manua's ase tised by on-sie or supervisory stall?

HUD Handbooks
Written State and Company Policies
Health Department Regulations

"m. wm:»fpesdmmwmmmmmmpmdmmeanp«aﬂumwMmm.mm,munwmsmmmamwmm)z
Smrymu(bypmaimﬁnngmnshwbequmdmmmwmmmm B

Weekly administration reports sent to General Mansger of mepagement company, Site problem

reports prepared monthly by Maintenance Supervisor and submitted to Administrator and Ceneral

143, taw requesily da campany execuiives or supervisory “14b. Specily who (by positon Tte) conducts the on-sile visits of reviews,
$haltvisd the projects the company manzges?
Weekly - at a minimm ] Comptroller -
15, 11 the company manages subsidized pmjeasﬁn;ﬂy by job ite who prepares and reviews tha HUD-required Gn:wnenskud balew, Specily thefreg.&:qolr:(ﬁew:
tepares documents iews dociments fequency of review
a rwmlwmso.mm'unm, N/A
b. Farm ilUD-50053, Recesiificasions
N/A

¢ Regular Monthy Sussidy Bilings :

: _ WA
4. Spcond Clams Sussidy Bilings .
¢, Progasals o Leaninale tenam i

suslance payments W 'y
', Proposals o vt /A -
9 Mo«ﬁﬂa:wuhg Reports

e 1UD-83479, 0,81} N/A
b Form HID-043, Civit Rights Tenant ¥, / A

cmmufniwﬂqu Reports
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™ Sterling Health Car _fanagenent Conpany, 1L (™ 2/11/97 (revise Fom

16. 1l appicable, describe how the how office supervises supenisory stall
- (&g, properly managers, occupancy spacialists, maintenance supervisors), wha cperate cut of Branch offces.

Weekly meetings with Department Heads.

o Se—— pr— T hongang iy ard vy g Topeats eed, Spociy e
and duratica of the raining and whohat erganization corducs the trakiing. Ciscuss training for both suparvicory and frontfie stalf, HEG
-a, Property management practices,

N/A

b. Financial and recordkeeping requirements,

- Comptroller and independent CPA instruct all esployees, New employees would alse receive
training by out-going personmel

<. Civi rights and fair housing faws, -

New employees are given copies of Executive Order 11063 and Title VEIL of the Civil Rights
Act of 1968 as well as the Fair Housing Laws of Rhode Islend.

d. Qeeupancy requiements in HUD Handbook 4350.3, Oceipancy fequirements of Subsidized Meflamily Housing Progeans (i the company manages subsicized pojecis).

N/A

‘IB.HasanmolaHUD-mhledwjen,nmyimduhhmﬂvseyws,mﬂhdamm,mgemmmwbyhnunpuv? Dm [xJre
ummmumym.mmwuwwmmmmmmmmmmmpmmmm“m_;_
Euplaimrmmpmrwawmaeﬂaﬂnnsorlaﬂmmumwwidmﬂymmmhwm.
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102, List-aHUD Field Otfcas that have jurisdicion ouge e projdcts indided in 6. For comparies thatcgeraleinmore ™ five Field Office judsdictions, idontily me fve jurisg;
where the greatest number of your HUDwelated. 15 aro located. '

HUD - Providence Service Cffice

-19, List altState Agencies inwhose junisdicion you have managed or are managing State Agency-financed projects. mepuiuhalnpetaiehmelﬁmﬁvasm, idently he .
 five where the greatest number of your State Agency projects are located.

Rhode Island Housing & Mortgage Finance Corp.
‘Providence HUD Cffice
State of Rhode Island Department of Health -

- 15 List a) FmHA offices in whose juisdiction you ged of ase ing FmiA projects, chompaniesma:ommhmmmwﬁmjmmm,!ﬂenﬁymh
whera the gr ol yeur FHA proj located .
N/A
Cerification: The undersigned hereby certlies that the and information 7'_ in this profile are rue and correct,

Wammg 18U.S.G. 1001 provides, among other things, mmwhwerhww@yandmglymakesotusesadnwmanmmimgmnlammganﬂalsc fictitious,
orfraudulentsiatementor enty, in anymakeswithin the jurisdicon afany ey agency of the United Stales, shallheﬁnednotmoremsmm
or imprisaned for not more than five years, o both. -

: IEby Managoment Entity Representative

Signa Date o5
%ﬁ A et 2/11/97 (Revised Forz

Tide
? Juliette A. Vaccaro I General Manager

109



Ref to OIG Evaluation

Auditee Comments

SCHEDULE A - ‘ ' :
{Management Entity Profile - Sterling Health Care Management Company, LLC
{SHCMC): Staff Salaries)

- Employee Name Salary*® % of Salary Charged to SHCMC

Juliette A. Vaccaro :
General Manager $24,180  ° 50% {adjusted to dctual hours worked on
ongoing basis} .

Martine Medeiros

Administrative Assistant 17,550 50% (adjusted te actual hours workeg on
ongoing basis)

Catherine Diedrich

Comptroller 52,380 100%

Patricia Heaney )
Assistant Comptroller 33,040 100%

Laurie Chivarini
Clerk 9,100 50%

* This is the portion of salary attributed to SHCMC, but in no way is indicative of
the actual amount of time spent managing the facilities under the management
contract.
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Tab 4

My Place Inc.’s Services
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My Place Inc.

Daily & Weekly Responsibilities:
1) company representative available from 9:00 AM to 5:00 PM five days a week

Representative capable of answering phones in a professional manor and be able to direct calls
to the proper department accessing an available answering service during off hours for messages.

) Representative able to help employees with any social service questions or needs

regarding:

i) social agencies,

ii) state agencies,

iify psychological scrvices,

iv) health programs,

v) adult programs,

vi) childeare programs,

vii)federal programs,

viif)  dependence programs,

ix) and other financial aid programs,

b) This representative will also make the first introduction of the employee and/or their
families to the agencies that they have requested. Further, they will follow-up with the
employee to see if they are happy with the ageney or program they have chosen and if
they would Iike to be directed to another agency.

2) Counseling

a) Provide Short-Term and Long-Term Counseling models to better service employees
needs, Access to these programs is provided through the In-Service Coordinator,
Personnel Dircctor and the Administrator at the request of an employee or the request of
an Administrator for an under performing employee. The Counseling services provided
will aid employees with the following:

0 Coping with juggling daily responsibilities,
i) Coping with Life’s Problems.

iy Dealing with an unexpected erisis.

iv)  Dependence issues.

v)  Dealing with stress.

vi)  Dealing with self esteem.

vii)  Dealing with relationships.

viii) Dealing with Health issues.

ix)  Dealing with job performance issues,

b) Counsclor made available on site once a month or on a as need basis for evaluations

and/or guidance on which counseling direction would be best suited for an employec.
3) ealth and Wellness Program
a) Set-up Tixercise Weight Loss Progtams on a need basis
4) Make available a Comprehensive Child Care Referral Program for all employees on a daily
as needed basis. This program unites employees with the proper child care, educational, and
social agencies necessary to suit their child care needs. Note, the program contains the
following components and sub-activities.

Page2of7
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a) Need Assessment Program: with the ability to conduct a survey to determine need;

Sct-up a Referral Network Program
i) Aide familics in the selection for an appropriate child care service by making the
selection process more informed and easier. Further, the goal of the referral network
program is to help parents understand the following:
(1) The different types of child care offered:
(a) For Profit or Non-profit
(b) In-Home Care
(c) Family Day Carc Homes
(d) Day Care Centers and Nurseries
(2) The advantages and disadvantages o each type of ehiid care,
(3) The importance of certification and licensure of child care facilities,
(4) What to look for when choosing a child care facility,
(8) Questions to ask child care providers when researching child care facilities.
(6) How to monitor your child’s progress in the day care setting you have chosen.
b) Set-up Screening Services
i) The purposc of this service i to help parents identify, at an carly age, potential
problems with ther children which could inferfere with their natural growth and
development. Further, to nite parents with the appropriate agencies that could help
them. With early identification, many of these problems may be alleviated before the
child is ready for school. The following are some of the Screening services we offer:
(1) Hearing Screening
(2) Vision Screening
(3) Speech and Eanguage Screening
(4) Development Screening
c) Hotline
i) Employees are able to call any time during business hours and ask staff for assistarice
in finding child care services or just talk about a simple parental concern.
d) Corporate Liaison :
i) maintaining a list of all licensed and certified day carc centers in the State of Rhode
Island in order to act s a resource for employee child care options.
ii) aeady and available list of specialists for children who are found during the testing
period to have special needs.
€} Financial Child Carc Assistance
i) providing employees who are in need of subsidized child care information, to
determine eligibility, and determine which program best suits family’s needs,
circumstances,

Monthly Responsibilities:
3) Educational & Motivational programs:
a) Provide (2) ¥ hour seminars per month,

i) Hold Meetings with the In-Service Director, social service department, cmployee
relations department, administrators, and employees to determine seminar topics that
will meet their needs or the facility needs.

ii) All Seminars provided by aLicensed Therapist, Psychiatrist, or Certified Specialist.

Page3of 7
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6) Newslotters and Flyers
4) Produce Communication and Management bulletins for the administrator, and
management.
b) Produce Health newsletters for employees.
* 7} Produce Monthly Social Event calendars in conjunction with the state Department of
Tourism for all cmployees on up coming family events within the State.
8) Administrative Consulting Services
2} Work with administrators to help implement top-down management policies, company
policies, company procedures, and additional concemns,
9) Employee Assistance Program suggestion box
a) Provide suggestion Box for employees to make comments and suggestions,
b) Analyze all comments/suggestions and formalize a report to Owners, Administrator, and
Management Company.
10) Stress Reduction In-Services
8) Provide (2) % hour seminars per month,
i) The Goal is to provide employees and management with an opportunity to work
together in a relaxing and fn atmosphere through in-service activities,
ii) Some examples are as follows:
(1) Atts-n-crafts
(2) Mini-projects

Yearly Responsibilities
11) Children Activities
a) Provide (2) Holiday Activities per year for the parents and their children to get together
and enjoy each others company.
i) Activities consist of following and include clowns, magicians, and holiday characters
(1) dinner and or Tunch
(2) beverages and party favors
il) Providing af least two personnel for the event,
12)Provide an annual employee appreciation/ health fair in the form of a carival atmosphere. It
held on a Pay Day and begining at 6:002m and ending at 4:30pm.
a) providing all:
i) Outdoor Tents
i) Tables
iii)  Electircal equipment needed
iv) Chairs
v)  Table Cloths
vi) Table skirts
vil) Provide at least six personnel for the event,
viii) Breakdown of equipment
b) Set-Up booths with outside agencies targeting the employees well being. Following are
some examples:
i)  Health Representative.
i) Nutrition and/or Weight Control Representative,
iii) Athletic Club Representative.
iv) Insurance Coverage Representative,

Page 4 of7
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v) Hobby and Crafts Representative,
vi} Childeare Representative.
vii) Counseling Representative.
viii) Motivational Representative.
ix) Uniform Representative,
X) Massage Therapist Representative,
xi) Other or by Special Request.
€) Provide each attendant with giveaways such as;
i) Teshirts
if) Hats
iii) Bags
d) Set-up Carnival Games (At Jeast 3)
i) Provide Prizes such as the following cxamples:
(1) Stuffed Animals
(2) Lollipops
(3) Chocolate Bars
) Flowers
(5) Key-chains
(6) Coffee Mugs
(T) Pens/Pencils
(8) Miniature Tool Sets
(9) Fanny Packs
(10) Lunch Bags
(1) Frisbees
¢) Set-up Camival Activities (At Least 3)
i) Balloons
ii) One minute craft
iif) Tattoo’s and Pace Painting
iv) Other ie pie eating contest
f) Set-up Food Concessions (At Least 3)
i) Candy
i) Complimentary Lunch
iii) Coffee
iv) Pastry
v) Other ‘
8) Provide Scminars on a variety of topies such as the following examples:
i) Employee Seminars
(1) How o Budget a Single Paycheck
() Understanding Attitudes of The Aging -
(3} Communication Workshop — How to Work with Resident’s Families
4)  Stress Workshop
(5)  Team Building
(6)  Stresson The Job
(1)  Relationships ~ Who? What? And Why?
(8)  How o Create a Positive Environment
(9 Little Things Make a Difference

Page 5017
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{10y Time Management
(1) Understanding Different Personality Types.
(12} Assertive Communication
(13)  Caring For the Elderly
(14)  Having Patience With Your Patient
(15)  Resident Skin, Nail and Hair Care
(16)  Massage Therapy — How to Give a Massage
(17)  Reflexology - Care of Resident Hands and Feet
(18)  ‘The Tmportance of Wearing a Nutsing Uniform
i) Corporate mandatory Seminars
(1) Hire Vision- Secrets to Reducing Absenteeism & Tumover or I You want
Eagles, Stop Hiring Turkeys
(2)  How o Motivate Employees to do More Than is Expected!
(3)  Beyond Superior Customer Service - The Competitive Edge
(4)  Dynamic Community Relations That Work and Win Support!
(5)  Howto Help People Work Together More Effectively!
iif) Facility Seminars
(1) Achieving The Ultimate Winning Team!
() 1DoMake a Difference
13) Set-Up employee picnic
a) Provide the Following:
1) Games
ii) Prizes
iii) Raffle
iv) Osganization and Oversite of events such as:
(1) Baseball
(2) Volley Ball
(3) Relay Races
(4 Etc.
v) Clowns, Magicians, & Holiday Characters when reguested
vi) Provide at least two personnel for the Event.
14y Provide entertainment or prizes for the community when the facility is holding open houses
for new patients during theit outreach weeks.
a) Entertainment could be foflowing:
i) Magicians
i) Musicians
iif) Other
13) Provide flyers to cmployees explaining the employee assistance program available to them

16) Promotional Activities Monthly.
a) Door Prizes provided for each seminar.
b)Each month the facility is provided with a raffle for every employee. Some examples
are as follows:
i) Thanksgiving Turkey Raffle
ify St. Paity’s Day Raffle
1if) Mother’s Day Raffle

Page 6 of7
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b

=

iv) Father’s Day Raffle

v} 4" of July Raffle

vi) Christmas Raffle

vii) Faster Hunls

Fach employee would receive a free raffle ticket with their pay check to enter, Prizes
consisted of the following:

viii)  Alexander Uniform Shopping Sprec

ix) A Turkey Basket, Faster Basket or other gilt basket themes

x) Pawtucket Red Sox, Broadway Plays or other event tickets

xi) Gifi certificates to grocery storcs

xii) Free Gift Certificates to stores and restavrants

xiif)  Camation Gifts

xiv)  Employee Carnival Day

xv) Candy Giveaways

xvi)  Movie Passcs

Each month each employee would reccive a small perishable gift to thank therm for their
dedication and hard work. (gourmet chocolates or lemonade on hot days).

Page 7of7
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I -~ General Information

A - The Chaine in Brief

History

Confrérie de la Chafne des Rétisseurs, the world’s largest and, with the
second of its two karmas, the oldest gastronomic society, was founded in
Paris in the year 1248, under St. Louis, King of France, as the Royal
Guild of Oyers Ritisseurs. Limited at first to the “Masters” in the art of
roasting geese, the object of the Guild was to perpetuate the standards
of quality befitting the royal table.

The Guild developed. rapidly, soon encompassing the preparation of
all the various meats and fowls destined for the spit or rack.
Eventually, the activities of the Guild, always under royal patronage,
enlarged to include the development of an apprentice program, wage
and work standards, and the conferment of appropriate honors. In 1509,
the Ratisseurs formally adopted statutes defining their profession, as
well as a Coat of Arms, This increasingly wealthy monopoly continued
until 1776, when the King declared freedom of work laws in an effort to
forestall the French Revolution. A bit too late, unfortunately, and in
1791, the Chaine was disbanded.

One hundred sixty vears passed until three amateurs and two
professionals joined in Paris in 1950 with a common goal — to restore
the pride in culinary excellence lost during wartime shortages, The
Chaine des Rétisseurs was re-incorporated and the Coat of Arms of the
ancient guild restored by the French Government. Among the founders
were Jean Valby, who served as Grand Chancelier until his retirement in
1993, and Curnonsky, known as the “Prince of Gastronomes.”

Purposes

The purposes of the Confrérie de la Chaine des Rbtisseurs are: to
promote, foster, and encourage the culinary arts and particularly the
techniques of cooking by spit, rotisserie, barbecue, brothing and grilling;
to collect and disseminate information with respect to the preparation
and serving of foods, and the enjoyment, tasting and understanding of

- wines and distilled spirits; and, to encourage educational institutions to

teach all phases of the culinary arts, enology and viticulture.
Membership and Philosophy
Throughout the world, membership includes persons of the highest

talent and distinction. There are Chaine members in well over 100
countries, With the approval of the International President, countries

2/23/95 I-1
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establish their own Bailliages (Chapters) and coordinate their programs
through the Chaine's International Office in Paris,

The Bailliage des Etats-Unis is made up of approximately 140 Local
Bailliages, with over 6,500 Members sharing the special bond
Chaine membership affords. Membership is by invitation only and is
extended to both men and women, with rank being signified by
Ribbons bestowed at formal Induction Ceremonies, Organized as a not-
for-profit New York corporation and operated by a Board of Directors,
the Bailliage des Etats-Unis is endowed with stability, prestige and the
Iknowledge that the Chaine des Rétisseurs is a recognized leader in
the support and appreciation of the gastronomic arts.

Underlying its phenomenal growth and success is that which
distinguishes the Chaine from other organizations involved in wine or
food — the unique interfacing of professionals and amateur
connoisseurs. Professional Members, for whom the Chaine affords the
opportumity to demonstrate exceptional skills, include the finest chefs,
as well as hotel and restaurant owners and managers. Amateur
Members provide the highly-trained professionals with an appreciative
and knowledgeable learning audience,

Because the Chaine offers opportunities to meet people who share an
extraordinary and lively interest in the gastronomic arts, Members can
cultivate richly rewarding friendships locally, regionally, nationally and
internationally. Fellow Members can anticipate being made especially
welcome when visiting Chaine Member establishments displaying the
Ch;;me Plaque, a symbol of culinary excellence recognized around the
world.

. The Pledge of the Rotisseurs

“T do solemnly pledge to follow the rules of the Chaine des Rétisseurs, to
honor my fellow Members and join in harmony with them at the table.”

. Chaine Events

Chaine Bailliages schedule a variety of events to provide not only the
camaraderie experienced by gathering around the table to enjoy the
pleasures of the fine food and wine, but also to honor the chefs,
restaurateurs, and service personnel responsible for providing these
pleasures. Harkening back to its origins, the focus is often on regional
and foreign cuisines and features fish, fowl, meat and game that has
been roasted. Planning and execution of a Chaine event involves an
extraordinary effort on the part of a Bailliage as well as the host
establishment. Whether it's an informal “Diner Amical” or a formal
black tie eight-course dinner with white glove service, the concentration
is on exceptional food, well-matched wines and impeccable service,

2/23/95 I-2
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Appropriate food and wine commentaries are often offered during an
event, and at the event's conclusion, the chefs and waitstaff are usually
introduced, allowing the guests to show their appreciation.

. The Ordre Mondial

The Ordre Mondial des Gourmets Dégustateurs is an adjunct of the
Chaine devoted to specialized wine activities, Its membership is
comprised of Chaine professional and amateur Members who are
advanced connoisseurs of wine, and its purpose.is to encourage the
collection and dissemination of information on wines and crafted
spirits. Members may elect to take part in various excursions and
educational events and are encouraged to schedule their own events
within their respective Bailliages. This adjunct organization has its own
traditions and Induction Ceremony and offers an added enriching
dimension to the Chafne experience.

¢ The Chaine Foundation and Qutreach Efforts

In keeping with its purpose of encouraging the professional and
academic pursuit of culinary excellence, the Bailliage des Etats-Unis
has established the Chaine Foundation, a separate not-for-profit, tax
exempt corporation, Its funds are used to further career development,
including providing scholarships and sponsoring culinary
competitions. In addition, many Bailliages design their own educational
and outreach programs.

2/23/95 I-3
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Mt. Saint Francis Health Center

Job Description
Position: Director of Purchasing

Supervisor: General Partner, Mt. Saint Francis

Description: To oversee the purchasing finetion for Mt. Saint Francis Health Center

Duties:
+ Ongoing review and analysis of competitive pricing with all vendors
*  Meet with vendors and/or their representatives; attend pertinent industry trade shows

¢ Review master mailing and price lists for all primary and secondary vendors

o Review inventory levels maintained by facility. Review necessary year end inventory reports
for Controller

+ Review master list of house stock inventory items and par levels for each nursing station.
¢ Review month end inventory reports received from facility.
+ Ongoing communication with business office on current pricing information

¢ Assist Controller with establishing and reviewing supply markup to ensure proper cost to
charge ratios are in place

+ Review construction bids and oversee actual construetion work.

» Review a Capital Needs Assessment for building.

»  Work with Maintenance Supervisor as to Scope of Work and priority of projects.
Qualifications:

+ Bachelor Degree in Business Administration or related field

» Three o five years purchasing experience in health care or related field

»  Excellent communication skills
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Tab 7

MT. SAINT FRANCIS HEALTH CENTER
Job Description

POSITION:  Assistant Administrator
DEPARTMENT:  Administration
SUPERVISOR: Administrator

DESCRIPTION:  The primary purpose of this position is to assist in directing the
day-to-day functions of the facility in accordance with current
federal, state and local standards, guidelines and regulations that
govern the Long term care facility and as may be directed by the
Administrator to assure that the highest degree of quality care is
maintained at all times.

SUPERVISION EXERCISED: As the Assistant Administrator, you are delegated
the administrative authority, responsibility and accountability
necessary for carrying out your assigned duties. In the absence of
the Administrator, act on his/her behalf.

SUPERVISION RECEIVED: Under the direction of the Administrator, Owner & Sterling
Health Care Management Co.

DUTIES:

ADMINISTRATIVE FUNCTIONS:
+ Act on behalf of the Administrator during his/her absence.

+ As part of its commitment to providing quality care in accordance with the
laws and regulations applicable to Nursing homes, Mt. Saint FrancisHealth
Center has adopted a Compliance plan. You will be expected to be familiar
with the Compliance plan and to abide by its provisions.

+ Assume overall administrative responsibility for all the departments and
programs at Mt. Saint FrancisHealth Center.
Accounts Receivable, Accounts Payable & Resident accounts,
Medical Records, Housekeeping, Rehab, Purchasing, Admissions,
and Risk Management.
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Develop and implement a Quality Assurance program in the
facility to continuously strive toward providing the highest quality
of care.

Assist Administrator in planning, developing, organizing, implementing and
directing the day-lo-day functions of the facility, its programs and activities.

Assist in the development and implementation of our written policies and
procedures that govern the operation of the facility.

Assist department directors assigned to you in the development and use of
department policies and procedures, and establishes a rapport in and among
departments so that each can realize the importance of teamwork.

Assist in establishing policies that govern the resident’s right to quality of life
and care as defined by the resident’s comprehensive assessment and care plan.

Interpret the facilities policies and procedures to employees, residents, family
members, visitors, government agencies, clc. as necessary or instructed.

Attend department head meetings etc., as scheduled or as may be called.

Work with department heads and committees to help ensure the facility is in
compliance with all state and federal guidelines i.e.: (OBRA, OSHA, ADA,
JACHO).

Assume the administrative authority, responsibility and accountebility of
directing the activities and programs for the assigned departments.

In the absence of the Administrator, represent the facility at and participate in
to-level meetings as may be assigned.

When requested, represent the facility in dealings with outside agencies,
including governmental agencies and third party payers or provide an
authorized representative of the facility when unable to attend such meetings.

Make written and oral reports'recommendations to the Administrator
concerning the operation of the facility.

Aceept and perform temporary or long-term assignments/projects to various
departments within the facility as required by the Administrator.

Participate in facility surveys (inspections) made by authorized government
agencies,
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+

Assist in developing a plan of correction for deficiencies noted during survey
inspections and provided a written copy of such plan to the Administrator for
his/her review/approval,

Maintain an adequate liaison with families and residents.

Assist in developing and maintaining a good public relations program that
serves the best interest of the facility and community alike.

COMMITTEE FUNCTIONS:

+

Serve on various committees of the facility (i.e.: Infection Control, Quality
Assurance, Safefy etc. as appointed by the Administrator) and provide
written/oral reports of such committee meetings to the Administrator as
necessary,

Assist the Quality Assurance committee in developing and implementing
appropriate plans of action to correct identified quality deficiencies.

Evaluate and implement recommendations from the facility’s committees as
necessary or as may be directed.

PERSONNEL FUNCTIONS:

Assist in the recruitment and selection of campetent department directors,
supervisors, consultants and other auxiliary personnel. Make recommen-
dations to the Administrator.

Delegate administrative authority, responsibility, and accountability to other
staff personnel as deemed necessary to perform their assigned duties.

Work with the facility’s consultants as necessary and implement
recommended changes as approved by the Administrator.

Consult when necessary with department dircctors concerning the operation of
their departments to assist in eliminating/correcting problem areas and/or
improvement of services, Report such findings/solutions to the Administrator.

Assist in scheduling department working hours, personnel, work assignments,
efc. as necessary or required.

Counsel/discipline personnel as requested or as may become necessary.
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¢ Ensure that disciplinary action is administered fairly and without regard fo
race, color, creed, national origin, age, sex, religion, handicap, or marital
status.

+ Terminate employment of personnel when necessary, documenting and
coordinating such actions with the Administrator and/or Human Resource
Manager.

4 Conduet performance evaluations as necessary

4 Schedule and participate in departmental meetings.

+ Serve as liaison to the Administrator, medical staff and other professional and
supervisory staff.

+ Maintain an excellent working relationship with the medical profession and
other health related facilities and organizations through formal working and
transfer agreements.

STAFF DEVELOPMENT:

+ Attend and participate in workshops, seminars, efc. to keep abreast of current
changes in the long-term care field, as well as to maintain a professional
status.

+ Ensure that all personnel attend and participate in annual QSHA AND CDC
in-service training programs for hazard communication, TB management and
bloodborne pathogens standard and other mandatory in-service programs.

+ Create and maintain an atmosphere of warmth, personal interest and positive
emphasis as well as a calm environment throughout the facility.

SAFETY & SANITATION:

+ Assist in insuring that the building and grounds ar¢ maintained in good repair,

+ Participates in insuring that facility persormel follow established ergonomics
policies and procedures (i.e.: a back brace and/or a mechanical lifter is used
when lifting or moving heavy objects.)

+ Assist in insuring that personnel follow cstablished policies governing the

use/disposal of personal protective equipment, and disposal of mfectious
wastes.

EQUIPMENT & SUPPLY FUNCTIONS:
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Recommended to the Administrator equipment and supply needs.

Assist in insuring that the facility is maintained in a clean and safe manner for
resident comfort and convenience by assuring that ncecssary equipment and
supplies arc maintained in an operable manner to perform such
duties/services.

Assist in insuring that adequate supplies and equipment are on hand to meet
the day-to-day operational needs of the facility and resident.

BUDGET & PLANNING FUNCTIONS:

+

Assist in preparing an annual operating budget for approval by the
Administrator and allocate the resources to carry out programs and activities
of the facility.

Assist all department heads in the review and planning of their department’s
annual or periodic budgets,

Assist Administrator in financial negotiations with outside entities such as
lenders, purchasers, supplicrs, etc.

WORKING CONDITIONS:

Works in office areas as well as throughout the facility and its premises.
Moves intermittently during working hours.
Is subject to frequent inferruptions.

Is involved with residents, family members, personnel, visitors, government
agencies/personnel etc. under all conditions/circumstances,

Is subject fo hostile and emotionally upset residents, family members,
personnel and visitors,

Works beyond normal working hours and on weekends and holidays when
necessary.

Is subject to call-back during emergency conditions (i.e.: severe weather,
evacuation, post-disaster, etc.)

May be involved in community/vivic health matters/projects,
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Attends and participatcs in continuing education programs.
Iz subject to injury from falls, bumns from equipment, odors, ete. throughout
the work day, as well as reactions from dust, disinfectants, tobacco smoke and

other air eontaminants.

Is subject 1o exposure to infectious waste, diseases, conditions ete. including
TB and AIDS and Hepatitis B viruses.

May be subject to the handling of exposure to hazardous chemicals.

Communicates with the medica! staff, nursing personnel and other department
supervisors,

Maintains a liaison with the residents, their familics, support personnel cte., to
assure that the resident’s needs are continually met.

EDUCATIONAL REQUIREMENTS;

*

Must have a Bachelor’s degree in Health Care Administration, Accounting or
in Business Administration from an accredited college or university.

EXPERIENCE:

Must have a minimum of 3 years in a supervisory capacity in a hospital or
long-term care facility.

Must possess a working knowledge of long-term care operational standards
set forth in the Federal Register, Requirements of Parlicipation,

SPECIFIC REQUIREMENTS:

+

*

Must hold a current Rhode Island Nursing Home Administrator’s License.
Must be able 1o read, wrile, speak and understand the English language.

Must possess the ability to make independent decisions when circumstances
warranl such action.

Must possess the ability to deal tactfully with personnel, residents, family
members, visitors, government agencies/personnel and the general public.

Must be knowledgeeble of reimbursement regulations, nursing and medical
practices and procedurcs, as well as laws, regulations and guidelines
pertaining to long-term care administration.

127




Ref to OIG Evaluation

Auditee Comments

+ Must possess the ability to work harmoniously with and supervise other
personnel,

+ Must have patience, tact, cheerful disposition and enthusiasm, as well as be

willing to handle residents, staff and visitors based on whatever maturity level
at which they are currently functioning.

HIPAA POLICY:

The Assistant Administrator shall have unlimited access to treatment, payment
and operations.

*ESSENTIAL ELEMENTS
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Comment 2

Comment 3

OIG Evaluation of Auditee Comments

HUD did not approve the $305,967 in advances or repayments while Mount Saint
Francis was in a non-surplus cash position. The Mount Saint Francis regulatory
agreement prohibited the owner or management agent from using project revenue
to engage in any other business or activity not related and essential to the
operation of the project. The agreement also stated that the owners shall not
assign, transfer, dispose of, or encumber any personal property of the project.

No matter what the reason for the advances, they require prior approval and,
therefore, the $305,967 is an ineligible cost. In addition, submission of monthly
accounting reports does not constitute approval of those items from HUD.

In reviewing the detail of the $305,967 disbursed from Mt. Saint Francis Health
Center, we realized we inadvertently combined the total disbursements under
Consultants Inc. There were two companies operating out of 190 Broad Street in
Providence, Rhode Island with similar registered names. We determined that
$61,247 was paid to Consultants, Inc. The remaining $244,720 was paid to
Consultants Associates, Inc., another identity of interest company. We have
revised the report to reflect the two companies.

The repayment of the Hillside Health Center, LLC’s advance of $104,520 to
Mount Saint Francis was not approved by HUD. In addition, when Hillside Health
Center, LLC, a related HUD insured property, made the loan, it violated its
regulatory agreement with HUD since the Mount Saint Francis mortgage payment
was not a reasonable and necessary cost of Hillside Health Center, LLC. Also, as
stated in Comment 1 above, the Mount Saint Francis regulatory agreement
prohibits such activity. In addition, submission of monthly accounting reports
does not constitute approval of those items from HUD. Therefore, the $104,520
is an ineligible cost.

$95,000 of the $109,812 in questionable payments to Mount Saint Francis
represent loans made to Sterling Health Care Management. We have attached
details of the remaining $14,812 (see Attachment A), of which $8,671 is
unsupported.

HUD approved a Mount Saint Francis request to borrow funds from the Reserve
Fund for Replacement account to cover payroll expenses of the project. The
$95,000 was subsequently wired by Suburban Mortgage Associates, Inc., to
Mount Saint Francis’ bank account. Mount Saint Francis then transferred
$45,000 of the $95,000 to Sterling Health Care Management’s bank account.
Sterling Health Care Management ultimately transferred the $45,000 to Hillside
Health Center, LLC (a related nursing home) for their payroll. The Mount Saint
Francis regulatory agreement prohibited the owner or management agent from
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Comment 5

using project revenue to engage in any other business or activity not related and
essential to the operation of the project. The agreement also stated that the owners
shall not assign, transfer, dispose of, or encumber any personal property of the
project.

Additionally, the following list of check disbursements by Mount Saint Francis to
Sterling Health Care Management represents the balance of the $95,000 in
questionable payments:

Check No. Check Date Amount
15678 5/18/2001 $20,000
15730 6/14/2001 $25,000
15953 10/4/2001 $ 5,000

Total $50,000

No approvals were made by HUD for these loans. The fact that payments to
Sterling Health Care Management were noted in monthly accounting reports to
HUD is not an authorization of such loans and does not constitute HUD approval.
In fact, the monthly reports filed with HUD show the disbursement description
simply as “Management.” This would not necessarily raise suspicion since the
same description was used every month for Sterling Health Care Management’s
management fee payments. As stated above, the Mount Saint Francis regulatory
agreement prohibits such a transfer. Therefore, these costs are ineligible costs.

Mount Saint Francis was well aware of it cash flow cycle given the nature of its
revenue stream, and should have planned accordingly. For the project to incur
and pay $22,326 in late fees was avoidable and unreasonable. The fact that the
late fees ultimately go to an investor is irrelevant.

Payroll taxes are not an optional business expense. Mount Saint Francis used
monies earmarked for the Internal Revenue Service to support their operations.
Mount Saint Francis’s failure to submit payroll taxes and subsequently incur legal
costs to defend possible litigation was not a reasonable operating expense of the
project since they should have been paid when due and payable. Therefore, the
$44,226 in legal fees to Adler, Pollock & Sheehan is an ineligible cost.

Legal fees pertaining to a proposed project expansion are development costs, not
project operating costs. Therefore, this cost is ineligible as an operating cost.
Also according to HUD records, there was no approval consenting to the $19,310
in legal fees to pay for development costs.

Mount Saint Francis paid $15,000 (Check # 14025, dated 4/18/2000) in legal fees
to Adler, Pollock, & Sheehan that were invoiced to Sterling Health Care
Management. The payment was made for non-project expenses to remove
Antonio L. Giordano as general partner from Edmund Place, another nursing
home. We determined these costs were not related to the project.
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Also, the unsupported disbursement for $250.00 (Check # 14752, dated
7/28/2000) was made to Adler, Pollack, & Sheehan.

The auditee’s response indicated that the $9,249 in legal fees paid to Mr. Babcock
were covered under a policy of insurance. Mount Saint Francis should have
sought recovery from the insurer and repaid the costs to the project. In addition,
the auditee’s response did not provide supporting documentation indicating the
removal of $6,775 in accruals to Mr. Babcock.

In 1995, Mount Saint Francis executed a $200,000 promissory note, at an interest
rate of 10%, with O. Ahlborg & Sons, Inc., for construction costs. Mount Saint
Francis did not obtain HUD approval for this note and had it done so, the note would
have required payments only from surplus cash. The rehabilitation should have been
paid for out of development funds and not operating funds. Additionally, as noted
above, Mount Saint Francis’s regulatory agreement stated that the owners shall not
assign, transfer, dispose of, or encumber any personal property of the project or pay
out any funds except from surplus cash, and except for reasonable operating
expenses and necessary repairs. Therefore, payments could only have been made
from surplus cash and Mount Saint Francis’s note repayments from operating funds
totaling $223,308 violated the project’s regulatory agreement with HUD. Disclosure
of payments to HUD in monthly accounting reports did not constitute approval of
such loans. Additionally, the principal balance remaining at December 31, 2003 of
$85,524 is an ineligible cost.

The details of the $86,802 in non identity-of-interest payments are provided in
Attachment B.

We determined that payments to My Place Inc., Construction Software, and
Antonio L. Giordano were made in addition to their regular monthly billing and
payment cycle. Also, all of these payments were expensed to general ledger
account 5340 “Other Expense”, including the one made to Consultants, Inc.
These costs were paid at the direction of the Mount Saint Francis’ administrator
as noted in an interoffice memo to the business office (See Attachment E). None
of the payments had any supporting documentation. Therefore, our position that
these costs are unsupported remains unchanged.

The auditee’s response contained several engagement letters from Lefkowitz,
Garfinkel, Champi & DeRienzo (Tab 1) to support disbursements totaling
$263,832 for accounting services. The primary engagement letters were for
audits of Mount Saint Francis’ financial statements for calendar years 1999, 2000,
2001, and 2002 with estimated fees totaling $112,000 plus out of pocket
expenses. Based on these documents it appears that significant additional services
were performed/billed for which no support was provided. Also, invoices
obtained at the audit site lacked sufficient detail to allow reconciliation back to
contracted amounts. Although we believe some of the costs may be eligible, until
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detailed backup and reconciliation is provided for all expenditures we consider
the $263,832 to be unsupported.

The following list of check disbursements provide detail to unsupported payments
made to various vendors:

Check No. Check Date Amount
13925 2/16/2000 $ 250.00
14679 7/21/2000 $ 500.00
15082 71/28/2000 $ 241.82
20660 6/13/2003 $1,500.00

Total $2,491.82

The management agent’s certification for Mount Saint Francis and Antonio L.
Giordano contained in the auditee’s response expired, and was superseded by a
subsequent management certification for Mount Saint Francis and Sterling Health
Care Management dated January 1, 1995 (see Attachment C). Section 4 of the
revised agreement (Special Fees) did not provide for compensation to the owner at
3% of net patient revenue, in addition to the 3% management agent fee, to Sterling
Health Care Management. Therefore, the owner’s fees were not approved by HUD
as auditee’s response claims.

In addition, copies of partnership management agreements and management agent
profiles were not sufficient evidence to support the reasonableness and necessity
of services actually provided. Although monthly accounting reports submitted to
HUD indicated payments were made for the management fees, HUD’s receipt of
monthly accounting reports does not constitute approval.

The listing of My Place, Inc. on the management agent certification only
identifies the business as an identity-of-interest company. However, HUD’s
approval of the management agent certification did not give My Place, Inc.,
authority to invoice and receive payment for services that were grossly inflated.
The auditee did not provide any evidence to support or justify the need for My
Place Inc.’s services.

The management agent’s certification, dated January 1, 1995, signed by Mount
Saint Francis and Sterling Health Care Management certified both parties agreed
to comply with item 3(d) of the certification (see Attachment C). Item 3(d) states
that, “both parties agree to refrain from purchasing goods and services from
entities that have identity-of-interest with us unless the costs are low as or lower
than arms-length, open market purchases.” We could not locate any business that
My Place, Inc., provided services to other than related nursing homes or affiliates
owned by Antonio L. Giordano. The auditee did not provide documentation to
assure that Mount Saint Francis was in fact receiving a competitive price for the
services provided My Place Inc.
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Furthermore, on March 29, 2005, Mount Saint Francis responded (see Attachment
D) to HUD’s concerns with various expenses related to Mount Saint Francis’s
January 2005 monthly accounting report. Mount Saint Francis’s response stated
that contracts with Sterling Health Care Management Co., My Place Inc., and
Construction Software were canceled; effective July 1, 2004 a full 9 months
before Mount Saint Francis issued the March 29, 2005 letter. After many years,
the services provided by these companies were abruptly cut off by the auditee
with no adverse impact to project operations. Therefore, it is obvious that the
services were unnecessary. In addition to canceling the contracts, all accrued
balances owed to the identity-of-interest companies were voluntarily written off.
These facts further support our position that these services were unreasonable and
unnecessary.

As stated in comment 13 above, listing Construction Software Inc. in the
management agent certification only notifies HUD that they are an identity-of-
interest company. It does not indicate HUD had approved all payments and those
payments are reasonable and necessary. We identified $46,080 in payments to
Construction Software Inc. Construction Software Inc. was paid for services that the
auditee’s response described as systems specialization. However, according to
various monthly accounting reports submitted to HUD by Mount Saint Francis, the
services were described simply as either “management” or “management fees.”
Construction Software Inc., invoice billings to the Mount Saint Francis describe the
services as accounting related. The invoices list the services provided as follows:

Accounting and General Ledger Review
Review of Monthly Reports

Submission of Monthly Reports to HUD
Review of Input for Financial Statements
Review of Quarterly Operations Report

WD E

The services provided by Construction Software Inc., overlap and/or conflict with
services provided by Sterling Health Care Management, which was receiving a
management fees to perform these functions. Also, Mount Saint Francis’
accountants, Lefkowitz, Garfinkel, Champi & DeRienzo, as well as Mount Saint
Francis staff were paid to perform accounting services.

In the management agent’s certification, both parties certified that all expenses of the
project would be necessary and reasonable. During our audit, we interviewed the
nursing home administrator and the management agent’s general manger and neither
could provide requested, contracts or adequate explanation of the services provided
by Construction Software, Inc. Therefore, our position remains that these costs were
unnecessary and unreasonable.

We concur that Chaine Des Rotisseurs was not an “IOl company.” We have
revised the report to reflect this change. However, Antonio L. Giordano does
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have an affiliation and exerts control over the Rhode Island chapter. According to
the organizations web site “www.chaineus.org/rhodeisland,” Antonio L. Giordano
is the Rhode Island’s chapter President.

Gatherings to Chaine De Rotisseurs events were at the request of the project
owner. Administrators and selected staff were strongly encouraged to attend the
various events. The cost per attendee varied from $75 to as much as $125 per
person, a fee the project paid. Given the fact the project was in a non-surplus cash
position and had failed to pay over $3,700,000 in federal taxes attendance at these
events was clearly unnecessary to reward management in what resulted in
unreasonable project expenses.

Mount Saint Francis’s response did not provide adequate documentation to justify
payment of $108,580 to the Director of Purchasing at Mount Saint Francis. During
our audit, we determined that Mount Saint Francis had adequate staff in place to
support purchasing duties. The director of purchasing position was created in late
2001. Mount Saint Francis had been in existence since the early 1980’s. Since the
project ran almost 20 years without a purchasing director we disagree that this
position was even required. We have also demonstrated the most services
performed by identity-of-interest companies were not properly procured. In
addition, the management agent’s agreement stated that one of the services to be
provided was “Arrange for contracts for the purchase of all medical supplies,
dietary, office and other items required to operate the Facility.” Therefore, $108,580
paid for a director of purchasing position was clearly unnecessary and unreasonable.
Lastly, the audits performed by the State of Rhode Island Medicaid program are
not relevant, since we do not know the scope and objectives of their audit.

The assistant administrator’s position should have been compensated on an as
needed basis. It was unnecessary and unreasonable for the project to pay for a
position that was required periodically. The general manager could not justify his
hours and duties to warrant payment of 20 hours per week as assistant administrator.
The general manager was already receiving compensation from Construction
Software and Sterling Health Care Management.

As detailed in our previous comments, all costs were not adequately disclosed to
HUD, nor approved by HUD. Moreover, receipt of an operating loss (working
capital) loan insured by HUD does not constitute approval of all prior expenses.
Therefore, we continue to maintain that the costs claimed were
unnecessary/unreasonable or unsupported.
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Comment 3

FY 2000 - 2003

QUESTIONABLE PAYMENTS TO
STERLING HEALTH CARE MGMT

CHECK
NUMEBER
12838
128683
12882
12008
12041
13044
16312
20738

CHECK
DATE
1372000

11072000

11172000

172472000

13172000

112172000
o 22001

2272003

TOTAL

AMOUNT

107.89
1.286.00
1.385.00
1.296.00
1.296.00
1.558.20
1.500.00
&,050.00

3 1481133
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Comment 12

Project Owner's & Management Agent's Certification ol Lol '
for Multifamily Housing Prejects for Identity-of- ke AF

OMB Approve] No. 25020305 (axp. 12:31/80)
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remgonas, Inclurlng T ¥+ lor fedmng inamucsiune, dent¢hq ¢4 data sarrees, i i malnesning e

of Lanagemond srd

P repeatio Buden K7 B4 seliechon of nlommation 8 veim ahe 2 neerage 019 P P
g reing Aon burde um%m, oo axpet ol liof-av!.olhlvm.-\mmm sugyeatins lof IeAang A
g 41d Urpa giam, 0.C, yoar

Caim mewond, 41 COmplating ¥ bt Tp# Cofacton ol nform anom. S g0 e
[} Omow, O 0 us,

Sy,

-

m!w Rucuicson Pi e (250908, Washingam, .5, 20583,
Propd hae: g [FiRA projea na! Date:
Mount St. Francis Health Center 4016-53044 /1495
Section Bnot

38 oonsocket, Rhode Island

Acting on bormirat_M0!

Qwner (Owrier), and, 10,

Management Agenl [Agonl, we make the folicwing corlficatians and

agroemonts = Mo Unilad Sates Departmant of Housing and Urban

Develspmont (HUD) regerding marapement of the abave project.

1, Wa cartlly thet:

& Wa have axeculod of wil execute, within $3 days aher receiving he
Bppesval(s) roquired by pamapraph b bulow, 8 Managament Agroonion!
for this praject Tha Agreemert prevides / will arovide that tie Maraga-
mont Agent will managa th profect for the term and feo diseribad
balow, Changas In the le il 5a Implamanied anly: |n aceardance win
HUD'E requirements g i i

(3] Term of Agreement;

() Fooz P agreamenl explres
), N/% % of rowidartal Incoma collectad:

) % of commarcial incoms collected;

[ 5 af misce/leneous ncome calected (This
parconage must not excesd o percentage In (2)(3)
Ebova).

19)  Special Feaz No 0 YodZX(f yos, dazerina In paragragh
4l Atachment 1.

(3) Caicylaiion of Esimated Yiald (Sae Arachmont 1.)

. We wil gizduree maragoment leas from praject income enly afier We
have!

(1) Submined this Corificadan o HU:

{2) KJD has epproved the Agent i manage this project; and

(3) HUD has eporoved the managemant fea i requirad).

¢ Waunderstand thal no feas may be samed or paid ahar HUD hae
tertinalad the Management Agreamani.

d. I KUD nothos me o an excescive managemant loe, |, te Agens, wil
within 30 days of HUD's noles elther:

(1) Reduce e compensation to an amount HUD datermines
1o bé ressanable ond

{2) Requlra ihe adminiszalar 1o fefund o the projoctall excestive
foos cellueted, ar . .

(3) Appaal HUD'a declalan and abido by e tesulrs of the nppea
pracase, maXing any réquired raductans and rahunéz wimin 30
daya aiter The dale of thiz daclsion lettar on the sppesl.

o, 11D holds the residental management (o4 yield horml#az undar the
wansifon provizlons of Chapter 2. Sectian Vi of HUD Hendssak
42815,

{1) We undersmnd thet HUD will adjust the manngement foa par+
ceniage each time HUD approves o rent incroase,

{2) Wa 23ree to be baund by that parcaniage unil e naxt fent
Increase or unat HUD approves & dillorani fee. pursuant Io our
requost

2, Wawll, I the project is subsidized by HUD, sefoct and adrit lerants,
campute Wansni ranls and Bssistance pagments, recersly lonars and
eamy cutother subskdy caniract adminiatriion responsilises in accors
dapcé wit HUD Handbeok 4350.3 and other HUD ingiruelons.

4, Wosgree la!

2. Gomply with ihls project’s Regulatory Agroemant, Marigage §
Marigage Note, and any Subsidy Contact o Werkaut/ Madifcation

7 Agresmont

b, Comply wilh HUD hendbooks, nobices or atner palizy direcives mat
ralate la tio mansgamani of the grojeet

<« Comply wilh HUD requirements ragarding paymon: and reasonable-
s ol mansgemant foos and aliocation of managert et oSS
Butwesn he maragomont fea end tho projes! aecount (This doos. rot

£. Francis Assoc Prect, d, Palraln ram purchaging goocs or carvice from endties trat have
£l E 5

Iesnity-cliniorazt wilh us unlasg the costc are as low 65 or Iower than
ams-longth, open-masket purchases. :
4, Tha Aganragroas (o0

o, Assure that all axpensed of 1 project are reasandble end nocassasy,

b, Exert raasenehle atfort 1 maximize praject income and 1a 18ke
ndvaniage of diseauns, rebates and shmilar money-saving techniquas.

¢, Ohtaln contmets. malerals, supplias and sarvizag, Including the
prapuration of he annual sudiL on lerms Mot advantageous 1 he
prejoct.

4. Credit the project with all dlscounts, ebatas or camision {includrg
any saies or property ax ralef granied by the sl or focal govam-

with
L, [0 expire When PACIIE ent recoived.

o, Obiain Tha nexassary varbal or wiitten eost asimates and docurmant
tha reatans lor acceping other than e lawest bid,

I. Maintain eceplae of such I d maka such
avalabla [or your inspection dufing nomma business houta.

0. Iwast preject funda that HUD policies requira 10 b invested and ke
reasonable offor D Invast ethar preject funds unless the owner
spacifically directs the Agont not lo [vest thesa othat furds.

We cartily thot tha lypea of Insurance palicies checied belew ara In force.

andwill be majnizined 1o the bost of eur eblily at all tmes, Flaelly bonds -

and hazerd Ingurance poficies wil neme HUD o3 an acditons loss payee.

Nata: For any box not checked, aliach an oxplanaten as o why you »

cannot abtaln that lypé of peuranca. Such shualens should ba exdramely

Tara.

8.3 Fldelity bond of employoe dishanezly cavamge for

(1) 0l prineipale of the Agent and; 5
(2) 4l parsons who pardeipate dirocly or Indirectly in the marge-
ment end malnianance cf the project end ite asseiz, accounts

[

and recorde, Gaverage will be al least equel ol 1 93
gross polentlal ineame lor wo (2) menths, !
b.ﬂ Hazard Insurerco caveraga In an amount requl metqacu

Mongzge.
3% Publiz isbilly caverage with the Agen! deslgnated as one et \Hg
insurad,

6.Tho Apent agress 1&: )
. Fumish & teeponsa o HUD's management revisw raports, physical
Inspection repart= and wilnen Inquiries regerding the projecls annual
financisl stalemania or monily meceurting rapors winin 30 days atter
rocaiplof e rapart or inguiny.
b, Estabish and malniain ihe projocts aeceunts, backs and racards in
accardance with:
(1} HUD's adminferedvo roquiraments;
2} genaraky accepled accounting prnciples: end
{3)in & condliion thatwill laci) ata audit
7. We agroo that!
a. Al racorde ralatad 1o (ha aperalion ¢! the project, egardiess of whare
they are housed, shall be considered the praperty el the project
». HUD, Ine General Accouring Offica (GAO), and those agorcios’
roprasentalives may inzpect;
(1) any rocards which raiats o tha projoct e purchasa ol gaads of
saTvicHaL, a

ey 1o projects lisied in Paragrph 218 of HUO Handbaok 341.5), R
Fogo 104 form HUD-9633-8 |11/26/30; J
‘ L
3 PAGE 1 of 4
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" Mpunt St. Framcis Meslth Center

. &

[2) the racards of the Owner and (e Agent. end
(2) me recerds of companies having en ldanty-okiniarast with lhe
aumer and e &gont.

The lollowing clausa wil be Inclucad in any conract entered into Wit
&N idonify-ol-interagt jndividugl or busiest for tha provisien of goads
o ganicas to e prajest; “Upon raques of HUD or [name of pwnar o
Ageni). (name of contrecor or suppier) will reke aveileble & HUD. &
a raasorabia o and place, e racords ond tacerds of [gonfity=cl-
inlrast corparies which reiato 1o poods end zoicet ¢charged ls e
projact. Racards and Infarmation wil ‘te sufficient jo parmit HUD 1
dslarming tha sorvicer parfarmod, the dates the sanvicos wer
parformes, the location Al which ha sanleas were performad, the Sme
consumed in providing the services, a chargos rade for mateals,
arid the pat-unlt and total charges levisd for Bad serv(sez,” The awnor
agroes ' pequezt such roeords wiiHin sevon (7) days of receiplel
HUD's raquest o do 5.

8, We cortiy thatany Managamant Agreamant does 12l CORAN N6 yp# af
ol hermians® clauze prahibited by HUD.

8, We agroa 1o Include e following proviions in he Manegament Agreo-
ment and 1o ba bound by therm:

B

HUD has the right 1 termirate he Management Agraament for feilura
1o comply vah tha provisions o Ihic Carflicaton, or other good causa,
\irty days atter HUD na mailod e ewner & wrion factlce of its desire
o lerminats tha Mandgamant Agroament.

In the evant of & defaull under tha Morlgagn, Now or Aegulatory
Agreamant. HUD has tha righl 1o leminata the Manapement Rgrae-
fment mmadiatoly upan HUD'e issuanze o! & rticacl trmination 1o

. thg Owner and AgentL.

P

e

It HUD oxarcises this right of larminate, | 1ha Qwner agrea 1o
prompty mako amangarent for peoviding management mat la
satefaciony o HUD.

1 (hera Is & canflict batwean he Managament Agreoment & HUD'
rights end tequi FUD'2 rights & requl will provlh

. il tha Managemant Agreamant is taminatod |, 1ha Agent. will give 1
and

the Owner al| of the projoctd cash, trust 8ceounts invesirents
rosards within Tny (30] days of e datg the Managamant Agreernent
I prminezsd.

10. 1, the Qwner, agrea 1o submit a new Mamagerment Canfieation 1 HUD
botsrataking any of the (olewing uelons;
&, AUmofizing the sgenti ¢allact a faa dlferant from tho porcantgas

q. Frevide minoriline, wemort and cecially ard eccromically disadvan- ,) .
laged fimmz equal apperurily ' participate In tha projects procuremant
and cantracling actvilies,
1 the preject racsives any lorm of diect Fadural Nrancial assistancs,
comply wilh Settian 3 el the Housing and Urban Dvelopment Act &l
1958 ond lia | ] B ], tha Aganl, Unarstand st
\ris law and e reguieland require e project 1 meka waining. om-
ployment end coryacting oppouniies availeble, ja tha prealest extenl
fansile, to lower-income project eron fezidenls and small businassas.
12.We cerlily thel we havg raad andundersiand HUD's defirilian of “seniity-
aldntaras? and Mat ha ehacked and ian antered
‘olow ara trun, {Chack ax a of bexez b end/ af [S]

El

. [ Mo idanity-al-iniares: exists amang the Ounor, e Agert
and sny indwicualy or companlas that regularly do busineza Wi
the projscl.

b, KKOrly individuals wnd eomparies isiad in Sacion 11 of the M-
agertent Enlly Profile have an s ly-0-intarest with the Agent

. EXOriy (ne individualt. and comparios \istaef balow hava an Identitys
oi-lntarast vitn the Crwrior, (Show te name of e Individual ar
campany; lict the sanices randared: urid dascribe the palure of he
jeentzy-ahiniarest raluliorshio, Aach nddlianal sheott, If

necosedry.)
1.1, the Agent eortfy & agree:
a thit he Me t Endty Prolila, datod, lm_,ia

accurata and current ns of M date of tis Cersficaton.
b. e sybmit an upsaiad profiowhenever theee |3 & significamt change n
the arganizatien ef ap of the Management Enity,
14.The ltems checked below ara atiached:
3 Arnchment 1-Cateclaton of Est. Yields Fom Preposed Mot Feet
XX New Management Ently Profie . !
O Updted Manegamant Entty Profla )
O Ot (Specity),

fees and any spacial Toas gpecified in Paragranh 1ol 1is ©

b. Chesgling tha <xpiraton date of tha g

& Rarewing he Menagamant Agregment

., Parmjng @ new Agent lo opomte the ojoct

o. Parmiing a Aaw Agont b callect 8 fea.

1. Underiaing sall-management of 1he project.
S1l.Wengteem; ... .

-

A

Camply with all Fedaral e, or lacal laws probibiang discriminaton

agairst any persand on grunea of race, ¢olar, creed, farmilie] staus,

handicep, sox o neanal erigin, including Tite VI of e Civil Rights

Act of 1864, Tille VIl of mae Civil Right= el of 1868, Executive Order

21063 and all regulsiions implemeniing Mose laws.

ive Tarilias wilh eNidean equal concideration far admlasian, exceptin

housirg for older parsone at cawrmined by HUD.

Ghe persans pricrily far ;dizad unit thier were buit

and quippes specifically lor the haricapped.

1 e project recaives ony [amm of direct Fadaral finenciol assinmnca,

comply with Me provicions of Secton E04 ol the Rehabiitaton Act al

1873, a5 amendad, e Age Diserimiratan Act of 1375and all
and { i

Thate are fines and impzanment—$10,000/Syears—les anyeno who makes
lelso, fietleus, ur frauculent stiements ar eniies In any maniar within the
jurisdictien of the Fecaral Govement (1B U.S.C w01

Thera are fnes and imps $250. ¥ RrTyans who
miusas fanis & procwdds It vislaian of HUD regulations [eiadva k3 s
projact Thls appliez whon 1o molgage nala i¢ I dalaull of when the
praject 1 In'e nof4ufpds cazh posiion (12U,8.G 17152:8). =

HUD mey seek & *doubie camages” il tamedy |7 the vso of assals O
Incoma in viclaticn of any Regulatery Agreemant er By upplicatls HUD
regulatona (12 U.5.C 1T15z-4a).

HUD may ssek addltonal civil menay panlies © e paid by the moflpeqar
treugh persanal funds for ¢
{4) Violztion of an agroament with HUD to 1o use ronpeaject Tunda for
caaif 2pecilied purposas e & condition of rocalving vanzlers of physical
assaiz, lexidla zubsicy loan, capital Impravarment lear, mod/featen of
morigags tarms ef workaul, The panelies sculd ba 85 much as o HUD
Sacratary's lase al erecloeure selo or sale ghter foreciogure.

12) Carain spocific vidlaions of the Rogulttory Agreamant, T paneltos

g i thesd laws.
The Agant undératands tat 1ose (gus ond reguiations prohlbd dis+
crirination agalnat applicants or tonantz who &7 pped of of &
cartain oge.

and informasan required 1o monkor the preject’s compliance
sath HUD'e fair havelng and sifrmatve markating tequiroments
{ineluding HUD Form 348, il appiicabie).
Not dlecriminala agains: any amployoa, eaplicant far omglayment o
cantracier decause of tace, olar, hendicap, fo ligion, sax or national
origin [

. Furhish HUD's Office of Falr Housing end Equal Oppartunityeny ™, Antomid Giordano, General Pariu=i’

/

/4

‘uliette A. Vaccaro, Ceneral Mamager

eoulé ba a3 much a2 §25.000 per eesurance 12USS 1736(-15).
/,ﬁ..,,,(tj,._: fonr’  Date: (1/1/95

By Projoct Owna. Name, tlle, sigrature, date:

Z/Jf;‘/-// :.? il rsdda Date: '1]1/95

1 By Managamant Agan!: Neme, tle, signatuts, date;

Sterling Health Care Management Company, LIC. )

Page a4

m . )

8L,
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Projact Nama; FHA Projact Numbex? Dale?

Mount St. Francis Health Center . 016-4304% 11/1/95

HUE Flald Ottice Usa OAly (Cm:k:l! besna that apply)
An up-lrantreview of the mordgement foowas: Aequiret D Mot required
a The maragement lees queled In parsgrapn Ja ard oxslalred n Arachmant 1 of thia Cartlieaiion ere approved,

D The memnenumrén queted In Paregraph 1a and axplainod in Anachment 1 of this Canffcaton are hol approved. The anachod fenar, dated
oaplaing the raagons Tor this disappraoval and sels forkh the aliawabla management lees.

[ ™a ssidenial managereat le# Pareantaga is hald harmie=s ab Y
PUPM, Each tme you spprove & fent incrensa, acjust e managoman? fea Parcanlage

“The recldonial managernent foa ¥lold is cappesd a2,
1o mainmin thic yield and enler the Informaten required balow.

Effactiva Dats Adjusled Managemant
Fom Pcaniage

ol NewFea %' mewm FPoisnlial Callactions % Aszumed™

* This should be 1ha s dale (he tenl nctadss [s stiscliva.
“* 45% upless you apprews a diffsrent porcaringe.

By Loan Servicor By Suparvisory Load Sarvicar/Lonn Maragemert Branen Chlef

Cldd [Tl T ed

<, .
TAID 4. CLoTIER =7 Mo

o

!
- oA ‘ Tie lLr“
st Winastl. 7
,
Ik ]
L PAGE 3 of 4 1y
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h ¥ lon of d Ylaldg [rom Propased Managemont Foas
Projoct Narre: FHA Projod N o}
Mount St. Francis Heslth Center 016-43044 ‘1/1/83
i. RogldontalFes , 7 2. Commarclal Foa (Doecriba commarcial space, haw lLls ueed nd what
. sanvizes managemant provides.)

& Mantly residontiat rant potenii {Irom PartA

ol tho ot rocent HUD-epareved Roni Scnedule |3 17 /A
b. Line 1almes 55" §
c. Parcanige fee %
4. Maninly recidential foe yleld (Lina 13 imes 1c) §
o, Total numbor of realdental urils (incluce

rnkea it} N/A s
I Resldantal fos yieid par uril pac month

{Unn 3¢ civided by 10 $ PUPM
*Noza: Ganaraly ealiections must ba esimated at 95% of graga potenliol, i |&  Manily commercial rant potaniial (Iram Part €
you Use & Jowsr parceniage, atiach an explaration for tha collecians of the most recent HUD-epproved Rent
parcaniaga sed. Make sure Ihal eny assumplicn of @ lawer coleclens base Scheduls) oW
doss ot compansate Ine agant for senlces for which a spocial fee wil b
paid b. Parceniaga lee %

¢ Commereial fev yield (Lina 2a mes 22) $
1. Miscellanoous Faa .
—

& Percontage lea (nat b excoed tha residentel Incoms faa porcaniage in Lina 1c)

‘ N/&
b, List any miseallansous ineama o which HUD aliows & ae to bo taken, butanwhich you have agreed 8 foa will et ba paid

N/A

4, Spacll Fess
Show dalar Ameunt(s). purpasa(s) and ma periae(<) eovared. Descrioe parfermanca standerds end wrgat dales fer eccompllshment of spaciel sk, (AR
addiional sheets, Il neadad.} L

The Managing Agent is compensated at the rate of 3% of net patient service revenues,
under Mamagement Agreement dated as of 1/1/93.

“Note1 Projacts lisd In Parograph 218 of HUD Handbosk 4331.5 REV-1 may qutie managament (ses [n ways ciher han ax ‘howt I 1518 aNRENMeAL,

Pagedold farm HUD-483:B (111267%)

PAGE 4 of 4
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Attachment D

Comment 13

A

MOUNT

Ot FRANCIS

Mount Saint Francis
Health Center

i
4St. Joseph Street
A
Woonsocket
K
Rhode Tsland 02895
A

401-765-5844

P21

7005 AP 1
March 29, 2005
Joseph Crisafulli
U. S. Department of Housing and Urban Development
10 Weybosset Street

Providence, RI 02903
Re: Mt Saint Franeis - 016-15011
Dear Mr. Crisafulli,

I received your letter dated March 24, 2005 requesting an explanation of
various items from the January, 2005 Monthly Accounting Report for Mt. Saint
Francis. You addressed your letter to Sterling Health Care Management
Company. Sterling is no longer managing Mt. Saint Francis Health Center. 1, as
a representative of the owner, will attempt to answer them as best I can. The
answers are as follows: .

1. Debrah Putman is the Administrator at Mt. Saint Francis Health
Center. She has been since the date she was hired (May 17, 2004).

I don’t know where .the confusion came in but this has not =
changed. ) . )

2. We have reached an agreement with the Internal Revenue Service
for payment of the payroll taxes (scc attached). Our attorney is
working with the IRS on a revised payment plan,

3. The contracts have been canceled between Mt. Saint Francis and
Sterling Health Care Management co., My Place Inc., and
Construction Software effective July 1, 2004. As such, there are
no dollars being accrued or paid.

4. Aged Trial Balance for the following expenses:

a. Antonio L. Giordano - '$213,974.30 ~ this is for loans and the
monthly General Partner fees. Amount has been written off.

b. O. Ahlborg & Sons - $15,840.16 — this is for services rendered.
A Payment arrangement was made for $3,000 per month until
paid.

" EQUALHOUSING OPPORTUNITY

Professionally managed by Sterling Health Care Management Co, LLC
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Comment 13

c. Sundance Rehabilitation - $458,264.71 — this is for Rehab services billed but
disputed. Since SunDance has filed Bankruptcy and elosed, our atiorneys
have not heard from the attorney for SunDance in over two years.

d. Sterling Health Care - $103,852.14 — this was for services provided per
contract. Amount has been written ofl

e. My Place Inc. - $106,800 — this is for services provided per contract. Amount
has been writien off.

Operating Loss Loan payment is $7,187.61. Our payment to Suburban Mortgage

Associates Inc. for $7,781.36 includes $450.00 for MIP and $143.75 in latc fees

(see attached.)

Mortgage payment is $66,467 44, plus an additional $25,000 to the replacement

reserve in January. Our payment to Suburban Mortgage Associates Inc. in the

amount of $117,096.79 includes $4,600 for MIP, $1,700 for insurance, $18,000
for taxes and §1,329.35 for late fees (see attached.) (The regular replacement
reserve deposit of $10,000 each month was not billed by Suburban in January or

February in error due to some confusion on the repayment plan, and has been

corrected and paid in full for both January and February.)

Check Sequencing: the jump in check numbering is due to having some checks

written by hand and others computer generated, They are both drawn from the

same account.

Check number 31963211, PNA Computer Checks, is to cover checks written to

various residents or residents” family members either for their monthly personal

expenscs or upon their death or discharge.

I hope this answers your concerns about the monthly report and for future monthly
reports. Please feel free to contact me if you have any questions.

For Antonio L. Giordano,

General Partner

IIMlerb
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Attachment E

Comment 9

Mount St. Francis Health Center
= INTEROFFICE MEMO
August 21, 2002

To: (D

Fr: (I - . dministrator

Please make the following checks payable as noted. The money will be taken from the

savings account. Qen FE 2 BWE oAl

My Place 5400000 B /7Y 99
Construction Software 120000 & 175aqg
Consultants Ing. 8000.00 = 7 sg g
Antone 6000.00 . , 150 3o
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Attachment F

Antonio L. Giordano Related Entities

1. Construction Software Inc.
(Computer systems business) Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: John J. Montecalvo, From 2000 to 2004
Secretary: Janice M. Strang, From 2001 to 2004
Treasurer: Antonio A. Giordano, From 2001 to 2004, (Son of Antonio L. Giordano)

2. Consultants Associates, Inc.
(Real estate consulting firm) Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: Antonio A. Giordano, From 2001 to 2003, (Son of Antonio L. Giordano)
Vice President: Mary D. Gentili, From 2001 to 2003, (Daughter of Antonio L. Giordano)
Secretary: Madonna D. Giordano, From 2001 to 2003, (Daughter of Antonio L.
Giordano)
Treasurer: Antonio A. Giordano, From 2001 to 2003, (Son of Antonio L. Giordano)
President: Casimir Kolaski, From 2004 (Former Director of HUD Providence Field
Office)
Secretary: Janice M. Strang, From 2004

3. Consultants, Inc.
(Real estate consulting firm) Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: Antonio A. Giordano, From 2000 to 2004, (Son of Antonio L. Giordano)
Vice President: Mary D. Gentili, From 2002 to 2004, (Daughter of Antonio L. Giordano)
Secretary: Janice M. Strang, From 2000 to 2004
Treasurer: John J. Montecalvo, From 2000 to 2004

4. Gregory Building Company
(Construction company) Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: Antonio A. Giordano, From 2001 to 2004, (Son of Antonio L. Giordano)
Vice President: Peter Castriotta, From 2001 to 2004
Secretary: Madonna D. Giordano, From 2002 to 2004, (Daughter of Antonio L.
Giordano)
Secretary: Mary D. Gentili, 2001, (Daughter of Antonio L. Giordano)
Treasurer: Mary D. Gentili, From 2001 to 2004, (Daughter of Antonio L. Giordano)

5. Hillside Health Center Associates, LP
(Nursing home owner) Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
General Partner: Consultants Inc. (See above)

144



6. Hillside Health Center, LLC
(Nursing home operator) Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
Manager: John J. Montecalvo, From 2000 to 2003

7. Management Reality Services
(Real estate management agent) Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: Mary D. Gentili, From 2003 to 2004, (Daughter of Antonio L. Giordano)
President: Mona Renchan, 2002
President: Juliette A. Vaccaro, 2001
Vice President: Mary D. Gentili, 2002, (Daughter of Antonio L. Giordano)
Secretary: Mary D. Gentili, From 2002 to 2004, (Daughter of Antonio L. Giordano)
Secretary: Janice M. Strang, From 2001 to 2004
Treasurer: Antonio A. Giordano, From 2001 to 2004, (Son of Antonio L. Giordano)

8. Mount Saint Francis Associates.
(Nursing home owner/operator) Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
General Partner: Antonio L. Giordano

9. My Place, Inc.
(Employee relations firm) Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: Mary D. Gentili, From 2001 to 2004, (Daughter of Antonio L. Giordano)
Vice President: Madonna Giordano, From 2001 to 2004, (Daughter of Antonio L.
Giordano)
Secretary: Janice M. Strang, From 2001 to 2004
Treasurer: John J. Montecalvo, From 2001 to 2004

10. Simon and Windsor Interiors
(Interior design firm) Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: Mary D. Gentili, From 2001 to 2004, (Daughter of Antonio L. Giordano)

Vice President: Antonio A. Giordano, From 2001 to 2004, (Son of Antonio L. Giordano)

Secretary: Janice M. Strang, From 2001 to 2004
Treasurer: John J. Montecalvo, From 2001 to 2004

11. Sterling Health Care Management Company, LLC
(Nursing home management agent) Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
Manager: John J. Montecalvo, From 2000 to 2003
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12. Suburban Mortgage Associates Inc.
(State of Maryland public records) Giordano interest
President: J. Walsh Richards, From 1978 to present
Vice President: Antonio L. Giordano, From 1978 to 2003
Vice President: Edmond Richards, dates of service unavailable,
Vice President: Kimberly Papuchis, dates of service unavailable
Vice President: David N. Eaton, dates of service unavailable
Treasurer: Ngyuet M. Pham, dates of service unavailable
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	Findings 
	Appendixes 
	 
	The owner and management agent directed disbursements of operating funds of the project in the form of loan repayments, payments for services that were ineligible, unsupported, and/or unnecessary.  From January 2000 to December 2003, we identified a total of $1,646,669 in questionable cash disbursements while the project was in a non-surplus-cash position.  Of the total $1,646,669 in questioned costs, we classified $931,849 as ineligible project costs, $288,445 as unsupported costs and $426,375 as unnecessary project costs.  The following chart further summarizes the questionable disbursements from the project.  
	As of December 31, 2003, the project had accrued $4,388 in payables to Lefkowitz, Garfinkel, Champi & DeRienzo.  The invoices for these payables are all related to accounting services, which are currently unsupported.   
	 
	Upon receipt of adequate supporting documentation, HUD should perform a review of the necessity and reasonableness of these disbursements and payables. 
	Comment 16 Mount Saint Francis’s response did not provide adequate documentation to justify payment of $108,580 to the Director of Purchasing at Mount Saint Francis.  During our audit, we determined that Mount Saint Francis had adequate staff in place to support purchasing duties.  The director of purchasing position was created in late 2001.  Mount Saint Francis had been in existence since the early 1980’s.  Since the project ran almost 20 years without a purchasing director we disagree that this position was even required.  We have also demonstrated the most services performed by identity-of-interest companies were not properly procured.  In addition, the management agent’s agreement stated that one of the services to be provided was “Arrange for contracts for the purchase of all medical supplies, dietary, office and other items required to operate the Facility.”  Therefore, $108,580 paid for a director of purchasing position was clearly unnecessary and unreasonable.  
	Lastly, the audits performed by the State of Rhode Island Medicaid program are not relevant, since we do not know the scope and objectives of their audit. 
	Comment 17 The assistant administrator’s position should have been compensated on an as needed basis.  It was unnecessary and unreasonable for the project to pay for a position that was required periodically. The general manager could not justify his hours and duties to warrant payment of 20 hours per week as assistant administrator.  The general manager was already receiving compensation from Construction Software and Sterling Health Care Management. 




