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1 CENTRE STREET  
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───────────── 

WILLIAM C. THOMPSON, JR. 
COMPTROLLER 

 

 

To the Citizens of the City of New York 
 
Ladies and Gentlemen: 
 
In accordance with the Comptroller’s responsibilities contained in Chapter 5, §93 of the New York 
City Charter, my office has examined the Salvation Army’s compliance with its contract with 
Department of Homeless Services to operate and manage the Carlton House.  The results of this 
audit, which are presented in this report, have been discussed with Department of Homeless Services 
officials, and their comments have been considered in preparing this report. 
 
Audits such as this provide a means of ensuring that private concerns under contract with the City 
are complying with the terms of their agreements, properly reporting expenditures, and are receiving 
appropriate payments from the City. 
 
I trust that this report contains information that is of interest to you.  If you have any questions 
concerning this report, please e-mail my audit bureau at audit@Comptroller.nyc.gov or telephone 
my office at 212-669-3747. 
 
 
 
Very truly yours, 

 
William C. Thompson, Jr. 
 
WCT/fh 
 
Report: FP05-111A 
Filed:  November 21, 2005 
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AUDIT REPORT IN BRIEF 

 
This audit determined whether the Salvation Army complied with the contract with the 

Department of Homeless Services (DHS) to operate and manage the Carlton House.  
Specifically, we examined whether the Salvation Army: maintained the Carlton House in a safe 
and sanitary condition, and carried out required inspections; provided adequate services to 
residents; had appropriate payroll, personnel, timekeeping, purchasing, and inventory 
procedures; maintained complete and accurate records to support all expenditures and amounts 
billed to DHS; and spent program funds on expenses that were reasonable and necessary for the 
operation of the Carlton House. The scope of this audit covered July 1, 2003, through June 30, 
2004—Fiscal Year 2004. 

 
Audit Findings and Conclusions 

 
The Salvation Army generally maintained adequate records to support expenses and 

amounts billed to DHS for the operation of the Carlton House, and generally spent program 
funds on expenses that were reasonable and necessary.  In addition, the Salvation Army 
complied with contract provisions for providing child care services, establishing evacuation 
procedures, and providing appropriate security services. 

 

 However, the Salvation Army did not comply with other contract terms.  Specifically, the 
Salvation Army did not ensure that the Carlton House was maintained in a safe and sanitary 
condition and that it maintained documentation indicating that tenants’ units were inspected 
regularly.  In addition, the Salvation Army commingled funds received from DHS with funds 
from other Salvation Army programs; made payments from its general account that were not 
fully supported by the documentation; paid for items that were not delivered to the Carlton 
House; paid employees $77,820 for undocumented hours; and did not maintain an inventory list 
of equipment or affix tags to the equipment. 

 
In addition, DHS did not amend the contract and submit the amendment to the 

Comptroller for registration when it chose to increase the daily rate it paid the Salvation Army, 
contrary to the City’s Procurement Policy Board (PPB) rules.  
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Audit Recommendations 
 

To address these issues, we make seven recommendations, including that DHS should 
ensure that:  

 
• All contractors operating temporary emergency shelters maintain safe and sanitary 

conditions in the facilities.   
• Contractors operating emergency shelters develop and implement formal procedures 

for inspecting residential units and should ensure that inspections are carried out in 
accordance with these procedures. 

• Funds disbursed to contractors are not commingled with funds disbursed to 
contractors for non-related programs. 

• Contractors maintain adequate documentation to support all wages paid to employees.   

 

INTRODUCTION 
 
Background 
 

The Department of Homeless Services (DHS) provides temporary emergency shelter for 
eligible homeless families and individuals.  Accordingly, DHS contracts with various 
organizations that operate shelters.  DHS entered into a contract with the Salvation Army, a not-
for-profit corporation, to operate and manage the Carlton House, a 335-unit transitional housing 
facility for homeless families at 138-10 135th Avenue in Queens.  

  
Under the contract, which covers the period October 1, 2002, through September 30, 

2007, the Salvation Army was to receive a daily per diem rate of $150.07 per family from 
October 1, 2002, through June 30, 2003, and $123.03 from July 1, 2003, through September 30, 
2007.  (DHS officials will, however, close the Carlton House on September 30, 2005, because of 
a lower-than-anticipated number of homeless families.)  Total payments to the Salvation Army 
were not to exceed $71,682,681 for the entire contract period.  For the period covered by this 
audit—July 1, 2003, to June 30, 2004—the Salvation Army received $17,391,358 from DHS. 
 
Objectives 
 
 The objectives of this audit were to determine whether the Salvation Army complied with 
the contract with DHS to operate and manage the Carlton House.  Specifically, we examined 
whether the Salvation Army:   
 

• maintained the Carlton House in a safe and sanitary condition, and carried out 
required inspections; 
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• provided adequate services to residents (child care services, evacuation procedures, 
and security services); 

 

 

• had appropriate payroll, personnel, timekeeping, purchasing, and inventory 
procedures; 

 
• maintained complete and accurate records to support all expenditures and amounts billed 

to DHS; and 
 
• spent program funds on expenses that were reasonable and necessary for the 

operation of the Carlton House. 
 

 
Scope and Methodology 
 

The audit covered the period from July 1, 2003, through June 30, 2004—Fiscal Year 
2004. 

 
To obtain an understanding of the procedures and regulations by which the Salvation 

Army is required to operate and maintain the Carlton House, we reviewed the contract, the 
Carlton House’s 2003-2004 Operational Plan, and the Salvation Army’s Employee Manual.  In 
addition, we reviewed the rules and regulations contained in the New York State Office of 
Temporary and Disability Assistance Part 900, which covers all DHS family residences.  We 
interviewed Salvation Army and Carlton House staff to understand payroll, personnel, 
timekeeping, and purchasing procedures, and to determine how physical assets are safeguarded. 

 
To determine whether the Salvation Army maintained the Carlton House in a safe and 

sanitary condition, we conducted an unannounced visit to the premises on October 6, 2004.  We 
inspected the hallways, courtyards, playground, and a total of 77 of the premises’ 335 units.  We 
interviewed residents and photographed conditions.  We also reviewed inspection reports filed 
by Carlton House personnel.   
  

To determine whether the Salvation Army was properly billing DHS for operating the 
Carlton House, we examined the monthly bills submitted to DHS.  To determine whether the 
Salvation Army properly deposited all payments from DHS, we reviewed the 12 monthly bank 
statements covering the period July 1, 2003, to June 30, 2004, all 808 canceled checks, and the 
75 account deposits that took place during our audit period.  We also established the source of 
the 75 deposits to determine whether the Salvation Army was commingling DHS and other 
funds.  

 
To determine whether the Salvation Army maintained complete and accurate records to 

support its expenses for the Carlton House, we judgmentally selected 286 canceled checks based 
on expense type and reviewed corresponding invoices and receipts submitted by various vendors 
during Fiscal Year 2004.  We determined whether these expenses were reasonable and necessary 
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for the operation and maintenance of the facility, and whether transactions were performed in 
accordance with applicable regulations.   

 
To determine whether wages paid to Carlton House employees were properly supported 

by time records, we reviewed attendance records for all 159 employees.  We examined the 
documents for completeness and for evidence of supervisory review.  We compared the 
attendance records to the payroll records to determine whether all hours paid were documented 
on the time records.  In addition, we examined annual leave accrual rates for December 2003 to 
determine whether Carlton House employees were credited with leave time in accordance with 
the employee manual.  We performed a floor check for a random sample of 30 employees listed 
on the payroll register for the pay period ending March 17, 2005. We observed employees and 
inspected their photo identification cards to assess their status as bona fide employees. We 
performed a second floor check on June 8, 2005, to verify the status of 15 employees who were 
paid for hours during the pay periods tested, even though their time records did not provide 
evidence that they actually reported to work each day.  

 
To determine whether the 22 employees who were separated from the Carlton House in 

Fiscal Year 2004 were processed properly, we examined separation payments for the 10 
employees with the highest leave balances at their dates of separation. We determined whether 
those payments were properly calculated and whether the employees were appropriately 
removed from the payroll. 

 
Finally, to determine whether the Salvation Army complied with other provisions of the 

contract, we determined whether child care, social services, and security services were provided 
to the residents, whether evacuation procedures were established, and whether inventory records 
were maintained.   
 

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

The matters covered in this report were discussed with Carlton House, Salvation Army, 
and DHS officials during and at the conclusion of this audit.  A preliminary draft report was sent 
to Carlton House, Salvation Army, and DHS officials and was discussed at an exit conference 
held on September 29, 2005.  On October 11, 2005, we submitted a draft report to Carlton 
House, Salvation Army, and DHS officials with a request for comments.  We received a written 
response from DHS officials on October 31, 2005. 

 
In its response, DHS stated that “The Department of Homeless Services concurs with the 

audit’s findings and believes that the recommendations reflect the enormous and unique 
challenges DHS faced in operating the largest homeless facility in the New York shelter system. 
These problems were compounded, because at that time, the homeless population was exploding 
and a facility had to be found and set up quickly in order to meet our shelter obligations. 
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Although the Carlton House is now closed, DHS treats the audit report’s seven recommendations 
with the utmost seriousness because the recommendations help us to improve our oversight 
responsibilities.”  
 
 The full text of the comments received is included as an addendum to this report. 

 
FINDINGS AND RECOMMENDATIONS 

 
The Salvation Army generally maintained adequate records to support expenses and 

amounts billed to DHS for the operation of the Carlton House, and generally spent program 
funds on expenses that were reasonable and necessary.  In addition, the Salvation Army 
complied with contract provisions for providing child care services, establishing evacuation 
procedures, and providing appropriate security services. 

 

 However, the Salvation Army did not comply with other contract terms.  Specifically, the 
Salvation Army did not ensure that the Carlton House was maintained in a safe and sanitary 
condition and that it maintained documentation indicating that tenants’ units were inspected 
regularly.  In addition, the Salvation Army commingled funds received from DHS with funds 
from other Salvation Army programs; made payments from its general account that were not 
fully supported by the documentation; paid for items that were not delivered to the Carlton 
House; paid employees $77,820 for undocumented hours; and did not maintain an inventory list 
of equipment or affix tags to the equipment. 

 
 In addition, DHS did not amend the contract and submit the amendment to the 
Comptroller for registration when it chose to increase the daily rate it paid the Salvation Army, 
contrary to the City’s Procurement Policy Board (PPB) rules.  

 
These matters are discussed in the following sections of this report. 
 

Facility Not Properly Maintained
 

The Salvation Army did not maintain the Carlton House in a safe and sanitary condition. 
According to the contract, the Salvation Army “shall maintain the Facility in a good state of 
repair and sanitation.”  However, all 77 (100%) of the residential units and many of the common 
areas we inspected had unsafe and unsanitary conditions.  Specifically, we observed roach 
infestation; water damaged walls and ceilings; peeling paint; stained and frayed carpets; leaking 
sink and bathtub faucets; damaged appliances; and broken kitchen cabinets and doors.  In 
addition, many of the residents complained that their units were infested with roaches, mice, or 
bedbugs. (See Appendix I for a list of the conditions.)  

 
We informed DHS about these conditions in a letter dated October 15, 2004. (See 

Appendix I.)   DHS responded by stating that staff from the Facilities and Families Services 
Divisions inspected the facility and “did confirm areas of concern and have identified corrective 
actions to be taken.” (See Appendix II.)  
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Problems with Inspections 

 
The lack of proper maintenance can be attributed to the fact that the Salvation Army did 

not consistently follow its procedures that required Carlton House staff to conduct regular room 
inspections and maintain the premises.  According to the documentation provided, there were no 
inspection reports for 101 (30%) of the 335 residential units.  In fact, during the period of 
November 2003 through March 2004, inspection reports were provided for only 15 units.   

 
 The Salvation Army’s 2003-2004 Operational Plan for the Carlton House states, “Room 
inspections will be done on a regularly scheduled basis whenever possible.”  According to 
Carlton House’s Director of Social Services, procedures require case workers to inspect every 
occupied unit twice a week and generate work orders for all conditions to be remedied.  In 
addition, the contract requires that the Salvation Army “maintain the cleanliness of the entire 
Facility with periodic cleaning of public areas and each residential unit upon vacancy.”   

Recommendations 
 
DHS should ensure that: 
 
1. All contractors operating temporary emergency shelters maintain safe and sanitary 

conditions in the facilities.   
 
2. Contractors operating emergency shelters develop and implement formal procedures 

for inspecting residential units and should ensure that inspections are carried out in 
accordance with these procedures. 

 
DHS Response: “As part of the Agency’s Strategic Plan Initiative of 2002, the 
Division of Facility Maintenance and Development introduced a new program, ‘The 
Routine Site Review Inspection (RSRI).’ This program was developed to be used as a 
measuring tool to monitor facility safety and sanitary conditions among other 
operational criteria. 
 
“Additionally, DHS ensures that facilities maintain sanitary conditions in several 
ways.  The Program Analysts in the Family Services division complete two audits per 
year, in addition to visiting sites frequently. Program Analysts complete a Shelter 
Monitoring Tool during the inspections. One aspect of monitoring involves 
inspections of the apartments, as well as, the physical plant. When deficiencies are 
noted, the providers are required to submit a corrective action plan within 30 days. 
The Program Analysts are then responsible for following up with the providers to 
ensure that the corrective action plan is implemented, and that the conditions are 
rectified. This includes conducting random visits to the sites. If the Provider fails to 
implement a corrective action plan, this is indicated in their Vendex rating. 
 
“Providers are required to complete room inspections and to document the results in 
the case records. During the Program Analyst’s audit, they review the case files to 
ensure that these inspections are occurring. For those residents who fail to keep their 
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units sanitary, the providers are expected to counsel these clients and provide 
assistance with housekeeping skills. 
 
“The Family Services division works with our Facilities and Maintenance division to 
ensure that all facility plant deficiencies are monitored and corrected in order to 
ensure safe and sanitary conditions.  
“During the twice-annual RSRI cycles, contractors will now be required to provide 
evidence – in the form of logs or inspection result forms – that regular facility 
inspections are carried out according to RSRI procedures and shelter monitoring 
protocols prescribed by FMD and program services.”  
 

Improper Use of Funds 
 
 The Salvation Army improperly commingled funds by using $1,945,000 in Carlton 
House funding to pay expenses for non-related Salvation Army programs. According to the 
contract “funds shall not be commingled with funds from any other source.”  Some of the 
commingled funds ($785,000) were assigned to other programs, while $1,160,000 was used to 
repay various loans made to the Carlton House.  Moreover, the Salvation Army used $2,596,888 
in funding from other programs to pay for Carlton House expenses.   
 

 
Recommendation 
 
3. DHS should ensure that funds disbursed to contractors are not commingled with 

funds disbursed to contractors for non-related programs. 
 

DHS Response: “This requirement is stipulated in the contract with the Salvation 
Army (section 6.2 Initial Allocation - E): ‘The contractor shall establish and maintain 
within the City of New York a separate account as a depository for the funds 
provided under this agreement. The funds shall not be commingled with funds from 
any other source or with funds received under any other agreement.’ Apart from the 
contract stipulation, DHS monitors adherence through the bi-annual instrument and 
periodic audits of all providers.” 

 
Problems with Payments to Vendors 
 
 Our review of 286 payments for purchases of goods, maintenance and repairs, 
extermination, and food services in Fiscal Year 2004 identified the following problems with the 
Salvation Army’s procedures for paying vendors. Specifically: 
 

• In 11 cases, vendors were paid a total of $27,802 for invoices that were previously 
paid.  Documentation indicated that only one of the duplicate payments, for $10,143, 
was reimbursed by the vendor. After we informed Salvation Army officials about the 
other duplicate payments, we were provided with documentation showing that an 
additional $16,939 was reimbursed or used as a credit towards future purchases. 
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• Three payments totaling $5,545 were not fully substantiated by file documentation.  
After we informed Salvation Army officials about the lack of documentation, we 
were provided with documentation for two of the three payments, totaling $5,260.  

 
• There were 26 payments, totaling $275,788, for which the files lacked original 

invoices.  File documentation contained only photocopies, faxes of invoices, 
proposals, or account statements. 

 
• One invoice was overpaid by $300. 
 
• There were two payments, totaling $523, for goods that were delivered to another 

Salvation Army program site.  Salvation Army officials affirmed that the items were 
ultimately delivered to the Carlton House.  

 
We also found problems with the Salvation Army’s procedures for ordering and receiving 

material and equipment for the Carlton House.  For 153 of 162 payments for purchased items, 
the files did not contain sufficient evidence that the items were counted and inspected upon 
receipt.  In addition, there was no documentation for 54 of the 162 payments to indicate that 
Salvation Army or Carlton House employees had approved the purchases prior to payment. 

 
The contract requires that the Carlton House implement controls to ensure that items 

purchased are counted and physically inspected when received.  Supervisory review and 
approval before delivery is important to ensure that only items necessary for the operation of the 
facility are ordered and paid for. 

 
 
Recommendation 

 
4. DHS should require contractors that operate emergency shelters to implement a 

supervisory payment review process to ensure that all necessary documents are on file 
and that necessary approvals are obtained. 

 
DHS Response: “DHS monitors compliance through bi-annual shelter monitoring 

instruments and periodic audits of providers.  We are exploring ways to improve the review 
of the payment process.” 

 
Problems with Timekeeping  
 

Our review of timekeeping records for Carlton House employees disclosed the following 
exceptions: 
 

• 34 employees were paid $13,615 for 1,120 hours that were not properly documented.  
In these cases, the employees’ start and finish times were recorded on the time 
records after the work week ended, as evidenced by adjustments made to the 
timekeeping system. There was no evidence to indicate whether these employees 
actually reported to work at these times or the basis for the adjustments; 
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• 55 employees were paid $12,434 for 1,043 hours for which time records did not 

indicate daily start and finish times.  Once again, there was no evidence to indicate 
whether these employees actually reported to work at these times;   

 
• 40 employees were paid $17,061 for 1,496 hours that were not listed on their 

timekeeping records; and 
 
• 22 employees were paid $34,711 for 1,743 hours for which timesheets were not on 

file.  
 

As a result of these timekeeping problems, Carlton House employees were paid $77,820 
for 5,402 undocumented work hours.  

 
 
Recommendation 
 
5. DHS should ensure that contractors maintain adequate documentation to support all 

wages paid to employees.   
 

DHS Response: “DHS will stress the importance of the certification statement 
attached to the monthly billing, attesting to the accuracy of the documents. We are also 
meeting with responsible DHS departments to implement oversight procedures to improve 
maintenance of documentation.” 

 
 
Lack of Inventory Controls  

 
The Salvation Army did not maintain an inventory list of all the physical assets at the 

Carlton House, including computers, printers, and fax machines.  The contract requires that the 
Salvation Army implement inventory procedures to “ensure that the Contractor maintains 
accurate records to account for all equipment, furnishings and supplies purchased with 
Department funds.”  Maintaining adequate inventory controls is important to ensure that physical 
assets are properly safeguarded.  Carlton House officials informed us that they were in the 
process of compiling an inventory list and tagging all equipment.  However, we were not 
provided with any documentation to verify this claim. 

 
 
 
Recommendation 
 
6. DHS should ensure that emergency shelter contractors establish and maintain 

inventory records, inventory procedures, and affix tags to the equipment to ensure 
that physical assets are properly safeguarded. 
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DHS Response: “We will review inventory controls during visits to the facilities and 
through periodic audits conducted by the agency.” 
 
 

 
Other Issue: Failure to Adhere to PPB Rules 
 
 As previously stated, under the contract the Salvation Army was to receive a daily per 
diem rate of $123.03 per family from July 1, 2003, through September 30, 2007.  Under these 
terms, DHS would have paid the Salvation Army $13,383,819 for the 108,785 care days that the 
Salvation Army provided.  Instead, DHS paid the Salvation Army $17,391,358 ($159.87 per 
family per day––a difference of $4,007,539) based on new needs request forms submitted by the 
Salvation Army.     
 
 The contract permits the Salvation Army to “seek an increase in the rate” to pay for 
increases in the cost of providing legally required services, and DHS can approve such an 
increase in the rate “provided that such change has been agreed to in writing by the parties . . . 
and all necessary approvals are received by the Department.”  In addition, DHS did not amend 
the contract and submit the amendment to the Comptroller for registration, as required by the 
PPB rules. Although DHS provided documentation to substantiate the additional costs, PPB rules 
state that “all contracts, agreements, contract changes, change orders, amendments, 
modifications, contract time extensions, and ‘Buy-Against’ procurements shall be presented to 
the Comptroller for registration.”  Amending contracts when significant cost revisions and 
changes occur and submitting such amendments for registration are important safeguards for 
ensuring that City funds are used properly.   
 

Recommendation 
 
7. DHS should adhere to PPB rules by amending all contracts and registering them with 

the Comptroller’s Office to reflect appropriate changes in per diem rates.   
 

DHS Response: “DHS adheres to PPB rules by amending all contracts and 
registering them with the Comptroller’s Office to reflect changes in per diem rates. 
Meetings are held every fortnight among Programs, Budget, and ACCO to discuss 
what contracts require adjustment and determine timetables and deliverables to 
effectuate the required changes.”    
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Room 425 
Roaches in Kitchen Cabinet 
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7th Floor Hallway 
Hole in Wall

 

 
 
 

7th Floor Hallway 
Trash in Front of Garbage Chute 
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Room 718 
Cracked Ceiling above Window 

 

 
 

Room 813 
Roaches on Countertop 
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9th Floor Hallway 
Hole in Ceiling 

 

 
 

Building Roof 
Decayed Rooftop Floor

 

 
































