
 

Department of Health and Human Services 
OFFICE OF 

INSPECTOR GENERAL 
 

 
 

HEARTLAND HUMAN CARE  
SERVICES, INC., GENERALLY MET 

SAFETY STANDARDS, BUT CLAIMED 
UNALLOWABLE RENTAL COSTS 

 
 
 

 
 
 
 

 
 
 
 
 
 

Inquiries about this report may be addressed to the Office of Public Affairs at 
Public.Affairs@oig.hhs.gov. 

 

 
Gloria L. Jarmon 

Deputy Inspector General 
for Audit Services 

 
September 2018 
A-05-16-00038 

 

 

 

 

 



 

Office of Inspector General 
https://oig.hhs.gov 

 
 
 
The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, as amended, is 
to protect the integrity of the Department of Health and Human Services (HHS) programs, as well as the 
health and welfare of beneficiaries served by those programs.  This statutory mission is carried out 
through a nationwide network of audits, investigations, and inspections conducted by the following 
operating components: 
 
Office of Audit Services 
 
The Office of Audit Services (OAS) provides auditing services for HHS, either by conducting audits with 
its own audit resources or by overseeing audit work done by others.  Audits examine the performance of 
HHS programs and/or its grantees and contractors in carrying out their respective responsibilities and are 
intended to provide independent assessments of HHS programs and operations.  These assessments help 
reduce waste, abuse, and mismanagement and promote economy and efficiency throughout HHS.  
        
Office of Evaluation and Inspections 
 
The Office of Evaluation and Inspections (OEI) conducts national evaluations to provide HHS, Congress, 
and the public with timely, useful, and reliable information on significant issues.  These evaluations focus 
on preventing fraud, waste, or abuse and promoting economy, efficiency, and effectiveness of 
departmental programs.  To promote impact, OEI reports also present practical recommendations for 
improving program operations. 
 
Office of Investigations 
 
The Office of Investigations (OI) conducts criminal, civil, and administrative investigations of fraud and 
misconduct related to HHS programs, operations, and beneficiaries.  With investigators working in all 50 
States and the District of Columbia, OI utilizes its resources by actively coordinating with the Department 
of Justice and other Federal, State, and local law enforcement authorities.  The investigative efforts of OI 
often lead to criminal convictions, administrative sanctions, and/or civil monetary penalties. 
 
Office of Counsel to the Inspector General 
 
The Office of Counsel to the Inspector General (OCIG) provides general legal services to OIG, rendering 
advice and opinions on HHS programs and operations and providing all legal support for OIG’s internal 
operations.  OCIG represents OIG in all civil and administrative fraud and abuse cases involving HHS 
programs, including False Claims Act, program exclusion, and civil monetary penalty cases.  In 
connection with these cases, OCIG also negotiates and monitors corporate integrity agreements.  OCIG 
renders advisory opinions, issues compliance program guidance, publishes fraud alerts, and provides 
other guidance to the health care industry concerning the anti-kickback statute and other OIG enforcement 
authorities. 
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Report in Brief 
Date: September 2018 
Report No. A-05-16-00038 

Why OIG Did This Review  
The Unaccompanied Alien Children 
(UAC) program, which is overseen by 
HHS’s Office of Refugee Resettlement 
(ORR), served between 7,000 and 
8,000 children annually from fiscal 
year (FY) 2005 through FY 2011.  The 
UAC program served approximately 
13,600 children in FY 2012, 24,700 in 
FY 2013, 57,500 in FY 2014, and 
33,700 in FY 2015.  

As the number of children increased, 
funding for the program increased.   
From FY 2009 through FY 2015, 
funding for the UAC program totaled 
more than $3 billion.     
 
We selected Heartland Human Care 
Services, Inc. (Heartland), for review 
because it received the third highest 
amount of UAC program funding and 
served a large number of children.  
 
Our objectives were to determine 
whether Heartland (1) met applicable 
safety standards for the care and 
release of children in its custody and 
(2) claimed only allowable 
expenditures in accordance with 
applicable laws, regulations, and 
departmental guidance. 
 
How OIG Did This Review 
We reviewed Heartland’s compliance 
with safety standards and costs 
claimed for the FY 2015 program 
period.  We reviewed UAC case files, 
personnel records, and financial 
transactions, and we inspected 
buildings that provided shelter care.   
 

Heartland Human Care Services, Inc., Generally Met 
Safety Standards, but Claimed Unallowable Rental 
Costs  
 
What OIG Found 
Heartland generally met applicable safety standards for the care and release 
of children in its custody.  Heartland met State licensure requirements and 
requirements for inspections, performed adequate oversight, and followed 
guidance when reviewing background investigations for employees who care 
for the children.  However, we observed one classroom where the staff-to-
child supervision ratio was significantly less than required, and we observed 
one classroom and hallway that lacked required monitoring equipment.  We 
also found that some Heartland case files were missing documentation 
assuring that required records were provided upon the child’s release to a 
family member or other sponsor.   
 
Heartland claimed allowable expenditures for 119 of 120 transactions 
reviewed in our stratified random sample.  For one transaction, it did not 
comply with Federal regulations related to less-than-arm’s-length lease 
agreements.  We also identified rental costs on two additional less-than-arm’s-
length leases that exceeded the amount allowable for such leases.  The three 
leases resulted in unallowable rental costs of $665,333 and associated indirect 
costs of $103,127. 

What OIG Recommends and Heartland’s Comments  
We recommend that Heartland adhere to classroom staffing-to-child ratios in 
accordance with State regulations and maintain children’s case file 
documentation in accordance with ORR policy.  We also recommend that 
Heartland refund $768,460 to ORR for unallowable costs incurred under the 
less-than-arm’s-length lease agreements and limit future rental costs under 
less-than-arm’s-length lease agreements to the amount that would be allowed 
under 45 CFR section 75.465(c).   

In written comments on our draft report, Heartland agreed with our first two 
recommendations regarding staffing-to-child ratios and maintenance of case 
file documentation.  Heartland did not agree with our third recommendation 
to refund $768,460 to ORR for unallowable rental costs.  

After reviewing Heartland’s comments, we maintain that the recommendation 
to refund unallowable rental costs is valid, although the amount of questioned 
costs for one facility could be reduced.  We defer to ACF to determine any 
potential adjustments for the one facility.  
 

The full report can be found at https://oig.hhs.gov/oas/reports/region5/51600038.asp. 
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INTRODUCTION 
 

WHY WE DID THIS REVIEW  
 
The Office of Refugee Resettlement (ORR) within the U.S. Department of Health and Human 
Services’ (HHS’s) Administration for Children and Families manages the Unaccompanied Alien 
Children (UAC) program.  The UAC program served between 7,000 and 8,000 children annually 
from fiscal year (FY) 2005 through FY 2011.  In FY 2012, however, the number of children 
entering the program began to increase, and by the end of FY 2012, the UAC program served 
approximately 13,600 children.  In FY 2013, the program served 24,668 children, and in  
FY 2014, referred to as the “surge” year, ORR served 57,496 children.  During FY 2015, ORR 
served 33,726 children. 
 
As the number of children increased, funding for the program increased.  From FY 2009 through 
FY 2015, ORR’s funding for its UAC program totaled more than $3 billion, of which $1.9 billion 
(62 percent) was for FYs 2014 and 2015 (Figure 1). 
 

Figure 1: UAC Program Funding Was Substantially Higher in FY 2014 and 2015 

 
 
Because of the rapid increase of vulnerable children entering ORR care, the significant increases 
in program funding, and the multiple changes to ORR policies during FY 2014, we are 
conducting a series of reviews of ORR care providers across the Nation.  We selected Heartland 
Human Care Services, Inc. (Heartland), for review because it received the third highest amount 
of UAC program funding and served a large number of children. 
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OBJECTIVES 
 
Our objectives were to determine whether Heartland (1) met applicable safety standards for 
the care and release of children in its custody and (2) claimed only allowable expenditures in 
accordance with applicable laws, regulations, and departmental guidance.  
 
BACKGROUND 
 
Within HHS, ORR manages the UAC program.  The UAC program funds temporary shelter care1 
and other related services for unaccompanied children in ORR custody.  In FY 2014, ORR 
awarded grants totaling $1.1 billion to providers for the care and placement of children.  The 
UAC program is separate from State-run child welfare and traditional foster care systems. 
 
By law, HHS must provide for the custody and care of UAC, defined as children who have no 
lawful immigration status in the United States; have not attained 18 years of age; and with 
respect to whom there is no parent or legal guardian in the United States, or no parent or legal 
guardian in the United States available to provide care and physical custody (6 U.S.C.  
§ 279(g)(2)).  The Flores Settlement Agreement established a nationwide policy for the 
detention, treatment, and release of UAC and recognized the particular vulnerability of UAC 
while detained without a parent or legal guardian present.2  
 
Under the Homeland Security Act of 2002, Congress transferred the care and custody of UAC to 
HHS from the former Immigration and Naturalization Service to move toward a child welfare-
based model of care and away from the adult detention model.  In the Trafficking Victims 
Protection Reauthorization Act of 2008, which expanded and redefined HHS’s statutory 
responsibilities, Congress directed that each child must “be promptly placed in the least 
restrictive setting that is in the best interest of the child” (8 U.S.C. § 1232(b)(2)).  
 
During our audit period, which was October 2014 through September 2015 (FY 2015), ORR 
relied on different sources for policies and procedures, depending on the date and the topic.  
From October to January, ORR looked to the 2006 Draft Division of Unaccompanied Children’s 
Services Policies and Procedures Manual (P&P Manual) for applicable policies and procedures.3  
Additionally, ORR used the ORR UAC Program Operations Manual, which was originally issued 
in April 2012 and updated periodically, including in April 2014 (Ops Manual 2014).  The Ops 
Manual covered only certain areas of program management, and where there was no Ops 

                                                           
1 Shelter care is a residential care provider facility in which all of the programmatic components are administered 
onsite in the least restrictive environment.  The goal of shelter care is to provide the least restrictive setting that is 
in the best interests of the child, taking into consideration potential flight risk and danger to the child and others. 
 
2 Flores v. Meese—Stipulated Settlement Agreement (U.S. District Court, Central District of California, 1997) (Flores 
Settlement Agreement). 
 
3 Although the P&P Manual was marked “[D]raft,” ORR told us that it included policies and procedures that should 
be followed. 
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Manual guidance, ORR referred to the P&P Manual.  ORR made changes to both the P&P 
Manual and the Ops Manual on an ad-hoc basis.   
 
In 2015, ORR issued the ORR Guide: Children Entering the United States Unaccompanied (Policy 
Guide), effective January 2015, and the ORR UAC Program Operations Guide (Operations 
Guide), effective September 2015, to replace the previous draft versions.  ORR updates these 
documents on an ad-hoc basis and records the most recent effective date next to each policy 
provision. 
 
We looked to the P&P Manual, the 2014  Ops Manual, the Operations Guide, and the Policy 
Guide to determine the policies and procedures in effect during our audit period, depending on 
the date and the topic.  We applied the relevant policy or policies to determine whether 
Heartland was in compliance with ORR requirements.  In this report, we include citations to all 
of the relevant provisions in effect throughout the entire audit period.  For findings stemming 
from our site visit on June 21, 2016, we cite to the applicable criteria in effect on that date.  See 
Appendix B for relevant ORR requirements. 
 
Federal regulations establish uniform administrative requirements for awards to nonprofit 
organizations.  For grant awards made prior to December 26, 2014, 45 CFR part 74 establishes 
uniform administrative requirements governing HHS grants and agreements awarded to 
nonprofit entities.  The allowability of costs incurred by nonprofit organizations is determined 
in accordance with the provisions of 2 CFR part 230 (formerly OMB Circular No. A-122) (made 
applicable by 45 CFR § 74.27(a)).  For grant awards made on or after December 26, 2014,  
45 CFR part 75 establishes uniform administrative requirements, cost principles, and audit 
requirements for Federal awards to non-Federal entities.  For the purposes of this report, there 
were only minor, non-substantive differences between the provisions of the rules that applied 
to a finding; thus, for simplicity’s sake, we cited to the provisions of 45 CFR part 74 because it 
applied during the beginning of our audit period.  We have included the relevant cites to 45 CFR 
part 75 in footnotes. 
 
Care Process 
 
ORR funds care providers through cooperative agreements to provide temporary housing and 
other services to children in ORR custody at State-licensed facilities.  These facilities must meet 
ORR requirements to ensure a high-level quality of care.  
 
Federal field specialists (FFSs) are Federal employees who oversee the care providers and 
ensure that they are following ORR requirements.  FFSs are ORR’s field staff who are assigned 
to a group of care providers within a region.  An FFS’s authority includes approving or denying 
all child transfer and release decisions, overseeing care providers, implementing policies and 
procedures, and serving as liaisons to local stakeholders.  FFSs also provide guidance, direction, 
and technical assistance to care providers.  
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Care providers employ case managers, whose responsibilities include:  
 

• coordination of child assessments, which includes completing individual service plans; 
 

• assessing potential child sponsors; 
  

• making transfer and release recommendations; and  
 

• coordinating the release of a child to a sponsor. 
 

ORR contracts with case coordinators who act as local ORR liaisons with care providers.  Case 
coordinators serve as third-party reviewers of each case manager’s family reunification process.  
After reviewing the case managers’ decisions, case coordinators make transfer and release 
recommendations to the FFSs.   
 
ORR policy requires that children receive certain care and services while in care provider 
facilities.  See Appendix D for a chart of these services. 
 
Family Reunification Process 
 
In addition to caring for children, the care providers facilitate the release of a child to family 
members or other sponsors, known as the family reunification process, according to the 
following preferences: (1) a parent, (2) a legal guardian, (3) an adult relative, (4) an adult 
individual or entity designated by the child’s parent or legal guardian, (5) a licensed program 
willing to accept legal custody, or (6) an adult or entity approved by ORR.  ORR groups these 
sponsors into three categories: 
 

• Category 1 – parents and legal guardians; 
 

• Category 2 – other immediate adult relatives, such as a brother, sister, aunt, uncle, or 
grandparent; and 
 

• Category 3 – distant relatives and unrelated adults. 
 
In making placement decisions, case managers facilitate background investigations of sponsors.  
The level of the background check depends on the relationship between a sponsor and a child.   
 
During the family reunification process, case managers are responsible for conducting a 
suitability assessment of a sponsor.  This assessment includes investigating the background of 
the sponsor, but case managers must also confirm the familial relationship of the sponsor to 
the child.  Furthermore, current ORR policy requires the sponsor to complete a sponsor care 
plan if the sponsor is unlawfully present in the United States.  ORR requires a sponsor care plan 
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to ensure that each child has a caregiver, regardless of any complications that could arise from 
a sponsor’s immigration status. 
 
The field specialist, case manager, and case coordinator each play a role in the decision to 
release an unaccompanied child to a sponsor.  The case manager makes a recommendation to 
the case coordinator regarding the release.  The case coordinator conducts a third-party review 
of the proposed release and makes a recommendation to the field specialist on the release of 
the unaccompanied child to a particular sponsor.  If the case manager and case coordinator are 
unable to agree on a particular recommendation, they may refer the case directly to a field 
specialist for guidance.  Once the case manager and case coordinator present a 
recommendation to the field specialist, the field specialist reviews the recommendation and 
makes a release decision.  
 
Heartland 
 
Heartland is a nonprofit shelter care provider in Chicago, Illinois, and is a subsidiary of 
Heartland Alliance for Human Needs & Human Rights (Heartland Alliance).  Since 1995, 
Heartland has participated in the UAC program and has served more than 19,000 children.  In 
FY 2015, Heartland spent approximately $25 million in Federal funds for the care and 
placement of approximately 1,100 children.   
 
Of the approximately 1,100 children at Heartland during 2015: 
 

• 70 percent were males and 30 percent were females, 
 
• 56 percent were between the ages of 13 and 16, and 

 
• 50 percent were released to category 1 sponsors.  

 
HOW WE CONDUCTED THIS REVIEW 

To determine whether Heartland met applicable safety standards, we (1) inspected two of 
seven buildings that provided shelter care, (2) reviewed a nonstatistical sample of Heartland’s 
licensing documents and inspection results, (3) reviewed a nonstatistical sample of Heartland’s 
personnel records, and (4) reviewed a random sample of case files for those children who had 
been released to a sponsor during FY 2015. 
 
To verify that Heartland claimed only allowable expenditures, we reviewed (1) a statistical 
sample of financial transactions; (2) all rental costs for three residential facilities; and  
(3) Heartland’s accounting policies, procedures, and organizational structure. 
 
Our review covered $20 million in direct expenses incurred from October 1, 2014, through 
September 30, 2015 (audit period).  We selected a stratified random sample of 120 financial 
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transactions totaling $239,415 for review.  We also reviewed $997,462 of claimed rental costs.  
We conducted site visits of shelter care buildings in June 2016. 
 
We conducted this performance audit in accordance with generally accepted government 
auditing standards.  Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions 
based on our audit objectives.  We believe that the evidence obtained provides a reasonable 
basis for our findings and conclusions based on our audit objectives. 

Appendix A contains the details of our audit scope and methodology, Appendix C contains the 
details of our sampling methodology and estimate, and Appendix E contains selected 
definitions of key terms used in this report. 

FINDINGS 

Heartland generally met applicable safety standards for the care and release of children in its 
custody.  Heartland met State licensure requirements and requirements for inspections, 
performed adequate oversight, and followed guidance when reviewing background 
investigations for employees who care for the children.  However, we observed one classroom 
where the staff-to-child supervision ratio was significantly less than required, and we observed 
one classroom and hallway that lacked required monitoring equipment.  We also found that 
some Heartland case files were missing required documentation related to the child’s 
discharge.  Without adequate documentation in the case files, ORR could not be assured that 
sponsors received all pertinent information concerning the children and that all of the 
children’s property was provided at discharge. 
 
Heartland claimed allowable expenditures for 119 of 120 transactions reviewed in our stratified 
random sample.  For one transaction, it did not comply with Federal regulations related to less-
than-arm’s-length lease agreements.  We also identified rental costs on two additional less-
than-arm’s-length leases that exceeded the amount allowable for such leases.  The three leases 
resulted in unallowable rental costs of $665,333 and associated indirect costs of $103,127. 
 
HEARTLAND LACKED APPROPRIATE SUPERVISION AND MONITORING OF CHILDREN 
 
Supervisor-to-Child Ratio Did Not Follow Illinois Regulations 
 
Illinois regulations state that groupings and supervision of children must provide for individual 
attention and consideration of each child and that groups may be a maximum of 15 children.4 
 
Heartland did not have the appropriate number of staff members for overseeing children in one 
classroom.  During our visit to Building 2, we observed 1 classroom that contained 1 staff 
                                                           
4 Social Services chapter III: Department Of Children And Family Services subchapter e: Requirements for Licensure 
part 404, Licensing Standards For Child Care Institutions And Maternity Centers, section 404.28(a). 
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member overseeing 43 children.  According to Illinois’ regulations, at least three staff members 
should have been overseeing the children.5   
 
One Building Did Not Meet Federal Policies on Security 
 
The P&P Manual states that providers (with the exception of long-term foster care providers) 
must meet the following minimum safety- and security-related requirements: video monitoring 
in common and living areas (Policy Guide, § 3.3.4, Safety Planning – Care). 
 
During our visit to Building 1, Heartland did not have video monitoring cameras in one 
classroom or in the hallway outside of the classroom.6  Without appropriate video monitoring 
equipment, Heartland was not able to observe and record interactions of the children in all 
common and living areas. 
 
HEARTLAND WAS MISSING DOCUMENTATION FROM SOME CASE FILES  
 
ORR requires that an assessment and case review be completed within 7 days of admittance 
(P&P Manual § 3.03, Policy Guide § 3.3.1).  ORR also requires that the UAC case files be 
comprehensive, complete, accurate, up to date, confidential, and secure (P&P Manual § 1.02, 
Policy Guide § 5.6.2).   
 
Heartland generally met ORR requirements for document completion and maintenance.  
Heartland used a number of internal quality control checklists to ensure that case files were up 
to date and complete.  However, not all files were up to date, complete, or accurate.  Of the 75 
UAC case files reviewed, 1 file had an initial intake assessment form that was not completed or 
dated, and 16 files had other documentation errors.  Heartland had more than 400 staff 
working with the children during the audit period, and children’s files could be accessed by 
many individuals and kept in multiple locations, possibly resulting in the misplaced paperwork.   
 
Information Not Dated  
 
According to ORR policy, a care provider must use an “Initial Intakes Assessment” form to 
interview the child within 24 hours of arrival at the ORR facility (P&P Manual § 3.01, Policy 
Guide § 3.2.1).  One sample file did not document the date that the child arrived at the ORR 
care provider facility or the date the intake assessment was completed.  Therefore, we could 
not confirm that the 24-hour requirement was met for one child.   
 
  

                                                           
5 Additional staff were located outside the classroom in an adjoining common area, but not in the classroom. 
 
6 Heartland installed video monitoring equipment after we notified it of the deficiency. 
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Case Files Were Missing Information To Verify That Sponsors Had Been Provided  
Required Documentation 
 
Care providers are required to provide a number of documents to the sponsor and the UAC 
upon the UAC’s release (P&P Manual § 6.01, Policy Guide § 5.6.2).  We found that 16 of the 75 
case files in our sample were missing verification that certain required documents, such as the 
child’s medical records and property records, had been provided.  Heartland used a Discharge 
Checklist to track that the required documentation had been provided to sponsors.  This 
checklist was missing from the files, and there was no other documentation demonstrating that 
sponsors had received the required documentation.  Without adequate documentation in 
Heartland’s case files, ORR did not always have assurance that Heartland followed Federal 
regulations and ORR policy for the proper care of children and release of children to sponsors.   

HEARTLAND CLAIMED UNALLOWABLE RENTAL COSTS RELATED TO LESS-THAN-ARM’S-LENGTH 
LEASES WITH THREE FACILITIES 

A less-than-arm’s-length lease is one under which one party to the lease agreement is able to 
control or substantially influence the actions of the other.  Such leases include, but are not 
limited to, those between divisions of a nonprofit organization and nonprofit organizations 
under common control through common officers, directors, or members.   

Rental costs under less-than-arm’s-length leases are allowable only up to the amount (as 
explained in subparagraph 43.b regarding rental costs under “sale and lease back” 
arrangements) that would be allowed had the title to the property vested in the nonprofit 
organization (2 CFR part 230, App. B, § 43.c).7 

Rental costs under “sale and lease back” arrangements are allowable only up to the amount 
that would be allowed had the nonprofit organization continued to own the property.  This 
amount would include expenses such as depreciation or use allowance, maintenance, taxes, 
and insurance (2 CFR part 230, App. B, § 43.b).8  The computation of use allowances or 
depreciation must be based on the acquisition cost of the assets involved and must exclude the 
cost of land (2 CFR part 230, App. B, §§ 11.b and 11.c(1)).9  When the depreciation method is 
used, no depreciation is allowed on an asset that would be viewed as fully depreciated (2 CFR 
part 230, App. B, § 11.f).10 

                                                           
7 45 CFR § 75.465(c). 
  
8 45 CFR § 75.465(b).  
 
9 45 CFR § 75.436(c).  
 
10 45 CFR § 75.436(d)(4).  
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We identified less-than-arm’s-length leases for three facilities (Morse, Chase, and Giles) and 
determined that Heartland charged $665,333 in unallowable rental costs and $103,127 in 
associated indirect costs11 related to these leases.  The consolidated financial statement for 
Heartland Alliance reports Heartland as an affiliate of Heartland Alliance, and designates 
Heartland Alliance as its sole voting member.  The statement further provides that Heartland is 
the sole member of a single-purpose entity,  , LLC, which purchased the property.   

Heartland leased the Morse and Chase facilities from Heartland Alliance.  Heartland leased the 
Giles facility from  , LLC.  Heartland Alliance has the ability to control or substantially 
influence the actions of Heartland, as both organizations operate under the control of common 
officers, directors, and members.12  Heartland has the ability to control or substantially 
influence the actions of , LLC, as the sole member of the entity.  Therefore, the leases 
between Heartland Alliance, , LLC, and Heartland are less-than-arm’s-length leases 
subject to the limits on rental costs specified in 2 CFR part 230, App. B, section 43.c. 

For the three facilities, we reviewed documentation that Heartland provided to support the 
acquisition costs of the buildings and were able to determine the allowable rental costs on the 
basis of Federal regulations (2 CFR part 230, App. B, § 43).  For the three facilities, we are 
questioning the difference between the amount claimed by Heartland and the allowable 
amount using the aforementioned regulations. 

Table 1: Difference Between Heartland Claims and Allowable Amount 

Facility Claimed Amount Allowable Amount13 Difference 
Morse   $33,120    $1   $33,119 
Chase   124,342     43,321     81,021 
Giles   840,000   288,807   551,193 
   Total $997,462 $332,129 $665,333 

RECOMMENDATIONS 

We recommend that Heartland: 

• adhere to classroom staffing-to-child ratios in accordance with State regulations,

11 Heartland claimed indirect costs at a rate of 15.5 percent of direct costs. 

12 All three leases included signatures by two individuals with common control, as noted by position titles.  One 
individual was the Heartland Alliance Vice President and the Heartland Executive Director.  Another individual was 
the Heartland Alliance Chief Financial Officer.   

13 We chose to use the depreciation method in our rental cost computation rather than using the use allowance 
method because it provided a higher allowable amount than did the use allowance method.  Moreover, 45 CFR 
part 75 does not allow for use allowance as a method of rental cost computation, whereas depreciation was the 
allowable method under both regulations in effect during our audit period.     
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• maintain children’s case file documentation in accordance with ORR policy, and 
 

• refund $768,460 to ORR for unallowable rental costs ($665,333) and associated indirect 
costs ($103,127) incurred under the less-than-arm’s-length lease agreements and limit 
future rental costs under less-than-arm’s-length lease agreements to the amount that 
would be allowed under Federal regulations. 

 
HEARTLAND COMMENTS AND 

OFFICE OF INSPECTOR GENERAL RESPONSE 
 

HEARTLAND COMMENTS 
 
In written comments on our draft report, Heartland generally agreed with our first two 
recommendations regarding staffing-to-child ratios and maintenance of case file 
documentation.  Heartland did not agree with our third recommendation to refund $768,460 to 
ORR for unallowable rental costs. 
 
Heartland stated that there was adequate staff “in the area” of the one classroom with 
inadequate staffing to meet staffing-to-child ratios, but acknowledged the reported findings 
and agreed to operate in accordance with applicable standards.  Heartland also acknowledged 
the lack of video monitoring cameras in one classroom and hallway and provided support 
showing that it had installed cameras in the areas noted in our report after our location visit.  
Heartland agreed with the findings and recommendation to appropriately maintain children’s 
case file documentation.  
 
Heartland stated that it did not agree with the recommendation on unallowable rental costs 
because, according to Heartland, (1) the rental costs for the Morse and Chase facilities were 
arm’s-length agreements between two separate entities governed by two separate boards of 
directors, and officers of the two separate facilities executed the leases; (2) the rental costs for 
Morse, Chase, and Giles were allowable because they were at or below market value and 
because ORR agreed to them in Heartland’s budgets; (3) Heartland fully disclosed plans to 
acquire the Giles facility through a U.S. Department of Housing and Urban Development (HUD) 
loan and made it known to ORR prior to the acquisition that it would need full reimbursement 
at the lease rates so that it would be able to pay for the associated principal and interest on the 
loan; and (4) depreciation for the Morse facility, at a minimum, should be provided for the 
$175,000 purchase price.  
 
Heartland’s comments are included in their entirety as Appendix F.  We excluded 29 pages of 
documentation provided by Heartland because they contained proprietary information. 
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OFFICE OF INSPECTOR GENERAL RESPONSE 
 
After reviewing Heartland’s comments, we maintain that the recommendation to refund 
unallowable rental costs is valid, although there is an opportunity for Heartland to offset 
questioned costs for the Morse facility by depreciating costs related to the original fair market 
value of the facility.    
 
We based our finding that the relationship for the Morse and Chase facilities was less-than-
arms-length on a number of factors.  A less-than-arm’s-length lease is one under which one 
party to the lease agreement is able to control or substantially influence the actions of the 
other.  In interpreting this provision, the Departmental Appeals Board (DAB) stated that 
“decisions make clear that the presence or absence of any one circumstance, or any particular 
combination or quantum of circumstances, does not dictate the outcome.  Rather, it is the 
‘totality of the overall relationships’ between the parties to the lease that is decisive.”14   
 
We understand that Heartland is a separate, not-for-profit corporation and that Heartland 
Alliance has the authority to select the board of directors for Heartland.  A DAB decision found 
that two of five members on a lessor’s board who were also members of the lessee’s board was 
sufficient for those two common board members to exert influence over the remaining board 
members.15  Although Heartland has a number of officers and directors, the chair of the board 
and another director serve as liaisons with voting rights on the Heartland Alliance board of 
directors. 
 
Heartland’s articles of incorporation16 further support the relationship between Heartland and 
Heartland Alliance.  Specifically, the articles state that the purposes for which the corporation is 
organized are to “carry out the functions of the Heartland Alliance for Human Needs and 
Human Rights.”  Another DAB decision found that an organization that has articles of 
incorporation that clearly tie the organization to another organization would have factors that 
are determinative of a less-than-arm’s-length relationship with the other organization.17 
 
Other factors that support the less-than-arm’s length decision include: 
 

• Heartland Alliance reports that it performs much of its work through four wholly owned 
subsidiary companies, including Heartland. 

                                                           
14 Owens Valley Career Development Center, DAB No. 2628 (2015) (quoting Child Opportunity Program, DAB No. 
1700 (1999)). 
 
15 Salt Lake Community Action Program, DAB No. 1261 (1991). 
 
16 Incorporated as Travelers & Immigrants Aid/Chicago Connections.  Name changed in 2003 to Heartland Human 
Care Services, Inc.  
 
17 P.R.I.D.E. in Logan County, Inc., DAB No. 1618 (1997). 



 

• Heartland Alliance’s consolidated financial statements and OMB Circular No. A-133 
audits show Heartland as an entity of the overall Heartland Alliance organization.  

  
• Heartland Alliance maintains written accounting policies, procedures, and other 

materials related to the financial and accounting management of its affiliated entities, 
including Heartland. 

 
We understand the responsibilities of ORR and that it had approved the Heartland budget, but 
it is not transparent from the budget that the lease payments involved a less-than-arms-length 
lease.  However, the terms and conditions of the Notices of Award incorporate relevant grant 
administration regulations and the HHS Grants Policy Statement (GPS), with which the grantee 
must comply.  The GPS provides that “[a]ny waivers of or deviations from these terms and 
conditions must be requested and approved by the GMO [grants management officer].” 
 
Although Heartland references an ORR email chain regarding the acquisition of the Giles facility, 
the email attachment was not provided with the response.  However, we followed up with the 
HHS Administration for Children and Families (ACF) and Heartland to obtain the referenced 
email chain.  Based on our review of the email and conversations with ACF, we determined that 
Heartland did notify ORR of plans to purchase the Giles facility but did not obtain a waiver from 
ORR to purchase the Giles facility and claim the lease payments.   
 
The documentation Heartland provided did not adequately support the purchase price of the 
Morse facility.  The costs of the facility would generally be considered a gift, and Heartland 
could depreciate the acquisition cost of the facility.  Specifically, for an asset donated by a third 
party, its fair market value at the time of the donation must be considered as the acquisition 
cost.  We do not have access to the fair market value at the time of purchase and therefore 
cannot compute a value for the Morse facility depreciation.  We thus decline to make any 
changes to our calculation and defer to ACF to determine any necessary adjustments.  
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APPENDIX A: AUDIT SCOPE AND METHODOLOGY 
 

SCOPE 
 
We reviewed Heartland’s health and safety controls to verify that the care provider met 
applicable safety standards for the care of children in its custody.  To determine whether 
Heartland met applicable safety standards, we (1) inspected two buildings that provided shelter 
care,18 (2) reviewed a nonstatistical sample of Heartland’s licensing documents and inspection 
results, (3) reviewed a nonstatistical sample of Heartland’s employee files, and (4) reviewed a 
random sample of case files for those children who had been released to a sponsor during  
FY 2015 (October 1, 2014, through September 30, 2015). 
 
To verify that Heartland claimed only allowable expenditures, we reviewed (1) a statistical 
sample of financial transactions; (2) all rental costs for three residential facilities; and  
(3) Heartland’s accounting policies, procedures, and organizational structure.  Our review 
covered $20 million in direct expenses incurred from October 1, 2014, through September 30, 
2015 (audit period).  We selected a stratified random sample of 120 financial transactions 
totaling $239,415 for review.  We also reviewed $997,462 of claimed rental costs.   
 
We performed our fieldwork at Heartland in Chicago, Illinois, from June 2016 through  
January 2018.  We conducted site visits of shelter care buildings in June 2016. 

Our objectives did not require an understanding of all of Heartland’s internal controls.  We 
limited our assessment to Heartland controls pertaining to the selected health and safety 
factors we reviewed.  We also reviewed Heartland’s internal controls related to its financial 
management system. 

METHODOLOGY 

To accomplish our objectives, we: 
 

• reviewed applicable Federal laws, regulations, and guidance; 
 

• reviewed grant documents and policies and procedures maintained at Heartland; 
 

• interviewed Heartland officials and ORR’s Federal field specialist assigned to Heartland; 
 

• toured 2 of 7 Heartland sites; 
 

• selected and reviewed a random sample of 75 of 1,095 UAC case files for children 
released to sponsors during FY 2015; 

                                                           
18 We visited the International Children's Center and the International Children Crisis Center buildings. 



 

• conducted a review of selected health and safety factors at the 2 sites and noted any 
deficiencies; 
 

• documented any deficiencies within UAC case files; 
 

• reviewed a nonstatistical sample of 46 of 559 employee files; 
 

• selected a statistical sample of 120 of 21,322 financial transactions that Heartland 
charged to the grant during FY 2015 (Appendix C); 
 

• reviewed supporting documentation for each sampled transaction (including payments 
to subcontractors, if applicable); 
 

• reviewed rental costs and associated indirect costs for 3 residential facilities; 
 

• reviewed Heartland’s Federal grant reports—financial and programmatic—for the audit 
period; and 

 
• discussed our findings with Heartland officials. 

 
We conducted this performance audit in accordance with generally accepted government 
auditing standards.  Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions 
based on our audit objectives.  We believe that the evidence obtained provides a reasonable 
basis for our findings and conclusions based on our audit objectives. 
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APPENDIX B: OFFICE OF REFUGEE RESETTLEMENT REQUIREMENTS   
 

Safety Planning 
 
Policy Guide 3.3.4 Safety Planning 
 
Care providers are responsible for safety planning for the facility as a whole and for 
developing in-care individual safety plans for those children who have special security 
concerns. 

 
Care providers must develop a written safety and security plan that includes policies and 
procedures for all unaccompanied children in its care and for its program staff.  The safety 
plan must address emergency situations covering the following areas: runaways, 
evacuations (for example due to a hurricane, fire, or other emergency), medical and 
mental health emergencies, and disease outbreaks. 

 
Care providers and foster care programs must meet the safety requirements of State or 
local licensing entities, or both; fire code regulations; and local zoning and building code 
regulations. 

 
Care providers (with the exception of long-term foster care providers) must meet the 
following minimum safety- and security-related requirements:   
 

•     controlled entry and exit from the premises to ensure that unaccompanied children 
remain within the facility perimeter and to prevent access by the public without 
proper authorization; 
 

•     video monitoring in common and living areas; 
  

•     a communications system and alarm system for all areas of the residential structure; 
 

•     effective video monitoring of the exterior of the building and surrounding premises, 
including the ability to permanently download footage when necessary; 
 

•     a system for physically counting the residents and a written policy that provides that 
staff regulate resident movement; 
 

•     a daily log on resident population movement (for example, arrivals and departures, 
room assignments); 
 

•     “mirrored windows” or small windows in the doors of any rooms used for one-on-one 
meetings with the children; 
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•     a facility inspection checklist that includes the safety-related components of all 
residential operations and program functions; 
 

•     quarterly safety assessments that document any deficiencies that could affect the 
safety of staff or children and corrective action plans for any outstanding 
deficiencies; and 
 

•     spot inspections to note safety concerns through day-to-day observations, which are 
tracked and incorporated into the quarterly safety assessment. 

 
Other Documentation 
P&P Manual § 3.03, Individual Child Assessment 
 
Admission assessment.  After reviewing the Initial Intake form and within 3 to 7 days of the 
UAC’s arrival, a Master’s level clinician (or equivalent qualified staff person, such as a social 
worker, counselor, or trained case manager with 5 years of direct client social services 
experience) must complete the Admission Assessment form.   

 
Case File Management 
P&P Manual § 1.02, Case Files 
 
ORR’s policy is to ensure that UAC case files are comprehensive, complete, accurate, and 
up to date, and that confidentiality and security is maintained.  Care providers must develop, 
maintain, and safeguard individual UAC case files and develop an internal policy on staff access 
and use.  This policy must include a system of accountability that ensures completeness and 
accuracy of files, preserves the confidentiality of client information, and protects the records 
from unauthorized use or disclosure. 

 
Each UAC case file must contain the following information: 
 
Personal Identifying Information 

 
•     name/alien number; 
 
•     Initial Intakes Form; 

 
•     Placement and Medical Authorization Forms; 

     
•     photographs; 

 
• cover sheet that highlights dates of key services provided (admission date, mental 

health assessments, counseling sessions, medical treatments, transfers, and family 
reunification/release); 



 

•    case information/history from referral source; and 
 

•    case notes/log. 
 
Legal Information 
 

•     1-770 Notice of Rights, 
 
•     authority to accept child, 

 
•     case information referral, 

 
•     case history, 

 
•     G-28 (if applicable), 

 
•     Department of Homeland Security documents, 

 
•     court documents, and 

 
•     signed release of information (if applicable). 
 

Medical and Mental Health 
 

•     Admission Assessment Form, 
 
•     Psycho-Social Summary and Individual Service Plan (ISP), 

 
•     updates of Psycho-Social Summary and ISP at 90-day intervals, 

 
•     Child Trafficking Addendum, 

 
•     Secure/Staff-Secure Addendum, 

 
•     medical exam (within 48 hours), 

 
•     medical records, 

     
•     immunization records, 

 
•     individual counseling notes, 
 
•     group counseling log, 
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•     progress notes related to medical or mental health services, 
 

•     signed release of information, and 
 

•     copies of referrals to medical providers and results of outpatient consultations. 
 
Care Provider Information 
 

•     acknowledgement of orientation program rules/policies/grievance, 
 
•     acknowledgement of rights and responsibilities (signed by the child in his or her   

language), 
 

•     Incidents Reports (Internal and ORR), 
 

•     telephone log, 
 

•     inventory and receipts of cash and personal property, 
 

•     stipend log, and 
 

•     clothing and supplies distribution log. 
 
Education, Training, and Recreation 
 

•     educational assessment, 
 
•     education records, 

 
•     training records, and 

 
•     recreational activity log. 

 
Exit Information 
 

•     Family Reunification Packet, 
 
•     Transfer Forms, and 

 
•     exit letter. 

 
 
 

Office of Refugee Resettlement Unaccompanied Alien Children Grantee Review – Heartland (A-05-16-00038) 18  



 

Office of Refugee Resettlement Unaccompanied Alien Children Grantee Review – Heartland (A-05-16-00038) 19  

P&P Manual § 3.01, Admission and Orientation – General 
 
Admission procedures must be completed by qualified staff according to the ORR policies and 
procedures and State licensing requirements.  The staff member that conducts the admission 
procedures must complete an Initial Intake form within 24 hours of each UAC’s arrival.   
 
P&P Manual § 6.01, Procedures for Non-Chinese and Non-Indian Children 
 
The care provider contacts the sponsor and coordinates the logistics of the release of the UAC.  
It is mandatory that all the child’s possessions and official documents be provided to the 
sponsor. 
 
Policy Guide § 3.2.1, Admissions for Unaccompanied Children 
 
To identify any of the child’s immediate needs or issues, a trained staff member with the care 
provider must use the Initial Intakes Assessment to interview the child within 24 hours of the 
child’s admission to the facility.  The Initial Intakes Assessment guides the interviewer through a 
series of questions to obtain information about family members, any immediate medical or 
mental health concerns, current medications, and any concerns about personal safety that the 
child may have at that time. 
 
Policy Guide § 3.3.1, UC Assessment and Case Review 
 
Within 7 days of an unaccompanied alien child’s admission, a trained staff member conducts an 
assessment that covers biographic, family, legal/migration, medical, substance abuse, and 
mental health history (the UAC Assessment). 
 
Policy Guide § 5.6.2, Maintaining Case Files 

Care providers must maintain comprehensive, accurate, and up-to-date case files, as well as 
electronic records on unaccompanied alien children that are kept confidential and secure at all 
times and must be accessible to ORR upon request.  Care providers must have written policies 
and procedures for organizing and maintaining the content of active and closed case files that 
incorporate State licensing requirements and/or accrediting agency requirements and ORR 
policies and procedures. 
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APPENDIX C: STATISTICAL SAMPLING METHODOLOGY 
 
TARGET POPULATION 
 
The population consisted of direct expenses reported by Heartland under its UAC grants during 
FY 2015. 
 
SAMPLING FRAME 

 
Heartland provided us an Excel file containing FY 2015 direct expense and indirect cost 
allocation transactions for each of its UAC grants.  There were 102,754 transactions totaling 
$24,946,582 that Heartland had recorded as expenditures during FY 2015 for both its 
residential and home study grants.  We manually matched expenditure transactions in the 
general ledger by verifying accounting system identifiers to remove all transactions that netted 
to zero.  We also removed all indirect costs and transactions valued between ($100) and $100 
(both debits and credits).  As a result, our sample frame contained 21,322 transactions totaling 
$19,999,996. 

 
SAMPLE UNIT 

 
The sample unit was a direct expense transaction. 

 
SAMPLE DESIGN 
 
We used a stratified random sample.  The sampling frame was divided into four strata.  Strata 1 
through 4 are defined by accounting code types. 
 

Table 2: Sample Strata 
 

Stratum  Frame Count Frame Total Accounting Code 
Range 

Accounting Code 
Description 

1 17,542 $14,240,973 51010-51121 Salaries & Benefits 
2   1,104         649,167 52011-65018 Operating 
3   1,193      3,014,757 71010-75015 Property 
4   1,483      2,095,099 81010-84000 UC Support 

Total 21,322 $19,999,996   
 

SAMPLE SIZE 
 
We selected 120 direct expense transactions by randomly selecting 30 transactions from each 
stratum. 
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SOURCE OF RANDOM NUMBERS 
 
We used the Office of Inspector General, Office of Audit Services, statistical software to 
generate the random numbers. 

 
METHOD OF SELECTING SAMPLE ITEMS 

 
We consecutively numbered the sample units in each stratum.  After generating the random 
numbers for each stratum, we selected the corresponding sample units. 

 
ESTIMATION METHODOLOGY 

 
We identified one unallowable lease transaction during our review of the statistical sample 
items.  However, we did not estimate the total amount of expenditures that were unallowable. 
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APPENDIX D: SELECTED REQUIREMENTS FOR OFFICE OF REFUGEE RESETTLEMENT 
CARE PROVIDER FACILITIES 

 
Care/Service  Requirement  
Initial Intakes Assessment  Within 24 hours of receiving a child, facility 

staff conduct an assessment to gather 
information on family members, medical and 
mental health concerns, medications taken, 
and personal safety concerns.  

Orientation  Within 48 hours of admission, facility staff 
provide an orientation for the child, including 
providing information on the care provider’s 
rules, regulations, and procedures; the child’s 
rights and responsibilities; and grievance 
policies and procedures.  

Medical Services  Within 48 hours of arrival, children receive an 
initial medical examination, unless the child 
has been transferred from another ORR care 
provider and has documentation showing that 
the initial examination has already occurred. 

Academic Educational Services  Within 72 hours of admission, the provider 
must conduct an educational assessment.  
Facilities must provide 6 hours of education 
per day, Monday–Friday, throughout the 
calendar year in basic educational areas 
(including English as a second language, if 
applicable).  

Proper Physical Care  Children are provided suitable living 
accommodations, food, appropriate clothing, 
and personal grooming items.  

Individual Child Assessment  Care providers must conduct intake/admission 
assessments and develop ISPs for UAC to 
ensure that their needs are accurately 
assessed and addressed.  

Recreational and Leisure Services  Children are to engage in at least 1 hour of 
large-muscle activity each day and 1 hour per 
day of structured leisure activity, per a 
recreational and leisure services plan.  

Individual and Group Counseling Services  Children are provided at least one individual 
counseling session with a trained social 
worker and two group counseling sessions per 
week.  
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Care/Service  Requirement  
Legal Services Information Children are provided information on legal 

rights and the availability of free legal services.  
Reunification Services  Staff are required to identify sponsors and 

evaluate the suitability of the sponsor.  
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APPENDIX E: DEFINITIONS 
 

Care provider—A care provider is any ORR-funded program that is licensed, certified, or 
accredited by an appropriate State agency to provide residential care for children, 
including shelter, group, foster care, staff-secure, secure, therapeutic, or residential 
treatment care. 

 
Case manager—The case manager is the care provider staff member who coordinates 

assessments of UAC, ISPs, and efforts to release unaccompanied children from ORR 
custody, which includes conducting sponsor background investigations.  Case managers 
also maintain case files for unaccompanied children and ensure that all services for 
children are documented. 

 
Case coordinators—Case coordinators are ORR nongovernmental contractor field staff who act 

as a local ORR liaison with care providers and stakeholders and who are responsible for 
making transfer and release recommendations. 

 
Child sponsor—A child sponsor is an individual (in the majority of cases a parent or other 

relative) or entity to which ORR releases an unaccompanied child out of Federal custody. 

 
Clinician—The clinician is the care provider staff member who provides clinical services or 

counseling services, or both, for UAC and provides oversight for their mental and 
emotional health. 

 
Family Reunification Packet—The family reunification packet is an application and supporting 

documentation completed by potential sponsors who wish to have an unaccompanied 
child released from ORR into their care.  ORR uses the application and supporting 
documentation, as well as other procedures, to determine the sponsor’s ability to provide 
for the unaccompanied child’s physical and mental well-being. 

 
Legal guardian—A legal guardian is a person who was appointed custody of a child in a court 

order recognized by U.S. courts. 
 
Federal field specialist—An FFS is a field staff member who acts as the local ORR liaison with 

care providers and stakeholders.  An FFS is assigned to multiple care providers within a 
specific region and serves as the regional approval authority for UAC transfers and release 
decisions. 

 
Placements—The term “placement” includes initial placement of UAC into an ORR care 

provider facility, as well as the transfer of UAC within the ORR network of care. 
 
Release—A release is the ORR-approved release of UAC from the care and 

custody of ORR to the care of a sponsor. 
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APPENDIX F: RELATED OFFICE OF INSPECTOR GENERAL REPORTS  
 

Report Title Report Number Date Issued 
Florence Crittenton Services of 
Orange County, Inc., Did Not Always 
Meet Applicable Safety Standards 
Related to Unaccompanied Alien 
Children 

A-09-16-01005 06/18/2018 

BCFS Health and Human Services 
Did Not Always Comply With 
Federal Requirements Related to 
Less-Than-Arm’s Length Leases 

A-06-16-07007 02/20/2018 

Office of Refugee Resettlement 
Unaccompanied Alien Children 
Grantee Review – His House 

A-04-16-03566 12/04/2017 

 
  



APPENDIX G: HEARTLAND COMMENTS 

HEARTLAND HNl'!Sand Hum.an Care S.-.,,ic,u, Inc. 

ALLIANCE 
2C8 So..Jlh LaSAll Slti:ttl P:n1600..ll00
Svor- ,m I 1'2itll 161,10

Chtugo, ILGOODI hPca~;:fli:incs org
HUMANCAAE 

June 29, 2018 

Report Number: A-05-16-00038 

Ms. Sheri L. Fulcher, 
Regional Inspector General for AuditServices 
Office of Audit Services 
Department ofHealth and Human Services, Region V 
233 North Michigan, Suite 136-0 
Chicago, Illinois 60601 

Re: Heartland Human Care Services, Inc. Response to Office of Inspector General's Draft 
Report of June 4, 2018 from Sheri L. Fulcher, Regional Inspector General for Audit 
Services 

Dear Ms. Fulcher: 

Please accept this correspondence as the response of 1-1.eanland Human Care Services, lnc.'s 
("HHCS") comments to the Office of Inspector General ("010") draft report entitled ~Hear.land 
Human Care Services, Inc., Generally Met Safety Standards, But Claimed Unallowable Rental 
Costs," submitted to HHCS on June 4, 2018. HHCS' comments to the three findings' a."e as 
follows: 

1. Heartland (HHCSI Claimed Un allowable Rental Costs Related to Less-Tban-Arm 's-
Length Leases With T hree Facilities. 

HHCS is an Illinois not-for-profit corporation recognized as an Internal Revenue Code Section 
50l{cX3) tax-exempt charitable organization. HHCS takes seriously its commitment to its donors 
and other funders to provide various foans of charitable services. HJ-JCS also values its 
relationship with the Department and the important work it does in relationship to 1he 
Unaccompanied Alien Children ("UAC") program. But, HHCS must state at the beginning of 
these comments that it does not agree with the OIG decision to issue a detrimental financial 
consequence for HHCS actions undertaken in full transparency to the Department with no 
financial gain to HHCS or any related persons or entities. There is a scarcity of funding for 
charitable servi.ces in the Chicago area, and the direct effect of the proposed refundi~ of 
$768.~ recommended by your office relative to the UAC program will be that there will be 
that much less in resources available for the other needed charitable services that ~rncs 
provides. 

HHCS did not conceal the activity relating to leases. HHCS and the Department's Office of 
Refugee Resettlement ("ORR") communicated as lO how HHCS would provide the required 

1 The fmdings are not llsted lt1 the same order as the draft report so as to address first the most crttlcal to HHCS' 
ability to provide setVices to those in need. 
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housing via purchase and leases, and the budgets submitted and approved by ORR, and relied on 
by HHCS, included the lease rents. On an amuoal basis, HHCS' UAC program budgets have been 
negoliated and approved by ORR with J·IHCS being transparent on what conslit11tes rental 
expense within its budget. In fulfilling the Department' s requests to support its rental costs, 
HHCS routinely provided market-based studies that have demonstrated its rental costs are below 
or in line with rc.ntal costs for like facilities. (note: Federal Regulation 45 CFR Section 75.308(a) 
stales that "the approved budget for the Federal award summarizes the financial aspects of the 
project or program as approved during the Federal award process.") HHCS relied on the budgets 
in its overall efforts to provide a broad array ofservices to those in need. Going over budget on 
the UAC program, i.e., being in a $768,460 deficit on the revenue side, will simply cause HHCS 
to not be able to provide other needed charitable services. 

The draft report finds that the leases between Heartland Alliance' and HHCS for the Morse and 
Chase facilities were less-than-arm's-length agreements, and, therefore, the rent paid is not an 
appropriate charge. It makes the detennination of less-than-arms-length upon secondary support, 
i.e., financial statements listing HHCS as an affiliate of Heartland Alliance and an implication 
lhul lhc offi.ct:r:; :;j¥,11i11~ Liu~ leases for each entity we:;~ :soJnehow inappropriate. 

The drafi report does not make the less-than-arms-length finding upon the governing docu,mnts 
of HHCS or the law applicable to Illinois not-for-profit corporations, which clearly sbow that 
HHCS is a separate not-for-profit corporation, the affairs of which, according to Article V, 
Section l of its bylaws (attached), and Section 108.0S(a) of the Illinois General Not-for-Profit 
Corporation Act (the "Act''), are managed by its board of directors. Heartland Alliance is die 
sole member of HHCS, but as provided for in Section 107.03(b) of the Act, members are only 
given the rights reser"ed to them in the articles of incorporation and bylaws. The HHCS bylaws 
provide that Heartland Alliance, as the sole member, has authority to select the board ofdirectors 
for HHCS, but it is the hoard of directors of HHCS that have the statutory and governing 
document authority to manage the affairs of HHCS. HHCS has between 15 and 20 directors, 
only 2 of whom are also directors ofHeartland Alliance. 

Footnote 12 of the draft report uses as support that the vice president of Heartland Alliance 
signing the lease for the lessor, and U1e executive director of HHCS signing the lease for the 
lessee, supports the finding that it is less-than-arms-length. But, those are appropriate signatories 
for each as the lessor and lessee representatives. 

It should be noted that HHCS an·anged for acquisition of the Giles facility at the urging of the 
United Stated Departmeot of Housing and Urban Development ("HUD"). HHCS fully disclosed 
how it would acquire the property, thereby assuring that the facili ty would be available for the 
UAC program, and in a manner that reduced the costs given that real estate taxes could be 
exempted due to charitable ownership and use. HHCS made it known to ORR prior to the 
acquisition that to do so it needed fidl reimbursement at the ]ease rates so that it would be able to 
pay for the associated principal and interest 011 the nonrccourse acquisition loan finance through 
Lancaster Pollard and guaranteed by HUD. (See attached ORR email chain and HUD 
Commitment to Insure Mortgage, relative to the Giles acquisition). 

1 FormaUy known a$ Travelers & Immigrants Ald's Heartland Alliance for Human Needs & Hum.an Rights, and with 
Heartland AJliance being an assumed name. 
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HHCS relied upon the communications with ORR and the budget approved by ORR. Therefore, 
its lack of basis by which to charge depreciation for the Morse was not important. But, if it is 
deemed that the Morse lease was less-lhan-arms-length, attributing the correct basis to rite Morse 
pr0perty becomes important. Attached hereto is the 1993 deed by which Morse was purchased. 
In ~,e right-hand margin of the deed lhere can be seen a State of Illinois Transfer Stamp showing 
that $175 was paid to the stale as the transfer tax on that transfer. What that signifies is that the 
pr0perty was purchased for $175,000. That is because pursuanl to the Section 31-10 of Illinois 
Real Estate Transfer Tax Law (35 ILCS 200/31-100) the State oflllinois charges 50 cents for 
each $500 ofthe sale price (((175,000/SOO)x.50)=175). 

We understand thac raising the purchase price at this point for depreciation purposes is 
problematic due to the requirement to allocate the purchase price to building (which is 
depreciable) versus land (which is not), and to determine the appropriate amortization 
ti.rreline. It is our undemanding that an old rule of thumb is to allocate 10% to land and the rest 
to buildings, thereby starting with a basis of $157,500 for the building. It is also our 
understanding that the longest amortization period for commercial real estate is 39 years, which 
by our calculation would allow the Morse property to be allowed $4,038 for deprecation.J 

On:e again, the 010 decision to require a refunding of $768,460 will result in HHCS not being 
abl:: lo proviJe I ouch needed chnritable servicc::s. 

2. Hcortland (lf flCS] Lacked App ropriate Supervision and Monitoring of 
Children/Supervisor-to-Child Ratio/Did Not Follow Illinois Regulations/One Building 
Dill j'lqt Meet Fcderol Policies on Security. 

We are pleased that the audit showed that HHCS meets applicable safety standards for the care 
and release of children in its custody, and that HHCS met state licensure requirement~, 
performed adequate oversight, and followed guidance in its review ofinvestigations. 

The draft reports states that HHCS did not have the appropriate number of staff members for 
overseeing children in one classroom (the JCRCC building). Our response is that there were 
adequate staffon the floor in the area at that time as evidenced by the at111ched staff schedule for 
the date of the facility walkthrough, 6121/16. There was one otl1er staff member assigned to that 
group that left briefly, and was replaced within a few minutes. In any event, your issue is 
acknowledged and you can be sure that we operate in accordance therewith. 

The draft report also finds that HHCS did not l1ave video monitoring cameras in one classroom 
or m the hallway outside the classroom. Prior to the visit, video monitoring cameras had already 
been ordered. This was a new classroom, converted from an office. Soon after the site visit 
cameras were installed in those areas (pictures attached). 

• It should be noted that he Morse real estate has been appraised (appraisal summary am1ched) at $600,000. Not 
b~ing compensated for the use ofsuch an as$E!t, dramatic.ally affects HHCS' ability to efficiently provide charitable 
services to Itscommunity. 
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3. Heartland [HllCS] Was Missing Documentation From Some Case Files/Information 
Not Dated/Case Files Were Missing Information to Verify That Sponsors l:lad Been 
Provided Required Documentation. 

While the nudit showed that HHCS generally met ORR requirements for document completion 
and maintenance, and that its quality control checklists were up to date, complete and accurate, 
we appreciate the audit finding relative to some files not containing complete documentation. 
After a thorough review, Heartland co11curs \\1th the audit findings in this respect and bas and 
will continue to maintain all files in in the appropriate manner. 

Summary 

HHCS has provid~-d for the shelter of UAC since 1995. We have always prioritized the safety 
and well-being ofchildren In our care. 

The rental costs for the Morse and Chase facilities are allowable because they were arm's-length 
agrecmenLs between two separate entities governed by two separate boards of directors, and 
leases executed by officers of the two separate entities. The rental costs for Morse and Chase, 
and Giles are allowable as they are at or below market value, and agreed to by ORR in the 
budgets. HHCS acknowledges control over ownership of Giles, but 01e transparency regarding 
the acquisition ofGiles, Lhemore than tacitapprova) thereofby ORR and HUD, and the approval 
of the budget by ORR justifies HHCS' reliance on il being fully reimbursed pursuant IO 01e 
budget. Finally, if the Morse rent is not approved, at the very least depreciation should be 
afforded given the fact that $175,000 w-.is paid for the property when it was acqYired in 199}, 

Heartland appreciates the efforts and findings of the OIG auditors relative to the supervision and 
record keeping and its facilities, in line with its ongoing internal commitment to quality control. 

HHCS is open and willing to have additional discussions regarding the issues raised in the draft 
report.. And it is thankful for the opportunity to provide quality care for the children in the UAC 
program. 

Very truly yours, C~n 
By: David 
Its: Executive 

Inc. 

Director 

Enclosures 
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