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THE OFFICE
OF THE LEGISLATIVE AUDITOR

The office of the legislative auditor is a public agency
attached to the Hawaii State legislature, It is established by
Article VII, Section 10, of the Constitution of the State of
Hawaii. The expenses of the office are financed through
appropriations made by the legislature.

The primary function of this office is to strengthen the
legislature's capabilities in making rational decisions with
respect to authorizing public programs, setting program
levels, and establishing fiscal policies and in conducting
an effective review and appraisal of the performance of
public agencies.

The office of the legislative auditor endeavors to fulfill
this responsibility by carrying on the following activities.

1. Conducting examinations and tests of state agencies’
planning, programming, and budgeting processes to
determine the quality of these processes and thus the
pertinence of the actions requested of the legislature
by these agencies.

2. Conducting examinations and tests of state agencies’
implementation processes to determine whether the
laws, policies, and programs of the State are being carried
out in an effective, efficient, and economical manner.

3. Conducting systematic and periodic examinations of all
financial statements prepared by and for all state and
county agencies to attest to their substantial accuracy
and reliability.

4, Conducting tests of all internal control systems of state
and local agencies to ensure that such systems are proper-
ly designed to safeguard the agencies’ assets against loss
from waste, fraud, error, etc.; to ensure the legality,
accuracy, and reliability of the agencies’ financial trans-
action records and statements; to promote efficient
operations; and to encourage adherence to prescribed
management policies.

5. Conducting special studies and investigations as may be
directed by the legislature.

Hawaii's laws provide the legislative auditor with broad
powers to examine and inspect all books, records, statements,
documents, and all financial affairs of every state and local
agency. However, the office exercises no control functions
and is restricted to reviewing, evaluating, and reporting its
findings and recommendations to the legislature and the
governor. The independent, objective, and impartial manner
in which the legislative auditor is required to conduct his
examinations provides the basis for placing reliance on his
findings and recommendations.

—
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FOREWORD

This is a management audit report on Habilitat, Inc., a private, nonprofit
corporation operating in Hawaii as a treatment and rehabilitation center for persons
suffering from drug abuse and addiction, alcoholism, and other problems.

The audit was undertaken at the joint request of the president of the senate and the
speaker of the house of representatives of the legislature of the State of Hawaii. The
request for the audit rose out of concern expressed during the 1978 legislative session
regarding the fairly large amounts of public funds expended through Habilitat.

The report consists of five parts. Part I contains an introduction and background
information on Habilitat. Part Il sets forth our assessment of Habilitat’s programs,
including our findings and recommendations with regard to those programs. Part III
presents our findings, comments, and recommendations relating to Habilitat’s organiza-
tional management and personnel administration. Part IV contains our findings and
recommendations as they relate to Habilitat’s financial management. As is our usual
practice, we have requested the agencies affected by this audit to comment on the report
recommendations. Although this is an audit directed primarily at Habilitat, we found
that its activities were so closely intertwined with various governmental programs that we
had to extend the scope of the audit to include activities of the state department
of health (DOH) and the state department of social services and housing (DSSH). There-
fore, Part V includes the responses received from DOH and DSSH as well as those from
Habilitat.

We wish to express our sincere appreciation for the cooperation and assistance
extended to us by the officials and staffs of all three of the affected agencies.

Clinton T. Tanimura
Legislative Auditor
State of Hawaii

October 1979
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Chapter 1

INTRODUCTION

This report is the result of a joint request
made by the president of the senate and the
speaker of the house of representatives of the
legislature of the State of Hawaii that we
conduct an audit of Habilitat, Inc. (Habilitat).
The request for the audit rose from concerns
expressed during the 1978 legislative session
regarding the expenditure of state funds by
Habilitat.

Habilitat is a private, nonprofit corpora-
tion. However, governmental funds constitute
a major source of financial support for the
organization. HRS section 23—1 empowers
the office of the legislative auditor to conduct
audits of ‘“‘quasi-public institutions. .. which
are supported in whole or in part, or which
handle public funds.”

Objectives of the Audit

The objectives of this audit were:

1. To determine whether state funds
have been expended by Habilitat to achieve
the purposes for which they were appropriated.

2. To evaluate the effectiveness of
Habilitat’s program.

3. To determine whether selected
management practices and procedures con-

tribute to the efficient and effective use of
resources.

Scope of the Audit

The audit was restricted to the areas
of: (1) financial management, (2) program
effectiveness, and (3) selected areas of general
management of the organization. Even within
these areas, the focus was sometimes restricted.
For example, in the area of financial manage-
ment, we did not examine the financial
statements of Habilitat for the purpose of
attesting to the accuracy of the statements
since this has been performed by an independent
CPA firm hired by Habilitat.

The scope of the audit, however, was not
confined entirely to the internal operations of
Habilitat. While our examination centered on
activities of Habilitat, governmental policies,
procedures, requirements, and practices were
included within the scope of the audit to the
extent that they had an impact upon Habilitat’s
management and program. The governmental
agencies included in our review were the
department of health and the department of
social services and housing.

It should be noted that our field work
for this audit took place during the last several
months of 1978. Consequently, events and
developments occurring since then are not



included within the scope of the audit except
where specifically noted.

Organization of the Report

This report is divided into five parts,
Part I contains this introduction and a general
background chapter on Habilitat.

Part II, consisting of chapters 3 to 6,
focuses upon the operations of Habilitat’s
program of treatment and rehabilitation and
its programs of planning and programming
capital improvements, business ventures, and
telethon fundraising.

In part III, consisting of chapters 7 to 9, we
examine Habilitat’s performance in the areas of
organizational management and personnel
administration and the effect of governmental
activities on these two areas of performance.

In part IV, consisting of chapters 10 to
12, we review in some detail Habilitat’s per-
formance in the area of financial management
and note the impact of governmental activities
in the fiscal field.

Part V contains the responses of the
affected agencies—including Habilitat and the
state departments—to the preliminary draft
of this report which was circulated to them.
As is customary, we requested the affected
parties to comment on our findings and
recommendations.

Definitions and Abbreviations

In this report we use numerous abbrevia-
tions and terms which have a specialized
meaning within the context of Habilitat. To
avoid confusion and to identify these properly,
we provide the foltowing definitions:

l. DOH — state department of health.

2. DSSH — state department of social
services and housing.

3. NIDA contract — a contract with
Habilitat administered by DOH and involving
federal funds provided by the National Institute
of Drug Abuse (NIDA) and state matching
funds. NIDA is an agency of the U.S. Depart-
ment of Health, Education and Welfare (HEW).

4. POS contract — a contract with
Habilitat administered by DSSH and involving
federal funds provided under Title XX of the
Social Security Act and state matching funds.
It is called POS for “purchase of services’—a
contractual arrangement between the State and
a private organization for services provided by
the organization for which it is reimbursed by
the state and federal governments. Title XX is
also administered by HEW,

5. Graduate — this term is used in
various ways by Habilitat, but its most common
use and the use employed in this report refers
to a person who has gone through and
completed Habilitat’s treatment program. Such
persons are also referred to within Habilitat
as “by-products.”

6. Resident — a person who has been
accepted into Habilitat’s treatment program
and is still in the program.

7. Red tag or red tag resident — a term
used until quite recently to refer to Habilitat
residents in the final stages of treatment who
were given jobs to perform within the organiza-
tion and compensated therefor through stipends
paid by Habilitat.

8. Square — a term used within Habilitat
and similar organizations to refer to persons who
have not gone through the treatment process
and are not graduates of the program.



Chapter 2

BACKGROUND: BASIC CHARACTERISTICS OF HABILITAT

In this chapter we lay the groundwork
for the remainder of our audit report by de-
scribing some of the basic characteristics of
Habilitat. In brief, the purpose of this chapter
is to provide answers to the question: what is
Habilitat and how does it function?

Habilitat is by no means a simple or
easily explainable entity. Rather, it is multi-
dimensional; it consists of a number of separate
but overlapping elements which must be
considered together to gain a reasonable
understanding of what Habilitat is and how it
functions. Set forth below are the major
components we have been able to identify as
parts making up the total picture of Habilitat.

Legal Entity

First of all, Habilitat is a legal entity.
It was organized under the laws of the State
of Hawaii as a nonprofit corporation on
June 1, 1971. The purposes of the corporation
(““‘Habilitat, Inc.””), as stated in its charter
of incorporation, are as follows:

‘(1) To provide psychological, medical, and
educational treatment to persons who
suffer from social maladjustment or
psychological imbalance as the result of
their use of drugs or as a result of other
social or psychological conditions and to
prepare and encourage these persons to
reestablish a normal life in the world with
renewed self possession and a normal,
balanced outlook on society and life in
general;

“(2) To study the problems of drug use and
other adverse psychological conditions and
to develop better methods for their treat-
ment;

“(3) To inform the public about these problems
and their treatment; . , . .”

Limitations on the corporation. These
purposes are further limited under the charter
of incorporation to charitable and educational
purposes as defined in the U.S. Internal Revenue
Code. As a corporation not organized for profit,
Habilitat cannot issue any stock. Moreover, no
part of its assets, income, or earnings is allowed
to inure to the benefit of any member, director,
officer, or other private individual, except that
reasonable compensation may be paid for
services rendered which are related to the stated
purposes of the corporation.

Tax-exempt organization. Besides being
a nonprofit corporation as provided for
under Hawaii’s statutes, Habilitat is also a tax-
exempt organization. It has been granted a tax-
exempt status by both the federal and state
governments. As a tax-exempt entity, Habilitat
does not have to pay certain-types of federal,
state, and local taxes, although some of its
activities remain subject to some types of
taxation (e.g., sales of goods and services by
Habilitat are subject to Hawaii’s general excise
tax).

Members and directors of the corporation.
Under its charter of incorporation and its
bylaws, Habilitat is controlled by its members.
Initially, these documents provided for members



and directors to be one and the same. However,
they have been subsequently amended to
remove the requirement that individuals be
both members and directors and to permit the
members to set the number of directors and
elect the directors. A majority of the members
may elect new members to the corporation and
remove members from the corporation.
Directors are elected annually by the members.
The directors, in turn, elect the officers of the
corporation each year.!

Since late 1971, membership in the
corporation has hovered around 20-—apparently
reaching a peak of 24 at the annual meeting held
on February 19, 1973, and numbering 192 as
of the most recent annual meeting held on
July 17, 1978. Ten persons were elected as
directors at this meeting, all of whom were
members of the corporation.

Characteristics of the membership and
board of directors. There is, and long has been,
a close identification between members of the
corporation and employees of Habilitat. There
used to be similar identification between
directors and employees; recently, however,
such director-employee identification has been
greatly reduced.

The annual meeting held in July 1978
exemplifies the situation. Of the 19 persons
who were members at this meeting, ten were
employees of Habilitat, one was a former
employee, and one was the spouse of an
employee. However, only one of the employees
was elected to the ten-member board of
directors. (In addition, the former employee
and the spouse of an employee were elected
to the board.) At one time as many as six
out of a total of 15 directors were employees.
As a result, at some board meetings, employee-
directors held a majority among those
participating in the meetings.

The composition of the board of directors
elected in June 1978 and presently serving
is fairly diverse, but this has not always been
the case. Among the three women and seven

men on the board are several representatives
of the business world, a trade union leader, a
retired federal government employee, a juvenile
probation officer, an attorney, and a person
active in civic affairs. Previously, however,
there were as many as five attorneys on the
board. At one time, too, many of the board
members were also parents of persons who were
undergoing treatment in Habilitat. In times past,
the medical and related professions were repre-
sented on the board, but this is no longer the
case. To the extent that any element can be said
to be heavily represented on the board of
directors elected in July 1978, such an element
is the business community. Four of the ten
directors come from the private business sector.

Officers of the corporation. The charter
of incorporation and the bylaws provide
for the following principal officers of the
corporation: a president, one or more vice
presidents, a treasurer, a secretary, and an
executive director. The board of directors
may also elect a chairman of the board and
appoint or employ such other officers, agents,
and employees as it may deem proper, including
an executive director, assistant treasurers, and
assistant secretaries. Unless otherwise specified
by the board of directors, the officers are
chosen from among the directors themselves.
Officers are elected annually by the board and
serve at its pleasure ‘“‘until the next annual
meeting and thereafter until a successor shall
be duly elected and qualified.”” The board is
charged with the duty of fixing the duties,

lDespite the initial provisions making the positions of
member and director coterminous, there was an inconsistency
between the original charter of incorporation and the original
bylaws in this regard. The charter listed only seven persons
as directors while the bylaws listed 12 individuals as being
members. This inconsistency regarding membership in the
corporation and on the board of directors persisted through
most of the life of the corporation, Only recently has this
inconsistency been corrected by amendments to the charter
to reflect and confirm prior practice and earlier changes in the
bylaws which have had the effect of eliminating the requirement
that individuals be both members and directors and of allowing
the members to determine the composition of the board,

'?The minutes of this meeting show only 18 persons as
members, but apparently one member’s name was inadvertently
omitted. His name is included, however, among those elected as
directors,



powers, salary, and compensation of officers,
agents, and employees, but may delegate such
function with respect to agents and employees.

The bylaws contain specific provisions
with respect to the positions of president,
vice president, treasurer, secretary, and
executive director. Under these provisions,
the president is supposed to preside over
meetings of the board of directors and serve as
chief executive officer of the corporation.
The latter duty includes exercising ‘“general
supervision and direction over the management
and conduct of the business and affairs of the
Corporation.” The vice president(s) is designated
to assume and perform the duties of the
president in the absence or disability of the
president. The treasurer is charged with over-
seeing the financial management of the
corporation, including keeping the financial
books and accounts, rendering financial state-
ments, and exercising custody over all funds
and securities of the corporation. The secretary
is required to keep minutes of all meetings of
the members of the corporation and of the
board of directors (including any of its com-
mittees), and to give proper notice of meetings
as required by the bylaws or the board of
directors. The vice president(s), the treasurer,
and the secretary each exercises such other
powers and duties as may be assigned by the
bylaws or by the board of directors.

Provisions relating to the position of
executive director were added by an amendment
to the original bylaws. Under this amendment,
the executive director is made automatically
a member of the board of directors and is given
all the voting and other rights of a director
except the right to vote on the removal from
office of the executive director. The executive
director has such duties and responsibilities
as may be determined by the board of directors.

Therapeutic Community

Habilitat falls into the category of
organizations which are known as “therapeutic

communities.”” These are private or semiprivate
agencies which have been developed to
rehabilitate drug addicts, alcoholics, and persons
suffering from “character disorders.”

Conceptual base underlying the therapeutic
community approach. The therapeutic com-
munities are based upon a combination of the
psychological and sociological approaches to
dealing with the problem of addiction or suscep-
tibility to mind-affecting substances.

According to the psychological theories
of addiction, there are “addictive personalities”
—Ii.e., persons who are prone to become addicted
and who therefore need to have their personali-
ties restructured to overcome this weakness.
Thus, restructuring of personalities is the
emphasis in the psychological approach to
meeting the problem of addiction to heroin,
alcohol, or other substances.

From the sociological viewpoint, society
creates addicts and causes ex-addicts to relapse
into addiction again—i.e., one’s social surround-
ings cause one to turn to drugs, alcohol, and
similar substances and to develop a dependence
upon such substances. As a consequence, the
remedy under this approach is to change the
social situation to eliminate or relieve the
impulse toward addictive behavior,

Under the  therapeutic community
approach, both psychological and sociological
factors are accepted as contributing to the
problem. Hence, the objective of this approach
is to deal with both factors more or less simul-
taneously.

Application of the concept. While
these psychological and sociological treatment
procedures are being carried out, the therapeutic
community seeks to provide an environment
which will be substance-free and in which the
social pressures will be directed toward
abstinence rather than relapse. This environment
is provided through a total “live in” situation.
In other words, persons undergoing this type of
treatment subject themselves to an exclusive



and highly controlled situation. They become
full-time ‘‘residents” of a tight little community
and allow nearly all aspects of their lives to be
controlled by the community so long as they
remain in residence. In the initial phases, they
are cut off completely from the outside world,
including relatives and friends, and their lives
are scheduled for them 24 hours a day. They
are told when to eat and sleep and what to do
the rest of the time. They are assigned menial
tasks to perform, they enjoy virtually no
privileges, and they reportedly are never out of
the presence of another more senior member
of the community.

As these individuals respond to treatment
over time, they are able to earn privileges, to
move on to more desirable tasks, to make
contacts with the world outside the community,
and to exercise more influence over decisions
affecting their actions and lives. Nevertheless,
as long as they continue to be residents, their
routines are highly structured and decisions
affecting their lives and behavior are subject
to control by the group.

The stated or generally understood purpose
of these programs is to have the residents return
to the larger community as responsible, stable,
and contributing members of society who will
remain free of dependency upon drugs, alcohol,
or other such “crutches.” Thus, at the final
stages, there is a transition process where the
individuals gradually spend more and more time
away from the therapeutic community (going
to school, working, performing voluntary
service, etc.) until they can function independ-
ently. At this point the residents become
“graduates.”

The three phases of Habilitat’s thera-
peutic program. Habilitat’s therapeutic program
consists of three phases. A brief description of
each is set forth below,

1. Induction. This is a process which
lasts one or two days to two weeks. It is a
period when both the applicant and Habilitat
must decide whether or not the applicant

will enter into the program. During this time
the applicant’s motivation is tested. He is
confronted with his behavior and made to
understand that there is a better and more
constructive way to behave. He must then
indicate a willingness to change and to accept
the requirements that will be imposed upon
him in the program. He also must come into
the program “clean”—ie., free from being
under the influence of any drug. Not all appli-
cants pass this phase and enter the program.
Included in the process is a psychiatric evalua-
tion which is designed to screen out psychotics
and psychopaths who are recognized not to be
suitable subjects for this type of treatment.

2. Treatment. This phase is the heart
of the program and is expected to last from
9 to 18 months, depending upon the response
of the individual. As described by Habilitat,
it is “a 24-hour live-in, direct behavioral attack
approach” where life is “meant to be like living
in a goldfish bowl.” New residents are cut off
from communication with the outside for the
first 60 to 90 days. Starting off with menial
tasks, they gradually work up to perform more
responsible tasks involved in the operation and
maintenance of the program and its facilities.

Besides the work routine assigned to each
resident, there are three basic tools used in
treatment. The first is the morning meeting,
which is a half hour period right after breakfast
that is designed to get everyone in a good mood
through exercise, singing, skits, dancing, and
other lighthearted activities. The second is the
daily seminar, which is an hour-long session after
lunch devoted to more serious business in the
form of guest speakers, discussions, debates,
films, etc.

Considered the most essential tool of the
program is the encounter. These encounter
“games,” as they are called, take place three
times a week and are supervised by staff
clinicians who guide and control the group
of 20 or so participants. The purpose of the
games is to provide for the release of normal
hostilities in a manner which will not endanger



others. Residents are not allowed to display
anger and feeling when they occur, but are
supposed to reserve these sentiments for the
game when there will be a chance for direct
verbal confrontation with the person causing
the feelings. These games often involve loud
shouting and gut-level language, but it- is said
that most residents leave the games feeling
relaxed and relieved.

On occasion, disciplinary actions have to
be taken to help residents overcome some of
their problems and to maintain the proper
atmosphere within the community. These
disciplinary measures can take several forms:
(1) a severe verbal reprimand, which is referred
to as a “haircut,” (2) relieving a resident of his
responsibilities and restricting his privileges
and activities, during which time he is said
to be in the “dishpan,” and (3) restricting
the activities of a group or the residents as a
whole—i.e., putting them on “ban.”

There is also the “‘marathon.” This is the
infrequent but important ‘“‘emotional enema’
that releases deeper, and previously uncon-
fronted, hostile emotions. It complements
the encounter games.

Due to the large number of high school
dropouts who enter into Habilitat, schooling
also constitutes an important part of the
program. One of the requirements for gradua-
tion from Habilitat is that one also have a high
school diploma. To enable residents to achieve
this goal, there is an on-site educational program
taught by two teachers and accredited by the
adult education program of the state department
of education. A recurring event at Habilitat is
the awarding of general education development
(GED) diplomas to residents at the facility.

3. Re-entry. The final phase of
Habilitat’s program has as its purpose the
entry of residents back into the larger
community. This phase is described as lasting
from 12 to 15 months. Its stated objective is
to provide vocational rehabilitation and training
so that residents will be employable upon

graduation from the program. Part of this
process is to give participants experience in
managing their own resources and having them
budget the money received, including putting
a portion of it in a savings account.

It is preferred that residents in the re-entry
phase live at a facility which is separate from
that used for treatment, but this is not always
possible. In any event, activities are more varied
and life is less structured at this stage. For
example, residents are allowed free evenings
when they may leave the facility. Re-entry
residents work within the program. They receive
job assignments in various aspects of the pro-
gram, such as working in the administrative
offices, becoming involved in the operations of
the institution, or serving as part of the sales
force involved in the revenue-producing aspects
of Habilitat’s total program.

During re-entry, some residents take
specialized vocational training away from the
facility (e.g., a number of the residents have
trained to become beauticians). Others attend
night classes at the nearby community college.
Residents are also encouraged to take an active
role in the community through participation in
voluntary organizations and activities. En-
counter sessions still remain a part of the
program during this phase. However, they
take place only two evenings a week and are
said to be specialized to meet needs related
to re-entry.

Finally, the point is reached where resi-
dents must decide what they will do after
graduation from the program. Some go on for
additional higher education. Some seek careers
outside the context of the therapeutic com-
munity. A significant number remain part of
the program by becoming staff members at
Habilitat.

Other key features of Habilitat’s program.
Other key features of Habilitat’s program are
summarized here.

1. Program  based

upon  program



products. A basic feature of Habilitat’s
program is its complete reliance upon program
products (program graduates) to provide the
clinical staffing for the program. This approach
is founded on the concept that only persons
who have suffered the pains and problems of
drug addiction, alcoholism, etc., and have gone
through the therapeutic process can fully under-
stand what all this involves and provide the typée
of role model to which those still suffering
can easily relate and accept.

All therapeutic communities seem to utilize
program products in their treatment process.
However there are some which also include
professional personnel in the fields of psychiatry
and psychology on their clinical staffs and
utilize a combination of resources in their
therapeutic treatment. In its early years,
Habilitat had on its board persons with back-
grounds in the fields of medicine, psychiatry,
and psychology. In recent years, however,
there have been no such persons on the board,
and the entire clinical staff has been composed
of persons who have been through the program
or are still going through the program.

2. Program utilizing some degree of
decisionmaking by consensus. As far as its
clinical operations are concerned, a high degree
of reliance is placed upon group decisionmaking.
A consensus is sought among the clinical staff
before any important actions are taken. Hence,
there is said to be close and continuing con-
sultation between superiors and subordinates
so that agreement can be reached in the making
of recommendations up the chain of command
or in the passing down of instructions. The
executive director provides an exception to this
pattern. Although he may generally support
and encourage the consensus-type approach,
he retains final authority in administrative
decisionmaking.

3. Program serving primarily a youthful
clientele. Although Habilitat has established no
formal upper age limit for entrants into the
program, it serves primarily a very youthful
clientele. At one time, it accepted applicants
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as young as 12 years old. At present, however,
its lower age limit is 16 years. Most residents
are in their late teens or early 20’s, but there
are a few who are in their 30’s or 40’s. The
average age is reported to be between 20 and
21 years,

Administrative Organization

Habilitat’s functioning administrative
organization is of significant proportions. Set
forth in figure 2.1is a chart of the organization
as it existed at the time of our audit. As can be
seen from this chart, the organization is headed
administratively by the executive director and
is divided into an administrative staff and a
clinical staff.

For the past several years, Habilitat’s
program has been handling between 100 and
200 residents. The resident population as of
mid-November 1978 was 122. The clinical,
administrative, and support personnel to
carry out the total program (including the
business operations discussed below) have
generally numbered between 60 and 70
(including some persons who have been residents
while at the same time filling positions within
the organization). Of this total, approximately
one fourth have been involved in the clinical
area while the rest have been engaged in admin-
istrative and business activities.

Financial and Business Operations

In addition to the clinical therapeutic
program, Habilitat conducts a sizeable financial
and business operation. This business operation
is aimed at providing financial support for
the organization while also offering the oppor-
tunity for program residents to gain vocational
training and experience.

At present, Habilitat’s business activities
involve the sale of various goods and services,
including yard maintenance service, cook-
books featuring recipes of various celebrities,
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Organization Chart of Habhilitat, Inc.

Figure 2.1

(As of February 1979)
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SOURCE: Department of Social Services and Housing, Purchase of Services Office, Report on Evaluation of Habilitat’s Compliance with Its POS Contract,
dated March 13, 1979.




and the “Home Grown” series of record albums.
The major business activity, however, is the
sale of advertising specialties—i.e., desk sets,
pens, office notions, and promotional giveaways,
such as key chains and pocket calendars, which
are imprinted with the names and addresses of
business clients. Habilitat has a separate sales
and marketing staff to handle such sales and
makes sales in various cities on the mainland as
well as throughout the State of Hawaii. In fact,
a branch office is maintained in Baltimore,
Maryland, to handle sales on the east coast.
Sales of advertising specialties approximate
$1 million per year.

In prior years, Habilitat’s business activi-
ties included production as well as sales and
marketing. For example, the organization used
to have its own woodshop, farm, shop for
imprinting T-shirts, and candle-making shop.
Until recently, Habilitat also offered a swim-
ming pool cleaning service. Various other
business enterprises, such as a beauty shop
and a restaurant, have been considered from
time to time.

In addition to these sales activities,
Habilitat also engages in the direct solicitation
of donations—both monetary and in kind.
The best known of these efforts is the telethon
which has been held annually for the past
several years and has produced several hundred
thousand dollars” worth of donations each time.
A year-round operation of Habilitat, however,
is its so-called ‘‘acquisition” department. This
department concentrates on soliciting donations
from various businesses in the form of mer-
chandise, services, and surplus materials to
support different activities of Habilitat. For
example, Habilitat sponsors a luau usually once
a year, and sometimes once every two years
to which the public is invited (“Habilitat’s way
of expressing appreciation to the community”).
For the most part, the food, supplies, and
equipment necessary to put on these large
luaus are obtained as donations by and through
the acquisition department.

Generally speaking, the net revenues
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obtained through these various business and
fundraising  activities are earmarked for
Habilitat’s capital improvements program (i.e.,
the acquisition of property and construction
of facilities). The clinical program, which is
financed out of the organization’s general
fund, is supported primarily out of program
service fees and governmental contracts and
grants for rehabilitative services rendered.

On an overall basis, the flow of cash
into and out of Habilitat amounts to between
$2 million and $3 million annually. Somewhat
less than half of this amount is accounted for
under the general fund. The sales and marketing
and capital funds account for the rest.

Channel for the Expenditure
of Governmental Funds

Habilitat is a channel through which
fairly significant amounts of federal and state
funds are spent each year. As noted above, the
clinical program is financed through Habilitat’s
general fund. For the fiscal years ending
June 30, 1977 and June 30, 1978, reported
general fund revenues were approximately $1
million and $1.2 million, respectively. Of these
totals, funds derived from federal and state
sources accounted for 85.1 percent for 1977 and
87.4 percent in 1978. If donations in kind are
not considered, governmental funds constitute
approximately 98 percent of Habilitat’s general
fund receipts.

Included in Habilitat’s general fund are
federal and state funds from two separate
federal-state matching fund programs (with the
federal government bearing the major share)
for treating drug addicts. One is administered
by DOH and the other is administered by
DSSH. Habilitat has entered into contracts with
both departments so as to participate in these
programs. For the fiscal year ending June 30,
1978, well over half a million dollars was
received by Habilitat from these two sources.

Habilitat also receives state and federal
funds which are nominally payable to



Habilitat residents by virtue of their being
able to qualify for assistance under various
social welfare programs. For example, many of
Habilitat’s residents receive general assistance
support from the State of Hawaii through
DSSH. Many also qualify for food stamps
under the federal food stamp program. In these
cases, the funds often flow directly to Habilitat
because Habilitat holds a power of attorney
for the persons involved and acts as their agent
in the receipt and use of the welfare payments
and food stamp bonuses to which they are
entitled. During 1977—1978, general assistance
and food stamp expenditures on behalf of
Habilitat residents which we have been able to
identify amounted to more than $300,000.

Habilitat also receives funds directly for
the care it provides for a limited number of
residents. For example, several of the residents
have been placed in Habilitat by the family
court. In these cases, the court provides support
for their care. In 197778, these support pay-
ments amounted to §565 per month per person.
A few of Habilitat’s residents qualify for welfare
support under the aid to families with
dependent children (AFDC) and foster child
programs. Rather than going directly to the
children themselves, these payments are made to
Habilitat on their behalf. Direct payments
from these other sources are relatively small,
however.

Finally, Habilitat secures federal CETA
(Comprehensive Employment Training Act)
funds through the office of human resources
of the city and county of Honolulu to pay a
portion of the salaries of some of its employees.
During 1977-1978, there were seven employees
participating in the program, for whom almost
$12,500 was received. For the 1978—79 year,
almost §8,000 had been allocated for five
such employees.

It should be noted that not all govern-
mental expenditures made on behalf of Habilitat
residents flow through Habilitat. For example,
in fiscal year 1977—78, we have been able to
identify Medicaid expenditures in excess of
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$62,000 made on behalf of participants in
Habilitat’s program. Medicaid payments are
made directly to the providers of medical
services. Hence, these payments are not reflected
in Habilitat’s financial reports.

Facilities

At present, Habilitat’s operations are
scattered in several different locations. Most
of the facilities are located in the Kaneohe area
on the windward side of the island of Oahu.
However, there are two staff houses in the
Kailua area somewhat removed from the other
major facilities. Habilitat also maintains a branch
sales and marketing operation in Baltimore,
Maryland.

The major facility which Habilitat owns is
its Habilitat I installation on the shores of
Kaneohe Bay. This is the 1% acre former
Bigelow Estate property which was acquired
in 1977 after having been leased since 1972.
It is the most visible and heavily used of
Habilitat’s various facilities. It serves as
the dormitory and treatment facility for all
of Habilitat’s residents except those in the
latest phases of re-entry. As of mid-November
1978, 102 out of 122 residents were living at
Habilitat' I. Habilitat I is also the site of the
dining facilities for the organization and houses
the clinical files for the program. There were
plans for the demolition of some of the exist-
ing structures and the erection of new buildings
and for the renovation of other buildings. 3

Habilitat is also using rent-free a state-
owned building on the grounds of the State
Hospital at Kaneohe which was previously
vacant and which is earmarked eventually to be
turned over to the Windward Community
College located in the same vicinity. This
building, now known as Habilitat II, is used
as the dormitory for approximately 20 resi-
dents who are in the final phases of re-entry.

3 Such demolition occurred in early 1979,



In the business district of Kaneohe are
Habilitat’s executive and sales offices and
its warehouse facility. Both of these facilities
are leased. The executive and sales offices
occupy most of the top floor of a three-story,
office building. The warehouse is located several
blocks away and consists of several bays in a
large structure which houses other tenants
besides Habilitat. Since the discontinuation of
its T-shirt operation, not all of this space is
required by Habilitat, and an attempt was made
to sublease the unneeded space.

One of the staff houses in Kailua is used
as a residence for Habilitat’s executive director.
It is the apparent intention of Habilitat to
retain this residence on a long-term basis. How-
ever, plans for the other house call for it to be
sold. Meanwhile, it has been occupied by several
Habilitat staff members who have paid rent at
what was designed to be a “break-even’ level
for Habilitat.

Until fairly recently, Habilitat also rented
a number of other houses in the windward Oahu
area which it used to provide quarters for
re-entry residents and for staff members. How-
ever, the organization has presently abandoned
its policy of securing such housing, and the
affected personnel must now make their own
individual arrangements for housing.

Habilitat’s facilities in Baltimore consist
of a rented townhouse which is used for staff
housing and a rented two-level office area, one
level of which it planned to give up in early
1979.

The Executive Director

No portrait of Habilitat would be complete
which does not take cognizance of the impact
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of its executive director Vincent (“Vinny™)
Marino. In a very real sense, it may be said that
Habilitat is the projection of this man’s person-
ality.

Vincent Marino originally came to Hawaii in
1970 as a staff member of “Communiversity,”’
a therapeutic community-type organization
which operated briefly in Hawaii. However, as
a result of a split in this organization, a small
group, including Marino, set up another
organization in early 1971 and called it
Habilitat. A borrowed two-bedroom house in
Kailua was the place where Habilitat began.
It was here that Marino and the first group
of six residents took up life as a therapeutic
community,

Although a number of persons participated
in and contributed to the creation of Habilitat,
Marino undoubtedly played the key role. He was
the only one who devoted full-time effort at
the beginning, and he has served as the admin-
istrative and clinical head of the organization
since Habilitat’s inception. Of the original
corporate directors of Habilitat, only he and
one other remain on the board of directors. Of
the original employees, he alone remains part of
Habilitat. In recognition of his role, Habilitat’s
board of directors has officially designated him
as “founder” of the organization.

Vincent Marino serves as the representative
and spokesman for Habilitat. He sets the tone
for the organization and fills the role of
“father’” for the “family”” which makes up the
therapeutic community. He is the one who
largely sets the directions in which the organiza-
tion will move, or decides what it will not do
or from which areas it will withdraw.



PART i

ASSESSMENT OF HABILITAT'S PROGRAMS
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Chapter 3

INTRODUCTION

In this part we examine the various
programs of Habilitat. Chapters 4 and 5 deal
with Habilitat’s program of treatment,
rehabilitation, and prevention in the area of
substance abuse and addiction. Chapter 6 covers
Habilitat’s capital improvements, business
venture, and telethon fundraising programs.

Summary of Findings

In summary, we find as follows:

1. There are serious obstacles to the
conduct of an effective evaluation of Habilitat’s
treatment, rehabilitation, and preventive pro-
gram. They include insufficient knowledge
about substance abuse and addiction, the lack
of definition, and the sparsity of data con-
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cerning both Habilitat’s clientele and addicts
in general. Neither the Habilitat nor the State
is doing much to remove the obstacles and
otherwise to provide for an effective evaluation
mechanism. The State’s efforts in this regard are
stymied by the lack of coordination of activities
between DOH and DSSH, both of which
agencies contract with Habilitat for services in
this areca.

2. Habilitat lacks clear organizational
objectives and a planned and systematic
approach to the acquisition of needed physical
facilities, engaging in business enterprises, and
conducting its fundraising activities. Real
property acquisitions have been erratic and
unproductive and have raised questions of
legality and propriety; business ventures have
floundered; and the fundraising telethon has
declined in efficiency in recent years.



Chapter 4

OBSTACLES TO AND GENERAL LACK OF

EVALUATION OF HABILITAT'S PROGRAM OF
TREATMENT, REHABILITATION, AND PREVENTION

Based upon its own publicity and its
contractual relationships with DOH and DSSH,
Habilitat exists primarily to provide treatment,
rehabilitation, and prevention services in the

area of substance abuse and addiction.
Presumably, therefore, the rest of the
organization’s operations and activities are

subservient to this main purpose and should
function to support and promote the treatment,
rehabilitation, and prevention program.

Accordingly, it is appropriate in any
assessment of Habilitat to focus first upon the
treatment, rehabilitation, and prevention
program. In this chapter, we discuss the serious
obstacles which presently hinder the evaluation
of any program in this field and examine the
extent to which evaluations are being made of
Habilitat’s program. In the following chapter,
we set forth the results of our own assessment of
Habilitat’s program based wupon available
information.

Summary of Findings

With respect to evaluation of Habilitat’s
treatment, rehabilitation, and preventive
program, we find as follows:

1.  There are severe obstacles to the
making of any effective program evaluation. The
obstacles include those which are present
generally in the field of substance abuse and
addiction and those which are specific to
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Habilitat. Among the obstacles are the lack of
agreement as to what use or degree of use of
substances is acceptable and unacceptable; the
general lack of knowledge regarding the causes,
effects, and ways of treating the various kinds of
substance abuse and addiction; the difficulty in
defining ‘‘success’® in the treatment,
rehabilitation, and prevention of substance
abuse and addiction; the absence of reliable and
usable data on Habilitat’s program of treatment,
rehabilitation, and prevention; and the presence
of confusion in the focus of Habilitat’s program.

2. Very little of substance or significance
is being done either by Habilitat or by the State
to evaluate in a meaningful way Habilitat’s
program performance or to remove the obstacles
hindering such an evaluation.

Obstacles to Effective Program
Evaluation of Habilitat’s Performance

Several obstacles stand in the way of
making an effective evaluation of Habilitat’s
performance in the field of substance abuse
and addiction. Set forth below are the most
significant of these obstacles.

General lack of agreement and knowledge
about substance abuse and addiction. The
greatest obstacle to effective evaluation of
performance in the field of substance abuse and
addiction is the general lack of consensus and



knowledge about the use and abuse of various
mind-affecting substances.

First of all, there is no firm agreement as
to what is an acceptable substance and what is
not an acceptable substance. Through the ages,
there have been tremendous variations in per-

.ceptions and degrees of approval and disap-
proval respecting the use of specific substances
among the various cultures and subcultures.
Even within a given culture, history is replete
with examples of particular substances moving
back and forth between various categories of
official treatment—i.e., from being highly
praised and actively promoted, to being
tolerated, to being condemned and officially
proscribed. In times past, sanctions have been
imposed for using substances which now -are
both socially acceptable and widely used (e.g.,
coffee and tobacco).

This unsettled situation continues to
prevail today. Substances are tolerated or
condemned in varying degrees. Some substances
are prohibited by law or subject to stringent
governmental restrictions and regulations,

while others have gained respectability and -

receive little governmental attention. In both
cases, society is often not unanimous as to the
wisdom of the prevailing governmental attitudes.

The frequent and often strong lack of
agreement concerning the acceptability of
different substances reflects equally pervasive
disagreements concerning the effects of the use
of various substances. Many claims, counter-
claims, and charges are made concerning the
supposed beneficial effects, adverse effects, and
noneffects of different substances when used
singly or in combination. Some of these are
backed by careful research, but many appeal to
emotion, tradition, and vested interest and have
little to substantiate them in terms of verifiable
facts or conclusive findings.

Contributing to this general situation is
the failure to differentiate between substance
use, abuse, and addiction. For almost all mind-
affecting substances, there are some uses which
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do not constitute a real problem and other
uses which may create serious problems. Human
utilization of these substances ranges all the
way from nonuse on one extreme to addiction
on the other. Problems arise when use reaches
the point of abuse and addiction. By substance
abuse, we mean the point where use of a sub-
stance discernibly impairs one’s health or
relationships with others. By addiction, we mean
the condition where physical and emotional
pain is suffered by a person when that individual
is deprived of a particular substance or suitable
substitute.

By failing to differentiate between sub-
stance use, abuse, and addiction, it becomes
almost impossible to reach any agreement
regarding the problems requiring public atten-
tion in this field. In the absence of such
agreement, the tendency is to view abuse and
addiction as in themselves presenting the prob-
lem and to concentrate efforts toward achieving
complete abstinence through measures aimed at
prohibiting the production, distribution, and
sale of particular substances.

This is a simplistic approach when one
notes that substance abuse or addiction does
not necessarily incapacitate a person from being
a productive member of society. History pro-
vides many examples of addicts who have led
long, useful lives as functioning members of
society despite their dependence upon some
chemical substance.

Lying at the root of this situation is the
fact that there is no agreement and insufficient
knowledge concerning the causes of substance
abuse and addiction. Several theories have
been advanced. They include the time-honored
supposition that abuse and addiction arise
entirely from the lack of will power. In more
recent times, psychological, sociological, and
biochemical reasons have been postulated.

lThese definitions are drawn from literature in the
field of substance abuse and addiction. Although other defini-
tions may be used, these seem to represent the broadest areas
of agreement,



The psychological approach holds that the
susceptibility to substance abuse and addiction
comes from within the psyche and therefore
cure lies in a restructuring of the personality of
the affected individual. The sociological theory
claims that society and the general environment
create substance abusers and addicts and cause
them to relapse into abuse and addiction. Under
this theory, remedy lies in changing the social
context and removing the conditions that lead
to abuse and addiction. As noted above, the
therapeutic community approach represents a
combination of the psychological and
sociological theories.

The biochemical approach is the most
recently developed theory and is still embraced
by only a relatively few experts. This approach
credits abuse of and addiction to substances to
the biochemical makeup of an individual.

Despite these various theories, authorities
in this field ultimately admit that they do not
know why some persons become substance
abusers and addicts while others do not.

Problem of defining *‘success.”” In the face
of the state of affairs described above, it is
virtually impossible to set appropriate objectives
and to establish effective standards or measures
of performance by which to evaluate programs
to combat substance abuse and addiction. This,
however, has not deterred governmental and
nongovernmental agencies from seeking to apply
numerous solutions in terms of varied, extensive,
and expensive programs of control and
treatment. The amount of resources devoted to
such efforts is incalculable.

In the light of the difficulty of setting
appropriate objectives and standards of
performance, as noted earlier there has been a
tendency among those in the field—including
Habilitat’s leadership—to evaluate the success of
these programs in the absolutist, simplistic terms
of a single criterion: complete abstinence from
further use of a particular class of substances
(popularly termed ‘‘drugs,” and meaning
primarily narcotics). Thus, while Habilitat may
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state that in addition to turning out drug-free
graduates it is also aiming to produce persons
who will lead crime-free and productive lives,
total abstinence from the use of drugs is the first
and essential test a resident must pass to be
considered a success.

Such an absolute criterion, however, may
be not only highly unrealistic but also seriously
misleading. One acceptable degree of success
might be considered achieved if drug
dependency is simply reduced to the point
where the individual is able to function as a
productive member of society without having to
resort to crime.

Moreover, the apparent termination of the
use of an illegal drug is not necessarily proof of
success. Elimination of a dependency upon
drugs may simply result in the shifting of that
dependency from one harmful substance to
another. Studies elsewhere indicate that many
“rehabilitated” addicts end up eventually as
alcoholics or methadone addicts. Where this is
the pattern, it would be highly misleading for
the program involved to claim that it is achieving
great success.

Scarcity of reliable, usable data. Even if the
problems relating to substance abuse and
addiction could be clearly defined and program
objectives and standards in the field could be
fully developed and agreed upon so that
“success” could be measured, there is another
obstruction hindering effective evaluation in this
field. This hurdle results from the scarcity of
reliable, wusable data regarding treatment
programs in this field. This is true for almost all
such programs, and those of Habilitat are no
exceptions.

In recent years considerably more attention
has been given to the recording and filing of
case information on residents in Habilitat’s
program than occurred earlier. Part of this
effort may have come in response to govern-
mental requirements that certain records be
maintained if an agency is to qualify for govern-
mental funding. For whatever reason, the more



recently a resident has been admitted, the more
complete that resident’s case file is likely to be.
Habilitat’s data, however, suffer from serious
deficiencies.

One deficiency is the lack of even basic
information on many of the early participants in
the program. Another, and more serious,
deficiency is Habilitat’s failure to record
information concerning some of the most
important points in a resident’s treatment
program. This latter deficiency is particularly
evident for “splittees”—i.e., those residents who
leave Habilitat “‘against clinical advice” or who
are expelled from Habilitat.

Among the records which we reviewed,
surprisingly little information is recorded
relative to departures from Habilitat. In most
cases, there is simply a terse notation that the
resident departed on a particular date. No
explanation is provided. No statement is made
concerning grievance hearings or investigations
into the causes of the departure or into factors
which might have contributed to this event.
Moreover, there seems to be a dropoff in the
usual types of entries in the days just before
departure, thereby making it impossible to
detect the underlying factors and reasons why a
person might have left.

For program dropouts, therefore, in-
formation abruptly stops. Indeed, continued
communication with such persons is often
prohibited in the believed interest of buffering
those still in treatment from counterproductive
influences. Consequently, it is impossible to
determine from Habilitat’s records what may
have happened to those residents who failed
to complete the program. Even for graduates,
no systematic approach is taken to follow up
on what has happened to them. As a result,
no consistent and comprehensive body of data
exists regarding residents over time.

Another information deficiency at
Habilitat is the failure to classify residents very
clearly by the type of problems being treated.
As previously indicated, Habilitat purports to
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deal with three types of problems—i.e., drug
dependency, alcoholism, and character
disorders—but the residents are not classed
accordingly.

It is true that in some cases all three prob-
lems might be involved. Often, though, one
of the three is considered primary. While such
classification might not be too significant for
some purposes, it can be critical for evaluating
Habilitat’s programs relative to treatment for
substance dependency. Indeed, within the drug
dependency category, a further breakdown
should be made so that drug addicts can be
distinguished from drug abusers. Otherwise, it
becomes impossible to know how well the
program is performing, or how it compares with
other programs, and how to improve its
effectiveness.

A final major information shortcoming at
Habilitat is the failure to compile and analyze
data on any recurring, consistent, and
comprehensive basis. Most data simply remain in
a raw and largely unusable condition. Thus,
when generalized information is sought,
Habilitat’s staff has to go through the laborious
process of examining individual files and
extracting the particular information wanted.
The time and effort involved in doing this
quickly discourage any extensive use of these
raw data.

The dilemma of a narrow versus a broad
focus for Habilitat’s program. One other
obstacle to program evaluation needs to be
mentioned.

After reviewing Habilitat, it is difficult to
know whether to classify it as an agency
primarily concemed with treating substance
dependent persons or as an agency whose target
clientele suffer from a much broader range of
sociologically and psychologically rooted
problems. (The persons in the latter class are
referred to as suffering from ‘‘character
disorders.”) Habilitat has not made it clear
which group of persons constitutes the focus for
its programs. Not only is the scope of focus



difficult to pin down, but also it seems to
change quite rapidly and inexplicably.

For example, in our discussions with
Vincent Marino, he stated quite flatly and
emphatically that Habilitat is not a drug
treatment facility. He then went on to point out
that applicants must be “clean” (i.e., free of
drugs) before they are admitted to Habilitat and
that Habilitat’s - program is really aimed at
helping “mixed up” persons “to get their heads
on straight.” He claimed further that the
Habilitat approach is applicable to a broad range
of problems affecting individuals and that nearly
everyone could benefit from going through the
Habilitat “‘experience.”

At the same time, however, most of the
publicity emanating from Habilitat places
emphasis upon what it can do, and has done, for
persons suffering from a dependency upon drugs
and alcohol. Moreover, a large portion of
Habilitat’s funding is received on the basis that it
is a treatment facility for drug abusers and
addicts.

Confusion about Habilitat’s scope of action
is further illustrated by the following. Habilitat
at one time drove hard to establish a juvenile
facility on a permanent basis and admitted
persons as young as 12 years of age into the
program. However, the whole effort was quite
suddenly dropped and the admission age was
raised to 16. Also, Habilitat at one time
seriously proposed to the State that it be
allowed to take over the operation of the Hawai’
youth correctional facility.

This hazy duality in Habilitat’s role makes
evaluation of its program very difficult. On the
basis of Habilitat’s own statistics, a large portion
of the persons admitted into the program did
not enter on the basis that they were either
alcoholics or dependent upon drugs. Moreover,
our broad review of admission data and
individual case records indicates that relatively
few of Habilitat’s residents can be classified as
having been truly addicted to “hard’ drugs, such
as heroin. Thus, when looking at Habilitat’s
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“graduation” or ‘“‘success” rates, it is virtually
impossible to know what they mean relative to
the treatment for drug abuse and addiction. Yet,
these rates are constantly being compared with
the performance of other programs which are
clearly restricted to the treatment of drug-
dependent persons.

Absence of Internal Program Evaluation

Due largely to obstacles cited above, very
little of substance or significance has been done
by Habilitat to evaluate in any meaningful way
Habilitat’s program performance. Moreover,
little has been done to remove the obstacles now
hindering the carrying out of an effective
evaluation.

In those few instances where some sort of
evaluation has been undertaken, the evaluations
have generally been at the initiative of the
executive director. Since the executive director
is administratively responsible for the programs,
these evaluations have in essence been self-
evaluations.

No matter how qualified and well-
intentioned the administrative staff of an
organization may be, true objectivity is almost
impossible to achieve through self-evaluations.
For objectivity in evaluation, it would seem that
the evaluation should be made ata level at least
one step removed from the administrative staff.
In the case of Habilitat, this would be at the
level of the board of directors.

It 1s the responsibility of the board of
directors, as the policymaking body of the
organization, to set meaningful program
objectives and standards of performance. As’
such, it is also the board’s responsibility to
oversee the overall conduct of the programs
through performance monitoring and evaluation
on a regular and continuing basis.

This evaluative responsibility can be
performed either by the board as a whole or by
a committee of the board. If the board lacks the



necessary expertise within its own membership
to perform this function, then it should seek
outside assistance, either through contractual
services or through voluntary advisory bodies.

However, Habilitat’s board of directors has
tended to avoid becoming involved in any way
in clinical matters and to leave this area almost
exclusively to the executive director, Vincent
Marino, and other members of the staff.
Reinforcing this arrangement has been the
executive director’s strong assertion that only
persons who have gone through the program can
fully understand what the program involves and
be able to perform effectively as a clinician in
the program.

It appears that during the period June 1971
to September 1978 Habilitat commissioned only
two outside evaluations of the clinical aspects of
the program. In the same period, however,
numerous outside consultants have been hired to
assist in the business and financial areas of
Habilitat’s operations.

The first of the two clinical program
evaluations occurred in the initial year of
Habilitat’s existence and was conducted by the
director of another therapeutic program in
which both Vincent Marino and his wife had
been participants. This evaluation focused
primarily on the qualifications and performance
of Habilitat’s clinical staff. The second
evaluation took place in early 1978 and was
made by a medical doctor who is the head of
psychiatry at the Addiction Research
Foundation in Toronto, Canada. Like the earlier
evaluation, it was based upon several days of
on-site observation at Habilitat. The report on
the second evaluation is instructive.

The author of the second evaluation
commented quite favorably on several features
of Habilitat’s program. However, he noted
neglect in the area of research and evaluation—a
problem which Habilitat apparently shares with
many other similar organizations:
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“There is one noticeable exception (and this is a
problem area which Habilitat shares with virtually all
other programmes in this field as well as other social
service fields). This is in the area of research. A
programme of the magnitude, complexity and
quality of Habilitat cries out for careful research
evaluation of the most precise kind that
contemporary technology is able to mount. That
this is absent is no necessary criticism, since it is only
rarely available. But that it would be desirable is
beyond any doubt, What is particularly essential is to
develop a careful accounting of the outcome of
treatment provided by Habilitat to its residents by
means of a follow-up study of its graduates. But
there are a number of other desirable research arcas
in the programme, most particularly an attempt to
specify what the contribution of the vocational
programme might be to the overall success of the
residents.

“Ashas been the case in the past, some reliance may
be placed upon the clinical impressions of external
observers. In the long run, however, much more
palpable empirical evidence will be demanded by the
scientific community, by the government, and even
by the public at large. The mounting of a research
programme is sound common sense, rather than an
esoteric scientific endeavour. It is a crucial factor in
allaying the skepticism of those unfamiliar with the
programme and its methods. On the other hand, it is
probably also crucial in assuring that the credit to
which the programme seems to be so obviously
entitled will come to it.”

This evaluator then went on to say that an
evaluation of Habilitat’s program would achieve
greater objectivity and acceptability if it were
made by an independent body rather than by
either Habilitat or the state agencies. However,
he noted that one of Habilitat’s goals should be
“to equip the programme with the wherewithal
to maintain a data base of the kind which would
facilitate such an evaluation.”

As far as we can determine, no followup
action has been taken by Habilitat to implement
his recommendation relating to research and
evaluation of the clinical program. The net result
is that Habilitat continues to operate without
benefit of an effective internal evaluation of its
central activity—its treatment, rehabilitation,
and prevention program.

Absence of External Governmental Evaluation

As indicated above, Habilitat is under
contract with two state departments—DOH and
DsSH—to provide treatment services for persons



suffering from drug dependency in exchange for
substantial funding of its treatment program
from these agencies. A large proportion of this
governmental funding is derived originally from
the federal government and is channelled
through DSSH and DOH to Habilitat and
numerous other private and quasi-private
agencies offering services to the State.

DOH’s federal funding is derived from
Health, Education, and Welfare’s (HEW) NIDA
and its agreements with Habilitat are referred to
as “NIDA contracts.” DSSH also receives its
funding from HEW but under the provisions of
Title XX of the Social Security Act rather than
through NIDA. Its contracts with Habilitat are
referred to as “POS contracts’ in recognition of
the fact that they utilize the “purchase of
service” concept under which the State makes
formal arrangements with a variety of private
and semiprivate organizations to provide services
to particular target groups. For Habilitat, the
target group includes persons dependent upon
drugs to the point where they may be con-
sidered incapacitated.

Actually, the NIDA contracts are also
purchase of service agreements, but they are
designated differently to avoid confusion with
DSSH’s POS contracts.

Under the purchase of service approach,
involvement by the affected government
agencies in the affairs of the suppliers of services
becomes quite extensive. In effect, these
agreements are performance contracts. This
means, therefore, that the contracting
departments should specify the services to be
purchased, set standards for measuring
performance, and then monitor and evaluate
performance to ensure that the standards are
being met and the full intent of the contracts are
being properly and effectively carried out. In
short, both DSSH and DOH bear a very heavy
responsibility to monitor and evaluate
Habilitat’s performance. This responsibility
extends to the numerous other agencies with

which DOH and DSSH have NIDA and POS
contracts.

However, neither of these departments is
fulfilling its responsibilities in this area. As a
consequence, the external evaluation of
Habilitat’s performance is generally as in-
adequate as the internal assessment of how
well the organization is doing in the area of
treatment, rehabilitation, and prevention.

Set forth more specifically below are the
shortcomings which mark the approach now
being taken by DSSH and DOH in their
contractual relationships with Habilitat.
Although reference here is made only to
Habilitat, there are indications that the same
situation might prevail in the dozen or so NIDA
contracts and the 60 to 70 POS contracts being
administered by the two departments. Certainly
variations exist between DOH and DSSH with
respect to particular points discussed below.
Nevertheless, conditions are similar enough that
the two types of contracts can be considered
together.

Inadequate definition of problems or

_ needs. The initial step in any programmatic
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process for accomplishing objectives is to
determine what particular problems or needs
exist so that appropriate solutions can be
devised and priorities can be set. However, this
very fundamental step has not been taken with
respect to the areas covered by the NIDA and
POS contracts.

This observation was explicitly made in
early 1977 by a consultant hired by the State.
Based upon its extensive evaluation of DSSH’s
purchase of service operations, this consulting
firm at that time concluded as follows: “No
definitive information exists regarding service
needs, impact, or quality for the total social
service program.’ This situation has not changed
materially in the ensuing two years.

Both the DOH and DSSH staffs have
admitted that they really do not know how
severe or extensive the problem of substance
abuse and dependency might be in Hawaii.
These staff members make ‘‘guesstimates”
based upon mainland statistics which may or



may not be applicable to Hawaii. Indeed,
the reliability of these data even for the
communities they purport to depict is quite
doubtful. A favorite statistic quoted by law
enforcement officials here and elsewhere is that
50 percent of all robberies, or other similar
crimes, are drug-related. We have been unable to
find any verification of such assertions, however.

Lacking firm, empirically established data
on the extent and seriousness of the drug
problem or problems in Hawaii (e.g., the
incidence of addiction and the financial and
social costs associated with drug abuse and
addiction), it is impossible for DOH and DSSH
to estimate, much less to determine definitely,
the effectiveness of expenditures in the field of
treating and rehabilitating persons suffering
from substance abuse and addiction and of
preventing the spread of substance dependency.

Inadequate setting of objectives. Without
any clear picture of what the problem or
problems are in the field of substance
dependency, it is not surprising that the NIDA
and POS contracts are vague in stating just what
is to be accomplished by the contracts and what
guidelines Habilitat should follow in carrying
out the contracts.

The contracts contain “‘goals” which are
essentially the same for the two types of
contracts. The goals are derived verbatim from
federal specifications. They are so broadly
worded they can be applied to the wide range of
services covered by POS contracts, including
such diverse ones as child day care, adult day
care, employment training, family planning,
health support, protective services, social
rehabilitation, chore service, and referral service.

Out of five goals stipulated by the federal
government, three are contained in the POS
contract with Habilitat.

These three goals are stated as follows:

“l.  Achieving or maintaining economic self-
support to prevent, reduce or eliminate

dependency.
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Achieving or maintaining self-sufficiency,
including reduction or prevention of
dependency.

““3.  Preventing or the remedy of neglect, abuse
or exploitation of children or adults unable
to protect their own interests; or preserving,
rehabilitating or re-uniting families.”

After several years of accepting these three,
DSSH officials have now informed us that one is
not particularly applicable to Habilitat and should
be replaced by another. Hence, they are con-
sidering substituting “‘[p]reventing or reducing
inappropriate institutional care by providing
community-based care or other forms of less
intensive care” for “[p]reventing or the remedy
of neglect, abuse or exploitation of children or
adults unable to protect their own interests; or
preserving, rehabilitating or re-uniting families.”

These broadly stated goals are accompanied
by an equally broad, but lengthier, set of
“objectives” contained in the Comprehensive
Annual Services Program (CASP) plan issued by
DSSH. However, the goals contained in the
contracts and the objectives listed in CASP
reveal almost nothing concerning what Habilitat
is all about or what the State’s expectations are
in the area of substance abuse and addiction.

DOH’s alcohol and drug abuse branch is
responsible for a state plan in this field. A
massive document exists with a title “Plan” on
its cover. But since it fails to delineate the
problem(s), the need(s), the alternative
strategies, and a program of concerted action, its
validity as a planning tool remains moot in any
operational sense. Instead, we heard that the real
plan is thus far limited to the supposed setting
of three priorities: (1) prevention (primarily
through education), (2) maintenance of
rehabilitative services, and (3) establishment of
new services where now lacking.

How “‘official” this plan of priorities is and
how it was developed are less than clear.
Nothing provided to us in writing by DSSH and
DOH provides any guidance as to what Habilitat
should be doing. Moreover, the State’s allocation



of resources does not reflect these priorities if
indeed they are official.

Inadequate standards or measures of
performance. To determine effectiveness in
carrying out the broad goals and objectives
indicated above, the NIDA and POS contracts
make provision for what are called “‘criteria of
effectiveness.” But, with goals and objectives
lacking specificity, these criteria naturally are
ambiguous.

In both the NIDA and POS contracts with
Habilitat for 1977—1978 and 1978-1979,
actual numbers have been used which give the
impression that definiteness and precision
exist when in fact they do not. As far as we have
been able to determine, the numbers used in
the contracts have no firm basis.

The result of this approach is that the
measures do not always fit the objectives. Thus,
the NIDA and POS contracts indicate their
objectives are ‘“‘to assist’” a certain number of
Habilitat residents to become gainfully
employed, “to assist” a certain number to seek
additional education, and ‘‘to assist’” a certain
number to become free of abuse. Yet, the
measures are stated in terms of the actual
number who become employed, the actual
number who seek additional education, etc.
“Assist” is not defined. Presumably, though, the
number assisted might not always correspond to
the number who become employed, seek
additional education, etc.

That this inconsistency causes confusion is
reflected in the quarterly reports submitted to
the government by Habilitat. In some cases, the
reports indicate the numbers “assisted.” In other
cases, however, the reports contain quantitative
information only on those who end up
employed, admitted to college, graduating from
high school, etc. What is astonishing is that the
state agencies have been content to let this
situation continue without making any effort to
clarify matters or to rectify the inconsistencies.
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Indeed, compliance with federal
requirements so as to qualify for federal
matching funds appears to be the main, if not
the sole, reason why evaluation procedures are
included in the contracts with Habilitat in the
first place. Thus, all indications are that the
affected departments are much more concerned
about form than they are about substance. They
seem to prefer that something be reported rather
than that the reported information be
meaningful. This is confirmed by the fact that
they do not become particularly excited over
the failure of Habilitat to attain some of the
objectives specified in the contracts. Similarly,
they do not seek to have Habilitat set more
realistic objectives in those cases where the
specified objectives appear unrealistic.

One consideration to bear in mind is that
quantitative measurements may not always be
appropriate. Sometimes accomplishments are
better measured by their quality, even though
admittedly quality is much less susceptible to
measurement due to the judgmental factors
involved.

While the absence of quantitative
measurements undoubtedly complicates the
tasks of monitoring and evaluation, it is

probably much better to admit that precise
measures do not exist than to use numbers in
a false or irrelevant manner. The use of in-
applicable statistics can be more deceptive and
misleading than no statistics. They tend to
create a sense of certainty and precision when,
in actuality, things are very uncertain and very
imprecise. Pro forma data collection all too
readily covers up the nebulosity so evident in
qualitative areas of social concern.

Inadequate monitoring and evaluation.
Under existing conditions, the absence of
objectives and standards makes little difference
anyway because the monitoring and evaluation
of performance are so inadequate. It is true
that a lot of forms are being filled out and a
lot of papers are being shuffled. However, the
only impact these activities seem to be having
is either to divert attention from substantive



matters or to give a false sense of security that
matters are under control. In many cases, it may
be producing both of these effects simulta-
neously.

In early 1977, the consultants who
examined DSSH’s overall POS program reported
that some program monitoring was being per-
formed by DSSH staff, but there was:

—  No systematic recording of program moni-
toring activities

—  No reporting system which provides com-
prehensive client, impact, or goal achieve-
ment information routinely to the program
monitoring staff

—  No program monitor assigned to approxi-
mately one-third of the providers

“Almost no fiscal monitoring is conducted . . . .

“4 POS evaluation component is lacking—The
absence of service needs data, and good impact and
fiscal data makes it difficult to evaluate in general
the impact, relevance, or costs and benefits of
individual POS programs. Equally important, lack
of evaluation monies has prevented DSSH from
conducting any POS program evaluations.”

Conditions have improved little, if any,
since these findings were reported two years
earlier. DOH and DSSH have failed to monitor
even such an elementary matter as the number
of resident population at Habilitat.

For years Habilitat has projected resident
population increases far in excess of the num-
bers actually experienced. Yet, the state agencies
have not (as far as we can determine) questioned
Habilitat’s practice. Nor have they suggested
that perhaps the projections should be scaled
down. At the time of our audit, Habilitat’s
resident population had been declining and
stood at less than two thirds what it was at its
peak. Population projections are important, of
course, because they provide the basis for both
budgets and contract rates.

The last on-site review of Habilitat by
DSSH staff occurred more than two years
prior to our audit even though annual inspec-

27

tions are called for. Although another visitation
was planned for early 1979, this was to be quite
limited in that it would not include a review
of the financial aspects of Habilitat’s program.

After taking several years to get organized
and staffed, DOH’s alcohol and drug abuse
branch has been visiting Habilitat more
frequently than have DSSH’s monitors.
Quarterly inspections by a DOH team have been
carried out fairly regularly. Again, however, the
emphasis of these efforts has been on form
rather than substance. The team seems to spend
most of its time checking to see that the proper
records are kept and that required reports are
filled out and submitted on time.

DOH’s failure to follow up on important
matters stands out with respect to its contract
provision for a year’s followup on former
Habilitat residents. Little, if any, enforcement is
evident. The contractually required followup
could prove highly valuable as a means of
assessing Habilitat’s performance and providing
guidance for future action—both for Habilitat
and for the State. Yet, no real program has
emerged to conduct this research. Neither
Habilitat nor the State appears to have the staff
and other resources to carry out such an ongoing
study.

Inadequate coordination of efforts. Con-
tributing to the problem in this area is the
failure of DOH and DSSH to achieve effective
coordination between themselves in dealing with
Habilitat. Both departments administer con-
tracts which are highly similar. They both have
similar information requirements. Yet, the
contracts are negotiated separately and each
department has its own forms and reporting
requirements. They neither share the informa-
tion collected individually nor take steps to join
in monitoring and inspecting Habilitat’s
performance.

This lack of coordination between DOH
and DSSH is in part the result of the lack of an
overall state strategy for dealing with the
problems associated with substance abuse and



addiction. This is true even though some initial
steps have been taken to look at the problems
in a comprehensive and integrated manner.

In the early 1970’s, DOH brought together
its drug abuse program and its alcohol abuse
program under a single branch in its mental
health division, and a substance abuse agency
was created in the governor’s office. Neither
entity was adequately staffed to function
effectively in this field, and their separate
actions tended to divide and confuse
responsibility in this field and to cause an
overlapping and duplication of functions.

In 1975, the legislature passed Act 190 in
an attempt to put the State on a comprehensive
and coordinated course toward solving the
problems of substance abuse and addiction.
Under the act, the substance abuse agency was
consolidated into a newly established division
of substance abuse within DOH.2 The division
was charged with the following responsibilities:

(1) to coordinate all substance abuse programs
in the State,

(2) to prepare and administer a state plan for
substance abuse,

(3) to identify funding and service resources
for meeting needs in this area,

(4) to act as the receiving agency for all federal
funds, and

(5) to evaluate program effectiveness and

review the state plan annually (with an
appropriate report to be submitted each
year to the legislature).

The legislature allotted all existing positions, 12
in number, including many then being kept
vacant, to the new division.3

Despite this fairly early legislative
recognition of the need to take coordinated
action in the field of substance abuse and
addiction, the State has moved extremely slowly
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to set up an effective administrative machinery
to implement Act 190. DOH’s substance abuse
unit is still in the process of staffing up to carry
out the enlarged role assigned to it. The head of
the unit candidly admits that no real state plan
exists in this field and is indefinite as to when
such a plan may be forthcoming.

Moreover, while DOH, through its
substance abuse unit, is supposed to
“[cloordinate all substance abuse programs
including rehabilitation, treatment, education,
research, and preventive activities,” the unit as
yet has virtually nothing to do with the large
POS program for treatment services financed
under Title XX of the federal Social Security
Act (with 25 percent matching from the State)
and administered by DSSH. DOH takes the view
that coordination means either it administers
matters directly and entirely or it does not have
to concern itself at all with such matters. Thus,
until DSSH is willing to turn the POS contracts
over to it, including the use of federal funds
earmarked for administration and evaluation,
DOH is taking a “hands off™ position toward all
POS matters. For its part, DSSH says it is willing
to have DOH dispense POS funds to the agencies
supplying the services, but it is not willing to
part with any funds earmarked for
administration and evaluation. As a result, while
both departments agree in principle that a joint
approach would be desirable, they both also
concede that administrative differences are
standing in the way of such a development.

For Habilitat, this situation is particularly
burdensome. It must deal with two separate

2zi'thhoug[-l “division™ is the term used in the legislative
committee report, the unit is actually referred to as a “branch”
within DOH’s mental health division.

3 To assist and advise the new division, Act 190 also made
the existing commission on drug abuse and controlled substances
an advisory body to the new division. This 15-member group is
supposed to be selected on the basis of its members being able to
contribute to the solution of problems relating to drug abuse. As
such, the law calls for the body to be broadly representative by
including in its membership persons drawn from the following
fields: pharmacology, medicine, community and business affairs,
youth action, education, legal defense, law enforcement, and
corrections,



agencies, with each having its own special
requirements. Forms and information require-
ments of the two are often overlapping and
duplicative but still are sufficiently different
to require separate preparations. Two separate
budgets, for example, need to be prepared.

Most disconcerting of all, however, is that
no effective surveillance and control is exercised
by the two departments even in the face of all
this redundant effort. No real analysis or
evaluation is carried on by either agency. Based
upon all the evidence we were able to gather,
neither department has a very complete or
accurate picture of what is happening and not
happening at Habilitat.

‘Although the problem of inadequate
coordination between DOH and DSSH is acute,
it is exacerbated by a further lack of
coordination within the two
departments—especially within DSSH. We found
it necessary in this audit to go to numerous
administrative units within DSSH to obtain
information concerning Habilitat and the
department’s relationships with Habilitat.
Nowhere within that department is this
information brought together or readily
accessible.

In fact, we were frequently astounded to
discover how little one unit knew about what
another unit was doing even though their
relationships with Habilitat were closely related,
if not mutually interdependent. The 1977
consultants’ report noted the split in
administrative responsibilities between the POS
administrative unit and the fiscal unit. We found
this was only one of a number of similar splits
within these departments.

Recommendations
We recommend as follows:
1. Both Habilitat and the State should

clearly acknowledge the very serious obstacles
now hindering an effective evaluation of
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programs in the field of substance abuse and
addiction, and should take appropriate steps to
remove these obstacles where possible and to
minimize their effects otherwise. In more
specific terms, this means that they should:

a. Formulate a soundly based approach
to information-gathering and decisionmaking in
this field.

b.  Define as precisely as possible what is
meant by “success” in this field—including
acceptance of the possibility that there may be
variations or degrees of success.

c. Develop and implement an adequate
system of data collection, compilation, and
analysis in this field.

d. Make evaluation an integral part of
ongoing program operations.

2. Habilitat’s board of directors should
assume as one of its primary responsibilities the
establishment and implementation of an
effective, ongoing system of program evaluation.
This means that the board of directors, rather
than the staff, should set program objectives and
standards of performance, should make sure a
proper data base is maintained, should oversee
the overall conduct of the program through
performance monitoring, and should evaluate
performance on a continuing basis.

3. Habilitat should assess its program
focus and develop a clear definition of its
purpose. To the extent that Habilitat’s focus is
multiple or extends beyond the purpose of the
NIDA and POS contracts, both DOH and DSSH
should ensure that they can identify and
evaluate how their funding is being used by
Habilitat.

4. DOH should move as expeditiously as
possible to fulfill the coordinating role assigned
to it by law in this area of substance abuse and
addiction. This does not mean that DOH should
assume sole responsibility for all aspects of the



State’s program on substance abuse and
addiction. It does mean that at the minimum it
should provide leadership so that the efforts of
DOH, DSSH, and all other state agencies
involved in this area may be pulled together into
a cohesive state strategy and program.
Specifically, with respect to NIDA and POS
contracts with Habilitat and other private and
quasi-private agencies, DOH, together with
DSSH and other state agencies involved, should
establish and implement an effective, ongoing
system of program evaluation. To do so
meaningfully, the following are essential:

a. The underlying problems to be
attacked through such contracts should be
defined far more carefully and fully.
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b. The contracts should then set
definitive objectives—qualitatively as well as
quantitatively defined according to the nature of
the program involved—for each contracted
project, and prescribe the framework or
parameters for evaluating performances.

c. Performance monitoring and
evaluation by the public agencies involved
should be both realistic and directly germane, as
distinct from canned criteria expected to fit
many different programs.

d. A third party with requisite
familiarity in this field should be contracted to
conduct periodic performance evaluations of
both the private contractor and the public
agencies responsible for such contracts.



Chapter 5

AN ASSESSMENT OF HABILITAT'S PROGRAM
OF TREATMENT, REHABILITATION, AND PREVENTION

In chapter 4, we pointed out some
obstacles which seriously hinder the evaluation
of Habilitat’s program of treatment,
rehabilitation, and prevention. We also discussed
there the fact that these obstacles and other
factors have prevented any meaningful
evaluations to have been made of Habilitat’s
program—either by Habilitat itself or by the
state agencies which supply most of the funds
required to support the program.

In this chapter, we report the results of our .

own assessment of Habilitat’s program of
treatment, rehabilitation, and prevention. In
making this assessment, we have faced the same
handicaps confronting others in this area. As a
consequence, we have not been able to come up
with completely conclusive findings or fully
satisfactory answers. However, on the basis of
the information available, we believe there is
sufficient evidence to suggest that serious
problems exist with regard to Habilitat’s
program—and possibly others in the substance
abuse field—and that urgent attention should be
given to the problems throughout this field.

Summary of Findings
Based upon our assessment of Habilitat’s
program of treatment, rehabilitation, and

prevention, we find as follows:

1. Habilitat apparently is helping some
persons. However, the extent of and reasons for
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any such success cannot be readily determined.
It is also virtually impossible to substantiate the
claims of success made for the program—either
in absolute terms or relative to other programs.
Available information on this and other
programs is too limited, too subjective, and too
susceptible to manipulation to provide a firm
basis for judgment.

2. Whatever success Habilitat may be
achieving, its program -still suffers from the
following deficiencies:

a. Habilitat lacks adequate followup and
feedback on program participants. Information
on program ‘“‘dropouts’ is almost totally absent,
and information on graduates is uneven and not
readily usable.

b. Habilitat provides a narrow and
limited range of opportunities for vocational
training. The design of the vocational training
program raises a serious question as to whether
the interests of the residents are being sacrificed
to the business interests of the organization.
Habilitat lacks expertise in the area of vocational
training and career preparation; yet it has not
sought outside help in this area.

Indications and Claims of Success
for Habilitat’s Program

In the face of all the shortcomings set forth
in chapter 4, there are some indications—and



many claims—that Habilitat is achieving success
in the area of treating persons suffering from
substance abuse and addiction. Indeed, if the
claims are to be accepted at face value, Habilitat
may be doing as well as—or perhaps even better
than—other agencies operating in this field.

However, even the best of “informed
judgments” on success rates can only be
considered preliminary and tentative. They are
founded on data that are limited, fragmentary,
and largely subjective, highly variable in quality
and quantity, and seldom comparable between
programs. As a consequence, it is virtually
impossible to substantiate the claims made for
Habilitat’s program—either in absolute terms for
the program itself or relative to other programs.

Nevertheless, it would appear that Habilitat
has helped and is helping some persons. To the
extent this happens, the organization can
legitimately claim credit for the help provided
and the effects resulting therefrom. It is
appropriate, therefore, to examine the evidence
put forward to show that the program is
achieving success.

Personal testimonials. The most compelling
evidence of Habilitat’s success is the numerous
and apparently quite sincere examples of
personal testimony by individuals whose lives
have been thoroughly “messed up’ prior to their
contact with Habilitat, but who seem to have
experienced a real transformation in outlook
and behavior as a result of going through
Habilitat’s program. There appears to be no
reason to doubt that this phenomenon has
occurred on a number of occasions. Unknown,
however, is the permanence of this change or
how frequently it has actually happened. Also
unknown is why the Habilitat experience seems
to have worked in these cases but not in others.

Even with these unknowns, if some persons
have been helped by Habilitat to become free of
their dependency upon drugs or alcohol and to
lead productive, crime-free lives, then the
program should be considered as having achieved
some success. Among persons who are highly
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critical of Vincent Marino and Habilitat, many
still concede that Habilitat has helped some
persons in a very positive manner.

Quantification of Habilitat’s success rate.
When one turns to the available quantitative
data, the results at Habilitat look reasonable on
the surface, even though not directly
comparable to other programs due to the lack of
proper research controls. On the other hand, a
close examination of the data provides a less
than clear picture.

Over the period of nearly four years
extending from January 1, 1975 through
October 30, 1978, for which Habilitat was able
to compile information for us, 654 persons are
reported to have been admitted into residence at
Habilitat. Of this total, 134 were still in the
program at the end of October 1978. Of the
remaining 520, 173 became program graduates
while 341 either were expelled or left the
program “‘against clinical advice.”” Of the overall
total of 654, some 230 completed the treatment
phase of the program. This indicates that the
highest rate of attrition occurs during the
treatment phase, many dropping out almost
immediately.

The initial impression these statistics give is
that Habilitat’s success rate is not particularly
good. Even if all 134 persons in the program on
October 31, 1978 go on to become graduates,
still less than half of the persons admitted over
the past four years will be classifiable as
successes according to Habilitat’s criteria.
However, a 30 percent to 40 percent success rate
would appear extremely good when the results
of other programs are taken into consideration.
Some programs cannot claim success rates as
high as 10 percent, and there have been
multimillion-dollar programs which cannot point
to more than a handful of doubtful successes.

Nevertheless, one should approach these
statistics, and any success rate claims based upon
them, with considerable caution. In the first
place, it should be recognized that the potential



for success among residents of Habilitat is likely
to be much higher than for most other
programs. This fact occurs because this
program tends to eliminate before admission all
candidates except those most highly motivatec
toward breaking their dependency upon drugs o
alcohol. Not only must applicants be ‘“clean’
(i.e., drug-free) upon admittance, they must alsc
convince the staff that they are sincere in thei
commitment to change their behavior.

It should also be recognized that not all of
Habilitat’s residents, dropouts, and graduates
can be classified as having been dependent upon
alcohol or drugs. As previously mentioned,
many of them have been recognized by Habilitat
itself as suffering from ‘‘character disorders™
rather than as abusers or addicts of various
substances. Even among those exhibiting a drug
dependency, no clear distinction is made
between those who have merely experimented
with drugs and those who are fully addicted.
Yet, the strategies and problems involved in
achieving a “‘cure” might likely differ
significantly between these two groups.

For some programs elsewhere, the entire
clientele consists of persons who are clearly
addicted to ‘“hard” drugs and who have no
internal “‘motivation” to become unaddicted.
Comparing Habilitat to these latter organizations
would, therefore, be completely unfair and
highly misleading. This fact can also mean that
Habilitat’s success rate, as a “drug treatment
program,” is different from and lower than its
claims of success.

Another consideration to bear in mind is
that Habilitat’s criteria for success might be
quite different from criteria assignable to other
programs. For example, Habilitat -classifies
graduates as successes but considers dropouts as
failures. Among the dropouts, however, are
persons who leave Iabilitat before graduation
because they no longer need Habilitat for a
crutch. Even Habilitat concedes that some of
these persons reenter society as apparently well
adjusted individuals, who, as far as is known, are
leading productive, crime-free lives. Thus, by
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general community standards, these persons
would be adjudged successes even though
Habilitat does not.

On the other hand, a number of Habilitat’s
graduates suffer relapses. Some reenter Habilitat
and at least a few end up becoming alcoholics or
back in jail. Due to a lack of followup
information on both graduates and dropouts, it
is impossible to know at present what the
recidivism rate may be within either group.

In addition, a large portion of Habilitat’s
graduates remain in the employ of Habilitat,
often for many years. Indeed, some of
Habilitat’s successes have apparently found it
beyond their capabilities to function effectively
on the outside and have returned to take
employment within the sheltering protection of
the therapeutic community. Should these cases
be considered successes or failures? Do they
suggest an inherent weakness in the individuals
themselves or in Habilitat’s treatment format?
Has a dependency upon substances been
replaced by a dependency upon the group or
organization? Or is their relationship to Habilitat
simply another variation of a universal urge to
secure the social and psychological support of a
larger group? Without more research, these
questions must remain unanswered. In the
meantime, however, Habilitat’s success rate
remains cloudy.

Deficiencies in Habilitat’s Program of
Treatment, Rehabilitation, and Prevention

Based upon the information available, the
extent of and reasons for any success being
achieved cannot be definitely determined. On
the other hand, it is fairly apparent that the
program suffers from some important
deficiencies. We set forth below the deficiencies
which became apparent to us in this audit.

Lack of followup on and analysis of
program results. One of the program’s
weaknesses already noted is its failure to provide
for any effective followup on and analysis of the



results being achieved by the program—both
immediate and long-term. This problem starts
with the failure to set an adequate data base for
subsequent analysis and feedback. It persists and
becomes more serious with the failure to
recognize that great value can be derived from
an effective system of followup and analysis.

While personal testimonials and impressions
gained from a few days of observation at
Habilitat may have some value, they provide a
rather weak base upon which to evaluate the
programs’s overall performance or to build a
strong case supporting the program’s
effectiveness. Therefore, both to assure proper
planning and management for the program and
to establish credibility in the program’s
effectiveness, Habilitat should make sure that it
has an objective, reliable, and comprehensive
system for following up on and analyzing the
results of the program. This step, however, is
most unlikely unless a third-party evaluation is
involved.

Weaknesses in the area of vocational
training and career development. A major
strength and unique characteristic claimed for
Habilitat is its program of vocational training
and career development. Vincent Marino and
other spokesmen for the organization make
much of the contention that Habilitat stands out
among all agencies in the field of treatment for
substance abuse and addiction—including
therapeutic communities elsewhere—in preparing
its residents to be employable when they
reenter society. A Habilitat graduate is said
thereby to be much better equipped to cope
with life and better able to resist relapse.
Habilitat’s efforts in this area, however, appear
to suffer the following shortcomings.!

1. Design of Habilitat’s vocational
program. A serious problem concerns the design
of the vocational training and career
development effort. Although some vocational
training is provided outside of the organization
(e.g., training in beauty culture), most of the
preparation and experience offered to residents
are provided by Habilitat itself through the
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vehicle of its own administrative and business
operations. Residents are given jobs within the
organization which could be—and sometimes
are—filled by nonresidents.

The range of business activities carried out
by Habilitat is limited and thus the vocational
training program is unduly narrow in scope.
Moreover, the kind of business activities engaged
in by Habilitat does not offer the residents
vocational training of sufficient depth.

Over the years, Habilitat has undertaken a
number of business ventures. Most of these have
not proven successful, however, and have been
dropped after a relatively short time. Except for

the vyard cleaning service which requires
relatively unskilled labor, the major
business activity has been the sales and

marketing program for advertising specialties.
Although this enterprise is not proving to be
profitable for Habilitat, it nevertheless grosses
over $1 million per year. Many of Habilitat’s
residents are funneled into this sales and
marketing effort, but selling of this type does
not appear to prepare one automatically to
become a successful salesperson outside of
Habilitat.

The result of the foregoing is that
Habilitat’s vocational program does not
adequately prepare one for ‘reentering society
on a fully productive basis.

2. Conflict in objectives. There is some
question whether Habilitat’s vocational program
is indeed designed to prepare its residents to be
employable when they reenter society.

Habilitat shares with many other
therapeutic communities the goal of self-
sufficiency—that is to be self-reliant and not

1 One problem concerning Habilitat’s vocational program is
discussed in a later chapter. This relates to the manner in which
this program element is financed. At this point, it is enough to
say that considerable confusion surrounds this matter and that
Habilitat has been less than straightforward in informing the
State how the operation of the vocational program affects the
use of public funds and the organization’s eligibility to receive
these funds.



dependent on government for financial
assistance. This goal, of course, has not been
met. Nevertheless, it is toward that end that
Habilitat (and other communities) engages in
business and fundraising operations.

With relatively few exceptions, the
vocational pursuits in which Habilitat’s residents
are placed for vocational training are those

connected with those business operations
intended to make Habilitat a self-reliant
organization.

We found no direct evidence of any policy
to sacrifice the interests of residents to receive
vocational ftraining to the interests of the
organization to become self-reliant. However,
there are some indicators that this may in fact
be occurring.

One indicator is the manner in which resi-
dents are placed in the jobs with the businesses
run by Habilitat. Residents are supposed to look
around to see what jobs are available and then to
take the initiative to convince the staff that they
should be allowed to try the jobs in which they
are interested. Based upon a trial period, both
the resident and Habilitat decide whether or not
the resident should continue in the job chosen.
Thus, from the very outset, Habilitat’s job needs
largely determine what work experience
residents will be allowed to undertake.

Two other practices tend to indicate that
job opportunities are tailored more to satisfy the
needs of the organization than to meet the needs
of the residents. One is the fact that many
residents become employees of Habilitat and
continue to perform the same jobs they held as
residents. If Habilitat were truly preparing
_residents to find employment outside the
organization, it does not seem that this should
be such a frequent occurrence. More striking
than this, however, are the numerous instances
in which residents have been dismissed from
Habilitat on the basis of their “incompetence”
in the jobs they had been filling. We find it
highly anomalous for Habilitat, on the one hand,
to be receiving governmental funds for persons
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who are deemed to be incapacitated and
unemployable and, on the other hand, to be
dismissing some of those same persons from the
program because they are incompetent to fill the
jobs given to them by Habilitat.

It thus appears that business and
operational considerations of Habilitat are
taking precedence over the needs of the
residents insofar as the program for vocational
training is concerned.

3. Problem of a lack of competence in
vocational guidance. As much as anything,
weaknesses in [Habilitat’s career preparation
effort probably results from a lack of
competence in the area of vocational guidance
on the part of Habilitat’s staff.

As explained elsewhere, Habilitat’s clinical
staff have been chosen on the basis that only
persons who have gone through the therapeutic
community experience are qualified to serve as
clinicians in such a program. However, becoming
qualified in this manner to become a clinician
does not necessarily qualify one to become a
competent vocational counselor or instructor in
career preparation and vocational training.
Indeed many who go through the therapeutic
community process have little or no experience
in vocational pursuits. As a consequence, they
are likely to be singularly unqualified to set up
and implement a comprehensive and effective
program of career guidance and preparation.

We were unable to discover anyone on
Habilitat’s clinical staff who has any particular
experience or training in this field. Moreover,
the staff do not seem to recognize that they may
need some expert advice or assistance in this
area. No effort seems to have been made to tap
the private sector for help in designing and
implementing a fully effective vocational
training program or to train Habilitat’s staff for
effective work in career preparation.

As far as we can tell, no effort has been
made in recent years even to talk to anyone in
the state government who might have a special



interest or competency in this field, such as
personnel at the University of Hawaii, in the
department of education, or in the vocational
rehabilitation division of DSSH. In fairness, it
should also be noted that DSSH has not
encouraged any such contact despite the scope
and magnitude of its relationship with Habilitat.

4. An alternative approach.
that there is a much better approach that can be
taken to vocational training and career
preparation than the one now followed by
Habilitat. Rather than being restricted by
whatever jobs are available within Habilitat and
by the limited competence and experience of
Habilitat’s staff, it would appear that Habilitat
should use as its point of departure the
individualized needs, aspirations, and capabilities
of its residents. It should then - draw upon as
wide a range of resources as possible to fit the
requirements, interests, and potentialities of
each resident.

Such an alternative approach means, first
of all, that Habilitat should seek out and try to
utilize all the expertise available in the
community in the area of vocational and career
guidance. Second, it means that Habilitat should
take advantage of whatever governmental
programs (e.g., subsidization and direct
provision of vocational training) that may exist

It seems
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in this field so as to maximize legitimately the
use of available funds and also avoid any
duplications of effort.

Third, it means that Habilitat should be
working with other employers to set up training
programs for Habilitat residents and. other
similarly  incapacitated persons undergoing
treatment in other programs. Habilitat should
not only prepare residents to meet community
needs; it should also prepare the community to
accept and utilize the capabilities available in
Habilitat’s graduates.

Recommendations
We recommend as follows:

1. Habilitat should begin to develop a
data base and a program of followup and
analysis on all those passing through Habilitat,
including dropouts as well as graduates.

2. Habilitat should develop a vocational
training and career preparation program that is
diverse and is based on the individualized needs,
aspirations, and capabilities of its residents. In
the development of such a program, Habilitat
should seek out and utilize the expertise
available in the community at large.



Chapter 6

AN ASSESSMENT OF HABILITAT'S PLANNING

AND PROGRAMMING FOR CAPITAL IMPROVEMENTS,
BUSINESS VENTURES, AND TELETHON FUNDRAISING

In the preceding chapters, we focused upon
Habilitat’s main reason for its existence—its
program of treatment, rehabilitation, and
prevention. In this chapter, we examine
Habilitat’s approach to operational planning and
programming for its capital improvements, for
the business enterprises it undertakes, and for its
major fundraising activity, the telethon.

Summary of Findings

We find that Habilitat lacks clear
organizational objectives and is failing to take a
systematic approach to the planning and
programming of its activities relating to capital
improvements, business enterprises, and
fundraising. Instead, most major decisions
depend upon the judgments of the executive
director. As a result, Habilitat has:

1.  Made many erratic and unproductive
moves with respect to real property transactions
and the development of capital improvements.

2.  Floundered badly in selecting viable
business enterprises through which the
organization might achieve economic
self-sufficiency or provide an effective program
of vocational training for its residents.

3. Experienced a declining efficiency in
its fundraising telethon and failed to take appro-
priate steps to find more effective means of
raising funds.
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Overall Shortcomings in the Area of
Operational Planning and Programming for
Capital Improvements and Business Enterprises

Habilitat represents a substantial
investment in land and facilities and
encompasses business operations which account
for a cash flow of several million dollars a year.
Considering the magnitude and importance of
Habilitat’s capital improvements program and its
business operations, it is apparent that these
areas of activity should be receiving very careful
management attention and direction.

On an overall policy basis, Habilitat’s board
of directors should be charting the course for
the organization to follow in the development of
facilities and in the undertaking of business
enterprises. Such setting of directions should be
based upon objectives which have been carefully
considered before their adoption and upon a
thorough assessment of relevant information and
alternatives. Then, once the directions have been
set, the board of directors should make sure that
adequate staff competencies and other resources
are provided to carry out the policies as
effectively as possible. Finally, the board should
monitor performance and evaluate the results
being achieved so that corrective actions can be
taken where indicated.

However, our finding is that most of the
conditions necessary to ensure effective
management of Habilitat’s capital improvements
program and business operations are either



entirely lacking or grossly deficient. For the
most part, Habilitat’s board of directors has not
exercised any leadership in this area, but rather
has deferred almost entirely to the executive
director to set directions. Moreover, having
elected to follow the executive director’s
leadership in such matters, the board of
directors has done little to place restraints on his
actions, to monitor his performance, or to hold
him accountable for the results obtained.

On his part, the executive director has
similarly failed to give careful consideration to
the establishment of objectives for the
organization or to equip the organization
adequately to move effectively in the areas of
capital improvements and business enterprises.
Instead, he has relied very heavily upon his own
Judgment in arriving at major decisions affecting
Habilitat in these areas. The net result is that
Habilitat lacks clear organizational objectives in
both areas and is following a very unsystematic
and inadequate approach to the planning and
programming of its capital and business
activities.

It is essential that the problems in these
areas be clearly recognized and that early steps
be taken to correct the conditions causing the
problems. Below we discuss briefly and
separately the situations affecting Habilitat’s
approach to capital improvements development
and to business enterprises.

Shortcomings Relating to Real Property
Transactions and Capital Improvements

Habilitat’s actions over the years with
regard to real property and capital improvement
matters can hardly be considered to be well
conceived or carefully planned to meet
optimally either the short-range or the
long-range needs of the organization. Instead,
they can be characterized more accurately as
being erratic and often an unproductive expendi-
ture of time, effort, and resources of the
organization.
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Just trying to reconstruct how, why, and
when particular decisions were made turns out
to be a monumental, and often impossible, task.
Staff and consultant studies, which should
establish needs and options, are virtually
nonexistent. About the only records available on
many transactions, other than legal documents,
are the minutes of the board of directors, and
these are scanty on explanations and detailed
information. The picture which emerges from a
reading of the minutes, however, is one where
actions tend to be based upon decisions which
are influenced more by opportunistic impulse
than by analytical studies and a careful weighing
of alternatives.

Efforts to provide housing for program
residents. Habilitat’s principal need for property
has been to provide housing for residents in the
program. The urgency of this need and the
importance of planning carefully to meet the
need were brought to Habilitat’s attention
before the purchase in 1977 of the property,
referred to as the Bigelow property, on the
shores of Kaneohe Bay, now used as Habilitat 1.
At that time, a management consulting firm
hired by Habilitat commented on the matter as
follows:

“The future location of the Habilitat facility
has not yet been planned. Expansion of the
Habilitat’s services has occurred without a significant
amount of housing planning being done. The
Habilitat will face a housing crisis unless adequate
planning of the needs and future costs is done. The
increase in housing costs which would result from
the purchase of the Bigelow Estate and the securing
of another location for Hab II could wreak havoc on
the Habilitat’s finances and force a reevaluation of
the services offered. A committee of the Board of
Directors should be immediately formed to detail
the facilities needs of the Habilitat both at the
present time and for the forthcoming five years. This
committee should develop recommendations for
consideration by the entire Board concerning the
Habilitat’s housing needs and the costs associated
with procuring them.”

However, this recommendation, along with
the rest of the consultants’ report, was
summarily rejected by Vincent Marino. (The
explanation given to us by Marino for this
rejection was that the consultants’ report was
“too textbookish’ and not practical.) Instead, in



the absence of any plan or program for
determining and meeting Habilitat’s housing
needs, Habilitat purchased the Bigelow property.

1.  Purchase and development of the
Bigelow property. Several telethons and
numerous other capital fundraising efforts have
been sponsored by Habilitat in recent years,
first, to acquire the land and existing buildings,
and, then, to construct a more suitable
dormitory and treatment facility on the Bigelow
property. Relative to these fundraising efforts,
Vincent Marino has continuously expressed an
urgency to initiate construction of the new
facility.

However, no fully acceptable plans have
been developed for the new facility, and the
groundbreaking date has been constantly post-
poned. As far as we can tell, no analysis has
been made of alternative ways of meeting
facility needs within acceptable cost limita-
tions. One architect did provide a design, but its
estimated price of $400,000, made in a period
of rapidly increasing construction costs, seemed
to place it beyond Habilitat’s ability to finance.
Another architect submitted plans in August
1978 which were accepted by the board of
directors at its September meeting—but with
the proviso that the total costs of the first phase
of the plans were not to exceed $300,000. We
were told that after these several years of delay,
construction on the project would start soon—
after the contractor had assembled all the sub-
contractors needed to carry out the project.

If the new construction stays within the
indicated $300,000 limit, this amount will have
to be added to the $375,000 or more already
spent to acquire the Bigelow property and to
construct interim improvements on the
property. In the meantime, Habilitat still lacks
any clear formulation of program objectives or
long-range determination of program needs.
Recent trends indicate there may be significant
changes in the facility’s likely resident
population load. For example, Habilitat’s total
present resident population as of November
1978 was only about 120 persons, as com-
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pared with a peak of over 200 several years
ago and a high of around 165 only a year
earlier.

2. Other property (ransactions and
negotiations. The purchase of the Bigelow
property is only one part of what has been a
more wide-ranging effort on the part of
Habilitat to acquire and dispose of various
properties. A brief recounting of some of
the transactions and negotiations will indicate
the distracting nature of this activity.

Between 1974 and 1978, Habilitat leased
five homes and purchased one home to house
residents who were in the final re-entry stage of
the program. Since July 1978, all of the leased
houses have been given up. The purchased house
in Kailua reportedly will be sold as soon as the
documents relating to the property can be
reassembled. At the time of our audit, it was
being rented to a group of Habilitat staff
members on a break-even or at-cost basis.

Presently, all last-stage re-entry residents
live at Habilitat II, the Lokai Ward at the State
Hospital. Habilitat has had the use of this
facility since 1973 practically rent-free, except
for repairs, maintenance, and utilities—the latter
running almost $300 a month. When Habilitat -
had the various homes, Habilitat II held the
earlier stage re-entry residents, and, at times,
such other functions as induction. When
Habilitat’s population was running upwards of
180 (even topping 200), more living space was
essential, as compared with a population of 102
sleeping at Habilitat I (Bigelow property) and 20
at Habilitat II as of November 14, 1978.

In June 1974, Habilitat purchased 5.7 acres
in Kahaluu for what it was hoped would be a
single, consolidated center designed as a village.
Thirty thousand dollars was expended as a
down payment on a $150,000 agreement of sale.
The board learned in August 1974, however,
that construction of facilities for 200 people
there would likely cost some $750,000, not
including extremely expensive provisions for
water and sewage disposal. It thus decided to



dispose of this property. Eventually a buyer was
found at what was termed a ““breakeven” price
in March 1975. The buyer, however, could not
make payments on schedule, resulting in
Habilitat’s having to carry it and get extensions
from the original seller for another two years.

Even before the first Kahaluu property had
been fully disposed of, Habilitat secured an
option to purchase another parcel in Kahaluu, a
one and a half acre parcel known as the Pacheco
property. Habilitat took a lease to the property
at $2,000 per month with an option to
purchase. This transaction was entered into even
though, according to the board minutes,
Habilitat was aware that there were zoning
violations involved and that, therefore, a
variance would be needed.

There have been several other pieces of
property that Habilitat considered over the
vears. Since Habilitat lacked a clearly stated set
of needs and a well-thought-out-plan, the offers
and proposals had to be considered individually,
and a great deal of time needed to be spent by
the board on them.

Transactions relating to the house for the
executive director. Habilitat owns a house in
Kailua which it now provides rent-free and
utility-free to its executive director. The
transactions leading to the acquisition of this
house not only further illustrate the haphazard
and unplanned approach to acquisition of real
property, but they also raise serious questions of
propriety and judgment on the part of
Habilitat’s board of directors.

This house in Kailua was initially purchased
in March 1974 in the name of Habilitat.
However, it was clearly intended at that time to
be owned by Vincent Marino. Habilitat was the
named buyer in the agreement of sale for the
property, but simultaneously with the
agreement of sale, Habilitat entered into an
arrangement with Marino whereby he was to
acquire the property by reimbursing Habilitat
for the payments it made to the seller.
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Habilitat made a down payment of
$15,000 toward the total purchase price of
$§90,000. The remaining $75,000 was to be
financed over a period of time with monthly
payments scheduled at $565 (later raised to
$585). Marino was supposed to repay Habilitat
the $15,000 down payment and reimburse
Habilitat each month for its monthly payments.

In July 1974, Habilitat took out a home
improvement loan with a bank in the amount of
$20,000 so that a swimming pool and a wall
could be constructed on this property. This loan
was for six years at 11.4 percent interest, to be
repaid at the rate of $385 per month. As in the
case of the agreement of sale, Marino was to
reimburse Habilitat each month, but apparently
this agreement was never put in writing.

Habilitat’s financial records indicate that all
of the monthly payments against the agreement
of sale and the home improvement loan were
paid by Habilitat and reimbursed by Marino.

In March 1974, when the arrangement
between Habilitat and Marino was first made,
Habilitat’s board of directors passed a resolution
obligating Marino to remain at Habilitat as its
executive director for three years. At the end of
the three-year period, Marino was to have the
right to acquire full title to the property,
provided he remained as Habilitat’s executive
director during the three years. Although
Habilitat never finalized a contract to that
effect, the condition presumably bound Marino
since he was present at that meeting and accepted
the condition.

Upon completion of the three years in
April 1977, Marino secured a loan from a savings
and loan company to consummate the transfer
of full title to him. Marino’s loan covered the
balance owed on the agreement of sale. It also
reimbursed Habilitat $10,721.15 of the $15,000
down payment. Later, on July 1, 1977, Marino
paid Habilitat $3,963.24, presumably as another
partial repayment on account of the down
payment.



Habilitat originally considered its $15,000
down payment not as a loan per se, but as an
investment to induce Marino to stay at Habilitat,
Marino’s presence being considered as vital to
the institution’s continued development at that
critical point in time, Thus, although an interest
rate of 4 percent had been discussed with
Marino, the board of directors did not stipulate
any interest charge. However, subsequently, an
independent auditor reportedly set a rate of 4
percent interest on it, as originally discussed.
Habilitat’s general manager claims he later raised
the rate to 8 percent, in keeping with the
prevailing rate. This matter was never taken up
with the board of directors, but Marino
repoitedly agreed to pay the 8 percent interest
to avoid any appearance of impropriety. As of
the start of fiscal year 1978—79, $4,822.12 was
still listed on the records as unsettled on the
initial $15,000 down payment.

No sooner had Marino acquired the
property then the board of directors decided it
would prefer to own it for the use of its
executive director on a rent- and utility-free
basis, whoever that director might be. It was
concluded that this perquisite was again
necessary—in lieu of another pay raise—to keep
Marino in Hawaii. Marino agreed to sell the
house back to Habilitat at whichever of three
appraisals would come in lowest.

The appraisals came in at $121,000,
$124,000, and $127,000. Habilitat agreed to
buy at $121,000. This was $31,000 more than
what Habilitat contracted to pay three years
earlier. Habilitat paid the $31,000 to Marino
($31,044.27, to be exact). When the $20,000
improvement loan (which was paid off by
Marino) is considered, Marino’s equity in the
property was $11,000.1

To complete this acquisition, Habilitat
assumed Marino’s 9.5 percent, 30-year mortgage,
with the savings and loan association. The
mortgage balance then was $89,911.11.
Habilitat ~was permitted to assume the
mortgage, however, only on a prepayment of
$20,000 and an investment of another $20,000
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in a six-year savings certificate with the savings
and loan company.

The rationale for these conditions
reportedly stemmed from a public relations
aversion by lending institutions to making loans
to charitable institutions which could generate a
negative image if foreclosure ever became
necessary. Thus, to overcome this objection,
Habilitat had to make an immediate
commitment to tie up $40,000 of its cash
resources.

In addition to the foregoing, Habilitat gave
Marino a second mortgage on the property. The
reason given for this was that Marino was still
liable for meeting the mortgage payment
schedule in the event of a failure or dissolution
by Habilitat. With a second mortgage, Marino
would be protected from Habilitat’s ever placing
another second mortgage on it and thereby
jeopardizing his claim.

One other matter deserves mentioning.
Although Marino had Habilitat borrow $20,000
for him for his swimming pool and wall under a
home improvement loan, the actual cost, by
Marino’s own admission to the board, was only
$15,500. Rather than reduce the loan
accordingly, Marino had the board amend its
resolution so that he could keep the difference
to pay off personal debts. The rationale given
for this action was that Marino was paying for
the loan anyway, hence the board need not
concern itself about the use of the funds. Thus,
Marino got what was in effect a personal loan at
the much lower interest rate of a home
improvement loan.

In our view, the transactions involving the
house for Marino represent serious breaches of
duties on the part of both the board of directors
and Marino. The board has a fiduciary obligation
to protect the interests of the organization and

lThe $20,000 loan was closed out on June 30, 1977
with a check for $12,006.13, which was added to the $12,705
already paid on monthly installments ($7,993,87 of it paid
toward principal),



to prevent damage or loss. Hence, it is required
to exercise due care and diligence. The executive
director similarly should be Iloyal to the
organization and not engage in actions which
will benefit himself to the detriment of
Habilitat.

The transactions in essence constituted the
making of loans to Marino. Although the initial
intention might have been to ensure that Marino
would stay as executive director of Habilitat, the
$15,000 down payment and the monthly
payments on the agreement of sale and on the
$20,000 home improvement loan made by
Habilitat were in effect advances for the benefit
of Marino. Indeed, both Habilitat and Marino
treated the transactions as loans, and they were
reported as such to the Internal Revenue
Service. As loans, the transactiens violated HRS
section 416—21(a) which states, “no loans shall
be made by a nonprofit corporation to its
directors or officers.”

In addition to being highly questionable as
a legal matter, the transactions showed poor
judgment and an insensitivity to the best
interests of Habilitat by the board of directors.
They also demonstrated an absence of
completely good faith dealing by the executive
director. It is wunquestioned that Marino
personally benefitted from these transactions, at
a not insignificant detriment to the organization,
including the loss of potential income from
appreciation of the house and the financial and
legal risks of using Habilitat’s name and credit
for the benefit of a private individual.

Summary. From the foregoing, it can be
seen that Habilitat’s real estate transactions,
involving hundreds of thousands of dollars, have
been very confusing and at times highly
questionable. In the face of the obvious
importance of acquiring real estate and building
facilities, Habilitat never developed, and it still
lacks, an overall plan or program for its capital
improvements where needs are clearly identified,
alternatives in terms of costs and effectiveness
are carefully weighed, and priorities are
established so that budgets and programs can be
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developed and financing obtained to bring plans
to fruition in the most efficient and expedient
manner possible. The net result has been the
poor use of available resources and a continuing
delay in the construction of facilities which
seem to be urgently needed considering the
dilapidated and crowded condition of the
buildings at Habilitat I which are now being
used to house approximately 100 residents.

Shortcomings Relating to
Habilitat Business Enterprises

Over the years Habilitat has plunged into
and out of several business ventures, in addition
to its major focus in sales and marketing. In
terms of the objective of making Habilitat
self-supporting, these ventures have been at most
only marginally successful. A number of them
have been unavailing and unprofitable. The
decided lack of success of these ventures is
attributable in large measure to Habilitat’s
failure to conduct, before entering into any
venture, any analysis of market potential,
operational complexities, technological
requirements, obstacles to be overcome, and
break-even considerations. In addition, for some
time Habilitat lacked competent fiscal personnel
to assist it in evaluating the operations of new
ventures. It is only with the advent of an
experienced fiscal manager that serious ques-
tions have been raised about continuing some
of these ventures due to their nonprofitability.

At the same time as fiscal self-sufficiency
was being ostensibly sought for Habilitat,
another objective was attached to these
ventures, namely, that of providing vocational
training for Habilitat’s residents, as they
progress through treatment toward eventual
re-entry into the real-world life. As noted in a
preceding chapter, to what extent these
businesses did provide, or failed to provide, a
useful career training experience for Habilitat
residents is, as far as we could discern, never
thoroughly evaluated.



floundered.
ventures

have
business

Ventures that
Habilitat’s wunsuccessful
include the following.

The first enterprise was the woodshop.
Begun in January 1974, it declined and was
largely phased out by 1977. In 1976, its
revenues were listed as $27,000 and expenses as
$39,000.

A venture into farming was under way by
early 1976 but was reportedly not fully
operational until that fall. At first, its products
were used to supplement Habilitat’s own food
needs. According to one version, the farm might
have served largely as a make-work operation to
keep Habilitat’s peak resident population
constructively active. Even with the land being
provided free by the State, 1976 saw the farm
lose over $8000. It was finally terminated in
the spring of 1978.

Another venture launched in mid-1976 was
T-shirt printing. Habilitat purchased equipment
from the operator of an ongoing T-shirt business
and he, in turn, managed it for Habilitat, It
lasted for two years and died for lack of orders,
despite optimistic forecasts of gross sales
mounting to $100,000 or more.

A similar, low investment business,
swimming pool cleaning and maintenance, began
and ended contemporarily with the T-shirt
venture. Although a potential market was
deemed favorable, it did not catch on.

For some seven or eight months during
1977 a “fix it” business was conducted.
Appliances were repaired. No new ventures were
attempted during 1978 except a very short-lived
effort at tailoring to give one otherwise
unemployable resident some sort of chance. It
lasted all of three weeks.

According to board meeting minutes,
Vincent Marino was at various times enthused
about opening an Italian restaurant or a coffee
and salami snack shop. At one point he
reportedly wanted to purchase a large, existing

43

lamp shop in Honolulu from a board member.
These went no further than discussions. Unlike
the other ventures, these would have required
sizeable capital outlays. But as in all the ven-
tures actually undertaken, the lack of an
experienced sense of business within Habilitat
stands out graphically.

Questionable status of Habilitat’s
large-scale venture—advertising specialties. All of
the unsuccessful ventures listed above represent
relatively modest undertakings—individually,
and even collectively. However, Habilitat
operates another business activity on a much
larger scale, the success of which must be termed
highly questionable. This is its major sales and
marketing effort involving advertising specialties.
As previously noted, this enterprise accounts for
more than $1 million in revenues for the
organization and is the reason why Habilitat has
operations on the mainland.

Despite the magnitude of this activity,
however, it can hardly be termed a success in
terms of the normal standard by which business
enterprises are measured-namely, profitability.
According to Habilitat’s own financial state-
ments, its sales and marketing program—which
is almost entirely advertising specialties—
suffered a net Joss of $54,798 in fiscal year
1977—-78. Actually, this amount represents
an understatement of the loss attributable to
this activity. Certain expenses related to the
activity are charged against Habilitat’s
general fund (i.e., the treatment program)
rather than against the sales and marketing
fund. If all these expenses were reported against
the latter fund, the advertising specialties pro-
gram would have shown greater losses than the
ones reported for last year and the year before
that.

This activity—though it may be large-scale
in dollar volume—does not seem to provide an
avenue by which Habilitat can achieve economic
self-sufficiency. Indeed, unless some significant
improvement is made in the program’s
performance, it will continue to be a financial
drain on Habilitat’s resources.



Marginally successful ventures. In addition
to the foregoing business activities which have
not proven to be profitable, Habilitat has
undertaken a few activities which appear to be
marginally successful. These include such diverse
things as its yard maintenance service, its sale of
cookbooks and Christmas trees, and its
sponsorship and promotion of the “Home
Grown” record albums and concerts. Even in
some of these ventures, later efforts have
sometimes been less successful than the initial
efforts. Altogether, they do not constitute a
very large base of support for the organization.
For example, for the fiscal year ending June 30,
1978, they produced altogether a net profit of
only about $50,000 for Habilitat—not quite
enough to offset the reported loss for the sales
and marketing effort.

Previous notice of problem and suggested
corrective actions. The lack of an adequate
approach to new business ventures was brought
to the attention of Habilitat’s board of directors
as long ago as early 1976. At that time, the
management consultants who had been hired to
review all of Habilitat’s nonclinical operations
commented as follows:

“New ventures are entered into without a
feasibility study being done and without a review by
the Board of Directors. This has resulted in the
Habilitat entering into poor business ventures such as
woodshop. To minimize future losses and optimize
the Habilitat’s return on its investments, a new
business proposal package should be prepared prior
to entering into any new ventures. The Board of
Directors should approve all new business proposals
prior to the initiation of operations.”

The consultants went on to outline in more
detail the corrective actions which should be
taken. These recommendations are set forth
below.

“As a minimum, the following information
should be submitted to the Board of Directors for
discussion to enable them to make an informed
decision to approve or disapprove the venture:

1. Estimated cash flows by month for the

first year . . ..

2.  Estimated annual cash flow for each of the
subsequent four years.
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3. Probable level of top management
involvement in operating the new venture.

4.  Clinical aspects of the venture.

5. Listing of probable benefits of entering
into a new venture,

6. Listing of the potential problems that may
be encountered if the venture is initiated.

7. Detailed description of the venture
regarding the probable level of technology
involved and degree of personnel
utilization.

“We also recommend that all new ventures be
evaluated in terms of the amount of skills training
and job placement opportunities they will provide
residents with. Consideration should also be given to
coordinating the resident’s desired skill levels with
the education and training programs offered by the
University of Hawaii, including its system of
community colleges, the University of Hawaii’s
Manpower Development and Training Office, and
other applicable organizations.”

Like most of the rest of the consultants’
report, Vincent Marino has chosen to disregard
this portion of the report and the board of
directors has acquiesced in this handling of the
matter. Thus, the conditions prevailing when
this report was submitted are still generally
present at Habilitat with respect to the organiza-
tion’s business ventures.

Conclusion. Based upon the record to date,
therefore, Habilitat has little chance of ever
achieving its self-proclaimed goal of becoming
financially self-sufficient—at least, not through
its business activities under the organization’s
present leadership and by following the present
approach to business ventures. Even as a means
of providing vocational training for residents,
the business activities undertaken fall far short
of being adequate.

Shortcomings in Habilitat’s Approach to
Its Telethon Fundraising Activity

Habilitat held its first telethon in 1976 to
obtain contributions for capital facilities. The
telethon has subsequently become an annual
event which represents Habilitat’s major
fundraising activity for the capital fund. During
the telethons, Habilitat has informed the viewing



public that all contributions would be utilized
specifically for the purpose of acquiring and .
improving capital facilities.

According to a Habilitat financial report
dated April 26, 1976, the 1976 telethon netted
$171,191 on gross receipts of $225,060. As can
be seen below, the revenues from contributions
during the past three years have varied but the
variances have not been great. Expenses,
however, stated as a percentage of total
contributions has increased from 24 percent in
1976 to 65 percent in 1978.

telethon. For instance, Vincent Marino and
other Habilitat personnel devote significant
amounts of their time to the telethon. Yet, their
full salaries are charged to the general fund.
Habilitat’s chief financial officer has conceded
to us that overhead costs such as these should be
allocated, but has stated that the necessary
actions to implement this accounting change
have not yet been taken.

During our review we noted that $116,655
of the total 1978 telethon contributions of
$208,280 was listed as trusts and grants. This,

1976 1977 1978
Amount (%) Amount (%) Amount (%)
Total revenues . ...... $225,060 $255,907 $208,280
Fundraising expenditures. . 53,869 (24) 98,485 (38) 134,370 (65)
Net income ....... $171,191 (76) 157,422  (62) $ 73,910 (35)

Expenses have escalated at a rate far
exceeding inflation rates or any other economic
index for the two years subsequent to the initial
telethon. In two years, telethon fundraising
expenditures have increased by about 150
percent from $53,869 to $134,370. As a result
of the extraordinary increase in expenses, the
net return on the dollar (amount available for
capital expenditures) has decreased to a level
that should concern Habilitat as well as
contributors. In 1976, net income equaled to 76
cents for each dollar contributed, while the net
return on the dollar was 62 cents in 1977.
However, in 1978, a net income of only 35 cents
was realized on each dollar contributed during
the telethon.

Actually, the results would have been even
lower if all costs attributable to the telethon had
in fact been charged against the telethon. For
example, we found expenses charged against the
general fund which in the detailed financial
records were identified as expenses directly
related to the telethon. More significant than
these, however, were overhead expenses which
properly should have been allocated to the
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‘ fundraising

according to a Habilitat official, represented
pre-telethon pledges which were obtained
through solicitation efforts prior to the airing
of the telethon. Perhaps this is ene alternative
that Habilitat should consider for future capital
fundraising. Habilitat could make personal con-
tact with corporations, financial institutions,
and other potentially large contributors. Also,
Habilitat could utilize prior telethon mailing
lists and other ““friends of Habilitat” listings
to solicit additional contributions. We realize
that public acknowledgement of pledges during
the telethon may be an inducement for many
contributions. However, this could be achieved
by publishing a list of contributors in the
newspaper.

The main point, however, is that a
effort becomes highly
questionable—from the point of view both of
Habilitat and of the general public—where two
out of every three dollars raised are consumed in
the fundraising effort itself and only one dollar
becomes available to spend for the purpose for
which the funds ostensibly were raised.
Therefore, Habilitat should establish criteria to



guide its decisions regarding fundraising
activities, and should continuously evaluate its
plans, decisions, and performance relative to
these criteria so as to make fundraising efforts as
efficient and as productive as possible. These
criteria should include a limit on expenses
beyond which a fundraising activity will not be
undertaken or repeated.

Recommendations
With respect to the planning
and programming of capital improvements,

business ventures, and fundraising efforts for
Habilitat, we make the following
recommendations:

1. Habilitat’s board of directors should
assert control and direction over all activities
relating to real property matters, capital
improvements, business ventures, and
fundraising efforts. At a minimum, this means
the board should:

a.  Establish objectives and set directions
based upon a careful assessment of relevant
information and viable alternatives.

b. Make sure that adequate staff
competencies and other resources are provided
to carry out adopted policies as effectively as
possible.

¢.  Provide for a system of monitoring
and evaluation so that performance can be
measured and corrective actions taken on a
timely basis.

2. Before proceeding further on any
major capital improvements or real property
transactions, Habilitat’s board of directors
should carefully assess future needs and
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alternatives for meeting these needs so that the
most effective use will be made of available
resources.

3. Habilitat’s board of directors should
reevaluate its policy of providing reni-free,
utility-free housing fo its executive director and
determine whether or not it should retain
ownership of any private residences. If
disposition of present properties is deemed
appropriate, then any such disposition should be
handled in a manner which will avoid any
conflict of interest, or appearance of conflict of
interest, and will assure a maximum fair return
to the organization.

4. Habilitat’s board of directors should
carefully weigh the question of whether or not it
should be engaged in business activities of any
sort. If business activities are deemed to be
appropriate, the purposes to be served should be
clearly stated and definite criteria should be
established to guide all actions in this area. (The
recommendations of the management
consultants quoted above provide a basis for
setting policies and procedures in this regard.)
Accordingly, the board of directors should
carefully scrutinize all of the existing business
activities of Habilitat to determine whether they
should be discontinued, continued as is, or
continued in some modified form.

5. Habilitat’s board of directors should
carefully evaluate its approach to fundraising
and its dependence upon the relatively
inefficient telethon as its primary fundraising
effort. In this evaluation, the board should
establish criteria which will have to be met
before any new effort will be undertaken or any
existing effort will be continued. Any
fundraising effort where expenses consume a
high percentage of the funds raised should be
subjected to the most searching scrutiny.



PART Il

ASSESSMENT OF HABILITAT'S ORGANIZATIONAL
MANAGEMENT AND PERSONNEL ADMINISTRATION
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Chapter 7

INTRODUCTION

In this part we examine the management
and administration of Habilitat’s organization
and personnel. Chapter 8 provides a general
assessment of the management of Habilitat’s
affairs.  Chapter 9 details some personnel
practices and conditions existing at Habilitat.

Summary of Findings

In general, our findings in this part are
as follows:

1. The board of directors is not
exercising its authority in the organizational
and personnel management of Habilitat. It has
allowed the executive director to run Habilitat
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on a highly personalized and extemporaneous
basis. The result has been an extremely unstable
situation, both in terms of the structure of the
organization and in terms of staffing.

2. Habilitat’s organizational structure
changes according to the decisions of the execu-
tive director. Habilitat lacks a rational classifica-
tion and compensation system; the result being
inequities in the treatment of employees. There
is an unusually high turnover rate in staffing.

3. There are serious conflict of interest
issues within Habilitat. The issues arise from the
dominant role played by the executive director
in the management of Habilitat and from the
movement of persons between Habilitat and the
government agencies with which Habilitat deals.



Chapter 8

A GENERAL ASSESSMENT OF ORGANIZATIONAL
MANAGEMENT AND PERSONNEL ADMINISTRATION

Two key areas of operations in any
organization are the structure of the organi-
zation and its personnel. How these two inter-
related areas are managed impacts on the
resources necessary to carry out the organiza-
tion’s mission.

Due to the profound effect organizational
and personnel actions can have upon the
organization’s operations, these two areas are
among those over which the organization’s
board of directors should exercise strong
supervisory control.

This chapter examines how, in general,
the two areas are being managed at Habilitat
and the role Habilitat’s board of directors
plays in the management of the areas.

Summary of Findings

Habilitat suffers from an internal weak-
ness of serious proportions. The weakness
lies in its overall structure and governance
which allow power and control to be highly
concentrated in the executive director.

Specifically, we find as follows.

1. Habilitat’s board of directors has
abdicated its power and authority to manage
Habilitat’s organization and personnel. It has
vested nearly all such power and authority in
the executive director, Vincent Marino. The
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narrow membership base, the control which
Marino has over the membership, and Marino’s
presence on the board of directors have made it
possible for Marino to exert an inordinate
amount of influence and to cause the board
through acquiescence and affirmative assent to
vest power and authority in him,.

2. The executive director has exercised
his power and authority to manage Habilitat in
such a personalized and extemporaneous manner
as to cause organizational and programmatic
instability.

3. The executive director is in conflict
of interest. By virtue of the power and authority
vested in him, he passes on compensation and
employee benefits for himself and the members
of his family.

Abdication of Authority and Responsibility
by Habilitat’s Board of Directors

In all corporations, profit and nonprofit,
the corporate powers and authority are legally
vested in its board of directors. Habilitat is no
exception. However, in the case of Habilitat,
the board of directors has effectively abdicated
almost all of its authority and responsibility
to manage Habilitat to the executive director,
Vincent Marino. Several elements have con-
verged to produce this result.



First, Vincent Marino is a key founder
of the organization and is one of the relatively
small number of members (approximately 20)
who elect the board of directors. Many of the
members are employees of the organization who
work under Marino’s supervision.

Second, as executive director, Marino is
automatically a full-fledged member of the
board of directors.

Third, Marino is a very dominant person-
ality. He exerts himself vigorously. On many
occasions, he served as the presiding officer at
the meetings of the board of directors.

By his automatic position on the board
of directors; by his ability, as the superior of
all Habilitat’s employees, to influence the
composition of both Habilitat’s corporate
membership and its board of directors; and by
his overpowering personality, Vincent Marino
has been able to control the board and cause it
to delegate to him a tremendous amount of
power over the affairs of the organization.

The board of directors’ surrender of power
and authority to Marino has taken two forms:
(1) quiet acquiescence in what Marino does and
(2) direct entrustment of authority by corporate
resolution,

In the area of the structural aspect of the
organization, the relinquishment of authority
has taken the first form. The board has shown
little interest in the matter and has allowed
Marino to alter organizational lines at will,
often without informing the board of the
changes.

In the area of personnel management,
abdication of authority has been in the first
instance by a corporate resolution. On August 6,
1973, the board adopted a resolution assigning
and delegating to Marino ‘‘the authority to
appoint such agents and employees as he may
from time to time deem advisable” and the
authority over all “personnel decisions regarding
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positions, duties, compensation, terms of

employment and the like.”

The resolution imposed some limitations
and requirements upon the executive director,
but these have largely been ignored or allowed
to fall into disuse. For example, the executive
director is supposed to report every four months
on the “status of key employees and agents”
and to provide the board with special status
reports whenever directed by the board.
However, no system has been set up to
provide the board of directors with meaningful
information on any personnel matters. Similarly,
no pay increases are supposed to be granted
without board approval if they should exceed
budget costs. However, due to an inadequate,
and sometimes nonexistent, budgeting system
and a lack of clarity concerning the meaning of
this provision, the provision has been rendered
virtually null and void.

The only restrictions in the resolution
which continue to be observed in some degree
are the ones relating to Vincent Marino and his
wife, Vickie. The resolution did not authorize
Marino to set his own compensation. Thus,
actions on pay changes for him require formal
board approval. Likewise, the resolution
exempted Vickie Marino by name from its
coverage and specified that pay raises for her
would have to be ‘“‘covered by the Board.”
As a result, actions affecting her salary must
also be approved by the board.

By practice, these restrictions have been
extended to Vincent Marino’s brother, Frank.
However, the restrictions were not applied at
the time Frank was first employed by
Habilitat. Thus, he was made a vice president
of the corporation and given a salary of
$25,000 per year, without any formal notice to
or action by the board of directors. Only sub-
sequent pay increases have been approved by
the board. This practice of requiring board
action has not been extended to another
member of the Marino family—their teenage
daughter—who went on Habilitat’s payroll in
May 1977 at an annual rate of $6,400 and who



has received two pay increases since, which
have raised her annual salary to $8,600.

Even for Vincent and Vickie Marino, it
is not clear that all of their fringe benefits are
being approved by the board of directors. For
example, we have been unable to find any clear
authorization by the board allowing an expense-
free automobile to be assigned to each of them
by the corporation. The late model vehicles
involved represent a rather substantial fringe
benefit to the two of them. Similarly, there
appears to be no longer any board control
exercised over Vincent Marino’s personal
expenses which are charged to the corporation.
At one time, an individual board member was
designated to approve these expenditures.
More recently, however, these expenditures
have been routinely approved by an employee
subject to Marino’s supervision,

The board’s noninvolvement in personnel
matters is further illustrated by the following.
Since the adoption of the August 6, 1973
resolution, Habilitat has been required by
funding agencies to provide them with copies
of written personnel policies for the organiza-
tion. To meet these requirements, Habilitat’s
staff developed some written personnel policies
for the organization. The most recent version is
set forth in the form of a personnel manual.
However, this manual has never received any
formal sanction from the board of directors.

From the foregoing, it is quite apparent
that Habilitat’s board of directors has eschewed
any significant involvement in organizational
and personnel matters affecting the corporation.
Except on matters relating to salary increases
for three of the four members of the Marino
family who are on the payroll, the board com-
pletely defers to and relies upon Vincent Marino
to take action. No board committee has been
established to oversee the actions taken.

No reporting system has been set up
whereby the board might be kept adequately
informed concerning important organizational
and personnel matters. Information supplied to
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the board in this area generally is quite sparse.
In addition, that which is reported is not always
accurate. For instance, Vincent Marino indicated
to the board on two occasions during 1978 that
large reductions he had made in staffing had
been necessitated by cutbacks in governmental
funding for Habilitat. On neither occasion,
however, do Habilitat’s financial records
indicate that any such financial cutbacks
actually occurred. Moreover, almost all of the
positions thus vacated were filled again within
a short time, thereby confirming the fact that
a lack of funding was not the cause of the
earlier personnel terminations.

The net effect of the board’s abdication of
authority and responsibility in these areas has
been to give Vincent Marino a virtual blank
check to make decisions on and exercise control
over all matters pertaining to organizational
management and personnel administration. If
such powers had been used with self-restraint,
the situation still would not be desirable.
However, Marino has not exercised much self-
restraint. Instead of formally promulgating and
following general policies and procedures
governing organizational changes and personnel
matters, Marino has pursued a personalized
approach to these subjects where decisions
depend upon his direct approval.

Adverse Effects of Vincent Marino’s
Personalized Approach to Organizational
Management and Personnel Administration

As a consequence of Vincent Marino’s
personalized approach to organizational manage-
ment and personnel administration, Habilitat
is suffering from a number of significant
management deficiencies. Some of the more
important of these are as follows.

Organizational instability. One effect of
this situation is that it causes Habilitat to be
an unstable organization. Directions taken
by the organization and interrelationships
within the organization are constantly subject
to abrupt changes, dependent entirely upon



the desires and interests of Vincent Marino.
If Marino expresses a wish to do something
or to stop doing something, it becomes a virtual
mandate for the rest of the organization.

This organizational instability became
readily apparent to us in several ways. One of
the most graphic is the large organizational
chart which is kept on the wall in the con-
ference room adjoining Vincent Marino’s office.
During the short period of our audit, this
chart changed several times.

Still another indication of the instability
and changeability is the organization’s very
high rate of turnover among its employees.
This problem is discussed more fully below.

The demise of the so-called red tag
program, which occurred during our audit,
further demonstrates very forcefully the rapidity
with which changes occur at Habilitat. In our
first viewing of the large organizational wall
chart, there were many red tags on the chart.
During the latter months of 1978, however,
both DSSH and we began asking some very
probing questions about the red tag program—
especially about the use of government funds to
finance it.  Suddenly, the program was
terminated. In our last interview with Vincent
Marino, we found there were no longer any red
tags on the wall chart. Moreover, he told us
that any questions about red tags were no longer
relevant because the program no longer existed.

While this degree of organizational in-
stability might serve well Marino’s management
style, we do not feel it contributes to the
long-term health and well-being of Habilitat. Its
general effect is to create confusion, cause
wasted motion, and complicate the fixing of
accountability within the organization. When
everything today is different from what it was
yesterday or is likely to be tomorrow, it
becomes impossible to make meaningful plans,
program the most effective use of resources,
develop organizational experience and expertise,
and fix accountability for performance.
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Conflict of interest and tendency toward
self-interest. The fact that Vincent Marino sits
on the board of directors and that the board
passes on the compensation and benefits to be
paid to him and other members of his family,
in itself, presents a potential conflict of interest
situation. The conflict becomes real when
Marino participates in the discussion of matters
of direct personal interest to himself and his
family. It is aggravated when Marino uses the
power and influence yielded to him by
the board to initiate proposals to increase such
compensation and benefits and to vote on the
proposals.

For a number of years, pay and benefit
increases for Marino and members of his family
were voted on by the board as frequently
as every six months. In almost every case,
Marino was the initiator and prime proponent
of the increase proposals submitted to the
board. Then, although on some occasions
Marino appears to have abstained from voting
on the proposals, on many other occasions,
Marino appears to have voted on the proposals.

The matter of compensation and benefits
for Marino and members of his family has
caused some controversy on the board. Opposi-
tion to Marino’s proposals for increases in
compensation and benefits has been expressed
strenuously from time to time by some members
of the board. However, Marino has always
been able to prevail. After each such episode,
the general pattern has been for the opponents
to leave the board. Controversy in this area
has subsided in the past several years, due
probably to Marino’s agreement to forego
10 percent annual pay increases for three
years in exchange for the provision of rent- and
utility-free housing.

Marino, his brother, his wife, and his
teenage daughter together are receiving
compensation and benefits of between $130,000
and §$150,000 annually. Although the four
Marinos represent only about 6 percent of
Habilitat’s employees, they account for more
than 19 percent of Habilitat’s total payroll.



The problem of nepotism within Habilitat
is not confined to the Marino family. We found
numerous instances where two, three, and even
four members of the same family have been on
Habilitat’s payroll or otherwise receiving
material benefits through the organization.

Elsewhere in the field of private charitable
organizations, the problem of conflict of interest
on the boards of directors of such organizations
has been recognized and safeguards against this
problem have been developed.

For example, the National Information
Bureau, Inc., -(NIB)—which is a national
organization that has been set up to evaluate and
rate national not-for-profit organizations to
guide the philanthropic giving by corporate and
other donors—has included the following item
among the basic standards it has established as
being essential for a philanthropic organization
to be approved by NIB.

1,  Board—An active and responsible
governing body, holding regular meetings, whose
members have no material conflict of interest and
serve without compensation.” [Emphasis added.]

Similarly, both the national and state
United Way organizations have set standards
to be met by organizations wishing to partici-
pate in the United Way approach to funding
charitable organizations. For local United
Way organizations to receive approval from
the national United Way of America, they
must meet the following standards, among
others, with respect to their governing boards:

“Governing Arrangements

“]. The board should consist of not
less than fifteen people. It should have repre-
sentation from diverse elements of the com-
munity and usually will need to be larger than
fifteen to reflect reasonably the population mix
of the community. All its members should be
volunteers—that is, not employees of the United
Way organization nor any agency supported by
the United Way. Board members should make
decisions in the best interests of all the com-
munity.
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“3.  Board members should serve without
compensation (except for reimbursement for
expenses for fulfilling the responsibility of board
membership) . . - .” [Emphases added.]

Similarly, Aloha . United Way (AUW)
includes the following among the principles
which must be observed by organizations
seeking admission into AUW’s program:

“4,  Responsible Agency Management —
Each agency shall have an active responsible
governing board serving without compensation,
holding regular meetings and with a satisfactory
form of administrative control.”

Vincent Marino’s unwillingness to step
down from Habilitat’s board of directors is
reported to be one of the reasons why
Habilitat’s relationship with AUW was severed
and why Habilitat is no longer an AUW partici-
pating agency.

The Need for a Change

It Habilitat is to remain a viable organiza-
tion and to enjoy a broad-based community
support for its activities, it must move away
from being an organization dominated in almost
every respect by one man., At a minimum, it
appears that there is a need for a board of
directors which will assume and perform the
traditional functions of a board and which is
devoid of potential as well as real conflict of
interest.

In 1976, a management consulting firm
which was hired to review Habilitat’s non-
clinical activities and to make recommendations
concerning them confirmed the above. The
consultants found that Marino was exercising
too dominant a role in the affairs of the
organization, They observed, among other
things, as follows:

“Apparently, the outsiders on the Board
of Directors [ie., those not employed by
Habilitat] are desired for sake of appearance
and not for any real decision making func-
tions.



“This conflict between the active role of
a traditional Board of Directors and the
Habilitat’s nominal Board of Directors
demands resolution if the level of friction
between the insiders and the outsiders
on Habilitat’s Board is to be reduced.

“The Executive Director must also be
able to coordinate his activities with that
of the Board of Directors. In the past, the
Board of Directors has been ineffective
but the increased size and complexity
of the Habilitat requires the Board of
Directors to begin to perform the func-
tions traditionally reserved for Boards of
Directors. The Executive Director, there-
fore, should begin to look to the Board
of Directors for guidance and assistance
in managing the Habilitat’s activities.

“The Executive Director of the Habilitat
occupies the most important position in
the organization. The size of the Habilitat
requires that the Executive Director estab-
lish policies and appoint other managers
to directly control activities rather than
attempt to provide all direction on a
personal basis as in the past. The organiza-
tion’s growth and the increasing complex-
ity of its operating environment makes
it imperative that the Executive Director
be flexible enough to change as it becomes
necessary, While the prevailing management
style at the Habilitat of ‘shooting from
the hip’ is sufficient to govern daily opera-
tions, a change to a more efficient manage-
ment style must occur if the Habilitat is
to avoid going from crisis to crisis.

“However, we sense an unwillingness to
change on the most important issue—the
role of the Board of Directors.”

The last comment above proved to be
highly accurate. The consultants’ report was
rejected out of hand by Marino. His critics
on the board of directors at that time left
the board shortly thereafter, and his dominance
of the board and the organization continued
unabated. Thus, most of the conditions identi-
fied by the management consultants in 1976
still are present in the organization today.
Marino still makes most of the decisions affect-
ing Habilitat’s organization and personnel, and
his management style still is very much what
it seems to have been in 1976.

Recommendations

We recommend that Habilitat’s board of
directors reassert its direction and control over
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the important policy areas of organizational
management and personnel administration and
relieve the executive director of many of the
powers and responsibilities he is now exercising
in these areas. To this end, we make the
following specific recommendations:

1. The executive director should be
removed from membership on the board of
directors. In addition, steps should be taken
to eliminate all other actual and potential con-
flicts of interest on the board of directors.
This means prohibiting any employee, any
parent of residents, and any government repre-
sentative having any direct official ties with
Habilitat from sitting on the board.

2. To further ensure the selection of a
board of directors which is as broadly based
and impartial as possible, Habilitat should also
take appropriate steps to broaden significantly
the organization’s membership to include many
persons other than employees.

3 The board of directors should
formulate organizational and personnel policies
and should establish a board committee to
exercise oversight over all key matters relating
to organizational management and personnel
administration.

4., The board of directors should reserve
to itself the decisionmaking on all important
questions relating to organizational management
and personnel administration—such as approval
of: (a) all key administrative appointments, (b)
all salaries above a certain level (perhaps
$20,000), (c) all fringe benefits, (d) all major
organizational changes, (e) broad personnel
policies, and (f) the dismissal of any key
employees.

5. The board of directors should take
the action necessary to put into operation a
reporting and information system .that will
enable the board to make informed decisions
on matters relating to organizational manage-
ment and personnel administration.



Chapter 9

AN ASSESSMENT OF HABILITAT'S

PERSONNEL PRACTICES

Since personnel administration plays an
important role in the functioning of an organi-
zation, we examined the personnel practices
and conditions that exist at Habilitat. This
chapter sets forth the results of our efforts in
this area.

Summary of Findings

Our findings are:

1. There is an exceptionally high rate of
staff turnover at Habilitat, especially in the area

of accounting and business management. This
reflects the arbitrary approach taken to staff

retention. It undermines long-term staff
effectiveness.
2. Habilitat’s personnel policies and

practices are unclear, unfair, and otherwise
deficient. There is a lack of a rational
classification and pay system; nepotism in the
hiring of employees is unrestrained; and
employee grievance and appeals procedures are
absent.

3. Conflict of interest situations are
being created by the movement of personnel
between governmental agencies and private
organizations, such as Habilitat, which do
business with these agencies.

|

4. Government agencies are not

exercising adequate surveillance over Habilitat’s
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personnel policies and practices, with the result
that they are failing to ensure the proper use of
public funds.

Unduly High Rate of Staff Turnover

In chapter 8, we noted that one of the
consequences of the personalized style of
management of Vincent Marino has been the
unusually high rate of staff turnover. We
examine more fully here the magnitude of the
problem.

At the outset it needs to be said that staff
turnover is not necessarily bad in and of itself.
Indeed, a degree of personnel turnover should be
expected. But, if staff turnover is unduly high, it

can have debilitating effects upon the
organization. Among other things, it can
undermine staff morale, prevent the

development of staff experience and expertise,
consume considerable resources just to provide
staff training and indoctrination, cause a drain
of the best talent out of the organization, and
undermine the organization’s effectiveness. For
these reasons, a high turnover rate should be a
matter of deep management concern. In cases
where the high turnover rate affects key
positions, the problems are likely to be
accentuated and the need for concern should be
greater.

Habilitat’s staff has experienced a high
rate of turnover for several years. This has been



the general situation throughout the
organization, but has been particularly
pronounced with respect to key positions in the
area of financial management. The reasons for
these high turnover rates are not entirely clear.
In many cases, different and sometimes
conflicting reasons are cited for the same
termination actions. In other cases, the reported
reasons are not substantiated by the facts. All
terminations, however, require Vincent Marino’s
approval. Both the general and particular
situations are described below.

General personnel turnover situation. Table
9.1 Iillustrates the exceptionally and unduly
high general personnel turnover rate at Habilitat.
The table covers the six-month period of June 1
through November 30, 1978.

Table 9.1

Summary of Terminations and Hirings of Staff
Personnel at Habilitat During the Period from
June 1, 1978 Through November 30, 1978

Staff Staff

Staff personnel terminations hirings
“Red tags” (residents) . . . . 15 -
SBy-products:i¥ gL, (. SR 9 23
sSguares G, SIS 14 3
Total: Lo wanniui dwns 38 26

Source: Employee records, Habilitat, Inc.

1. Table 9.1 explained. Our review of
Habilitat’s personnel records as well as the
minutes of meetings of the board of directors
indicates that the general personnel turnover
rate has been high for years—dating back
apparently to the inception of the organization.
Records for the early periods, however, are
rather sparse and do not provide a very good
documentary basis for presentation.
Accordingly, we selected a relatively recent
period for inclusion in table 9.1.

For the past several years, Habilitat’s staff
have numbered between 60 and 70. Table 9.1
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notes the number of staff members whose
employment had been terminated and the
number of staff members who had been hired in
the short six-month period.

Table 9.1 includes three different groups
of employees: “red tags,” “by-products,” and

“squares.” The definition of each group is as
foltows:

“Red tags” — Persons who were filling
employee positions within Habilitat, but who
were also considered still members of Habilitat’s
resident program.

“‘By-products” Persons who were
formerly residents in Habilitat’s program, but
who graduated from the program and became
regular employees of Habilitat.

“Squares’” — Persons who were never
residents in Habilitat’s program, but who were
hired as regular employees of Habilitat.

No clear differentiation was made among
these three groups as to the types of positions
each might fill within the organization. In
actuality, members of all three groups
frequently worked together on common tasks or
projects. Generally, however, red tags were
confined to lower level positions. By practice, all
clinical positions at Habilitat have been filled
with by-products of Habilitat or of a similar
therapeutic community or by red tags. For the
most part, squares have occupied the higher level
positions in the business and financial operations
of the organization. Greater mixing of the
groups has occurred among the clerical,
accounting, and other administrative positions.

As can be seen from table 9.1, there were
38 staff terminations at Habilitat during the
six-month period—a number equalling more than
half of Habilitat’s total staff complement. Of the
total, 15 were red tags and 23 were regular
employees (dividled 9 and 14 between
by-products and squares). During this same
period, 26 employees were hired by Habilitat—
including 23 by-products and 3 squares.



The red tag program was being phased out
during this time (beginning about July when
DSSH representatives were starting seriously
to question the program). Hence, red tags
stopped being added after June, and by the end
of November there were no longer any red tags.

2. No clear explanation for high
turnover. No clear picture emerges to explain
this extensive number of personnel transactions
during this six-month period. According to what
Marino told the board of directors (as reflected
in board meeting minutes), many of the
terminations were necessitated by cutbacks in
government funds coming into Habilitat.
However, we have been unable to identify any
reductions significant enough to cause such an
impact. Moreover, the fact that many of the
positions were rapidly refilled would tend to
discredit such an assertion. Finally, other causes
for termination are indicated in Habilitat’s
personnel files for at least some of the
individuals involved.

There is one possible explanation for the
numerous terminations and hirings during this
period. They might have been occasioned by
Vincent Marino’s decision to phase out the red
tag program. As can be seen from table 9.1,
most of the hirings (23 out of 26) were of by-
products rather than of squares.

With the red tag category no longer being
available to accommodate residents reaching the
status of graduates, it may be that Marino
decided to make room for at least some of them
by creating vacancies in existing positions for
them to fill. In any event, this is in effect what
happened—the by-product hires all represent red
tags who were converted to employee status,
some after being red tags for only a month or so.

However, there is a factor which casts some
_doubt upon the phasing out of the red tag
program as being the explanation for this high
rate of personnel turnover. This is a fact that the
actions taken in mid-1978 represent to a
considerable extent only a repeat performance
of a prior pattern. This is indicated in the
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minutes of the meeting of the board of directors
held on January 9, 1978.

At this January meeting, Vincent Marino
reported to the board that there had recently
been 30 terminations, including 16 red tags and
and 14 regular staff members. Two reasons were
cited for this large-scale reduction in staff:
(1) ““‘Substantial funding cuts by the State,
affecting our operating, general, and capital
funds;” and (2) “Over-dependency on the part
of some graduates on Habilitat, which limited
their personal growth and ability to function
effectively in the outside world.”

Again, however, the facts do not substan-
tiate these explanations—especially the first one.
For one-thing, we have not been able to identify
any cutbacks in state funding occurring at that
time. For another, most of the vacancies were
refilled almost immediately. For still another,
the individual personnel records do not always
support these explanations.

Therefore, taking these two successive
events together, there appears to be no satisfac-
tory explanation why there should be such a
high personnel turnover rate at Habilitat. Every-
thing seems to hinge simply upon Marino’s
management style.

Personnel turnover situation involving key
financial personnel. With Habilitat handling an
annual cash flow of between $2 million and $3
million and being involved in complex business
and governmental funding arrangements, the top
financial positions in the organization are
critically important. In these positions, both
competence and stability should be matters of
prime consideration.

At Habilitat, there are two positions which
can be considered as key financial management
positions: (1) that of controller or chief
accountant and (2) that of general manager or
financial manager. The former is in charge of all
accounting activities for all of Habilitat’s
operations. The latter not only supervises the
controller, but is in charge of all of Habilitat’s
nonclinical operations.



1.  Turnover in the controller’s position.
Since January 1977, four different persons have
held the position of controller or chief
accountant. Of the three who have left this post,
all were terminated at Habilitat’s initiative. In
the cases of two of the terminations, “financial
cutback™ has been cited as the official reason for
their departures. In both cases, however,
replacements were hired immediately at salaries
equal to or greater than the ones previously
paid. In the third case, the person was
discharged for “incompetence.”

2.  Turnover in the general manager’s
position. In the case of the general manager’s or
financial manager’s position, four different
persons have been in the position since July
1976, but the turnovers have been greater than
this because one individual has been in and out
of the position several times. Again, the
initiative for these terminations have come from
Habilitat—or, more specifically, from Vincent
Marino. In the personnel records, various reasons
were given for the terminations, including such

ones as ‘“‘incompetence” and “‘personal
incompatibility ~ with unique program re-
quirements.”

3. Marino’s involvement in the area of
financial management. With respect to both
positions, Marino is the one who is primarily
responsible for making the decisions regarding
hiring and firing. Such a high turnover rate in
these key positions indicates a serious deficiency
either in Marino’s recruitment and hiring
practices for these positions or in Marino’s
supervisory style in the area of fiscal
management—or both.

Many of the problems in the areas of
financial management and business operations
cited elsewhere in the report can be attributed
to a great extent to the lack of stable, qualified,
and firm management direction in these areas.

4.  Responsibilities of the board of
directors. Habilitat’s board of directors must
also share with Marino any blame that is assessed
for shortcomings in the area of financial
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management. The board has been fully aware of
the rapid turnover that has been occurring in the
two key financial positions. Yet, the record does
not indicate that the board has raised any
serious questions on such matters with Marino
or has initiated any move on its own to
strengthen performance in this area. The board
apparently is willing to continue to give Marino
a free hand to operate in this area.

Recommendation. We recommend as
follows:

Vincent Marino’s personalized approach
to personnel matters should be replaced by a
more orderly and planned approach. Further,
both Habilitat’s board of directors and manage-
ment should give careful study to this problem
of high employee turnover to determine other
possible causes of and solutions to this problem.
Steps should then be taken to implement what-
ever actions might be necessary or appropriate
to achieve greater employee stability. Provision
should also be made for continuous monitoring
and evaluation of performance in this area. In
these efforts, particular attention should be
focused upon key positions in the area of
financial management. :

Unclear, Unfair, and Otherwise
Deficient Personnel Policies and Practices

Habilitat has a document which is called a
personnel manual. However, as we noted earlier,
this document was developed primarily to
satisfy the formal requirements of agencies
granting funds to Habilitat and does not
represent an actively or extensively used
management tool within the organization. The
manual is not a complete compendium of
personnel policies; it has not been kept up to
date; and it is not distributed to employees or
used as a regular means of providing employee
training and indoctrination. Moreover, its
provisions are not always observed in practice.

As a result, Habilitat does not have a
clearcut set of personnel policies. Instead, this



area is managed through a mishmash of written
policies and informal practices under which
employees do not know where they stand or
what rights they may have, or be assured of fair
and reasonable treatment. Some of the more
serious deficiencies in personnel policies and
practices are discussed below.

Lack of an adequate position and pay
classification plan. At Habilitat, the relationships
between pay, job function, and delegation of
authority and responsibility are not clear.
Employees do not appear to be reviewed under
uniform salary and advancement criteria. The
result of this approach are position and pay
classification actions which do not have any
readily explainable rationale or justification and
do not seem to treat employees equitably.

Rather than exercise this authority through
a set of formal principles and written guidelines,
Marino has chosen to rely primarily upon his
own judgments. The result of this approach
are position and pay classification actions which
do not have any readily explainable rationale
or justification and do not seem to treat
employees equitably.

Shortcomings in this area have previously
been brought to the attention of Marino and
Habilitat’s board of directors. In early 1976, for
instance, a management consulting firm hired by
Habilitat to review the organization’s nonclinical
operations, made recommendations in the area
of personnel adninistration which focused upon
“the need for a personnel classification system
which equates responsibilities with salary
levels.” The consultants went on to comment as
follows on this subject:

“The Habilitat’s employees are generally
classified into scveral categories of work levels.
Supervisory personnel, however, are not classified
into levels on the basis of responsibility or pay. To
avoid pay disparities among similar employees and to
provide all employees with the same pay and
advancement guidelines, we recommend that outside
consultants be retained to draft a standard personnel
classification system covering all Habilitat
employees, including the Executive Director, which
equates the level of responsibility with a specified
pay level. The monetary amounts in the system
should be adjusted annually using a broad base
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indicator such as the Consumer Price Index. Pay
increases above the index adjustment would then be
made with the approval of the Board of Directors to
reflect job changes or new responsibilities.

“A standard personnel classification system will
also enable management to give pay increases on the
basis of merit. This would be done by either moving
the individual to a new job classification, if the
person is performing work covered by the new
classification, or by moving them to the upper part
of the salary range they are currently slotted in. An
example of a graduated personnel classification
system is [provided].”

The consultants’ recommendations in this
area—along with most of their other
recommendations—have been rejected by Marino
and ignored by Habilitat’s board of directors. As
a consequence, conditions remain today much as
they were almost three years ago.

Lack of restraints against nepotism.
Nepotism (hiring of family members) can create
morale and conflict of interest problems in any
organization. In the political and governmental
realm, public sentiment is now strongly opposed
to the practice and more and more steps are
being taken to make nepotism illegal. Even in
such organizations as publicly held corporations
for profit and labor unions, the practice
increasingly is coming under fire and demands
are being made that safeguards be established to
restrain, if not eliminate, the practice.

For nonprofit, tax-exempt corporations,
nepotism is ‘an issue which clearly should be
addressed and resolved in a manner that will
serve the public interest. This is particularly true
for those—such as Habilitat—which depend
heavily upon government funds and publicly
solicit ~ donations for their financial support. It
is a matter of meeting legal requirements as well
as fulfilling ethical responsibilities. Hawaii’s laws
governing nonprofit, tax-exempt corporations
prohibit these organizations from being used to
serve the personal interest of any individual or
group. Where government-and public-subsidized
funds are being used by private organizations on
a privileged, public purpose basis (i.e., tax free),
it seems that the same ethical standards should
apply as would apply if government were
expending the funds directly.



This means, therefore, that Habilitat should
through its personnel policies and practices have
safeguards  against nepotism within the
organization. However, there are no restraints
against this practice. Indeed, nepotism appears
to be completely unrestrained within the
organization.

1. The example of the Marino family.
The most glaring example of nepotism within
Habilitat is provided by Vincent Marino and his
family. As already noted, there are four
members of the Marino family currently on
Habilitat’s payroll—Vincent, his wife (Vickie),
his brother (Frank), and the Marinos’ daughter
(Lila). At the beginning of the 1978—79 fiscal
year, the four of them were receiving a total of
$103,452 annually in direct salaries as follows:

Vincent $39,600
Vickie 25,000
Frank 30:252
Lila 8,600

In addition to these direct salaries, the
Marinos receive other benefits from Habilitat.
These include: (a) regular fringe benefits avail-
able to employees; (b) rent-free, utility-free
housing for the Vincent Marinos; (c) expense-
free use of late model cars for Vincent and
Vickie; and (d) an expense account which
provides Marino such things as free subscrip-
tion to the newspaper delivered to his house,
and the opportunity to dine and entertain at
restaurants and nightclubs. Altogether, the
compensation and benefits enjoyed by the
Marinos are costing Habilitat close to $150,000
per year.

It might be argued that all of the Marinos
are rendering valuable services to Habilitat and
that they are fully worth the costs of the
compensation and benefits they are receiving.
This argument becomes difficult to accept,
however, when one examines how decisions are
made within Habilitat regarding the hiring and
fixing of salaries of employees. Under the
conditions prevailing in this organization,
Marino is in a position to exert influence over
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the way he and members of his family are
treated.

Of particular importance is the fact that
Vincent Marino sits on Habilitat’s board of
directors. This provides him with the means
both to determine his own compensation and
benefits and to place family members on the
payroll and increase their income from the
organization.

Although the board of directors still sets
the salaries for Vincent, Vickie, and Frank
Marino, this appears to be more a formality than
a practical restraint. Whenever board opposition
has been expressed to the frequent
compensation and fringe benefit requests
initiated by Marino on behalf of himself and
members of his family, the opposition has been
overcome and the dissenting members have
fairly quickly left the board. In some instances,
Marino and other Habilitat employees on the
board of directors have abstained from voting on
motions involving matters affecting their direct
interests (e.g., salary increases and benefit
plans). More frequently, however, they have
participated in and voted on actions where their
interests have been affected.

A couple of specific instances will
illustrate the nature of the situation prevailing
within Habilitat with respect to the Marino
family. One occurred backin 1974. In July 1974,
Vincent hired his brother Frank and made him a
vice president in charge of sales and marketing at
a salary of $25,000 per year. This was done
without providing any formal notice to or
receiving any official approval from the board of
directors. It was not until a year or so later that
Frank’s employment with Habilitat was noted
by the board of directors. It was only inmid-1976
when a 10 percent pay increase was proposed
for Frank (along with Vincent and Vickie) that
the board of directors received a job description
for Frank’s position even though he was
receiving the second highest salary in the
organization.

2. Examples of other family groups. The
Marinos are not the only family with several



family members deriving salaries and benefits
from Habilitat. We found numerous instances
where two, three, and even four members of the
same family were at one time or another
associated with Habilitat.

As of November 1, 1978, there were at
least 21 employees of Habilitat (including the
Marinos)—one third of the total-who were
related by blood or marriage to one or more
individuals on the staff or on the board of
directors of Habilitat. In addition to these 21,
there were a number of persons who were still
residents in the program and who were also
related to Habilitat employees.

In pointing out these family relationships,
we do not -mean to imply that no two related
persons should be associated with Habilitat
regardless of all circumstances. There might
well be situations under which such relation-
ships would be deemed proper and acceptable.
However, such determinations should not
be left to the discretion of one person,
Vincent Marino. Rather, they should be based
. upon definite and carefully considered criteria
which have been reviewed and approved by
Habilitat’s board of directors. In adopting
policies and procedures in this area, the board of
directors should devote special attention to the
elimination, or at least the minimization, of
conflicts of interest and even the appearance of
conflicts of interest. For both internal and
external reasons, Habilitat should avoid opening
itself to charges of favoritism and special
privilege.

Lack of grievance and appeal procedures.
By his own description, Vincent Marino is the
autocratic boss of Habilitat. He said that on a
number of occasions he has fired employees
(and expelled residents) on the spot for reasons
ranging from incompetence to such infractions
as returning to work from lunch with alcohol
on one’s breath. With the lack of clear policies
and procedures in many areas of Habilitat’s
management, this type of management style
undoubtedly creates a tough working situation
for the employees.

62

Both residents and by-products (program
graduates who have become Habilitat
employees) have at least some means of releasing
their emotions about Marino and Habilitat and
communicating to Marino their feelings about
their job and pay situations. This is through the
regular encounter games in which they are
required or encouraged to participate. While the
encounter games are apparently also open to
squares, they may not always feel at ease about
participating in them. Besides, there should be
more regularized procedures by which
employees of Habilitat are able to express
themselves and protect their rights as employees
and individuals.

At present, however, no administrative
machinery exists within Habilitat to provide
employees with an accepted way of expressing
grievances or of appealing decisions by Marino
which they may feel to be unfair, unreasonable,
or arbitrary. Habilitat’s board of directors
should be sensitive to this matter and should
establish means by which grievances and appeals
can be brought to the attention of the board for
final review and adjudication.

Lack of clear differentiation between
employees and residents. Another area where
very serious problems are being created by the
lack of adequate personnel policies and
procedures is that involving the differentiation
of employees from program residents. In most
programs, this would be no problem because no
overlap exists between program clients and
program employees. However, as described
elsewhere in this report, Habilitat includes as an
integral part of its program the gradual phasing
of clients from the status of residents to that of
graduates by providing most of them with
employment in the program—employment
which may, and often does, continue after
graduation from the program.

Under this arrangement, persons working
side by side in Habilitat might fall into several
categories—i.e., (1) residents in the re-entry
phase who are receiving little or no pay for their
work; (2) what used to be called “red tags,” who



were still considered residents, but who received
stipends amounting to over $400 per month;
(3) “by-products” who are program graduates
now working as regular full-time employees of
Habilitat; and (4) “squares” who are regular
employees who have never been participants in
the treatment program of a therapeutic com-
munity. Basically, no serious problem exists
with regard to the definition of the last
category. It is the differentiation among the
first three which presents difficulties.

Ideally from a program point of view, it
probably would be desirable for a person to be
able to move from the first category to the third
in such a manner that the change would be
imperceptible as it is occurring. This is based on
the concept that residents are more likely to
succeed in overcoming their problems if they
can be eased gently back into society.

However, there is another side to the coin.
Due to the ambiguities surrounding Habilitat’s
program which are discussed elsewhere in this
report, it is difficult, if not impossible, to know
when and just how well the program is
succeeding with a particular individual. This,
then, opens the program up to possible misuse
and abuse.

One danger is that virtually free labor
(provided by unpaid or lowly paid residents)
could be exploited to serve the ends of the
organization (securing income by which to
become economically self-sufficient) rather than
the needs and well-being of the residents.
Another danger is that residents could be kept
in the program and continued on public welfare
longer than necessary, thereby enabling both
the program and the residents to benefit
improperly from public financial support.

Still another danger in this situation is that
some persons could be allowed to remain overly
dependent upon the organization for an
indefinite period. As a result, one type of
dependence would merely be replaced by
another.
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To provide adequate safeguards for the
public, for the residents, for the employees, and
for Habilitat itself, it is important that clear
policies and procedures be established governing
the status of residents, employees, and those
who may be making the transition from one to
the other.

In developing these policies and
procedures, attention must first be given to
resolving some of the basic issues involved. As
we point out elsewhere in this report, Habilitat
must decide: (1) whether or not self-sufficiency
through profitmaking businesses is an
appropriate and feasible goal for the
organization and (2) the extent to which the
organization should rely upon its own resources
to provide training and rehabilitation for its
residents. How these issues are resolved will
determine how great the problem will be to
differentiate between residents and employees.

Assuming, however, that there will
continue to be some residents working within
the program, careful consideration should be
given to such matters as the following: (1) the
types of jobs and length of time residents will be
allowed to work at nominal pay; (2) the
conditions and restrictions under which
residents will be able to work for Habilitat and
receive pay, if they can at all, and still qualify
for the various types of government funding
which now support many of the residents; (3)
the merits and demerits of allowing residents to
become permanent employees directly after
graduation _instead of requiring them first to
experience an interval of successful performance
outside of the organization; and (4) the
procedures and evaluation criteria which should
be used for determining when a resident should
move from one category to another.

In considering these matters and developing
policies and procedures based upon them, .
Habilitat should work closely with all affected
government agencies to: (1) explain what is
intended and how the program is expected to
work, (2) coordinate Habilitat’s operations
with governmental requirements and



restrictions, and (3) utilize governmental
resources in the area of career preparation and
vocational training and rehabilitation to the
fullest extent possible.

Recommendations. We recommend the
following in this area of personnel policies:

1. Under the general guidance of the
board of directors, Habilitat should undertake
the development and implementation of an
adequate position and pay classification plan for
the organization, including the manner in which
promotions, demotions, transfers, and pay
adjustments will be made.

2. Habilitat’s board of directors should
initiate, develop, and promulgate appropriate
policies  for dealing with the problem of
nepotism within the organization. As part of this
action, the board of directors should carefully
review the status of all related persons currently
associated with Habilitar to determine how best
to eliminate, or at least minimize, the possible
adverse effects of having related persons within
the organization.

3. Huabilitat’s board of directors should
establish policies and procedures to provide
employees with an effective and reasonable
means of airing grievances and appealing
personnel actions taken by Habilitat’s
management.

4. Habilitat’s board of directors should
undertake an appropriate study of the matter of
employing residents within the organization.
Based upon this study, the board should adopt
policies and procedures governing the utilization
of the services of vresidents within the
organization and the conditions under which
permanent employment might be granted to
program graduates.

Conflicts of Interest in the
Movement of Personnel Between
Habilitat and Government Agencies

In the preceding sections, we discuss the
personnel practices and conditions that exist
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solely within Habilitat. In addition to these,
there are practices and conditions that prevail in
the relationship between Habilitat and the
governmental agencies with which Habilitat has
contracts of services. Of particular concern here
is the movement of personnel from Habilitat to
a government agency and vice versa.

There have been several cases where
personnel moved from a government agency to
Habilitat or vice versa with relatively brief
intervals occurring between the two affiliations.
In all of these cases, the persons involved almost
immediately began to represent their new
employers in dealings with the agencies with
which they were previously associated. In our
view, these represented conflict of interest
situations which should have been avoided.

There are potential dangers involved in the
movement of personnel between government
agencies and private organizations which must
regularly deal with each other in the pursuit
of their respective objectives.

Such dangers are particularly acute where
substantial material interests are involved and
where the government agencies are in a position
to grant contracts to or exercise regulatory
control over private organizations. In such
situations, the temptations can be great to take
advantage of close relationships to achieve
personal gain. Even where such temptations can
be resisted, the tendency might still be strong
unconsciously to confuse the public interest and
the private interest with one another.

Three specific cases which came to our
attention in this area are described below.

Employment of former city and county
of Honolulu official by Habilitat. The first
case occurred in mid-1977. A specialist in the
office of human resources of the city and
county /of Honolulu left his job and almost
immediately was employed by Habilitat.

Originally, the city and county was the
governmental agency through which NIDA



contracts were let to private drug abuse
treatment agencies, including Habilitat. It was
not until early 1977 that DOH’s alcohol and
drug abuse branch had become sufficiently
organized to take over the administration of the
contracts. In April 1977, the transfer of
responsibility for administering the NIDA
contracts was effectuated. This left the city and
county specialist without any function to
administer.

On July 1, 1977, he became an employee
of Habilitat. His position at Habilitat was given
the title of funds administrator, and he was put
in charge of administering all governmental
funds coming into Habilitat—including the funds
Habilitat received under its NIDA contracts.

Although the NIDA contracts by this time
were being administered by DOH rather than the
city and county of Honolulu, this person,
nevertheless, by virtue of his previous position
and experience, enjoyed a particularly strong
advantage in dealing with DOH and in gaining
favorable treatment for Habilitat from DOH.

In this particular case, the individual
involved appears to have violated the ethics
provisions of the Charter of the City and County
of Honolulu—certainly in spirit if not in terms
of legal technicality. The pertinent provision
of the City Charter is contained in section

10—105 under Article X, Standards of Conduct,
which reads as follows:

“Section 10—105. Future Employment. No
person who has served as an elected or appointed
officer oremployee of the city shall, within a period
of one year after termination of such service or
employment, appear for .compensation before any
agency of the city, or receive compensation for any
services rendered in behalf of any private interests in
relation to any case, proceeding or application with
respect to which such person was directly concerned,
or which was under his active consideration, or with
respect to which knowledge or information was
made available to him during the period of said
service or employment.”

Whether or not the transfer of the NIDA
contracts from city and county administration
to state administration provides a technical
loophole through which this individual might be
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able to slip, we are not in a position to
determine. It is obvious, however, that the clear
intent of this section was violated in this
instance.

Employment of Habilitat’s former business
manager by DOH. The second case involves a
movement in the other direction—from Habilitat
to DOH. In this instance, Habilitat’s business
manager left Habilitat in late July 1976, and by
September 1976, was a program specialist with
DOH’s newly formed alcohol and drug abuse
branch.

This particular individual was employed by
Habilitat in August 1972, and for most of four
years served as the organization’s business
manager and chief financial officer. Almost
immediately after her employment with DOH,
she was made a member of the DOH team which
inspected Habilitat for compliance with its
NIDA contract with DOH. She continues to
exercise an influential role in DOH’s evaluations
of Habilitat.

In situations such as this, a previous
relationship might have a detrimental or a
beneficial effect upon the private agency doing
business with the government. For the
protection of all concerned and to avoid
awkward situations which need not arise,
government agencies as well as private
organizations should be especially sensitive to
the potential for conflicts of interest. Thus, in
this case, DOH should have at least refrained
from assigning the former employee to inspect
or otherwise have direct contact with Habilitat
for a time. After such period of insulation, no
such assignment should be made until it is
clearly determined that the employee’s
performance is not likely to be unduly affected
for or against his or her previous employer.

Employment of a Habilitat graduate by
DSSH. The third case is similar to the second,
but involves DSSH and a Habilitat graduate.

In this case, a Habilitat graduate met the
qualifications of an eligibility worker for the
income maintenance section of DSSH. She was



hired and assigned to the Kaneohe office of that
unit. Her initial assignment was to.work on
Habilitat cases.

Again, for the reasons cited above this
created an undesirable conflict of interest
situation. A recent graduate and employee of
Habilitat is likely to be too emotionally involved
with the organization to be able to maintain
an impartial attitude toward Habilitat and
residents in the program who might also be
recipients of or applicants for public welfare
assistance.

Preventive measures needed. To guard
against and reduce the potential for conflicts of
interest arising from the movement of personnel
from government to private agencies and vice
versa, attention needs to be given to the
institution of protective measures. One measure
coming increasingly into use is the establishment
of a formal prohibition against the immediate
employment of a person from one side to the
other side. Frequently, a waiting period of one
year is stipulated before such an employment
will be legally sanctioned. In some cases, the
waiting period might be longer.

Under a less stringent restriction, employ-
ment might be allowed, but direct participation
in negotiations and other relationships between
parties on the two sides would not be allowed
until after a waiting period has elapsed. Such a
waiting period is often set at one year, but
shorter or longer periods might be set.

Recommendations. We recommend that
Habilitat, DOH, and DSSH review carefully
their existing personnel policies and practices
with the objective of eliminating, or mini-
mizing to the fullest extent possible, conflicts
of interest which might arise from employees
or program residents moving between public
and private agencies having close working
relationships with one another. Based upon this
review, appropriate safeguards should be
established to prevent serious conflicts of
interest from arising. Such safeguards might
include:
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1. Dmposition of a waiting period of at
least one year between leaving employment or
program participation on one side and taking
employment on the other side.

2. Placement of vrestrictions against
letting an employee represent his organization in
dealings with another organization with which
the employee wmight have been previously
associated—at least for a waiting period of one
year or more.

Inadequate Government Surveillance of
Habilitat’s Personnel Policies and Practices

Although Habilitat is a private agency, its
personnel policies and practices should be a
matter of concern to the various governmental
agencies which have contracts with Habilitat.

The duty of governmental agencies to make
Habilitat’s personnel policies and practices their
business arises from the fact that public funds
flow to Habilitat under the contracts made by
the agencies with Habilitat. The agencies have an
obligation to ensure that the funds are used for
the purposes intended, that the funds produce
the results sought, and that all Ilegal
requirements concerning the use of the funds are
met by Habilitat. To the extent that Habilitat’s
personnel policies and practices affect program
results or cause or allow Habilitat to circumvent
legal requirements, the governmental agencies
have the right, indeed the responsibility, to insist
on corrective measures.

However, neither DSSH nor DOH is much
concerned about Habilitat’s personnel policies
and practices. In some instances, it seems that
the agencies tend to condone policies and
practices which detract from program results
or deviate from legal requirements. Some
examples are described below.

Career preparation and vocational training.
A major program of Habilitat is the career
preparation and vocational training and



rehabilitation program. This program is pursued
almost exclusively through. the resident
employment program in which the clients
perform work of the organization.

It should be a matter of prime concern to
DSSH and DOH that the resident employment
program is truly and effectively a career
preparation and vocational training and
rehabilitation program and is not simply a means
of obtaining low-cost labor for the
organization’s drive toward economic
self-sufficiency.

Yet neither DSSH nor DOH—especially the
former because it is the one most significantly
responsible—has done much to stay on top of
the situation at Habilitat and to require
corrective action where indicated. It was only in
1978 that DSSH began to delve into the
so-called red tag program (described in the
preceding chapter) and to question Habilitat’s
manner of running the program. Even then, the
primary focus was on the financial ramifications
of the program and little or no attention was
given to its impact on residents. As a result,

DSSH still does not know whether or not
Habilitat has a real program of career
preparation and vocational training anc

rehabilitation for its residents.

Circumvention of budget guidelines govern-
ing POS contracts. In the area of contract
administration, DSSH has established guidelines
governing the preparation of budgets to be
included under its POS contracts (purchase
of service contracts under Title XX of the
Social Security Act). These guidelines set upper
limits on salaries which can be paid under the
contracts and restrict salary increases for
contract-supported positions to amounts not to
exceed 6 percent per year. Habilitat, however,
has not been restricted by either of these
limitations—due apparently to the fact that the
POS contracts are not its only source of support.
Although about 98 percent of the funding for
Habilitat’s general fund comes from government
sources, the amount derived from POS is a much
smaller percentage.
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DSSH’s approach to the problem of these
budget guidelines being disregarded has been to
disguise this fact rather than try to do something
about it. Thus, in the proposals which Habilitat
submits to DSSH and which become part of
its POS contracts with DSSH, Habilitat does not
show the total actual salaries paid to many of its
employees covered by the contract but rather
shows much lower salaries which happen to fall
within the guidelines.

According to Habilitat, it has been
instructed by DSSH to follow the practice of
reporting only partial salaries for many of its
employees. We were unable to obtain any
satisfactory explanation from DSSH as to why
this practice has been allowed. Spokesmen for
the department maintain, however, that it makes
no difference because the amounts charged to
the POS contracts do not exceed the budget
guidelines.

We do not concur with this point of view.
First of all, we do not believe it is proper to
include in the contracts documents which
contain incorrect and misleading information.
Second, we do not feel that government funds
from other sources should be allowed to be used
to circumvent restrictions imposed upon the use
of POS contract funds. If the restrictions are
felt to be desirable and reasonable, then the
State should do everything possible to abide by
the restrictions. This includes making sure that
all state programs are adequately coordinated so
that one program cannot be used to undermine
the provisions of another program.

Failure to prevent the misapplication of
public welfare funds. As we indicate elsewhere
in this report, many of the jobs within
Habilitat’s administrative structure have
been filled not with regular employees but with
residents in the treatment program. Some of
these residents receive minimal compensation
for their services. Others, however, have been
paid so-called “‘stipends” which have amounted
to more than $400 per month in many
instances. At the same time, many of these same
residents are considered incapacitated under



DSSH’s requirements governing eligibility to
receive various forms of welfare
assistance—including public assistance, food
stamps, Medicaid, and treatment services under
POS and NIDA contracts between Habilitat and
the State.

Stipends paid to residents have come out of
Habilitat’s general fund even though some of the
residents work in activities which fall outside of
the general fund (i.e., sales, marketing, and
fundraising activities the income from which
goes into either the sales and marketing fund or
the capital fund of Habilitat). With 98 percent
of the general fund’s income derived from
governmental sources (including welfare and
food stamp receipts as well as POS and NIDA
contract income), most of the stipend

payments have been borne by the government
even though this does not appear to be an

intended or authorized use of these particular
government funds. At the same time, by paying
stipends in the amounts indicated, Habilitat has
provided many of the recipients with income
which exceeds the limits allowed for them to
qualify for public assistance.

This problem is discussed more fully in
chapter 12 where we examine Habilitat’s
financial operations. However, it is mentioned
here to indicate that the affected government
agencies—especially DSSH—must monitor
Habilitat’s employment policies and practices if
they are to protect adequately the use of public
financial resources. This is not to say that an
in-house job training program at Habilitat should
not be financed out of government funds.
However, such a program should be explained
and justified to the government, and it should be
financed through funds authorized for this
purpose by an appropriate government agency.
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Government funds legally designated for other
purposes should not be diverted to carry out
such a program as presently seems to be the
case.

Recommendations. With respect to
governmental monitoring and control of
Habilitat’s personnel policies and practices, we
recommend as follows:

1. DSSH and DOH should review
Habilitat’s personnel policies and practices in
relation to Habilitat’s program of career
preparation and vocational training and
rehabilitation to determine how well the latter
meshes with the former and to assess whether or
not the needs and rights of the residents are
being adequately served at present in the way
residents are employed by Habilitat. Where
improvements are indicated on the basis of this
review, the two departments should work with
Habilitatr to find ways to make these
improvements.

2. DSSH and DOH-particularly the
former—should carefully review Habilitat’s
personnel policies and practices to determine
whether or not all requirements under the POS
and NIDA contracts are being met and all other
government wmonies going into Habilitat are
being used for the purposes for which the
monies are made available. DSSH should take
special care to see that its contracts contain
accurate information and conform to all estab-
lished guidelines, and should coordinate with
DOH to ensure that consistent policies are made
applicable to Habilitat. Where corrective actions
appear to be needed, the two departments
should initiate steps to make the appropriate
changes, working as cooperatively as possible
with Habilitat.



PART IV

ASSESSMENT OF HABILITAT'S FINANCIAL MANAGEMENT
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Chapter 10

INTRODUCTION

In this part, we focus attention on
Habilitat’s performance in the area of financial
management and the effects of governmental
activity on this performance. With Habilitat
handling several millions of dollars per year,
including over $1 million in governmental funds,
these constitute critical areas of public concern.

In chapter 11, we review Habilitat’s overall
approach to carrying out its functions and
responsibilities in the area of fiscal operations.
We also review the impact of governmental
activities as they relate to the financial admin-
istration of agencies such as Habilitat. In
chapter 12, we examine in some detail several
specific areas of fiscal operations where very
grave problems came to our attention in the
course of this audit.
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Summary of Findings

1. There has been a marked absence
of leadership within Habilitat to manage
Habilitat’s fiscal affairs. As a result, Habilitat’s
fund accounting and budgeting systems and
accounting practices have been flawed in a
number of respects. DSSH and DOH for their
parts have been grossly deficient in their
approach to funding Habilitat.

2. Habilitat has engaged in a number of
questionable financial transactions and practices.
These transactions and practices were aimed, in
part, at ensuring that Habilitat would not lose
financial support from government.



Chapter 1

AN ASSESSMENT OF OVERALL
FINANCIAL ARRANGEMENTS AT HABILITAT

A very large proportion of the dollars
received and spent through Habilitat is derived
from governmental sources. Both Habilitat and
government, therefore, have a vital stake in the
manner in which these resources are handled.
From both their points of view, the purpose of
financial management should be to manage fiscal
resources in the most effective and efficient way
possible to carry out their respective objectives
and to fulfill their respective responsibilities.
This chapter notes how well Habilitat and the
governmental agencies concerned are performing
in achieving that purpose.

Summary of Findings

Our general finding is that there are
significant weaknesses and deficiencies in the
way both Habilitat and the State of Hawaii are
performing in the area of financial management.
Specifically, we find as follows:

1. Habilitat’s board of directors and
management staff have demonstrated a lack
of leadership in directing Habilitat’s fiscal
affairs.

2. Habilitat’s fund accounting system
does not adequately safeguard the use of
monies earmarked for capital improvements,
and does not provide an accurate allocation of
administrative costs among the funds.
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3. Although improvements have been
made in the past two years, Habilitat’s account-
ing system and acéounting practices still require
attention. Adequate policies, procedures, and
guidelines and control mechanisms are still
lacking in some areas. A number of questionable
accounting practices have been allowed to con-
tinue within the organization.

4. Habilitat’s budgeting system is weak.
For the current fiscal year starting on July 1,
1978, a budget was not completed for sub-
mission to the board of directors until late
November 1978,

5. DSSH and DOH have paid inadequate
attention to the financial management of
Habilitat. Among other things, the agencies
fail to coordinate their efforts with one another;
allocate available funds to Habilitat and other
private organizations on a mechanical formula
rather than on a programmatic basis; and
inadequately administer and monitor their
contracts with Habilitat.

Generally Unsatisfactory Situation
Surrounding Financial Management
at Habilitat

Fiscal operations should serve to enable
Habilitat and the affected government agencies
to know what resources are available, to plan
for the most effective use of these resources,
to control the use of the resources.and assure



the propriety of such use, to determine how
the resources were actually used, and to
evaluate performance in the utilization of the
resources.

However, rather than being a tool for
facilitating action and enhancing performance,
financial management at Habilitat—as carried
out by the organization and affected by govern-
mental actions—has had some opposite effects.

Focus of Audit on Habilitat’s
General Fund for Fiscal Year 1977—78

Before shifting attention to the specific
deficiencies affecting financial management
of Habilitat, it should be noted that the focus
of our audit on finances was on Habilitat’s
general fund activities for the fiscal year
ending June 30, 1978,

Our examination of Habilitat’s financial
transactions during fiscal year 1977-78
indicates that all government funding for the
organization was received by, expensed out of,
and presumably accounted for in this fund.
In fact, the general fund was almost entirely
supported by state-appropriated funds and
federal funds from programs for which state
agencies have administrative and monitoring
responsibilities.

revenues, according fo
Habilitat’s financial  statement, totaled
$1,165,768 for fiscal year 1978, including
$111,003 of donations in kind consisting of
food, clothing, and supplies. Amounts recorded
as revenues on account of donated items are
offset by expenditures in equal amounts as the
donated items are consumed. The result is that
donated items have no net effect on financial
statements. For this reason, the $111,003 of
donations in kind received by Habilitat in fiscal
year 1978 was not examined in our review.

General fund

Of the remaining $1,054,765 in general
fund revenues, $1,018,719 or about 98 percent
were public funds. The other approximately
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$36,000 was received from parental support
(§11,674) and public donations ($24,372).

A breakdown of the public funding as
shown in the fiscal year 1978 financial state-

ment is as follows:

Direct resident support:

Welfare receipts . ........ $ 315,217
Food stamps . .......... 47,186
Family court . .......... 9.573
Subtotal - - c s seeee 2 0 s 371,976
Program service fee revenue:
Purchase of services
(Title XX program) . ...... 368,570
National Institute of Drug Abuse
Contract w5 vz s g wiosrua 8 3 278,173
Subiotal . 2l Y e s 646,743
Total - i ¢ i %55 0000 o $1,018,719

Lack of Leadership and Nonfulfillment
of Responsibilities by Habilitat’s Board
of Directors and the Executive Director

One of the most obvious deficiencies
affecting financial management at Habilitat
is the lack of leadership and proper direction
and the nonfulfillment of financial and
fiduciary responsibilities by Habilitat’s board
of directors and the executive director.

Board of directors. As in all other manage-
ment areas, Habilitat’s board of directors is
ultimately responsible for what is done or not
done in the area of financial management.
Indeed, in the case of nonprofit, tax-exempt
organizations, financial and business manage-
ment is the area in which the boards of directors
are generally expected to exert the most
influence and provide the strongest leadership
and direction. This is one of the reasons why
the business community is so heavily repre-
sented on the boards of nonprofit organizations.
The largest identifiable grouping within
Habilitat’s own board presently consists of
persons from the business world.



In Habilitat’s case, however, the board of
directors has shown no leadership or commit-
ment in the area of business and financial
management. Just as it has in the other areas
of its responsibilities, the board of directors
has given almost all decisionmaking authority
to the executive director, Vincent Marino.
To meet legal requirements, some matters are
submitted to the board of directors, but the
action of the board in these cases is a mere
formality.

The board’s lack of commitment to fulfill
its obligations in this area is evidenced by its
failure properly to organize and equip itself to
handle financial matters. Note the following.

1. Failure to organize itself. There are
at least two ways in which the board could
structure itself to handle financial matters.
One way is for the board as a whole to serve
as a finance and audit committee. The second
is to delegate authority in this area to a commit-
tee of the board composed of a lesser number
of members who are willing and able to give
specialized attention to financial and business
matters.

In the case of the second alternative, the
committee would, subject to overall review
and approval of the whole board, set basic fiscal
policy and monitor performance in carrying
out the policy. It would also be responsible
for ensuring an objective outside audit of the
books of Habilitat.

Generally, the second option is more
suitable where the board composition is fairly
large. In any event, the Habilitat’s board has
yet to structure itself, on the basis of the board
as a whole or on the basis of a committee of the
board, to enable it to function effectively in
carrying out its financial duties.

2. [Failure to delineate the decisions
to be made by the board. The board of directors
needs to reserve for itself the making of key
decisions in the fiscal area. Some fiscal authority
and responsibility can be delegated to the
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executive director and the staff, but such dele-
gation should be within definitely prescribed
limits.

Habilitat’s board has not clearly delineated
the decisions which the board has reserved for
itself and the scope and limits of the decisions
which the staff may make. Virtually all fiscal
decisions, therefore, are presently being made by
Marino and the staff.

In 1976, a management consulting firm
hired by Habilitat recommended that the
following matters be subject to the approval
of the board of directors, rather than be left
to the discretion of the executive director and
his staff:

(1) All contracts for goods or services over
$5000 per year.
(2) All new ventures involving an investment
of labor or capital over $1000 prior to
their initiation.

(3) All anticipated purchases over $5000.

(4) All contracts,
purchases over
budgeted.

leases, and anticipated
§1000 not previously

(5)

The long-term plans, goals, and objectives
of Habilitat.
(6)

The internal control system.
(7) The hiring of all personnel with pay levels
above $9000 per year.

(8) Increases in the level of employees or
residents per facility over budgeted levels.
(9) Hiring of auditors and management con-
sultants where fees will exceed $1000.

While one might feel that some of the
specific provisions in the above list are either
too liberal or too stringent, nevertheless the list
itself provided Habilitat’s board with a useful



guideline in establishing the jurisdiction of the
board and the allowable limits of staff discretion
in financial matters. The consultant’s recom-

mendations, however, were not seriously
considered by the board.
3. Failure to establish information

system. From time to time, the board receives
some financial information from the staff.
However, the board has not established and has
not insisted on the creation of a system that
would supply the board with fiscal information
on a consistent and regular basis. Without such
a system, the board cannot really know and
understand what is happening in the whole
business and financial area.

The consequence is that when information
is provided to the board it is usually after the
fact and relatively meager in scope and content.
This is illustrated by the example used in an
earlier chapter in which Marino simply
announced to the board on two separate occa-
sions that drastic reductions had been made in
staffing due to supposed cutbacks in government
funding. No specific justification for the action
was either requested or supplied in either case,
and no subsequent explanations were provided
for the almost immediate refilling of most of
the vacated positions.

4. Board's ready acquiescence to
Marino’s proposals. Not only is the board of
directors’ general indifference to the importance
of financial management evidenced by its failure
to organize and equip itself properly to deal
with finances, but it is also demonstrated by its
ready acquiescence to the acts and proposals of
Vincent Marino, which have grave fiscal implica-
tions.

It is true that there have been individual
board members who have disagreed with
Marino’s actions and proposals to the point
where they have resigned. As a whole, however,
the board has compliantly gone along with
Marino on almost every proposal he has made. '
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The board’s willingness to go along with
Marino’s actions and requests is not confined to
those matters of material benefit to Marino and
his family. It extends to matters affecting
Habilitat’s financial operations. This is shown
in the way business ventures and real estate
dealings are handled. It is shown by ready
acceptance of the continuation of telethons
in the face of a rapid decline in the rate of
return for this form of fundraising. It is shown
by the widespread nepotism which is allowed to
go unquestioned at Habilitat. Finally, it is shown
by the mishandling of government funds which
has been allowed to occur and which is discussed
in the next chapter.

5.  Summary. In sum, it might be said
that the board’s indifference to Habilitat’s fiscal
matters evidences insensitivity to its fiduciary
responsibilities.

For all of the faults which are laid at the
feet of Vincent Marino in this report, Habilitat’s
board of directors must share a portion of the
blame. Where they did not know what was
happening, they should have known. Where they
did know and did nothing, they should have
exércised better judgment and should have
prevented the excesses which have occurred.

Executive director. Vincent Marino’s role
as executive director in this situation cannot
be minimized. To the extent there have been
improper or inadequate leadership and a lack of
sensitivity in the area of fiduciary responsibility,
he must bear the brunt of the blame. Through
his domination of the board of directors and
through his appropriation of broad discretionary
authority in business and financial matters, it
can be said that he is responsible for most of
the decisions which are made or not made in
this area.

Marino’s administrative weakness in this
area of business and financial management is
evident in part by the rapid turnover that has
been occurring in the two top financial positions
in the organization—those of general manager
(formerly business manager) and controller



(formerly chief accountant). Marino is directly
responsible for all of the hirings and firings
involved.

Whether the persons who have left these
two positions within the past two years were
incompetent or whether they simply were
unable to get along with Marino, the shortness
of their stay in the positions reflects negatively
on Marino’s administration. No continuity in
fiscal management has been possible because
of the rapid turnovers. Thus, Habilitat has been
unable to install fiscal management improve-
ments which even Habilitat recognizes as being
needed. Rather, the rapid changes in the two
positions have caused interruptions and added
delays in the inauguration of needed improve-
ments.

Recommendations, We recommend as
follows: Habilitat’s board of directors should
assert leadership and overall control and direc-
tion over the organization’s financial operations.
To this end, it should:

1. Establish a finance and audit com-
mittee to establish basic fiscal policy for board
approval and to oversee the organization’s
financial activities.

2.  Delineate the key financial decisions
which the board reserves to itself. The 1976
management consulting firm’s recommendations
in this area should serve as a source material in
delineating these key financial decisions.

3. Require the development and imple-
mentation of a financial information and
reporting system that will enable it to know
what is going on in the organization and that
will assist the board in making key financial
decisions.

4. Habilitat’s board of directors and the
executive director should take steps to ensure
continuity in the key fiscal positions within the
organization.
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Deficiencies in Habilitat’s
Fund Accounting System

Another deficiency in Habilitat’s financial
management is its fund accounting system.
Financial transactions are not accounted for
properly within and between the funds.

Description of Habilitat’s fund accounting
system. Before making an assessment of
Habilitat’s fund accounting system, this system
should be briefly described.

For purposes of accounting and financial
reporting, Habilitat’s operations are separated
into the following three funds:

1. General fund. This fund is used
primarily to support the residents in the rehabili-
tation program. Receipts are derived from the
residents’ state welfare payments, food stamps,
family court fees, parental support, public
donations, and program service fees from two
contracts with the State of Hawaii. Funds are
expended for room, board, other living
expenses, and stipends, and for clinical and
administrative support services, such as salaries,
supplies, and rent.

2. Capital fund. This fund is used to
support the following three activities: (a) fund-
raising in the private sector, such as telethons,
sale of “Home Grown” record albums, cook-
books, and Christmas trees; (b) vocational and
occupational therapy activities for the residents
of the program, such as pool cleaning, land-
scaping services, and sale of wood products:
and (c) real property rentals, such as staff
housing and other general fund buildings.
Funds are used to carry on the various fund-
raising and therapy activities and to acquire
and improve buildings for the program.

3. Sales and marketing fund. This fund
was established for the training and employ-
ment programs for the residents of Habilitat.
Revenues are derived primarily from the sale
of advertising specialties and T-shirts. Fund
expenses consist of those related to carrying



on the sales activities including the costs of
maintaining a sales branch office in Baltimore,
Maryland.

Shortcomings in Habilitat’s fund account-
ing system. Habilitat’s fund accounting system
deficiencies are discussed below.

1. Failure to place proper safeguards
on funds earmarked for capital purpose.
Habilitat is failing to place sufficient safeguards
to protect the integrity of monies contributed
by donors specifically for the purpose of
acquiring real property and facilities. Safe-
guards are needed to ensure that such monies
are used only for the purposes contributed.
Habilitat is failing in this regard in two respects.

First, Habilitat is failing to segregate suffi-
ciently these monies from other funds. Habilitat
does maintain a “‘capital fund” into which the
monies earmarked for capital purposes are
deposited. However, receipts generated from the
fundraising activities of the therapy and voca-
tional training program are also deposited into
this capital fund.

Second, Habilitat has placed insufficient
restrictions and controls on the use of the
monies deposited into the capital fund for
capital purposes. On paper, there are some
restrictions.

When the outside auditors prepared the
financial statements for the year ending June 30,
1978, restrictions were placed on the funds
raised by the telethons. Telethon funds have
been solicited on the express representation
that they would be used only for capital
projects.

The restrictions, however, only partially
cover the funds intended for capital purposes.
The only monies restricted are the net receipts
obtained from the 1977 and 1978 telethons.
For reasons unknown to us, the restrictions
are not extended to the income received from
the 1976 telethon. Moreover, no monies other
than telethon receipts are restricted. These
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other monies paid into the capital fund and
intended for capital improvements are fairly
substantial in amount.

Not only are the restrictions partial in their
coverage, but they are also not being adhered to.
The restrictions have been rendered meaningless
by the practice of interfund transfers. Funds
from the capital account have been transferred
to both the general fund and the sales and
marketing fund through the use of “Interfund
Advance” accounts. Capital funds have been
transferred to these other accounts because
these other accounts have fallen short and have
not been able to pay all of the expenses properly
chargeable to them.

As of June 30, 1978, the general fund
owed the capital fund $139,350, while the
sales and marketing fund owed the capital fund
$109,355. Our analysis reveals that the general
fund and the sales and marketing fund cannot
readily repay the capital fund. In fact, it is
questionable whether the amounts owed can
ever be paid back without seriously affecting
the operations and programs of Habilitat. We
base this conclusion on the weak financial
position of the general fund and the sales and
marketing fund. At June 30, 1978, the general
fund had a deficit of $84,569, and the sales and
marketing fund also had a deficit of $32,594.
This means that, for both funds, the liabilities
exceeded the assets in the funds.

Using capital funds to subsidize the opera-
tions and programs of Habilitat can have serious
consequences. First, portions of these funds
(including those raised by telethons) were
contributed by many individuals and businesses
upon the express representation that their
contributions would be specifically used to
acquire additional facilities for the residents
of the program. Their diversion to other uses
is a breach of the fiduciary obligation owed
by the board of directors to the contributors.
Second, since there is no assurance that the

programs and sales ventures of the other
funds will be successful enough to repay the

capital fund advances, the capital fund is



subjected to risks it otherwise would not
be required to endure, including the risk of
inability to take advantage of favorable market
conditions in the acquisition of real estate or the
construction of improvements.

2. Failure to allocate administrative
costs. Habilitat fails to allocate properly its
administrative costs among the various funds.
For example, the executive director’s salary
is paid entirely out of the general fund even
though the executive director involves himself
in activities, such as telethon fundraising, the
costs of which are otherwise borne by the other
funds. Likewise, the financial manager’s salary
is charged only against the general fund
even though his duties extend to activities
funded by the capital fund and the sales and
marketing fund. The cost of the salaries of the
administration department is also charged
entirely to the general fund, with no alloca-
tion to the other funds, even though the
administrative personnel, such as accounting
personnel, service the activities of the other
funds. The rent for the office used by the
executive and administration departments is
another cost which is charged only to the
general fund. This, despite the fact that the
executive department involves itself quite
deeply in the activities of the capital and sales
and marketing funds.

Habilitat has been unable to provide us
with an acceptable justification for their failure
to allocate these overhead and administrative
costs. It maintains that it would be too much
work to allocate administrative costs precisely
and that these costs are primarily the responsi-
bility of the general fund anyway. However,
there appears to be no excuse for their lack of
attention to this problem, especially when some
other administrative expenses, such as computer
charges, audit fees, and legal fees, are being
allocated among the funds.

This overloading of the general fund is
particularly significant when it is recognized
that all monies from government sources
received by Habilitat are paid into the general
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fund and constitute about 98 percent of the
total receipts of the general fund. To the extent
that charges are improperly made against the
general fund, the burden is borne by govern-
ment.

In this connection, we note that if some of
the costs now paid for entirely from the general
fund were to be properly allocated to the other
funds, the amount which is due the capital fund
from the general fund on account of the inter-
fund transfers described above may be less than
what now appears on the record. This observa-
tion does not diminish our findings above on the
lack of sufficient safeguards to protect the
integrity of monies contributed by donors
specifically for capital acquisition and improve-
ment. The interfund transfers were made not for
the purposes of allocating administration costs
but for the purposes of bailing out the cash-
short general fund (as well as the cash-short sales
and marketing fund). It is that practice that we
found highly objectionable in the earlier section.

Recommendations. We recommend that
Habilitat’s board of directors and staff take
appropriate steps to assure proper and accurate
fund accounting. Specifically we recommend
that:

1. Adequate controls be installed to
prevent the diversion of funds contributed by
donors  specifically  for the purpose of
acquiring and improving real property to other
uses.

2. - Habilitat properly allocate administra-
tive and overhead costs among the general,
capital, and sales and marketing funds.

Deficiencies in Habilitat’s Accounting Controls

Two years ago, in preparation for an
audit of its books for 1976—77 by an outside
auditor, Habilitat employed an accountant
under contract to get its books into shape.
The contract accountant made considerable
improvements to Habilitat’s system of keeping



its accounts. Before the engagement of this
accountant, Habilitat’s accounting system
left very much to be desired.

The outside auditor ‘sought to further
improve Habilitat’s accounting system by
making recommendations to correct certain
serious deficiencies which it found in the course
of auditing the books for 1976-77. The
deficiencies included:

(1) Duplicate payments to vendors.

(2) Interfund transactions recorded in only
one fund.

(3) Journal vouchers not approved prior

to payments,

(4) Lack of voucher support for check
requisitions.
Habilitat’s management has attributed

many of its accounting-related problems to the
high employee turnover in Habilitat’s account-
ing staff. It maintains, however, that constant
progress has been made since the 1977 audit.

Our review confirms that the present
situation seems to be much better than what
it was in 1976-77. This does not mean,
however, that the present situation can be con-
sidered satisfactory. Many weaknesses and
deficiencies still exist.

Habilitat still suffers from a general lack
of sound accounting policies, procedures, and
guidelines. The organization has no accounting
manual which sets out the duties of accounting
personnel or specifies the accounting policies
and procedures to be followed. Accounting
transactions have sometimes been handled in
a manner contrary to generally accepted
accounting principles. Policies and control
over cash receipts and the disbursement process
are nonexistent in some cases and often ignored
where present.
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Specific shortcomings are discussed more
fully below.

Poor internal controls. At the heart of any
accounting system is its system of internal
controls—i.e., the plan of organization and
methods within an entity by which it can ensure
the accuracy and reliability of its accounting
data, promote operational efficiency, and
assure adherence to applicable laws, policies,
rules, and regulations of the various levels of
government and of the entity itself. A sound
system of internal controls includes two basic
elements: (1) the adoption of procedures re-
quiring prior authorization of expenditures,
prompt collection of revenues, accurate and
timely recording of transactions, and control
of assets and liabilities; and (2) the assignment
of duties in such a manner that no one
individual controls all phases of a transaction
without a cross-check by some other individual.
Habilitat’s system of internal controls leaves
much to be desired.

1. Failure to prevent duplicate pay-
ments. Habilitat lacks sufficient controls to
prevent duplicate payments. For the fiscal
year ended June 30, 1978, there were several
instances where individuals were paid more
than once for the same service or for the same
purpose. In one specific instance, a resident
was paid his achievement bonus for advancing
to red tag status three times within a four-
month period, thereby collecting $750 instead
of the wusual $250. In another instance, a
financial advisor was paid a consulting fee of
$480.76 twice in less than a month for the
same professional services rendered. In still
another instance, a resident was paid a child
care allowance two times for the same month.

The problem here is with the payment
approval system. The need for approval before
payment is sometimes ignored. In addition, cash
disbursements are often made without any
vouchers or documentation to substantiate the
validity of the disbursement.



2. Inadequate control over long distance
telephone calls. The procedures established to
control long distance telephone calls are far
too frequently ignored by the staff and residents
of Habilitat. As a result, numerous long distance
calls have been made without any record as
to the person making the call, the reason for the
call, and whether prior authorization has been
received to make the call. There have been many
months when Habilitat’s accounting department
could not reconcile long distance telephone
charges against internal telephone log slips.

In fiscal 1978, long distance telephone
charges amounted to around $10,000. This is
a substantial amount. Management needs to take
all measures necessary to ensure that the estab-
lished procedures are properly followed and that
improvements are made to prevent individuals
from making unauthorized long distance
telephone calls.

3. Lack of travel policies and procedures.
For some time, Habilitat had no written travel
policy at all covering such matters as per diem
allowances or expense reporting. Reimburse-
ments were thus often made without invoices
or receipts to substantiate the expenditures.

For example, in the fiscal year ending
June 30, 1978, extremely limited documenta-
tion was submitted to support the $10,728.77
paid to the executive director (Vincent Marino)
from the general fund’s travel account.
Similarly, very little documentation was
submitted to support payments for travel out of
the sales and marketing fund. With respect to
this sales and marketing fund, during the first
eight months of the fiscal year, most trips
were paid for by advancing cash to the trip

leaders. An accounting of such cash was rarely
made.

In October 1978, Habilitat’s general
manager finally issued a memorandum setting
forth some policies and procedures covering
expense reporting by staff members. This
represents an improvement over the very loose
situation prevailing up to that time. However,
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this written policy still suffers from deficiencies.
For one thing, it establishes no definite guide-
lines governing the amounts of expenses that
will be allowed or considered reasonable. For
another, it does not provide for a proper system
of checks on expenditures by the executive
director. In the latter case, there should be
review and approval at the level of Habilitat’s
board of directors completely independent of
the executive director.

4. Loose control over “‘business lunches’
account. Habilitat has no formal policies or
guidelines on the matter of reimbursing
employees for business meals. It has no rules, for
instance, which define when an employee may
be reimbursed for meals, what the dollar limit
is for each meal, and how an employee’s claim
for reimbursement is to be filed and processed.
As a consequence, disbursements for business
lunches are often inadequately substantiated
and sometimes of questionable propriety. Note
the 197778 experience.

During 1977-78, almost $5000 was
charged against the general fund “business
luncheon™ account. $950 of this was actually
rental payments. Due to miscoding it was
erroneously charged to this account.

More than $3500 of the account was
paid to the executive director (Vincent
Marino). A substantial portion of this sum was
for meal and entertainment expenses incurred
by the executive director in the company of
persons  closely associated with Habilitat—
present or former employees, residents,
directors, and consultants. The purpose listed
for several of these luncheons was Habilitat’s
telethon. It seems rather obvious that these
expenses should not have been charged to
Habilitat’s general fund, but rather should
have been reflected as a direct cost against
the telethon account under Habilitat’s building
fund.

Reimbursement vouchers for this sum
of more than $3500 were incomplete in most
cases, and generally lacked invoices or receipts



to substantiate the expenditures made. In
addition, some of these reimbursements
appeared to be excessive. Then, in some cases,
the indicated purpose of the expenditures
appeared to fall outside of any reasonable
definition of “business luncheons.” For
instance, $260 constituted purchases from a
liquor store and $120.36 was for hosting a
consultant at a night club show.

Questionable accounting practices. Habilitat
has followed a number of accounting practices
which are highly questionable. Some of the
more doubtful ones are described below.

1. Expenditure of wundeposited cash
receipts at Baltimore office. At Habilitat’s
Baltimore branch office $1839 in undeposited
cash receipts was used to make a down payment
in the purchase of two automobiles. This trans-
action might have been an isolated case.
However, using undeposited cash receipts to
purchase any item is a poor accounting practice.

The use of undeposited cash receipts to
make purchases can distort the financial state-
ment of the organization. This is particularly
so, if the purchase goes unrecorded. Even more
serious, this practice lends itself to potential
misuse of organizational funds.

2. Failure to account for all govern-
mental funding. For 1977—78, Habilitat failed
to provide in its financial statements an accurate
and full disclosure of the total governmental
funds it received during the year. Specifically,
Habilitat understated in its statements the
amounts it received in general assistance
(welfare) and food stamps. This understatement
resulted because Habilitat failed to include as
“receipts” in Habilitat’s statements those
portions of the general assistance and food
stamp proceeds which Habilitat used to pay
stipends to certain of its program residents.

In 1977—78, stipends were paid to those
residents known as ‘“red tags’—ie., those
~ residents in the post-re-entry stage of treatment
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filling  trainee  positions and
occupational/vocational training.!

receiving

We describe in greater detail below this
failure of Habilitat to include as ‘‘receipts”
in its financial statements those portions of the
general assistance and food stamp proceeds
paid out as stipends to the red tags.

(An overall discussion of the purpose for
and propriety of the stipends paid to the
residents and the legal questions surrounding
this practice is included in the next chapter.
Here, we deal only with the appropriateness
of the accounting transactions relative to govern-
ment funds utilized by Habilitat to make the
stipend payments.)

a. Food stamp receipts. Habilitat,
acting as the authorized representative, applies
for and purchases food stamp coupons on
behalf of program residents. The value of
the coupons is equal to the sum of the price
paid for the coupons plus such bonus amounts
as established by federal food stamp regula-
tions.

QOur examination of Habilitat’s financial
records revealed that the organization failed
to account for and report in its financial state-
ments the total amount of food stamp revenues
(bonuses) received during fiscal year 1978.
According to the accounting records, cash
totaling $57,600 was received by Habilitat
in food stamp revenues. However, a total of
$10,414 was disbursed out of the food stamp
revenue account during the fiscal year, leaving
a balance of $47,186. This amount, $47,186,
not the $57,600 actually received, was reported
as the total food stamp revenues in the fiscal
year 1978 financial statements.

We have determined that over $8,700
of the $10,414 in disbursements was the result
of making cash payments to red tag employees,

lAs noted in chapter 8, the red tag program terminated
during the course of our audit. Specifically, it terminated at the
end of November 1978.



equating to the amount of food stamp bonuses
to which they were entitled as treatment center
residents.

In effect, what Habilitat did was to include
the red tag employees on the list of eligible
resident food stamp participants, but after
receiving the food stamp coupons it “cashed
out” the red tags by including in the stipends
paid to them an amount equal to the bonuses
the red tags were eligible to receive as treatment
residents, The net result is that the red tags
were provided with cash which they were
then able to use for any purpose, including
nonfood purchases. This seems to violate the
intent and regulations of the food stamp
program.

b.  Welfare receipts. In the case of welfare
receipts, during the first seven months of fiscal
year 197778, the general assistance checks on
account of the red tags were dispensed by
Habilitat directly to the red tags as part of
the stipends. These welfare receipts that were
dispensed directly to the red tags were not
recorded by Habilitat as receipts and expenses
of Habilitat. Over $30,000 in welfare payments
were so received and dispensed to the red tags
by Habilitat.

The failure to record the $30,000 as
receipts and expenses of Habilitat resulted in an
understatement of welfare receipts and stipend
expenses of Habilitat. Although there was no
net effect on the financial position of Habilitat,
the failure to record the welfare proceeds
as receipts and stipend expenses of Habilitat
distorted the true financial picture of the
organization.

Welfare proceeds received by Habilitat
on account of all residents other than red tags
were recorded. The failure to record welfare
proceeds received on account of red tags
resulted in treating welfare receipts incon-
sistently on the books of Habilitat. General
assistance was provided red tag residents on the
same basis as it was provided other Habilitat
residents—i.e., incapacity and financial need.
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The fact that red tags were paid stipends did
not alter the basis for the general assistance
payments.

3. Questionable expenditures. There
were a number of expenditures made from
Habilitat’s general fund in 1977-78, which
appear to have been highly questionable—
especially when it is recognized that 98 percent
of the monies in the general fund were derived
from government sources. Set forth below
are some of these questionable expenditures.

$270 to purchase a life membership in
United Airlines Red Carpet Club for
Vincent Marino.

$2579 for fireworks on New Year’s.
$1216 for Christmas cards.

Subscription to a daily newspaper delivered
to the executive director’s house.

$350 to reimburse a Habilitat employee for
“hosting’ his nephew who came from the
mainland to visit his father (a resident at
Habilitat).

Recommendations. We recommend that
Habilitat’s board of directors and staff develop
and implement a formal accounting system
which includes an accounting manual detailing
the accounting policies, procedures, and guide-
lines to be followed by the residents and staff,
necessary to ensure reasonable accounting con-
trols over the operations. The policies,
procedures, and guidelines should cover such
matters, among others, as:

1. The procedure for payments to
vendors to eliminate incidents of double pay-
ments; monitoring to ensure that only
authorized long distance telephone calls are
made; specification of allowable travel expenses
and accounting and documentation for travel
expenses, and definition of business lunches
which may be charged against Habilitat.



2, Restrictions against the use of un-
deposited cash receipts, and the accounting of
all receipts and expenses in Habilitat’s financial
Statements.

Weaknesses in Habilitat’s
Budgeting System

For several years, it has been recognized
within  Habilitat that the organization’s
budgeting system is weak. This fact was pointed
out to Habilitat by the managemeént consultant
which Habilitat hired in 1975—76 to review its
nonclinical operations.

The current general manager—both in his
present capacity and in his previous capacity
as a financial advisor to Habilitat—has devoted
considerable effort to establish a more effective
budgeting system. Nevertheless, it still remains
an area where improvement must be made.

For the fiscal year starting on July 1, 1978,
a budget was not completed for submission to
the board of directors until late November 1978.
The value of the budget was greatly diminished
by the fact that it was not prepared until the
fiscal year was almost half over. A budget is
supposed to serve as a tool for advance planning
and as a device for controlling expenditures.
Hence, it needs to be prepared in advance of
the fiscal year.

The area of budgeting, therefore, requires
greater emphasis and continuing attention on
the part of Habilitat—including its board of
directors, its executive director, and its fiscal
staff.

Recommendation. Our recommendation
here is that Habilitat’s board of directors and
staff should continue to pursue their efforts
directed toward the implementation of an
effective budgeting system for the organiza-
tion. Emphasis should be given to the prepara-
tion of the budget before the beginning of the
fiscal year and to the installation of an ongoing
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system of monitoring performance against
the projected budget.

Governmental Deficiencies Affecting
Financial Management of Habilitat

Habilitat’s problems in the area of finan-
cial management are not caused entirely by
internal shortcomings. Government agencies
have also contributed to the problem.

DSSH and DOH have placed unnecessary
burdens upon Habilitat. More significantly,
they have created an environment which tends
to encourage Habilitat to be lax and irresponsible
in the area of financial management.

Lack of coordination. One deficiency in
the governmental area was mentioned earlier.
It is the lack of coordination between DSSH
and DOH. As discussed, a close interreiationship
exists between DOH’s NIDA-funded program
for persons suffering from drug dependency
and DSSH’s POS-funded program for persons
incapacitated by alcohol, drugs, or other
character disorders. Yet, these two departments
continue to operate as two quite independent
entities in the field where Habilitat and similar
private agencies are providing treatment services.

Although their respective contracts are
similar in many respects, the two departments
operate on different contract timetables and
insist upon negotiating separate and quite
complex contract documents. As a result,
Habilitat must prepare two separate contract
proposals for two different time periods and
negotiate them independently with the two
departments. This, in effect, doubles the
administrative work of private agencies such
as Habilitat. This is an extra burden which
neither Habilitat nor the government should
have to bear.

Both DSSH and DOH agree in principle
that there should be better coordination and
that one way of achieving this might be to have
one department act as the agent for the other.



By this means, Habilitat would only have to
deal with one agency and go through one set
of negotiations. However, neither department
has shown any real initiative in trying to bring
this concept to fruition.

Inadequate approach to budgeting and
resource allocation. Another deficiency of the
governmental agencies has been their seriously
inadequate approach to the budgeting and
allocation of resources under their control.
For the most part, DSSH and DOH have served
as the conduits for distributing federal (POS
and NIDA) and state matching funds to private
agencies such as Habilitat rather than the
managers of these funds.

Generally, the procedure is for the state
departments to cut up the total funding avail-
able among the various private agencies in rough
proportion to what each agency received the
prior year. Thus, Habilitat is told how much
funding will likely be available under its POS
and NIDA contracts for the coming year and
is requested to develop budget proposals for
the use of these allocated amounts.

The effect of this approach is to cause
Habilitat to develop a justification to use up
a certain amount of money rather than to come
up with a proposal to provide a given amount
of service at the most competitive or efficient
level of cost. This is apparently true for all
of the other private agencies receiving POS
and NIDA funds.

That this is what actually happens is
reflected in the action taken by Habilitat when
one of the government departments questions or
disallows items in Habilitat’s budget proposals.
The usual pattern is for Habilitat simply to shift
the challenged amounts to other categories and
to receive the total amount requested without
any adjustment by the affected government
department. Moreover, the budget approval
process follows by some months the deter-
mination of contract amounts and the actual
start of spending against these amounts.
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Such an approach is hardly conducive to
the effective allocation and budgeting of
resources. It fails to determine where gaps and
overlaps in services might occur and to make
appropriate adjustments. It also fails to ensure
that the most dollars go where the priorities
are the greatest or where the most effective
use of the funds will be made. Finally, it pro-
vides no incentive for agencies such as Habilitat
to do a more effective job in utilizing the funds
made available to them.

Inadequate approach to contract admin-
istration. A further weakness exhibited by
the government agencies has been their generally
inadequate approach to contract administration.
This is particularly evident in the case of DSSH.
Considering the fact that these departments
are administering contracts amounting to mil-
lions of dollars per year and involving scores
of private agencies, it would seem that they
would develop a high degree of expertise and
efficiency in the administration of these con-
tracts. Such, however, has not been the case.

DOH’s excuse for not having been more
aggressive in this area is that it is still relatively
new on the job of administering NIDA con-
tracts and that it has only been able to move
quite slowly in staffing up to take on this
additional task. There is a limit, however, as
to how long this excuse might be considered
valid. It should not be much longer before DOH
should be expected to demonstrate that it has
its contracts well in hand and is administering
them effectively.

DSSH has pleaded a lack of manpower as
a major reason for not being better equipped to
administer its POS contracts. However, this
argument is not persuasive. It has been in the
business of administering POS contracts since
1974,

It appears that DSSH is seriously handicap-
ped organizationally in being able to administer
these contracts effectively. Among other things,
its fiscal staff is completely separated from the
staff which is involved in the programmatic



aspects of the contracts. Hence, no one in the
department is in a position to relate the two
elements to each other. This is exemplified by
the fact that the first on-site visitation to Habilitat
in over two years by DSSH personnel was
programmed for early 1979, but no provision
was made to include a financial review as part
of this examination effort.

The administration of contracts requires
a strong management approach which embodies
combined expertise in both the fiscal and
program areas, The government department
must be able to know what services it is seeking
to purchase and to specify this in meaningful
contractual and fiscal terms. It then must be
prepared to monitor performance and to enforce
all the provisions of each contract to ensure that
proper and effective use is made of the resources
under its control. Until this happens, the
temptation will remain great for the contractors
to avoid onerous provisions where possible and
to push the limits of the contracts as far as
possible.

Inadequate control procedures. Closely
associated with the inadequate approach to con-
tract administration by DSSH and DOH is the
failure of the departments to establish effective
control procedures in many areas. A couple of
examples will indicate the nature of this weak-
ness.

1. Lack of a formal arrangement
between DSSH and Habilitatr regarding
Habilitat’s receipt and use of welfare funds.
Habilitat receives and utilizes substantial
amounts of government monies which are
technically designated to go to individuals who
are residents at Habilitat. In 1977—78, Habilitat
received approximately as much from this
source as from its POS contract with DSSH.
When receiving these funds (primarily welfare
payments and food stamps), Habilitat receives
them on behalf of the residents and acts as
the agent for the residents.

For several years, DSSH has expressed
unhappiness over how some of these funds have
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been utilized by Habilitat and about not being
adequately informed about such uses. At the
same time, it has expressed frustration about
not -being able to do anything to correct the
situation because its relationship with Habilitat
in this area has never been clarified. Yet, no
move has been initiated to establish a definite

relationship ~ with Habilitat covering such
matters.
Considering the amounts of money

involved and the importance of protecting the
rights of the individual recipients as well as
those of the government, it would seem that
DSSH should have long since established a
relationship with Habilitat through contract
or otherwise under which Habilitat’s role would
be clearly designated and Habilitat could be
held fully accountable for all of its actions
affecting payments received on behalf of
individuals.

2. Inadequate approach to -certifying
incapacity so that Habilitat residents can
qualify for governmental assistance. To qualify
for various forms of governmental financial
assistance (welfare- and NIDA- and POS-
financed care) while undergoing treatment at
Habilitat, residents must be certified as being
incapacitated by virtue of being dependent
upon drugs or alcohol or suffering from a
serious character disorder. Up until quite
recently, however, the approach taken to such
certification had very serious weaknesses.

The usual procedure was for a private
psychiatrist who served as a consultant to
Habilitat to make the certification based upon
an interview with each resident. The practice
has also been for the private psychiatrist to
make an annual recertification for so long as a
resident remained at Habilitat. However, the
certifications  provided by the private
psychiatrist were accepted at face value with no
review by government to evaluate the basis
upon which the certifications were made,

The psychiatrist was paid for the initial
examination and assessment and for each annual



examination of a resident through the Medicaid
program. However, he got paid for each exami-
nation only if the resident were certified or re-
certified. If he did not find the resident eligible
for certification or recertification, then no
Medicaid payment was available.

There is no way of knowing whether or not
any abuses have occurred under this certifica-
tion procedure. However, it is undesirable
to create conditions under which abuses could
occur. Belatedly, recognition seems to have
been given to this situation.

We have been informed that beginning the
first of 1979 all examinations and certifications
will be made by a team of psychiatrists at one
of the major hospitals in Honolulu under con-
tractual arrangements with the State. Under
the new arrangement, the Medicaid fee will
be paid without regard to whether or not the
person examined is certified or recertified as
being incapacitated and in need of treatment.

If indeed this new procedure is fully
implemented, it should offer several advantages
over the previous procedure. It substitutes a
group of opinions for the single opinion of one
psychiatrist.  Centralization offers greater
assurance of uniformity and consistency in the
opinions reached. The financial incentive to
certify is removed.

Inadequate monitoring and evaluation of
performance. Still another weakness shown by
the government agencies has been their very
inadequate—in many cases, totally nonexistent
—approach to monitoring and evaluating the
performance of agencies such as Habilitat.
This lack of adequate monitoring and evalua-
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tion is discussed more fully elsewhere in this
report. It is noted here, however, to indicate
that it applies as much to the financial area as
to other areas. In the next chapter, more
attention is devoted to this deficiency as it
relates to financial matters.

Recommendation. DSSH and DOH should
enhance their oversight responsibilities over
Habilitat and other organizations with which
they contract for services. They should direct
their efforts to accomplish the following:

1. A greatly improved coordination
between DSSH and DOH. In this connection,
reference is made to our recommendations
in chapter 4.

2. Development of an approach that
would allocate available funds to Habilitat and
other private. agencies based on program pro-
posals. DOH and DSSH should insist on program
proposals by private agencies that are derived
from an analysis of objectives, alternatives, and
comparative costs and benefits of alternatives.

3. Formulation and implementation of a
more businesslike approach to contract admin-
istration.

4.  Establishment of controls that ensure
proper utilization by Habilitar of general
assistance, food stamp, and other similar
governmental payments that are made to and
received by Habilitat in behalf of Habilitat’s
residents.

5. Development and implementation of
an adequate monitoring and performance
evaluation procedure,



Chapter 12

SPECIFIC PROBLEM AREAS
INVOLVING FINANCIAL TRANSACTIONS BY HABILITAT

In the preceding chapter we reviewed
Habilitat’s  overall approach to its fiscal
functions and responsibilities and pointed out
several grave weaknesses affecting this area of its
management. These weaknesses are serious
because they have a direct and significant
impact upon Habilitat’s discharge of its finan-
cial obligations as a contractor of services to
government.

In the course of our audit we also became
aware of a number of questionable and in-
appropriate financial transactions which have
occurred and which should be corrected. In
this chapter we identify and discuss these
particular problem areas.

Summary of Findings
In summary, our findings are:

1. Habilitat has been less than candid
about its resident training program known as
the “red tag” program. The program appears to
have caused violations of governmental regula-
tions concerning eligibility for welfare and food
stamp assistance to occur.

2. Habilitat has utilized heavily the
program residents to carry out Habilitat’s sales
and marketing program. It has sent and assigned
program residents to the mainland for extended
periods, an act which made the program
residents ineligible for continued government
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support; but Habilitat has failed to inform
the appropriate government agencies of this
fact and instead sought to conceal it.

3. Habilitat has sought to maximize
use of government funds by aiding and abet-
ting in concealing facts of ineligibility of
program residents for government support.

Problems Surrounding Habilitat’s
Resident-Vocational Training Program

Earlier in this report we described and
discussed  Habilitat’s  program of career
preparation and vocational training and
rehabilitation for its residents. Among the
outstanding features of this program, as
described, have been: (1) heavy reliance upon
jobs within the organization to provide training
to residents and (2) payment of rather large
“stipends” (amounts up to and exceeding $400
per month) to post re-entry residents filling
positions within the organization (the so-called
red tag residents). In addition to the problems
relating to the program discussed elsewhere,
the program raises serious questions in the area
of financial management and Habilitat’s dis-
charge of its financial responsibilities.

Financial significance of the payment
of stipends to residents. Habilitat’s program
of paying stipends to residents is not a
matter of small consequence in terms of its
fiscal implications. For example, during fiscal



year 1978, according to Habilitat’s general
fund financial statement, a total of $120,837
was paid to program residents as stipends.! This
represented 11 percent of Habilitat’s total cash
expenditurés (excluding donated expenditures
in kind) and 20 percent of the direct program
expenses for the general fund during the fiscal
year. It should also be reiterated that the general
fund was almost entirely supported (98 percent)
by public funds in fiscal year 1978,

Emphasis on the red tag program. Stipend
payments were made to virtually all residents.
However, the stipend amounts paid to residents
before being placed in post re-entry were
nominal and appeared to be within allowable
limits relative to continued eligibility for
economic assistance. They were therefore
excluded from our examination. Qur review
centered on the stipend payments made to
residents in post re-entry who were referred to
by Habilitat as red tag residents. Most of the
stipend expenditures were incurred to support
this red tag program.

During 1977—78, the number of red tags
averaged 26 a month, ranging from a high of
32 to a low of 19. Habilitat paid these red tags
a total of about $106,000 in stipends (including
welfare payments given directly to the red tags
during the first seven months of the year when
such payments were not reflected as Habilitat
receipts).

For the year we examined, the red tags
were paid a standard stipend amount ranging
between §426 and $438 per month if they
were not living in Habilitat facilities. Red tags
living in Habilitat staff houses received the
same stipends, but a deduction was made to
cover the costs of room and board provided to
them. This deduction ranged from $110 to
$120 per month.

Ambiguity surrounding the purpose and
nature of the red tag program. A very serious
problem concerning the red tag program was
the considerable ambiguity which surrounded
it. The program seems to have had several
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- purposes, but they were never clearly sorted

out so that priorities could be established and
proper interrelationships could be determined.
Hence, the true nature of the program was never
fully explained or clearly understood.

A major part of this problem stemmed
from apparent confusion or differences of
opinion concerning the meaning of and inter-
relationship among such terms as ‘‘treatment,”
“training,” “vocational counseling,” and “job
development and placement.” Both in official
documents and in views expressed by repre-
sentatives of the various affected parties, there
are obvious differences in the meaning of each
of these terms. At the same time, the activities
to which the terms refer generally are recog-
nized to be closely interrelated, if not over-
lapping. Unfortunately, however, the terms
have not been clearly defined, and definite
distinctions have not been made among them.

As a result of this failure to define the
nature and purpose of the red tag program and
to clarify terms relating to it, at least two quite
different views might be taken concerning the
thrust and propriety of the program as it has
been administered by Habilitat. These two dif-
ferent views are indicated below.

1. Primarily a ftreatment program to
serve the needs of residents. In our discussions
with them, Habilitat personnel maintained that
the red tag program was set up to provide career
preparation and vocational training for residents
in the post re-entry phase of Habilitat’s rehabili-
tation program. Hence, it constituted an integral
part of the organization’s overall treatment
program. According to Habilitat, without job
training, residents will lack employable skills
upon returning to the “outside,” and, as a
result, will quite likely face frustration and be
impelled to return to a dependence upon drugs
or alcohol.

1As discussed in chapter 11, the amount of stipends
shown in the financial statement was understated by about
$30,000, so the total stipend expenses were actually about
$150,000.



Also, according to Habilitat, residents
continued to receive treatment in addition to
job training while in the red tag program. This
is because they still required considerable
guidance and support. For this reason, they
could be certified as incapacitated and therefore
made eligible to continue to receive various
types of welfare benefits. Habilitat has claimed
further that the stipends paid were for the
purpose of teaching red tags how to handle and
manage money. Thus, a requirement was
imposed upon the red tags that a certain pro-
portion of their stipends had to be placed in
personal savings accounts opened in their
names,

All of this sounds both plausible and
laudable. There is little doubt that career
preparation and vocational training should
prove highly useful in easing a resident’s
transition back into society. Indeed, the
concept is quite consistent with general
governmental policy in this field. For example,
the federal rules and regulations governing
the NIDA program for drug treatment services
provide as follows:

“In the case of patients enrolled in resi-
dential programs [such as Habilitat’s], such
patients should be encouraged to participate in
one of such [educational or job training] programs
or to obtain gainful employment within sixty
days from the date of admission. All efforts toward
either of these objectives and the results derived
therefrom must be noted in the patient’s treatment
plan and the notes of his progress. If, for any
reason, a patient is not encouraged to pursue one

of these alternatives, the reasons therefore [sic]
also shall be recorded in the patient’s records.”

Thus, no exception should be taken to the
provision of vocational rehabilitation and
employment training programs for Habilitat’s
residents. In fact, under the federal guidelines
quoted above, Habilitat’s program would be
deficient if vocational rehabilitation and
employment training were not made available
to program residents or if the residents were
not encouraged to utilize these services.

However, the red tag program is subject
to question if its primary function is not to

89

provide vocational rehabilitation and employ-
ment training or if its method of delivery and
funding is not in compliance with legal require-
ments. A close examination of the program has
brought to light other facts which cast serious
doubt upon both the major thrust of the pro-
gram and the manner in which it has been
handled and financed by Habilitat.

2. A program emphasizing training and
subsidization of Habilitat personnel. Despite
Habilitat’s insistence that the red tag program
served primarily to provide vocational training
to incapacitated residents and should be con-
sidered an integral part of its treatment process,
our audit revealed various practices which did
not fully support and substantiate these con-
tentions. Indeed, taken together, these practices
suggest that an emphasis of the program was
to train and subsidize personnel to meet
Habilitat’s employment requirements.

Indications that one of the objectives
of the red tag program was staff training and
induction rather than treatment include the
following:

Red tags were listed on Habilitat’s
organization chart as filling established
positions.

Habilitat maintained personnel folders
for red tags in the same way as for regular
employees.

Stipends were both substantial and

recorded in the payroll journal.

Red tags were not required to live at
Habilitat facilities. In fact, some were
assigned positions at the Baltimore office
while others were sent on sales trips to the
mainland for six weeks or longer.

Red tags who filled nonsales positions had
the same working hours as regular
employees.

Habilitat’s records made references to



residents being fired and resigning, just as
if they were employees.

One red tag was prepaid his general
assistance welfare check amount because
he was going on ‘““vacation.”

The business activities engaged in by the
red tags were publicized and noted in the
minutes of the meetings of the board of
directors as activities undertaken to
generate income for the organization
and to move toward Vincent Marino’s
oft-repeated goal of achieving economic
self-sufficiency for Habilitat.

Habilitat has spent little effort to develop
job training opportunities for residents
outside of the organization. It has made
virtually no effort to avail itself of other
vocational training and rehabilitation
resources in the community. It has done
virtually nothing to develop or recruit
expertise in the field of career preparation
and occupational training,.

If the red tag program was indeed a method
of meeting Habilitat’s employment requirements,
it was a financially advantageous way of doing
so. Since the red tags were residents, Habilitat
could look to government economic assistance
programs to fund partially the costs of meeting
its employment needs, costs which otherwise
would have had to be met through Habilitat’s
other resources or through some other funding
source.

The extent of the financial advantage to
Habilitat might be illustrated as follows:
In July 1978, there were 30 red tags listed in
Habilitat’s payroll journal as receiving stipends.
Of these 30, the numbers receiving some form of
economic assistance were as follows: welfare 27;
food stamps 26; and POS-supported counselling
26. Of the 27 welfare recipients, 24 received
general assistance support of $191 per month,
and the others received $442, $317, and $183
per month, respectively, For all but two who
received $88 and $60, the food stamp bonus
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amdunt was $31. The POS reimbursement was
$9.78 a day or $293.40 per month per recipient.

In other words, Habilitat received a
minimum of $515 per person in economic
assistance for most of the red tags. In addition,
Habilitat most likely received NIDA funding
for some of the red tags as well. We were unable
to determine specific information on this
because of the confidentiality restrictions
relative to NIDA clients. Also, the red tags
were able to obtain Medicaid coverage for
medical expenses.

The financial advantage to Habilitat was
enhanced by the fact that the stipends paid to
the red tags were generally lower than the
amounts Habilitat received in their behalf.
In June 1978, for instance, most of the red
tags were each paid a stipend amounting to
$428. Those residing at Habilitat facilities
received $318. This was at least $87 less than
the amount received by Habilitat per resident
from government economic assistance programs.
Moreover, the sums paid in stipends were
considerably lower than the sums Habilitat
would have had to pay had it engaged non-
residents to perform essentially the same tasks
that the resident red tags performed. The
minimum monthly salary that Habilitat would
have had to pay was $600 (minimum starting
salary). In addition, it would have had to pay
employee benefits.

The financial incentives, of course, were
all in favor of maintaining the red tag program
and retaining the program participants as resi-
dent red tags for as long as possible. During the
fiscal year, 20 participants continued to be
reported as resident red tags for six months
or longer.

The red tag residents also benefitted. They
not only received some job training but also
did not suffer any significant financial
deficiency while receiving stipends versus the
minimum salary., The bottom line monetary
variance between the stipend payment and net
salary amount was nominal. The stipends



listed in the payroll journal were without
deductions for federal and state income taxes
or FICA. We assume that since there were no
withholdings, Habilitat and the red tags
regarded the stipend payments as being FICA-
and tax-exempt and therefore net pay. However,
if the basic salary of $600 had been paid, deduc-
tions would have had to be made for FICA and
state and federal taxes, as well as for contribu-
tions to Habilitat’s pension plan equal to
6 percent of compensation. In addition, free
comprehensive medical coverage under Medicaid
would no longer have been available (salaried
employees are covered by a medical plan which
is financed by Habilitat).

Lack of openness as a cause for doubt
about the red tag program. A major factor
causing doubt to be raised about the nature
and purpose of the red tag program has been
Habilitat’s reluctance to discuss the program
openly or to divulge information concerning
it—especially with respect to what it cost and
the source of its funding. Moreover, when
probing questions began to be asked about the
program, it was abruptly terminated. If the
program were such a vital part of Habilitat’s
overall treatment process, it would seem that
the organization would have been more anxious
to discuss it and to defend its validity.

Indeed, if anything, Habilitat’s actions with
respect to the red tag program and the sparse
information it has provided regarding the pro-
gram have done more to create confusion and
mistrust than to explain, justify, or gain support
for the program.

We were unable to locate any detailed
written description or justification for the
program. Despite the cost and size of the pro-
gram, it was not
described in any of the budget documents
given to us—including the budgets submitted
as part of Habilitat’s proposals which became
incorporated in its NIDA and POS contracts.
Habilitat did not go to any of the affected
government agencies to explain or justify its
red tag program, or to seek approval to carry

specifically identified or
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it out, even though the program depended
almost entirely upon funding from governmental
sources.

Then, when DSSH finally began to inquire
about the program, Habilitat was evasive in its
responses. For example, when DSSH asked
about the amounts being paid in stipends,
Habilitat supplied only the schedule of nominal
stipends paid to residents still in the treatment
phase of the program. The written reply omitted
all reference to the fact that stipends amounting
to over $400 per month were being paid.

The closest thing to a disclosure of the
program occurred in one of the attachments
to Habilitat’s 1978—-1979 NIDA contract.
This attachment included the following com-
ments:

“Vocational counseling is provided by the program
and on-the-job training is provided by the program
in sales, garden and pool maintenance and in
clinical and clerical work within the program.

*“Job development and placement is done by the
program, Approximately 30 jobs within the
program have been developed to provide meaning-
ful work at realistic wages for clients graduating
from this program. In addition, clients who
graduate arc assisted in obtaining work outside
the program and to utilize the resources available
through CETA and the State Job Bank.”

These comments did not reveal the cost or
source of funding for the program.

Just why Habilitat has been less than open
concerning its red tag program cannot be known
for certain. However, it appears that the organi-
zation either was unclear as to what the program
should do and how it should function or that jt
feared that the program would not be accepted
and supported if its full ramifications were
revealed. to the government agencies supplying
98 percent of the financial support for
Habilitat’s overall treatment progtath:.In terms
of the proper use of government funds, neither
of these explanations provides adequate grounds
for not being forthright in exposing the program
to discussion, examination, and analysis.



Some legal questions about the red tag
program. The preceding discussion and analysis
of Habilitat’s red tag program establish the
framework within which the red tag program
might be assessed in terms of its financial
propriety and conformance with legal require-
ments. Up to this point, our conclusion is
that the program’s merits as a rehabilitative
tool are difficult to demonstrate, but that the
financial benefits derived from it by Habilitat
and by the residents who participated in it are
unmistakable. For the reasons set forth below,
we feel the program as carried out has also
violated various legal requirements.

1. Unauthorized use of NIDA and POS
contract funds to pay stipends. The government
monies used to fund the red tag program had
fairly restrictive funding objectives, as follows:

Program Purpose
General Shelter and standard allowance
assistance  for food and other necessities

Provide a bonus amount of food
stamps to increase the nutri-
tional level of participants’ diet

Food stamps

POS
conftract

Provide a 24-hour treatment
service for drug and alcohol
abusers or other incapacitated
individuals

NIDA
contract

Provide residential drug free,
drug abuse treatment services for
individuals with a primary drug
abuse problem other than
alcohol.?

When the stipends paid to red tag residents
are examined within the framework of the
above-indicated funding objectives, it might
be concluded that so much of the stipends that
came from funds made available under the first
two programs were used for the purposes
intended by the two programs—i.e., for food,
shelter, and other basic necessities and for
improving the nutritional level of the partici-

92

pants’ diets. But this conclusion is possible only
because the stipend amount for each resident
red tag exceeded the amount of general
assistance payment and food stamp coupon
bonus received on account of the red tag and
because the general assistance payment and
the food stamp bonus received for most of the
red tags amounted in fiscal year 1978 to $191
and $31, respectively—clearly minimal levels
for purposes of shelter, food, and other basic
needs.

Of course, there is no way to determine
whether $222 of the stipend total of $428
paid to each resident red tag not residing at a
Habilitat facility and $112 of the stipend total
of $318 paid to each resident red tag residing
at a Habilitat facility were in fact used for
shelter, food, and other necessities and for
improving the nutritional level of the red tag’s
diet. Habilitat cannot affirm that this occurred.
Nevertheless, one might assume that it
happened, given the situation described above.

The same kind of conclusion, however,
cannot be reached with respect to those portions
of the stipends that came from NIDA and POS
contract funds. To the contrary, the use of the
POS and NIDA contract funds to pay stipends
to the resident red tags appears not to have
been authorized.

At the outset we note that neither the
NIDA nor the POS programs appears to pre-
clude the use of the NIDA or POS funds for
purposes of providing vocational training so long
as such training is a part of or incidental to the
institutional treatment program. (The use of the
funds for vocational training intended primarily
or solely to meet an institution’s employment
needs appears to be excluded.)

2Due to confidentiality restrictions imposed by the
federal government, we were unable to associate a specific
amount of NIDA funds with each Habilitat resident as we were
able to do in the other three programs. However, it was possible
to reach conclusions regarding NIDA funds as in the case of the
other program funds,



Thus the federal rules and regulations
governing the NIDA program defines broadly
the term, “treatment,” as used in the purpose

statement above. The regulations define
“treatment” to include  “interviewing,
counseling, and other services or activities

carried on for the purpose of, or as incident to,
diagnosis, treatment, or rehabilitation with
respect to drug abuse, whether or not con-
ducted by a member of the medical
profession.” Such a definition seems to be
all - encompassing, and certainly broad enough
to cover vocational training which is a part of
treatment.

The POS program does not have as broad a
definition as the NIDA program and the range
of services allowed under the POS program is
probably narrower than that authorized by the
NIDA program. However, as in the case of the
NIDA program, the contract with Habilitat
under the POS program included for fiscal
year 1978 a mention of vocational training
to prepare residents for occupations or higher
education.

Although vocational training appears to be
allowed under both the NIDA and the POS
programs, we believe this, in and of itself, did
not authorize Habilitat to use NIDA and POS
funds to pay stipends to the red tags. Indeed,
indications are that Habilitat was not authorized
to do so.

First, the budget under neither the NIDA
contract nor the POS contract for fiscal year
1978 provided for any vocational training pro-
grams. Moreover, the records do not show that
Habilitat ever secured any approval for the
red tag program as it was required to do under
the NIDA program. The NIDA rules and regu-
lations recognize vocational training to be a
part of ‘“supportive services” as distinguished
from *“‘counseling services,” Counseling services
constitute the normal activities of the NIDA
program. The rules and regulations require that
supportive services be secured from community
sources and that if they are to be supplied
directly by the contract agency, special approval
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be first secured from NIDA. The red tag pro-
gram was a program supplied directly by
Habilitat and thus required NIDA approval.

Second, even if it is assumed that the
funds under either or both the NIDA contract
and the POS contract were authorized to be
used to support the red tag program, without
specific provision such authorization cannot
be read to have allowed the direct payment of
NIDA and POS funds to the red tags. At most,
such authorization would have allowed the
payment of costs associated with the red tag
program, exclusive of wages or stipends paid
directly to residents undergoing vocational
training,.

In view of the foregoing, we can only
conclude that under neither the NIDA contract
nor the POS contract was Habilitat authorized
to use NIDA or POS funds to pay stipends to
the resident red tags. Such use, in effect, consti-
tuted a diversion of government funds intended
for one group of individuals to another group of
individuals,

2. Failure rto comply with -eligibility
requirements for general assistance. The other
major problem concerning the red tag program is
that it caused the eligibility requirements for
general assistance to be violated.

For the purposes of Habilitat and its
residents, the eligibility requirements for general
assistance are: (a) certification by a psychiatrist
that the resident concerned is incapacitated due
to alcoholism, drug abuse, or emotional disorder
and (b) the resident does not have non-
exempt income or resources which exceed the
need level established by the program (every
dollar in income or resources in excess of the
need level reduces by a dollar the amount of
general assistance payments payable to the
resident).

Those eligible for general assistance auto-
matically qualify for food stamps. The food
stamp eligibility requirements are less stringent
than the eligibility requirements for general



assistance. Thus, under DSSH regulations, the
food stamp eligibility requirements are deemed
to have been met by those who are general
assistance recipients. This being so, to the
extent that the general assistance eligibility
requirements were violated, it may be con-
tended that the food stamp eligibility require-
ments were also violated. But this is not
necessarily so. If a resident is ineligible to
receive general assistance, he may yet qualify
for food stamps if his income does not exceed
$301 per month.

The red tag program caused violations to
occur with respect to both the income and
incapacity requirements. The stipend paid to
each red tag in fiscal year 1978 was $428 per
month. If we assume that a portion of this
consisted of the general assistance allowance
of $§191, and the food stamp bonus amount of
$31, there still remained in excess of $200 per
month paid to each red tag. The $200-plus
amount constituted income to the resident,
thereby violating the income and resource
limitations placed on general assistance pay-
ments. It does not matter that the $200-plus
came from NIDA or POS program funds or that
it did not constitute wages or salaries in any
real sense. The income or resource that dis-
qualifies one from being a recipient of general
assistance can come from any source and is not
limited to wages or salaries.

The incapacity requirement was violated
in this fashion. DSSH regulation 3113.05
promulgated April 25, 1978 defines
“incapacity” which qualifies one for general
assistance as follows:

“There is an inability to engage in any substantial
(at least 30 hours per week) gainful employment
by reason of any medically determinable physical
or mental impairment which can be expected to
last no more than 12 months or there is a
medically determined incapacity not deemed
severe enough, by the Social Security Adminis-
tration, for purposes of SSI eligibility.”

From all appearances, the resident red tags
engaged in gainful employment exceeding 30
hours per week. The red tags filled established
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Habilitat staff positions and followed the same
work schedule as regular, salaried employees.
In addition, red tags filling salesman positions
were sent on extended sales trips to the main-
land for six weeks or longer. In fact, some red
tags were assigned to positions at the Baltimore
sales office for periods of six months or more.

Further, as noted earlier, some questions
concerning the correctness of certification of
residents as incapacitated are raised by the
certification procedure which was followed in
fiscal year 1978,

Habilitat as the agent for the resident red
tags in collecting the general assistance payments
paid by government was under a duty to report
to DSSH any changes in any of the residents’
eligibility to receive general assistance. Ob-
viously, Habilitat submitted no information
concerning the stipends paid to the red tags and
the nature of the work performed by them,
which if revealed to DSSH would have caused
general assistance payments on the account of
these resident red tags to be terminated or
severely reduced.

Problems Surrounding Habilitat’s
Use of Residents in Its Out-of-State
Sales and Marketing Program

Habilitat’s sales program was established
several years ago. As already noted, the sale of
advertising specialties constitutes the major
sales activities.

The sales are conducted on the mainland as
well as on Oahu and the neighbor islands. The
sales volume on the mainland has been greater
than in Hawaii. Due to the volume of business
on the mainland, Habilitat opened a sales office
in Baltimore.

3The prior rule [3113(2)(d)] was somewhat less specific
in its definition of incapacity but more detailed in its provi-
sions for medical certification. The thrust of the requirement
remains basically the same, however,



The sales force has been comprised
primarily of residents receiving economic
assistance. In fiscal year 1978, of the total 35
salespersons, only 7 were nonresidents; 24 were
residents for the entire year, and 4 were
residents for part of the year. The resident sales
force was comprised of 16 re-entries; 6 re-entries
who advanced to red tag status; 2 red tags; and
4 red tags who graduated to salaried status.

The use of residents receiving economic
assistance on the sales force has raised serious
questions. The questions have arisen because
these resident salespersons have been sent on
extended sales trips to the mainland. The ques-
tions revolve around the propriety of continued
economic assistance payments while the resident
salespersons are on such extended sales trips to
the mainland.

The extent of resident travel on the main-
land. Sales trips to the mainland by residents
have been quite extensive. Note these statistics.

Of the total 24 resident salespersons in
fiscal year 1978, all were sent on at least one
sales trip to the mainland during the fiscal
year. Ten were sent on more than one trip.
Each trip was for at least six weeks. Durations
of eight weeks or more were not uncommon.
Six residents were assigned from three to five
months to positions at Habilitat’s Baltimore
sales office.

Nature of the problem. Habilitat received
general assistance payments and food stamp
bonus coupons for all but one of the 24 resi-
dents while they were on the mainland. In
addition, almost all of these residents were
claimed for POS reimbursement payments.
For example, one of the red tags was assigned
to the Baltimore office for about five months,
and another for three months. In both cases,
they continued to receive general assistance,
food stamps, and POS payments. The receipt
of these payments for these residents while
they were on extended sales trips to the main-
land violated the rules governing the payments.
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1. General assistance. Under DSSH regu-
lations, a welfare recipient may continue to
receive assistance even though he is absent from
the State so long as such absence is only
temporary and he has the intent to return to
the State and he continues to meet all eligibility
requirements. However, the recipient must meet
certain conditions. Among the conditions are
the recipient must, before leaving Hawaii,
inform DSSH of the planned trip and destina-
tion and establish his intent to return to Hawaii.
DSSH regulation 3104 lists the following
as establishing intent to retain Hawaii as the
recipient’s residence:

(1) Declaration of absence for a temporary
purpose and intent to return.

(2)

Possession of round-trip ticket.
(3) Maintaining property, apartment, or home
in the home state.

(4) Maintaining personal property in the home
state.

(5)

Retention of voting privilege.

(6) in the

Retention of voting privileges
home state.

(7

Filing of annual state income tax.

DSSH regulation 3104.1
as follows:

then provides

“Following the recipient’s departure, a review
of his intent to retain residence in Hawaii shall
be made within 90 days.

“Hawaii’s standards of eligibility shall apply
and eligibility for assistance from the Depart-
ment shall be reviewed three months after date
of departure.”

In practice, DSSH considers that there is
an intent to return to Hawaii if the duration of
the trip is 90 days or less, and the recipient has
a round-trip airline ticket. The 90-day standard
is derived from DSSH’s regulation requiring a
review of intent to retain Hawaii residence



within 90 days of departure and a review of
continued eligibility for assistance three months
after the date of departure.

The receipt of general assistance payments
while residents were on extended trips to the
mainland violated DSSH regulations in two
respects. First, neither Habilitat nor the resi-
dents notified DSSH of the mainland trips.
Second, in some cases, the trips were for periods
in excess of 90 days, some as long as five or six
months. In several of these cases, the residents
concerned became salaried employees after five
or six months, continued to stay at the
Baltimore office as salaried employees, and later
declared Baltimore as their residence.

2. Food stamps. DSSH regulations (3831
and 3831.1) stipulate that all households (one
person recipient constitutes a household) must
live in the project area in which they make
application for the program. The regulations in
effect for the period which we audited suffered
from some ambiguity. They did not clearly
define residence and did not clearly set forth
what procedures should be followed when
recipients are temporarily away from the project
area. (Recent amendments helped to remove
these problems.) Nevertheless, at least those
residents who were assigned to the Baltimore
sales office for several months appeared to have
violated the above requirement.

3. POS reimbursement.
tions provide that:

DSSH regula-

“Incapacitated individuals who are medically
determined to be drug addicts or alcoholics will
not be required to be referred to the Division
of Vocational Rehabilitation. However, these
individuals shall be required to receive treatment
in a residential treatment center or obtain treat-
ment on an outpatient basis provided said treat-
ment is received regularly and in a planned manner
(i.e., not on an ‘as needed’ basis),”

Habilitat receives POS reimbursement payments
for providing these required treatment services
to incapacitated residents.

For fiscal year 1978 the POS contract
between DSSH and Habilitat specified a 24-hour
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treatment service for drug and alcohol abusers.
It provided that individual and group counseling
would be provided to residents at Habilitat’s
three locations in Kaneohe. No mention was
made of possible provision of services at other
locations, especially ones outside of the State
of Hawaii,

The contract further obligated Habilitat
to notify DSSH immediately when a recipient
terminated services at the center; the recipient
was absent from the center for ten consecutive
days or planned to be absent for such period;
and when the recipient’s whereabouts became
unknown.

In addition, Habilitat was required to
furnish a monthly certified invoice listing the
names and case numbers of eligible persons
served by Habilitat and the costs of providing
the services to each eligible person.

In most instances, Habilitat did not
notify DSSH of resident travel and relocation
as required, and the residents sent on mainland
trips did not receive the 24-hour treatment
service specified in the contract. The latter was
true even for those sent and stationed at
Habilitat’s Baltimore office. The Baltimore
office was not then, and is not now, staffed and
equipped to provide treatment services.
Habilitat’s sales and marketing staff in Baltimore
are not a part of the clinical staff. Habilitat
has discussed the possibility of establishing a
treatment center in Baltimore, but nothing has
materialized.

Furthermore, although no treatment
services were provided the residents sent on
mainland sales trips, they were nevertheless
included on the monthly certified lists as having
received services during the period that they
were on the mainland. This was so even as to
those six residents who were assigned to the
Baltimore sales office for periods of three to
five months.

Failure to report mainland travel. As
stated, Habilitat failed to notify DSSH of the



residents’ extensive travel on the mainland.
It seems that Habilitat sought to conceal from
DSSH the fact of the residents’ travel to the
mainland to avoid the consequences of having
economic assistance payments terminated as to
these residents.

As previously discussed, during the first
seven months of fiscal year 1978, it was
Habilitat’s practice to dispense directly to the
red tags as part of their stipends the state
general  assistance payment checks which
Habilitat received in behalf of the red tags. If
the state welfare checks made out to the red
tags on extended travel or assignment to the
mainland had been cashed on the mainland by
the red tags, the mainland banks’ endorsements
on the checks would have revealed to the State
the fact of the absence of the red tags from

Hawaii. To preclude this from happening,
Habilitat established a check replacement
procedure.

Under the procedure, Habilitat cut its
own check in the same amount as the state
welfare check ($191) for each red tag on
extended assignment to the mainland and sent
it to the red tag along with the state welfare
check, with instructions to the red tag to
endorse the state check and to return it to
Habilitat. Upon receipt, Habilitat deposited
the state check into Habilitat’s general fund.

That the procedure established was to
preclude the disclosure of the fact that the
red tag was on the mainland is revealed in the
notations on the check request forms filed as
a backup to the issuance of the replacement
checks. The following notations are examples:

“Replace welfare check as she should not
cash Hawaii welfare check in Maryland.
(Send state check for her signature only).

“Replace welfare check as she is out of
State, Welfare check will be signed and
returned.”

In addition, the following excerpt from a
letter written by a red tag is illuminating. The
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note was attached to one of the check request
forms:

“I am at the Baltimore Office—so if you
need my signature on the food stamp check,
forward the check there and I will sign and return
it. Also, I am broke—I only received 64 dollars
last month, P.S. Is it cool for me to cash a Hawaii
State check in a Maryland bank?? (Say that when
the check is returned to Hawaii they notice it’s
been deposited in a Maryland bank?? You see, I
am intending to open an account here in
Baltimore.”

Habilitat responded by cutting a check payable
to the red tag for $127. The purpose cited on
the check request was “Difference in July’s
welfare receipts.”

Improper Reliance on Government Funds

Although one of its objectives is to become
self-sufficient, Habilitat is far from reaching this
end. In the meantime it appears clear that
Habilitat is seeking to maximize the use of
public funds to support its programs. This maxi-
mization has been sought by means that are
at times quite questionable. The red tag program
is an example of this.

DSSH food stamp regulations place a
$1500 limit on nonexempt resources which a
one-person household may possess. Nonexempt
resources include cash on hand or in a checking
account and stocks.

DSSH general assistance regulations
provide that the amount in excess of the reten-
tion ceiling of $425 for one person is to be
computed as available resources in determining
needs and is to be considered as budgetable
resources and is to be used when determining
the amount of assistance. “Resources” is
defined to include bank accounts and the full
value of stocks and bonds.

In at least two instances, Habilitat aided
and abetted and was a party in circumventing
these eligibility requirements, to the financial
benefit of Habilitat.



In the first instance, Habilitat deposited
and maintained $3074 in a “restricted fund”
on behalf of a resident -when the resident
received general assistance and food stamp
payments. When the resident terminated from
the program, Habilitat returned the $3074 to
the resident.

In the second case, a resident owned 100
shares of common stock. While receiving general
assistance and food stamps, the resident donated
the stocks to Habilitat, Habilitat immediately
sold the stocks for about $3500 and deposited
the proceeds in the capital fund.

Problem of Inadequate Monitoring and
Enforcement by Affected Government Agencies

Habilitat’s questionable practices discussed
in this chapter should not have been allowed to
exist. To a great extent, the practices have
occurred because the government agencies most
concerned with Habilitat’s operations—DSSH
and DOH-have failed properly to monitor the
operations of Habilitat.

All of the information contained in this
chapter was available to the agencies had they
made an effort to seek it out. Personnel within
the government agencies from time to time
expressed concerns and raised questions about
some of the matters discussed in this chapter.
The agencies even held meetings with Habilitat
representatives on the matters. Yet, on the
whole, government agencies have not diligently
inquired into Habilitat’s activities and practices.

DSSH, in particular, has been negligent. It
is the agency which is responsible for the largest
portion of governmental funds flowing into
Habilitat. Not only does it administer Habilitat’s
POS contract, but also it dispenses the hundreds
of thousands of dollars which go each year to
Habilitat and its residents in the form of welfare
payments, food stamps, and Medicaid.
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Yet, DSSH has been remarkably passive in
its relationships with Habilitat. For example,
over two years have elapsed since its last on-site
inspection at Habilitat. The inspection scheduled
for early 1979 did not contemplate including
any examination of Habilitat’s fiscal operations,
but was planned to be limited only to
compliance with the POS contract.* Despite
the amount of public funds going into Habilitat
and the questions which even DSSH personnel
have raised about Habilitat’s operations, DSSH’s
investigative unit has apparently not directed
any special attention to the situation at
Habilitat.

Recommendations
We recommend as follows:

1. DSSH and DOH should follow up on
our findings to determine the extent to which
applicable laws and regulations have been
circumvented or violated by Habilitat. Appro-
priate corrective actions should be taken
relative fo any irregularities.

2. DSSH and DOH should establish
comprehensive and effective surveillance and
monitoring procedures to ensure that Habilitat
adheres to all applicable rules, regulations, and
requirements concerning the use of public funds
made available to Habilitat. In particular, the
surveillance and monitoring procedures should
provide for ensuring that eligibility requirements
for general assistance and food stamps are
adhered to and the funds made available under
the NIDA and POS contracts are properly
expended by Habilitat,

4’I‘his monitoring visit actually took place in early
February 1979 and the staff report has been issued, Although
some questions of noncompliance were raised in the report
which was sent to Habilitat, no further followup action has
been taken,
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COMMENTS ON AGENCY RESPONSES

On August 10, 1979, copies of a preliminary draft of this audit report were transmitted to the
governor, the presiding officers of the legislature, the president and the executive director of
Habilitat, Inc. (Habilitat), and the directors of the departments of health. (DOH) and social services
and housing (DSSH). As is our practice, we asked the heads of the agencies directly affected by the
audit to provide us with their comments on the recommendations contained in the audit report,
including an indication of the actions that have been or will be taken on those recommendations.

A copy of the transmittal letter to the president of Habilitat is included herewith as
Attachment A. Similar letters were sent to the executive director of Habilitat and to the directors
of DOH and DSSH. The original deadline for submission of agency comments was set for
August 29, 1979. However, at Habilitat’s request, the deadline for that organization was extended
to September 28, 1979,

The responses received from Habilitat, DSSH, and DOH are included respectively as
attachments B, C, and D of this part. We offer below some general observation on these responses
as well as separate comments on each of the replies received from the three agencies.

GENERAL OBSERVATION

Despite the nature and diversity of the agency responses, some generalizations can be made
concerning them. First and probably most noteworthy is that, on the whole, they have not ex-
pressed disagreement with the recommendations set forth in the audit report. Even Habilitat, which
is the most critical of the audit report among the three agencies, comments as follows: “We find
most of the recommendations to be essentially sound.” DSSH responds that the report, with its
recommendations, provides the agency “with a useful tool in strengthening our manage-
ment capabilities.” DOH states, “A number of your recommendations are meritorious, Please be
assured that we will develop and implement appropriate corrective action based in part on your
comments and recommendations.”

On the other hand, the responses reveal a continuing failure on the part of the agencies to
understand fully and to come to grips realistically with the major problems brought to light in the
audit report. The key issues center around the following topics: (1) the problem of internal manage-
ment within Habilitat, particularly in reference to the respective roles to be played by its board of
directors and its full-time executive and the need for Habilitat to apply effective management and
operational controls; and (2) the problem of the responsible government agencies failing to exercise .
leadership, direction, and control in monitoring Habilitat’s conduct of a public mission.

None of the agencies—not Habilitat, not the department of social services and housing, not
the department of health—has responded to the specific recommendations made in the audit report
in any meaningful way. Just what specific action will be taken by Habilitat or the two principal
state agencies remains unknown. Thus, it is not possible to discern whether any improvements are
forthcoming, either in Habilitat’s operations or in the exercise of responsibilities by the state
agencies involved. We conclude, reluctantly, that it will take legislative oversight and persuasion to
pin down where Habilitat’s program might be headed and whether the state agencies recognize and
are willing to pursue their responsibilities.
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HABILITAT’'S RESPONSE

Habilitat submitted a lengthy response to our audit report. Some of the remarks are extremely
broad and unspecific. In contrast, some relatively minor points are belabored in extended detail.
We have reviewed Habilitat’s response against the audit report and find it unnecessary to comment
on each and every point made in the response. However, there are several significant areas that
require further clarification and amplification, and these are set forth below.

Program Implications of a, Situation Where Knowledge, Information, and Agreement
Are Lacking. Our review of literature in the field and our examination of the operations of
Habilitat, DOH, and DSSH indicate that knowledge, information, and agreement regarding the
human use and abuse of mind-affecting substances are seriously inadequate. It is our evaluation
that this state of affairs is adversely affecting all agencies and groups—including, but not limited
to, Habilitat, DOH, and DSSH—dealing with substance abuse and addiction, whether it be in terms
of treatment, rehabilitation, prevention, control, or law enforcement. So long as problems remain
vague, undefined, and confused, it will be virtually impossible to develop and carry out effective
and consistent action programs in this field.

While conceding that there is a great lack of knowledge, information, and agreement in this
field, Habilitat attributes this deficiency exclusively to others—especially to what it refers to as the
“medical/psychiatric field”—and exempts itself completely from such a shortcoming. In the process
of responding to the audit report, however, Habilitat includes many confusing, inadequate, and
contradictory statements. For example, Habilitat casts aspersions on the “[p]hilosophising,
analyzing, criticizing, categorizing, and double-talking” of the “‘medical/psychiatric field” and pro-
nounces that it “does not engage in probing cause and effect evaluations.” At the same time,
however, Habilitat lays claim to its own philosophical base founded upon ancient Hawaiian culture
and embracing the concepts of “ohana” and “ho’oponopono.” Habilitat also appeals to the
authority of a physician and psychiatrist (Dr. Fred Glaser) to support and validate its claims of suc-
cess and effectiveness.

Similarly, Habilitat states categorically in one place in its response that it does not utilize
“psychological and sociological procedures.” Elsewhere, however, Habilitat says that it “considers
all persons on hard drugs possess the ‘motivation’ [to become unaddicted], but it must be reached
down and drawn out of the person.” Shortly, thereafter, Habilitat comments further that it “‘con-
siders it [addiction] a symbol of social maladjustment or disorder.” Operating from such a
psychological-sociological point of view, it is hard to see how psychological and sociological proce-
dures can possibly be avoided. Thus, whether or not Habilitat’s methods follow conventional or
traditional patterns, they must nevertheless be psychologically and sociologically based. From its
response, it is not at all clear whether Habilitat recognizes or understands that this is the case.

It should be noted further that Habilitat’s response continues to leave unclear whether
it should be considered a drug and alcohol treatment and rehabilitation program or viewed as some-
thing else. On the one hand, Habilitat emphasizes its unique characteristics as a residential
therapeutic community and claims that its “approach is applicable to a broad range of problems
affecting people.” At the same time, however, it stresses how many drug-free graduates it has
produced, it refers to itself as a drug/alcohol treatment rehabilitation center, and it claims a better
success record than any other similar (i.e., drug treatment and rehabilitation) program in the State.
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If Habilitat is to be considered a drug and alcohol treatment and rehabilitation program, then
proper allowance should be made for the fact that not all of its residents are drug-related and the
fact that, unlike some other programs, it carefully screens incoming residents and requires
all of them to be ““clean” of drugs upon admission,

If, on the other hand, Habilitat is to be viewed as something other than a drug and alcohol
treatment and rehabilitation program, then this “something else” should be adequately defined
and described and direct comparisons with other drug and alcohol treatment and rehabilitation
programs should no longer be made. In this regard, it is not sufficient to define and
describe Habilitat simply as a “survival school” which is ““designed to take an individual who is
unable to manage his life and teach him to be a person who is productive, responsible, and self-
sufficient.”” Obviously, such generalized language can be applied to many activities and does not
convey much specific meaning,

The position Habilitat has taken on this issue presents some very serious problems which must
be addressed if the public interest is to be served. Habilitat officials are the only authorities on the
subject, and their views become articles of faith not to be doubted or questioned by anyone else.
Normal rules and standards are not felt to be applicable. Uncritical acceptance of their views by
outsiders is trumpeted as objective evaluation, but if an outsider raises questions, expresses doubts,
or voices criticism, this is inmediately and vociferously interpreted to be an attack or plot to under-
mine the position of the true believers. The ultimate result is ingrown attitudes, insulation from
outside influences, and resistance to the possibility of improvement.

Habilitat spokesmen have been widely quoted in the news media to the effect that this audit
is part of a conspiracy to destroy Habilitat. This view is reiterated and reemphasized in Habilitat’s
response where it imputes to the audit an objective ““[t]o destroy the credibility of Habilitat by
attempting to define it in a medical-psychological modality, which does not apply.” Habilitat then
goes on in its response to propose that most of our discussion of this overall issue be deleted from
the audit report even though Habilitat concurs that others lack knowledge, information, and agree-
ment on the subject of substance abuse and addiction.

In short, Habilitat seems to be satisfied that it knows all the answers. As a result, it seems to
feel compelled to reject all questions, suggestions, and criticisms contained in the audit report
relating to its treatment and rehabilitation program. This is true even though the main thrust of the
audit report in this area is simply to repeat what Habilitat has already beentold by one of its own
consultants—namely, that Habilitat will have to provide “much more palpable empirical evidence”’
than it has up to now concerning the effectiveness of its program before its claims will be accepted
“by the scientific community, by the government, and even by the public at large.”

In its response, Habilitat has questioned the qualification and ability of the auditor’s staff to
make any sort of evaluation of its treatment and rehabilitation program, In answer to this point,
we wish to make quite clear that we make no pretenses of being experts in either the field of drug
abuse and addiction or the field of treatment and rehabilitation. Recognizing this, we have made no
attempt to pass direct judgment on Habilitat’s clinical techniques.

However, we have had considerable experience in reviewing and analyzing data and evidence
relating to a wide variety of subjects. We submit, therefore, that we are quite qualified to evaluate
the adequacy of data and evidence put forward in support of particular positions on different issues
and areas of public concern. That is all we have done in the case of this audit of Habilitat, As we
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amply portray in the audit report, we have examined all of the evidence Habilitat has put forward
in support of its program and—like Habilitat’s own consultant—find this evidence inadequate and
unconvincing.

Reliance on Congressional Report. In several places in its response, Habilitat places great
weight upon favorable statements made about Habilitat in the congressional report entitled, Drug
Abuse and Trafficking in the State of Hawaii — A Report of the Select Committee on Narcotics
Abuse and Control, House of Representatives, Ninety-Fifth Congress, Second Session. Habilitat
neglects to add, however, that this report does not represent the results of any thorough or detailed
examination of Habilitat’s operations. In fact, the comments about Habilitat contained in the report
reflect simply the select committee’s impressions gained from testimony given to it by the executive
director and a graduate of Habilitat during a two-day hearing held in Honolulu in mid-1978.

Considering the nature of this report, therefore, we do not feel that'it offers much in the way
of substantiating any of Habilitat’s claims of effectiveness or of success.

Problems of Habilitat’s Internal Management: What Have Been and Should Be the Roles of the
Board of Directors and the Executive Director? A major issue raised in the audit report centers
almost entirely around Habilitat’s internal affairs. Hence, the agency comments on this subject
have come almost exclusively from Habilitat. However, the subject is an important one because it
has general applicability to all private agencies which enjoy a tax-exempt status and receive large
amounts of public financial support. The issue concerns the manner in which such agencies should
be governed—particularly with respect to what the relationships should be between the boards of
directors and the full-time, paid executive staffs of these organizations, Habilitat expresses disagree-
ment with certain key recommendations and makes various ambiguous and contradictory
statements in its response which raise very serious questions as to whether Habilitat fully under-
stands the major points set forth in the audit report and really intends to take the actions necessary
to establish a proper relationship between its board of directors and its executive director.

In the audit report, we indicate that a clear separation should be made between Habilitat’s
board of directors and its full-time executive staff and that all major policymaking should rest
with the board of directors. We also indicate that the board of directors should monitor
and exercise effective supervisory control over actions of the executive, including both those in
the clinical area and those in the financial and business area. We further find that: (1) no such clear
separation exists within Habilitat, (2) the executive director has played a dominant role in the
affairs of the organization, and (3) a number of program and financial deficiencies identified in the
course of the audit can be attributed to the weaknesses which exist in interrelationships between
the board of directors and the executive director.

The audit’s recommendations in this area are based upon two fundamental considerations:
(1) the need to provide for an effective system of checks and controls in the governance of organi-
zations which are heavily endowed with the public interest but are not subject to the
normal restraints and interplay of forces found in governmental agencies, and (2) the need to
provide adequate safeguards against conflicts of interest in situations where public resources are
involved but are under the control of private individuals. In this regard, the audit’s recommenda-
tions are fully consistent with the positions taken by such respected private agencies concerned
with the management of charitable organizations as the National Information Bureau, Inc., and the
national and state United Way associations.
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In its response, Habilitat comments variously as follows:

“We feel that the audit report greatly exaggerates the amount of power and control exercised
by the office of the Executive Director.

“Essentially, we do not argue with the legislative auditor’s appraisal of Vincent Marino’s role
in this organization as dominant and powerful. However, [there is an] undisputed need for his
type of personality [in an organization such as Habilitat].

“We disagree with [the] characterization of the Habilitat Board as impotent.

“We acknowledge some weaknesses in this area [leadership in financial matters] during
Habilitat’s formative years. We feel, however, that recognition should have been given to the
significant improvement that has taken place in the last two or three years in terms of active
involvement of Habilitat’s Board, particularly in financial matters.

“Again, the Board acknowledges some past inadequacies . . . . The Board wishes to point out,
however, that as volunteer members of the governing body of a non-profit corporation, there
are certainly limits to what it should be expected to do.

“[A]s a practical matter, boards of directors generally have little to do with the day-to-day
management of corporations, be they profit oriented or non-profit. Board functions are
generally limited to the making of policy and to rendering final decisions on unusual and/or
highly significant matters.

“We see nothing wrong with this [ Vincent Marino, as executive director, automatically serving
as a full-fledged member of the board of directors].”

It should also be noted that Habilitat has offered no comments concerning the following
statement and recommendation from the audit report.

“However, Habilitat’s board of directors has tended to avoid becoming involved in
any way in clinical matters and to leave this area almost exclusively to the executive
director, Vincent Marino, and other members of the staff, Reinforcing the arrangement
has been the executive director’s strong assertion that only persons who have gone
through the program can fully understand what the program involves . . . .

2. Habilitat’s board of directors should assume as one of its primary responsibil-
ities the establishment and implementation of an effective, ongoing system of program
evaluation. This means that the board of directors, rather than the staff, should set
program objectives and standards of performance, should make sure a proper data base is
maintained, should oversee the overall conduct of the program through performance
monitoring, and should evaluate performance on a continuing basis.”

From the foregoing, it is fairly apparent that Habilitat’s approach to overall organizational
management is mixed and inconsistent. While agreeing that the board of directors’ role should be
increased and enhanced, Habilitat appears extremely reluctant to change in any way the role of the
executive director. The greatest shortcoming in Habilitat’s response in this regard is its failure to:
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(1) recognize the problems inherent in letting the executive director serve on the board of directors
and (2) take prompt steps to remove the executive director from the board.

Of particular significance is that a number of conflict of interest situations involving the
executive director have been identified in the audit report. The board of directors and the executive
director should have been sensitive to the inherent conflict situation created by the automatic and
continuing presence of the executive director on the board which forces the executive director to
play a dual role in all decisionmaking concerning him and his personal interests.

In summary, therefore, it can be said that Habilitat’s response on this issue is for the most part
quite inadequate.

External Evaluations of Clinical Program. In response to our statement that Habilitat has
commissioned only two outside evaluations of the clinical aspects of its program, Habilitat
maintains that “at least six documented evaluations have been done by outside authorities since
June, 1971.” To support this assertion, it refers to Exhibit E of the supplementary material
submitted with its response. Our examination of Exhibit E reveals only one document that might be
considered an evaluation, in addition to the two noted in the audit report.

Even this one document cannot be considered a full-fledged evaluation. As the authors of the
document themselves noted, they had gained only an “‘impression” of Habilitat’s program. They
recommended that the next appropriate step for them to take would be “a systematic evaluation”
of Habilitat’s program.

As for the other claimed evaluations, the only evidence provided in Exhibit E is a selection of
news clippings, press releases, etc., indicating that various other authorities had visited Habilitat.
Our review of the minutes of Habilitat’s board of directors does not reveal that any of these other
so-called evaluations were ever brought to the attention of or considered by the board of directors.

Thus, unless Habilitat can produce more convincing evidence than it has so far, we stand by
our statement that only two outside evaluations of the clinical aspects of Habilitat’s program were
ever commissioned.

Transactions Relating to the House for the Executive Director. Habilitat provides a very
lengthy explanation and defense of the series of transactions relating to the purchase, re-sale, and
re-purchase of the house at 146 Ainoni Street in Kailua as a residence for Habilitat’s executive
director. In this response, Habilitat does not dispute any of the facts set forth in the audit report
and does not provide any additional information on the subject. Habilitat also concedes that the law
was violated and that the loans made to Vincent Marino as part of these transactions were therefore
improper. Habilitat states, however, that mistakes were unwittingly made and that the purpose of
the transactions was legitimate and beneficial to Habilitat.

We stand by our assessment that the transactions were improper.

Purpose of Business Ventures. Habilitat takes issue with the audit report’s discussion of the
purposes of Habilitat’s various business activities. In this discussion, we point out that there seem to
be dual purposes which are not necessarily compatible: (1) to generate income for the organization
so that it can achieve its goal of “self-sufficiency ” and (2) to provide vocational training for
residents of Habilitat. We further point out that uncertainty regarding the priority between these
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two goals causes problems in the management of these activities. We also indicate that generating
income seems to be taking precedence over the provision of vocational training.

In its response, Habilitat counters with the following arguments: (1) “[v] ocational training is
not ‘another objective’ [of the business enterprises, but] THE objective,”” (2) the meaning of the
term “‘self-sufficiency” as it has been used by Habilitat has been misinterpreted, and (3) profit
cannot have been the motivation for undertaking these enterprises because most of them have been
unprofitable.

With regard to the first two arguments, we believe Habilitat’s own words provide a better
answer than anything we might say. These points have been discussed frequently in Habilitat’s
annual reports. Set forth below are some representative excerpts taken from several different
volumes of these annual reports:

Vol. 3 (1973—1974)

““Habilitat is striving to achieve financial self-sufficiency within the next two years,
and the main avenue to this goal is expansion of its Sales Department.

“Besides helping us get closer to the time we will be truly self-reliant, the Habilitat
Sales Department is giving valuable training and work experience to many residents who
may choose this as a career after completion of the program. The training process for our
people in sales is thorough and extensive and standards of performance are completely
professional.”

Vol. 4(1974—1975)

“In just over a year the Sales and Marketing Division has become a strong part of
Habilitat, helping to establish financial self-sufficiency.

“The sales team canvasses the local business community, regularly, and also makes
business promotional trips to neighbor islands, and several mainland cities periodically.
There is an increased optimism that the work of the sales division will be able to support
the organization financially within five years.

“The sales division not only provides a financial contribution to Habilitat, but it is
also a learning center for re-entry residents who can absorb valuable sales training and
experience.”

Vol 5(1975—1976)

“Just as important is the operation’s efforts to become a self-reliant organization.

“Essentially, Sales and Marketing will solidify the economic foundation necessary to
the program’s survival.”
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Vol. 6 (1976—1977)

“The Sales Division is important in many ways. It helps Habilitat practice what it
preaches—self reliance—by channeling profits back into salvaging more lives. It serves as a
learning center to teach Re-entry residents vocational skills and offers career
opportunities to program graduates.”

Vol. 7(1977—1978)

“It’s a good thing that the goal of economic self-reliance was built into Habilitat
from the start. The way things are going, the sooner we become independent of State and
Federal funding, the better.”

In addition to the foregoing widely publicized statements, our review of the minutes of
meetings of Habilitat’s board of directors indicates that when business activities came up for
consideration, most of the discussion centered around the revenue-producing potential of these
businesses. In fact, at one point the board authorized the establishment of a for-profit subsidiary
which would handle the management of the businesses that were expected to be profit-producing.
Therefore, we feel Habilitat is being disingenuous when it denies that revenue production is a goal
of its business enterprises and when it comes up with an entirely new definition of what it means by
“self-sufficiency.”

Approval of Expense Vouchers. Habilitat comments that expenses incurred by the executive
director “have been consistently approved by an appointed member of the Board of Directors since
early 1976.” This statement does not jibe with any of the information supplied to us during the
audit. While it is true that in 1976 a member of Habilitat’s board was designated to approve these
expenses, the effect of this action seems to have diminished over time to the point that such
approval was no longer being exercised at the time of our audit.

For example, when this responsibility was transferred from one board member to another at
the end of 1976, the member assuming the responsibility filed the following disclaimer with the
board:

“At our meeting of December 20, 1976, the Board passed a resolution requiring me
to approve Vincent Marino’s expense account vouchers. I am pleased to accept the
assignment, contingent on this explicit understanding:

“In ‘approving’ these vouchers I do not imply that I have checked or verified
reported expenses for amount, applicability to business, or validity; only that the items
and amounts seem to me to be reasonable and consistent.

“If more rigid interpretation is desired please give me a formal guideline which I will
follow. Otherwise I consider this my authorization to act with responsibility limited as
described.”

At the time of our audit, this person was no longer a member of the board of directors. There
is no indication in the board meeting minutes that this responsibility was ever passed on to another
board member. Moreover, no mention is made in Habilitat’s general policy and procedure governing
employee expenses of the procedure to be followed in the handling of expenses incurred by the

108



executive director. When asked about this omission, Habilitat’s general manager informed us that
the executive director advised the board of directors when he was going on trips but that the
executive director’s expense accounts were “reviewed’’ by Habilitat’s controller.

In the absence of documentary evidence to the contrary, we had to assume that the general
manager’s statement was correct and that the executive director’s expenses were not being approved
by a member of the board of directors. We hope this deficiency has now been corrected.

Conflict of Interest. Habilitat in its response categorically states that Vincent Marino “never
voted on matters affecting his compensation, fringe benefits, or those of his family.” Habilitat
concedes, however, that Marino did “sometimes” initiate such actions. Moreover, it states that “[i]t
is possible that misunderstanding exists on this matter only because the minutes kept of board
meetings in Habilitat’s earlier years are acknowledged to be somewhat lacking in detail.”

In cases such as this, the official written record as reflected in the board meeting minutes is the
only basis available for passing judgment. In terms of detail, the early minutes are not significantly
less detailed on formal actions taken than the more recent minutes. Over a long period of time,
however, the minutes show abstentions on some occasions when these matters were voted upon, but
indicates no abstentions in many other instances. In almost every case, Vincent Marino was a
participant in the meetings.

Thus, it has to be assumed that Marino did indeed vote on matters affecting the economic
interest of himself and his family.

In brief, the formal record does not support Habilitat’s contention in this case.

Nepotism. To counter our discussion concerning evidences of nepotism within Habilitat,
Habilitat in its response takes the position that qualification takes precedence over all other
considerations in any application of this term.

We hold that this is an overly narrow and unreasonable use of the term,nepotism —particularly
in reference to positions supported entirely or largely out of public funds. While it is probably true
that the problems associated with nepotism are likely to be made worse if the persons employed are
unqualified or incompetent, it is also true that serious problems can occur even when highly
qualified relatives and friends are employed. For example, even persons with the best of intentions
may unconsciously accord unequal and unfair treatment to those who are their relatives or close
friends, in comparison to their treatment of all others in the same organization.

In the case of Habilitat, the situation is made more serious by the fact that Vincent Marino sits
on the board of directors and has been able to wield such a dominant role within the organization.
In the absence of any clear policies and procedures on the matter and of a real arm’s length
relationship between the executive director and the board of directors, no one can be sure that all
members of the Marino family and all other related persons within Habilitat have been selected
strictly on their merits and not on the basis of their relationships. Considering that Habilitat is so
heavily dependent upon public funds, we do not feel this is a healthy situation from a public policy
point of view.

Employees -Serving on Board. Habilitat, in commenting on Habilitat employees serving on
Habilitat’s board of directors, asserts that only two employees other than Vincent Marino have ever
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sat on Habilitat’s board of directors. This assertion is seriously at variance with the official records
of Habilitat as set forth in minutes of meetings of Habilitat’s board of directors and general
membership. According to these records, at least eight employees have served on the board of
directors.

During the time periods when the employees served on the board, a number of formal votes
were taken relative to compensation and benefits for Habilitat employees. More often than not,
however, the minutes of the board meetings do not record the employees as abstaining from voting.

Resource Used for Stipends. Habilitat offers one explanation here of the source from which it
obtained funds to pay large stipends to its residents under the “red tag” program. However, this
explanation not only is unreasonable but also is not consistent with the explanation provided in
Habilitat’s comments on chapter 12. In this instance, Habilitat indicates that during the time when
residents received no stipends or very small stipends, it held in reserve the welfare payments
received by such residents (except for the small amounts paid out in stipends) and then used these
reserves to pay the large stipends received when the residents were in the advanced stages of the
rehabilitation program.

This explanation is unreasonable for two reasons. One is the fact that most of the welfare
funds received on behalf of these residents was, or should have been, used to defray the costs of
their room, board, and maintenance. In addition, Habilitat’s accounting system was not set up in
such a manner that it could possibly have kept track of building up such reserves and then paying
them out to the affected individuals in the form of stipends.

Besides being unreasonable for the reasons stated above, this explanation does not fit with the
statement made in the comments on chapter 12 where Habilitat says that all welfare payments were
placed in a common pool which Habilitat felt it could use at its complete discretion.

Financial Management Reporting System. While acknowledging past deficiencies in the area of
financial management, Habilitat in its response indicates that significant improvement has been
made in the past couple of years—particularly in terms of involvement by its board of directors in
major organizational matters and financial decisions. It further states that its board of directors is
satisfied with the present financial information system which Habilitat claims has been functioning
since mid-1977.

We agree that a number of improvements in Habilitat’s financial management had been made
between 1977 and 1978. We hope, too, that this trend of improvement has continued during 1979
since the completion of the field work on our audit. Nevertheless, it must be recognized that
significant inadequacies still existed in fiscal year 1978. This is abundantly evident from the number
of discrepancies in the financial management area disclosed during the course of our audit and
reported herewith.

With regard to Habilitat’s financial management reporting system, we acknowledge that during
at least part of fiscal year 1977 fairly detailed financial reports were generated and provided to
Habilitat’s board of directors. However, the most recent of such reports which Habilitat was able to
supply to us was the one submitted to the board in March 1977. No such reports were given to us
for fiscal year 1978 and we were advised that such did not exist. For the last six months of 1978
(during part of which time we were conducting our field work on this audit), no such reports could
be prepared because no budget was developed and submitted to the board until late November
1978,
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In view of the foregoing, we believe the audit report accurately describes the status of
Habilitat’s financial management operations through the end of 1978.

Resignation from the Board. Habilitat states that to the best of its knowledge, no member of
Habilitat’s board of directors have left the board due to differences with Vincent Marino concerning
compensation and benefits affecting him. To broaden that knowledge, we set forth below some
excerpts from Habilitat board meeting minutes and from a letter of resignation filed with the board
meeting minutes:

From one letter dated November 8, 1971:

“Secondly, although somewhat related, is my dissatisfaction with the past necessity of
wasting limited time needlessly in clarifying the apparently contradictory images our
organization often presents to the community—that is, that of an organization unable to
provide for the most basic needs of our residents but sufficiently funded to compensate
our staff more generously than do other similar organizations locally. I am seriously
concerned with the values of our staff and the priorities they project as role models for
our residents. Their apparent preoccupation with salary and apartments and with symbols
of power and authority that frequently appear to be diametrically opposed to the values
we hope to import to our residents.”

From the minutes of the board meeting held on July 8, 1974:

“2. A motion was duly made, seconded and unanimously carried that the Board accept
with deep regret the resignation of Jerry Greenspan [who had been president of
Habilitat] as a member of the Board of Directors and as President of the Board. Among
the reasons for his resignation were the compensation level and benefits received by the
Executive Director.”

In addition to the foregoing, two other former board members whom we interviewed
expressed similar sentiments as contributing to their departure from Habilitat’s board of directors.

Safeguards on Funds Earmarked for Capital Purpose. We find Habilitat’s response to be
confusing and contradictory relative to our finding regarding Habilitat’s failure to place proper
safeguards on funds earmarked for capital purposes. Habilitat states that the accounting system does
adequately provide for the proper classification and segregation of funds received as well as the
identification at all times of funds restricted as to use. Habilitat points out that unexpended
restricted funds have always been covered by assets, such as marketable securities, which have
substantially exceeded the balance of such restricted funds.

First, Habilitat’s statement that restricted capital funds have always been safeguarded is
incorrect. As of June 30, 1978, the capital fund restricted balance was $177,820 which represented
the net receipts from the 1977 and 1978 telethons. However, as of June 30, 1978, Habilitat had
only $109,547 in cash and marketable securities in the capital fund to cover this restricted balance
of $177,820. This shortfall is the result of interfund transfers which Habilitat agrees cannot be
repaid without seriously affecting the operations and programs of Habilitat.

Second, although Habilitat states that the accounting system adequately controls the use of
restricted funds, it takes exception to the validity of this formal accounting system. Habilitat seems
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to be saying that the formal accounting system is meaningless. To wit: (1) the capital fund is not a
capital fund because many of the receipts earned by this fund are not necessarily earmarked for
capital improvements; (2) a secondary, but equally important, purpose of the capital fund is to
subsidize the general fund and the sales and marketing department’s vocational training activities;
and (3) the third fund—that pertaining to the sales and marketing division—is really a subdivision of
the capital fund.

In essence, Habilitat is saying that there is one fund and that the accounting system is simply a
formality.

Allocation of Administrative Costs Among Funds. Habilitat agrees that it was in error by
failing to allocate administrative costs among the various funds during the fiscal year ended June 30,
1978. However, Habilitat states that even had all administrative costs been properly allocated in the
fiscal year ended June 30, 1978, the general fund would still have incurred a substantial deficit;
consequently, it would be impossible for any such charges to be improperly borne by the
government. Further, according to Habilitat, the general fund very frequently requires subsidization
by the capital fund. Habilitat sees no significant impropriety in this entire matter of administrative
cost allocations and interfund transfer as long as restricted funds are not used for purposes other
than intended, and as long as government funds are not used for nonclinical requirements.

Habilitat’s response again shows the lack of regard it has for its own formal accounting system.

It appears that Habilitat’s performance relative to administrative costs and allocations and
interfund transfers fails to meet its own definition of impropriety. Habilitat did transfer funds
out of the capital fund in excess of the restricted fund balance, and Habilitat did use government
funds for nonclinical requirements in the form of improper stipend payments to red tag residents.

Documentation Supporting Expenditures. Habilitat in its response states that *““[t] o the best of
our knowledge, reimbursement vouchers for travel, business meals and entertainment are generally
adequately documented.”

During the conduct of our audit, we found the supporting documentation to be inadequate. In
many cases, there was no evidence to indicate that the expenditure had even been incurred. For
example, there were two business luncheon reimbursements to the executive director amounting to
$568 for which no receipts were provided and no indication given as to where the money was spent
or who was entertained.

DEPARTMENT OF SOCIAL SERVICES AND HOUSING’S RESPONSE

While acknowledging the existence of certain problems noted in the audit report, DSSH in
its response takes issue with and comments on several of our findings. DSSH has also brought to
our attention a minor error in the preliminary audit report which we have now corrected in the
final report. These several matters are discussed below. g

Program Monitoring by DSSH. DSSH appears to agree that its monitoring is less than satis-
factory, but then goes on to cite limited manpower resources as preventing the agency from
spending sufficient time for on-site reviewing and assessing each contractor’s performance. No
on-site visitations to Habilitat were made by DSSH’s POS monitors from November 1976 until
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February 1979. Moreover, by DSSH’s own admission to Habilitat at the time, the 1976 evaluation
was hasty and superficial (for example, only one resident’s record was reviewed) and should have
been followed up shortly by a more thorough review. Yet, some 26 months elapsed before another
visit was made, and this occurred only after considerable controversy had arisen and a great deal of
publicity and public attention had been focused upon Habilitat. In the interval, monitoring was
confined entirely to the receipt and review of written quarterly activity reports submitted to DSSH
by Habilitat,

DSSH takes issue with our conclusion that little, if any, improvement had been made to correct
deficiencies (relating to the monitoring of POS contracts) that were brought to DSSH’s attention
by a consultant in 1977. Based upon our audit findings, we fail to see how any claim for great
improvement could be substantiated.

Coordination of Governmental Efforts in the Field of Substance Abuse and Addiction. DSSH
in its response stresses the categorical nature of most public funding and indicates that it
is extremely difficult, if not virtually impossible, to get program administrators to think or act
beyond the narrow confines of their individual categorical programs. DSSH concedes, however,
that such a fragmented approach leaves important policy and management areas unsupervised and
unscrutinized. Rather than suggesting any answers, DSSH simply poses additional questions regard-
ing the fixing of responsibility and accountability in such cases.

We do not find such a response to be adequate or acceptable. In the first place,
the categorical programs pertaining to Habilitat are much more intimately interrelated than DSSH’s
response would tend to imply. In some instances, the same personnel administer more than one of
the categorical programs. In other instances, qualification for one program is dependent upon
qualification under another program. Hence, program interaction takes place whether or not this
is administratively recognized and properly taken into account.

Second, while it is true that programs are set up categorically, it is also true that many related
programs are placed under a single department. One of the main purposes of such an organizational
arrangement is to bring about needed coordination among related programs. Thus, it is DSSH’s
responsibility to insure that adequate coordination is achieved among all categorical programs
under its jurisdiction.

Third, with respect to interrelated programs which are separated by departmental jurisdictional
boundaries, it is the responsibility of the affected departments mutually to develop effective means
of coordination among related programs. In the case of programs relating to substance abuse, the
legislature has statutorily assigned to DOH (section 321-193, HRS) the responsibility to
“[c]oordinate all substance abuse programs” and to “‘[p]repare, administer, and supervise the
implementation of a state plan for substance abuse.”” In view of this assignment, DOH should take
the leadership in achieving coordination among programs in the field of substance abuse
and addiction,

Question of Exercising Formal Control over Private Agencies Receiving Large Amounts of
Individually Related Support Payments. DSSH questions whether it can or should try to exercise
some type of formal control over or hold financially accountable organizations, such as Habilitat,
which receive and expend large amounts of government funds designated to go to individuals.
The department makes much of the point that many of its programs are geared to provide support
to individuals and that, technically, it is dealing only with individuals in carrying out these
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programs. Hence, there is no way to recognize or accommodate “middleman-type” organizations,
such as Habilitat, in the relationship between DSSH and individuals participating in the programs
unless the individuals are incompetent and incapable of handling their own funds. In short, DSSH
seems to be saying that it should close its eyes completely as to how Habilitat uses the large sums
of money flowing into Habilitat from such DSSH-administered programs as general assistance and
food stamps.

In this case, we feel DSSH is taking an overly narrow, restrictive, and unrealistic view of its
authority and responsibility. Dealing with individuals in an institutional setting can be quite a
different matter from dealing with individuals who are truly independent and in control of

managing their own private lives. To ignore this difference is neither a reasonable nor responsible
course to follow.

For example, in the case of Habilitat, residents receiving welfare assistance are certified as
incapacitated in terms of being able to hold a job. When they enter Habilitat, they grant a power of
attorney to Habilitat and they place their daily lives under the full control and management of
Habilitat. Habilitat then receives their welfare and food stamp payments on their behalf; the resi-
dents do not even have to see the welfare checks before the checks are deposited to Habilitat’s
account. From that point on, Habilitat exercises complete discretion over the disbursement of the
funds received. As the audit report points out, such funds may end up being used for purposes other
than providing food, shelter, and maintenance for the designated welfare recipients. For instanc_e,
such funds are apparently the source from which stipends were paid improperly to participants in
the “red tag” program.

Under such circumstances as these, we feel that it is seriously deficient on the part of DSSH
to maintain the fiction that it is dealing only with individuals and that it has no obligation to ho_ld
Habilitat accountable for proper management of welfare payments received by Habilitat. In fact,
in at least one instance, DSSH itself has recognized its authority and responsibility in this area and
has held Habilitat—rather than the individuals involved—accountable for the illegal receipt
of welfare payments. This is the case cited in DSSH’s response where DSSH sought and recovered
from Habilitat funds which had been paid to ineligible welfare recipients who were residents at
Habilitat.

In summary, we reiterate our recommendation that DSSH take appropriate steps to exercise

more effective control over private agencies which are the indirect, as well as direct, recipients of
substantial amounts of social welfare funds,

Correction of Discussion Concerning Restrictions on Salary Increases Allowed Under POS
Contracts. DSSH has called our attention to an error in the preliminary audit report which has been
corrected in the final report. Involved is a discussion in the audit report concerning apparent cir-
cumvention of DSSH’s guidelines governing the amount of salary increases allowable under the POS
contracts. In the preliminary draft we indicated that the guidelines set a limit of 8 percent on
salary increases and we attributed the guidelines to requirements imposed upon the State by the
federal government. The limit specified in the guidelines was 6 percent, not 8 percent, and the
initiative for the limit apparently came from DSSH, not the federal government.
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DEPARTMENT OF HEALTH’S RESPONSE

The department of health has confined its comments only to chapter 4 of the report. The
chapter discusses the difficulties in evaluating a program where knowledge, information, and agree-
ment are lacking. Although DOH in its response expresses general agreement that there is a great
deal we do not know about the subject of substance abuse and addiction and about the role which
agencies like Habilitat do, can, and should play with regard to this subject, the department takes
issue with several particular points. Specifically, the department’s comments relate to:
(1) the definition of substance abuse, (2) sparsity of data relative to drug abusers, (3) social costs
relating to the drug program, and (4) adequacy of monitoring Habilitat’s drug treatment activities.

Definition of Substance Abuse. DOH—after characterizing attempts to be more precise and
definite in this field as “futile”—says that it takes a “heuristic” approach where substance abuse
is regarded to include any use of psychoactive substances which causes dysfunction in some area
of life. Such a definition of its sphere of concern is, of course, so open-ended and all encompassing
as to be virtually meaningless as a guideline for program action.

Accuracy and Completeness of DOH Data on Substance Abusers. After being unable
to provide us with any clear picture of the substance abuse and addiction problem in Hawaii while
we were conducting the audit, DOH now seems to feel it has a firmer grasp on the situation. As
evidence, it states that it has collected and analyzed over a period of one year data from over 30
treatment units in the State. The department claims that this activity now provides ““an impressive
and complete picture of the substance abuse treatment population in Hawaii.” If so, however, this
is only part of the total picture. Still left unknown is the extent, severity, and effects of substance
abuse and addiction among the much larger portion of the population which does not come into
contact with any of the treatment units,

Even the accuracy and completeness of thedataare subject to question and challenge. This is
true for at least two reasons. One is the fact that there is no independent verification of any of the
information fed into DOH’s information system. DOH must rely upon Habilitat and the other
treatment units for the information it receives. Such information is generally obtained through
interviews with clients. Due to a variety of factors, there can be no assurance that such information
is reported correctly and consistently—especially when there is no verification or quality control
mechanisms built into the system.

Another reason why DOH’s information system cannot be accepted as completely accurate is the
fact that compliance with confidentiality requirements makes it impossible to identify and screen
out duplications resulting from clients becoming involved with more than one of the treat-
ment units. It is known that some individuals go from one treatment program to another, but the
extent of this movement is unknown. Some distortion is bound to occur whenever the same persons
are counted as separate individuals every time they enter different treatment programs. So long as
the extent of the distortion remains unknown, any overall data on the subject must be approached
with great caution.

Determining the Social Costs of Drug Abuse. DOH in its reply denigrates any effort to deter-
mine the social costs of drug abuse on the grounds that it would be prohibitively expensive to carry
out and, if done, would prove no more useful than the present method of estimating—or, as more
accurately described, the present method of “guesstimating,” DOH then proceeds to state an off-
the-wall estimate that “transfers for heroin purchase in Hawaii are between $20 and $60 million
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per year’” and uses the lower amount of this range to justify all the rehabilitation efforts now being
carried on in the State,

Such statements betray a number of weaknesses and fallacies. First, it is hard to say what
the costs would be of trying to make such a determination if no real effort has ever been made to
carry out such a task. Therefore, there does not seem to be any adequate basis for automatically
rejecting efforts in this area because of the high costs involved.

Second, we find it a bit astonishing that anyone in DOH’s position would be willing to assume
automatically that researched and refined information would be no more helpful than unsubstan-
tiated estimates. Third, we are also astonished at how carelessly DOH throws around estimates—
really *‘guesstimates”—in an area where so little basis exists for making estimates.

Program Monitoring. Although DOH in its response mentions limited Manpower resources
and the department’s relative newness in the field of substance abuse as factors inhibiting
its monitoring performance, it focuses most of its discussion upon the monitoring activities it does
perform. The exhaustive detail in which some aspects of these activities are described makes it diffi-
cult, however, to winnow out the main points of the discussion. For example, the response contains
one quotation almost three pages long regarding objectives and implementation of a management
systems development project undertaken for DOH by a consulting firm. Similarly, more than a page

is devoted to a description of a training program put on by DOH for personnel in agencies such as
Habilitat.

As can be seen from DOH’s response, the alcohol and drug abuse branch (ADAB) is placing
great emphasis upon the development and implementation of an elaborate recordkeeping system
built around an individual record for each client in each participating program. A review of DOH
inspectors’ quarterly reports on visitations made to Habilitat reveals a similar emphasis—they
strive very diligently to make sure all required forms are in the files and are properly filled out.
However, one will search in vain to find in these quarterly reports any clear or compre-
hensive picture of what is happening or not happening at Habilitat in terms of program management
and program development.

Perhaps the best indication of the inadequacy of these prior monitoring efforts is provided by
DOH itself. Recently, a separate branch of DOH has made an inspection of Habilitat for purposes
of licensing the facility. This inspection turned up a large number of deficiencies requiring
correction—including a number in the area of program direction and management which should be
matters of keen concern to ADAB. Yet, none of these deficiencies were ever hinted at in ADAB’s
quarterly reports on Habilitat extending back several years.

Thus, ADAB in its monitoring efforts either was unable to detect these deficiencies—despite
their clear relevance to Habilitat’s program—or chose not to do anything about them. In

either event, the results cannot help but reflect adversely upon the effectiveness of ADAB’s program
monitoring.
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ATTACHMENT A
THE OFFICE OF THE AUDITOR N CLINTON T. TANIMURA
AUDIT
STATE OF HAWAII
RALPH W. KONDO
4685 S.KING STREET, RM. 500 \ psammih il
HONOLULU, HAWAII 98813

August 10, 1979

Mrs. Karen White, President
Habilitat, Inc.
P.0O. Box 801 &
Kaneohe, Hawaii 96744 0 P

Y
Dear Mrs. White:

Enclosed are four copies of our preliminary report of the Management Audit of
Habilitat, Inc. These copies are for review by members of the Board of Directors of
Habilitat, Inc. Two copies of this report have been transmitted to Mr. Vincent Marino,
Executive Director of Habilitat, Inc. As is customary, we have also distributed copies
of this preliminary report to the Governor, the presiding officers of both houses of the
Legislature, and the directors of the state agencies (Department of Social Services and
Housing and the Department of Health) affected by the audit.

The report contains a number of recommendations. We would appreciate receiving
your comments on the recommendations, including the actions that have been taken or
will be taken with respect to the recommendations. We request that you submit your
written comments to us by Wednesday, August 29, 1979. Your comments will be
included as part of the final report.

Since the report is still not in its final form and changes may possibly be made to
it, the circulation of this report should be restricted solely to those officials of your
organization whom you might wish to call upon to assist you in your response. Public
release of the report will be made by our office after the report is published in its
final form.

If you wish to discuss the report with us, we will be pleased to meet with you, at our
office, on or before Wednesday, August 22, 1979. Please call our office for an appoint-
ment. If we do not hear from you, we will assume that a meeting is not necessary.

We appreciate the assistance and cooperation extended to us during the examination.

Sincerely,

4 ‘b; {%zi&»ﬂk

Clinton T. Tanimura
Legislative Auditor
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ATTACHMENT B

Post Office Box 801
Kaneohe, Hawaii 96744
Phone: 235-6411

September 26, 1979

RECFIVED
Mr. Clinton T. Tanimura, Auditor PH?*
Office of the Auditor SEPZB 3 03 3
State of Hawaii OFC. CF THE AUDITOR
465 S. King Street STATE OF HAWAII
Room 500

Honolulu, HI 96813
Dear Mr. Tanimura:

Enclosed are the comments assembled by Habilitat's
Board of Directors and staff on the preliminary
report of the Management Audit.

Both the basic text and the recommendations have
been studied thoroughly. Although we take exception
to a great deal of the material in the body of the
report, we find most of the recommendations to be
essentially sound.

It should also be of significance that many
changes have been made since the period of the
audit (up to the end of the 1977-78 fiscal year),
particularly in the financial area. These changes
were initiatéd primarily at the recommendation

of our auditor, Clay and Ohata. Enclosed is a
copy of a letter of September 14, 1979 from

Mr. Rex Clay verifying that the weaknesses pre-
viously pointed out have been corrected. This is
one of the many examples of Habilitat's attempt
to comply with recommendations made to the
organization.

It is our obligation to point out that many of the
statements in the audit lead us to believe that

the authors of the report do not fully understand

the complexity of the field of treating drug

abusers and persons with character disorders.

For instance, they appear to be measuring Habilitat's
business enterprises by "normal business standards"
and refer to organizational instability as a-negative
factor, when to change quickly and frequently is
necessary in a theraputic community. We are proud

Ex-Officio Associate MembeltT OUr 30% to 40% success rate, an extremely high

Edward Taubman
Marvin Rubenstein

percentage of success in this particular field and
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Vincent Marino
Founder and
Executive Director

. . Post Office Box 801
Mr. Clinton T. Tanimura Kaneohe, Hawaii 96744
Page 2 Phone: 235-6411
September 26, 1979

resent remarks such as "Habilitat is apparently helping
some people"....'some indications and many claims....of
success".

The names and professional qualifications of those staff
members of your office who conducted the evaluation of

the treatment aspect of our organization should be
included in the audit; so that the legislators can put the
report in proper perspective.

In conclusion, we understand that it is your obligation
to publish our complete comments and the additional
back-up information transmitted herewith when you finally
publish the audit.

Very truly yours,

Francis S. Haines
Acting President of the Board

FSH:bd
Encl.

Board of Directors

Karen White
President and
Chairperson

Vincent Marino
Vice President

Mona Altiery
Secretary

Jerry Fellows
Treasurer

Members

Charles McLaughlin

Jean Cornuelle

Randy Vitousek, Esq.

Frank Haines

Rev. Stephen Hanashiro
Russell Francis

Ex-Officio Associate Members

Edward Taubman B-2
Marvin Rubenstein



COMMENTS BY HABILITAT’S
BOARD OF DIRECTORS
ON THE MANAGEMENT AUDIT OF HABILITAT, INC.

(Designations of pages have been changed to conform to the pages of this final printed report. In
addition to these comments, Habilitat submitted supplemental materials which are described on
page B—64. The supplemental materials are not reprinted here due to their length. However, the
supplemental materials are available for inspection in the office of the legislative auditor.)

Chapter 1 — Introduction

Page 3, left column, paragraph 3 — Habilitat offers an alternative statement of objectives for
the audit which reads as follows:

The objectives of this audit were:

1. To destroy the credibility of Habilitat by attempting to define it in a medical-
psychological modality, which does not apply.

(Refer to Congressional Report on Drug Abuse and Trafficking in the State of Hawaii, which is
attached.) [Exhibit A]

Chapter 2 — Background: Basic Characteristics of Habilitat

Page 5, left column, paragraph 2 — Habilitat proposes the deletion of this paragraph and the
substitution of the following:

Habilitat is a very simple and easily explainable entity. Habilitat is simply a therapeutic com-
munity which utilizes the concept of “ohana”, the extended family, and it is designed to
take an individual who is unable to manage his life and teach him to be a person who is pro-
ductive, responsible and self-sufficient. Habilitat is considered a survival school.

Page 7, left column, beginning with first paragraph under heading, ‘‘Therapeutic Community,”’
and extending to the entire section under heading, “Conceptual base underlying the therapeutic
community approach” — Habilitat proposes the deletion of all these paragraphs and the substitution
of the following:

Habilitat operates under the concept of “ohana” (the family) that utilizes the concept of
“ho’oponopono”, derived from ancient Hawaiian culture, wherein the family meets together
to work out difficulties and problems that affect individual members, The group stays together
until such difficulties and problems have been resolved. Habilitat has been called a “College
of Survival,”” and this is accomplished in an extended family atmosphere. Following is an ex-
cerpt taken from a pamphlet printed by the 95th Congress, 2d session in 1978, entitled Drug
Abuse and Trafficking in the State of Hawaii:



“Perhaps one of the most successful of these programs is Habilitat—a residential
therapeutic community which provides vocational job training. Basically, the pro-
gram emphasizes a change in life-style; the individual is taught to be independent
and self-reliant. Habilitat is unique because of the number of private business enter-
prises providing financial support and vocational rehabilitation opportunities for its
participants. The treatment offered at Habilitat cannot be considered traditional
in the medical or psychiatric sense, and, as a therapeutic community, its techniques
have been emulated elsewhere.”

Copy of report is attached.

See exhibit “A” [A copy of the congressional report which is cited]

Page 7, right column, last paragraph (continuing on page 8) — Habilitat proposes the deletion
of this paragraph and offers the following comment:

These are not psychological and sociological procedures being carried out. An excerpt from
Congressional Report, Drug Abuse and Trafficking in the State of Hawaii (copy attached),
states:

“One of the most successful of the drug treatment programs in Hawaii is Habilitat.
Habilitat is a residential therapeutic community which provides vocational job
training. The program rejects traditional approaches and emphasizes a change in
lifestyle,”

It should be noted that according to Habilitat’s approach, the problems of the individual
can be worked out through communication with other members of the ohana.

Page 8, beginning left column, section relating to induction — Habilitat offers as an alternative
to the paragraph describing Habilitat’s induction process the following:

(See Exhibit “B”) [16 pages of Habilitat’s induction forms]

Induction — (Induction forms attached.) Although the resident must come into the program
“clean,” it should be noted that Habilitat will make arrangements with local facilities for
de-toxification if necessary. While undergoing the intake process, all applicants are given a full
orientation of the program rules, regulations and expectations. These cardinal rules include—
no violence or threats of violence; no use of drugs or chemicals; and no stealing. These rules
apply to both staff members and residents. In sharp contrast with other institutions, physical
and chemical restraints or the need for such, have never occurred at Habilitat. In the almost
nine years of its existence, there has been only one very minor incident of violence. It should
also be understood that Habilitat is a voluntary program—there are no gates or bars, and an
individual is free to leave at any time. It should also be emphasized that Habilitat cannot be
compared with other drug rehabilitation programs, which are actually drug maintenance
programs, since the most difficult type of program is the one which is drug free.
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Page 8, right column, first paragraph under heading, ‘‘Treatment” — Habilitat proposes the
deletion of this paragraph describing Habilitat’s treatment program and the substitution of the
following:

Treatment. Habilitat does not engage in psychiatric mind control techniques. It is, in fact,
an extended family (ohana), where the family is continually in touch on a 24-hour basis with
each of its members. The treatment phase is the heart and soul of the program and is expected
to last generally from 9 to 12 months. Habilitat residents are not at present, nor have they
ever been, involved in the operation of the program. One of the main concepts of the ohana
is that everyone in the ohana works and contributes to the maintenance of the facility and the
group. Everyone contributes starting out with whatever they can contribute and gradually
working up to more responsible contributions. The goal is an equitable exchange. Habilitat has
found this to be the best way to restore self-respect in the individual.

Page 8, right column, last paragraph (continuing on page 9) — Habilitat offers the following
comment on the discussion of the encounter game technigue which it uses:

The concept of “ho’oponopono.” In ancient Hawaii, insanity was quite rare. The stability of
the family was maintained by a family meeting known as ho’oponopono. During this meeting,
generally led by the head of the family, problems and pilikia were discussed and resolved to
the satisfaction of all concerned. The ho’oponopono could last for many hours and included
periods of singing, dancing and prayer to lighten the seriousness of the situation. However,
members were protected and were able to say anything, short of violence or threats
of violence, without fear of reprisal.

Page 9, left column, paragraph 3 — Habilitat offers the following comment concerning its
high school education program:

(Refer to Exhibit “C’) (Habilitat graduation picture attached). [Picture of one group of
Habilitat’s high school graduates] Habilitat has produced at least 221 graduates. In 1977
the program lost its funding for its educational program as a result of the firing of two of
the teachers by Vincent Marino—one, for making sexual innuendoes to female students, and
the other for undermining and ridiculing the program and its residents. At this time Habilitat
is only partially funded for adult education and must provide 80% of its teacher’s salaries.

Page 9, beginning left column, first three paragraphs under section headed, ‘Re-entry” —
Habilitat proposes the deletion of the first two paragraphs of the description of its re-entry program
and the substitution of the following:

Re-entry. The final phase has as its purpose the re-entry of the residents back into the larger
community. At this particular time, a resident has remained drug-free for a minimum period
of a year, and is expected of course, to remain drug-free for the duration of the program.
This fact makes Habilitat particularly different from medical-psychiatric programs, in which



the residents would not have been drug-free for this period. While this is considered to be the
most difficult of the phases, it has proven to be the most successful. At this time the resident
will begin to learn and put into use the tools of survival. He is required to open a bank account
and must save a minimum of 1/3 of his stipend. It should be noted that while the responsibil-
ity level of the work performed by the resident has increased, he is still not paid a salary.
The work performed, however, is on a higher level aimed at true vocational development.
The stipend is intended to teach the individual the value of money, and the art of budgeting
and saving. He will be encouraged to continue with higher education if he so desires. Outside
excursions are arranged and special instruction is given in sex education and survival
techniques, such as learning to fill out an income tax return or purchase an automobile.
Residents are also trained in how to present themselves in job interviews, and the difference
between wants and needs is stressed in the learning process of making decisions. At this time
the resident is also encouraged to become involved in outside activities, with regular trips to
public libraries, athletic events and other social events such as University of Hawaii plays,
movies, etc. He is also required to attend an Alcoholics Anonymous meeting once a week to
give him exposure to another similar concept and to warn him of the possibility of exchanging
a drug habit for an alcohol habit.

It is preferred, but not always possible, that residents in the re-entry phase live at a facility
separate from that used for treatment. This is because of the large number of residents and the
lack of funding. While it is true that residents are allowed free evenings, they leave the facility
in the company of other residents.

Page 9, right column, paragraph 2 — Habilitat proposes the deletion of this paragraph
and offers the following comments with respect thereto:

The auditor has attempted to minimize the scope of postre-entry specialized voca-
tional training away from the facility, Of the approximately 200 graduates of Habilitat, it
is true that approximately 12 have been trained as beauticians. Others have attended night
classes at various community colleges for training as secretaries, typists, stenographers,
accountants, computer programmers, business managers, have been trained in the culinary
arts, graphics and arts, automotive mechanics, architectural landscaping, creative writing,
languages, law, medicine, marketing, aviation, agriculture and other fields. Among Habilitat’s
residents are several on dean’s lists, and among the graduates, two have received B.A. degrees,
and one has received a Master’s Degree.

Page 10, left column, paragraph 1 — Habilitat proposes the deletion of this paragraph and
comments as follows:

Although Habilitat has indeed had psychiatrists and/or psychologists on past boards, these
people at no time had input into the day-to-day operation of the program. The formulation
of the clinical program of Habilitat has been successfully accomplished by persons who have
suffered the physical, emotional and spiritual pain and problems of drug addiction, alcoholism,
etc. We have found that one of the reasons for the success of the program is because of its
reliance upon graduates to guide the physical, emotional and spiritual development of its
residents. Habilitat considers its clinical by-products to be professionals in their field.
Habilitat’s graduates speak only to the professionalism of the program itself,
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Page 10, left column, paragraph 2 — Habilitat offers the following comment concerning the
decisionmaking process observed in Habilitat’s clinical operations:

It should be noted that this is a direct attempt to discredit the methods by which decisions
are reached. The executive director by all means reserves the right to veto any decision which
could potentially harm the organization or affect the well being and safety of the residents.

Page 10, beginning left column, last paragraph — Habilitat offers the following comment
regarding the youthful age of its resident population:

Refer to Exhibit “A” [The congressional report cited]/. It should be noted that over 50%
of Hawaii’s population is under 30 years of age, which is also the high-risk bracket for drug
abuse; (Reference: Congressional Report, Drug Abuse and Trafficking in the State of Hawaii,
page 7, copy attached.) Nationally, the average life span of a drug addict is 35 years. There

are very few old heroin addicts or people who have hard core addiction problems. Once again,
Habilitat operates in the correct area.

Page 10, right column, paragraph 2 — Habilitat proposes the deletion of this paragraph relating
to the staffing of Habilitat and offers the following comment:

Residents are not now, nor have they ever been, considered as employees.

Page 12, left column, paragraph 2 — Habilitat proposes the deletion of this paragraph relating
to its fundraising and solicitation activities and offers the following comment:

No telethon of Habilitat’s has netted over $200,000 in donations. Furthermore, the
focus of our annual telethon has always been education and prevention as well as to raise
funds. Habilitat sponsors a luau on an annual and sometimes bi-annual basis, but never twice
a year. The tone of this paragraph is an obvious attempt to disparage our custom of inviting
the community to help us celebrate the high school graduation of our residents.

Page 12, beginning left column, last paragraph — Habilitat proposes the deletion of this para-
graph describing the general use made of revenues obtained through Habilitat’s sales and fund-
raising activities and offers the following comment:

Revenues are used in whatever area of the program they are needed at the time, except for
those specifically earmarked for capital improvements, i.e., trust and foundation monies.
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Page 12, right column, paragraph 1 — Habilitat offers the following comment concerning
this paragraph which describes Habilitat’s overall cash flow and funding structure:

Capital fund includes such departments as lawn and garden, Progressive Design, fund raising,
etc.

Page 12, right column, paragraph 2 — Habilitat proposes the deletion of this paragraph con-
cerning the amount of government support received by Habilitat and offers the following comment:

The revenue of direct government funding in relationship to audited revenues of the General
Fund as stated in the audited financial statements for the fiscal years ’77 —'78 are 45% and
55% in comparison to gross revenue percentage of 98%.

Page 12, right column, paragraphs 3 and 4 (continuing on page 13) — Habilitat offers the
following comment concerning these two paragraphs which describe the types of governmental
financial support received by Habilitat:

A review of 70 files chosen at random revealed a daily drug use cost of a low of $55 and a
high of $450. The average daily cost of usage for these 70 people was $125 per day.
This means that each person has to steal property and/or merchandise valued at approximately
four times the amount of the average daily use, or $500. Based on these figures, the cost to
the community is $35,000 per day. Over a one year period, Habilitat will have saved the
community almost $13 million in stolen property alone, not to mention the savings in crime
prevention, and trauma to the victims, family and friends of the drug addict. We believe
Habilitat is the most cost effective program in the state, with a cost per year per resident
of $7,200, such as Hawaii State Prison, Hawaii State Hospital, HYCF, ATF and other programs
who utilize psychiatric/medical conventions with their exorbitant costs. Furthermore,
graduates of Habilitat go on to become productive, taxpaying citizens. It should also be noted
that the average lifespan of the hard core addict is 35 years. The average age of Habilitat’s
graduates is 23. Assuming that each graduate drug addict would have continued a drug depend-
ent lifestyle for 12 more years, the projected saving to the community is astronomical.

Page 13, left column, paragraph 1 — Habilitat offers the following comment concerning this
paragraph which describes some specialized types of welfare received on behalf of a limited number
of Habilitat’s residents:

What would be the cost to the government, welfare, the community if all these individuals
were not with Habilitat, yet receiving welfare and not reaping the self-reconstructing benefits
we offer, For that matter what would it cost to have 129 individuals receiving
medical/psychiatric attention for even 5 hours a week?

Page 13, beginning left column, last paragraph — Habilitat proposes the deletion of this para-
graph relating to Medicaid assistance received by participants in Habilitat’s program and offers the
following comment:



Employees of Habilitat have a choice of HMSA medical coverage or Kaiser. These medicaid
payments are not reflected in the financial reports because they are not Habilitat expenses.

Page 13, right column, paragraph 2 — Habilitat offers the following comment on this paragraph
describing the Habilitat 1 facility located in Kaneohe:

The major facility which Habilitat has purchased on an agreement of sale is its Habilitat I
installation on the shores of Kaneohe Bay.

Page 13, right column, last paragraph — Habilitat proposes the deletion of this paragraph
describing its use of a state-owned facility in Kaneohe and offers the following comment:

Habilitat pays a nominal rent, pays all utilities, and has invested money for the upkeep, main-
tenance and improvement of this state-owned facility.

Page 14, left column, paragraph 2 — Habilitat offers the following comment concerning the
two staff houses in Kailua owned by Habilitat at the time of our audit:

It is documented intention of Habilitat to retain this residence [of the executive director]
on a long-term basis. The other staff house in Kailua was sold on May 1, 1979, at a profit
of approximately $30,000.

Page 14, beginning left column, last paragraph — Habilitat offers the following comment
concerning Vincent Marino’s role in the organization:

The statement that Habilitat is a projection or embodiment of Vincent Marino is an attempt
to invalidate the contribution of many people to Habilitat since its inception in 1971 —not the
least of whom are its graduates who have accomplished in similar fashion what Vincent Marino
has done for many years to rid themselves of drug addiction and become tax-paying citizens,
Others who should be noted are the board of directors, staff members of the business com-
munity and many entertainment personalities. All these and more must be taken into con-
sideration when defining what makes up Habilitat.

Page 14, right column, paragraph 2 — Habilitat proposes the deletion of this paragraph relating
to participants in the creation of Habilitat and offers the following comment:

Thirty-three percent of Habilitat’s original employees are presently employed.

Page 14, right column, last paragraph — Habilitat proposes the deletion of this paragraph sum-
marizing Vincent Marino’s role in the organization and offers the following comment:



Habilitat has many spokespersons and representatives, including an in-house public relations
person, community services department, sales and marketing people who represent Habilitat
here and on the mainland, the acquisitions teams and the board of directors.

Use of word “father” is an obvious attempt to substantiate [last paragraph, left column,
page 14]. Mr. Marino has never made a unilateral decision which would affect the total organi-
zation without the counsel of either the board of directors, or key staff, or both. This is an
obvious attempt to discredit and/or invalidate the contributions of the board and the staff,
who collectively spend hundreds of hours initiating policy, procedures, etc. The vicious in-
nuendoes contained in the last sentence of this paragraph are an embodiment of the nature of
vicious attacks on Vincent Marino contained throughout this report,

Chapter 3 — Introduction (Part II)

Page 17 — Habilitat proposes deletion of the entire section, “Summary of Findings,” and
offers the following comments:

Habilitat embodies 500 to 600 years of first hand experience in the area of substance abuse
and addiction, unlike medical/psychiatric fields where directors and clinical staff have no
personal reality of the emotional pain and suffering and spiritual travail of heroin addicts.
Habilitat’s experience is best exemplified by the fact that it has produced some 221 valuable
final products from the program.

(Attach copies of building master plans related invoices, expenditure reports,etc) (Refer to
Exhibit “D”.) [Habilitat’s Exhibit ‘D" consists of nine pages of various documents, letters,

and financial summaries relating to expenditures which Habilitat has made or plans to make
for capital acquisitions and improvements. ]

Chapter 4 — Obstacles to and General Lack of Evaluation of Habilitat’s Program of Treatment,
Rehabilitation, and Prevention.

Page 18, left column, first paragraph — Habilitat proposes to add the following words to the
last sentence of the first paragraph:

“which they do.”

Page 18, section under “Summary of Findings” — Habilitat proposes to delete the entire
section under the heading, “‘Summary of Findings,” and o ffers the following comments:
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It is obvious that the lack of agreement as to the use or degree of use of substances acceptable
or unacceptable exists primarily in the medical/psychiatric field, Habilitat does not engage in
such muddled medical “double think™. There is no acceptable degree of substance use or
abuse.

Habilitat does not engage in probing cause and effect evaluations such as, I took dope because
my mother smoked cigars.” This is another obvious medical/psychiatric convention. We are
not concerned whether a person shot dope because his mother smoked cigars; we are
concerned with the person’s desire and motivation to discontinue his self-destructive lifestyle.

There are no obstacles pointed out by this audit for Habilitat to remove. Habilitat has no
obstacles to the evaluation of its program in any way.

Page 18 to 22, section under “Obstacles to Effective Program Evaluation of Habilitat’s
Performance — Habilitat proposes the deletion of almost the entire section which contains a dis-
cussion on the obstacles that stand in the way of making an effective evaluation of Habilitat’s
performance in the field of substance abuse and addiction. Habilitat comments as follows:

The following paragraphs “Obstacles to Effective Program Evaluation of Habilitat’s Perform-
ance” (pg. [18] through [20] inclusive) certainly do not apply to Habilitat or its functions.
This too, could only be applicable to a facility which follows the medical model.

Pages /20] through /22] in Chapter 4. This chapter is not applicable to Habilitat but is typical
of the kind of thinking which has made the medical/psychiatric field a total failure in the area
of treating drug abuse. Philosophizing, analyzing, criticizing, categorizing, and double-talking
has created an inability to recognize a successful result when they see one. Habilitat has a
majority of graduates who are off drugs, and are responsible, productive, tax-paying citizens.
Habilitat has its own definition which we live by and it works.

[Scarcity of reliable usable data/

The attached documents clearly show that our record keeping is not only adequate, but
exemplary. Not only have Habilitat’s files been held up as models for other programs, as stated
by Dr. Fred Glaser, Director of Toronto’s Drug Addiction Research Center, but we have also
been commended by ADAB. (Article attached.) Dr. Glaser is a physician, psychiatrist and
expert in the field of drug and alcohol abuse. Due to the fact that it would take two to three
years and approximately $300,000 to conduct an in-depth follow-up study of Habilitat’s
graduates, if any agency would like to appropriate funds, Habilitat would be happy to provide
any and all background information needed to conduct such a study. Habilitat is willing to
match its graduates against any other institution in the state, be it public or private, for a
comparison of success rates. (Refer to Exhibit “E”.) /4] pages of various materials—news
clippings, curricula vitae, press releases, board of directors’ minutes, correspondence, evalua-
tion reports, etc.—relating to consultants who have visited Habilitat or have made evaluations
of Habilitat’s program. ]

[ Narrow versus broad focus of Habilitat’s program]

Habilitat helps people; it is not a symptom treatment facility. Unlike medical/psychiatric
facilities who address the symptoms of drug addiction with psychotropic medication methods
(mind altering chemicals), or substitute one addiction for another, as with methadone,
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Habilitat is a drug abstinence program, which helps people reconstruct their lives in order to
become self-reliant, self-respecting, productive individuals. The approach is applicable to a
broad range of problems affecting people.

Habilitat does, in fact, presently have residents in the program under the age of 16. Habilitat
offers a 14-year-old runaway the atmosphere of a safe, positive, encouraging, disciplined
environment, unlike the environments of the state facilities where violence and fear is an
everyday way of life.

The “hazy duality” exists solely in the hazy mind of the writer in that Habilitat could not be
less interested in the meaning of its results relative to the treatment of drug abuse and addic-
tion. We are more concerned with its meaning relative to the salvation of human life. Of the
221 graduates to date, 140 were in fact hard drug users. These statistics are worthy of com-
parison, specifically to other drug treatment programs. In addition, of our present population
of 114 residents, 80 are classified as hard drug users, i.e., opiates and bartituate users.

Page 22, right column, first paragraph under section, “Absence of Internal Program
Evaluation” — Habilitat proposes the deletion of the paragraph and offers the following comment:

No real obstacles to effective program evaluation have been cited in this report,

Page 23, left column, paragraph 2 — Habilitat proposes the deletion of the paragraph relating
to the number of outside evaluations made on Habilitat’s program and offers the following
comment:

In fact, at least six documented evaluations have been done by outside authorities since
June, 1971, (See attached documentation: F. Natale, Dave Deitch, Fred Glaser, John Mabher,
Densen-Gerber.) (Refer back to Exhibit “E”). [4] pages of various materials—news clippings,
curricula vitae, press releases, board of directors’ minutes, correspondence, evaluation reports,
etc.—relating to consultants who have visited Habilitat or have made evaluations of Habilitat’s
program. |

Page 23, left column, paragraph 3 — Habilitat proposes deletion of the paragraph which makes
reference to Vincent and Vickie Marinos’ association with another therapeutic program. Habilitat
offers the following comment:

Vickie Marino was never a resident in any other therapeutic program other than Habilitat.
Page 23, beginning left column, last paragraph — Habilitat offers the following comment:

Among the favorable comments were the clinical record keeping, medical file, vocational
training. (Refer back to Exhibit “E” — quoting Dr. Fred Glaser.)
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Page 23, right column, paragraph 1, which quotes Dr. Glaser — Habilitat offers the following
comment:

Misquote. Dr. Glaser said it should be a goal, not Habilitat’s goal, to provide the wherewithal
to perform follow-up research. He also said that the cost of such research projects would be
approximately $250,000 and would take anywhere from two to three years to complete.

Page 23, right column, paragraph 2 — Habilitat proposes deletion of the paragraph concerning
lack of followup, and offers the following comment:

It has always been a policy of Habilitat to maintain contact with its graduates whenever
possible.

Page 24, right column, paragraph 1 — Habilitat proposes deletion of the paragraph relating to
assessments of the program externally and internally, and offers the following comment :

While it is true that external evaluations of Habilitat’s performance are generally inadequate
due to the state agencies’ non-performance, Habilitat’s assessment internally is a daily and
on-going process via clinical staff meetings twice daily, department head meetings monthly,
monthly organizational business encounter groups and weekly clinical meetings for

the purpose of teaching staff development. This is all reported to the Board of Directors
on a monthly basis.

NOTE: This is precisely why Habilitat has, on at least six separate occasions, used independent
outside authorities to conduct clinical evaluations of this program.

Page 25, right column, paragraph 2, regarding the Comprehensive Annual Services Program
Plan issued by DSSH — Habilitat offers the following comment:

Among similar programs in Hawaii, Habilitat is a forerunner of prevention and education.
A good example of prevention is the annual telethon, whose primary purpose and objective
is to educate the public. Maintenance of rehabilitation services is an ongoing project
of Habilitat. Establishment of new services where now lacking, can be noted in such endeavors
as Habilitat’s past three proposals to operate the Hawaii Youth Correctional Facility.

Page 25, right column, last paragraph — Habilitat proposes deletion of the paragraph
concerning the State’s plan of priorities, and offers the following comment:

Habilitat has no need to wait for the state’s plan of priorities to become ‘‘official’’ to imple-

ment the above mentioned plan. We are leading the state in the development of these
priorities.
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Page 27, right column, paragraph 3 — Habilitat offers the following comment regarding the
lack of coordination between DOH and DSSH :

We have made countless requests that the two agencies coordinate and combine their efforts
regarding the evaluation and monitoring of Habilitat. This would not only result in the desired
efficiency, but would also allow Habilitat clinical staff time for the job they are being paid
for, which is helping people, rather than doing paperwork.

Habilitat makes the same comment for the last paragraph on page 28 and the first paragraph
on page 29.

Chapter 5 — An Assessment of Habilitat’s Program of Treatment, Rehabilitation, and Prevention

Page 31, beginning last sentence of left column — Habilitat makes a one-word comment
relative to our first summary finding:

Biased.

Page 31, right column — Habilitat proposes deletion of our summary finding numbered 2b, and
offers the following comment:

Habilitat has sought outside vocational training and career preparation experience and advice
on several occasions. Refer to /page B-12 relating to the number of outside evaluations].

Page 32, left column, paragraph 1 — Habilitat proposes deletion of the paragraph relating to
the tentativeness of claims of success of Habilitat’s treatment programs, and offers the following
comment:

Because of obscure criteria the auditor used to evaluate the program and the invalidation he
builds into each evaluation, the data the auditor seems to be showing is biased and shows an
apparent inability to think with the data. If the auditor finds it difficult to substantiate such
claims, he has no need to invalidate them either.

Page 32, left column, paragraph 3 — Habilitat proposes deletion of the paragraph relating to
personal testimony as evidence of Habilitat’s success and offers the following comment:

Habilitat has 221 graduates. There are many other former residents, not included in that

figure, who left the program prior to completion and are doing well, but for which Habilitat
has taken no credit statistically.

Page 32, left column, last paragraph — Habilitat offers the following comment:
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Among persons who are not critical of Vincent Marino and Habilitat, still more consider that
Habilitat AND Vinny Marino have helped many persons in a very positive manner,

Page 32, right column, paragraph 1 — Habilitat proposes deletion of the first paragraph under
the heading, “‘Quantification of Habilitat’s success rate,”’ and offers the following comment:

Quantifications of Habilitat’s success rate: Habilitat’s results are not comparable to other
programs, not because of a lack of proper research controls as stated in the report, but rather
due to the auditor’s inability to differentiate between Habilitat and other programs, his un-
willingness to look at the figures and compounded by his inability to recognize a success
result when he sees one, as evidenced by our 221 graduates. He also fails to
distinguish ~ between medical/psychiatric and therapeutic community approaches. This
is a common blind spot, existing among state employees who are answerable, or collect their
data, from the medical and psychiatric professions. Refer to /page B-4 relating to excerpt
taken from congressional committee’s report,] where a report of the Select Committee on
Narcotics Abuse and Control is quoted as follows: “The treatment offered at Habilitat cannot
be considered traditional in the medical or psychiatric sense, and, as a therapeutic community,
its techniques have been emulated elsewhere.”

Page 32, right column, paragraph 3 — Habilitat offers the following comment relative to our
analysis of graduation statistics:

It must be understood that Habilitat’s criteria for ultimate success is infinitely higher than the
medical/psychiatric “success” criteria and higher than any other drug/rehabilitation program.

Page 32, right column, last paragraph — Habilitat proposes deletion of the paragraph in which
we caution about the use of statistics in comparing success rates between Habilitat and other
programs , and Habilitat offers the following comment:

Our screening process is more qualitative, but even more important, is our ability to motivate
the potential resident during the orientation process and maintain the level of motivation
after admission into the program. Unlike other approaches, this occurs because we are skilled
in motivating potential residents, and, in essence, draw a picture of the seriousness of their
situation. Habilitat is the hardest program for a drug addict to enter, due to the complete
abstinence from drugs, and the fact that it is completely voluntary. (Refer back to Exhibit
“B™.) [Exhibit B includes 16 pages of induction forms used by Habilitat for the induction
of new residents into its program. |

Page 33, left column, paragraph 1 — Habilitat proposes deletion of the paragraph, where we
note that not all of Habilitat’s residents were dependent upon alcohol or drugs. Habilitat offers
the following comment:

Again, as cited previously [on page B-11, Narrow versus broad focus of Habilitat’s program],

Habilitat attacks the root of the problem, unlike medical/psychiatric fields, who deal usually
with the symptoms.
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Page 33, left column, paragraph 2 — Habilitat proposes deletion of the paragraph and offers
the following comment:

Habilitat considers that all persons on hard drugs possess the “motivation”, but that it must
be reached and drawn out of the person.

Page 33, left column, paragraph 3 — Habilitat offers the following comment relative to drop-
outs:

Although we do not consider dropouts as ‘“‘successes” and although they may be leading
productive lives, Habilitat refuses to lower its high standards for the sake of good statistics.

Page 33, right column, paragraph 1 — Habilitat proposes deletion of the paragraph, and offers
the following comment:

Habilitat does not subscribe to the ‘‘theory” that addiction is a biological imbalance in the
individual. Habilitat considers it a symptom of social maladjustment or disorder.

Page 33, right column, paragraph 2 — Habilitat proposes deletion of the paragraph which
raises questions regarding graduates who remain in the employ of Habilitat, and offers the following
comment:

Graduates that have returned or have chosen to remain with the organization do so because
they would like to contribute to an organization that they believe in. Why is the issue of
graduates who remain in the employ of the organization brought up at all? Why, for
that matter, do firemen, government employees, doctors, or any profession, remain in their
particular job position for 10, 20 or 30 years? Is that not a ““dependency”? Is the legislative
auditor now attempting to perform a psychiatric evaluation of the employees of Habilitat?
In the few instances that graduates have returned to the employ of Habilitat, they should not
be considered to have done so from a biological weakness or any form of dependency, but
simply because of an individual desire to be involved in something more meaningful with an
organization which he or she believes in. Is the legislative auditor, in this paragraph, psycho-
analyzing returning graduates, who he has never interviewed?

Page 33, right column, first paragraph, under the heading, “Deficiencies in Habilitat’s Program
of Treatment, Rehabilitation, and Prevention” — Habilitat proposes deletion of the paragraph.

Page 33, right column, beginning last paragraph — Habilitat proposes deletion of the section
entitled, “Lack of followup on and analysis of program results,” and offers the following comment:

Again, we must refer you to [page B-11, Scarcity of reliable usable data] wherein follow-up
research is covered.
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Page 34, left column, first paragraph under section headed, ‘‘Weaknesses in the area of voca-

tional training and career development’ — Habilitat proposes deletion of the paragraph and offers
the following comment:

Unsubstantiated generality.

Page 34, right column, paragraph 1 — Habilitat proposes deletion of the paragraph about

Habilitat’s limited range of business activity and comments:

Unsubstantiated generality.

Page 34, right column, paragraph 2 — Habilitat proposes deletion of the paragraph regarding

business ventures, and offers the following comment:

Vocational training is provided to residents in the re-entry phase of the program. We find it
difficult to believe that after 17 months of intensive investigation, this audit was not able to
identify and report the fact that vocational training does not occur in the Treatment phase.
This leads us to seriously question the accuracy of this audit.

Habilitat’s businesses have not proven profitable, nor were they intended to be, but they have

definitely been successful in developing vocational training and work habits for the residents
in re-entry, g

Page 34, right column, paragraph 3 — Habilitat proposes deletion of the paragraph concerning

the adequacy of Habilitat’s vocational program, and offers the following comment.

It is not the goal of Habilitat to decide what the individual will be vocationally when he
re-enters society. Our vocational training, along with providing a viable skill, is designed to
teach good work habits, responsibility, business ethics, self-confidence, etc.

Pages 34 and 35 — Habilitat proposes deletion of the section entitled, ‘Conflict in objectives,”

concerning indications of conflict in Habilitat’s objectives between self-sufficiency and vocational
training to residents, and offers the following comments:

This goal is difficult if not impossible, businesses were for purposes of vocational training.

Unsubstantiated generality.

Refer to [comment above relating to adequacy of the vocational program]. It is Habilitat’s
firm contention that it is better to work and be productive than not to work. As is true in the
business world, it is not always possible to gain employment in the job of one’s choice. Does
that mean one does not work? We believe that working and doing one’s best in whatever posi-
tive way is available is far better than becoming a non-productive, non-taxpaying dependent
on society.
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When the individual reaches the point of latter post-re-entry, he or she has the decision to
make regarding justifying a salary in the job he or she was trained for, or seeking employment
elsewhere at the time of completion of the program. The point must be made clear that
Habilitat is by no means an employment agency. If one chooses to be employed by Habilitat,
this will only happen if the salary can be justified by his or her performance. If , on the other
hand, the choice is to seek employment elsewhere, the proper arrangements and time are
given to the resident to do so. At that point in the resident’s growth, he or she should have
acquired the self-respect and confidence to make a decision. Habilitat does not develop crip-
ples by employing someone when it is not justified or by finding a job for someone in the
outside community.

As stated above, Habilitat finds it unbelievably difficult to understand that the auditor took
17 months of intensive investigative time only to arrive at a point where rhetoric is written
in place of facts. There is absolutely no doubt that the audit has geared itself to view the
vocational training at Habilitat with tunnel vision. Re-entry residents are given the opportunity

to be trained in the job of their choice. They are also encouraged to attend classes to enhance
their knowledge in the specific field of their choice.

Page 35, right column, first paragraph under the section entitled, ‘“Problem of a lack
of competence in vocational guidance” — Habilitat proposes the deletion of the paragraph,
but offers no comment to explain or support its proposal.

Page 36, left column, paragraph 1, regarding our discussion of an alternative approach to
vocational training — Habilitat raises the question:

Where are these funds?

Page 36, right column, Habilitat makes the following comment to recommendation 1:

Refer to [page B-11, scarcity of reliable usable data].

Page 36, right column, Habilitat makes the following comment to recommendation 2:

We thank you for your suggestion,

Chapter 6 — An Assessment of Habilitat’s Planning and Programming for Capital Improvements,
Business Ventures, and Telethon Fundraising

Page 37, left column, paragraph 1 — Habilitat offers the Jollowing comment concerning the
opening paragraph of this chapter:
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As indicated in our response to the preceding chapters, we found a general lack of under-
standing by the auditor of Habilitat’s clinical operations. We attribute this mainly to the lack
of professional qualifications on the part of the legislative auditor’s staff to perform audits on
matters other than Habilitat’s financial position and accounting transactions. Inasmuch
as many of the observations, findings and recommendations contained in those chapters serve
as foundations for what is presented in this chapter and succeeding chapters, lack of insight,
inaccuracies and misunderstanding continue to prevail.

Page 37, left column — Habilitat makes the following references to the summary statement
of findings:

[Finding No. 1:] Refer to explanation appearing on response [below]/.
[Finding No. 2:] Refer to explanation appearing on response pages /B-24] through [B-26].

[Finding No. 3:] Refer to explanation appearing on response pages [B-26 (bottom)] and
[B-27 (top)].

Pages 37 and 38, relating to the section entitled, “Overall Shortcomings in the Area of Opera-
tional Planning and Programming for Capital Improvements and Business Enterprises’ — Habilitat
offers the following comments on our discussion of this subject:

Habilitat has made but four purchases of real property since its inception in 1971. The first
such transaction involved the purchase of a residential home, situated on fee simple property
in Kailua, for the use of Habilitat’s Executive Director. The purchase price of this property
was $90,000; later approximately $20,000 was installed in the way of improvements. The
current estimated fair market value of this property is $150,000.

The second real property transaction involved the purchase of 5.7 acres of land located in
Kahaluu. For reasons outlined later, this property was subsequently disposed of at no loss
to Habilitat.

On April 4, 1974, Habilitat acquired, under an Agreement of Sale executed with Mr. Henry
and Mrs. Lulu Vincent, a 4-bedroom residential home, for the purpose of housing 6—8 pro-
gram residents in the final stage of Habilitat’s reentry program. Normally, such residential
property would have been rented. However, because the Habilitat Board considered the
owner’s asking price of $71,500 to be a bargain, it authorized the purchase of this property
under an Agreement of Sale. It was sold in April, 1979 for $108,200. After deducting expenses
of the sale, Habilitat’s profit was $35,000.

The last parcel of real estate purchased by Habilitat occurred in early 1976 and involved the
execution of an Agreement of Sale with Mrs. Mary Ann Bigelow for the property on which
Habilitat’s treatment facility is located. The cost was $300,000. Conservative estimates of
today’s fair market value would be $450,000.
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In addition to the above, Habilitat’s management and Board at various times since 1971, gave
consideration to the possible purchase of 4 other parcels of property for use as a Habilitat’s
treatment facility.

In the light of the foregoing, we hardly think it fair to characterize Habilitat’s real estate
transactions as “many’” and as ‘‘being erratic and often an unproductive expenditure of time,
effort, and resources of the organization.”

We disagree with this statement for reasons set forth in our responses appearing on pages
{B-20 and B-21].

Page 38, beginning left column, the first three paragraphs under the section entitled, ‘“‘Short-
comings Relating to Real Property Transactions and Capital Improvements” — Habilitat comments
as follows:

See responses on pages [below, B-20 and B-21].

Pages 38 to 40, under section entitled, “Efforts to provide housing for program residents”
— Habilitat offers the following comments:

The recommendations of the management consulting firm on this matter were adopted by the
Habilitat Board of Directors shortly after receipt of the report of that firm. Habilitat’s Board
of Directors and key management personnel have worked closely with architectural firms and
contractors since that time, with a view towards a well-planned facility addressing itself to
Habilitat’s present and future needs. We acknowledge that delays have occurred in the imple-
mentation of these plans. The impact of inflation on construction costs during the past several
years has been unprecedented. As a result, Habilitat has experienced difficulty in
raising enough money through its fund raising activities to keep up with the spiralling con-
struction costs. As a solution to this problem, we recently decided to obtain long-term

mortgage financing from a bank in conjunction with funds provided by our fund raising
activities.

We think it noteworthy that Habilitat is the only drug/alcohol treatment rehabilitation pro-

gram in the State which undertakes its own fund raising activities to satisfy capital require-
ments,

See above comments re plans developed by architectural and construction firms working in
conjunction with the Habilitat Board and our debt-financing plans.
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Between 1974 and 1978, Habilitat probably leased at least a dozen homes for the purpose of
housing residents who were in the final reentry stage of the program. The leases were inten-
tionally set for short term periods, never to exceed one year. This was totally compatible and
consistent with Habilitat’s clinical objectives for residents in the reentry stage of its program.
There is obvious therapeutic value in preparing program residents for ultimate graduation into
the mainstream by gradually phasing them thru a home-like environment as opposed to having
them cope with an abrupt transfer from an institutionalized setting back into society.

We agree that the property was subsequently disposed of because it was learned that the cost
of installing water lines and sewage disposal facilities would be prohibitive and that better
planning might have obviated this purchase to begin with. However, the transaction resulted
in no loss to Habilitat and Habilitat continued to earn interest on a sub-Agreement of Sale
until the date the property was disposed of.

The fact is that the Pacheco Property was rented for the purpose of complying with what
was then considered a requirement of a recently negotiated NIDA contract. At that time the
City and County of Honolulu, Office of Human Resources, was the administrator of the NIDA
contract. According to the administrators of the City and County of Honolulu who were
involved with this NIDA contract, it was necessary for Habilitat to house residents covered
by that contract in a facility separate and apart from Habilitat’s other facilities. At the time
it was also deemed prudent to include a provision granting Habilitat the option to purchase
such property upon the expiration of the lease. This was considered a sound financial decision,
for it did not commit Habilitat to a purchase but did provide it with the opportunity to pur-
chase if two years hence it was considered a desirable location at an attractive price. Moreover,
contrary to an opinion stated in the audit report, and as evidenced by the minutes of several
Board of Directors’ meetings, this two year lease transaction received much study by the
Board before it was finally approved.

At no time whatsoever was the house ever contemplated for use as a “‘juvenile facility.’
Habilitat obtained a conditional use permit to occupy the house as its “NIDA facility.”

In eight years time, Habilitat has seriously considered about four other parcels of property.
The word “numerous” is therefore a gross exaggeration.

Pages 40 to 42, section entitled, ‘‘Transactions relating to the house for the executive director’
— Habilitat provides the following commentary:
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With respect to the acquisition of property located at 146 Ainoni Street in Kailua, which was
originally designated as a residence for the Executive Director, we acknowledge that there was
an unwitting violation of HRS section 416—21(a). However, from the outset this transaction
was entered into in good faith and in what the directors believed was the best interests of the
organization.

The transactions in question consisted of the following: Vincent Marino signed a DROA to
purchase the property. The DROA did not indicate that he was signing as an officer
of Habilitat. He was indicated as the buyer. However, Habilitat made the purchase under an
Agreement of Sale with Mr. and Mrs, Albert and Diane Perry. It made a down payment of
$15,000. It then obtained a loan of $20,000 from First Hawaiian Bank for the purpose of
putting in a hollow tile wall and pool. From the outset, the home was occupied by
the Marinos. At this point no loan had been made since Habilitat still held title to the agree-
ment of sale and was simply providing a residence for its executive director.

In December, 1974, Habilitat assigned the agreement of sale to the Marinos. The stated con-
sideration was that the Marinos would assume all the obligations under the agreement of
sale.

Although it now appears that the transaction was improper, the following points should be
borne in mind: First, there were a number of lawyers on the board at that time, and none of
them realized that the transaction was improper. In fact, the assignment of agreement of sale
was signed by the president of Habilitat at that time, who was a lawyer. In addition, the
transaction was correctly and properly reported to the IRS when Habilitat filed its informa-
tion return for the fiscal year ending June 30, 1974. The return was delinquent and was not
filed until 1976, and it was in connection with the preparation and filing of the return that the
problems regarding the 1974 transactions were first brought to the attention of the executive
director and the board.

Also, it can be said that the purpose of the transaction was a legitimate one. The board did not
view the transaction primarily as a loan. It viewed it as an incentive to the Executive Director
to encourage him to remain with Habilitat for a period of three years. If he did not
remain with Habilitat for a period of three years, he would be obligated to reconvey the
property to Habilitat.

The audit also criticizes the board for its decision to repurchase the property from the Marinos
and to permit them to use it rent and utility-free. We believe that there was nothing improper
about the repurchase. In the opinion of counsel although the 1974 assignment of agreement of
sale was improper, the transaction was not null and void, and Habilitat did not have the legal
right to rescind it. The Marinos had purchased the property in 1974 in good faith and in
reliance on the advice of counsel. Although they did not put up the down payment, they did
make all the monthly payments on the property, which payments were in excess
of the property’s fair rental value. Accordingly, the Marinos were the legal owners of the
property in 1977. They could have chosen to keep the house, to sell it to a third party for the
highest price they could obtain or to agree to reconvey it to Habilitat.
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The audit also mentions that Habilitat gave the Marinos a second mortgage on the property.
The audit does not criticize this but merely reports it. Since the Marinos were still liable on
the mortgage loan to State Savings, it was prudent and reasonable for them to request the
second mortgage on the property in the event Habilitat defaulted on the mortgage loan. The
granting of the second mortgage in no way prejudiced Habilitat.

The audit concludes that the $15,000 downpayment and the $20,000 home improvement loan
were “in effect advances for the benefit of Marino.” This is misleading. The transaction served
a useful purpose for Habilitat—namely to insure that its executive director would be likely to
remain with the organization for three years. If he did not remain for three years, he would
have to reconvey the house. In the light of the success of the program and the highly
competent manner in which the executive director has discharged his duties and re-
sponsibilities, it is difficult to quarrel with the decision of the Board of Directors to take steps
to provide an incentive for Marino to remain with Habilitat.

The audit presents a distorted and one-sided view of these transactions, choosing to ignore the
benefit to Habilitat. It can be said that when an individual receives compensation for services
rendered, the individual personally benefits from the receipt of the compensation.

However, this ignores the fact that he has given fair value to the organization for the
compensation. The question is not simply whether Vincent Marino personally benefited from
the transactions, but whether Habilitat also received a benefit from the transactions and
whether the purpose of the transaction was to benefit Habilitat or simply to do a favor for
Marino. None of this changes the fact that the loans should not have been made. However,
it is one thing to state correctly, as the audit does, that the loans were improper, It is another
to state that the purpose of the loans was to personally benefit Vincent Marino.

The report refers to an approximate capital gain of $11,000 realized by the Executive Director
as a result of the resale back to the organization. However, the report fails to state that Marino
could properly have realized a greater capital gain had he decided to sell the house to a third
party on the open market. As of the date of this response, the estimated fair market value of
the property is $150,000.

A decision was made by the board that it would be unfair to the Marinos if, after purchasing
the property in good faith, assuming all the obligations under the agreement of sale,
and making the monthly installment payments, they were required to reconvey the property
to Habilitat at anything less than the lowest current market value contained in the three
independent appraisals. Moreover, as stated above, entirely aside from considerations of
fairness, the Board was advised that the assighment of agreement of sale was a completed fact,
and that under the circumstances, the Board could not force the Marinos to reconvey the

property.

In addition, it should be remembered that the Executive Director’s current status of living in
the residence rent and utility-free is in lieu of any salary increases for a period of three years.
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Accordingly, throughout the entire sequence of events related to the Ainoni Street property,
we believe it is clear that the Board of Directors at all times acted exclusively in
what it believed were the best interests of Habilitat, and that with the sole exception of the
1974 loan, its actions in this regard were entirely proper. Nevertheless, the report clearly infers
that the purpose of all the transactions was solely to benefit the executive director.

In the light of the above, we believe the board fulfilled one of its major responsibilities by
assuring the continuity of the program by providing an incentive to the executive director,
which virtually insured him staying on in his capacity as such. While it is acknowledged that
the 1974 transaction was an improper method of accomplishing a proper goal, we believe that
the statements contained in the legislative auditor’s report relative to the absence of good
faith in dealings with the executive director as well as statements emphasizing the executive
director’s personally benefiting from such transactions, constitute a one-sided and unfair
characterization of the transactions relating to the Ainoni Street house.

Page 42, left column, last paragraph entitled, ‘‘Summary” — Habilitat makes the following
comment:

Based on our foregoing responses, we do not think it fair to refer to Habilitat’s involvement
with real estate transactions as “very confusing and at times very questionable.”

Page 42, right column, first two paragraphs under section entitled, ‘“‘Shortcomings Related to
Habilitat Business Enterprises” — Habilitat comments as follows:

The major reason for Habilitat’s involvement in business ventures is to provide vocational
and job training to program residents. For reasons set forth on response /below/, profit was
clearly not the motive for these ventures. From a therapeutic standpoint, the businesses are
regarded as successful. Accordingly, from the business or fiscal standpoint, break-even and/or
operating loss results are to be expected. Also see responses to Chapter 12.

Vocational training is not “another objective.”” It is THE objective. Realistically, the term
“self-sufficiency” does not contemplate the financing of Habilitat’s treatment and rehabilita-
tive operations from the profits earned from small business operations and fund raising
activities. A more accurate interpretation of the self sufficiency goal would relate to the ability
of each small business to cover its own costs, i.e., to generate sufficient sales and gross profits
to cover the operating expenses of vocational and job training. See response [below/ for a
comprehensive discussion on this matter,

Page 43, left column, section under heading, ‘‘Ventures that have floundered” — Habilitat
markes the following comments: :

It is common knowledge in the business world that most new profit-oriented businesses
“flounder” or fold during the first year or two of their existence. Therefore, inasmuch as
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Habilitat’s business operations are not profit motivated and involve the incurrence of signifi-
cant training expenses which could not be afforded by a conventional, profit-oriented small
business operation, Habilitat has no reason to regret the nominal losses sustained by most of
its small business operations.

We think it noteworthy that all of Habilitat’s small business operations have been labor inten-
sive and that capital expenditures have been virtually nil. This fact tends to document
Habilitat’s principal reason for being in such ventures, i.e., vocational and job training.

Again, Habilitat has not undertaken these business ventures for the primary purpose
of generating profit. In effect, Habilitat is being criticized for being innovative. Innovation
is synonymous with change, experimentation, a certain amount of trial and error, See previous
response.

Page 43, left column, paragraph 6 — Habilitat comments as follows regarding our brzef state-
ment of their short-lived tailoring business:

The resident (graduate) in question was offered and accepted an attractive employment
opportunity during the three week period in question. It was therefore deemed prudent to
abandon this new undertaking. Habilitat suffered no loss as a result of this temporary venture,
and it provided a graduating resident, who had a wife and four children to support, with
“breathing time’” in which to become gainfully employed.

Page 43, left column, last paragraph — Habilitat comments as follows on our reference to
Habilitat’s board meeting minutes regarding proposed business ventures:

This observation clearly invalidates audit report comments relative to the failure of the Board
of Directors to participate in decisions affecting the undertaking of businesses.

Page 43, right column, section under heading ‘“‘Questionable status of Habilitat’s large-scale
venture—advertising specialties”” — Habilitat offers the following comments:

Habilitat considers its advertising specialties sales business an unqualified success. Again, we
cannot measure success in terms of profit dollars. Our measurement of success involves the
number of program residents and graduates who have benefited from the training they have
received while assigned to this department.

For reasons stated earlier, and as explained in response page [B-24 /, it is illogical to measure
Habilitat’s success in this venture “‘in terms of the normal standards by which business enter-
prises are measured —namely profitability.”
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Again, we deny overall economic self-sufficiency as a goal. The department, for the most
part, has demonstrated self-sufficiency by being able to raise revenue and gross profits suf-
ficient to cover a majority of its expenses of operation.

Page 44, left column, paragraph 1 — Habilitat comments as follows concerning marginally
successful business activities in which it has engaged.:

These have been misconstrued as business ventures. In fact, they are fund raising activities,
which generally require relatively small amounts of operating expenses.

Typically, fund raising activities of this kind generally “burn out” by the third year. The
profits realized by these fund raising activities are used in part to subsidize small business
ventures which, as pointed out earlier, are expected to lose or break even at best.

Page 44, left column, paragraph 2 — Habilitat comments as follows concerning a management
consultant’s report on its business ventures.

The report of the management consultants was discussed at length by the Board. Many of
the recommendations contained in that report have been adopted or implemented. Other
recommendations are being considered or are now actively in the process of implementation.
Bearing in mind that the report was submitted in early 1976, great strides have been made in
areas such as comprehensive budgeting, results-oriented management, the hire of competent
personnel to direct the organization’s business ventures, etc.

Page 44, right column, paragraph 1 — Habilitat comments as follows regarding actions taken on
the consultant’s report referred to above:

We disagree with this observation for reasons discussed [above]. Many of the consultants’

recommendations have been adopted; other recommendations are in the process of imple-
mentation and/or are being considered.

Page 44, right column, paragraph 2 entitled, “Conclusion’’ — Habilitat comments as follows:

We agree with this conclusion because as indicated throughout our response, total financial
self-sufficiency is not our goal.

Pages 44 and 45, first three paragraphs under the section entitled, “Shortcomings in Habilitat’s
Approach to Its Telethon Fundraising Activity® — Habilitat comments as follows:
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The first telethon held in March, 1976, having a duration of 14 hours, was clearly a success.
The second telethon held for a duration of 20 hours, generated an increase of $30,000 in
revenue. The report fails to mention, however, that the disproportionate increase in expenses
resulted from significantly higher costs of air time because of the more than 40% increase in
air time purchased. The third telethon, held in March of 1978, was planned with a revenue goal
of $360,000 in mind. We acknowledge that there was a significant increase in expenses neces-
sary to adequately gear up for the achievement of this goal. Again, however, the report fails to
mention that Habilitat’s decrease in revenue from this telethon activity was virtually crippled
by the announcement of the “Probe of Habilitat’s Finances™ announced by a member of the
Hawaii State Legislature shortly after the telethon was held, The timing of this announcement
had a severely adverse affect on the collection of pledges received during the course of the
telethon.

Page 45, right column, paragraph 1 — Habilitat comments concerning our suggestion that more
emphasis be put on direct solicitation of funds from businesses and trusts:

These are sound suggestions. However, from the very outset Habilitat has made contact with

corporations, financial institutions and other potential large contributors. We have also always
utilized the mailing lists generated by prior telethons.

See responsels above relative to the telethons].

Page 45, right column, last paragraph — Habilitat comments as follows regarding the question-
able productivity of its telethons:

The raising of funds is not the only goal of the telethon. Educating and otherwise informing
the public of what Habilitat is for and what it does are also prime considerations. Education
and information have been a recurrent theme throughout all the telethons. In fact, the most

recent (1979) telethon thoroughly down-played the solicitation of money and emphasized
informing the public of just what Habilitat is all about.

Page 46, left column, paragraphs la, 1b, and 1c — Habilitat comments as follows regarding the
recommendations made in these three subparagraphs:

We will strive for further improvement in these areas.

Chapter 7 — Introduction (Part III)

Page 49 — Habilitat offers the following comments relative to the summary statement of
findings:
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[Finding No. 1:] We disagree. See our response on page [B-30, relative to the reporting system
fo the board and the board’s involvement in financial and personnel matters] .

[Finding No. 2:] We disagree. See our responses on page [B-35, relative to the rate of staff
turnover, and B-38, relative to personnel policies] .

[Finding No. 3:] A comprehensive discussion regarding Mr. Marino’s ““‘dominant role” begins

on page [B-31/. Our comments relative to the ‘““movement of persons’’ appear on pages [ B-43
and B-44].

Chapter 8 — A General Assessment of Organizational Management and Personnel Administration

Page 50, under the “‘Summary of Findings”’ — Habilitat offers the following comments.

[First paragraph:] We feel that the audit report greatly exaggerates the amount of power and
control exercised by the office of the Executive Director.

[Finding No. ]:] We disagree with this characterization of the Habilitat Board as impotent. In
the last two to three years, the lines of authority and responsibility of both the Board and the
Executive Director have been more clearly delineated. We feel that our response on page /B-30]

covers the manner in which the Board exercises control over the office of the Executive
Director.

There appears to be misunderstanding concerning the ‘“narrow membership base.” Again,
because Habilitat operates in the tradition of the ohana, or extended family, it firmly believes
that certain key personnel and/or graduates should have a voice in matters concerning its
ohana at least once a year. In this context, the members are regarded as “‘elders.”

[Finding No. 2:] For reasons expressed on pages [B-31 and B-32 (top)], we disagree with this
observation.

[Finding No. 3:] This is untrue. Refer to pages [B-32, relative to conflict of interest issues,
and B-39 (bottom), B-40 (top)].

Page 50, right column, last paragraph — Habilitat o ffers the following comment on the abdica-
tion of authority and responsibility by the board of directors of Habilitat:

As indicated earlier, we disagree. This matter is covered on page [B-30 |. Moreover, as a prac-
tical matter, boards of directors generally have little to do with the day-to-day management of
corporations, be they profit-oriented or non-profit. Board functions are generally limited to
the making of policy and to rendering final decisions on unusual and/or highly significant
matters. The chief executive officer of most effective corporations, whether large or small,
is usually delegated a substantial amount of authority by its board. He is generally permitted
great latitude so long as his actions are within the framework of board policy and in the pur-
suit of corporate goals and objectives established by the board,
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Page 51, left column, paragraph 1 — Habilitat refers to its earlier comment:

See response on [page B-28, relative to ‘narrow membership base’’].
Page 51, left column, paragraph 2 — Habilitat offers the following comment on the executive
director’s membership on the board of directors:

We see nothing wrong with this,

Page 51, left column, paragraphs 3 to 5 — Habilitat refers to its comments made elsewhere:

See our responses on pages [B-31 and B-28, relative to “narrow membership base”’].

Again, see page /B-28 under summary of finding, first paragraph] and our response on / pages
B-30 and B-31].

Page 51, left column, paragraph 6 — Habilitat offers the following comment on the structural
aspect of the organization:

See responses appearing on pages/B-30 | and [B-31]. We believe that the primary responsibil-

ity of the Board involves such matters as the hire and fire of the Executive Director, the

approval or disapproval of policy and procedure proposed by the Executive Director and his
staff and policy initiated whenever necessary.

Page 51, left column, last paragraph — Habilitat refers to its comments made elsewhere:

See responses appearing on pages [B-28, B-38, and B-41].

Page 51, right column, paragraph 1 — Habilitat refers to its comments made elsewhere:
Refer to response page [ B-30/.

Refer to response pages [ B-26, relative to a management consultant’s report, and B-30].

Page 51, right column, paragraph 2 — Habilitat offers the following comment:

We agree.

Page 51, right column, last paragraph — Habilitat offers the following comment on the employ-
ment and salaries of Frank Marino and Lila Marino:
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For background on the employment of Frank Marino, refer to /page B~40 ]. Lila Marino’s
employment is explained [on page B-39].

Page 52, left column, paragraph 1 — Habilitat offers the following comment regarding fringe
benefits of Vincent and Vickie Marino:

We acknowledge that a specific formal authorization for the use of company-leased automo-
biles by Vincent and Vickie Marino cannot be located in minutes. of Board of
Directors meetings. However, the board has always been well aware of this “fringe benefit”,
because the Marinos are on call 24 hours a day and must always have at their
disposal a company-owned vehicle, Moreover, it is common practice in other rehabilitation
programs utilizing the therapeutic community mode to authorize vehicles to its key personnel
because of their 24-hour status. The organization does not pay for any of Marino’s personal
expenses. Marino’s expense reports for travel and business meals have been consistently
approved by an appointed member of the Board of Directors since early 1976.

Page 52, left column, paragraph 2 — Habilitat offers the following comment on the develop-
ment of a personnel policy manual:

In early 1976, Habilitat did develop a comprehensive personnel policy manual. We
acknowledge that this manual requires updating and a board committee was recently
appointed to oversee such updating. Furthermore, as more fully discussed on response page
[ B-38 |, this manual was developed primarily for Habilitat’s own internal use and not neces-
sarily to satisfy requirements of funding agencies.

Page 52, left column, paragraphs 3 and 4 — Habilitat offers the following comments on the
reporting system to the board, and the board’s involvement in financial and personnel matters:

We disagree. There certainly is a reporting system in effect to keep the board informed of
important organization, personnel and financial matters. Moreover, on each monthly board
of directors meeting agenda there are two standard important items: the Executive Director’s
report and the Financial Manager’s report. At these meetings, the Executive Director makes
a detailed oral report on recent significant developments at Habilitat, problems he is
encountering, and requests for board approval on certain actions he wishes to undertake. The
Financial Manager’s written report, which is generally mailed to each member of the board
well in advance of each meeting, provides for a comprehensive analysis of budgeted vs. actual
outcome for each of Habilitat’s funds, i.e., General, Capital and Sales and Marketing funds.
It is noteworthy that the Financial Manager’s report is prepared wholly independent of and is
never influenced by the Executive Director.

Considerable dialogue does occur at each board meeting on both the executive director’s
and the financial manager’s reports.

The legislative auditor’s reference to Vincent Marino’s statements concerning a reduction in

government funding and the concurrent reduction in staffing would appear correct based on
an objective interpretation of the minutes as worded. Unfortunately however, some rather
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important details related to Marino’s statements do not appear in the minutes. For one thing,
Marino was referring to an actual $30,000 reduction in the POS (Title XX) contract with
DSSH. It is true that there was not an overall reduction in government funding because the
re-negotiated NIDA contract with DOH for that period was for an amount that more than
offset the reduction in the POS contract with DSSH.

With respect to “‘large reductions he had made in staffing” this too should be clarified to mean
that in fact a large reduction in payroll dollars actually occurred. Approximately five positions
were eliminated during this cut-back period. More significantly, however, it was determined
that several individuals receiving relatively high salaries could be replaced with lower salaried
personnel without jeopardizing the organization’s efficiency.

During the past 18 months, the Habilitat board has critically analyzed and assessed the degree
of its involvement as Habilitat’s governing body. In this connection, it has again reviewed
recommendations contained in the report submitted by the management consulting firm in
early 1976. It has also taken under advisement certain recommendations appearing in this
legislative auditor’s report.

Several of the recommendations contained in the legislative auditor’s report were implemented
before Habilitat’s receipt of the audit report; several other audit report recommendations are
now being considered by the board.

Page 52, right column, paragraph 1, relative to Marino’s dominant role — Habilitat comments
as follows:

Essentially, we do not argue with the legislative auditor’s appraisal of Vincent Marino’s role in
this organization as dominant and powerful. However, we feel the legislative auditor, by reason
of professional background and experience is unqualified to draw resulting critical/negative
conclusions from this,

In order for one to fully appreciate Vincent Marino’s role in this organization and the undis-
puted need for his type of personality, a thorough understanding must exist of Habilitat’s
complex and unique approach to the treatment and rehabilitation of its resident population.

Over 50% of Habilitat’s resident population is court affiliated and an even larger percentage
has been characterized as incorrigible by various authorities. Most of the residents will have
tried several other softer, easier therapeutic approaches to the solution to their problems.
The results were nil and the problems compounded. Habilitat’s answer is a highly structured,
very rigid programmatic approach. In our view, therefore, it is perfectly understandable that
“a very dominant personality who exerts and asserts himself vigorously” would be the leader
and driving force of the organization. As a recovered drug addict and ex-convict who “speaks
their language™, coupled with his dynamic personality and leadership qualities, we believe
Marino is uniquely qualified for the position he has occupied since Habilitat’s founding.

Page 52, right column, beginning last paragraph, section under heading “Organizational in-
stability ” — Habilitat offers the following comments:
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The observation of ‘“‘organizational instability’ is superficially correct, However, if the legis-
lative auditor had an understanding of how a therapeutic community operates, he would
understand that rapid change—even abrupt change—is characteristic of the therapeutic com-
munity approach to things. One of the most important teachings of the program is to instill
in the resident the ability to cope with and adapt to sudden environmental changes, without
having to resort to his former lifestyle.

Not only is a high rate of personnel turnover to be expected in a therapeutic community, but
it is in fact encouraged. The reasons for this are more fully discussed on response page [B-35/.

The audit report comments on the “demise of the so-called red tag program” are patently
incorrect, as explained on response page /B-35/. We found that changes were necessitated
in the program involving residents in the advanced stage of Habilitat’s reentry program, as the
result of meetings initiated by Habilitat with DSSH, beginning on July 5, 1978. In this con-
nection, it is vitally important to bear in mind that the term “red tag” was merely a transitory
label to identify residents in, the final stages of Habilitat’s program. With respect to both
clinical controls and vocational training, there was very little difference in the way the red
tag program was administered when compared with the way residents in the last stage of the
reentry program were treated before the red tag system and after the red tag system. We
take vigorous exception to the statement that “the program was suddenly terminated.”

Page 53, right column, paragraphs 1 through 3, on conflict of interest issues — Habilitat offers
the following comments:

Mr. Marino has never voted on compensation or any other benefit concerning himself or his
family. It is true that sometimes Marino himself initiated the request for such changes, but
scrutiny of board minutes discloses that seldom were such actions taken lightly or approved
of in rubber stamp fashion.

Again, Marino never voted on matters affecting his compensation, fringe benefits, or those
of his family. It is possible that misunderstanding exists on this matter only because
the minutes kept of board meetings in Habilitat’s earlier years are acknowledged to be some-
what lacking in detail.

See job descriptions for Vincent, Victoria and Frank Marino appearing hereunder as Exhibits
F, G and H. [Exhibit F, 3-page job description for Habilitat’s executive director. Exhibit G,
2-page job description for Habilitat’s clinical coordinator and director of females. Exhibit H,
3-page job description for Habilitat’s vice president for sales and marketing. ]

Page 53, right column, starting with last paragraph — Habilitat offers the following comments
on the issue of nepotism:

Habilitat categorically denies the existence of any nepotism whatsoever in the organization,
including members of the Marino family. By definition, the word “nepotism” applies to the
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employment of relatives and close friends in positions for which such persons are not qualified.
Throughout the report, the legislative auditor appears to have given no recognition to the
position descriptions for each of the Marinos, i.e., the nature and extent of their responsibili-
ties and duties and the manner in which they discharge such responsibilities and duties.
If anything, members of the Marino family are under intense pressure to excell at
their respective positions.

We find incomprehensible the reference to nepotism existing outside of the Marino family.
While it is true that husbands and wives and brothers and sisters have gone through the pro-
gram and have in some instances been employed by Habilitat, such individuals could not
possibly have had anything to do with the hiring or firing of each other.

It is not uncommon for more than one member of a family to be involved with drug abuse,
One might conclude from the legislative auditor’s comments that Habilitat should not admit
a suffering heroin addict into the program if the addict already had a friend or relative in the
program.

Page 54, left column, last paragraph — Habilitat offers the following comments on the size
of boards:

We adamantly disagree with the standards referred to involving a board of not less than 15
people. On November 30, 1978, several members of Habilitat’s board of directors attended a
workshop conducted by the Director of Program Operations, Division of Action’s, Office
of Voluntary Citizen Participation, Washington, D.C. At this conference, Ms. Barbara
Sugarman, an authority on these matters, indicated that the ideal board would be 8—12
people. Also at this conference, Mr. Robert Kenny, of Bob Kenny Associates, a management
consultant firm, indicated that a board consisting of 12—16 people would be the maximum
number of board members necessary to efficiently govern a non-profit corporation. Both
authorities went on to say that a membership in excess of these numbers would be unwieldy
and accomplish little,

Page 54, right column, paragraph 2 — Habilitat offers the following comment on reason why
Habilitat severed relationships with AUW:

The statement that AUW severed its relationship with Habilitat because of Vincent Marino’s
unwillingness to step down from Habilitat’s board of directors is untrue. AUW did in fact
recommend its relationship with Habilitat be terminated because of Habilitat’s interest in
undertaking its own fund raising activities. Accordingly, the budget review committee of AUW
would have had a problem in continuing to authorize funding for the Habilitat program. This,
incidentally, is the same reason that AUW discontinued its relationship with the Hawaii
Chapter of the Muscular Dystrophy Association of America.

Page 54, right column, last paragraph — Habilitat refers to its comments made earlier:

See page [B-30].
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Page 55, left column, paragraph 1 — Habilitat offers the following comment relative to the
rejection of the consultant’s report:

As indicated on our response to page /B-20/, we do not agree that the consultant’s report
was rejected out of hand. However, because of the consulting firm’s lack of specific expe-
rience with organizations such as Habilitat, some of the recommendations affecting the func-
tion of the Board of Directors could not be adopted.

Page 55, beginning left column — Habilitat offers the following comments on the “Recom-
mendations’’:

{Recommendation No. 1:] Some time ago the Board did take very positive action concerning

the prohibition of employees, (other than the executive director), parents of residents and

government representatives from sitting on the Habilitat Board.

[Recommendation No. 2:] The Board will consider this recommendation,

[Recommendation No. 3:] The Board has already taken a number of steps in response to this

recommendation, and definitely intends to establish a committee concerning itself with

organizational management and personnel administration.

[Recommendation No. 4:] The Board will consider this recommendation,

{Recommendation No. 5:] The Board feels that the existing information reporting system

is substantially improved. Based on the recommendations of the committee referred to in
Item 3 above, it will strive for further improvement.

Chapter 9 — An Assessment of Habilitat’s Personnel Practices

Page 56, on the “Summary of Findings” — Habilitat offers the following comments:

[Finding No. 1:] For reasons not clear to us, the auditor attempts to compute employee
turnover in a manner which reflects negatively on Habilitat. This is fully discussed in our
response beginning on page /page B-35].

[Finding No. 2:] We emphatically disagree with the auditor’s findings on our personnel
policies and practices for reasons stated [on pages B-30, relative to the personnel policy
manual] and various sections of chapter 9, specifically /page B-38 (top) and page B-41].

[Finding No. 3:] For reasons set forth in our responses [on pages B-43 and B-44 (top)] we
consider this finding absurd.

[Finding No. 4:] See our response on page /B-44].
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Page 56, right column, paragraphs 1 to 3, Habilitat offers the following comments on the
rate of staff turnover:

For reasons discussed on [this page and page [ B-36 (top), Habilitat does acknowledge a high
rate of turnover amongst its employees and program residents in the vocational training
stages of the program. Again, one must have a very clear understanding of the clinical tech-
niques utilized by the Habilitat organization to fully comprehend the matter of turnover.

With respect to ‘““squares”, a high rate of turnover is understandable and certainly to be
expected in Habilitat’s unique work environment. It is very difficult to find and retain an
individual possessing the necessary professional/occupational skills who can also adapt to the
unusual work environment characteristic of a therapeutic community. An exceptional degree
of patience on the part of staff personnel is required in the therapeutic community
environment. Square supervisors are responsible for providing training and the teaching of
good work habits to program residents. This is a condition of employment which they are not
accustomed to. Thus no matter how well intentioned they might be at the outset, many simply
do not have the personality trait of tolerance needed for the position they occupy. As the
result, most squares are hired with the understanding that they are on a 90-day probationary
status and that their willingness and ability to adapt to Habilitat’s environment is just as
important as their professional/occupational skills. It is perfectly understandable, therefore,
that many are unable to bring this rare combination of skill and personality traits to their
positions.

Page 57, left column, paragraphs following heading, “‘General personnel turnover situation” —
Habilitat offers the following comments on personnel turnover during the period June 1, 1978
through November 30, 1978.

The report correctly states that Habilitat’s staff numbered between 60—70 during the period
June 1, 1978 to November 30, 1978. Our copies of State of Hawaii forms UC—B9 show that
salaried employees during this period ranged between 53 and 67. However, Table 9.1 includes
15 red tag residents to arrive at total staff terminations of 38 during this period. These “38
terminations” are then compared to the aforementioned 60—70 staff to conclude that
terminations were ... equalling more than half of Habilitat’s total staff complement.” Red
tag residents are receiving job and vocational training and should not be treated as
“employees’ by any stretch of the imagination.

Habilitat does not include red tags in the 60—70 employees referred to earlier. The red tags
were treated as residents in the final stage (reentry) of the program, and, like other residents in
the reentry phases, they were receiving vocational training, learning work responsibility and
thus, these “red tag” terminations were in fact normal, desirable, completions of the program
by individuals returning to the community. Consequently, by including these 15, the rate of
staff terminations to total staff during this period is grossly overstated by the legislative
auditor.

Secondly, if the report desired to include red tags as staff in determining staff terminations of
38, then why didn’t it do so in arriving at Habilitat’s total staff complement? To compare
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apples with apples, instead of oranges, the report should have included both red tags and
salaried employees in determining ‘“‘total staff complement” (as presented in the report, not by
Habilitat). During the period June 1, 1978 to November 30, 1978, this number ranged
between 70 and 90. Through the manipulation of numbers, the report appears to strain at
coming up with a way to arrive at a negative statistical conclusion.

Page 57, right column, paragraph 2 — Habilitat offers the following comments on level of
positions held by “red tags™:

It is true that program residents (red tags) occupied lower level ““positions”™. These “positions”

were created strictly as training slots in conjuction with Habilitat’s job and vocational training

objectives. If Habilitat did not have job and vocational training as one of its program

objectives, such positions would not exist. It is imperative for the legislative auditor to

understand that the duties assigned to the red tags in training would not be necessary if

Habilitat confined its therapy to treatment and did not have a reentry phase as part of its.
overall therapeutic approach.

Page 57, right column, last paragraph — Habilitat refers to its earlier comment:

See responses on [pages B-35, and this page (top)].

Page 58, left column, paragraph 1 — Habilitat refers to its earlier comment:
See response on [pages B-35, and this page (top)].
Page 58, left column, paragraph 2 — Habilitat offers the following comment on the relation-
ship of government cutbacks to high turnover rates:
Even though, as discussed on /page B-35 and B-36 (top)] the rate of turnover was incorrectly

calculated by the auditor, the Board does not consider a high turnover rate as a necessarily

negative condition in a therapeutic community environment per explanations supplied [on
page B-37].

Page 58, left column, paragraph 3 — Habilitat comments as follows:

We disagree for reasons expressed /on page B-35, relative to “red tag’’ terminations].

Page 58, left column, paragraph 4 — Habilitat refers to its comments made elsewhere:

See response on page /B-31 (top)]. Also see our entire response to Chapter 12.
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Page 58, left column, paragraph 5 — Habilitat refers to its comments made elsewhere:

See response on page [ B-31 (top)]. Also see our entire response to Chapter 12.

Page 58, right column, paragraphs 1 and 2 — Habilitat refers to its comments made elsewhere:
See response on page [B-31 (top)].

See response on page [B-31 (top)].

Page 58, right column, paragraph 4 — Habilitat refers to its comments made elsewhere:

The turnover of key financial personnel is explained in our response appearing [on pages
B-35 (top), B-43 (bottom), and B-47 (bottom)].

Page 59, left column, paragraph 2 — Habilitat offers the following comments on the turnover
in the general manager’s position:

We explained the termination of one of the four individuals in question [on page B-43
(bottom)]. Terminations based on incompatibility are explained [on page B-35 (top)]. Termi-
nations based on incompetence requires no explanation,

Page 59, left column, paragraphs 3 and 4 — Habilitat offers the following comment on
Marino’s role in financial management:

Although Marino must certainly be involved in the decision affecting the hiring of controllers
and financial managers, all applicants for both positions resulted from ‘“‘executive search”
conducted by respected employment agencies and they were interviewed by outside financial
consultants and by Board members before a final decision was made.

Page 59, right column, paragraph 1 — Habilitat offers the following comment on the
recommendation regarding staff turnover:

Although the Board does not consider a high turnover rate as a necessarily negative factor in a
therapeutic community environment, it is presently giving serious consideration to a more
orderly approach to personnel matters. For reasons stated earlier, we disagree with the extent
of the turnover rate as calculated by the legislative auditor.

Page 59, right column, paragraphs beginning under section headed, “‘Unclear, Unfair, and
Otherwise Deficient Personnel Policies and Practices’ — Habilitat offers the following comments on
personnel policies and practices:
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We disagree with the statement that the personnel manual was developed primarily to satisfy
the requirements of the agencies granting funds. We do agree that it is time for the personnel
manual to be updated and that continuous updating will be necessary in the future.

About the middle of 1976, Habilitat recognized that the very size of the organization
necessitated the development and maintenance of a formal personnel administration system.
No “personnel department” existed at the time, nor could one be established because funding
was not available for a personnel staff position. Alternatively, in the light of the Board’s
increasing concern about personnel policies and procedures, the office of the financial manager
was charged with responding to the Board’s request for materials such as organization charts,
job descriptions, and a personnel manual. As a result, a number of significant personnel
policies and procedures were developed and implemented including: 1) a comprehensive
personnel policy manual which described the company’s position on matters such as hiring,
firing, vacations, sick leave, leaves of absence, salary, salary increases, employee benefits, etc.;
2) a personnel folder for each member of the staff, designed to contain all data necessary for
Habilitat’s internal requirements, as well as compliance with various federal and state laws; 3)
employment application forms to be filled out by all prospective employees prior to the hiring
process; 4) meetings with all staff members to describe the personnel policy and procedure
system of Habilitat as well as to respond to staff questions in this regard.

Page 60, left column, paragraphs I and 2 — Habilitat offers the following comment:

As chief executive officer of the organization, Marino has reserved the right to have the final
say in all hirings and firings of staff members. This is considered essential due to the unique
nature of the therapeutic community environment. One must have character traits and exhibit
personal conduct compatible with what the program teaches, for all staff members are in daily
and constant contact with residents of the program.

Page 60, left column, paragraph 3 — Habilitat offers the following comment:

See above comments relative to the institution of more formalized personnel practices in the
summer of 1976. We are now undertaking a review of such policies and procedures, with a
view towards updating and possible adoption of consultant recommendations where applicable
and/or considered in the best interests of the organization.

Page 60, right column, paragraph 2 — Habilitat offers the following comment on nepotism:

As indicated on [pages B-32 (bottom) and B-33 (top)] Habilitat does not acknowledge the
existence of nepotism within the organization. No one in the Habilitat organization has been
selected for employment on the basis of blood relationships or any other type of relationship.
The criteria for being a member of the Habilitat staff are the satisfactory discharge of one’s
duties and responsibilities and personality traits compatible with the organization’s clinical
goals and objectives.
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Page 61, left column, paragraph 1 — Habilitat offers the following comment:

The final sentence appearing [in this paragraph] has absolutely no basis in fact. There have
been a number of cases where a brother, sister, husband or wife of a program resident would
enter the program for treatment of a substance abuse problem sometime after the resident was
admitted to the program. In a number of cases a program resident has gone on to ultimately
justify a salary as a member of Habilitat’s staff. Sometime later, the brother, sister, husband or
wife may have progressed through the program in a similar manner. How this could ever be
construed as “nepotism”, we cannot understand.

Page 61, left column, paragraphs 2 through 4 — Habilitat offers the following comments on the
Marino family example of nepotism:

Strictly on the grounds of professional qualifications and personal compatibility with the
Habilitat program, the Board of Directors has authorized Vincent, Vickie and Frank Marino to
occupy their respective positions.

Vickie Marino successfully completed the Habilitat program. Prior to her marriage to Vincent
Marino, she already occupied a key position on Habilitat’s clinical staff.

Lila Marino successfully completed the Habilitat program. She was recommended to Frank
Marino by her job training supervisor, and a key clinical person, for hire as a sales person on
the staff of the advertising specialties sales organization, also known as the Sales and Marketing
Department.

The salaries and employee benefits enumerated on this page are considered the bare minimum
which would be required to attract and retain any person in the positions now occupied by the
four Marinos.

We vigorously object to the manner in which the auditor attempts to evaluate Habilitat’s
motives for retaining the Marinos as employees. The alleged manner in which decisions are
made within Habilitat has no relevance to the value of the services rendered by the Marinos or
any other employees. See job descriptions appearing hereunder as Exhibits F, G, and H.
[ Description of Exhibits F, G, and H are made on page B-64.]

Page 61, right column, paragraph 1 — Habilitat offers the following comment on Vincent
Marino’s role in determining his own compensation and that of his family members:

Vincent Marino has always abstained from any Board action involving salaries and employee
benefits for himself, Vickie or Frank Marino. Adjustments to Lila Marino’s salary are based
strictly upon recommendations and performance evaluations received from her immediate
supervisor at Sales and Marketing.
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Page 61, right column, paragraphs 2 and 3 — Habilitat offers the follo».uing comments on the
salaries and fringe benefits of Vickie, Vincent, and Frank Marino:

Inasmuch as Vickie Marino is directly subordinate to Vincent Marino and because Frank
Marino is directly subordinate to the organization’s General Manager, we consider it quite
appropriate for Vincent Marino to make recommendations to the Board of Directors relative
to adjustments to salary and employee benefits of those personnel.

Other than Vincent Marino, there were two cases of Habilitat employees serving on the board
of directors. In one case during 1976 and 1977, the person occupying Habilitat’s
second-ranking management position (Area Director) served on the board. There was another
instance of a person occupying a middle management position on Habilitat’s staff who served
on the board for ten months from November, 1976 through September, 1977. Again, they
never “participated in and voted on actions where their interests have been affected.” We
object to the manner in which the audit report is worded in this regard, for it implies that
many Habilitat employees are elected to the board for the purpose of satisfying self-serving
interests.

Apparently no investigatory work was performed by the legislative auditor on the background
and circumstances surrounding the hire of Frank Marino as vice president in charge of the Sales
and Marketing operation. Had routine audit inquiries been made, it would have been
determined that Frank Marino was originally hired as a temporary stop-gap measure to fill a
position that had been suddenly and unexpectedly vacated by the then director of the sales
and marketing operation. Vincent Marino called upon his brother to fill this vacancy because
his brother did in fact have extensive background experience in the field of sales and marketing.
Because he was very familiar with his brother’s expertise in this area and because he could not
locate anyone locally to fill that position, he understandably called upon his brother to assist
in a time of extreme need. It should be further noted that the sales and marketing division was
in its formative stages at the time and could not go for any period of time without direction
from an individual with the professional experience and training background possessed by
Frank Marino. Although the Board did not receive a written job description concerning Frank
Marino’s job until some time after he was hired, it was fully familiar with the nature and
extent of his duties and responsibilities by virtue of its familiarity with the position at the time
it was authorized in early 1974.

Page 62, left column, paragraphs 1 and 2 — Habilitat offers the following comments on other
family relationships:

As pointed out earlier, we acknowledge that there have been several cases where members of
more than one family have gone through the Habilitat program and were later hired as
Habilitat staff members. We find no conflict in this practice, for the personnel involved have
nothing whatsoever to do with the hiring, firing, or granting of salary adjustments or other
benefits to each other. We, therefore, cannot comprehend why the legislative auditor views this
practice in a critical light. Moreover, we are bewildered and question the motivation behind a
statement such as, “There may have been even more, but due to differences in names, they
have escaped detection. The interrelationships extend to the Board of Directors, the paid staff
and the resident population.’ This statement borders on the absurd.
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In this connection we consider it vitally important to point out that no person can be hired as
a member of the Habilitat staff unless he or she possesses the necessary professional or
occupational skills necessary to discharge the duties of that position, and unless the character
and personality traits of that person are compatible with Habilitat’s therapeutic community
environment.

Page 62, starting with the left column, last paragraph and continuing through paragraphs 1 and
2 on the right column — Habilitat offers the following comments on the lack of grievance and
appeal procedures:

Vincent Marino has at all times maintained an open door policy with respect to employee
grievances. That is, in the event an employee has a complaint or is in some way dissatisfied
with his status, he is welcome to ask for an appointment with Marino, provided, however, he
has observed proper organizational channels prior to doing so. Inasmuch as Marino is the
founder of this organization and its chief executive officer, he is obviously empowered with
the authority to terminate employees for reasons of incompetence. We find incomprehensible
the auditor’s statement that he has fired employees “for reasons ranging from incompetence to
serious misbehavior to relatively minor infractions such as returning to work from lunch with
alcohol on one’s breath.” In an organization that is primarily dedicated to the treatment and
rehabilitation of persons suffering from disorders arising from substance abuse, the use of
alcohol during working hours by staff members represents a major, intolerable infraction. Even
in such cases, however, an employee would generally not be terminated unless such behavior
was a pattern. Instead, the employee would usually be invited to leave the facility until the
following day. Moreover, at the time of hire each employee is advised that the consumption of
alcohol during working hours will not be tolerated and the misuse of any chemical substances
is clear grounds for immediate dismissal.

The use of staff encounter games in Habilitat does indeed permit employees with a “means of
releasing their emotions about Marino and Habilitat and communicating to Marino their
feelings about their job and pay situations.” This ‘“‘grievance procedure” would certainly not
be available to any employee in a conventional business setting. Accordingly, the Habilitat
employee is, in fact, permitted to avail himself of a grievance technique far superior to that
offered in outside employer-employee relationships.

The Board of Directors will give consideration to a grievance and appeal process which might
permit its review of staff grievances which still exist after handling by the executive director.

Page 62, right column, last two paragraphs — Habilitat responds as follows on the lack of a
clear differentiation between employees and residents:

See response [on page B-35 (bottom)], wherein a comprehensive discussion of this whole
matter appears. In brief, however, we feel that the legislative auditor’s first paragraph on
page [63] expresses very well and succinctly Habilitat’s philosophy on this matter. Also see
response to Chapter 12.
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Page 63, left column, paragraphs 2, 3, and 4 — Habilitat offers the following comments on
ambiguities surrounding the use of residents in the vocational program:

See response [on page B-46]. If Habilitat were not engaged in vocational and job training, the
“positions” in question would not exist. Therefore, any reference to exploitation of residents
is irrelevant and moot.

We find totally unacceptable and resent greatly the inference that Habilitat program residents
might be exploited by Habilitat as a “free labor” resource. In our response appearing on page
[B-24], and throughout Chapter 12, we discussed fully the reason for involving our residents in
business operations.

Our residents are totally discouraged from developing an “overdependency’ on Habilitat. Even
if this were the case, however, would not a dependence on Habilitat be preferable to a
dependence on heroin, criminal behavior or other antisocial actions?

Page 63, right column, paragraph 2 — Habilitat offers the following comment on the subject of
self-sufficiency:

See response [on page B-24] where we deny profit making as the principal motivation for being
in small business operations.

Page 63, right column, paragraph 3 — Habilitat offers the following comment on the use of
residents as part of the work force:

For reasons expressed in our response to Chapter 12, Habilitat does in fact give careful
consideration to these matters.

Page 63, right column, paragraph 4 — Habilitat offers the following comment on Habilitat’s
working with government agencies:

We accept these suggestions as sound and have always attempted to follow them. As pointed
out in our response on page /B-46 /, we would welcome increased frequency of meetings with
officials of DSSH and DOH in order to fully disclose what we are doing and to assure our
compliance with various federal and state rules and regulations.

Page 64, left column, paragraph 1 — Habilitat offers the following comment on
recommendation number 1:
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As indicated earlier the Habilitat Board of Directors is giving consideration to expansion and
updating of the personnel policy manual and is also considering the implementation of
recommendations contained in this report which it deems appropriate and consistent with
Habilitat’s overall goals and objectives.

Pages 64, starting with the left column under the heading, “Conflict of Interest in the Move-

ment of Personnel Between Habilitat and Government Agencies” — Habilitat offers the following
comment:

We find incredible the implication that Habilitat has been in a position to effect “transfers’ of
employees to government agencies and vice versa. The fact that an ex-government employee
applied for and was hired to fill a vacancy with Habilitat or vice versa should hardly be used as
grounds to support the contention that Habilitat has willfully manipulated the employment of
such persons in a manner to benefit it in its relationships with government agencies.

Page 64, bottom of right column, relative to employment of former city and county employee
— Habilitat comments as follows:

In mid-1977 Habilitat hired a former employee of the City and County of Honolulu, because
that individual possessed the necessary qualifications that Habilitat was seeking to fill a
vacancy in its funds administration office. The person in question had an extensive background
with the negotiation and administration of government contracts. He also had a very strong
administrative background in other areas. His hire occurred some months after the elimination
of his position by the City and County of Honolulu. Habilitat had nothing whatsoever to do
with the elimination of his position with the City and County of Honolulu. Instead, federal
authorities of the National Institute of Drug Abuse (also known as NIDA), decided to transfer
administration of its contract to the Department of Health, State of Hawaii. We hasten to add
that Habilitat had nothing whatsoever to do with influencing Washington to make this change.
The legislative auditor characterizes this whole transaction as the “transfer of a Honolulu
official to Habilitat.” Habilitat steadfastly maintains that it hired a person who had
qualifications far superior to those of any other applicant to fill an existing vacancy. Habilitat
is not an agency or instrumentality of the state government. The use of the word “transfer” is
therefore grossly inappropriate.

Page 65, right column, paragraph 1, relative to employment of Habilitat’s former business
manager — Habilitat comments as follows:

In mid-1977 Habilitat found it necessary to terminate the employment of its then business
manager. Ironically, the reasons for this termination relate directly to critique appearing earlier
and later in this report relative to inadequacies in Habilitat’s accounting systems and financial
management areas. The person in question, though generally a very able administrator, did not
possess an accounting education and experience background necessary for Habilitat to
overcome its shortcomings in this area. Accordingly, in the light of Habilitat’s need for
accounting and financial expertise, a decision was made to terminate this person’s employment
with Habilitat and to hire a certified public accountant. In recognition of her attitude and
exceptional dedication to duty, together with consideration for the fact that she had no job
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opportunity immediately available, she was given severance pay amounting to three months’
salary. The legislative auditor nevertheless again chooses to characterize this personnel action
as a “transfer of Habilitat’s business manager to DOH.”

Some time later we became aware that Habilitat’s former business manager had been hired by
the State of Hawaii. Initially, we were totally unaware of what her position would be with the
State of Hawaii. Still later we learned that she had indeed been hired as a program specialist
with the newly-formed Alcohol and Drug Abuse Branch of the DOH.

Page 65, bottom of right column, relative to employment of Habilitat graduate by DSSH —
Habilitat comments as follows:

This is another instance in which we strenuously object to the use of the word “transfer.”’ The
person in question is a graduate and former employee of the Habilitat program, who
terminated her employment with Habilitat on November 22, 1977. We understand that she
was on the rolls of the unemployed for approximately six months. It was later learned that she
had been hired to work with DSSH. Again, initially, we did not know in what capacity. We
later learned that she had been assigned responsibilities that included the review and processing
of welfare applications submitted by new residents of the Habilitat program. In this
connection, we know of no instances of favoritism being extended. Indeed, we would have
much preferred another worker to be assigned to the processing of Habilitat’s resident
applications.

Page 66, left column, last paragraph — Habilitat offers the following comment on the
recommendation on conflict of interests in the hiring of personnel by Habilitat, DOH, and DSSH:

In the light of the foregoing, Habilitat does not contemplate any action on these
recommendations. We will continue to seek employees who are best qualified to fill vacancies.
We cannot, of course, act upon the recommendations contained in this report related to the
practices of DOH and DSSH on this matter.

Page 66, right column, paragraphs 1 to 3 — Habilitat offers the following comments on the
inadequacy of government surveillanice of Habilitat’s personnel policies and practices:

We object to the term, “Government Surveillance”.

We agree that agencies have a responsibility to insure that all funds are properly used, that legal
requirements concerning the use of the funds are met and that the funds are used specifically
for the purposes authorized. We feel that this is substantially accomplished through the
mediums of monthly and/or quarterly activity reports which compare actual expenses with
approved budgeted amounts, and periodic monitoring visits by qualified personnel of the state
government. Moreover, ever since its incorporation as a non-profit corporation, the Habilitat
Board has appointed an independent C.P.A. firm to perform a certified financial audit of its
financial statements and accounting records.
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Eight percent of Habilitat’s annual POS contract amount with DSSH has been withheld by
DSSH for the purpose of “‘program monitoring”. The Alcohol and Drug Abuse Branch of the
DOH has routinely performed quarterly program evaluations of Habilitat. This included
quarterly visits by members of the ADAB staff, which performed scrupulous analyses of
clinical records and interviews with members of the staff and program residents.

Page 66, last paragraph, right column, and page 67, left column, paragraphs 1 and 2 — Habilitat
offers the following comments on career preparation and vocational training:

Career preparation and vocational training aspects of the Habilitat program have been
thoroughly explained to DOH and DSSH. Both departments appear fully conversant with what
we are doing in this area, and have in fact been very complimentary about our efforts. No
other drug/alcohol rehabilitation program in the state has anything resembling Habilitat’s
reentry program and its emphasis on preparing potential graduates for future work situations
outside of Habilitat.

As the legislative auditor himself points out in Chapter 9, Habilitat’s business operations are
typically unprofitable and have exceedingly high rates of turnover. As far as Habilitat is
concerned, this is a planned situation, for if profit and self-sufficiency were Habilitat’s
principal motive for being in these businesses, a paid professional staff would be hired and no
career and vocational training would be provided for the program’s residents. Because of the
very confused interpretation made by the legislative auditor in this whole area of career
preparation and vocational training, a comprehensive history and explanantion thereof appears
in our response to Chapter 12.

Page 67, starting on the left column, last paragraph, and right column, paragraphs 1 to 3 —
Habilitat offers the following comments on the circumvention of budget guidelines governing POS
conltracts:

We disagree with the implications of the statement that, “‘Habilitat does not show the total
actual salaries paid to many of its employees”. Other than the salary of Vincent Marino, we
can recall but two or three instances where salaries reported for purposes of our Title XX POS
proposal to DSSH were lower than actual salaries paid. This was done strictly to comply with
instructions received from DSSH relative to the maximum salaries it would consider funding
for purposes of the contract. Based on the explanation received from DSSH in support of this
treatment, we are somewhat inclined to agree with their reasoning. According to officials of
DSSH, only that portion of an employees’s time devoted to “social service purposes’ can
qualify for public funding. The lower amount so determined then serves as the basis for
calculating POS funding. For example, assume that an employee earning $20,000 per year
spends 80% of his time on social service matters. DSSH would then want us to report $16,000
as qualifying salary. Assume further that 75% of that employee’s social service time is involved
with activities covered by the Title XX (POS) contract. Accordingly, $12,000 would be funded
under the POS contract. In summary, therefore, we are dealing with three salary figures: (1)
actual salary received by the employee, (2) qualifying social service salary, and (3) percent of
social service salary applicable to the Title XX POS contract.
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At no time has Habilitat ever requested funding under the POS or NIDA contracts for time not
actually spent by an employee in connection with services provided under those contracts.

We do not understand the legislative auditor’s statement that, ‘“‘government funds from other
sources should be allowed to be used to circumvent restrictions imposed upon the use of POS
contract funds”. In the fiscal year ended June 30, 1978, through an accounting and
administrative oversight, Habilitat failed to allocate portions of certain salaries applicable to
the capital fund and sales and marketing fund. Otherwise, Habilitat has done its best to
properly allocate and charge its various activities based on time expended by its staff
personnel. Even with respect to fiscal year ended June 30, 1978, the point raised is rather
moot, inasmuch as the general fund sustained an operating deficit well in excess of $100,000.
Thus, had proper accounting allocations been made, a significant deficit would still have
existed in the general fund. Moreover, the general fund has been subsidized numerous times by
the capital fund, because available government funding was insufficient to finance Habilitat’s
treatment and rehabilitation operations.

Page 67, right column, last paragraph — Habilitat offers the following comment:

We emphatically disagree with the statement that, “many of the jobs within Habilitat’s
administrative structure have been filled not with regular employees but with residents in the
treatment program”. As explained in our response to Chapter 12, none of the positions
occupied by residents in the reentry phase of Habilitat’s program would exist if Habilitat did
not have as part of its rehabilitative process career preparation and vocational training. Hence,
if Habilitat did not consider the reentry phase of its program essential to the survival of its
graduates, Habilitat’s paid staff would, in fact, be reduced and there would be no program
residents occupying positions.

Page 68, left column, paragraphs 1 and 2 — Habilitat offers the following comments on
stipends paid to residents:

We disagree with this interpretation of stipend payments. Insofar as Habilitat is concerned,
they are very clearly a distribution from the resident’s own welfare checks, as discussed more
fully in our response to Chapter 12. Habilitat erred in thinking that the undisbursed portion of
a resident’s welfare check while he was in treatment could be paid to him at a later date, i.e.,
when he was in the advanced stages of reentry. This, in turn, resulted in the misunderstanding
that has taken place with respect to larger stipends, which for several months exceeded the
sum total of the residents’ welfare check and food stamps.

Page 68, right column — Habilitat offers the following comments on the recommendations:

[Recommendation No. 1:] We would welcome further meetings with DSSH and DOH in order
to clarify any doubts and to re-emphasize the importance of career preparation and vocational
training to the success of Habilitat’s total program. However, we do not agree that residents
receiving such training could possibly be subject to Habilitat’s personnel policies and practices,
because they are not employees.

[ Recommendation No. 2:] Inasmuch as we do not regard reentry program residents as staff

personnel, we do not see how we could accept a recommendation regarding their being subject
to Habilitat’s personnel policies and practices.
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Chapter 10 — Introduction (Part IV)

Page 71, summary statement of findings — Habilitat offers the following comment:

We disagree with these findings and present a full discussion relative to same in our response
to Chapters 11 and 12.

Chapter 11 — An Assessment of Overall Financial Arrangements at Habilitat

Page 72, paragraphs under heading, “Summary of Findings” — Habilitat offers the following
comments.

[ Finding No. 1:] We acknowledge some weaknesses in this area during Habilitat’s formative
years. We feel, however, that recognition should have been given to the significant
improvement that has taken place in the last two or three years in terms of the active
involvement of Habilitat’s Board, particularly in financial matters.

[ Finding No.2:] Again we feel that recognition should have been given to the substantial
improvement that has occurred in Habilitat’s fund accounting system. As discussed later,
monies for capital improvements are earmarked, and except for an error in fiscal year ended
June 30, 1978, administrative costs are allocated accurately among the funds.

[ Finding No. 4:] Habilitat has had a good budgeting system since 1976. We acknowledge late
preparation of the July 1, 1978, budget because it was necessary to replace the positions of
financial manager and controller in June, 1978.

[ Finding No. 5:] We do not understand what this means.

Page 72, right column, last paragraph — Habilitat comments as follows:

We agree.

Page 73, left column, paragraph 2 — Habilitat offers the following comments concerning the
fiscal year the audit focused on:

The fiscal year ended June 30, 1978, was an unfortunate one for the legislative auditor to
select for we do not feel it does justice to the present high quality of Habilitat’s finance and
accounting staff. As pointed out earlier, we found it necessary to replace both the financial
manager and controller in June, 1978, because of professional inadequacies and personality
incompatibility. Accordingly, many of the weaknesses or deficiencies noted by the legislative
auditor no longer exist. Moreover, many of the weaknesses and deficiencies that existed during
the fiscal year ended June 30, 1978, did not exist in the previous fiscal years.
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Page 73, right column, first three paragraphs under heading, ‘“Lack of Leadership and
Nonfulfillment of Responsibilities by Habilitat’s Board of Directors and the Executive Director” —
Habilitat comments as follows:

Again, the Board acknowledges some past inadequacies. It does feel, however, that significant
improvement has occurred in the past couple of years, particularly in the degree of its
involvement with major organizational matters and financial decisions.

The Board wishes to point out, however, that as volunteer members of the governing body of a
non-profit corporation, there are certainly limits to what it should be expected to do. It is the
Board’s opinion that its primary responsibility should lie in the establishment of policies, the
appointment of qualified people to key executive positions, and the setting of general “ground
rules” by which such key executive staff are permitted to operate.

The day-to-day management of the organization should be delegated by the Board to its
executive director. He should be free to discharge his duties and responsibilities as long as he
does so within the parameters established by the Board. This philosophy is true with most
large non-profit organizations as it is also true of national and international profit making
organizations.

Page 74, left column, paragraphs under heading, ‘‘Failure to organize itself” — Habilitat com-
ments as follows:

The Board recently established two permanent committees; a finance and audit committee,
and a public relations committee. These two committees will operate in the areas assigned to
them and maintain ongoing close contact with appropriate Habilitat staff personnel. They wiil
be expected to periodically report their observations and recommendations to the Board as a
whole at its monthly meetings.

We are in basic agreement with these suggestions as indicated in our responses [above/. For a
number of years the Habilitat Board has selected an independent CPA firm to perform an
objective financial audit of Habilitat’s financial statements and books of account.

Page 74, right column, first paragraph — Habilitat comments on the delineation of decisions
to be made by the board:

Refer to /pages B-28 (bottom), B-30 (bottom), and above, relative to establishment of two
permanent committees].

Page 74, right column, paragraph 2 — Habilitat comments on the 1976 recommendations of
the management consulting firm:
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The Board is presently reconsidering the recommendations made by the management
consulting firm in 1976, and expects to formulate definitive policy statements in this
connection in the near future.

Page 75, left column, paragraphs under heading, “Failure to establish information system’™ —
Habilitat comments as follows:

We do not feel that this observation is current. Since mid-1977, the Board has required very
detailed (line by line) operating budgets for all three funds. Each significant line item must be
supported by a narrative explanation describing how amounts were determined. Further, each
month Habilitat’s financial manager is required to submit to the Board financial statements for
each fund to facilitate comparison of actual results with budgeted amounts. Moreover, the
financial manager is charged with the responsibility for providing a narrative explanation for
significant variances from the budget.

During the last year the Board has appointed ad hoc committees to assist the executive
director when it became necessary to search for and select personnel for key management
positions.

We feel that the minutes of the board meetings during the past year would tend to support our
contention of the Board’s enhanced activity, particularly in the areas of asset management,
employee benefits and capital expenditures. Accordingly, the Board insists on detailed
background and/or substantiation for all significant financial actions which the executive
director proposes. It is not uncommon to repeatedly defer any action until the Board feels
satisfied that it has been furnished sufficient data from which to make a responsible decision.

Page 75, left column, last paragraph — Habilitat offers comment on the resignation of past
board members:

To the best of our knowledge no board member has resigned for the reasons stated here. The
process by which Marino’s proposals are presented and accepted or rejected are explained in
detail fon pages B-30 (bottom) and B-39 (bottom)].

Page 75, right column, first paragraph, relating to the board’s ready acquiescence — Habilitat
comments as follows:

We disagree. Habilitat’s business ventures and the purposes they serve are discussed on response
pages [B-24 and B-25]. lts real estate dealings are discussed on pages /[B-19, B-20, and B-21 I
The auditor’s inaccurate statements relative to telethons are responded to on page [B-27/.
Finally, we vigorously object to the accusation concerning mishandling of government funds.

Page 75, right column, paragraphs 3and 4 — Habilitat refers to its earlier comments concerning
the board’s reporting system:
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See [page B-30].

Page 75, right column, last paragraph — Habilitat refers to its earlier comments concerning
Marino’s invQlvement in financial management:

See our response /page B-37].

Page 76, left column, first paragraph — Habilitat offers the following comments:

We agree with the last sentence of this paragraph. However, we feel that the changes referred
to are a positive reflection of Marino’s refusal to compromise the principles, standards and
values of the organization.

Page 76, left column — Habilitat offers the following comments on the recommentations.

[ Recommendation No. 1:] As pointed out earlier, we agree and have established such a
committee.

[Recommendation No. 2:] As indicated earlier the Board is in the process of formulating
written policies in this area.

[Recommendation No. 3:] We feel that current management and financial information
systems are substantially adequate. From time to time the Board may require supplementary
information as addenda to the financial statements.

[ Recommendation No. 4:] We feel improvement has taken place in this area. There has been
very little turnover in the finance and accounting areas since June, 1978.

Page 76, right column, paragraph 1 — Habilitat offers comments on the deficiencies in its fund
accounting system.

The deficiencies referred to have been corrected. In this connection we refer to a letter dated
September 14, 1979, from Clay & Ohata, CPA’s appearing hereunder as Exhibit 1. [ Exhibit I,
I-page letter of September 14, 1979, from V. Rex Clay, partner with Clay and Ohata, certified
public accountants, to Habilitat’s board of directors stating that, based upon his firm’s
examination of Habilitat’s financial statements completed on September 4, 1979, all of the
internal control weaknesses referred to in a previous letter of May 5, 1978, have been
corrected |

Page 77, left column, section under heading, “Fuilure to place proper safeguards on funds
earmarked for capital purpose” — Habilitat comments as follows:
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See [page B-52 (top) and B-52 (bottom)].

While it is true that Habilitat does not establish a separate bank account for each separate
activity of the capital fund, we feel that the accounting system does adequately provide for the
proper classification and segregation of funds received.

Accordingly, through the medium of the accounting system we feel that our funds restricted as
to use are adequately identified at all times.

We disagree that telethon funds are the only funds identified as restricted for capital
improvements. The only other major source of funds received into the capital fund for capital
improvements are those from private trusts and foundations.

Further, we believe the legislative auditor is taking a too literal interpretation of the term
“capital funds” because many of the receipts earned by this fund are not necessarily
earmarked for capital improvements. A secondary, but equally important, purpose of the
capital fund is to subsidize the general fund and the sales and marketing department’s
vocational training activities. Frequently, monies received from government are insufficient to
finance Habilitat’s clinical operations. Thus it is necessary to transfer money from the capital
fund to the general fund. Frequently the Sales and Marketing Division, because of the
substantial hidden expenses involved with its career development and vocational training
activities, requires financing beyond the gross profits generated by its sales revenues.

Indeed the capital fund might be regarded as a depository for any funds other than
governmental. In fact, the “third” fund—the Sales and Marketing Division, is really a
subdivision of the capital fund. The only reason that it has been set apart from the capital fund
is because of its significance as a revenue generator of more than one million dollars per year.

Oftentimes for example, there are significant delays in Habilitat’s collection of amounts due
from the State of Hawaii under POS and DOH contracts. Delays of two or three months are
not uncommon, particularly during the transition time occurring between fiscal years.
Accordingly, Habilitat has no alternative but to loan unrestricted funds from the capital fund
to the general fund in order for the general fund to continue financing the company’s clinical
operations.

With further reference to the alleged misuse of restricted funds, we think it crucial to point out
that Habilitat’s unexpended restricted funds have always been covered by assets, such as
marketable securities, which have substantially exceeded the balance of such restricted funds.

In the light of the foregoing we quite agree with the legislative auditor’s statement on /page
77]: “In fact it is questionable whether the amounts owed can ever be paid back without
seriously affecting the operations and programs of Habilitat. We base this conclusion on the
weak financial position of the general fund and the sales and marketing fund.” We fail,
however, to see why this should be viewed by the legislative auditor in a critical light. We know
of no other rehabilitation program in this state which makes an effort to partially finance its
operations with funds raised from other than government sources.
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Page 77, right column, paragraph 2 — Habilitat comments on the financial picture of the
general fund at June 30, 1979:

As evidenced by audited financial statements for the fiscal year ended June 30, 1979,
Habilitat’s general fund had an excess of revenues over expenses of $141,511. This increased
the general fund balance to a positive figure of $56,982.

Page 77, right column, last paragraph — Habilitat offers the following comment:

We wish to reiterate that all funds raised from the private sector for the express purpose of
acquiring and constructing additional facilities for the residents of the program are being and
will be used only for such purposes. As indicated above, the so-called capital fund is used to
account for a significant amount of funds not designated for capital improvement purposes.
Important examples would include monies raised from other fund raising activities such as the
Home Grown albums, Christmas tree sales, Celebrity Cookbook sales (prior to the fiscal year
ended June 30, 1978), special benefit dinners and movie premieres. Although Habilitat is free to
use funds raised by these activities for other program purposes, much of the money has in fact
been expended on capital improvements.

32

Page 78, left column, paragraphs under the heading, “Failure to allocate administrative costs
— Habilitat comments as follows:

We agree that Habilitat was in error by failing to allocate administrative costs among the
various funds during the fiscal year ended June 30, 1978. We attribute this failure to the
persons occupying the positions of financial manager and controller during that period. They
were terminated in July, 1978. The present financial manager and controller have taken steps
to correct this condition and we are confident that administrative overhead items are being
accurately determined for each department and allocated accordingly. We take exception,
however, to the legislative auditor’s statement that this past “overloading of the general fund is
particularly significant when it is recognized that all monies from government sources received
by Habilitat are paid into the general fund, and constitute about 98 percent of the total
receipts of the general fund. To the extent that charges are improperly made against the
general fund, the burden is borne by government.” Our analysis discloses that even had all
administrative costs been properly allocated in the fiscal year ended June 30, 1978, the general
fund would still have incurred a substantial deficit; consequently, it would be impossible for
any such charges to be improperly borne by the government. Further, as indicated in an earlier
lengthy discussion, and as pointed out by the legislative auditor himself, the general fund very
frequently requires subsidization by the capital fund.

In any event, we see no significant impropriety on this entire matter of administrative cost
allocations and interfund transfers as long as restricted funds are not used for purposes other
than intended, and as long as government funds are not used for non-clinical requirements.
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Page 78, right column, paragraph 2 — Habilitat offers its comments relative to our
recommendations as follows:

[Recommendation No. 1:] Although diversion of funds contributed by donors has never
occurred, we have added additional safeguards in this connection.

[ Recommendation No. 2 :/ We have taken appropriate corrective action.

Page 78, right column, first four paragraphs under the heading, ‘“‘Deficiencies in Habilitat’s
Accounting Controls” — Habilitat comments as follows:

In the beginning of this chapter, the legislative auditor indicated that the focus of his audit was
for the fiscal year ended June 30, 1978. On page [79/ the legislative auditor points to
deficiencies existing during the fiscal year ended June 30, 1977. We are sure that he is aware
that such deficiencies were substantially eliminated subsequent to June 30, 1977. In this
connection please refer to Exhibit “I”” which is a letter from Clay & Ohata, CPA’s attesting to
the correction of internal control weaknesses noted in prior years.

Page 79, left column, last paragraph — Habilitat comments as follows:

We recognize the magnitude of the shortcomings mentioned by the legislative auditor on page
[79] and page /80/. Others are in the process of being corrected. In this connection we again
refer to Exhibit “I”’, a letter from the public account firm of Clay & Ohata, concerning
internal control improvements noted by that firm during the course of its audit for the fiscal
year ended June 30, 1979.

Page 80, left column, first paragraph — Habilitat offers its comments concerning controls
over long distance telephone calls:

A long distance phone call log has been inaugurated and, with the exception of the special
WATS line, requires prior approval of such calls. The name of the party making the call, the
name of the party or organization receiving the call and the amount of time consumed in
making the call, are included in the record.

Page 80, left column, paragraph 3 — Habilitat offers the following comment relative to travel
policies and procedures:

All travel allowances or expense reimbursements require proper expense documentation such
as airline tickets, invoices from hotels and car rental agencies.

Page 80, left column, paragraph 4 — Habilitat offers the following comment relative to lack
of documentation on travel expenses.
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We disagree, for the reason given [below relative to vouchers for entertainment expenses/.

Page 80, right column, paragraph 1 — Habilitat offers the following comment regarding
controls over business lunches:

The Board is considering the development of a formal policy governing business lunches and
entertainment expenses.

Page 80, right column, paragraph 3 — Habilitat offers the following comment:

We agree that some of this expense should have been charged to other funds, particularly the
telethon account. For reasons expressed earlier, this condition existed in the year ended June
30, 1978, and has been corrected.

Page 80, right column, last paragraph — Habilitat offers the following comment regarding
vouchers for entertainment expenses:

To the best of our knowledge, reimbursement vouchers for travel, business meals and
entertainment are generally adequately documented.

Page 81, left column, paragraph 2 — Habilitat offers the following comment regarding
undeposited cash receipts at the Baltimore office:

We agree that this was technically improper. It was, however, an isolated instance.

Page 81, left column, paragraphs under the heading “Failure to account for all government
funding’’ — Habilitat offers the following comments:

With respect to the legislative auditor’s comments appearing on pages /81 and 82/ relative to
the receipt of welfare checks and food stamps by “red tag” residents, perhaps the more appro-
priate accounting treatment would have been to record such receipts in Habilitat’s general fund
prior to the distribution of same to the “red tags”. We regard this as strictly an administrative
oversight, because there was a definite and significant therapeutic objective motivating the
turnover of the welfare checks and food stamps to the “red tags”. We elaborated on the clini-
cal reasoning behind this in our response to Chapter 12. Briefly stated, however, one of our
clinical goals is to instill in the prospective graduate an appreciation for the handling of money
and personal budgeting. Nevertheless, as the legislative auditor himself points out, this proce-
dure had no net effect on the financial position of Habilitat, nor could it ever be construed
as a misuse of government funds.
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Page 82, right column, paragraph 2 — Habilitat offers the following comment on our recom-
mendation relating to the development of an accounting manual:

Habilitat is considering the development of an accounting manual in the near future.

Page 82, right column, last paragraph — Habilitat offers the following comment concerning
recommendation number 1:

Corrective action has been taken or is in the process of being implemented.

Page 83, left column, first paragraph — Habilitat offers the following comment concerning
recommendation number 2:

This weakness no longer exists.

Page 83, left column, paragraph 3 — Habilitat offers the following comment concerning budget
preparation:

We are acutely aware of the importance of a timely preparation of the annual budget. Our goal
is to have, at the very least, a preliminary budget in the hands of the Board of Directors by
each April. We do not feel that the situation which existed with respect to the July 1, 1978,
budget should be considered as characteristic of Habilitat’s budgeting process. As stated earlier,
changes were made in the two top finance/accounting positions in June and July of 1978. The
new management was compelled to give priority to strengthening the internal control system
with a view toward correction of the very weaknesses pointed out by the legislative auditor in
this report. In addition the accounting staff had to give prompt attention to preparing for the
annual audit to be performed by an independent outside CPA firm. As a result, therefore, the
budget could not be given its usual high priority.

Page 83, left column, last paragraph — Habilitat offers the following comment on our
recommendation:

We are in total agreement with the recommendation. The present accounting system does
provide for the monitoring of performance against budgeted amounts.

Page 83, right column, paragraphs under the heading, “Lack of coordination™ — Habilitat
offers the following comment:

Habilitat would not only welcome, but would most certainly encourage, increased
coordination in this area. Indeed, we wonder why a single state agency cannot be established
to administer contracts with drug/alcohol rehabilitation programs and to provide monitoring
services therefor. If the state were to do some consolidating and streamlining in this area it is
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our firm belief that the various programs, as well as the state, would benefit substantially. If
this were done, it would eliminate the duplication, triplication and quadruplication of
numerous proposals, forms, reports, statistics, ad infinitum. More important, it would certainly
tend to enhance communication so that programs such as Habilitat would “know the ground
rules before the game begins”. We look forward to the legislative auditor’s future
recommendations in this connection.

Page 84, left column, paragraphs under the heading, ‘“Inadequate approach to budgeting and
resource allocation’ — Habilitat comments as follows:

Habilitat’s thoughts on this matter are expressed [in the previous comment]/. We believe a
single state agency is the best solution to these problems.

Page 84, left column, paragraphs 3 and 4 — Habilitat offers comments on the budget proposals
submitted to DSSH and DOH:

We disagree with this statement. About the fourth or fifth month of each calendar year
Habilitat submits proposals together with underlying itemized budgets to DSSH and DOH for
the services it proposes to provide during the ensuing fiscal year. Typically we are advised of
the probably amount available before submission of the proposal and related budgets.
Available amounts are rarely sufficient to cover the full range of services we would like to
offer.

As is the case with any company, agency or other instrumentality which uses an operating
budget as a financial control tool, there will always be variances from such budgets, i.e., actual
expenditures above or below budgeted amounts. It is perfectly logical, therefore, to request
that underbudgeted line items be funded from overbudgeted line items. That is, in those
instances where a reasonable explanation can be presented for expenditures which exceeded a
specific budgeted amount, we should be able to appeal to DOH or DSSH for approval of a
budget revision which permits the use of funds from a budgeted item which appears greater
than what actual expenditures will be by the end of the contract period. We could understand
the auditor’s statement on this matter if drug and alcohol rehabilitation programs generally
had available to them funds that exceeded, or at the very least equalled, their minimum
funding requirements.

Page 84, right column, first paragraph — Habilitat offers the following comment:

We disagree because Habilitat, as well as all other drug/alcohol rehabilitation programs in this
state, is not receiving adequate funding to fill the state’s needs in these areas. Accordingly, it
would be difficult, if not impossible, for any program not to do an “‘effective job in utilizing
the funds made available to them”.

Page 84, right column, paragraphs under the heading, ‘Inadequate approach to contract
administration” — Habilitat offers the following comment:
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We feel it more appropriate for DSSH and DOH to respond to the material contained in these
paragraphs.

Page 85, left column, last paragraph — Habilitat offers the following comment on its
communications with DSSH :

By virtue of significantly improved communications between DSSH and Habilitat, resulting
from the meetings and correspondence referred to in Chapter 12, and other sections of this
report, we feel that considerable improvement has been made in this area. Again, Habilitat
would welcome anything in the way of more frequent and meaningful dialog with DSSH to
assure that it is indeed complying with federal and state rules and regulations governing the use
of welfare, food stamps and POS monies.

Page 85, right column, paragraphs under the heading, ‘“Inadequate approach to certifying
incapacity so that Habilitat residents can qualify for government assistance’ — Habilitat offers the
following comment:

In the absence of evidence to the contrary, we believe that the professional ethics of outside
private psychiatrists retained by Habilitat should be considered a control device. The report
alleges that there is a “built-in financial incentive for the private psychiatrist to certify and
recertify as many residents as possible”. Whether or not the psychiatrist would recertify a
Habilitat resident, the psychiatrist has really nothing to gain financially. If he were not to
recertify a Habilitat resident, thereby influencing Habilitat to discharge such resident, the
space would then be available for a new resident requiring certification by the psychiatrist.

Page 86, right column, paragraph 1 — Habilitat offers the following comments on the
recommendations:

[Recommendation No. 1:] We highly endorse this recommendation.

[ Recommendation No. 2:] We agree.

[ Recommendation No. 3:] We agree.

[ Recommendation No. 4:] We agree; however, this in no way implies that Habilitat has ever

knowingly misused general assistance, food stamps and other similar governmental payments.

[ Recommendation No. 5:] We agree.
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Chapter 12 — Specific Problem Areas Involving Financial Transactions by Habilitat

Habilitat’s comments on this chapter are not, for the most part, directed at and related to
specific statements made in the chapter. Instead, Habilitat describes at length the history, purpose,
and activities of the vocational training program, known as the ‘“red tag” program. Thus, Habilitat’s
comments are shown below as a single response to the chapter:

In this chapter, which deals almost exclusively with the job and vocational training aspects of
the program, also known as the ‘“red tag’ system, the audit report contains its most serious
accusations. At the same time, it is unique among all chapters in the magnitude of its
inaccuracies and misunderstandings of Habilitat’s therapeutic methods.

The report implies that Habilitat has ulterior motives for instituting and maintaining job and
vocational training. Indeed, Habilitat is accused of using the program “‘as a means of meeting
Habilitat’s employment needs at the expense of the government”. The report goes on to
suggest that Habilitat did improperly obtain and use government funds to finance job and
vocational training programs. Finally, and most significantly, it charges Habilitat with
concealing facts about these programs.

In order to place this entire matter in its proper perspective, we think it essential to present a
detailed background and history underlying the institution of job and vocational training
programs.

Several years ago, as the result of a critical self-evaluation of our treatment and rehabilitation
programs, we concluded that the failure and recidivism rates of program graduates were
unacceptably high in relation to the effectiveness standards we had set for ourselves. We
determined that the primary reason for this condition related to a far too abrupt reentry back
into the mainstream of society. The ‘“‘culture shock” experienced by residents then graduating
appeared to be even more traumatic than the emotional changes experienced by them when
they entered the program. Further, a large majority of the graduates had never before
experienced a work environment situation and the self-discipline related thereto.

Consequently, a reentry phase of greater duration, emphasizing acclimatization to a work
environment and the development of self-confidence in the performance of work tasks was
deemed the best solution to the reentry problems being encountered by program graduates.
The restructured reentry program thus had its foundation in two primary elements:

(1) A duration of from 12 to 18 months, subdivided into three phases that provided for
a systematic, very gradual reentry process. The subphases were identified as
pre-reentry, reentry and post-reentry. It is at the post-reentry phase, incidentally, that
a resident became a “red tag”. These sub-phases of the reentry program were
characterized by a slow, progressive relaxation of clinical controls and the
concurrent granting of additional freedom to the residents.

(2) Upon transfer from the pre-reentry to the reentry phase of the program, each
resident was encouraged to submit a proposal, along the lines of a job application,
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for a position with one of Habilitat’s several departments. At that time Habilitat
provided job and vocational training opportunities in the clinical area, woodshop,
farm, advertising specialty sales, accounting department, and general administration.
Subject to a thorough clinical evaluation of the resident’s suitability for the
department requested in the proposal, the resident was so assigned, if and when an
opening existed. If, in the opinion of clinical management, the position and/or
department requested by the resident would prove therapeutically
counter-productive, the resident would, of course, be assigned elsewhere.

It is possible that confusion and misinterpretation relative to Habilitat’s motives with respect
to its job and vocational training programs arise from the seeming conflict between those
program objectives and Habilitat’s publicly stated objective of self-reliance. At this juncture,
we think it crucial to point out that realistically the concept of “‘self-reliance” extends and is
limited to the internal financial requirements of each separate small business operation. In
other words, as a practical matter, a small business operation of Habilitat is and should be
considered successful if it is able to sell enough products or services to yield a gross profit
sufficient to cover the expenses of its operations. The most significant expense of these
operations is, of course, the high cost of providing job and vocational training to reentry
residents and the rapid personnel turnover associated with such training.

It appears therefore that the term ‘‘self-reliance’ has been misunderstood to mean that
Habilitat has as a primary goal the financing of all operations from profits of small business
operations. As will be pointed out later, profits don’t exist, nor can profits be reasonably
expected to result from operations having as a primary objective the teaching of basic job skills
and personal disciplines connected with same.

We think that the following factors demonstrate Habilitat’s contention that job and vocational
training are clearly Habilitat’s primary purpose for which it engages in small business
operations:

(1) The financial statements of Habilitat’s small business operations for all fiscal years
that job and vocational training have been in effect disclose consistent losses.

(2) To the maximum extent possible, Habilitat’s small business operations are staffed
with residents undertaking job and vocational  training. It is important to bear in
mind that the overwhelming majority of the residents had never experienced a
disciplined work environment and possessed no occupation skills. Thus, one would
expect operational and employee inefficiency so great that it would be considered
intolerable in any business enterprise having profit as its principal reason for
existence. Hence, if profit were the primary motive behind the establishment of the
businesses, skilled outsiders would obviously have been hired in greater numbers,
thereby reducing the number of training opportunities available for program
residents.

(3) As pointed out in an earlier section of the audit report, Habilitat was criticized for

the exceedingly high rate of turnover in its business operations. This turnover,
however, was a planned development because the “red tag” resident would normally
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be expected to terminate red tag status within 3—9 months. Accordingly, no
business having profit as its primary goal would ever want a turnover of this
magnitude.

(4) Irrespective of how short a time a resident had been in the red tag status, the
resident would be recommended for graduation from the program when the clinical
staff thought he or she was ready to go on to higher education, a job outside of
Habilitat, or, when possible, a salaried position with Habilitat. This, of course, also
included residents who were performing their vocational training tasks very
competently. An organization with profit as its primary motivation would not have
encouraged or compelled such persons to leave the business.

In the light of the above, the accusation contained in the audit report that Habilitat was using
the red tag program as a method of meeting its employment requirements, i.e., Habilitat had
red tags available to fill positions, thereby precluding the need to hire ‘“‘squares” is patently
false. The fact is that if Habilitat did not consider job and vocational training programs an
integral part of its rehabilitative efforts, and as indispensable to the success of those efforts, it
would confine itself strictly to a “treatment” programof 12—15 months duration and graduate
its residents back into society, and Habilitat would not have to fill any positions from the
ranks of its resident population.

Further, in this connection, on page /89/, the audit report states that “the primary objective
of the red tag program was staff training and induction rather than treatment”. We vigorously
object to this interpretation because the whole philosophy underlying the teaching of
self-discipline, self-confidence and becoming acclimated to a work environment would, of
course, involve acquainting the resident with how an employee in most organizations is
treated. Accordingly, having their names on organization charts, having personnel folders,
having a “paycheck”, and “hiring and firing” would all lend themselves to the achievement of
this purpose.

We think Habilitat’s endeavors in this area are worthy of commendation for it has received highly
favorable recogniation from authorities in the field of rehabilitation and from the Congress of
the United States in its Report of the Select Committee on Narcotic Abuse and Control,
Ninety-fifth Congress, Second Session. (See Exhibit A.) /Exhibit A, Drug Abuse and
Trafficking in the State of Hawaii, A Report of the Select Committee on Narcotics Abuse and
Control, U.S. House of Representatives, 95th Congress, 2nd Session (1978).]

In order to strengthen the whole concept of job responsibility, a stipend program was
introduced providing for gradual increases in the amount of stipends, depending on merit and
increased job responsibilities. At this point, it is vitally important to point out that Habilitat
considered the resident as still undergoing treatment. The fact that the primary phase of the
program is referred to as “treatment” and the next phase as “reentry” should not be permitted
to obscure this. The fact is that despite the above nomenclature, the sum total of all therapy
received by a resident while in Habilitat does constitute the Habilitat treatment and
rehabilitation program.
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It is also crucial to point out that stipends have always been considered a distribution partial or
in whole, of welfare checks, and food stamps. Never were stipends ever paid from funds
received under the Title XX, Purchase of Services contract or NIDA contract. In this
connection, we believe confusion arose as the result of a mistake on Habilitat’s part in the
payment of certain stipend amount. This mistake was brought to our attention during the first
meeting, referred to later, with representatives of the DSSH, Kaneohe branch. It was at that
time we learned that payments to certain individuals in the most advanced stages of the red tag
program could be construed as improper because the total amount of stipends and food stamps
exceeded the sum total of the resident’s own welfare check and food stamps. Hence, according
to the DSSH interpretation, any amount received over and above the total of welfare checks
and food stamps in a given month should have been reported by the resident as “‘income.”
Habilitat was genuinely surprised to hear of this interpretation. We had theretofore considered
the total of all welfare checks and food stamps received from program residents as a common
pool, subject to disbursement as Habilitat saw fit. We thought it perfectly reasonable to pay
residents, nearing graduation from the program, stipends of an amount greater than their
individual welfare check and food stamp coupons when they had displayed through merit and
attitude justification for a higher monthly stipend. We further supported this thinking by
referring to the very low stipend amount received by the resident during earlier phases of the
program. Indeed, during the first 9—12 months of the program, no stipends are or were
received.

In any event, Habilitat’s improper payment of excessive stipends to some reentry residents for
a period of approximately fourteen months — not “several years” as stated in the audit report
— was corrected as soon as Habilitat was advised of its error.

Off Island Trips By Reentry Residents

During the past several years, Habilitat has routinely sent carefully selected reentry residents
on off-island sales trips. Such trips represent a very, very significant period for the resident in
terms of his or her progress. The therapeutic value of such trips cannot be overstated. In our
opinion they place the red tag resident in a situation representing an acid test of the program’s
effectiveness. If the resident, as the result of Habilitat’s treatment and rehabilitation program,
can demonstrate that he or she can successfully handle the emotional changes inherent in
entering a strange town and meeting and selling products to strangers, a significant
rehabilitative achievement has unquestionably occurred.

Habilitat can be justifiably proud of the results produced by the sales trips referred to above.
Certainly, it would have nothing to hide with respect to such trips. Habilitat therefore
emphatically denies any attempt to conceal these trips from anyone, despite memoranda
discovered by the legislative auditors which might lead one to think that such an attempt had
been made.

Long before the announcement of a legislative audit, Habilitat had evidence of its openness on
this matter with the DSSH Purchase of Services Division and with the Alcohol and Drug Abuse
Branch, Department of Health. Moreover, the trips are recorded in Habilitat’s resident files as a
significant clinical event. These files are subject to inspection by representatives of those
agencies in the course of their monitoring and evaluation visits.
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The annual Habilitat magazines of 1976, 1977 and 1978 contain articles featuring the
advertising specialty sales operation and make mention of sales trips by reentry residents and
the opening of a Baltimore sales office. The total number of magazines distributed to persons
and organizations during this three year period approximates 50,000. (See Exhibit J.)
[Exhibit J, a reproduction of page 10 from Habilitat’s 1976 magazine relating to Habilitat’s
sales program. ]

As noted earlier, Habilitat did err in failing to notify the public assistance department of
DSSH. There is a material difference, however, between failing to inform and the wanton
concealment of information. This subject is covered at greater length in the following section.

Communications With Public Assistance Department of DSSH

Because of a growing frequency of misunderstandings between Habilitat and the Kaneohe
branch of DSSH, particularly with respect to residents in the reentry phase of the program,
Habilitat requested, in late June, 1978, a meeting with officials of that branch. The express
purpose of that meeting was to substantially enhance communications between DSSH and
Habilitat in general, to exchange as much information as possible'on specific issues in question
and to respond as completely as possible to whatever questions DSSH had concerning
Habilitat’s program activities. The meeting was held on July 5, 1978, and the outcome was
described by both parties as very beneficial, particularly in establishing a good communications
system. The meeting was followed up by exchanges of correspondence and by still another
meeting in November of 1978.

After the meeting of July 5, 1978, Habilitat promptly initiated a number of steps to assure its
compliance with Welfare laws as communicated and interpreted to Habilitat at the July 5th
meeting. For example, we began to notify DSSH at least ten days in advance of reentry
resident departures on off-island trips. We agreed that no resident would ever be off-island for
more than sixty days on such trips. New stipend schedules were drawn up and implemented
which conformed to the Welfare laws which were interpreted to us by representatives of
DSSH.

We strenuously object to references concerning Habilitat’s lack of openness concerning the red
tag program. As mentioned earlier, Habilitat is justifiably proud of this program, and it has
been the subject of coverage in its annual magazine, a publication circulated to the public at
large. This program has been mentioned innumerable times during the course of Habilitat’s
three telethons. Habilitat’s clinical records, which are subject to examination by monitoring
officials of DSSH and DOH, fully disclose the status of residents at all times, including ‘“‘red
tag’ assignments and off-island trips. Further, at the July, 1978, meetings with representatives
of DSSH’s Kaneohe branch, mentioned a number of times throughout this reply, and also at
meetings held in the month of February, 1979, with representatives of DSSH’s Purchase of
Services Department, very full and meaningful discussions were held on the matter of “red
tag’s” off-island trips, etc. Habilitat made every effort to provide as much disclosure as possible
concerning these matters.
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We concede that confusion and misunderstanding did at one time exist — even within Habilitat
itself — with respect to definitions, duration and characterization of job and vocational
training programs. As will be explained in greater detail later, this was an innovation which
proved to be the difference between mediocrity and excellence. A certain amount of trial and
error was therefore to be expected, for Habilitat was indeed pioneering a concept which was to
receive national recognition.

Habilitat may have unwittingly violated the welfare law by providing some reentry residents
(red tags) with stipends and other benefits which exceeded the sum total of monthly welfare
checks and food stamps applicable to their circumstances. However, Habilitat did take
immediate steps to correct this error as soon as it became aware of same.

Habilitat did send some reentry residents on off-island trips primarily for reasons of therapy
and rehabilitation. When it became aware that it was required to give DSSH sufficient advance
notice of such trips, and to limit such trips to a maximum of 60 days, it promptly began doing
sO.

Habilitat’s past failure to give DSSH advance notice was a mistake, committed out of ignorance
of DSSH rules and regulations.
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SUMMARY OF BACKUP INFORMATION
TRANSMITTED WITH HABILITAT’S COMMENTS ON THE
PRELIMINARY REPORT ON THE MANAGEMENT AUDIT OF HABILITAT, INC.

In addition to the comments set forth above, Habilitat transmitted other backup information

which is summarized below.

1

10.

Lk

A copy of the publication entitled The Habilitat 7, which is Habilitat’s annual report for
1977—-1978.

Exhibit A, Drug Abuse and Trafficking in the State of Hawaii, A Report of the Select
Committee on Narcotics Abuse and Control, U.S. House of Representatives, 95th Congress,
2nd Session (1978).

Exhibit B, 16 pages of induction forms used by Habilitat for the induction of new residents
into its program.

Exhibit C, a reproduction of a photograph of one of the groups of Habilitat residents which
received high school graduation certificates.

Exhibit D, 9 pages of various documents, letters, and financial summaries relating to
expenditures which Habilitat has made or plans to make for capital acquisitions and
improvements.

Exhibit E, 41 pages of various materials (news clippings, curricula vitae, press releases, board of
directors’ minutes, correspondence, evaluation reports, etc.) relating to consultants who have
visited Habilitat or have made evaluations of Habilitat’s program.

Exhibit F, 3-page job description for Habilitat’s executive director.

Exhibit G, 2-page job description for Habilitat’s clinical coordinator and director of females.
Exhibit H, 3-page job description for Habilitat’s vice president for sales and marketing.

Exhibit I, 1-page letter of September 14, 1979, from V. Rex Clay, partner with Clay and
Ohata, certified public accountants, to Habilitat’s board of directors stating that, based upon
his firm’s examination of Habilitat’s financial statements completed on September 4, 1979, all

of the internal control weaknesses referred to in a previous letter of May 5, 1978, have been
corrected.

Exhibit J, a reproduction of page 10 from Habilitat’s 1976 magazine relating to Habilitat’s
sales program.
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ATTACHMENT C

GEORGE R. ARIYOSHI
GOVERNOR

ANDREW I. T. CHANG
DIRECTOR

LAWRENCE K. KOSEKI, DSW
DEPUTY DIRECTOR

RICHARD PAGLINAWAN
DEPUTY DIRECTOR
STATE OF HAWAII
DEPARTMENT OF SOCIAL SERVICES AND HOUSING
P. 0. Box 339
Honolulu, Hawaii 96809

August 31, 1979
REGEIVETD

fuc 31 2 29 PH'T9
Mr. Clinton T. Tanimura, Auditor
Office of the Legislative Auditor GFC.LE Tire AUDITE
465 S. King Street, Suite 500 STATE OF HAWA
Honolulu, Hawaii

Dear Mr. Tanimura:

Thank you for making available the preliminary draft of the Management Audit
of Habilitat for our review and comments. In general, we find the Audit report
to be quite comprehensive in its description and coverage of the Habilitat's
operations. Our overall reaction to the Audit report with its numerous recom-
mendations is that it provides us with a useful tool in strengthening our
management capabilities as they relate to all aspects of handling our Purchase of
Services contracts in general and our purchase of services contract with Habilitat
in particular.

Our comments are addressed toward the underlying problems and issues raised by
the report and on selected audit findings and recommendations.

Effective Program Evaluation

The Audit report notes that "the greatest obstacle to effective evaluation of
performanance in the field of substance abuse and addiction is the general lack of
consensus and knowledge about the use and abuse of various mind-affecting substances'.
It goes on to say "it is virtually impossible to set appropriate objectives and to
establish effective standards or measures of performance by which to evaluate
programs to combat substance abuse and addiction'. However, both DSSH and DOH are
scored in the Audit report for not developing '"preciseness out of imprecise data"
or a more effective evaluation approach within a sphere of many unknowns.

We are in universal agreement that the state of art of program evaluation of all
social or human services is at the imprecise data stage. We have been utilizing
observable secondary indicies or indicators to infer certain primary individual,
familial changes or modifications or improvement. We are well aware that we have a
long way to go in order to bring "preciseness" into the program evaluation area.
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Currently, we have made efforts to at least minimally monitor (programmatic
but not fiscally) the Title XX POS contracts, i.e., compliance with contract
provisions. Given the reality of resources allocated for POS monitoring function,
our staff is able to spend about two to three days at the maximum for onsite
reviewing and assessing each POS contractor's performance. Within the limited man-
days spent in the assessment process, the veracity of the data presented by the POS
contractor to our program monitors is not designed to be and cannot be tested in
detail. However, the Audit report tends to dismiss these efforts as ineffective or
"not evaluation'". This raises the issue as to what constitutes acceptable
evaluation efforts. Since there exists a lack of consensus as to what is involved
in evaluation, we could agree that the management audit conducted by the Legislative
Auditor on Habilitat might represent the standard evaluation approach. If the
Legislative Auditor's Office could provide us the total number of man-days spent by
their staff and the costs involved in completing the audit of Habilitat, we can
assess our current resources as well as determine our future resource requirements
to conduct the kind of audit suggested by the report. In addition, sharing your
evaluation design, criteria for measurement and standard of performance would be
helpful to us. We currently have 63 POS contracts involving 82 public and private
agencies. Using the Habilitat auditing requirements or standard, we could with
adequate resources plan to have one-third of the total agencies evaluated (program/
fiscal audit) per year or each POS service provider audited once every three years.
We would monitor the agencies between the audits involving less intensive and less
extensive review and assessment approaches.

Program Objectives

Services funded under the provisions of Title XX must meet one or more of the
five "National Goals" set within the law itself. These are:

1. Achieving or maintaining economic self-support to prevent, reduce or
eliminate dependency;

2. Achieving or maintaining self-sufficiency, including reduction or
prevention of dependency;

3. Preventing or remedying neglect, abuse, or exploitation of children and
adults unable to protect their own interest or preserving, rehabilitating
or reuniting families;

4. Preventing or reducing inappropriate institutional care by providing for

community-based care, home-based care, or other forms of less intensive
care; or

5. Securing referral or admission for institutional care when other forms

of care are not appropriate or providing services to individuals in
institutions.

The program mission for the Public Welfare Division of the Department of

Social Services and Housine is to remove individual and social barriers that
prevent individuals from attaining and maintaining the maximum feasible level
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of personal and social functioning, including maximum capability for self-support,
self-care and personal independence.

Four of the national goals - Self-support, Self-sufficiency, Community-based
Care and Institutional Care, are related to states of being or conditions of
living which reflect varying levels of personal independence. They take into
account the range of individual needs of the recipients.

The fifth national goal, protective care for children and adults and
strengthening families, relates to individuals as well as families. Social
services in this context are viewed as means rather than ends in themselves.

Services are directed toward some specific end or impact for the client.
It allows for different levels of individual capability and aspiration. Goal
achievement occurs when an individual is helped to attain or maintain one of
the four goal states. Social services are also provided to assist a person to
maintain his self-sufficiency and personal independence. Services in this case
are considered to be preventative and serve to prevent people from regressing
to more dependent states of living. For example, homemaker services often
assist an individual to remain in family and Self-Care as an alternative to
Institutional Care.

Goals are related to individuals. A family may have several goals depending
upon its individual members. If a service plan is developed and a goal established,
the individual is defined as a "primary client'". It is understood that spill-
over effects or impacts to individuals other than the primary client sometimes
occur in the delivery of services. Attention, however, is focused on the primary
client for whom the service is specifically provided in order to achieve an
established goal.

As can be readily seen, the national goals are widely shared by other human
services programs and agencies in both the public and private sectors. And
while other human service agencies can embrace those same goals, our views about
program goals, program objectives and service objectives can be best illustrated
by using the day care services for children program. There exists a Federal
Inter-Agency Day Care Requirement (FIDCR) which sets up the program performance
standards for the day care operation, i.e., staffing requirements, nutrition,
health, safety, social services, etc. Our POS day care provider may meet all
of the FIDCR and may be operating a quality program. However, unless the
participating parent(s) of the child in such day care are being released for
employment, the day care program is not considered effective from our Title XX
program perspective. Where then should we focus our evaluation efforts? Should
it be on the degree to which the day care program met the FIDCR standards or on
the number of parents employed because day care services were provided their
small children to "free" them to seek employment? While worthy national goals
usually can mobilize consensus, program objectives and cost effective measures
often bring about contentions, disagreements and dilemmas.

Multiple Funded Agencies/Categorical Nature of Funds

Habilitat receives public funds from multiple sources, i.e., cash payment
(GA), food stamps, medicaid (Title XIX), social services (Title XX), NIDA, and
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CETA. Public funds are considered categorical in nature, with its own eligibility
criteria, allowable expenditures, differing accountability forms and requirements.
For example, an individual eligible for medicaid or food stamps may not be eligible
for social services or those eligible for social services may not be eligible for
cash payment. Thus, each funding source maintains its own requirements and cannot
be subsumed under another fund source, making the much sought after '"coordinated"
approach by DSSH and DOH as well as other funding agencies extremely difficult

if not virtually impossible. 1In relation to federal operations, the representa-
tives are identified by funding sources so that those federal representatives
involved in Title XX social services program do not inquire nor explore non-Title XX
areas when making on-site visitations. At our state level, our social services
program monitors, in making on-site visitations, confine themselves to Title XX
areas. A question, for example, which may be asked after reading the Audit

report is--who is responsible for assessing the Habilitat's private fund raising
activities? 1Is DSSH the appropriate agency or should it be the Consumer Protector
or possibly the Department of Regulatory Agencies?

In a multi-funded program, each program area by funding source conducts case
reviews or case evaluations in light of its own program requirements and mandates.
Generally, however, the management or administrative areas of the multi-funded
porgram are not scrutinized. Who among the multiple sources of funds should be
responsible for the evaluation and management audits? Who makes the determination
as to what source of funding is responsible for the management/administrative
audit? These are but a few of the questions which present dilemmas and barriers
in seeking a desirable level of coordination and an integrated monitoring and
evaluation system.

Selected Audit Findings

1. The conclusion (pages 4-18 and 4-19) that the Department did little or no
follow-up on the deficiencies identified in the 1977 consultant's report
is not accurate. The deficiencies listed on the bottom of page 4-18 are:

a. No systematic recording of program monitoring activities.

The Purchase of Service Unit has developed a systematic method of
recording program monitoring visits. Forms have been developed to
obtain data from DSSH branch units, DSSH case records, provider agency
case records, recipient interviews, and provider agency staff.

b. No reporting system which provides client impact or goal achievement
information routinely to the program monitoring staff.

The Purchase of Service Unit revised the quarterly activity report
which was being used in 1977 to meet the recommendations of the
consultant's study. The current quarterly activity report, which each
POS provider mails to the POS Unit, does have information on goal
achievement by each provider.

The Department may also be able to eventually obtain goal achievement
data from the SSIS system.

c. No program monitor assigned to approximately one-third of the providers.

When the 1977 consultant's study was being conducted, one of the three
C4
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program monitor positions was not filled. That was the reason for one-
third of the contracts not being assigned to a program monitor.

Currently, since all three program monitor positions are filled, all
purchase of service contracts are assigned to a program monitor.

Another secion of the report (page 4-19) states that DSSH has failed to
monitor the resident population at Habilitat. The Purchase of Service
Unit has monitored the number of residents at Habilitat through the
quarterly activity reports. Further, during fiscal year 1979, Habilitat
did service the total number of persons under the contract.

The Auditor's report, therefore, which states that the Department was not
aware of the number of persons served under the purchase of service con-
tract, is not correct.

2. The assertion made on pages 9-23 that the Purchase of Service Unit circumvented
federal guidelines regarding salary increases for contract support positions
is not supportable by facts as we know them.

First, there are no federal rules which state that salary increases for contract
staff must be limited to eight percent per year. Second, salaries for staff of
private agencies are established by that agency's Board of Directors. The
Department of Social Services and Housing does not have the authority to
establish salaries for staff in private agencies.

It would, therefore, be possible for private agencies to approve a large salary
increase for its staff, and transfer their increased cost to the Department's
purchase of service contract.

In order to avoid the transfer of large salary increases by private agencies to
the purchase of service contract, the Purchase of Service Unit, under Title XX,
would not fund a salary increase greater than 6 percent for fiscal year 1979.

Should any private agency decide that its staff deserved a salary increase

greater than 6 percent, that agency would be responsible for obtaining other funds
to pay for such increases. The 6 percent salary increase guideline was
established by the Purchase of Service Unit to control the cost of services

funded by the Department.

3. Several assertions implying the Department's inadequate monitoring and evaluation
efforts as being complacent, not caring and not being particularly excited
appear rather harsh. Despite the many insights and citations provided us in
relation to our deficiencies, we have monitored and corrected specific irregula-
rities with vigor. One such example involved an agreement with Habilitat to
serve inmates who were furloughed from correctional facilities without any cost
to the State. Subsequently after learning that Habilitat did not honor this
agreement (i.e., by applying for financial and social service assistance on
behalf of the inmates), the Department sought and recovered ineligible Title XX
and general Assistance payments amounting to $2,086.47 and $3,628.91
respectively. As a result, more specific guidelines relating to the restricted
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use of financial and Title XX funds and the ineligibility of inmates and wards
of correctional institutions were formulated; this also led to increased
communication, collaboration and coordination between the Public Welfare and
Corrections Division relating to existing agreements within the Department.
Another example of the Department's strident effort was its success in intro-
ducing and obtaining legislative authority to designate the Department's own
physician for disability determination when questionable diagnoses were
apparent. In Habilitat's case, the use of its own physician in certifying
disability cases presented a potential conflict in our view and therefore,
seeking a second physician's opinion was a judicious alternative with which
the legislature apparently agreed.

We would 1like to clarify that in regard to financial assistance (General
Assistance) and Food Stamps (page 2-15 of the report), General Assistance flows
indirectly to Habilitat instead of directly as the report states. There is no
GA vendor payment unless the individual is incompetent and is incapable of
handling his/her funds. The payee is the eligible applicant or recipient as
he/she is accountable to GA regulations to maintain eligibility. The recipient
is a "free agent" and has control of his GA check and is responsible for meeting
his obligation to the landlord or facility as any other welfare recipient.

Thus, the payee of GA is the eligible applicant or recipient.

In addition, it is correct that neither GA payment or Food Stamp bonus is
intended to be used as stipends. The GA payments and food stamps are for basic
living requirements of shelter, food and personal essentials. Given this, the
receipt of stipend constitutes income available for his support. The GA program
does not exempt stipend as income and therefore is regarded as a resource in
determining eligibility. The recipient is responsible for reporting receipt of
this income and failure to do so is an alleged fraud and basis for DSSH to refer
this matter to the Attorney General's (AG) Office for action. The DSSH Branch
unit is required to identify these cases, gather facts, and prepare suspected
fraud report for referral to the AG. In reference to the point that Habilitat
acted as an agent for residents to receive welfare payments (page 11-27), it
should be noted that money payments are made directly to the individual applicant
or recipient and not to the facility. However, whether the individual chooses
to have the facility act as his agent is an agreement made between the two
parties.

The Audit Report asserts that no move has been initiated to establish a definite
relationship with Habilitat through contract or otherwise under which Habilitat's
role would be clearly designated and Habilitat could be held fully accountable
for all of its actions affecting payments received on behalf of individuals

(page 11-27). Under current rules and regulations relating to money payments to
recipients for their basic living requirements,a contract with Habilitat would
not be an appropriate accountability mechanism. Presently the recipient and not
the facility is accountable to the Department for maintaining eligibility even
though it appears all of the recipients have given Habilitat the Power of
Attorney. Habilitat's accountability will need to be determined with the con-
sultation of the Attorney General's Office and a determination made as to whether
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Habilitat can be held liable under 346-34, Frauds, Penalties, which states in
part "Any person who by means of wilfully false statement or representation or
by impersonation or other fraudulent device...aids or abets any other person
to obtain public assistance to which he is not justly entitled...shall be
guilty of fraud".

As to the report's recommendation calling for the establishment of controls that
ensure proper utilization by Habilitat of General Assistance, food stamps and
other similar govermment payments that are made to and received by Habilitat in
behalf of Habilitat's residents, it should be reiterated that the money payment
program deals with recipients' eligibility for benefits and not the facility's;
therefore our establishing controls to ensure proper utilization of benefits by
Habilitat would not be in order. On the other hand, there is a special law
under the Food Stamp Act which deals with residents of drug addiction or alcohol
treatment centers and where controls are a requirement. The recipient can
only apply for, purchase, and use food stamp coupons through the non-profit
private organization which runs the facility as his "authorized representative".
The authorized representative must sign the food stamp application form and is
responsible for notifying the Department of any changes in the individual's
income and resources, including notification that the individual left the
center. In addition, the organization is responsible for over-issuance caused
by misrepresentation and assumes liability for food coupons. New food stamp
regulations also require DSSH unannounced visit once a year to verify presence
of person listed. The organization must send monthly list of persons on food
stamps and must buy food for residents and therefore cannot convert the stamps
to cash.

In view of the breadth, scope and complexities of the audit report, it was most
difficult to respond to each and every issue, finding and recommendation, However
limited our response, we have shared our major concerns and inherent dilemmas posed
by the audit findings as well as attempted to clarify several inaccuracies and mis-—
interpretations. Because of our philosophy and receptivity to viewing management
- audits as contributing toward better administration and management of our Department,
we will continue our future analysis of the report with the aim of translating the
many recommendations into a corrective action plan. Some immediate actions (e.g.,
policy initiatives with the Department of Health regarding licensing and certificating
process) have already been taken. In addition, meetings, internally and with other
affected agencies have begun to focus on intermediate and long-range corrective
actions. While certain actions can be administratively pursued, we foresee other
issues and problems requiring the promulgation of rules and regulations as well as
being addressed through legislative policies. An example of a potential State policy
is the consideration of statutes relating to standards governing the purchase of
services, grants and subsidies.

Again, thank you for the opportunity to review and comment. If there are further
questions regarding our response, please let me know.

Siéfgzgly,

Andrew I. T. Chang
Director
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ATTACHMENT D

GEORGE R. ARIYOSHI
GOVERNOR OF HAWAII

GEORGE A. L. YUEN
DIRECTOR OF HEALTH

Audrey W. Mertz, M.D., M.P.H.
Deputy Director of Health

STATE OF HAWAII Henry N. Thompson, M.A.

Deputy Director of Health
DEPARTMENT OF HEALTH
P.O. Box 3378 James S. Kumagai, Ph.D., P.E.
Deputy Director of Health

HONOLULU, HAWAII 96801

In reply, please refer to:

August 29, 1979

File:
Mr. Clinton T. Tanimura RECEIVEL
Legislative Auditor
The Office of the Auditor Aic 29 4 24 PH'T9
=lane op o OFC. GF T:1T AUDITOR

465 S. King Street, Rm. 500 S BETUE AUD
Honolulu, Hawaii 96813 ATE OF HAWAL

Dear Mr. Tanimura:

This is in reply to your Tetter of August 10, 1979 regarding the findings
of the Management Audit of Habilitat, Inc.

By way of introducing our comments, I would 1ike to share with you some
observations of Jerome Jaffe, M.D., the first Director of the White House Special
Action Office for Drug Abuse Prevention and now with Columbia University. Dr. Jaffe
has noted that despite their short comings, drug treatment programs have created
some useful models for delivering services in contrast to other areas of medical
care. "These innovations have brought about sharp reductions in costs, as well as
the involvement of personnel who are often uniquely qualified to demonstrate
concern and empathy for those seeking treatment. But these advantage have come
at a cost that is still difficult to estimate. The task of demonstrating (the
relationship between treatment and improved behavior) is not impossible, but it
is far more complex, costly and time consuming than was imagined..... If the
public was Ted to believe that clear answers about effectiveness were in the
offing, we should concede that our judgment on the matter was badly flawed ....
we are still far from knowing whether the magnitude of th? difference in outcome
for those so treated is worth the cost of the treatment".

Chapter 3-1: Summary of Findings No.-1
4-1: Summary of Findings No.-1
4-14: Paragraphs 3 and 4
4-19: Paragraph 2

Criticisms in these sections address two separate issues: 1) the
state of the art of substance abuse research, and 2) the Department's
performance in monitoring substance abuse rehabilitation efforts at Habjlitat.

There is no question that research into substance abuse is sorely lacking.
This is not unique to Hawaii or even to the mainland. Substance abuse is a

1the Swinging Pendulum: The Treatment of Drug Users in America, Handbook on
Drug Abuse, National Institute on Drug Abuse 1979
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multi-faceted complex phenomenon that involves several scientific disciplines
and as the report notes, research is confounded by changing political and social
factors.

Definitions of substance abuse are elusive, and differentiating between
substance use, misuse, abuse and addiction is a futile task. Rather than become
embroiled in such a thankless situation, the Department utilizes a heuristic
definition of substance abuse; to wit, substance abuse is any use of psychoactive
substances to the extent that such use causes disruption in any area of life
functioning, e.g., health, social relations, school or job.

We take issue with the criticism that conflicting definitions make it
impossible to reach any agreement regarding the problems requiring public
attention in this field. By defining substance abuse as use related to
dysfunction in some area of life, we believe it has a solid philosophical base
from which to attack the problem.

As to the criticism that there is a “"sparsity of data...concerning addicts(?)
in general" the Department of Health has been steadily increasing its knowledge
of substance abusers in Hawaii. For the last year, the Alcohol and Drug Abuse
Branch has routinely analyzed data from over thirty treatment units in the state
and we believe we have at our disposal an impressive and complete picture of the
substance abuse treatment population in Hawaii.

As to our performance in collecting and analyzing data regarding Habilitat's
residents, we have been collecting data on Habilitat's residents since 1976.
We know how many people entered the program, their ages, sex, school and
employment histories and detailed substance use histories. We know how long
people remained in the program, under what circumstances they left, whether they
completed schooling or skill training at the facility, and the extent to which
people were using and/or abusing drugs at discharge.

The Alcohol and Drug Abuse Branch has conducted a workshop on client
follow-up and has served notice to programs that they must submit follow-up
plans to the Department for review and implementation. We intend in the first
phase of client follow-up to allow programs to chose their own goals for
evaluation, subject to our approval.

Relative to the extent of drug use, the Department will shortly conduct a
statewide survey.

During the interim, we have developed synthetic estimates of alcohol use
broken down by health planning catchment areas. We have estimates of incidence
of heroin use based on treatment populations. These "lag estimates" based on
Hawaii's past history of heroin use have proved quite valid.

It is our opinion that the report confuses reliability and validity and
has gotten hopelessly enmeshed in such terms as addiction and substance
dependency.
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Undertaking the determination of the social costs of drug abuse would
require an inordinate amount of resources and expense to develop with any
amount of accuracy and would, in cases where it has been attempted prove
no more useful than estimates.

We can for example estimate that transfers for heroin purchase in
Hawaii are between $20 and $60 million per year, taking into account theft,
sales of illegal drugs and prostitution. We submit that even the low estimate
Justifies all rehabilitation efforts and suggest that $20-$60 million is just
monetary costs and given political and social factors would not appreciably
impact decision-making in this area.

Chapter 4-16: Paragraphs 2 and 3
4-21: Paragraph 3

The document referred to as the "State Plan" and subsequent updates
have been developed in accordance with plan development and format guidelines
specified by the Department of Health, Education and Welfare (DHEW). Conformance
to and approval under these guidelines are a prerequisite to being eligible
for both operational and treatment service funding from DHEW. As was indicated
in discussions during the course of the audit, current available funding is
composed of Federal categorical treatment and/or operational funds and
corresponding State matching funds. The document discusses what was or was
not achieved during the previous fiscal period and what is being proposed for
the coming fiscal year. That the Department, with the concurrence of those
who participated in an all day public review conducted by the Hawaii Advisory
Commission on Drug Abuse and Controlled Substances (HACDACS) developed overall
priorities was by way of indicating that should appreciable discretionary
funding become available to the State, criteria for allocation would be based
on the intent of the priorities. The data and information collected from
sources such as emergency rooms, law enforcement and treatment programs give
us indicators and trends relative to the problem(s). Programs throughout the
State, based on their work within their locales and with their treatment
population, have given us insight into needs albeit perceived. Because of
continued Timited funding to date, elaborate primary and alternative
strategies were not developed.

Chapter 4-2: Summary of Findings No. 2
4-6: Paragraph 2

4-13: Paragraphs 2 and 3
4-15: Paragraph 1

4-17: Paragraphs 2 and 3
4-18: Paragraph 3

4-19: Paragraph 5

4-24: No. 4 c.

Touche-Ross & Co., Los Angeles, California, has been contracted by the
National Institute on Drug Abuse since 1976 to monitor and evaluate states'
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administration of Statewide Services Contracts (SWSC) awarded. This is
accomplished through annual on-site visits to state agencies to review

and provide indicated technical assistance in the areas of programmatic,
administrative, and fiscal management of the SWSC including state agencies
monitoring procedures of sub-contracts.

Changes implemented since the first Touche-Ross review was conducted in
December, 1977 have resulted in a shift in emphasis from a review of
subcontractor programmatic accomplishments to a review of programmatic
accomplishments, clients in treatment, the kinds of services delivered, frequency,
in accordance with the Federal Funding Criteria, Drug Treatment Services and
Central Intake Units, and quality of counseling and/or services delivered. In
its report of January, 1978 to the National Institute on Drug Abuse dated
January 23, 1978, Touche-Ross indicated:

"This letter concludes the first phase of our MSD (Management Systems
Development) assignment for the Hawaii SSA. Our engagement focused on improving
three major areas of ADAB's operations; specifically, program monitoring and
evaluation, financial management, and management information and reporting
systems. The overall objectives of our assistance during the first phase were
to:

0 ImpTement a program review methodology by
adapting the SWSC Program Review Manual to
ADAB's requirements and to train the Program
Monitors in its use.

0 Develop internal and external management report-
ing systems which included monthly reports of
monitoring results, identification of suhcon-
tractor problems and corrective action steps,
quarterly reports to be submitted to NIDA, and
other external management reports, as appropri-
ate.

0 Develop a manual financial management system
which included the design of reports to record
subcontractor revenues and expenditures as well
as internal and external financial information.

We believe that we were able to attain the above objectives. The
results of our efforts are contained in the three enclosed manuals, the
contents of which have been discussed with (The Division of Community
Assistance, Region E) and ADAB ... management and staff. The following
summarizes our efforts and the content of each document:

0 Implementation of Program Review Methodology

During this task much of our effort focused on
training and discussing the potential scope and
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content of program reviews with ADAB personnel,
particularly the Program Monitors. Because the
Hawaii SSA is in its first year of operation and
personnel responsible for performing program
reviews were only recently hired, a graduated
approach to the program review methodology was
developed. In other words, while the overall
content of a program review will be comprehesive,
the scope of review of each major area of a
program's operation will be limited to the topics
identified in the enclosed guide. Once the
Program Monitors and programs become more
familiar with this review process, ADAB ..
management will increase the scope of review

of each major area. The SWSC Program Review
Manual will be used to identify additional

areas of review.

Internal and External Management Reporting Systems

Since ADAB's external management reporting require-
ments are limited to submitting a monthly financial
report to the NIDA Contracts Officer, and a quarterly
progress report to the NIDA Program Development
Specialist,a single management reporting system to
meet both internal and external needs was developed.
This system includes quantitative results, identification
of problem areas, corrective action steps, and results
of corrective action steps for those service providers
identified as deficient in the prior monthly report,
for the following:

SWSC STot Utilization Status

SWSC Financial Status

Site Visit Report

SWSC Contracting Status

In addition, ADAB ... management expressed a desire
to collect certain statistical data for planning and
evaluation purposes. The forms to collect and report
such data, together with instructions for their
completion are contained in the enclosed document.

Financial Management Systems

A financial management system was developed for use
by ADAB which includes:

D-5
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-Procedures and forms to review and record
subcontractor revenues and expenditures.

-A monthly report which summarizes actual
expenditures by subcontractor and compares
these amounts to an average monthly budgeted -
amount. This report also shows cumulative
expenditures-to-date.

-Procedures to reconcile ADAB's records with
those maintained by other State agencies,
where appropriate.

-Recommendations for modifying existing sub-
contractor reimbursement claims to ensure
consistency with the Tine item detail con-
tained in each program's contract. This
consistency should facilitate the ADAB
review process.

-Procedures for subcontracts to complete the
monthly expediture reports and reimbursement
requests.

At the time of our field work, an Accountant had not yet been hired.
Therefore, we reviewed all reimbursement claims submitted to ADAB and computed
total expenditures by major subcategory (i.e., personnel, operating, and
equipment) for each subcontractor. In addition, we reviewed payments to
subcantractors. As a result of these activities we identified several
discrepancies in both reported expenditures and the ADAB record of amounts paid.
These discrepancies were identified by subcontractor and are contained in the
enclosed document."

The on-site monitoring criteria package as developed by Touche-Ross and
utilized by the Department covers all of the modalities and/or environments
of drug treatment services, drug education and drug prevention. Departmental
monitors utilize only the applicable areas of review according to the type of
drug program that is being monitored. By the evidence of active client files,
counselors' documentation, and supervisory review of client drug treatment, the
monitor is able to assess if appropriate services are being rendered by the
program. Further reviews of an intake screening report of the client, written
reports of personal, social, legal, educational, vocational, and medical history
of the client, a development of an individual treatment plan for the client
in which the client actively participated in the formulation, and documented
treatment counseling interactions will enable the monitor to determine if
appropriate services or treatment is being delivered, and to what degree of
success in each individual client's case - the monitoring review by Departmental
personnel is both an individualized review of clients, and an overall review of
the drug treatment program.
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In regard to criticism that our monitoring is more concerned with form
than substance (9-19, Paragraph 5) the purpose of having a Client Record System
is aimed at enhancing the therapeutic effort of the counseling staff. The
overall purpose is to record and organize relevant client information in order
to develop an effective treatment plan to meet the need of each client. It is
a tool to foster and maximize positive change in client behavior, attitudes,
and life-styles, and not just a data collection effort.

By having an effective client record system, it ensures that relevant client
data are obtained by the counselor or intake worker. It further organizes the
data collected to facilitate the identification of significant client problems.

The Clinical Record System is the core mechnism of communication and
review among all program staff concerned with client treatment e.g., medical
staff, Tlive counselors, other specialist, etc. Client records serve as
primary source documents for researchers conducting outcome and follow-up
studies, epidemiological surveys, and evaluations of certain types of treatment.

The Client Record System will serve the counselors, as a source of
information for reporting direct services to clients, and the program managers,
as a means of verifying reported activity.

Towards increasing the skills of counselors in 1977, the Department implemented
a training program. To date approximately 635 individuals have been trained in
modules that included:

FACTS ABOUT DRUG ABUSE - Developed by the National Institute on Drug Abuse,
the course attempts to deal with both the confusion and emotional overtones of
the term "drug abuse". The course is a basic course, designed for those who lack
knowledge of the areas Tisted below. They are essential areas that need to be
understoad if one chooses to engage in substance abuse prevention, treatment,
rehabilitation, education efforts, or simply wishes to increase knowledge of
substance abuse in order to sharpen his/her perspective about the current substance
abuse problem in this country. The topic areas that are covered in this course
are:

Historical evolution of drug use

Types of drugs

Drug Effects

Alcohol and Marihuana

Social and Tegal responses to substance use

Treatment efforts

Drug Myths

Drug dependence

Evolution of polydrug abuse

Roles of families, schools, communities,
and peer groups related to drug abuse prevention

COUNSELOR TRAINING: SHORT-TERM CLIENT SYSTEMS - The extent to which a
counselor is effective in this role, both in the eyes of his clients and of
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his program, is dependent upon many factors. One major factor is the quality
of the counselor's helping skills. It is toward this end that this course
was developed by the National Institute on Drug Abuse to train counselors in
basic listening and reponding skills in the areas of empathy, values and
attitudes, and problem solving.

It is not the purpose of the course to teach counseling theory. Most
counselors, whether professional (degreed) or paraprofessional, can state the
principles of effective helping relationships, empathy, and so on. Few can
actually demonstrate effective responses that reflect these principles. Therefore,
this is a "how-to-do-it" course.

Whether the training is used as a vehicle to meet the new credentialing
requirements for drug abuse counselors, or as ongoing inservice work, or as an
introductory or refresher course, the intent is to significantly improve the
quality of drug treatment services by enabling counselors to establish and
maintain more effective helping relationships with their clients.

ASSESSMENT INTERVIEWING FOR TREATMENT PLANNING - Federal Funding Criteria
for drug treatment programs require that individualized treatment plans be
specified for all clients. To assist programs in meeting this requirement, this
course was developed to train counselors in the use of a focused, well-organized
interview that will facilitate gathering the information needed to develop a
treatment plan. For the purposes of this course, it is assumed that assessment
interviewing for treatment planning is not an intake process. Rather, it is
conducted after intake as part of the client's inital involvement in the
treatment process.

Chapter 4-20: Paragraphs 2 and 3
4-21: Paragraph 4
4-22: Paragraph 1
4-24: Nos. 3 and 4

Although the specifics of Federal mandates that regulate the allocation
of funds differ, and Federal regulations governing the confidentiality of
clients relative to the provision of services and the maintenance of information
for administrative and managerial purposes restricts this Department's utilization
of such information, the Department will work with the Department of Social
Services & Housing to afford closer, more effective coordination of funds
administration and monitoring.

We take great exception to statements to the effect that very 1ittle
of significance is being done to monitor program performance, that the
Department is not fulfilling its responsibilities in monitoring, that we are
content to let situations continue, that we condone certain policies
and practices, and that we are indifferent as to our responsibilities and
obligations.

We also take exception to the statement that "all of the information
contained in (Chapter 12) was available had they made an effort to seek it
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out." Although the Department does not have the manpower to devote several
months exclusively to one program, that, as the report goes on to say, "Personnel
within the government agencies from time to time expressed concerns and raised
questions about some of the matters discussed in (Chapter 12)" attests to the
fact that the Department has made every effort, given limited resources to
diligently monitor the expenditures it funds. In view of the fact that the
program is relatively new in the Department, I firmly believe that our Alcohol
and Drug Abuse Branch staff has done a very good and conscientious job. I do
not believe it is deserving of many of the criticisms contained in your audit.

This response is offered by way of clarifying statements and activities
that transpired or were discussed with your staff. In general, we feel the
report is balanced and well-written. A number of your recommendations are
meritorious. Please be assured that we will develop and implement appropriate
corrective action based in part on your comments and recommendations.

Sincerely,
&%—
GEORGE/ YUEN

Direc of Health











