











Compliance and Other Matters

As part of obtaining reasonable assurance about whether Sacred Heart Community Service's financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards and which are described in the accompanying schedule of findings and questioned costs as
item 2010-1.

We noted certain other matters that we reported to management of Sacred Heart Community Service
in separate letter dated November 11, 2010.

Sacred Heart Community Service's response to the findings identified in our audit is described in the
accompanying schedule of findings and questioned costs. We did not audit Sacred Heart Community
Service's response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of management, the audit committee, the
board of directors, others within the Organization, and federal awarding agencies and pass-through
entities and is not intended to be and should not be used by anyone other than these specified parties.
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BERGER LEWIS ACCOUNTANCY CORPORATION
San Jose, California
November 11, 2010
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS
THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB
CIRCULAR A-133

To the Board of Directors

Sacred Heart Community Service

(A California Nonprofit Public Benefit Corporation)
San Jose, California

Compliance

We have audited Sacred Heart Community Service's (a California nonprofit public benefit
corporation) compliance with the types of compliance requirements described in the OMB Circular A-
133 Compliance Supplement that could have a direct and material effect on each of Sacred Heart
Community Service's major federal programs for the year ended June 30, 2010. Sacred Heart
Community Service's major federal programs are identified in the summary of auditor's results section
of the accompanying schedule of findings and questioned costs. Compliance with the requirements of
laws, regulations, contracts, and grants applicable to each of its major federal programs is the
responsibility of Sacred Heart Community Service's management. Our responsibility is to express an
opinion on Sacred Heart Community Service's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and OMB
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards
and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance
about whether noncompliance with the types of compliance requirements referred to above that could
have a direct and material effect on a major federal program occurred. An audit includes examining,
on a test basis, evidence about Sacred Heart Community Service's compliance with those
requirements and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a
legal determination of Sacred Heart Community Service's compliance with those requirements.

As described in item 2010-1 in the accompanying schedule of findings and questioned costs, Sacred
Heart Community Service did not consistently comply during the initial phase of operating the HPRP
program (October 1, 2009 through January 31, 2010) with requirements regarding Eligibility (eligible
financial assistance expenses - specifically rent reasonableness testing documentation) that are
applicable to CFDA 14.257 ARRA - Homelessness Prevention and Rapid Re-Housing Program
(HPRP). Compliance with such requirements is necessary, in our opinion, for Sacred Heart

Community Service to comply with the requirements applicable to that program.
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In our opinion, except for the noncompliance described in the preceding paragraph, Sacred Heart
Community Service complied, in all material respects, with the compliance requirements referred to
above that could have a direct and material effect on each of its major federal programs for the year
ended June 30, 2010.

Internal Control Over Compliance

Management of Sacred Heart Community Service is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations, contracts, and
grants applicable to federal programs. In planning and performing our audit, we considered Sacred
Heart Community Service's internal control over compliance with the requirements that could have a
direct and material effect on a major federal program to determine the auditing procedures for the
purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion
on the effectiveness of internal control over compliance. Accordingly, we do not express an opinion
on the effectiveness of Sacred Heart Community Service's internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over
compliance that might be significant deficiencies or material weaknesses and therefore, there can be
no assurance that all deficiencies, significant deficiencies, or material weaknesses have been
identified. However, as discussed below, we identified a certain deficiency in internal control over
compliance that we consider to be a significant deficiency.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis.

A material weakness in internal control over compliance is a deficiency, or combination of
deficiencies, in internal control over compliance, such that there is a reasonable possibility that
material noncompliance with a type of compliance requirement of a federal program will not be
prevented, or detected and corrected, on a timely basis.

A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet
important enough to merit attention by those charged with governance. We consider the deficiency in
internal control over compliance described in the accompanying schedule of findings and questioned
costs as item 2010-1 to be a significant deficiency.

This report is intended solely for the information and use of management, the audit committee, the
board of directors, others within the Organization, and federal awarding agencies and pass-through
entities and is not intended to be and should not be used by anyone other than these specified parties.
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BERGER LEWIS ACCOUNTANCY CORPORATION
San Jose, California
November 11, 2010
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SECTION IV
SCHEDULE OF FINDINGS AND QUESTIONED COSTS



SACRED HEART COMMUNITY SERVICE
(A California Nonprofit Public Benefit Corporation)

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended June 30, 2010

SUMMARY OF AUDITOR'S RESULTS:

1.

The auditor's report expresses an unqualified opinion on the financial statements of Sacred Heart
Community Service.

No significant deficiencies relating to the audit of the financial statements are reported in the
Report on Internal Control Over Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in Accordance with Government Auditing
Standards.

No instances of noncompliance material to the financial statements of Sacred Heart Community
Service were disclosed during the audit.

One significant deficiency in internal control over major federal award programs disclosed
during the audit is reported in the Independent Auditor's Report on Compliance with
Requirements That Could Have a Direct and Material Effect on Each Major Program and on
Internal Control over Compliance in Accordance with OMB Circular A-133. The deficiency is
not reported as material weaknesses.

The auditor's report on compliance for CFDA 14.257 ARRA - Homelessness Prevention and
Rapid Re-Housing Program (HPRP) expresses a qualified opinion; the report on the remaining
programs is unqualified.

Audit findings that are required to be reported in accordance with Section 510(a) of OMB
Circular A-133 are reported in this Schedule.

The programs tested as major programs included: Community Services Block Grant - CFDA
93.569, ARRA - Community Services Block Grant - CFDA 93.710, ARRA - Emergency
Contingency Fund for Temporary Assistance for Needy Families (TANF) State Program - CFDA
93.714, Emergency Food Assistance Program (Food Commodities) CFDA 10.569, ARRA -
Homelessness Prevention and Rapid Re-Housing Program (HPRP) - CFDA 14.257.

The threshold used for distinguishing between Type A and B programs was $300,000.

Sacred Heart Community Service did not qualify as a low-risk auditee.
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SACRED HEART COMMUNITY SERVICE
(A California Nonprofit Public Benefit Corporation)

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

Year Ended June 30, 2010

FINDINGS - FINANCIAL STATEMENTS AUDIT:

None

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARD PROGRAMS AUDIT:

Item 2010-1 - ARRA - Homelessness Prevention and Rapid Re-Housing Program (HPRP):
Participant File Documentation

U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT (HUD)

Name of Program - ARRA - Homelessness Prevention and Rapid Re-Housing Program (HPRP)
CFDA No. 14.257

Grant Period 10/1/09 - 6/30/10

Condition

During our audit we noted that during the initial phase of operating the HPRP program (October 1,
2009 through January 31, 2010) the Organization's participant files did not consistently include the
required rent reasonableness testing documentation.

Criteria

HUD's rent reasonableness guidelines require that agencies certify that a participant's rent is
reasonable prior to giving assistance for that unit. By "reasonable," HUD means that the rent for the
unit is similar to rents charged for comparable units in the same geographic region. If a unit fails the
rent reasonableness test, HPRP assistance cannot be provided for that unit. However, if the
participant is already living in the unit and is facing eviction, HPRP assistance can be provided
temporarily, as long as the participant and staff are making every effort to relocate the participant's
household to a more reasonable unit.

Effect

Missing or incomplete documentation impacts the ability to verify that rent amounts paid were similar
to rents charged for comparable units in the same geographic region.

Cause

At the time of the initial phase of operating the HPRP program Sacred Heart Community Service had
difficulty obtaining clear and specific guidance on participant eligibility documentation requirements
and eligible financial assistance expense (rent reasonableness testing) documentation requirements.

In subsequently working with the City of San Jose Department of Housing, the Organization was able
to significantly improve its participant file documentation.
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SACRED HEART COMMUNITY SERVICE
(A California Nonprofit Public Benefit Corporation)

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
(Continued)

Year Ended June 30, 2010

Context

A sample of 27 participant files was selected for audit. The test found that 12 of the 27 files tested
did not contain rent reasonableness testing documentation.

Recommendation

We recommend that the Organization comply with HUD's rent reasonableness guidelines requiring
that agencies certify that a participant's rent is reasonable prior to giving assistance for that unit. In
addition, we recommend that the Organization continue to work with the City of San Jose Department
of Housing in improving its participant file documentation.

Management’s Response

The Organization has already brought the program into compliance with HUD’s rent reasonableness
guidelines. As the auditors note, HUD requires that the agency certify the reasonableness of rent in
comparison to other similar units in the geographic area before providing rental assistance. There is
significant flexibility as to how that analysis is supposed to be performed and it is the grantee's
responsibility to define rent reasonableness for sub-grantees, such as Sacred Heart Community
Service.  Unfortunately, none of the Organization’s grantee-funders complied with HUD's
requirement to set rent reasonableness guidelines for sub-grantees. As a result, Sacred Heart
Community Service did not have a standard for rent reasonableness for the first months of the
program, nor was there a form to certify the reasonableness of rent.

In February 2010, Sacred Heart Community Service instituted standards for rent reasonableness,
including a form that the auditors identified in the Organization’s files. The standard was approved
by the City of San Jos¢ Department of Housing that same month. That form is in all of our new files
and Sacred Heart Community Service does not approve clients for assistance with units that fail rent
reasonableness analysis. The Organization has tried to incorporate that form and analysis into older
client files, where possible.

In summary, after operating the program for a short period of time, Sacred Heart Community Service
identified the concern, researched a reasonable response, and proactively corrected the deficiencies
the extent possible without the benefit of significant program guidance.
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SACRED HEART COMMUNITY SERVICE
(A California Nonprofit Public Benefit Corporation)

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
Year Ended June 30, 2010

NONE

-33-





