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Our Covenant Mission
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"Covenant House 1s

emerging from the most

difficult year in its

history -- but it is emerging...

People understand that
Covenant House simply
must be here for the kids

who need us."

MESSAGE FROM
THE PRESIDENT

Dear Friends,

As the new President of
Covenant House, I am pleased to
tell you that Covenant House is
emerging from the most difficult
year in its history — but it is
emerging! We have much evi-
dence that our recovery is well
underway and that many people
understand that Covenant House
simply must be here for the kids
who need us.

As you know, this year
Covenant House suffered a
painful setback. On February
27, 1990, Father Bruce Ritter,
our Founder and first President,
resigned. We pray for him and
thank God for his vision which
resulted in thousands of young
lives being turned around.

Since Father Ritter’s
resignation, much has happened
at Covenant House and I want to
let you know the state of things
now. The Board of Directors
and senior management of
Covenant House have taken ex-
traordinary measures during the
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past year to improve the govern-
ance of the organization and our
services. The outcome of these
measures resulted in the follow-
ing statement about Covenant
House:

“We are convinced the recom-
mended measures appropriately
address past weaknesses and
should assure a firm foundation
for the future work of this unique
and important organization. We
agree . .. that there is far more
right with Covenant House than
there was wrong with it. The in-
vestigators report that, wherever
they went, they found dedicated,
honest and good people doing
difficult, often thankless work
under extraordinarily trying
conditions. They conclude that
the work of Covenant House is
essential and so do we.” *

Since becoming Presi-
dent in September 1990, I have
traveled to each of our programs.
We are meeting the needs of
thousands of kids. While some
program cuts were necessary due
to budget restraints, recent
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Sister Mary Rose at the grave of Nahaman, a 14-
year-old homeless youth who was beaten to death
by four Guatemala City police in March, 1990.
Murders and kidnappings of children are com-
monplace on the streets of Guatemala City.
Nahaman's headstone reads,"'! only wanted to be
a child, but they wouldn't let me."

"To hear their stories,
to listen to their
experiences would
say to you, as it said
to me -- Covenant

House saves lives!"”

months have seen the stabiliza-
tion of funding and the restora-
tion of a few of these programs.
New and innovative initiatives
are developing at many of our
sites. Effective aftercare of
former residents, drug treatment,
AIDS education, job training and
placement, and ongoing general
education have been extended to
meet the growing and ever-
changing needs of our kids.

We are here for the
frightening numbers of older
teenagers with no family struc-
ture or support. We are here for
young pregnant teens and young
mothers with babies -- all home-
less. And we are here, too, for
those kids facing the deadly
AIDS virus alone. In fact, the
growing underclass of children
in our cities is a powerful af-
firmation of the continuing need
for Covenant House. It is quite
obvious to me after only six
months here that Covenant
House must not only survive, we
must indeed do more!

Since Covenant House

was founded in 1968, over
200,000 young people have
come to our doors to escape the
agony of life on the street --
loneliness, hunger, pain and re-
jection. Our doors have re-
mained open 24 hours a day,
every day of the year because we
believe that all young people
deserve a chance for the future.
Kids in Anchorage, Atlantic
City, Fort Lauderdale, Guate-
mala City, Houston, Los Ange-
les, Mexico City, Newark, New
Orleans, New York, Panama
City, Tegucigalpa, Toronto, and
Trenton all get a second chance
at Covenant House.

I salute and thank most
sincerely our donors, who have
supported this work and recog-
nized how essential it is that
Covenant House continue.
Almost 94 percent of the funds
used by Covenant House to help
homeless and runaway youth
comes from private sources. We
appreciate your faith, your trust
and your generosity.

New York Executive Director Bruce Henry celebrates Halloween with two of our young residents.

Everywhere in Covenant
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Honored guests join Covenant House Chairman of the Board L. Edward Shaw (left) and Sister Mary Rose in prayer during Sister's Inauguration

ceremony. From left to right: New York Governor Mario M. Cuomo; Archbishop John Cardinal O'Connor; and New York Mayor David N. Dinkins

House I have found our staff to
be not only qualified and com-
mitted professionals, but com-
passionate thinkers who continu-
ally search for better ways to
serve. They are wonderfully
supplemented by a corps of
volunteers numbering in the
thousands who are present at
every Covenant House site. |
salute this group of people who
are indeed the heart of Covenant
House.

Some have said to me,
“You’ve got to be crazy to take
that job. You're 62 years old and
you’ve taken care of homeless
people all your life. Why take on
such an awesome responsibility
now?” Well, from my perspec-
tive, there is no higher task than
the care of these young people --
they are our future as a nation
and as a society. Where better
can we invest our lives? To me
it is a work of the highest honor.
It is a wonderful opportunity!

I wish all of you could
have been with me as I met with
groups of Covenant House resi-
dents everywhere I went. To
hear their stories, to listen to
their experiences would say to
you, as it said to me -- Covenant
House saves lives! My thanks to
all of you for being part of this
effort through your prayers, your
interest, your volunteer efforts
and your financial support.
Thank you. May God bless us
all and strengthen us for the
future.

Loh .

Sister Mary Rose McGeady, D.C.
President, Covenant House

*Statement by the Oversight Committee of
Covenant House -- William Ellinghaus,
Chairman; Rev. Theodore M. Hesburgh: Rabbi
Marc Tanenbaum; Cyrus Vance; Paul Volcker.

"There is no higher task
than the care of these young
people — they are our future
as a nation and as a society.
To me, it is a work of the

r

highest honor.’




This year, Covenant House

provided crisis care --
food, clothing, shelter,
medical care, and
counseling - to 28,000

adolescents under the age

of 21. Our doors never close.

PROGRAM SERVICES

Covenant House is one
of the largest privately funded
child care agencies in the coun-
try. This year, we provided
crisis care -- food, clothing,
shelter, medical care, and coun-
seling -- to 28,000 adolescents
under the age of 21. Our doors
never close.

Founded as a small group
home in 1968 and incorporated
in 1972 in New York City, today
Covenant House has shelters in
New York, Toronto, Fort Lau-
derdale, New Orleans, Houston,
Los Angeles, Anchorage, and
throughout Central America.
Covenant House also has out-
reach programs in Newark,
Trenton, and Atlantic City, New
Jersey. Covenant House pro-
vided overnight refuge to home-
less youths 523,457 times in
1990, and an additional 228,595

units of service were provided to
needy youngsters in our out-
reach, aftercare, and follow-up
services by our counselors across
the country.

Covenant House was
founded to provide crisis care for
young people with no place else
to turn. Today, through a variety
of programs, Covenant House
guides thousands of young
people to productive and inde-
pendent lives. In addition to 24
hour crisis care, Covenant House
services include:

Outreach — Our covenant
involves more than helping
every boy or girl who comes to
us. We are also committed to go
to them -- to be there for those
kids who need help but don’t
know where to find it. Counsel-
ors ride outreach vans meeting
runaway and homeless youth on
the street to provide assistance.




Substance Abuse Programs —
We assist young people who
have drug and alcohol abuse
problems through our short-term
(usually 30-day), intense, and
highly structured programs. Our
goal is to prepare young people
for longer treatment or transi-
tional living programs.

Health Services — Covenant
House is a leader in providing
comprehensive health care to
homeless adolescents. Health
Services provide youth with
pediatric and adolescent primary
care, nursing and mental health
services, testing and treatment
for sexually transmitted diseases,
OB/GYN services, and health
education and counseling. An
AIDS testing and education
component has been added as
well. Health Services is staffed
by licensed physicians, nurses
and support professionals and
technicians.

Mother/Child Program —
Many young mothers come to us
with their babies and toddlers.
We provide special programs for
these young women to assist
them with parenting and child
care as we help them to plan for
themselves and their children.

Rights of Passage — The Rights
of Passage program is a transi-
tional living program (for up to
18 months) which provides
housing, education, and voca-
tional services to young men and
women. Through intensive
counseling and motivational
programs, the residents are given
the support they need to take
control of their lives and to
develop the skills needed to live
independently. Each resident is
assisted by a volunteer ‘mentor’
who acts as the resident’s advi-
sor and supporter. Our first ROP
program was launched in 1986.

Nineline — The Nineline is
Covenant House’s toll-free
number (1-800-999-9999) which
provides immediate, 24 hour
crisis intervention for young
people and their families. Since
opening in 1987, the Nineline
has fielded more than a quarter
of a million crisis calls from kids
and parents in trouble. With a
database of over 20,000 shelters
and organizations, our counsel-
ors are able to ger help for call-
ers from coast to coast and in
Canada.

Aftercare — After the youth
leave our residential services,
they often require additional sup-
port and assistance to maintain
their independence and follow
through on their plans. These
services are provided through
our aftercare programs.

Advocacy/Education — We're-
committed to educating the
public about the problems our
kids face and advocating with
public officials to assist our
youth.

Pastoral Ministry — We offer a
ministry of presence and guid-
ance in spiritual values and serv-
ices to our residents and staff
through voluntary religious
activities and counseling.

Faith Community — Commu-
nity members at Covenant House
volunteer their service to the
homeless and runaway children
we serve. Members dedicate a ‘
minimum of 13 months to our '
mission, pray together, and live a
simple, communal lifestyle. |




RESIDENTS REPORT
(July 1, 1989 - June 30, 1990)

PROGRAM YOUTH AVG YOUTH TOTAL UNITS
SERVED EACH DAY OF CARE
New York 6,643 452 165,036
Canada 1,427 82 - 29,818
Texas 1,416 148 53.982
Florida 2,157 260 94,787
New Orleans 1,005 93 33,850
Alaska 584 43 15,602
California 4,479 108 32,008
New Jersey* 5,569 37 13,431
TOTAL
NORTH AMERICA 23,880 1223 438,514
Guatemala 1,590 499 182,339
Panama 1,308 177 64,549
Honduras 950 136 49,997
Mexico* 150 45 16,653
TOTAL
LATIN AMERICA 3,998 857 313,538
TOTAL
ALL PROGRAMS 27,878 2,080 752,052

* Partial year statistics only -- both programs began in fiscal year 1990.




REPORT FROM
THE TREASURER

Fiscal year 1990 was a
difficult year financially for Covenant
House. Despite the resignation of
Father Bruce Ritter, we are pleased to
report that total support from the public
grew by $9.6 million dollars, a 12
percent increase over the previous year.

Substantially all of these gains
occurred prior to February. Dueto a
drop in our income in the last quarter,
we were forced to make budget
reductions. We have been able to
restore a few of the program cuts as our
finances have stabilized.

Of the monies spent on
Program and Supporting services, 66
percent went directly to the kids. This
includes the cost of food, clothing and
shelter as well as the compensation of
the hundreds of people who work
directly with the kids, including child
care workers, social workers, and
support staff. The remainder of our ex-
penditures went toward fundraising and
administrative expenses and repre-
sented 21 percent and 13 percent of the
total respectively. It is important to
note here that most of our income
comes from the general public --
individuals, corporations, and founda-
tions.

In fiscal year 1990 we
incurred a substantial loss on a real
estate purchase we made in 1984, We
bought a hotel in Times Square to
house our transitional living program
and administrative offices. Our hope
was that its value would increase over
time and would one day become part of
our endowment. After we purchased
the property, the City of New York
passed a law which restricted its use to
a Single Room Occupancy (SRO)
facility. This made it virtually impos-
sible to use it as we originally intended.

In December 1987, we sold the
property. As a condition of the sale, we
had to guarantee the mortgage which the
purchaser assumed. We believed the
property would be sufficient collateral to
cover the mortgage. Subsequently, the
buyerdeclared bankruptcy. Fortwo years
we tried to resolve the bankruptcy and/
or sell the Hotel. With the New York

Public support and revenue:

COVENANT HOUSE AND AFFILIATES

COMBINED STATEMENT OF PUBLIC SUPPORT, REVENUE,
AND EXPENSES AND CHANGES IN FUND BALANCE
(For Year Ended June 30, 1990)

Public support:
Contributions $88.705.069
Donated services and merchandise 3,703,168
Total public support 92.408.237
Revenue:
Government grants and contracts 5,046,198
Other grants 65.831
Loss on Dove Services, Inc. (203.728)
Interest, dividends and other 2,055,760
Net income of
unconsolidated affiliate 30,068
Write-off of leasehold improvements
and loss of fixed assets (1,230,236)
Total revenue 5,763.893
Total public support and revenue 98,172,130
Expenses:
Program services 60,700,572
Supporting services:
Fund-raising 19,511,541
Management & general 11,889,949
Total program & supporting services 92,102,062
Loss on guaranty of mortgage 9,643,007
Total expenses 101,745,069
Deficiency of public
support and revenue over expenses (3,572,939)
Fund balances, beginning of year 58,198,020
Other changes in fund balances:
Current year translation adjustment (1.024,722)
Fund balances, end of year $53,600,359

City real estate market falling precipi-
tously, neither effort was successful. Con-
sequently, the property was sold at auc-
tion. We were responsible for the mort-
gage, incurring a loss of $9.6 million.

One final note -- over the years,
many of our donors have found the term
"Fund Balance" confusing. This term
does not refer to cash. It represents our
"Net Assets” (assets minus liabilities).
Almost all (75 percent) of this Fund Bal-
ance is invested in the property, plant and
equipment used in our programs.

If you have any additional

questions, or want a copy of our audited
Financial Statements, please write to me
at:

Covenant House
346 West 17th Street
New York, NY 10011-5002

Robert R. Cardany, Jr.
Senior Vice President
Treasurer



YOUR PART OF
THE COVENANT

People often ask us, "What can |
do to help?”

Here are a few suggestions:
°Stay informed of how we are
working at Covenant House to help
kids. Ask to receive Sister Mary
Rose's monthly newsletter by
writing to her directly or contact-
ing one of our programs.

Invite one of our speakers to
address your school, church, or
community group. Call the Cove-
nant House program in your area
and ask for the Speaker's Bureau.

*There are a wide variety of volun-
teer opportunities at Covenant
House. Volunteers are needed to
staff the Nineline, our 24 hour
crisis hotline for kids and parents
in crisis. We need volunteer ‘men-
tors' to work one-on-one with
young men and women in our
Rights of Passage program. And it
is only with the help of hundreds
of dedicated volunteers that we're
able to keep the doors of our crisis
shelters open 24 hours aday, seven
days a week. Please call our toll
free Nineline (1-800-999-9999) if
you can help.

«Call us about our Faith Commu-
nity. The Covenant House Faith
Community is a group of full-time
volunteers who put their faith into
action by dedicating 13 months of
their lives to the mission of Cove-
nant House. Community members
live together in prayer and service
to God and to the homeless and
runaway children of Covenant

House. If you are over 21 years
old, please consider joining this
special group of people in what
has invariably proven to be a high
point in life for so many.

*If you need help, information, or
just someone to talk to, call the
Covenant House Nineline (1-800-
999-9999). Qur counselors are
available 24 hours a day, seven
days a week to provide immediate
crisis intervention and counseling
to callers across the United States
and Canada.

*Consider helping ourkids through
our Planned Giving Program. This
year, 198 friends made their final
gift to Covenant House through
bequests. For many of them, their
bequest is the most meaningful
contribution of their lifetime.

When you name Covenant
House in your will, you include
our young people among the pri-
orities of your life. The friends
who left bequests in 1990 revealed
the depth of their personal com-
mitment to saving our kids. Their
dedication brings lasting encour-
agement to us at Covenant House.

We remember with deep-
est appreciation these beloved
members of the Covenant House
family. Our prayers will be with
them always. They will be with us
always.

"You are ever a part of our lives.
All the good you have shared will
live on in our hearts.”

(Weston Priory)

Please contact our Planned
Giving Programat(212) 727-4110
for more information.
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BOARD OF DIRECTORS

L. Edward Shaw, Jr., Esq.

Chairman of the Board

Executive Vice President and General Counsel
The Chase Manhattan Corporation

Barbara T. Alexander
Managing Director, Salomon Brothers Inc.

Denis P. Coleman, Jr.

Clement E. Hanrahan
Director, UPS Foundation

Dr. Timothy S. Healy, S.J.
President, New York Public Library

Dr. Everlena M. Holmes, Ed.D.
Dean, School of Health Sciences
Hunter College/CUNY

Thomas J. Huhn
CEO, Alexander Proudfoot Company

Ellen Levine
Editor-in-Chief
Redbook Magazine

Ralph L. Lopez, M.D.
Clinical Professor of Pediatrics
New York Hospital-Comell Medical Center

Fr. Conall McHugh, O.F.M.,Cenv.
Minister Provincial

Raymond J. Petersen
Executive Vice President
Hearst Magazines

Ralph A. Pfeiffer, Jr.
Chairman of the Board (retired)
IBM World Trade

William W. K. Rich
Vice President, IBM Corp.
President, Services Sector Division

Richard J. Schmeelk
President, C.A.L. Advisors, Inc.

William E. Simon, Sr.
Chairman and CEO
William E. Simon & Sons Inc.

Sister Margaret Sweeney
Vice President for Administration
College of Mount St. Vincent

Dr. Marc H. Tanenbaum
Intemnational Foreign Relations Consultant
American Jewish Committee

Rt. Rev. Msgr. William J. Toohy
Associate Executive Director
Catholic Charities

Nancy Dickerson Whitehead
President, Television Corp. of America




" Covenant House

Sister Mary Rose McGeady pC "

President

346 West 17th Street _
New York, NY 10011-5002
(212) 727-4000

Covenant House New York
Bruce Henry

Executive Director

460 West 41st Street

New York, NY 10036

(212) 613-0300

Covenant House Canada
Ruth daCosta

Executive Director

70 Gerrard Street East
Toronto, Ontario M5B 1G6
(416) 593-4849

‘Covenant House Texas
Carolyn Larsen
Executive Director

1111 Loven Boulevard
Houston, TX 77006 -
(713) 523-2231

Covenant House Florida
_Nancy Lee Matthews
Executive Director
* 733 Breakers Avenue Fi
‘Fort Lauderda.le FL 33304
(305) 561-5559 ’

Covenant House New Orleans
Phil Boudreau :

Executwe Du‘ector

611 North Rampart Street

New Orleans, LA 70112

(504) 584-1111

Covenant House Nineline

- Wendy-Naidich

Director - .

346 West.17th Street

New York, NY 10011-5002
(212) 727-4021

Covenant House Alaska
Elaine Christian

Executive Director

609 F Street

Anchorage, AK 99510-4640
(907) 272-1255

Covenant House California
Fred Ali

Executive Director

5353 Sunset Boulevard
Hollywood, CA 90027
(213) 461-3131

Covenant House New Jersey
Ron Williams

Executive Director

390 Broad Street

Newark, NJ 07104

(201) 481-9522

514 East State Street

Trenton, NJ 08609

(609) 3934114

198 South St. James Place/Boardwalk
Atlantic City, NJ 08401

(609) 348-4070

Covenant House Latin America
Bruce Harris

Executive Director

APDO. Postal 61-132

C.P. 06600 Mexico, D.F.
011-525-208-4999

Covenant House Guatemala
Eugenia Monterroso

National Director

Apartado 2704

Guatemala City, Guatemala
011502227716

Covenant House Panama
Scott Charlesworth
National Director
Apartado 2175

Panama 1, Panama

011 507 62 7414

Covenant House Honduras
Peter Racine

National Director

Apartado 2401

Tegucigalpa, D.C.

Honduras

011504 373623

Covenant House Mexico
Bruce Harris

Acting National Director
Apartado Postal 61-132
06600 Mexico, D.F.
Mexico

011 525 208 4999
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SUBJECT: MEMORANDUM FOR THE MEMBERS OF THE OVERSIGHT COMMITTEE

OVERSIGHT COMMITTEE

' COVENANT HQUSE
July 23, 1990
FR. HESBURGH: - G
RABBI TANNENBAUM: - " wpsol(e)
MR. VANCE: IRV S £t
MR. VOLCKER: U

Enclosed is a draft of the Report that will be presented to the Board
of Directors of Covenant House on July 30th and to us on July 3lst.
i: you w;sh]to submit ?qi cgyments prior to gur)meet}ng, please give

em to Paul Saunders,(212:474-1404 or 912-0571). or. Tim Massad
(212-4?4-11§?,pFﬂ§%2222§:7871) of éﬁﬁﬁﬁtﬁ?”SW&ﬁﬁé‘l“M%%?g;’“Tf‘is
antteypated that " the Report-will be made public in_early. August,
but until then, please treat this copy as h1§ﬁT?Wcoﬁfﬁde£Efal.

i,"mxa-—t:?:‘-"s

I have taken the liberty of including for your consideration a draft
statement that our Committee might issue, together with a short summary
of the Report. We can discuss that statement at our meeting on
July 31st. That meeting will begin at 8:00 A.M. at the Covenant
House.17th Street facility, 2nd floor cofferénce room. I look forward
to seeing you then. :

Bi11 Ellinghaus

Chairman

Enclosure



FOR IMMEDIATE RELEASE

For More Information Contact: é COVEHAHT HOUSE

COMMUNICATIONS DEPARTMENT
Paul C. Saunders, Esq.. d 346 WEST 17 STREET - NEW YORK, N.Y. 10011-5002
Cravath, Swaine & Moore (212) 727-4037 Fax: (212) 889-9088

at (212) 474-1000
Covenant House Communications Dept.
at (212) 727-4037
August 3, 1990

COVENANT HOUSE BOARD RELEASES REPORT

The results of several investigations into allegations of misconduct
at Covenant House and into the agency's operations which were
conducted during the past five months were released today.

The investigations were commissioned by the Covenant House
Board of Directors after Father Bruce Ritter resigned as President of
Covenant House on February 27, 1990.

The investigations were conducted by the law firm of Cravath,
Swaine & Moore; the investigating firm of Kroll Associates and its senior
Managing Director Robert J. McGuire, former New York City Police
Commissioner; the independent accounting firm of Emst & Young; the
Child Welfare League and Richard Shinn, former Chief Executive Officer
of Metropolitan Life Insurance Company. _

The reports contain these principal findings:

1. In view of the cumulative evidence discovered by Kroll Associates
supporting the allegations of sexual misconduct on the part of
Father Ritter, if he had not resigned as Covenant House President,
the termination of his relationship would have been required.

2. The Board should have been made aware of and reviewed Covenant
House’s contribution to a charitable trust established by Father
Ritter, as well as loans to two senior staff members, and contracts
with Father Ritter's niece. There is no evidence of any other
material financial impropriety or mismanagement. Certain
relatively minor problems were found principally with the petty
cash and payroll cash disbursement systems at two Covenant House
subsidiaries.

3. There is no evidence of any irregularities or operational difficulties
in Covenant House's collection and safeguarding of donor
contributions.

4. Compensation of Covenant House executives is well within
acceptable limits.
(more)




Marc H. Tancnhaum
45 Fast 89th St. (18 F)
New Yorl‘:., New Yorl{ 10128

August 7, 1990
Dear Bill,

I simply wanted te express te you my deep appreciatien
for the privilege of serving under yeur chairmanship
of the Cevenant Heuse Oversight Cemmittes.

That was one of the meast smetionslly cemplex issues
with which I have been involved, and you stesred

us through theose ghoals with censummate skill and
wisdem, ' '

My ether purpese in writing 1s to apelegize for my
lapse in greeting yeu as Ralph. I have gone threugh
gome hdavy weeks - & classmate of mine, a #ear friend,
died of cancer after & three-week coma; anether
clasamate underwent a secend heart-bypass surgery
last week; and my wife's Vagsar classmate was notified
the day Before that she had lymphema.

It was not a geed week for clear-headedness.

In any case, I sincerely hepe that our relationship
and friendship will eontinue. It would in fact bs
lovely te have luncheen with yeu when yeu are back
frem yeur helidays.

With every geed wish te yeu and Mrs. Ellinghaus, I am,

Cordislly,

N

qif - >¥7 _eter (B
- (o~ T76o (o)

Mr. Willdem El1inghaus
Steneleigh 2
Brenxbille, New Yerk

10708 -

Apt. 3 K



| COVENANT HOUSE

346 WEST 17 STREET - YORK, N.¥. 10011-5002
(212) 727-4993 - (212) 727-4992

RALPH A. PFEIFFER, JR.
CHAIRMAN OF THE BOARD

August 7, 1990

Rabbi Marc H. Tanenbaum
International Relations Consultant
American Jewish Committee

45 East 89 Street

New York, NY 10029

Dear Marc: o

on behalf of all of us at Covenant House, I want you to
know how very grateful we are for your thoughtful and dedi-
cated work on the Oversight Committee.

By all measure, the work of your committee gave assur-
ance to the public that the several investigations were
complete and fully credible. This allows us now to begin
the rebuilding process that is so badly needed.

Marc, you and Bill did a great job of representing your
committee to the press last Friday. As Bill said, we are
"squeaky clean" and anxious to get on with the real work of
Covenant House =-- caring for troubled and needy kids.

We are eternally thankful to you for reinforcing our
work with both your reputation and very constructive direc-
tion. I hope you share our belief that your contribution to
Covenant House was worth your considerable effort.

Sincerely,
Ralph A. Pfelffer, Jr.

rdt_/:"'ll-_. /d,ta__.y, %.,.&t, )"'\M%_ 7&-«-@




€2 COVENANT HOUSE

346 WEST 17 STREET - YORK, N.Y. 10011-5002
(212) 727-4993 - (212) 727-4992

RALPH A. PFEIFFER, JR.
CHAIRMAN OF THE BOARD

BOARD OF DIRECTORS

August 13, 1990
Memorandum to: Covenant House Oversight Committee

Subject: Anne B. Donahue's letter to Paul C. Saunders
dated August 3, 1990

You were copied on Ms. Donahue's letter. Ralph Pfeiffer
is on vacation and has asked me to forward a copy of Paul's
reply.

'Ms. Donahue was formerly Executive Director of Covenant

House in Los Angeles and resigned her position effective
! June 30, 1990.

Peter C. Palmer

Encl.
cc: Thomas J. Edwards
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August 10, 1990

Dear Anne:

This is in response to your letter to me dated
August 3, 1990. I am sorry that you feel misled by the
actions of the Kroll Associates’ investigator who
interviewed you. I understand from the Kroll people that
the "Memorandum of Understanding" was discussed with you as

« a modus operandi for conducting the interview in light of

your initial requaest to tape record the interview, but that
it was deemed unnecessary after Kroll agreed to your request
to permit a third person to sit in on the interview and take
notes for you. I understand from them that Ms. June Reis
did in fact attend the interview and took notes for you.

You should therefore have a complete record of your inter-
view. '

When you called me a few weeks ago to ask about
the "Memorandum”, I inquired and learned from Mr. McGuire
that no memorandum of your interview has beéeh or woyld be
prepared. I have also been told that nothing that you said
during the interview formed the basis of anything contained
in the final report. The interview is not mentioned in the
report, and you were not quoted. When you telephoned me
last Thursday I was out of the office but I received your
message and reverified the facts. Since you did not leave
your telephone number in New Jersey and since I had
misplaced the number that you gave me earlier, I did not
know how to reach you teo return your call.

Your letter to me was appareﬁtly written before
you had an opportunity to read the report. 1 hope that you



have now had that opportunity, and will find that it is
therough, honest and fair. I know that those who were

respongible for the preparation of the report certainly
tried to make it seo.

Please call me if you would like to discuss any of
this any further.

Bast regards.

Sincerely,

-

Paul €. Saunders

Ms. Anne B. Donahue,
88 Boulevard,

Mountain Lakes, New Jersey 07046.

Copy to Ralph A, Pfeiffer, Jr., Esq.,
Chairman of the Board,  °*
Covenant House, e
346 West 17th Streeat,
New York, N. Y. 10011-5002.

William M. Ellinghaus, Esq.,
American Telephone and
Telegraph Company,
550 Madison Avenue (Room 50S),
New York, N. Y. 10022.
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STATEMENT OF THE COVENANT HOUSE OVERSIGHT COMHITTEE

On March 7, 1990, The Board of Dlrectors of
Covenant House appointed us to serve as an Oversxght Com-
mittee. Our purpose was to receive and review the results
Idf the various investigations into allegations of miscon-
duct that the Board commissioned Cravath, Swaine & Moore,
Robert J. McGuire of Kroll Associates, Ernst & Young and
others to perform. During the past five months, we have met
~several times and we have received oral and written reports
from the investigators and others.

We have received and studied carefully the Report

P ot

to the Board of Directors and the Oversight Committee con-
cerning the results of the investigations. A brief summary
of that report is attached. '
We find that the Report is a thorough, careful,
and honest appraisal of Covenant House. It demonstrates
thaﬁ the investigations have been intensive and impartial.

The allegatlons of mlsconduct are reported with candor but

Most important, the report désérlbes the many
structural, operational and policy changes that have been
implemented at Covenant House since March 1990. We conclude
that the Boar@_has takené%b! thé}right steps in attempting

to get Covenant House's house in order. We know of nothing



that should be done that has not been or is not being done.
We approve of the Report. It is complete, frank
and fair. We also agree with its conclusion: there is far
more right with Covenant House than there was wrong with it.
While it is clear that mistakes were made, we believe
Covenant House as an institution did not break its covenant
with tgii% éﬂgﬁgzzple it serves, its staff or its supporters.
We believe that Covenant House is a fundamentally sound
organization doing vital work, and that it needs and

deserves the public's support.

William Ellinghaus, Chairman
Rev. Theodore M. Hesburgh
Rabbi Marc Tanﬁ;nbaum

Cyrus Vance

Paul Volcker
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Oversight

SUMMARY OF THE REPORT

The first section of the Report describes the
structure of Covenant House and the governance and manage-—
ment changes made since Father Bruce Ritter's resiégation.
The Report describes how Covenant House was iﬁcdrporated in
1972 by Father Ritter as a not-for-profit corporation and
how he became the "sole member" of the corporation in 1975.
As a result of becoming sole member, Father Ritter appointed
all of the directors and officers and had complete legal and
operational control of Covenant House. During the 1980s,
Covenant House grew to a corporation with an $85 million
budget, serving 25,000 young people a year.l

After Father Ritter's resignation in 1990, Covenant
House was reorganized so that the membership structure was
eliminated and full control of the organization reverted to
the Board of Directors. Since Maréh 1990, the Board of
Directors has been reconstituted; five members have resigned
and nine new members have been elected. A new President,
Sister Mary Rose McGeady, was chosen on July 10, 1990, and
will start on September 1, 1990. New By-laws have been
adopted as have a number of procedural and policy reforms

concerning conflicts of interest, financial transactions and

other matters, described in the Appendix to the Report.
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The second section of the Report constitutes the
report of the investigation conducted by Kroll Associates
into Ql%egatlons of sexual misconduct and financial and
other improprieties. [With respect to allegations of sexual
misconduct on the part of Father Ritter, the Report con-
cludes that the evidence of sexual mlsconduct is far more

YA

exten51ve than has been publlcly reported and that in view

e et

of the cumulatlve evldence found by Kroll supportlng the

-
'.u

allegatlons, if Father thter had not re51gned from Covenant

AT I

House, the termination of his relatlonshlp with Covenant
Housejgoglg Qave'been required. The Report further con-
éihoes that even if one were to accept Father Ritter's
denial of the allegations, he showed very poor judgment in
certain of his actions.]

With respect to allegations of financial and other
improprieties, the Report discusses the Franciscan Charita-
ble Trust, a trust established by Father Ritter in 1983 from

surplus funds available to him from compensation paid by

Covenant House to his Franciscan Order in respect of his

services. At Father Ritter's direction, Covenant House made
a $60,000 annual contribution to the trust and the trust
made loans to two Covenant House directors, Father Ritter's
sister and one former Covenant House resident. The Report
finds that the Covenant House contribution should not have

been made without the Board's knowledge and approval, and
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notes that the trust funds are reported to be intact and
will be contributed to Covenant House.

The Report also finds that Covenant House made

loans to Father Ritter and to two other senior staff members.

that should, at a minimum, have been reported to and
approved by the Board. Likewise, Covenant House's contract
with companies owned by Father Bitter's niece and her
husband should not have been made without Board knowledge or
approval and competitive bidding.

Kroll's review of Covenant House's financial
systems revealed no irregularities or improprieties with
respect to Covenant House's collection and 'safeguarding of
donor contributions. Kroll did find some operational
deficiencies with Dove Messenger Service, a small subsidiary
that has been discontinued, and with the payroll in the
Security Department of another subsidiary, Under 21, which
it reported to the proper authorities. Kroll also found
some operational deficiencies with various petty cash funds.
Kroll found no other evidence of financial impropriety.

This section concludes with a report on several other
miscellaneous allegations that were found to be unfounded or
relatively minor.

The third seétion of the Report summarizes the
findings of Ernst & Young, the independent public accounting

firm, which conducted a special review of the Covenant House
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financial operation and those of three of its subsidiaries.
In general, Ernst & Young found that there was an adequate
level of control consciousness and that further improvements
were planned. Althoﬁgh most of the tests performed by

Ernst & Young revealed no discrepancies, a few problems were
reported in the areas of petty cash cash dlsbursements and

L = e L sy, LA A

gggfoll, most of which were at the sub51dlary, Under 21.
Ernst & Young also found no problems in the systems for
collecting and safeguarding donor contributions.

The fourth section of the Report discusses compen-
sation levels and reports the findings of Richard Shinn,
Executive Vice Chairman of the New York Stock Exchange, that
Covenant House's compensation levels are well within
acceptable limits and that the approach and implementation
of management has been professional and reflects fair
compensation.

The fifth section of the Report summarizes the
report of the Child Welfare League on certain Covenant House
programs, which found that the programs are generally
well-conceived and appropriately structured and provide a
sound response to the needs of homeless youth.

The sixth section of the Report sets forth the
overall conclusion that the investigators found far more

g R TR LT S

right with Covenant House than they found wrong with it,
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that they found dedicated staff members and volunteers doing



good and essential work under difficult circumstances, that
the organization is fundamentally sound, and that it must

survive to serve those young people who so desperately need

its services.
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Boards of Directors
Covenant House and Under 21

We have performed the agreed upon procedures enumerated below with
respect to the system of internal accounting control of Under 21 (excluding
its subsidiary, Dove Services, Inc.), a subsidiary of Covenant House, in
effect at March 31, 1990. It is understood that this report is solely for your
information and is not to be quoted from, summarized or distributed for any
purpose to anyone who is not a member of the management of Under 21, its
parent, Covenant House, its counsel or the Oversight Committee without
our consent. It is also understood that this report will be provided to the
New York State Attorney General in connection with his investigation of
Covenant House and that it will be summarized in a report to the Board of
Directors of Covenant House and the Oversight Committee by counsel to
Covenant House, which report may be made public. Our procedures and
findings are as follows:

Procedures - Internal Control Environment

We obtained an understanding of the internal control environment at
Under 21 by discussing Under 21's overall operations and recent changes in
the organization and its operating environment with senior manage-ment
and the senior management of its parent, Covenant House; reviewing the
minutes of Board of Directors' meetings during the nine months ended
March 31, 1990; and considering information obtained in performing all
our other procedures.

The overall control environment of an organization is composed of two
elements: control consciousness and general control mechanisms.

Control consciousness refers to the importance management attaches to
internal accounting control and, thus, to the atmosphere in which specific
internal accounting controls function. It is in large part intangible; a
management attitude which, when communicated and reinforced, serves
to reduce the likelihood that specific accounting controls will be
circumvented.

General control mechanisms provide the necessary discipline so that
specific accounting controls can function effectively. They include:

- the organizational structure

- the duties and authority of an organization's Board of Directors and
senior management
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- the methods used to communicate responsibility and authority

- the financial accounting and reporting systems

- the principal reports prepared for management planning and
control purposes, such as budgets

- management's supervision of the system
- the integrity and competence of personnel

- the extent of recent changes, if any, in the organization, its
operations or its control procedures

Findings - rol Environm

Under 21 has recently undergone significant change: 1) several members
of senior management (including the Executive Director) are relatively new
to the organization (i.e., employed by Under 21 for less than one year); 2)
the structure of Under 21 is undergoing changes, specifically: a significant
program was in the process of being spun off as a separate subsidiary of the
parent and a restructuring of the organization is underway based upon the
recommendations of an internal study (subject to the constraints of the
budget cuts implemented in late Spring, 1990) and 3) management and
staff have been subjected to unusual demands on their time and energies
due to a number of reviews and investigations by outside parties.

Such change can apply stress to the internal control structure of an
organization but it can also provide the impetus for improvements in that
structure. For the period covered by our procedures, it appeared that the
management of Under 21 had an adequate level of control consciousness
and had instituted and planned further improvements in the system of
internal accounting control. '

Our findings with respect to general control mechanisms are based on the
system of internal accounting control that existed at Under 21 during the
month of March 1990.

e 3 ; { Bevortins Avs

Financial accounting and reporting systems at Under 21 are designed to
provide management with sufficient, accurate, timely information to
manage the organization. As detailed in subsequent sections of this
report, certain instances were noted where the internal accounting
controls over the accounting system were either lacking or compliance
with stated controls was not adhered to. In addition, specific accounting -
policies and procedures were frequently not documented or documented

o



on a piecemeal basis by individual memos. These memos sometimes ,07
changed existing policy and eliminated certain levels of control without
explanation.

Budgetary Controls

Under 21 employs a budgetary process as a method for planning its
programs and other activities, measuring its performance and

- controlling costs. There is appropriate involvement in the process by
those who will be responsible for achieving the budgeted results.
However, as detailed in the cash disbursements section of this report,
the budget to actual analyses were not performed timely for March 1990
and comparisons of actual results against budgeted results did not
always include meaningful analyses due to the reformatting of reports.

The operations of the finance department are segmented and the various
segments, particularly payroll and petty cash, operate without an
adequate level of guidance, supervision and review by management. In
addition:

- individual position tasks and responsibilities are not clearly
defined and, as these responsibilities are currently assigned,
there are instances of inadequate segregation of duties;

- policies and procedures do not appear to be clearly or regu-
larly communicated by the finance department to.personnel in
other areas of the organization.

Qverride of System Controls

The system of internal accounting control over payroll expenditures was
circumvented by payments to security guards, which were processed
through the cash disbursements system, and payroll payments to
employees of an affiliate, Dove Services, Inc., which were processed
through petty cash. The cash disbursements and petty cash systems of
internal accounting control were not designed to detect or prevent errors
in the processing of payroll transactions or to determine whether
individuals providing services are to be treated as employees or
independent contractors.

Under 21 utilizes the central purchasing department of its parent,
Covenant House, and is subject to the policies outlined in the related
purchasing manual. The process is sometimes circumvented and, as a
result, purchases are processed through the use of check requests
which do not require competitive bidding.
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* Conflict of Interest Policy Aﬁpf

During March 1990, there was no formal conflict of interest policy
statement in effect and communicated to personnel at Under 21. The
Board of Directors of Covenant House, the parent organization, adopted
an organization-wide conflict of interest policy in April 1990.

res - i f Intern

Gained an understanding of the design of the accounting system and the
system of internal accounting control by:

- discussing the operations of the payroll, cash receipts and cash
disbursements systems with the personnel and management of
Under 21 involved with their operation;

- discussing the overall operations of the finance department with
the Director of Finance and senior management;

- reviewing the documentation of the accounting policies and
procedures; and

- walking through a transaction in each of the systems to confirm
our understanding of the flow of transactions through the
accounting systems and specific control procedures in place within
the systems during the month of March 1990.

Findi - Desi rnal A i ntrol

A system of internal accounting control is designed to include specific
control procedures at various points in the processing of transactions to
ensure the internal control objectives of the organization are met.

In gaining an understanding of the design of the system of internal control,
specific control procedures were identified. Those control procedures and
the findings relating to the testing of those procedures appear in the
subsequent sections of this report.

Our findings with respect to deficiencies in the design of the system of
internal control follow:

- There is no adequate control procedure to ensure that the payroll
data on the original payroll documents (i.e., new pay rates from
personnel status notices and overtime or part-time hours from
timesheets) is accurately transcribed onto the input sheets used by
the outside payroll service. These sheets are the source from which
the outside payroll service generates the payroll checks and payroll
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registers. In addition, there is no management review of the 7.
payroll checks and payroll registers received from the outside
payroll service.

- Physical access to checks is not well controlled. There is a log
maintained to exert numeric control over the checks but, because of
the manner in which it was maintained, it did not serve its control
purpose.

- There are 25 separate petty cash boxes with an overall imprest
balance of approximately $20,000. The petty cash funds are
replenished as needed by the authorization of a standing check
request of $20,000 per week. Average turnover of the petty cash
funds during the nine months ended March 31, 1990 was
approximately $7-9,000 per week. There is no formal written policy
regarding the controls over the handling of petty cash. However, an
informal $50 limit on individual petty cash expenditures exists
generally in practice.

- The employee who handles the accounting function for petty cash
performs a number of duties which conflict from an internal
control perspective. The employee reviews the reconciliations
prepared by the petty cash custodians and, in some instances,
actually prepares the reconciliation; prepares the check request to
replenish the funds each week; receives the cash replenishment;
and disburses the cash to the various funds.

- There is no control log maintained for capital equipment, such as
personal computers, indicating their location and the individual
using the equipment.

1. We selected a statistical random sample of 68 checks from all the checks
that had been written on the operating account during the month of

March 1990 and performed the following procedures with respect to each
of those checks:

a. Reviewed the disbursement package and verified that, in
accordance with the central purchasing policy in effect during
March 1990, the expenditure was appropriately supported by a
check request or purchase order.

Findings: There were three items which were purchased by use of
only a properly authorized check request. These items would
normally be purchased via a purchase order (which requires
competitive bidding). Further, under a strict interpretation of the
policy in effect during March 1990, four additional items were

' _.5_



similarly authorized by check request instead of by purchase order.
The remaining 61 items were authorized appropriately by check
request or purchase order.

. Reviewed the purchase order or check request to determine that it
was properly approved in accordance with organization policy.

Findings: One instance was noted of a check request for $2,410 that
did not have the requisite two approvals for expenditures greater
than $1,500. The check requests and purchase orders relating to
the other 67 items were approved in accordance with the stated
authorization policy.

. Reviewed the disbursement package to determine that the
expenditure was supported by a vendor invoice or other independent
evidence of the delivery of goods or services rendered, that the
mathematical accuracy of such documentation was verified and -
that the total dollar amount of the invoice agreed to the check
request.

Findings: Six expenditures (four of which pertain to payments to
security guards) were not supported by invoices or other
independent documentation of the goods received or services
provided. The remaining 62 expenditures were supported by
invoices or other independent documentation.

. Reviewed the coding sheets relating to the sample items to
determine that they had been reviewed by the Chief Accountant and
that they appropriately classified the various expenditures for
financial accounting purposes. Coding sheets are prepared for
each invoice to be paid and are the source of input to the
computerized accounts payable/cash disbursements accounting
system. The coding sheets detail the invoice amount, number, date,
due date, description of goods or services and general ledger
account classification for each invoice.

Findings: In 35 instances, there was no written evidence that the
coding sheets were reviewed and approved by the Chief Accountant.
We were informed that this occurred because, upon her initial
review, there were errors on these coding sheets and, thus, they
were returned to the preparers for correction. We were also
informed that the Chief Accountant then reviewed and approved
the corrections by inspecting an edit run of the transactions rather
than obtaining the original coding sheets and indicating her
approval on those sheets. The corrected codings appeared to be
appropriate.
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e. Reviewed the cancelled checks to determine that they were signed

by an authorized signatory, or two authorized signatories for checks
greater than $1,500, in accordance with organization policy.

f. Reviewed the disbursement package to determine that the receipt of
goods or services was evidenced by an employee signature on either
the invoice, the receiving report or the check request.

Findings: Procedures e. and f. were performed on all 68 items
without exception.

2. Reviewed the bank reconciliation for the month of March 1990 and
verified that:

- the details of the reconciliation agreed to the accounting
records and related bank statement;

- the reconciliation was mathematically correct;
- the reconciliation was performed on a timely basis.

Findings: The details of the bank reconciliation agreed to the accounting
records and the related bank statement and the reconciliation was
mathematically correct. However, the bank reconciliation was not
performed until late May 1990. The bank reconciliation is a key internal
control procedure for the detection of errors and unrecorded activity (e.g.
bank charges, insufficient funds checks) and should be performed before
the accounting records are closed for the month reconciled.

3. Reviewed the monthly organization-wide budget to actual variance
analysis that was prepared by the Director of Finance and one
department-level budget to actual variance analysis that was performed
by a department head, in order to determine the approach employed in
the analysis and the effectiveness of these analyses in identifying errors.

Findings: The organization-wide analysis was not performed for the
month of March 1990. During March 1990, the format of the budget to
actual variance report was changed and the explanation of the change
was not sent to or was not received by department personnel. Thus, in
reviewing the analysis performed by one department, it was found that
the analysis was based on incomplete information and was ineffective.

4. For each of the twenty-five (25) petty cash boxes, examined one
reconciliation performed during the month of March 1990 and verified
that:

- the reconciliation was mathematically correct and expenses
were reasonably classified;
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the receipts and vouchers adequately supported the expenditure
and indicated the individual receiving the cash;

individual expenditures did not exceed the informal $50 limit.

Findings: Documentation of petty cash expenditures should include a
petty cash voucher indicating the amount of cash disbursed and the
individual it was disbursed to and a receipt supporting the expenditure.
In reviewing the reconciliations and attached documentation for petty
cash expenditures we noted:

ten petty cash reconciliations in which there were instances of
expenditures lacking receipts and expenditures lacking petty
cash vouchers; in three of these reconciliations, there were
instances where we could not determine that account
classifications were reasonable due to the lack of complete
documentation of expenditures;

two petty cash reconciliations in which there were instances of
expenditures lacking receipts;

six petty cash reconciliations in which there were instances of
expenditures lacking petty cash vouchers;

instances of expenditures in excess of the $50 limit and, in some
cases, those same expenditures also lacked receipts;

the reconciliations were sometimes performed by the petty cash
clerk rather than the petty cash custodian;

in all cases, the reconciliations were mathematically correct.

1. We selected a statistical random sample of 70 payroll checks that were
issued during the month of March 1990 and performed the following
procedures with respect to each of those checks:

a. Reviewed the timesheet related to the payroll check and verified that:

the timesheet was signed by the employee;
the timesheet was approved by the employee's supervisor;

the total hours per the timesheet agreed to the total hours paid
per the payroll register.
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Findings: One instance was noted of a timesheet submitted for
overtime hours that was not approved by the employee's supervisor. In
all other instances, the appropriate signatures and approvals
appeared on the timesheets. In all cases, the total hours per the
timesheet agreed to the hours paid to the employees per the applicable
payroll register.

b. Reviewed the currently effective Personnel Status Notice ("PSN") on
file for each employee whose payroll check was selected in the
sample and verified that:

- the PSN had been approved by the finance department, the
personnel department and the department that employs the
individual; ;

- the hourly pay rate indicated on the PSN agreed to the pay
rate per the applicable payroll register.

Findings: The current PSN for one employee could not be located. One
PSN lacked all three'approvals; two other PSNs were missing finance
department approvals; and, in fifteen other instances, the PSNs were
lacking the departmental approvals. The remaining 51 PSNs were all
properly approved.

We could not verify the pay rate in one instance because the PSN could
not be located. In another instance, the PSN indicated a salary
increase was effective on March 14, 1990; however, the PSN was not
received by the finance department until March 30, 1990. The
retroactive pay rate increase was paid on June 14, 1990. In all other
instances (68) the hourly pay rate per the effective PSN agreed to the
pay rate per the applicable payroll register.

¢. Verified that the benefit hours (vacation and sick time) available to
each employee were correctly calculated and were properly
increased by the standard bi-weekly increment and reduced by any
vacation or sick time utilized during the payroll period.

Findings: In four instances, employee benefit hours were
incorrectly calculated by the outside payroll service. We have been
informed that the benefit hour program has been corrected by the
outside payroll service. In the 66 other instances, the benefit hours
were correctly calculated.

d. Verified that the department totals per the payroll journal (which
included each sample item) were properly included in the journal
entries and that the journal entries were properly posted to the
general ledger.
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Findings: All payroll journal department totals were properly
included in the journal entry and the journal entries were properly
posted to the general ledger.

2. Reviewed the payroll bank reconciliation for the month of March 199
and verified that: '

- the details of the reconciliation agreed to the accounting
records and the related bank statement,;

- the reconciliation was mathematically correct;
- the reconciliation was performed on a timely basis.

Findings: The details of the bank reconciliation agreed to the
accounting records and related bank statement and the reconciliation
was mathematically correct. However, the reconciliation for March
1990 was not prepared until June 1990 and included reconciling items
(unclaimed payroll checks) dating back to 1983.

3. Inspected the check pick-up log for the two March 1990 payroll dates and
verified that the number of checks signed out by the various department
representatives agreed to the number of payroll checks prepared for
each department. If the number of checks signed out was lower than
the number of checks prepared for a department, determined the reason
and whether the separate check pick-up was properly authorized by both
the department head and the finance department.

Findings: In five instances, the number of checks signed out on the
check pick-up log was one check less than the number of checks
prepared for that department. The log did not indicate that the checks
had been separately signed out nor were the separate check pick-ups
authorized by the department head and the finance department.

Pr nd Findings -

The volume and dollar amount of cash receipts is not significant at Under
21. Cash receipts are limited to grant award payments and occasional
contributions.

1. Reviewed the contributions file for the month of March 1990 and
inspected the check copy and memo prepared for each donation received.
Confirmed that each contribution had been received and recorded in the
accounting records at Under 21's parent, Covenant House.

Findings: The contribution file contained memos and check copies for
seven contributions received during the month of March 1990. The

=1.0=
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receipt and recording of all these contributions by Covenant House were
confirmed without exception.

Maintenance of a control log of cash receipts forwarded to Covenant
House for deposit, and periodic confirmation of the total receipts
transferred, would strengthen the current control over cash receipts.

2. Reviewed all grant award receipts received during the month of March
1990. Inspected the supporting documentation prepared and submitted
to the granting agencies and determined that it had been approved by the
Director of Finance. Verified that the amount of the receipt agreed to the
supporting documentation and had been appropriately recorded in the
accounting records.

Findings: There were six grant award receipts during March 1990. In
all instances, the amount of the receipt agreed to the supporting
documentation submitted to the granting agency and was appropriately
recorded in the accounting records.

3. Agreed grant award receipts per the cash journal to the monthly grant
receipts journal entry and traced the journal entry to the general ledger.

Findings: Grant receipts were properly summarized and posted to the
general ledger.

Because the above procedures do not constitute a study and evaluation of the
internal control structure made in accordance with standards established
by the American Institute of Certified Public Accountants, we do not
express an opinion on whether the internal control system, taken as a
whole, meets the objectives of internal accounting control insofar as those
objectives pertain to the prevention and detection of errors or irregularities
in amounts that would be material in relation to the financial statements of
Under 21. In connection with the procedures referred to above, no matters
came to our attention, that have not been included in our findings. Had we
performed additional procedures or had we made a study and evaluation of
the internal control structure in accordance with standards established by
the American Institute of Certified Public Accountants, additional matters
might have come to our attention that would have been reported to you.
Furthermore, we have not audited any financial statements of Under 21 at
March 31, 1990 or for any other period.

July 6, 1990
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&AM COVENANT )
COVERNANT HOUSE INVESTISATES ITS FOUNDER

By Daniel Cox z

MEW YORK, Reutsr — Covenant House, ‘the sheliter for runaway
tegn-agers, antounced Friday it had appointed a formep New York
City police commissioner to investigate its foundsr, Father
Brisce Rititer, who resigned amid a sex scandal.

Ritter, who founded Covenant House from his apartment 22
yvaars ago and buyilt it into an $87 wmillion—-a—vyesar charity, guit
last wesk amid allegatinns that he had sex with at lsast four of
the young men his organization tried to help. He has
consistently deni=sd all charges but said he could not prove his
innoocence nor could his accusers prove his guilt.

Ralpn Ffeiffer, chairman of the board of Cowvenant Housse,
said ths board was appointing Former New York City Folice
Commissioner Robert MchBuire to head the investigation.

MeBuire will make a report to a Covenant House Commitbes of
Cversight that includes former Sscretary of State Cyrus Vance,
former ATAT president William Ellinghaus, former Federal Reserve
Chairman Paul Volcker, and Rabbi Marc Tannenbaum. Pfeiffer said
a2 summary of the committes's report will bs made public.

Ffeiffer told a news conference at the New York archdiochoss
that the Covenant House board failed to monitor Ritier’'s
actions.

Ritter 15 also acoused f financial impropristiss, including
making low—intersst loans to staff members. The MNew York State
Attorney Genaral and the Franciscan order are also investigating
Father Ritter's actions.

Ffeiffer, a prominant businessman, said, *'The board failsd
baoause we had a fiduciaery responsibility to Covenant Houss and
to the kids ... Things are a complete mess. ~

But he said the board haid no intention of stepping down.

Praiffer said that an acoounting Firm will thoroughly review
of all of Covenant Houss’ s Financial dealings. He said a '
commities also has besn appointed fo search for a suooessor Lo
Rither. i

Pfeiffer said Archbishop of Maw York John Cardinal O Connor
woigld advisse the commitbes. O Connor, who attendsd the press
conferance " Tonly at the request of Covenant Howse, ' said hs
had +ull faith in Ritter’'s innocence and at this point he had
no avidence bo the contrary.

O Connor said the Archdiocess had no intenition of ' taking
over '’ Covenanit House. He said he hoped the matter oould be
solved and Fixed without dissonlving the shelters, which aid
ruinaway teen-agers and have helpad tens of thousands of vouths
to leave lives on the street as druwg addicts and prostitutes.
RELITER ¢
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Covenant House official announces damage—control program
By Gary O’Guinn
RNS Staff Writer

NEW YORK (RNS) — Admitting that Covenant House is in “a mess™ that the governing
board had failed to prevent, the chairman of the board announced a series of steps to contain
and repair damage done to the charity’s reputation and operations.

The program outlined here March 9 by Ralph A. Pfeiffer included asking Cardinal John
O’Connor’s help and the formation of a blue-ribbon panel to oversee an exhaustive in-house
investigation of all allegations of misconduct related to the youth shelter charity.

“We obviously failed,” Mr. Pfeiffer announced at a press conference at New York
archdiocesan headquarters. “We feel we’ve got to fix Covenant House . . . We have a
responsibility to the kids . .. the kids are Covenant House.” :

Cardinal John O’Connor said the archdiocese had agreed to provide whatever assistance it
could to Covenant House, especially in finding a six-month replacement as acting head, who he
said would probably be a “priest on loan™ from the archdiocese.

The head of the New York archdiocese concurred in calling recent revelations of insider
loans and a secret trust fund “an awful mess,” and said, “We are prepared to do anything in our
competency to help Covenant House recover its reputation where it may have been lost.”

The special four-member “Committee of Oversight™ will be chaired by William
Ellinghaus, former president of AT&T, and will include former Secretary of State Cyrus Vance,
former Federal Reserve chairman Paul Volcker, and RabMarc Tanenbaum a veteran of
Catholic-Jewish dialogues for the last 30 years and now a consultant to the Kmencan Jewish
Committee.

Mr. Pfeiffer confirmed that a “thorough investigation™ of the three months of
accumulating allegations of sexual and financial misconduct raised against Covenant House .
founder Father Bruce Ritter and other officials would be conducted by Robert J. McGuire,

a former New York City police commissioner who now is managing director of Kroll Associates,
a private investigative firm.

Mr. McGauire will report to the board and the oversight committee and a summary of
results and recommendations of his investigation will be released to the public.

The New York accounting firm of Deloite & Touche will conduct a “thorough review™ of
financial policies and procedures, Mr. Pfeiffer said, adding that Richard Shinn, former head of
Melropoiitan Life Insurance Company and now an executive of the New York Stock Exchange,
will review “compensation procedures.”

The chairman announced that the board had retamcd the law firm of Cravath, Swaine &
Moore as general counsel to Covenant House.

Lawyer’s resignation announced

Mr. Pfeiffer also announced the resignation of Covenant House counsel Edmund Burns,
who was sole trustee of a nearly $1 million trust fund set up for runaway youth programs by
Father Ritter. The existence of the fund was kept secret from the governing board except for the
two members who received substantial loans from the fund and subsequently resigned
themselves just days earlier.

Saying he had been “dismayed” and “‘angered” by recent questionable financial
revelations, the chairman pledged to Covenant House supporters that their faith would not be
misplaced. They “are entitled to our pledge to rigorously examine and repair the recent
damage,” Mr. Pfeiffer, the former chairman of IBM World Trade, said.

But while he admitted the board had *failed in its fiduciary responsibility,” Mr. Pfeiffer
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said he did not think that sacking the entire board “and starting over” was the best way to go.
“We were operating without knowledge of the problems,” he said.

Responding to a question, Mr. Pfeiffer said Father Ritter was not running the board nor
did he think the priest “deliberately misled” the group.

Mr. Pfeiffer continued to express confidence in James Harnett, the present interim
president of Covenant House and ally of Father Ritter who has been tainted by his association in
the loans under investigation by state officials. '

The board chairman described Mr. Harnett, who was not present at the press conference,
as an excellent administrator and said that he would reassume his position as chief operating
officer when a replacement interim head is found with the help of the archdiocese.

Mr. McGuire told reporters that being accountable to the board entailed no conflict or
compromising pressure for him. “Mr. Pfeiffer told me, ‘You take the investigation wherever it
goes,” " he said. :

Mr. McGuire said the authority to investigate “any and all these allegations” against
Father Ritter, other officials and program operations had “absolutely no restrictions™ and would
be “completely independent.” He also promised the investigation would be “thorough and
accurate’ and completed “as quickly as possible.”

The former police commissioner stressed that the probe “would not prejudge the guilt or
innocence of any one individual.”

A ‘purely pastoral’ relationship
Cardinal O’Connor emphasized that the archdiocese’s association with Covenant House
as “‘purely pastoral.” The archdiocese, he said, is in a *‘standby position” and is not
“taking ownership or control.” _

He did not rule out more extensive involvement in the affairs of Covenant House in the
future but said any such action would have to be carefully examined.

Covenant House, the nation’s largest child welfare agency, served over 25,000 youth in a
system of 16 shelters in the United States, Canada and Central America last year.

The cardinal stressed that Covenant House finances are totally independent of the
archdiocese. “The archdiocese of New York will have nothing to do with the Covenant House
budget or the irvestigatory procedures,” he said. *“We're not conducting an investigation.”

Expressing confidence in Mr. Pfeiffer and the board, Cardinal O’Connor declared that
*Covenant House must not only survive but continue to flourish.” He admitted the
$87-million-a-year charity had “suffered very severely and to recover their reputation would be a
very difficult job.” :

Covenant House needs “to be given a reasonable amount of time to try and dig out from
under” its problems, Cardinal O’Connor said.

Cardinal O’Connor said he did not know who the archdiocese would recommend to be
acting head, but that if it was a priest “his salary will remain as such and be paid by the
archdiocese.”

Father Ritter has admitted that to forestall criticism of his nearly $100,000 salary, he had
$60,000 a year from it channeled into the controversial Franciscan Charitable Trust. No funds
from the trust had been used for the Covenant House programs for which it was intended, but
Father Ritter, his sister and two friends on the board of directors had received loans from it.

The non-profit charitable trust had also not been registered with the state attorney
general’s office as required, even though in its application for federal tax exempt status it said it
was accountable to them.

The New York Times quoted an IRS spokesman March 9 as saying that the trust, set up
in 1983, had not filed annual reports with the government. No reports for 1987 and 1988 had
been found, said Robert Kobel, adding that willful failure to file was in violation of legal
'requ:remcnts and open to criminal penalties.
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The trust was also kept secret-from Father Ritter’s Franciscan order, after whom it was
named, until recently. The Rev. Canice Connors, one of Father Ritter’s East coast Franciscan
superiors, said the order never authorized the 63-year-old priest to open a trust in the order’s
name. “We certainly see it as a problem,” he told the Times. “I don’t know how he
pulled it off.”

Asked about Father Ritter’ s salary and the trust fund, Cardinal O’Connor said “an awful
lot of this sounds irregular to me.’

The Franciscans are presently conducting an investigation of the sexual allegations against
Father Ritter and investigators for the order have met with John Melican, one of Father Ritter’s
four accusers, who was referred to them by Cardinal O’Connor after his meeting with
Mr. Melican March 5. _

Cardinal O’Connor told reporters, “I have not discussed any of these allegations with
Father Ritter. I have left that to his Franciscan superiors.”

Faith in Ritter ‘unshaken’ -

*“My faith in Father Ritter is unshaken,” said Cardinal O’Connor, adding he had
“absolutely no evidence™ that would indicate his guilt in the sexual matters.

Auxiliary New York Bishop Emerson Moore and Monsignor James Murray, head of
Catholic Charities, and Joan Ganz Cooney, president of Children’s Television Workshop, will be
part of the search team for a replacement for Father Ritter.

The press conference came in the wake of a report citing a series of problems besetting the
charity’s New York operation, including disorganization, increased violence and suggest:ons of
discrimination in staffing.

‘An estimated 80 percent of New York’s youth clients ‘are black or Hispanic but according
to press reports of the internal document, the majority of low-paid employees “appear” to be
minorities while middle and senior management is top-heavy with white personnel. The few
minorities on staff “perceived very limited opportunity for advancement,” the report said.

The report also said an increase in crack-related violence between clients and attacks on
staffers by clients undermined the shelter’s secure image among runaways. Conditions at the
flagship “Under 21” facility in the Times Square area of New York were rated by
law enforcement agencies in the report ““as dangerous as a city-run shelter.”

“Haphazard™ referral practices at the New York shelter and placements in which young
runaways are thrown together with hardened street hustlers overnight were criticized.

Mr. Pfeiffer said he had not heard of the report but guaranteed that he would have read it
by the end of the day.

The 20-page confidential study was made months before pressure stemming from
allegations of sexual and financial wrongdoing which began last December led to the Feb. 27
resignation of Father Ritter and the current crisis.

Since then, two Covenant House officials have resigned in protest, including acting head
Frank Macchiarola, who said his plans for an aggressive housecleaning were resisted by a
governing board strongly loyal to Father Ritter. Two members of the board and two senior
Covenant House officials have also resigned, in the wake of loans made to them from Covenant
House funds or from an almost secret chantable trust fund set up by Father Ritter for use by
runaway programs only.

Two days prior to the press conference Covenant House officials banned employees from
inappropriate associations with clients, including befriending and living with youth who come to
the shelter for help. That decree came in the wake of charges that counselors were sexually
involved with clients.

The controversial “Safehouse” program in which Kevin Kite, the first of Father Ritter's
accusers, was allegedly hidden for eight months from dangerous criminal connections, was also
disbanded, officials said.
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WHY I JOINED COVENANT HOUSE REVIEW GROUP

by Marc H. Taﬂsnﬁaum

Laat week, I agreed to serve on an "oversight committee" on the tangled affairs
of Covenant House, the embattled shelter for runaﬂay youths. |
The investigation of tﬁe financial and related 1ésues will be carried out
by former New York City Police Commissioﬁer, Robert MéGuire, a man of ability and
integrity. The "oversight committee" is headed by William Ellinghaus, former AT-& T
president, and consists of Cyrus Vance, former U.S. Secretary of State; Paul Volcker,
former Fa.cil'::alal’{tgerve Board ch'_airman-,han! t!;is commentﬁ-tcr. Mdj ‘tmmﬁmﬂ% )
A number of people have since asked me why I got involved in what Cardinal
John O'Connor called "this mess."
About. seven years ago, I joined with Episcopal Bishé:P:Paul Moore, patholic
Bishop Joseph Sullivan, Baptist Minister Carl Flgminstsr?'among others, in organizing
the firsf ma jor interrgligioﬁé effqrt to trj to improve the lives of" the estimated
35,000 homeless“in %ew York taméﬁg them somé'Q,SOO-Jééish hpﬁéies;.) In keeping with
that commitment, I visited Covenant House several ti@es in r{:@ent years. I wanted
to see for myself what co&ld be done coﬁstructively'to-ﬁéip-salvage and rehabilitate
homeless and runaway youths. .

Given the turbulent lives of maay'df tﬂes; young people, Covenant House was
not an easy scene. But it was greatly reassuring to see éo many dedicated people
working responsibly to try‘to heal these distressed ybung people.

With all of its undortunate problems - and clearly there are many - I believe
that Covenant House can and must belrecrganized end improved flor the sake of the
thousands of alienated youths. _

I joined the "oversight éommittee" to do whht little I éan to help
adwance this decent huﬁan purpose.

Rabbl Tanenbdum, international relations consultant to the American Jewish Committee,
is immediate past president of thes International Jowish Committee for Interreligious
Consultations.




‘ By Joseph Kll’h}"
 and ‘Alison Carper

E-i An.employee of a Covenant House
! ;program was arrested yesterday on
: he raped a young woman at one
{fof the charity’s shelters, police said.
* Philip James, 23, the head dispatcher
d an- assistant supervisor of Cov-
tenant House's Dove Messenger Semce,
ped a 19-year-old woman twice in the
ve office on West 17th Street about
gf:!t’.]l p.m. Wednesday, police said.

b g S
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James was quoted by police as telling
s victim, “I can make things difficult

f or you if you don’t go along with what
want &

The victim also works for the mes-
senger service, which Covenant House
created for its own use about five years
ago. James is a former resident of the
shelter and police gave his address yes-
terday as 250 W. 21st St.

It was not clear yesterday whether
the victim was a resident of the shelter.

The rape charge is the latest problem
to strike the embattled Covenant
House.

The charity has been under scrutiny
since late last year, when former prosti-
tute Kevin Kite, once a shelter resident,
charged that Covenant House's
founder, the Rev. Bruce Ritter, lured

Rape at Covenant Housé

.Shelter employee charged in attack on co- worker

him into a sexual liaison. Kite said Rit-
ter used charity property and funds as
an enticement. In the next two months,
four other former residents stepped for-
ward and charged that they too were
lured into having sex with Ritter.
Manhattan District Attorney Robert
Morgenthau, saying there was insuffi-
cient evidence to warrant criminal
charges, last week ended an investiga-
tion into allegations that funds were
misappropriated by Ritter for favors for

" Kite. Ritter severed all ties with Cov-

enant House the day before Morgen-
thau made his announcement.
Then, early this week, State Attorney

~ ey

General Robert Abrnms beganqmast.:

‘gating personal loans from a Covenant
House trust fund to members o!' the_

charity’s board. Abrams’ Qa] ;

which Covenant House hi emed
it made, could leave’ t-hom fved in
the organization open to éivi na}u&a’_

In another development“ Y,

Ralph A. Pfeiffer,.chairmdn ‘of .the

board for Covenant House, hhnouneed_

that the charity hired formarmt.y Police
Commissioner Robert J." McGuire to

conduct an internal investigation into -

allegations of misconduct and financial

P!ease see COVEN’ANT on Page 10
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Shelter Worker Charged in Sex Attack

COVENANT from Page 5

imp-mpriet.y at the charity.

His results will go to a committee .

whose members will include Cyrus
Vance, the former secretary of state;

Paul Volcker, T r C e

eral : bbi Marc
former president of AT&T.
“Tardinal John O Connor, who has

 started taking an active role in Cov-

enant House affairs, also announced
that he would help find an interim
president until a Covenant House

search committee is able to find a per-
manent replacement for Ritter.

Yesterday, Anne Wilson, a Covenant
I-Iouse spokeswoman, said the rape was

“an allegat:cm at this point and that’
what we're treating it as. - -

“We're cooperating fully with po-
lice,”” she said.

At Dove, on the third floor of the
shelter on West 17th Street, an employ-
ee on duty yesterday said James was
known to have difficulties with the
women employed there. The employee
said James is married, and that he is a
demanding but fair boss.

He and other employees in the Dove
office were told James was on vacation
or taking a sick leave, he said. “I
wouldn’t have believed he could do
something like this,”” the employee said.

Last week, Frank Macchiarola, the
former schools chancellor who was
named the charity’s acting president
last month, resigned after a disagree-
ment with the board and Ritter over
how to conduct further reviews of the
charity’s practices.

Covenant House is the nation’s lead-
ing shelter for runaway youths, serving
25,000 runaways each year.




By KEVIN McCOY
Daily News Staff Witer

tion, Covenant House offi-

they failed to detect the sex
and financial scandal that
rocked the $85 million-a-yea__rl

‘sweepinhg shakeup: * . ;
: _ “We're going to-have to re-
In a public act of contri--.build Covenant House," said
' :Ralph Pfeiffer, chairman of
cials yesterday admitted that" the board of directors,
Hoping to shore'up donor
confidence in the interna-
tionally known shelter orga-

Wi

charlty"hnd-annoqnced a- nization, Covenant House

board members announced a
shakeup that includes:

H Appointment of a yet-to-be-
named priest recommended
by Cardinal O'Connor as act-
ing Covenant House presi-

dent.
The priest will serve for would not assume control

about six months until a ne:
ly named search committ:
finds a successor for the Re
Bruce Ritter, who resignt
last week amid ongoing sta
and religious investigations

O'Connor stressed that ti
‘New York Archdioce:

Covenant House. But he d

= ureation of a Covenant
t};ouse oversig?r-‘ccimin'ittee’
. that includes former :
- Secre-

rus- Vance, '

B An independent”investi-
gation of “any and all” allega:
tions involving Covenant
House_ by former city Police
Commissione Robert
McGuire, i

The probe will be cgi -
ed by- McGuire's ﬁrrri.ngl;gltl
Associates, and the results
will be_ made publie;

. M Resignation of Edmund
Burns, the Covenant House
general counsel who created
;_r{ltearllﬁ $1 million trust for

Hter that now fj i
et Bures in the

R_eacting to the moves, Rit-
tefs attorney, Stanley Arkin

;s]:a[::lt: ’;If it's_good for Cove-

ouse in th

he’s all for it " oug 2,

The damage control comes
three months after former
prostitute Kevin Kite rocked
the r;harily by accusing Rit-
te_r. its founder, of coercing

h:r_n mmto a sexual relation.
ship in exchange for money, a
Covenant House apartmeht
an‘d otlher benefits,

in tne weeks since, Cove-
“ nant’ House, which provides
sheltér and other“services to
-%25,000 youths-in* the*United
3=:5tatey CentraliAm

a“pardlyzed while at?least’ four
57 othe‘i'-'li‘g:‘c]fﬁ;‘z{s j?ﬁite‘d’!(ite!

* _:‘::g:f y _,‘l.‘- "-.'.’ u': Jr L

+ .Further problems

In addition, a 1989 Cove-
nant Housé report detailed
" yesterday by the Daily News
«'.fouhd’that the shelter's show-
" pigeécrisis housing program
"'has“been: plagued by crack-

fueled violence: " |
*'" Although Manhattan prose-
" cutors dropped a criminal
probe of Ritter and Covenant
House without charges, Rit-
ter’s Franciscan superiors
are continuing an investiga-
tion of the sexual misconduct
charges.

The priests have so far in-
terviewed at least two of Rit-
ter's accusers and plan lo
speak with Kite, who met

_J with O'Connor yesterday.

alATheérics and
| CEnada2nas* béeld Firtually

_.not rule out a major chur
. role in the organiZation if r
quested .by Covenant Hou

_directors.” | . I
. - |.-“-'—.

Saturday;: Marcth 10, 39802




A2 COVENANT HOUSE

460 WEST 41 STREET, NEW YORK, N.Y. 10036

RALPH A. PFEIFFER, JR.
CHAIRMAN OF THE BOARD

March 16, 1990

Rabbi Marc H. Tannenbaum
45 East 89th Street
New- York, New York 10029 = . _ e

Dear Rabbi Tannenbaum,

I want to thank you again for agreeing to serve with
the Special Committee for Oversight, as we work to get
Covenant House back on track.

Bill Ellinghaus, Chairman, has asked me to confirm the
initial meeting of the committee at 8AM on March 26, 1990.
A light breakfast will be served.

If you come by car, there is parking in our underground
garage. The garage entrance is on 16th Street, just East of
9th Avenue. A security person at the foot of the ramp will
assist you. The garage elevator will take you to the 2nd
floor.

I look forward to seeing you.
Sincerely,

e W

Ralph A. Pfeiffer, Jr.
Chairman
Board of Directors

RAP, Jr./pwk
cc: W. Ellinghaus



COVENANT HOUSE

346 WEST 17TH STREET NEW YORK, N.Y. 10011-5002
(212) 7274000 Fax: (212) 989-7586

March 14, 1990

Dear Rabbi Tannenbaum:

I am writing on behalf of the Board of Directors
of Covenant House to thank you for your willingness to serve
on the Committee of Oversight.

As you know, these have been difficult days for
Covenant House. It is imperative that all charges of
alleged misconduct in connection with the operations of
Covenant House be reviewed thoroughly and aggressively so
that Covenant House can direct its full attention to its
mission of sheltering and counseling young people who are in
need.

We appreciate your advice and support at this
critical time in the history of Covenant House.

-
-

Respectfully yours,

Ralph A. Pfeiffer, Jr.
Chairman .

Rabbi Marc H. Tannenbaum
45 East 89th Street
New York, N.Y. 10128
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Child Welfare League that we received today.
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JOSEPH A, MULLINS
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JOHN W, WHITE

JOHN E. BEERBOWER
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W, CLAYTON JOHNSON
STEPHEN S. MADSEN
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MARC 5. ROSENBERG
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White House Conference on Children, it is internationally recognized for

establishing standards of child welfare practice and program management.
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organizations with responsibilities for services to children, youth, and
families. It provides a variety of development, evaluation, and technical
assistance services in matters of policy, administration, and direct

practice.

The Child Welfare League of America maintains offices in
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Summary

The Covenant House program in New York, known as UNDER 21, is a

positive, appropriate response to the compelhng needs of Homeless youth.
AR T R ARSI A I Gt g e 2 il

TR PR

It provides a broad range of services to a population wnh wndely varying

needs and which, as a rule, is extremely difficult to serve effectively.

o AT G ARSI %}W»ﬂyﬁmﬂuﬁﬂ:‘” T LT AT
Given the complexity of the social circumstances surrounding the program
and its clients, it currently succeeds in prowdding constructive and

A

reliable services within an essentially sound framework of pollcy and

e
practice.

This report has been prepared to summarize the findings of a review
of the UNDER 21 program conducted by the Child Welfare League of
America. This review has been commissioned by Covenant House as part
of a comprehensive response to a series of crises which have brought it to
a critical stage in its history as an organization. The following report is
designed to provide assistance to Covenant House as it makes decisions

about its program priorities for the future.

July 15, 1990 Child Welfare Leaguec of America
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The principal conclusions reached as a result of this review include

the following:

July 15,

1.

The UNDER 21 Program is  generally wéll-concéivcd.

appropriately structured, and is a sound response to the needs of ;

!
homeless youth.

The needs of the young people served by UNDER 21 are extremely
compelling and, in general, very difficult for communities to

address comstructively.

Members of the community who are famlhar with Covcnant House

S S T R e

and the youth whom it serves placc an extraordinarily _hlgh value

on the services being prov1ded by UNDER 21.

i e e A AT

UNDER 21 provides services which fill a niche which would
otherwise be only partially filled in New York. The City is heavily

Tt e S T e

dependent on the continuing capacity of Covenant House to

provide emergency shelter and interyention services to young

i AT TR e L

people.

1990 Child Welfare League of America
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5. Covenant House is pot alope in its response to this group of

clients. However, it does appear to be unique in its capacity to:

* accept a wide variety of youth on a generally non-\ & —

: : /
selective basis;

¥

°* maintain an exceptionally high volume of client

intake; and

» achieve a relatively high level of effectiveness in %

Y o

providing secure shelter and an opportunity for

-

stability.

6. Notwithstanding the  generally positive assessment of

UNDER 21, there are numerous areas, some of them significant,

_'-_f"(‘)"f'r;_[g_t_jmk_nm.? These areas need to be addressed in order ~——

to assure that the program coantinues to be an effective resource

for its clients.

A predominant image of the Covenant House UNDER 21 Program
emerges from this review.

Highly motivated volunteers and staff have been able

to translate their commitment (o their own

interpretations of the Covenant House "mission" into a

positive service despite the lack of <clear and

consistent organizational direction and support.

July 15, 1990 Child Welfare League of America
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The services provided by the agency have been "good" principally because
the people who have provided them have, themselves, been "good", in a
sense of both skill and motivation. If the people had been less "good", the

results might h2ve been far less positive.

In part, this is what might be expected in any situation where an
organization has grown up around a f_i_'f,%,'e powerful individual. In such
circumstances, organizational capacity is often considered to be less
important than indiv‘i'd;lal ._c_‘apaci:y." Hd\\}evcr, Covenant House programs

have long been too large and complex to have not developed more rigorous

internal mechanisms for establishing consistent policy, '

H

supervisory
practices,lg_' and assurances of program accountability. The lack of
sufficient internal supports and controls has left most staff
people in the position of largely having to define for themselves
their expectations of their own performance and the outcomes
for their clients. Fortunately, the people who have been attracted to
service at Covenant House have provided the basis for a strong system of
peer support and positive role modeling as a means of maintaining

generally positive standards of performance.

The reasons for the lack of further evolution in some of the

necessary organizational supports are somewhat elusive and open to

July 15, 1990 Child Welfare League of America
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speculation. However, it is clear that many are related to two major

factors:

. many of the individuals included in the client population have

recent histories of drug abuse, prostitution. and other

P

seriously self-threatening behaviors; they cam ke are volatile,

——

complex, and widely varied in their needs; these needs most

-

often appear to require immediate action, resulting in

n——. et

frenetic, short-term outcome oriented activities by staff and

volunteers

-

. the organization has responded to newly perceived needs in an
aggressive fashion, establishing a history of continuous, rapid
growth during which the establishment of administrative,

supervisory, and professional supports has not always kept

pace with client service commitments.

It seems likely, had not the recent "crisis" precipitated the series of
current self-examinations, that Covenant House would have come to a
point of asking itself many of the same critical questions. An important
self-critique had been initiated by UNDER 21 through an internal staff
review last fall. This analysis would clearly have led to even broader
questions for the entire organization if external events had not pre-
empted the process. Even through the course of the Child Welfare League
of America review, the project team has been witness to an intense
internal discussion of the question of whether or not it is possible for

Covenant House to increase. . the, .rigor = of certain professional and

July 15, 1980 Child Welfare League of America
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organi;ational st_:_i.nd‘ards while, simultaneously, maintaining the strong
m::;i“a:r;d“s_pi:r_i_tual commitment to the principles of the "covenant” | with
which it has so strongly identified since its founding. This discussion has
been complicated by the not unrelated question about how best to operate
the program githo_ul Father Bruce Ritter, whose departure from the

program has left a vacuum in leadership and direction that has been felt at

every level of program operations in New York.

This process has resulted in intense consideration of some of the
most fundamental issues of both program and administration, including

questions about:

- How should the mission of the agency be interpreted? Is
it primarily to provide emergency shelter or does it
.-’_,..,-.u-.-. L

include more?

g What should be the priority target group? Is it children?
Young adults? If it is both, how can they best be

effectively served together?

- What is the meaning of Covenant House's traditional
commitment to "open intake"? Is this to be implemented
literally by accep-ldi-:éh;al_l individuals in need of shelter or
is it realistically modified by practical considerations

of program capacity and capability?

July 15, 1990 Child Welfare League of America
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- Do the concepts of emergency shelter, intervention,

R EETEET o =
transitional care, and therapeutlc care fit togethcr" AIB
T, s T b A

they mutually exclusive or are thcy inextricably bound

together?

. Who is really in control of New York programs? Is it the
Board for the local program or is it the Corporate Board? .

Who should make what decisions?

. How should planning for change occur? Should it move
quickly or deliberately? What role should staff, at all

levels, play in this process?

At this time, these, and many other, questions continue to be under
consideration.  This means that some of the original purposes of this
review can only be partially fulfilled. It is not possible to evaluate the
full quality and effectiveness of a program which is in a state of major
transition. However, sufficient stability and continuity of programming

has existed to support a number of observations and conclusions. Among

the most significant are the following:

° It is essential that Covenant House make clear decisions

about its expcclanons _for the _scope and contcnt of

A L T T e e e R S T T T B "
e S AT ST ey ane

UNDER 21 programs. These should occur with all due

July 15, 1990 Child Welfare League of America
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speed. However, it is equally important that they reflect
the thinking of an appropriate cross-section of volunteers
and staff and that the people who must implement them

understand and agree with the expected outcomes.

The local boards for New York programs should have
necessary authority to operate their programs with the
same degree of autonomy as is afforded to the programs in

other cities.

Consolidation of the boards and the administration of
UNDER 21 and Rights of Passage has the potential to
im'provc substantially the operations of Covenant House

programs in New York by:

- creating the opportunity for greater efficiency
and effectiveness in administrative

operations;  and
- enhancing the local visibility and strength of

the New York Board in relation to the Corporate

Board.

Child Welfare League of America



Covenant House Page 9

e  The principle of "open intake" is an important element of
Covenant House's capacity to serve as a unique resource
and should continue to be a central part of its operational

implemented literally. Therefore, it shovld not be

TPV T
——

philosophy. Howevel_-, it has not, and cannot, be

represented that it is. Rather, it should be ciear to all,
both inside and outside of the agency, that it s

realistically tempered by comsiderations of:

- individual client behavior;
e AR A S T B

. the realistic limitations of UNDER 21
and its staff in pot being able to respond
appropriately to all people, regardless of

their needs; and
- physical capacity of the shelter facility.

Covenant House should never turn a young person back to
the streets strictly on the basis of available beds. The

unique value of its role should be manifested by:

- an "elastic" physical capacity, backed by

a flexible staffing capacity; and

- a willingness to connect and place

clients in appropriate alternative

July 15, 1990 Child Welfare League of America
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programs.

In responding to demands over its usual capacity,

UNDER 21 should clearly recognize the risks to itself

and its clients which can result from overcrowding and
_j‘;mp_e’;erai‘;.{-{‘ﬁ'ﬁfi e

should be prepared to make maximum use of alternative
CTRR ..

resources when necessary.

e A L Tt £ T

UNDER 21 should establish a consistent set of

expectations for case planning and case managcmen! and
T 2 e SR B 0

apply them within all units. This should include the

development of an enhanced capacity to:

- f:ﬁ provide  appropriate rcfcrral and

TR e U

{ connection to other programs,

- maintain aftercare servnces when

Bl o i SR S 2T

appropriate; and

ffprovide continuity of case planning and

TR AT

\goal setting for those clients who

" experience multiplc admissions to the

program.

The administrative structure of UNDER 21 should be
modified, consistent with the general recommendations of

the October 1989 staff report to provide more consistent

Child Welfare League of America
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supervision and lines of accountability at all levels.

* UNDER 21 should continue its efforts to engage its staff in
the problem-solving process by responding to legitminiale
concerns about agency policies, practices, and working

conditions.

. Covenant House should enhance its efforts to maintain
effective communication and working relationships with

community groups and agencies.

. Covenant House must recognize its accountability within
the community by conforming to reasonable licensing
standards. In turn, -regulalory agt;ﬂcics should seek to
ial&c full advantage of the unique capab'ilitics of Covenant
House by assuring that licensing standards do not

inadvertantly or arbitrarily prevent it from serving its

clients.

) Notwithstanding the significance of the multiple areas in which
UNDER 21 performance should be improved, the essential character of the

program lies in its capacity to respond to those young people who are

i

most urgently in need and, therefore, to be an irreplaceable resource to

the City of New York. It has provided a sound model for delivering
critiéailj needed services to a population that is otherwise seriously
underserved. . From the perspective of this review, the probability that it

P

will continue to do so in the future hinges on the ability of its leadership

July 15, 1990 Child Weifare League of America
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to make and implement the important decisions it now faces on a timely

basis.

Covenant House has demonstrated that it does have the capacity to
operate successful programs. It is fortunate to have strong and capable
people at its disposal. If it caa re-establish its focus on a clear set of

goals for itself and its clients it will continue to be successful.

July ‘15, 1990 Child Welfare Leaguc of America
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Introduction and Background

The Purpose of the Program Review

Covenant House is a non-profit children and youth services
organization which operates throughout the United States, Canada, and
Central America. Although the programs in various locations have evolved
somewhat differently, the central purpose and unifying theme of all has
been to provide shelter to children and young adults who for a variety of

reasons are without immediate access to suitable housing or support.

Through the years since it founding, __che:lant House has earned a
reputation as a compassionate and responsive resource for children in
need. Despite its sometimes controversial, and even confrontational,
methods it has succeeded in establishing itself as one of the largest and
most effective programs serving children and young adults. Its
widespread recognition and support have enabled it to greatly expand its
efforts during a period when many other public and private children's
agencies have had difficulty in even maintaining their existing programs.
Perhaps it greatest asset has been the general public perception that it
was uniquely committed to the selfless pursuit of safety and well-being |
for a group of young people who could not be helped by the more
conventional public and private agencies. Without question, its strong

identification with a spirit of moral and ethical commitment to those

July 15, 1990 Child Welfare League of America
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whom it served has helped to set it apart in the minds of the many peoplé A
who have supported its work, not only in an intangible sense, but also

through concrete contributions of their time and money.

This unique resource of broad-based public ccnfidence and su'pporl
has been seriously compromised during recent months by widespread
discussion of allegations of personal and financial improprieties by the
founder of Covenant House, Father Bruce Ritter. Although Father Ritter is
no longer involved in the administration of Covenant House, his
overwhelming personal identification with the organization has caused
the public allegations to have a profoundly negative affect throughout the
agency. This has been particularly true in New York City, where the first
program was established and which continues to be the location most
commonly associated with the name Covenant House. It is not only the
site of the largest and most complex cluster of programs, it is the place

most directly affected by the specific allegations.

In an effort to understand the scope of possible problems, to develop
appropriate corrective actions, and to allay public concerns about program
integrity, the Board of Directors of Covenant House have initiated a series
of independent examinations of various aspects of the organization's
operations. These reviews will encompass a full range of considerations,
including the specific allegations, overall financial management, a variety

of administrative and management concerns, and issues of program design

and operation.

July 15, 1990 Child Welifare League of America
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The Child Welfare League of America was commissioned to conduét n
comprehensive review of the direct client services of the cofe operati;::n
of Covenant House in New York, the UNDER 21 Program. This program is
the principal manifestation of both the fundamental mission which lies
behind the origins of Covenant ouse and the logical progression into
expanded areas of concern which can take place once direct, concrete care
has been provided to the complex, multi-fa‘ccted population of young
people who are targeted by the agency. The review has confirmed that a
multitude of highly charged emotional, philosophical, moral, professional,
and practical issues have been encapsulated within the current
circumstances affecting UNDER 21. Achieving a proper and timely
resolution of these issues has become a matter of the utmost importance
to the diverse group of people who have been committed to their own
individual, as well as shared, visions of Covenant House and the young
people it has served. In many respects, the nature of that resolution will
serve as a measure of validation of the personal values they have brought

to their work with Covenant House.

Therefore, the initiation of the whole series of outside reviews is
best viewed, not simply as an attempt to counteract substantial adverse
publicity, but as a sincere indication of the willingness of Covenant House
to engage in an intensive, critical self-examination. It is clear that the
organization is in the midst of the most difficult period of its existence
and that it must prepare to adapt to remarkably new circumstances. The
leadership of Covenant House is to be commended for its readiness to
pose challenging questions to itself and to expect that a constructive,

introspective evaluation can occur. In recognition of this, the Child

July 15, 1990 Child Welfare League of America
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Welifare League of America has undertaken this project with a
determination to be sensitive to the difficult circumstances faced by both
the staff and volunteers of Covenant House, yet with an equal
determination to identify and address real problems in a direct and candid

manner.

As would be true of s review of most large organizations, the
evaluation has revealed a variety of both positive and negative factors.
Covenant House is doing a remarkable job in many areas. In others, there
is substantial room for improvement. In this sense, this report has been
written from the perspective that problems cannot be solved, or strengths

reinforced, if they are not recognized and acknowledged.

The Covenant House Network

Covenant House has adopted a broad perspective on its
responsibilities to children and youth. It has been willing andl able to
establish programs in a variety of locations where it has perceived, on its
own, that a need existed or where representatives of the community, itself,
have been able to make the case that Covenant House services were
required. At the present time, Covenant House operates, or is establishing,
programs in the United States, Canada, and Central America. This has
resulted in a complex organizational' framework which places a "corporate”

authority at the center of a multi-national structure for operating

programs across a wide geographic area (see Figure I).

July 15, 1990 ' Child Welfare League of America




Zovenant House Page 1

FIGURE 1
COVENANT HOUSE
CORPORATE STRUCTURE

Inherent in this structure are continuing questions about the relative
authority of the wvarious local “"sites" versus that of "Corporate".
Throughout the course of this review, this proved to be a constant

question in the minds of most Covenant House staff and volunteers.

* Until recently an eight site was being actively developed in Washington, D.C.. Howevér. pending

July 15, 1990 Child Welfare League of America
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resolution of current budget problems, operations have been suspended.

The programs in each location are firmly identified with Covenanl_t
House and share a common commitment to the core mission of providing '“.
shelter to young people. Yet, the experiences have been somewhat
different and each site has developed in a unique way, assuming a distinct
local character. In part, this resulis from the direct influence of the local
people who provide guidance through each site's board of directors. In
many respects, however, it is simply a product of the peculiar blend of
client need which exists in each area. Given their diversity, it is difficult
to characterize these programs in any simple manner. However, for the
purposes of this study it is useful to make a cursory comparison between

the New York program and those in other North American locations which

include the following:

. Anchorage

. Fort Lauderdale

*  Houston

* Los Angeles

° New Jersey (Atlantic City and Newark) *
° New Orleans

. Toronto

Each location operates a cluster of programs centered on a shelter site as
the most visible aspect of its fundamental mission to offer young people

an

July 15, 1990 Child Welfare League of America
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* The New Jersey sites are Iin developmental stages and do not yet operate residential programs.

alternative to living on the streets. While this clearly ties them to the

New York program, they are different in that:

they are smaller;

they do not have all of the specialized program components

as exist in New York;

their client populations are composed of a substantially
larger share of children under age 18, compared to the
young adults who make up such a large proportion of the

New York caseload; and

they operate more autonomously.

A full review of these other sites is outside the scope of this study.

However, it has been important to gain a beginning understanding of them

for at least two reasons:

July 15, 1990

it has been necessary to achieve an understanding and
appreciation of the dynamics of the functional
relationship between the individual sites and the Covenant

House ‘"corporate" authority; and

Child Welfare League of America
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some measure of documentation was required in support of
the consistently stated belief that "New York is different”

and that it must be understood within its own unique
context as the oldest and largest of the Covenant House

sites.

The Unique Status of New York

The answer to the question, "Is New York different?" is: Yes.

It

is different, and lives with the associated advantages and

disadvantages of being different, because it is:

July

-15:

1990

older, more well established, and universally

acknowledged as the "flagship" of Covenant House;

bigger and operates with a larger budget;

providing care to a larger number of clients, more of

whom are adults than in other sites;

operating with the area of Times Square, a virtually unique

location in North America;

the most visible site for the largest proportion of

Child Welfare League of America
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Covenant House contributors and volunteers;

- located in a city which draws national attention and is the

hub of national news media;

- affected in its daily operations by direct Corporate

involvement that is not a factor at other sites;  and

- most importantly, the place where Father Ritter lived and

where he dominated routine decision-making.

For these reasoms, it is appropriate to consider the UNDER 21
Program in New York as unique. There may be many parallels to other site
programs, but at this stage in the evolution of Covenant House it clearly
exists as the crucible within which most of the fundamental philosophical
and practical matters affecting the organization's future will be

determined.

July 15, 1990 Child Welfare League of America
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Methodology

The Child Welfare League of America agreed to conduct this review
from an objective perspective based in its traditional role as a national
organization with standard-setting, evaluation, and technical assistance
responsibilities. It was vnderstood that the focus of the review would be
on those organizational factors which directly affected the provision of
direct care services to the UNDER 21 client group but that it was not
intended to encompass any investigation of the well-publicized
allegations of impropriety. These are being reviewed by the Board of

Directors through separate arrangements.

The study has concentrated on all aspects of the UNDER 21
Program, including its relationship with the other New York “based
Covenant House programs, Rights of Passage and 9-LINE. However,

there has not been an attempt to evaluate these separate programs in

their own right.

Given the unique nature of UNDER 21 in both its philosophy and its
size, there have been no pre-existing standards to provide a suitable
framework for this review. Therefore, CWLA has conducted its evaluation
on the basis of a blend of several different sources of appropriate

reference points, including:

° the formal policies of Covenant House, itself;

July 15, 1990 Child Welfare League of America
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° recognized standards for group and residential child care;

° recognized standards for adult residential care;

o a variety of local, state, and federal regulations, including

those embodied in the Runaway and Homeless Youth Act.

It was recognized that some people. in the Covenant House
organization were initially skeptical about this review. They were
concerned that CWLA might adopt an overly "traditional® or "conservative"
perspective and would fail to appraise éppropriately some of the unique
~aspects of UNDER 21. Of particular concern were those related to its
focus on a client group which has already met with substantial failure in
the more traditional child care system and which, in fact, is actually
composed of as many young adults as minors. Consequently, the League
structured a process which was intended to encompass a wide a range of
potential viewpoints and to assure that alternative opinions about client
needs and program operations could be considered. As a rcsﬁll the
evaluation has incorporated an extremely broad based sampling of relevant

information, including:
1. Review of all written policies and procedures governing

the both the service and administrative operations of

UNDER 21;

2. Analysis of operating budgets;

July 15, 1990 Child Welfare League of America
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3. Analysis of data on client characteristics, prog'ram.

process, and service outcomes;
4. Review of staffing patterns and staff qualifications;

5. On-site observation of all aspects of the twenty-four per

day operation of the program;
6. Review of client records;

7. Regular meetings with key administrators at both the

corporate and site levels;

8. Interviews and meetings with volunteer members of

governing boards;

9. Interviews with the executive directors of other Covenant

House programs in North America;

10. Interviews with UNDER 21 management, supervisory, and

front-line staff;

11. Interviews with current and former Covenant House

clients;

July 15, 1990 Child Welfare League of America
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12. Interviews with a broad cross-section of community
representatives, including:

- City officials;

- Siate officials;

- Social service agencies;

- Law enforcement agencies;

- Community boards;

-  Other shelter and youth service programs; and

- Academicians.

13. Review and analysis of the October 1989 report prepared

by the UNDER 21 Internal Task Force on Organizational

Effectiveness.

The Limitations of the Study

The study has been conducted under circumstances which have made
it difficult to draw final and complele; conclusions about the quality and
scope of Covenant House programs. During the period of the study, the
agency has made decisions to implement program modifications which
significantly alter the scope and organization of UNDER 21. As this

report is being written, additional deliberations are occurring which may
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well result in further changes. Among the most significant questions

being asked are the following:

* Will the administration of the UNDER 21 programs be

consolidated with that of Rights of Passage?

e How will short-term emergency housing be balanced with
more intensive crisis intervention services within the
limits of the resources available to Covenant House and

UNDER 21?7

As a consequence of these continuing modifications, the actual programs
reviewed in the course of this project will have been substantially

changed by the time this report is completed.

This circumstance has proven to be both a severe limitation and a
unique opportunity. It has limited the ability of the Child Welfare League
of America to state firm cdnclusions about the current status of Covenant
House programs. At the same time, it has provided a rare opportunity to
view the response of Covenant House staff and volunteers to the most
significant crisis in the organization's history. As a result, while there
has been a reduction in the chance to make useful observations about what
has been being done, there has been a countervailing increase in the

potential for gaining useful insights into how decisions are made and

change is accomplished.
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. Aﬂ‘_;?interesting, and somewhat complicating, aspect of the review
" process has been a degree of inconsistency within Covenant House about
_internal responsibility for overseeing the work being done. The initial
-contacts _with CWLA and the original specifications for the review
cmanated—_; from the Corporate Administration. Subscquéntiy, it was
clarified that UNDER 21 was actually commissioning the work to be done
and that the League was to be directly accountable to its Board. Since
then there have been several stages of evolution in the organization's
position about the relative roles to be played by the site and corporate
levels. The current lack of clarity is consistent with the continuing
deliberation about the ultimate configuration of the administration of

New York proprams and has served as an immediate "live exercise" in
prog

assessing the agency's management capacity.

There.-fore, the findings of this study have been developed within the
context of a fluid organizational and programmatic framework. Given this
circumstance, the conclusions of the review have been based on the
premise that the future quality of programs will be reasonably reflected
by the two significant factors which can be accurately assessed at this

point:

. the past scope and qualjty o r ams _and the depgree of

probability that there will be continuity in many aspects

of the agency's direct service capacity; and

. the program knowledge., managerial skill, and leadership
capacity of the people associated with Covenant House.
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As a result, this study should not be interpreted, nor would it be
useful, as a definitive analysis of all aspects of existing programs.
Rather, it must be viewed as an assessment of the potential of Covenant

House to operatz predictably sound programs in the future.
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Section One: The Mission of Covenant House

To an extraordinary extent, the volunteers and staff of UNDER 21
are consciously committed to the principles they see embodied in the
fundamenial mission of Covenant House. The concept of the "covenant"
itself, which explicitly calls for a very real personal commitment to. the
young people being served, is understood and accepted by virtually all who
play a role in the program. For many, it represents the basic reason that
they work at Covenant House. For others, it is the foundation for a valued
perception that the organization is a special place to work. Without
question, this moral and spiritual aspect of the Covenant House mission

has been the source of the organization's greatest internal strength.

The mission statement, supplemented by an important excerpt from

an explanatory statement, is quoted below.

We who recognize God's providence and fidelity to his people
are dedicated to living out his covenant among ourselves and
those children we serve, with absolute respect and

unconditional love. That commitment calls us to serve
suffering children of the street, and to protect and safeguard
all children . Just as Christ in his humanity is the visible sign

of God's presence among his people, so our efforts together in
the covenant community are a visible sign that effects the
presence of God, working through the Holy Spirit among
ourselves and our kids.
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e It is quite carefully formulated to express a series of basic
convictions.

Growth toward wholeness and self-acceptance is a process.
The process dominates the growth, controls and determines it,
cad this process can not only be understood but created and
siructured for maximum effect.

The element of the Covenant, the concept and the reality
provides the form and specification of the process, determines
its nature, and providés its vitality. By Covenant we choose to
mean the whole series of structured and unstructured human
relationships, on two primary levels: (a) that of love, trust,
caring, acceptance and confrontation, and (b) the concrete
expression of that love by feeding, sheltering, clothing and
protecting our children.  Whatever happens to the child at
Covenant House must happen within the context of our
commitment or the commitment itself is illusory, the Covenant
merely a programmatic mechanism, and the therapeutic
process sterile.

Environment, therefore, as  understood here, is that whole
series of complex human relationships and interdependencies
that arise between us as adults and staff and our children. To
say that the environment is human is not to mistrust the many
useful contributions that contemporary psychology and
psychiatry can make to our program. It is rather to say that
programmaticaly, we see ourselves as providing a humanizing
process where the operative principle is process. Namely, it
is the process that humanizes, not the program which can
merely assist that process, and to a certain extent form it
Programs that provide environments cannot avoid
institutionalization. Programs however that evolve and derive
from mandated and carefully structured relationships of love,
trust, caring and confrontation force both adults and children
to remain within the context of that infinitely painful but
ultimately therapeutic process. This type of process seems to
intrinsically resist institutionalization.
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The human environment therefore can be seen, and must be, as
a covenant process of covenanting - - between ourselves and
our children, as both the context and the dynamic within which

growth and change can occur.

There are certain operative principle -- none of which are
particulary original - - which derive form the covenanting

process, that seem to have been effective.  These are the
principles of Immediacy, Sanctuary, Value Communication,

Structure, and choice.

The high level of awareness of the importance of this mission has a
pervasive effect on all aspects of the administration of the UNDER 21
Program. A substantial portion of the investment made in the formulation
and evaluation of program policies and structure, as well as the daily
operation of the program, is directed at assuring consistency with general
understanding of the meaning of the mission. Yet, despite this level of
commitment, there appears to be considerable room for varying
interpretations of how the mission actually translates into concrete
action. As a practical matter, it appears to be used in support of a variety
of approaches 1o programming, depending heavily upon the unique

perspectives of any given individual.
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No where is this clearer than in regard to the most valued policy of
Covenant House, the principle of "open intake". The so-called "open door
policy" dictates that no young person in need is to be denied shelter, which
within the most literal of Covenan! House meanings has come to stand for
the traditional church-related concept of sanctuary. The prevailing belief
is that virtually anyone has a right to admission to the program and that
artificial barriers such as ilicensing standards, availability of beds, or

staffing capacity should not used to exclude people.

This is a commendable principal, particularly when contrasted to the
many programs with narrowly defined eligibility criteria which often
exclude many of the children and youth with the most serious needs.
However, when applied literally it is unworkable. No program can

escape the absolute constraints imposed by:

- the diverse, and often conflicting, needs of its

clients;

- the impact of individual behaviors which are

harmful te others; and

- the need to maintain reasonable standards of

health and safety within the practical limits of

physical space.
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In fact, Covenant House recognizes the limitations imposed by these

:‘{.{.__:'.'
factors and takes actions to control access to the program. It does so.-
however, by restricting the length of stay or the ability to gain re-entry
for many of its clients. This is characterized by some members of the

staff as "ccontrolling intake on the 'back-end' instead of 'up-fromt'".

Individual clients are excluded from UNDER 21 for a wide raage of
reasons which result in a "card" being issued to bar them from re-entry to
the program for periods ranging from several days to permanently . It is
generally believed that the use of such cards will fluctuate in accordance
with the program's overall need to relieve pressures associated with the
volume or nature of recent intakes. Very few people argue with the
necessity of maintaining such a system of controlled access. However,
it is a point of bitter division as to whether or not it is both
"dishonest" and inefficient not to acknowledge as part of the
initial intake policy that there are certain people for whom
Covenant House is not appropriate or that there are times when
the agency has little capacity to respond helpfully to new
people without "dumping" an equal number of existing clients.
Regardless of the relative merits of either view, it is interesting that the
advocates of the purest form of open intake and those who advocate a
more selective approach are able to support l.hcir positions through

reference to the "real" mission of Covenant House.
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This reflects a much broader debate about the real nature of UNDER
21: what it should be ; what it should do or not do:; and what it should

mpli its _clients.. Answering.the simple question, "What is
Covenant House in New York?" has proven to be a major part of the
challenge of understanding and assessing its administration and
operations. Any evaluation presupposlcs that one can adequately define the
nature and scope of the program in question. However, in reviewing
UNDER 21 one is faced with a number of number of contradictions. Many
people view certain aspects of the program quite differently, yet use
similar rationales to explain their respective perspectives. Others appear
to have similar beliefs about the nature of program elements but explain
them on the basis of differing rationales or philosophies. The
reconciliation of these views may lie in the simple explanation that
Covenant House has often chosen to pursue directions wh-ich. reflected a
broadly pragmatic desire to meet the (.evolving needs of its clients while
attempting to maintain consistent philosophical position that valued a

single type of service, shelter, over all others.

Covenant House has historically identified itself as a shelter for
runaway and homeless children and youth, and this remains as the core of
its self-definition. However, both the scope of programming and
the nature of its clients have changed over the course of its
existence. Because one of the its prifzcipal characteristics has been a
willingness to develop new program responses as new needs have been

perceived, a number of different program configurations have evolved. In
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in addition to shelter and outreach services, it also has

longer term residential care to young mothers and their

children;

home-based after-care services for various clients;
extended group care for older youth;

intervention in a specialized unit serving young people

with substance abuse problems;

specialized extended care living for youth who are

HIV positive; and

a major program designed to provide long term living
arrangements and even longer term support to young

people with specific educational and career goals.

Even within the shelter itself, substantial emphasis is placed on regular,

if sporadic, care to a large population which is known as "recidivists" but

is really a group of quasi-permanent clients for whom there may literally

be no other appropriate service alternatives.

The proliferation of these alternatives to more narrowly defined

shelter care raises a question about whether or not Covenant House really

defines the principal needs of its target population as emergency shelter.
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In fact, even though the need for immediate shelter represents a constant
demand, the real emphasis of new programming in recent years has been
on the development of more intensive, more long-term options. This
phenomenon leads to further speculation. In identifying itself as an
emergency shelter, is Covenant House pecing more reSponsiﬁe to
the preponderance of its client's needs or to emotional and

psychological ties to its founding roots?

Indeed, this basic question is behind the continuing internal
deliberations about program direction and focus. For many people, it is
essential that the agency retain its elemental commitment to the
principles of open intake and sanctuary. Their principle concern is that
children and young people not be trapped. on the streets. To others, it
appears that such a commitment is not only incomplete, but that it may be
unrealistic and largely symbolic. For them, the real need is for a program
approach which acknowledges that most young people who seek Covenant
House services are essentially "dispossessed"” and in need of physical and
emotional stability as an entry point to a route toward long-term self-
sufficiency rather than as a simple respite from the street. In order to
understand the current status of Covenant House, it is neécssary to
understand the full meaning of both the intellectual and emotional aspects

of these perceptions.

The varying perspectives on this fundamental question about the
nature of the Covenant House mission have been rapidly evolving toward

increasingly polarized positions which are now being juxtaposed in the
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more pointed question, "Is Covenant House meant exclusively to be a place
of sanctuary or can it also be a site for intervention and treatment
programs?” A powerful underlying issue is being clearly articulated as a
question about whether or not it is possible to increase the rigor of
certain  professional program standards  while, simultaneously,
maintaining the strong moral and spiritual commitment to the principles

of the "covenant."

Obviously, the resolution of this issue is of substantial importance.
To be effective, Covenant House must have a clear focus its purpose and
goals. The increasing polarization, and over-simplification, of these
contrasting perspectives is a troubling development which makes it
difficult to maintain this focus. It seems to be driving the organization to
a point where a difficult and potentially divisive choice may have to made.
Howzevcr, one must question whether or not these positions really must be

mutually exclusive.

e ouliside perspective of the ild Welfare League o erica
it appears t v use d U R 21 c a ould be
accomplish both. Otherwise, the organization  risks repeating the

experience of the many other agencies which have come to define their
clients through their service rather than defining their service through

their client's needs.

Ultimately, the resolution of these differences hinges on the ability of
key people to agree about their interpretations of the most important
characteristics and the corresponding service needs of the young people

who make up the bulk of the Covenant House client group. What seems
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most apparent is that this diverse group of children and young adults has
many needs, including the need for a place to live, sometimes on an
emergency basis. At the same time, virtually every one of them has a long
term need for stability and the means to establish their own independence
and self-sufficiency free of the victimization of the streets. ror some, this
simply means gaining access to the appropriate opportunity. For others, it
will require more assertive and structured support froin pcople who know

how to enable others to bring about personal chaunge under difficult

emotional and environmental circumstances.

Regardless of the depth of their individual needs, however, it is clear
all clients present themselves at Covenant House with a cluster of concrete
problems to which someon¢e must respond. This is the fundamental
challenge which Covenant House seems most prepared to accept. Whether
the need is simply for ,shuort-lerm shelter or for substantial therapeutic
intervention, UNDER 21 should have the capacity to respond
appropriately either through its own programming or by providing access,

through reliable linkages, to another suitable resources.

A request for admission to Covenant House is an overt act of asking
for help and, at least momentarily, represents an individual desire for
change. Covenant House should be prc.pared to recognize that request as ar
opportunity for positive intervention as well as an expression of need for
shclter.. To the extent that its principle role will be to provide shelter, it
must have reliable connections with other programs in order to assure
that its clients receive a full response to their needs. Alternatively, if it

expects to respond itself to a wider range of needs, it should acknowledge
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this broader commitment by clearly incorporating a balanced coﬁa‘iﬁﬁum of

e

o=

shelter services, structured intervention programs, and transitional living

within its formal statement of its mission.

.l

"
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Section Two: The Clients of UNDER 21

Covenant House has established a national reputation for serving
runaways and homeless youth. The images of young people seeking sheltes
and guidance have become part of the conscious identification of many
people with the problems both of family breakdown and survival in large
cities. In most instances, these'images reflect only a partial picture of
the actual client population served by UNDER 21 in New York. For most
people, it is difficult to appreciate the true depth of problems and
adversity faced by these young people. Yet, to understand much of the rea
meaning of Covenant House to its own volunteers and staff, it is necessary

to understand the nature of the challenge they face everyday.

For some people, Covenant House has been represented by runaways.
For others, it has meant a focus on young people who have been long-time
clients of the social service system and who are considered by many to
have been the ‘"failures" or "rejects" of those systems. Many of those in
the latter group have become too .old for conventional child-caring
systems but are not yet able to live by conventional means as self-
sufficient adults. Indeed, many of them are truly "dispossessed",

individuals who have never really known an effective family life or had

access to stable living arrangements.
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Covenant House has had to respond to each of these groups of people
and has had to cope with issues of abuse and ﬁcglect, substance abuse,
mental illness, inadequate education, lack of housing, poverty, crime,
prostitution, and b.road range of related problems. Perhaps the best way
to communicate some of these crucial facts is to quote several excerpts
from a recent paper written by the research staff at UNDER 21.* These
statements reflect their fiedings from a detailed survey of current and

former Covenant House residents.

The mean age ... was 19 years and ranged from 14 to 21 years.
Slightly less than three-quarters (73%) were males. The
ethnic breakdown was 56% Black, 14% White, 26% Hispanic and
4% Other. Only 18% of the respondants were found to be
attending high school. Seventy- three percent had never
completed High School and one-third of these, 25% of the
sample, had never gone beyond ninth grade.

Sixty -two percent . . . had been born in New York City. Only
2% were form other parts of New York State, while 20% were
from other parts of the US. Ten percent were from Puerto
Rico, The Dominican Republic or the other Caribbean countries,
and 5% were from Latin America or Europe.

*  Margetson, Neil and Lipman, Cynthia; Children at Risk: The Impact of Poverty, the Family and the
Street on Homeless and Runaway Youth in New York City: Paper delivered at the National

Symposium on Youth Victimization; Atlanta, Georgia; April 27, 1990.
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More than one-quarter (27%) . . . had at least one child (28% of
these had more than one.) Twenty-eight percent . . . reported
that the children were living with the other parent ( usually
the mother), 5% were in foster care and the remainder with
other relatives.

Twenty -four percent . . . were raised by someane other than
their natural parents. Thirty-three percent had been raised in
single-parent household, and an additional 25% had one parent
leave or die before they were 13 years old. Twenty-four
percent reported that at the present time one or both parents
were dead; of these 39% stated that the deaths were a result
of a drug overdose, violence or suicide. The average number of
children in the household was found to be 3.9 with a maximum
of 17. Forty-five percent were from long-term public
assistance households. Twenty- seven percent of the
respondants had spent time with foster families and 43% had
spent time in foster-care group homes. By way of contrast
only 9% had ever been adopted.

The average length of time away from home was 90 weeks,
however, the average length of time since the last contact
with family was far less, 21 weeks, and it was not uncommon
to find that individuals had spoken to their families during the
previous week.

. . . 26% reported having been pushed out (of their homes)
by their parent, and 28% left because of physical violence,
extreme emotional abuse, sexual abuse or parental substance
abuse. Thirteen percent were homeless because their parents
had died or become homeless, because they had aged out of the
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foster-care system, been discharged from an institution, or
because they had been evicted from an independently-rented
apartment. In addition 17% cited a ' desire for independence’.
When pressed those in this latter group referred to ‘family
conflict’ as the primary motivation for having left home. Less
than one-third said that they could imagine any circumstances
under ‘viiich they would go back home. '

While 60% o . . . had been living in an apartment immediately
prior to their arrival at Covenant House, only about one-third
of these, 22% of the sample, had been living with their parents.

Eighty percent . . . reported using alcohol, making it by far the
most widely used substance ( after tobacco used by 86%).
Sixty-eight percent reported marijuana use; 46% reported
cocaine use and 38% crack use. While these were the
predominant  substances of choice, sizeable minorities
reported experimenting with PCP (19%), heroin (12%),
prescription drugs (14%), and inhalants (11%).

Over 90% . . . reported being sexually active. Seventy-seven
percent stated a preference for opposite-sex partners and 15%
stated a preference for same- or either-sex partners. Thirty
percent reported that they always used condoms, while 44%
reported using condoms and 18% never. Girls were more likely
to report no condom use. The average number of partners
weekly was 2.8 and ranged from a low of 1 to a high of 20.
The monthly average was 7.8 with a low of 1 and a high of 80.
Twenty-nine percem' . . . admitted to having sex for 'food,
money, shelter or drugs'.
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An ongoing study of HIV sero-prevalence rate among Covenant
House residents has shown a population-wide sero-prevalence
rate of just over 7%.

Sixty-two percent . . . reported having been arrested at least
once, but most reported multiple arrests and 8% reported
prostitution-related arrests. Thirty-three percent reported
having ever been convicted of a misdemeanor and 18% of a
felony. Twenty-one percent had been at some lime
incarcerated as a juvenile and 29% as an adult.

Only 27% . . . said that they felt their health was excellent,
while 28% said that their health was either poor or fair.

Forty-six percent . . . reported having had outpatient treatment
for psychiatric problems and 18% had at some time been in a
pSsychiatric hospital or ward, on the average within the last
eighteen months.

What is not apparent from the information contained in these
excerpts is a sense of how dependent many of these young people actually
are on UNDER 21. A review of re-entry statistics demonstrates that a
substantial number of them spend a great deal of time in residence at
West 41st Street.  For this group, UNDER 21 is closer to a long term
residence than an emergency shelter. This is particularly true for older

minority youth.
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The situation is made clear by a relatively few facts from 1989.

- The percentage distribution of young people who were

admitted to the shelter one time during the year.

. By age:
under age 18 44%
over age 18 56%
» By minority status:

Black and Hispanic 84%
Other 16%

. The percentage distribution of young people who were

admitted to the shelter three or more times during the

year.

’ By age:
under age 18 24%
over age 18 76%
’ By minority status:

Black and Hispanic 91%
Other 9%
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Just over 30% of the individuals who were admitted to the Shelter
returned for 3 or more times (up to 28 times) during 1989. Obviously, the
older and minority youth were disproportionately represented in this
group. It is even more interesting to contrast the average lengths of stay

of each group.

Number of Admissions: Length of stay
1989 dmissio
1 admission - less than 1 week
3 or more admissions - more than 4 weeks

This means that the average amount of time spent in residence by
the group with three or more admissions was approximately three months
per individual during 1989. Obviously, some were there a great deal
longer than that. It is clear that this group needs a program that
has a longer range focus than is normally the case with

emergency shelters.

The overall picture which emerges of Covenant House clients is of a
group of young people who have experienced substantial deprivation and
who have compounded its effects through their own self-destructive
behavior. It appears, in the majority of instances, that this behavior is
well-established. Clearly, Covenant House is meeting a major challenge

by merely providing safe, secure shelter to this group. However, it is
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equally clear that many of these young people are ready for more than
shelter and that the further challenge is to be able to respond in greater
depth over an extended period of time. It is obviously important to be able
to identify these individuals and to respond to them.

Historically, Covenant House has responded in the same general way
to most of its clients. At this point, it should begin to increase its

capacity to make differential responses to individuals within broad

informal groupings such as the following:
- Tunaways;

- individuals clearly committed to remaining on the street

for the present time;
- minors in need of protection;
- homeless young adults;

- youth with developmental disabilities who have Ilost

eligibility for certain services by turning age 18;

- young mothers or fathers with responsibilities for care of

their own children;

- youth with a principal problem of substance abuse;
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- youth with special health problems, including those who

are HIV positive;
- gay and lesbian youth;
- undocumented aliens: and
- youth who are ready to work toward independence and self-

sufficiency.

Ultimately, it is a case of truly understanding who Covenant clients
really are and what the role of UNDER 21 should be. It is particularly
important to be able to be able to make the distinction between young

people who need to use the agency as a means of access into a broader

helping system and those who_have already been rejected by that system
and are now in need of concrete alternative services. To accomplish
this, UNDER 21 needs to able to engage in a process of
assessment, goal-setting, and case management which supports
the entry of its clients into longer term programs, either under

its own sponsorship or that ‘of other agencies.
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Section Three: The UNDER 21 Program

UNDER 21 is the direct descendent of the original Covenant House.
However, it has not only grown larger over the years, but far more
complex. In addition to the necessary development of a full range of
administrative support functions, it has incorporated a diversified set of
programs which give it a character more similar to a multi-function social
service agency than to the typical emergency shelter. Although the
provision of crisis services through the shelter still clearly dominates the
life of the agency, substantial amounts of time and money have been

devoted to these other program activities.

There are two ways in which UNDER 21 can be described:

. by its principal organizational units; or

. by its major functions.

An attempt to focus on organizational units leads one through a series of

"apples and oranges" comparisons that is informative but not necessarily
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helpful in understanding the organization as a whole. .Using this approach,

one would start with a list somewhat like the one that follows:

- Program

- Aftcircare

- Support Services

- Community Affairs

- Funding and Development
- Legal

-  Off the Streets

- Finance

- Health Services

Categorizing the wvarious parts of the agency by their common
functional purpose is more helpful in obtaining an insight into the true
organization of the resources and staff. Using this type of framework, one

begins with the following major categories of activities:

- Outreach

- Residential Services
- Direct Services |

- Community Services

- Administrative Services

This approach to describing UNDER 21 is represented in Figure II.
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— FINANCE

— HUMAN RESOURCES

— PUBLIC SAFETY

— FOOD SERVICES

— FACILITIES

— FUNDING AND
DEVELOPMENT
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—SHELTER
— INTAKE
FEMALES
YOUNGER MALES
OLDER MALES

— SUBSTANCE ABUSE

I~ SPECIAL NEEDS
(HIV POSITIVE)

— MOTHERS AND CHILDREN
(GROUP HOME)

— GROUP HOMES
GIRLS

BOYS

— AFTERCARE

- HEALTH CARE

—LEGAL SERVICES

~ RE-ENTRY

!
L OMBUDSMAN
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The recent program reductions necessitated by revenue losses have
resulted in the scaling back, or the outright loss, of some of these
organizational _elements. Nevertheless, UNDER 21 continues to be

responsible for managing the five broad functions identified above.

The approach to organizing and managing these functions has varied
somewhat over time. However, the principie method has been to place
primary responsibility in the hands of program, division, or unit directors
who have had substantial individual discretion in their particular
operation. This has provided the organization with the opportunity for
creativeness and flexibility but has also resulted in relatively little inter-
unit coordination or consistency. This circumstance was recognized in the
October 1989 internal report of the Task Force om Organizational
Effectiveness and prompted several recommendations designed to improve
management coordination. Although most of these recommendations have
not yet been implemented, actions have been taken in the intervening
months to begin strengthening the capacity of UNDER 21 management

staff to operate a more fully integrated set of programs.

Several of these management issues will be discussed in the
following section. However, this discussion will be more useful after a
number of observations are made about the various administrative and

program functions being carried out by UNDER 21.
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Outreach
The UNDER 21 outreach program, known as Off the Streets, has

been a highly visible symbol of the Covenant House presence in New York

for years. It serves two principal purposes:

1. it is an access point for shelter services for young people

on the streets; and

2. it provides food, short-term counseling, and referral
services to a number of youth who, for a wvariety of

reasons, will probably not use shelter services.

The staff of the program use vans to make nightly rounds of the
areas frequented by young people. They make themselves available for
contact with individuals who may be seeking assistance. At the same
time, they maintain contact and “check up" on some of those youth who
have little other contact with any parts of the formal helping system. For
this latter group, the outreach program may be the principal contact with

any entity apart from their "street life".

Off the Streets has been criticized by some as having been designed
primarily for its "public relations" value. The vans do represent a high
profile reminder of the Covenant House presence throughout New York. At
the same time, it does not appear the program, either om its own or
through 9-LINE, is a major source of referrals to the shelter. Some
people also contend that other agencies are able to provide this same type

of "street-oriented" service and that Covenant House would be better off
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concentrating its resources on the actual provision of shelter.

The principal stated goal of this program of actually moving people
"off the streets”, does not seem to be a major outcome. While some yom‘l‘éH
people do use it as a means of access to the shelter, they constilute‘f:"
relatively modest number. YUNDER 21 may actually achieve a higher level
of conventional outreach by focusing its attention on maintaining a more

effective information and referral system with other social service

agencies.

Nevertheless, the program appears to be well-run and is generally
effective in maintaining a street-based network of actual and potential
support for a group of seriously disturbed and alienated young people.
This outcome is of considerable value in its own right, making the service

is worth continuing.

Residential Services

( The popular connotation of Covenant House, particularly as
represented by UNDER 21, is as an emergency shelter. This is not
necessarily an inaccurate perception. However, as has already been
discussed, it is a substantially incomplete view. A considerable share of
the agency's resources support equally legitimate needs for more active
and extended intervention programs. It is a powerful measure of the

importance of "emergency shelter" as the embodiment of the Covenant
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House mission that even a great many staff members do not acknowledge

this well-established fact.

In some situations, this may not make a great deal of difference.
However, when considered within the context of a social organization
which must plan and manage change with a large and divérse group of

clients, it can he a significant handicap. The application of the wrong

conceptual framework to any problem will leave one with, not
only an inadequately defined problem, but the wrong solution to

that problem. Unless the right questions are asked, the right answers

are not likely to be forthcoming.

In the case of UNDER 21, the question, "How does one provide the
best emergency shelter?" is incomplete. The real question, the one which

reflects the real activities of the agency is:

"How does one provide the best residential
programs, including emergency shelter, to achieve

positive change and stability for young people who are

used to neither?"”

This is a far more complex question and it demands a more complex
answer than has thus far been provided in the Covenant House approach to

managing its services to the main body of its clients.

This fundamental problem may well be at the root of the

organization's consistent practice of developing more structured sub-
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programs such as Rights of Passage, the Mother and Child Program, and
the Substance Abuse Unit. In each instance, a planned and goal-oriented
approach to individual change has become the central component of the
program. It should also be at the core of a more struoctured and

consistent case management cystem for the emergency shelter.

Emergency Shelter

UNDER 21 emergency shelter beds are located within five different

units:

- Two intake and assessment units:
one for boys

one for girls

- Three regular units:
one for girls
one for younger boys

one for older boys.

Each of these units is organized and managed quite differently, depending
upon the style and professional orientation of the unit leader. This has
been a source of considerable frustration for both staff and clients who
have come to expect that rules and expectations will vary from place to

place within the Shelter. For the purposes of this study, the actual

July 15, 1990 Child Welfare League of America



Covenant House ' - Page 57

variations are less important than the acknowledgement of their existence.
One of the principal actions which must be taken in the immediate future
is to develop a consistent set of expectations about the management of the
individual uvnits and the cases of the clients assigned to them.

As an alternative to viewing the Emergency Shelter as being
composed of units, it may be helpful to conceptualize it as encompassing

three major responsibilities:
° intake and assessment;

. case planning and management; and
. referral and aftercare.

Where each of these responsibilities are carried out is less important
than how they are complleted. Within this framework, there should
be a clear recognition that each individual is coming from
somewhere and that he or she is also going somewhere. This
creates a purpose for the program of intervening to enable
clients to recognize that even though they may have had little
control over where they have been, that they do have the power
to control where they are going. While the value of shelter in its own
right -should not be underestimated, it will be of limited value if it does

not serve as a bridge to a more permanent and secure environment.
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Admittedly, many of the young people who use shelter services are
not ready, or do not want, to make significant changes in their lives. They
will return to the same circumstances they left to come to the Shelter
and will likely seek readmission at some point in the future. For this
group, a shelter stay clearly does not provide the bridge to that more
secur¢ environment. This is why UNDER 21 must have the capacity to

provide effective referral services and aftercare if go‘gtiguitx
in lannin and oal-settin is to be achieved for those

individuals who will return for subsequent stays.

For this reason, Covenant House not only has to provide the
continuum of services that it has been evolving through its generation of
programs such as Rights of Passage and the Aftercare Program for
mothers and their children, it also must provide continujty of servi_pg for
those individuals who have not yet focused on realistic goals and who
will, consequently, experience multiple admissions to the Shelter. To do
so, it will have to achieve a higher degree of structure and consistency in
its approach to case planning and case management for its emergency

shelter clients,

The single most important element of a more effective case planning
system will be to develop an enhanced capacity to involve individual
clients in the actual forrﬁulation of their own plans. The review team
observed the case review and planning process in several units. The focus
was consistently on staff expectations rather than on the pgoals of the
young people in question. It was not at all clear how these expectations

were being translated to clients or how individuals were expected to
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internalize them. When one recognizes that the substantial majority of
these people are adults and, as such, fully responsible for their own

actions, this becomes an extremely important question.

Achicﬁng appropriate change when working with virtually any grouj
of people is a direct product of the degree to which the objectives for
change are immediately relevant to them.  This requires a program
capacity to be sensitive and responsive to individual differences and
needs. This is nowhere more important than it is in" working with the
~young people served by UNDER 21. Not only do they span a wide range o
ages and socio-economic backgrounds, they encompass a microcosm of the
cultural, ethnic, and religious groups to be found in New York. It is clear
that Covenant House faces a special challenge in being able to understand
these differences and to respond appropriately to them. It will be better
able to do so in an environment which both respects individual differences
and values a process which builds upon them. The most effective case
plans will be personally and culturally relevant, not only to staff but to
the clients themselves. Those individuals who believe that the case plan
is truly their own will be more likely to take them seriously and, in turn,

to be successful in achieving their objectives.

It is recognized that UNDER 21 does have to maintain f{irm
expectations of its clients and that it may be required to  be highly
directive with some. Nevertheless, the absolute key to success is to
assure that case plans are focused on goals which actually originate with
the individual client. Without a clear investment in longer term goals by

the clients themselves, continuity in case planning will not be possible.
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To be effective, UNDER 21 must maintain the staff capacity to develop
such client-directed plans while simultaneously assuring that they are
realistic. Therefore, its case management system must be structured to

enable skilled staff to:

- interact regularly and iniensively with clients;

- carry out a role of providing perspective and, where
necessary, direction to the young people for whom they

have responsibility; and, yet

- retain the capacity to enable each youth to make his or her

own choice about plans and actions.

Under even the best of circumstances, providing consistent care
within the environment of a large shelter is difficult. Under 21, through
its own October 1989 report of the Task Force on Organizational Change,
has acknowledged that there have been past problems associated with
some clients posing physical and psychological threats to both staff and
other residents. Improving this situation has been a priority of the
agency's administration over the last several months. Actions have been
taken to exclude certain clients who Havc engaged in threatening behavior.
Program staff and the Ombudsman have worked together to achieve more

consistent application of the "card system to violations of rules related
to violence or threatening. The project team has been impressed by the
degree of order and civility which has existed in all units during the

course of the review. The value of this achievement should not be
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minimized. When all else has been considered, the most important aspect
of shelter is still is to maintain a safe and secure environment. This is a
prerequisite for allowing individuals sufficient psychological freedom to
relax and to make a serious investment in promoting permanent change for
themselves. The UNDER 21 staff has done a commsndable job in

achieving this.

In recognition of the importance of both the above accomplishment
and other efforts toward change that are currently underway, the review
team is reluctant to appear to be too critical. @ However, there are a
number of other observations about the unit process and environment

which should be made.

* Written case records are inadequate. They do not reflect

detailed or well thought out case goals and do not provide

the basis for appropriate measurement of client progress.

. The "card" system continues to be applied incopsistently

among units and among staff within the same unit.

e The current jntake and assessment process often takes too

long, during which time individual clients are without
adequate support or programming. Immediate alternatives

to "hanging around" the unit should be developed.
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e d e-ent ' veloped. It is not
uncommon for the same client to be re-admitted under
several names and for duplicate or conflicting case plans

to be developed.

o Supervision of front-line staff is not consisient. Individua!l

staff people are often left to develop their own approaches
to clients. While many of these may be appropriate, they

are beyond the immediate control of the agency.

° The roles of wvarious professional and paraprofessjonal
positions within the unijts should be clarified and
standardized. This does not mean that people should be

forced into narrowly defined categories of behavior or
responsibility However, action does need to be taken to
assure that respective roles and lines of authority are

fully understood by both staff and clients.

Specialized Units

UNDER 21 has been operating a number of specialized units offering
an expanded range of longer term services to young people who have
indicated a willingness to deal substantively with the significant problems

in their lives. Some of these services have been offered at the West 41st
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Street facility but the larger number have been being provided through a
growing network of other facilities located throughout the city.
Unfortunately, as part of the current program reductions most, if not all, of
these satellite locations will be closed. Simultaneously, decisions are being
made to discontinue some of the services while trying to transfer the
remainder to West 41st Street. In each instance, the history and current
experience is helpful in further understanding the overall philosophy and

operational style of Covenant House.

Special Needs Unit

Action has already been taken to eliminate the "Special Needs Unit"
which had been established to provide extended residential services to
youth who are HIV infected. However, the experience with this unit
serves as a good example of the way in which Covenant House has used its
relatively plentiful resources to solve problems. The unit had been created
in recognition of the extreme difficulty that this population would have in
obtaining stable, supportive living arrangements elsewhere. Staff people
had learned this through direct experience; they had little success in
making follow-up arrangements. The response to this problem, "we'll do it
ourselves" was typical of the Covenant House approach. As a need was
identified the most immediately effective way to meet it was to create a
new Covenant House service rather than to attempt to negotiate with what

was perceived as an unresponsive external system.
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In many respects, this .represcnts a commendable willingness to take
assertive action and to solve problems which others might not. On the
other hand, it has tended to lead Covenant House in diverse directions,
sometimes before it has fully appreciated the implications or new burdens
associated with these initiatives. It also has reinforced the perceptions of
many people outside of Covenant House that the agency was arrogant and
unwilling to work in a cooperative fashion with others who might share

their concerns.

Substance Abuse Unit

The Substance Abuse Unit was created in much the same way as
Special Needs. It represented a self-contained response to a need which
was not being adequately met through existing resources. However, there
are some significant differences in the approach that has been taken. The

most significant are:

- the recognition that substance abuse was a major problem
for a majori_ly of Covenant House clients and that it was
simply not possible to achieve success with the primary
target group without an effective means of dealing with

the issue;

- the decision to work with the larger substance abuse
treatment system by not creating a duplicate of other

treatment programs but by emphasizing instead a more
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short-term program of education and awareness designed
to prepare clients to move successfully into already

existing long-term treatment programs elsewhere; and

- the choice of a program directocr who already had direct
experience in New York's substance abuse treatment
system and who was able to bring not only concrete
program knowledge but also an existing network of

cooperative relationships.

To the outside observer, the Substance Abuse Unit appears to be the
most well organized of the units at West 41st Street. In contrast to the
other units, there is a structured daily program and a far more consistent
sense of individual goal setting. There is a clear emphasis on individual
recoghilion of responsibility for change and on the role of the program as
a means of transition to another setting. This creates a more purposeful
atmosphere on the floor and encourages the creation on clear beginnings
and endings to the process. Even though the period of time an individual
will spend in the substance abuse unit i1s limited, this structure helps to
avoid the feeling of impermanence and drift that is evident in the crisis

units.

It appears that the approach being used in the Substance Abuse Unit
could be adapted to good benefit in others areas of the UNDER 21

Program.
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Mother and Child Program

The Mother and Child Program, like the Substance Abuse Unit,
represents a strong pragmatic approach to a problem that is unavoidable
for any organization dealing with young peopie. Pregnancy and motherhoo
are realities for a high percentage of the young women who seek Covenant
House services. They also are substaniial barriers to their eventual
ability to be self-sufficient and economically independent. For many,
however, the initial challenge is simply to-regulale their lives and to

assure that their children receive proper care.

UNDER 21 has created a sound program which emphasizes the
establishment of fundamental lifeskills while also providing support for
the development of the longer term means to gain access to educational
‘and vocational skills. " The program, as is the case with many components
of Covenant House, is also distinguished by its extensive and excellent use

of volunteers.

The Mother and Child Program has developed a sound case planning
and management style that would serve as a good model for other
Covenant House units. It is achieving a relatively high level of continuity
with its clients by providing an integrated package of services over an
extended period of time, including the time after a mother has left the
gfoup facility. Two aspects of its programming have particular :.[;mcntiai

for replication elsewhere:

° Aftercare
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This program makes the Mother and Child Program the
only component of Covenant House with a formal capacity
to provide continuing and consistent service regardless of
the living arrangement of the client. It clearly recognizes
that permanent change takes time and, more importantly,
that the young people it serves sometimes need structure

and support during that time.

Health Services

- The UNDER 21 Health Clinic plays a broad role in relation

to all programs. However, it is particularly important. to
the success of the Mother and Child Program for two
reasons: it provides concrete services which are of clear
value to the recipients; and it provides them within the
context of a broad case plan which requires continuity by
the agency and follow-through by the client. Even though
the clinic has been providing continuing care to some other
former residents, the clients of the Mother and Child
Program are the only ones who receive such care as part of
a structured plan for which the agency accepts

responsibility along with the individual.

area of significant concern for the review team in

assessing the Mother and Child Program is speculative. Tentative plans

exist for the program to be moved to either West 41st Street or to West

17th Street as a part of the changes being made to accommodate the

current revenue
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questionable if the program can be operated with the same degree of

success in a location where a variety of other clients, with somewhat

different needs, are also in residence.

The overall success of the Mother and Child Program indicates that
there is substantial potential for application of some the same principals
of extended case planning and mapagement to other Covenant House
program areas. In addition, it would be of considerable benefit to
programs throughout the country to be able to learn more about the Mothe
and Child Program. In the view of the project team, it serves as an

excellent model for replication elsewhere.

Other Group Homes

It appears that the other two satellite group homes will be closed as
part of the current budget reduction. These facilities have provided

UNDER 21 with an important source of flexibility. They have:
- been an alternative living arrangement for some young
people for whom the atmosphere of at West 41st Street

was too intense; and

- provided more appropriate options for clients in need of

longer term residence.
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Consideration is being given to trying to re-establish some of the
elements of the group programs at West 41st Street. However, it appears
that most of the benefits of the programs operated from these facilities

will be lost.

Direct Services

In addition to the wvarious programs which have direct care
responsibility for clients, UNDER 21 also operates other direct service
functions which provide significant services. Because they currently
serve, or could potentially, serve all UNDER 21 clients regardless of the
specific program to which they are assigned, it is useful to think of them
as separate, free-standing services which can be used, as needed, in
support of specific case plans. They are particularly useful as
components of "continuing service" to clients who are no longer in
residence but who may still be in need of assistance until they have

successfully been connected with other supportive resources.
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Aftercare

Aftercare has already been discussed in the context of the Mother
and Child Program which has been its predominant focus over the years
and, with budget reductions, will be its oniy focus for the forseeable
future. However, it has been used to providé ‘services to other groups at
various points in the past.  This serves to underscore its clear potential
as a resource for a wider rangelof clients. It should either be expanded or
used as a model to create a comparable capacity to serve all clients who

leave the shelter with continuing case goals.

Legal Services

Legal Services is one of the most heavily used components of the
UNDER 21 Program, both by current and former residents. In part, this is
because many of the agency's clients have legitimate legal issues to
resolve. It also is a product of the perception that the department
represents a source of independent advocacy and intervention with a
variety of other community institutions and agencies. It is interesting
that outside people who have contact with Covenant House clients identify
the lawyers of this unit as the representatives of the agency, other than
administrators, with whom they have the most contact. Generally, these
people perceive them to be effective on behalf of their clients and helpful
to the other agencies with which they work. The combination of internal
demand for this service and the outside appreciation of the contact it

generates, reinforces the opinion of the review team that a substantially
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greater investment should be made in community oriented case

management and aftercare as an integral part of the UNDER 21 program

structure.

Health Clinic

The UNDER 21 Health Clinic is one of the strongest aspects of its
program. The staff of this department provide a variety of direct care
services to residents and former residents. In addition, they have played
~an important educational role in areas such as AIDS prevention and child

care.

It is irdnic that the Clinic is one of the components being most
seriously questioned for continuation in the future. It is argued that
health care services should be available to clients from other sources. It
is true that there are a variety of other health care programs for which
many individuals may be eligible. However, at this point, few of them are

able to make good use of these alternatives.

Because health care is one of the consistent needs of the client
population and the services of the Clinic serve as a powerful force in
maintaining contact with ~many individuals, it would make sense to
continue as much of the service as possible. Within the frame\-vork of a
more structured, long term case management system these services could

provide a strong and consistent means of promoting individual change.
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Ombudsman

The function of Ombudsman is not officially a part of UNDER 21.
Rather, it is attached directly to the Corporate President's staff.
However, the people who carry out his function are an important part of
the agency structure designed to support services to individual clients.
They review case situations where individual Elicnts believe that they
may have been treated unfairly and, where they find that it is warranted,

overturn decisions which have been made by program staff.

This responsibility carries the inherent potential for conflict and ill
will and, at times, strong feelings have becn- generated by the actions of
the office. From the perspectives of both program staff and the
Ombudsman, there have been occasions when arbitrary and inconsistent
actions have been taken by the other. Often, it has been perceived that
clients were skillfully using the different components of the agency

against each other.

This dynamic has been recognized by the UNDER 21 management
staff, as well as the Ombudsman and considerable attention has been paid
to strengthening the working relationship during the past several months.
It appears that significant progress has been made in achieving a much

higher degree of mutual understanding and consistency.
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To be successful, the Ombudsman requires two principal
organizational resources: power; and credibility. Power has been
provided by the direct link to the Covenant House President. However, that
very link often undermined the credibility of the function in the minds of
many staff people who viewed iudividual an ombudsman as operating
without effective supervision or direction. This has given rise to
questions about the proper organizational location and accountability
structure for the function. In many respects, the Ombudsman may be more
effective with a direct reporting relationship to the UNDER 21 Executive
Director who be in a position not only to assure consistent policy
interpretation but to take immediate action to correct systemic problems

identified through the work of the office.

Regardless of the ultimate structure for supervision and support,
the Ombudsman should be represented on the UNDER 21 management tea
While the most important function of the office will continue to be
assuring that all clients receive fair treatment within the system, the
potential for using its accumulated knowledge and insights into the daily
functioning of the various programs should not be neglected. This is
particularly true in the area of strengthening of the UNDER 21 system of

quality assurance and accountability.
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Community Affairs

Effective management of relationships with a variety of community
institutions, agents, and individuals is important to the success of

UNDER 21 services fer three principal reasons:

» Public confidence
To be successful, a community based agency must
generally be respected and be considered to be both a "good
organizational citizen" and competent provider of

services.

»  Coordination with related services and systems
No single agency can meet the full needs of all its
clients. It relies on other organizations to be effective in
their own work and to be supportive of the work of others.
A well coordinated system of services requires
cooperation, respect, and joint effort among all the

related parties.

. Coordination of individual cases

Even within a well developed system of coordinated
services, the creation of an appropriate case plan for a
single individual can be difficult. Virtually every client
served by Covenant House is also the potential client of a
variety of other agencies. Individual case coordination

should be a constant demand on the agency' s staff.
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In general, Covenant House has done well in projecting a positive
image of its programs. Most representatives of community based agencies
interviewed as part of this evaluation place- an extremely high value on
them and consider them t5 be indispensable. However, these views seem
to exist despite other perceptions which would normally be the cause of

substantial animosity and resentment.

It was nearly a universal opinion that Covenant House had a history
of being uncooperative, arrogant, unappreciative of other's efforts, and
generally unwilling to work closely with other agencies or city
authorities. Even those people who indicated that they have enjoyed
relatively effective working relationships with the agency expressed the
feeling that Covenant House was much better at “talking than listening".
Several people expressed the opinion that the clients of Covenant House
had been manipulated and used for public relations purposes. Overall, the

image projected by most people was not flattering.

On a much more positive note, there were strong indications from a
number of people that this situation a.ppeared to be changing and that
Covenant House had been growing more open and cooperative within the
last two years. Much of the credit for this change was given to a single
individual who, until recently, has been the Director of Community
Affairs. Even with this acknowledgement of constructive change, most
people still felt ill-informed about the agency and unsure about how to

initiate appropriate contact with it.
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A very interesting variation on this theme was presented by law
enforcement officers and others who make regular referrals to UNDER 21.
They expressed the highest regard for the consistency and availability of
the services, particularly the emergency shelter. ~ Nevertheless, they
generally do not regard most of the agency's staff people 0 be either
cooperative or competent, and with some important excepticns, do not
believe that they can rely on consistent access or communication. For
many of them, it feels like a "one way street"; they can make a referral

but communication and cooperation stops there.

There was general agreement among the community representatives
- that effective communication with Covenant House relied on access to
only a handful of administrative staff. Beyond this group, they had
virtually no expectation on developing any form of working relationship.
This is clearly a disturbing message for an agency which should be

intimately tied to a wide range of other community groups and resources.

Despite this negative conclusion, there is still reason for optimism.
As was mentioned earlier, virtually all observers consider UNDER 21
services to be of vital importance and seem ready to ignore many of the
other factors which would otherwise alienate people. Obviously, Covenant
House might be able to continue on this basis indefinitely. However, it
appears that with a modest investment in open discussion with community
representatives and a consistent effort to development explicit working

agreement with other agencies that éommunity relationships could

become a substantial strength.
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Administrative Functions

UNDER 21 is supported by a full range =f administrative functions,
some essentially self-contained, others which share important aspects of
their duties with Corporate administration. As is the case in all large
service organizations, some of these activities appear to have only the
most indirect bearing on the daily flow of program services while others
play a directly visible support role. Nevertheless, regardless of the
immediacy of their particular function's relationship to programs,
virtually all administrative staff people seem to have a strong sense of
the importance of their roles in achieving the fundamental mission of
Covenant House. Based on this crucial element alone, it is possible to say
~that UNDER 21 has achieved a degree of effectiveness in its
administrative support system that is not necessarily typical of

comparable organizations.

A detailed analysis of these support functions is beyond the scope of
this review and, at any rate, many of the more crucial aspects of
administrative services are being assessed separately by the Corporate
Board through other means. Therefore, the project team has focused only
on those activities and policies which have an immediate affect on the
central issues of the review. Within even this limited context, there are

a number of relevant observations to be made.
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Funding and Development

Funding and Development has been placed in a peculiar status at
UNDER 21. Because of the proximity to Corporate developmeui staff and
the fact that the Greater New York area plays such a significant role in
the overall Covenant House fund-raising strategy, the department must be
responsive to both site and Corporate direction. This kas a constraining
effect on the staff and is a source of frustration. Despite its presence in
the strongest fund-raising area covered by a Covenant House program,
UNDER 21 has relatively less authority to proceed on its own initiatives

than do sites in other cities,

This may be one of the unavoidable consequences of being located
close to corporate headquarters. However, it has the effect of reducing
flexibility and initiative at a time when severe budget reductions may
require even greater efforts to generate additional sources of revenue. It
may be wise to manage the broad general donor base with caution.
However, there are a variety of public and private sources of additional
support that are uniquely oriented to New York. In this circumstance, the
people actually providing the local services should be carrying out the
principal development activities. Steps should be taken to clarify the

scope of authority of UNDER 21 to seek its own expanded sources of

funding.
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Human Resources

There are four significant areas of Human Resources responsibility

which should be addressed.

Cultura] Res siveness | iri a ent Staff

Minority youth are disproportionately represerted in the client
population of UNDER 21. It is essential thai the agency have the
capacity to understand and respond to the special needs of these
clients. It is equally important that the young people themselves
have confidence that this can happen. Although the agency has a fair
representation of minority groups on its staff, there is virtually
none at an upper management level. At the very least, this
undermines the confidence of people who must be able to believe
that UNDER 21 can provide services which are culturally
responsive. At the other extreme, it can be perceived as the product
of exclusionary institutional policies which devalue the important

contributions which can be made by people of diversified ethnic and

cultural backgrounds.

Agency administrators have clearly identified the lack of
minority management staff as a problem and have voiced their
determination to gain an appropriate balance. Their attitude is
commendable. However, it is csscntial.that this now be translated

into concrete action.
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es v iti
The strength of any direct service program is the product of
the quality, generally defined as a combination of skill and attitude,
of its staff. Covenant House has been fortunate to have had access
to a relatively motivated aud capable corps of both volunteer and
paid staff at all levels. However, it is becoming increasingly
difficult to recruit arnd retain appropriately qualified people for

entry level positions such as in child care and public safety.

There are problems in agencies throughout the country in
trying to keep these types of positions adequately staffed. In part,
this is because the work can be demanding and frustrating. In larger
measure, however, it is a direct product of relatively low salaries.
In areas which enjoy a cost of living substantially lower than in the
City of New York, entry level salaries are not appreciably different
than what is currently being paid by UNDER 21. It is predictable
that it will become increasingly difficult to maintain appropriate

front-line staff wunless action is taken to increase the level of

compensation..

Staff Training

UNDER 21 has an extensive set of in-service training resources
available to its staff. Although incomplete in some respects, the
training curriculum, if implemented and applied on a consistent

basis, could provide the basis for substantial benefit to the agency's
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overall performance. Regrettably, the available resources are not

used up to their potential primarily because many staff do not fully

participate. The apparent reasons for the lack of participation are

that:

Consequently,

unit workloads are such that staff cannot be given the time

to attend sessions; and

the actual scheduling of training sessions can be erratic and

unreliable.

a great many people are not receiving even the basic

training which the agency is prepared to offer.

If workloads are so heavy that time for training cannot be made

available, then adequacy of staffing must be seriously questioned. It is

equally likely, however, that supervisory staff have not made training a

priority and have not expected or assured that people attend on a regular

basis. UNDER 21 should take steps to assure that:
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all staff are aware of the expectation that they attend

training;

that supervisory staff are responsible for enabling them

to do so; and

consistent schedules of availability are maintained.
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The actions which had been taken during the past fiscal year to
begin a substantial upgrading of skills of existing staff through an
extensive tuition reimbursement program represents the type of
coimmitment which should be made by an agency of the size zand
complexity of Covenant House. It has represented a commitment to
existing staff at the same that it has recognized the need (o develop

an enhanced capacity and level of skill.

At a content level, the training curriculum is generally sound.
However, in at least one respect it reflects an area of weakness in
UNDER 21 programming which was discussed in an earlier section:
the capacity to engage its clients in the formulation of individually
relevant and responsive case plans. As part of a response to this
need, UNDER 21 should upgrade it training curriculum to assist
staff in the development not only of direct case planning skills, but
also in the skills of "cultural competence" necessary to successful

work with the multi-racial and multi-ethnic population it serves.

Employee Relations

Covenant House, as an organization, has prided itself on a
tradition of relatively comfortable relations among its staff. This has
been attributed to the widespread undcrslandihg and commitment to
the agency mission and the solidarity of purpose that resulted.
However, it is reported that there has always been a strong

“undercurrent of staff discontent related to issues ranging from
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adequate pay to individual respect. It appears that there has been a
deepening of this feeling as the agency has grown larger in recent
years and, most recently, as it has struggled to adjust to the financial

and leadership changes of the past months.

It is ironic that the eviderce of staff concerns has
increased in large part because of the only recently developed
perception that it is appropriate to state dissenting views. It is
reported that the previous belief was that any expression of concern
or discontent would generate a response of accusations of lack of
commitment or sincerity and could lead to "retaliation” within the
organization. Therefore, it appears that at least some of the
increased expression of staff grievances may actually be a relatively
healthy sign of increased staff empowerment and involvement in

organizational problem solving.

Compared to many organizations of comparable size,
UNDER 21 still enjoys an effective relationship between its
management and staff. Nevertheless, there are sufficient sources of

concern about such matters as compensation, job security, and

15, 1990 Child Welfare League of America




Covenant House Page 84

- program policy to be the cause of some concern. At this point, it

appears that the single most effective actions to be taken are to:

- assure that the efforts to establish and maintain adequate

internal communication are continued; and

- provide legitimate opportunities for joint consideration of
those matters which affeci everyone who works at

Covenant House.

Public Safety

The public sai'ety function has been the subject of a separate outside
review, Therefore, the project team has confined its attention to one
significant area, the role of staff in establishing and enforcing policy and
standards with clients. Unlike security staff in some organizations, the
people employed within the Covenant House Public Safety Department have
regular interaction with current and former residents. As actions are
taken to change the basis upon which security services are provided,
special attention should be given to assuring that this aspect of the
function is appropriately considered. Public Safety staff should continue
to be expected to have skills in the area of client interaction and
provision should be made for them to be involved in the formulation of

shelter policy and case management procedures.
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Facilities Management

The UNDER 21 physical plant is in excellent condition, is well-
maintained, and well-equipped. The project team has rarely secr a shelter
or other comparable facility serving this target group which is as clean

and pleasantly maintained as is the West 41st Street facility.

The staff appears to be doing an excellent job and to take justifiable
pride in their work. It is clear that many of these people also identify
strongly with a role in support of residents and that they expect to have
regular interaction with them. On balance, this would seem to be
appropriate. However, as with the Public Safety staff, it is important to
assure that this interaction takes place in a manner consistent with case
plans and the overall policy of the program. For this reason, it is
important to provide for a mechanism to keep maintenance staff informed
about client status and to give them the opportunity to participate in the

ongoing consideration of the effectiveness and appropriateness of

program.

Food Service

By all accounts, the food available to residents of UNDER 21 is
plentiful and well-prepared.  There are indications, however, that the
basic practices of the Food Service Department have not been economical

or efficient. It appears that it is possible to provide food of comparable
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quality and availability at considerably less cost than is now being
incurred. At a time of serious budget problems, it would be appropriate to
give consideration to re-directing resources saved in a more efficient

operation to program areas of greater need.

Data Processing

Data processing does not exisi as a separate function  within
Under 21. However, as with most organizations of this size, automated
systems are among the most important and complex tools being used in
support of programs. Compared to other similar organizations, Covenant
House has reasonably complete access to appropriate hardware, systems

software, and skilled staff.

However, because UNDER 21 is largely dependent on corporate data
processing which is oriented to fund-raising , there are issues which

should be considered for improving the agency's capabilities.

- The current system is not particularly strong for purposes
of case management. Resources should be made available

for a specialized case management and tracking system.

- The UNDER 21 financial management system is limited
because of its i'mcgralion into the _Cbrporate system,
which was not designed for program budgeting and

accounting purposes.
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Research

The UNDER 21 Research Department is a unique resource for a
program of this size. It has the capacity to carry out a variety of
inquiries and analyses which can be of substartial benefit to
administrators. In addition, the staff has developed a souna understanding
of the case information system and could be of substantial assistance in

the design of a system which would be more directly supportive of case

management.

The Research Department is also responsible for the maintenance of
the agency's case records. As a result of the budget reductions, it has
been left with no staff to carry out this function. UNDER 21 has taken
actions to cover these tasks by assigning responsibility to a clerical
person from another administrative unit. It is recommended that this

arrangement be monitored closely to assure that the status of case record

maintenance does not deteriorate.

Relationship to other Covenant House Programs

UNDER 21 is one of three direct service programs operated by
Covenant House in New York. The other two, Rights of Passage, aqd
9-LINE, are more specialized in their focus although they are designed to

serve the same broad target group of homeless youth. For the purposes of
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this review, the principal concern has been to understand the nature of the

working relationship among the three programs.

Rights of Passage

Rights of Passage is a program designed to assist older youth in
achieving financial and social independence through a variety of
educational and vocational activities. It uses a system of "mentoring" to
provide its clients with intensive individual support and role models while
also providing longer term shelter and counseling in a separate facility. In
order to participate, an individual must complete a rigorous application
process and be capable of carrying out a full-time educational or vocational
plan. Although this program was not evaluated within the context of this
review, it impressed the project team as a sound alternative for a number

of youth who have been using the services of UNDER 21.

Although Rights of Passage originated as a component of
UNDER 21 and has, therefore, worked closely with- the emergency
shelter, there currently exists a somewhat strained relationship between
the two programs. This is due, in large measure, to the perception of
UNDER 21 staff that the program has become "elitist" in its orientation
and that mahy of the young people whom they are seeing at the shelter are
unable to relate to it as a realistic alternative. They contend that the

orientation of the program is not relevant to the experience of many
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minority clients and that it is more difficult for females to gain
admission than it is for males. To compound this feeling, they believe
that some clients have been needlessly discouraged, or even humiliated by
the competitive application process. As a result, even though Rights of
Passage accepts referrals from nowhere other than Under 21, a growing
reluctance to make referrals is emerging afnong the staff of the various

UNDER 21 units. i

Because of the budget reductions throughout all Covenant House
programs and the resulting reduction in the size of Rights of Passage,
this slowing of referrals has apparently not yet had a noticeable impact.
However, it is a matier which ought to be receiving serious attention. It
is clear that many of the }-roung people using UNDER 21 do need longer
term support. Regardless of whether or not the current Rights of
Passage program is the most appropriate resource for all of them, it

should be used whenever possible.

The proposed plan to re-integrate the administration of UNDER 21
and Rights of Passage could help considerably to improve the working
relationship. Whether or not this plan. is implemented, Covenant House
should give consideration to establishing a permanent team of UNDER 21
and Rights of Passage staff to carry out joint planning and to facilitate

the referral of cases between the programs.
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9-LINE

Covenant House established 9-LINE as a national hotline for
homeless or runaway youth seeking assistance and for families in crisis.
It has developed an active workload of varied telephone inquiries from

around the country.

Although it does receive calls from the New York area, and does
dispatch the UNDER 21 outreach vans in response to some of them,
9-LINE has not been a significant source of referrals to the West 41st
Street shelter. While there has been a modest increase in referrals to the
shelter in recent months, the overall number remains small. Of more
significance to shelter staff has been the perception that 9-LINE
volunteers are sometimes poorly informed about the actual services
offered by UNDER 21 and that, as a result, young people are often given

erroneous or inappropriate information.

This indicates that while there may not be the same need for case
coordination with 9-LINE as there is with Rights of Passage, there is a
need for more effective communication and, perhaps, joint training of

volunteers.
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Section Four:

Governance, Administration, and Organization

One of the most significant issues facing Covenant House in New
York involves the issue of authovity. Prior to Father Ritter's departure
from the agency it was clear that he held the ultimate power to make
decisions at both the corporate and site levels. Since that time, there has
been a degree of confusion over what decisions should be made by the
UNDER 21 Board and which should be made by the Corporate Board. In
many respects, this confusion reflects the variety of views that are held
by various volunteers and staff about future directions and priorities for
the organization. Some people believe that qualitatively different choices
would be made by the two boards because of a fundamental difference in
membership and orientation. To outside observers it is not at all clear

that these differences necessarily exist.

This continuing lack of clarity has an immediate and directly

negative affect on the UNDER 21 staff. It has been:
- confusing and discouraging to staff at all levels;

. a contributing factor in the delay of a variety of actions to
improve UNDER 21 administrative and program services;

and
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- ultimately an undermining factor in the level of
confidence that front-line staff are able to have in

administrative and volunteer leadership.

It is apparent that the members of the UNDER 21 Board want to be
able to function with a same degree of authority and autonomy which they
believe is afforded to the boards of sites in other cities. They believe
that they are disadvantaged by being at close proximity to the Corporate
Board while having no offsetting ability to influence the decision-making
of that group. In general, they have believed that the agency would be
better served if it either provided them with the proper authority or

simply assumed all responsibility at a corporate level.

Clearly it is imperative to resolve these questions. The review team
might agree with the limited perspective that it is better to have a clear
designation of either the UNDER 21 Board or the Corporate Board as the
principal authority than to continue under present circumstances.
However, it would be far more consistent and ultimately, more effective,

to lodge appropriate authority with the site board.

The recent proposal to consolidate UNDER 21 and Rights of
Passage and to operate the programs under the authority of a single New
York site board offers an appropriate alternative to the "all or nothing"
approach. Although many of.lhe same questions of the relative balance of
authority would remain, this change would appear to offer the opportunity
to strengthen the site board and to increase its visibility as the focal

point of governance for New York.
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Management Practices

The evolution of the UNDER 21 Program has been closely tied to the
overall growth of Covenant House anc its identification with the role of
Father Ritter as the ultimate authori'y in most matters. As a result, its
administrative structure has evolved in a manner that reflects a
unilateral style of decision-making. The practical effect of this style has
been to establish a structure which tends to isolate individual managers,
allowing them a degree of individual freedom but denying them access to a

strong support team.

The result of this approach has been a management framework

characterized by:
. poor lateral communication;
° weak mechanisms for coordinating activities;
. inconsistent policies and practices among units;  and
. a lack of clear supervisory lines of aulhorily..

The overall impact of this framework has been to support a system in

which individual or unit accountability has been difficult to maintain.
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This problem was clearly identified in the October 1989 report of
the UNDER 21 Task Force on Organizational Effectiveness. The
alternative organizational structure proposed in that report would provide
an appropriate basiz for developing a more integrated and mutually
supportive approach (o management. In combination with the strong
efforts of recent months to improve internal communication and

teamwork, it cculd substantially enhance internal accountability.

The only significant weakness perceived by the review team in this
proposal is in the exact nature of the clusters of tasks to be delegated by
the Executive Director to upper management. There would appear to be the
strong potential for the recurrent escalation of specific program issues to
the Executive Director's Office for resolution. The principal goals of the

reorganization should be to:

a enable the Executive Director to maintain a broad
perspective on program responsibilities without the

necessity of daily, detailed program intervention;

- establish a strong upper management team which has the

capacity to work in close coordination in the direction and

control of all aspects of the program; and

- establish clear lines of accountability directly from the
Executive Director, through principal deputies, to front-

line staff.
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The review team suggests that some minor variations (see Figures
III, IV, and V) on the proposals of the Task Force might enhance these

capabilities.

FIGURE I1I

UNDER 21
ALTERNATIVE
ORGANIZATIONAL STRUCTURE

OFFICE OF THE EXECUTIVE DIRECTOR
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FIGURE 1V

UNDER 21
ALTERNATIVE

ORGANIZATIONAL STRUCTURE

OFFICE OF THE

ASSOCIATE EXECUTIVE DIRECTOR:
PROGRAMS
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FIGURE V

UNDER 21
ALTERNATIVE
ORGANIZATIONAL STRUCTURE

OFFICE OF THE

ASSOCIATE EXECUTIVE DIRECTOR:
ADMINISTRATION
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Section Five:

Additional Observations

In addition to the specific findings outlined in the preceding
sections, the review team believes that there are additional observations
which should be made even though they do not fall clearly within a given

content area. These include the following:

Licensing

Covenant House has consistently failed to seek or obtain appropriate
operating licenses from state and local authorities. While there are a
variety of philosophical and practical reasons for this, there is ultimately
no suitable justification for knowingly operating outside the scope of the

laws which govern all other programs providing comparable services.

It may be true that existing licensing standards do not quite fit the
goals and purposes of the various Covenant House programs. Nevertheless,
the absolute commitment of the agency's administration should be to
actions to reconcile its differences with the public authorities, including
specification of the changes in standards which would be essential to its

continuing successful operation. There is adequate reason to believe that
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the public value placed on Covenant House services is sufficient to

support the achievement of sound modifications on both sides of the issue.

Otherwise, continuing failure to obtain appropriate licenses results

in:

- the lack of any formal assurance, within accepted public
means, that Covenant House programs are fundamentally

safe; and

- the communication of a fundamental message that is in
direct conflict to the principles which Covenant House
espouses in its interaction with its own clients: Respect
for other people, the willingness to work responsibly with
them, and the capacity to work effectively within the
framework of mutual expectations. It is difficult to
understand how an organization can teach respect for the
community and its laws, when its own actions are in
direct defiance the legitimate formal expectations of that

community.

Balancing Program requirements for both Minors and Adults

UNDER 21 is unusual in the extent to which it provides similar

services to young people both above and below the age of eighteen. In
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most respects this is a strength of the program; it effectively avoids the
same problems with arbitrary "eligibility" considerations which often bars
people from services simply because of their age. At the same time, it is
extremely important that the full implications of providing services to

people who either minors or adults be appreciated by all program staff.
UNDER 21 should assure that it policies and practices:

- adequately protect the rights of its clients, whether they

be adults or minors;
- adequately protect the rights of parents;

- acknowledge the legal roles and responsibilities of other

agencies with responsibilities for services to minors; and

- provide sufficient guidance to its staff to distinguish

between their responsibilities to adults and minors.

Facility Size and the Relationship to Safety

There are no exact standards for acceptable size of either emergency
shelters or child care facilities in general. They come in all sizes and

configurations. Some people believe that an emergency program of more
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than forty shelter beds is unmanageable. However, with the exception of
UNDER 21 there really are no programs upon which to base empirical

judgements.

The real issue in regard to size is probably not size itself, but the
level of agency recognition of the implication of size and the
requirements it impose on itself to assure adequate staff support,
internal supervision, and assurances of protection of its clients and the
effectiveness of its services. UNDER 21 should remain aware of the
special challenge it has assumed in operating a facility of this size and
assure that it is able to maintain adequate sensitivity to staffing and

support demands.

Planned and Controlled Growth

Covenant House has grown at a substantial rate during its existence.
Virtually all of this growth has been in response to an urgent sense of the
compelling unmet needs of young people and has helped to improve the
capacity of its wvarious site cities to cope with difficult problems.
However, it has not paid equal attention to the ongoing need to develop anc
maintain a strong capacity to manage and support its existing programs.
Particularly in view of the current budget problems it is experiencing, it
should suspend all further development plans until it has clearly

stabilized and strengthened these programs.
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Staff Feelings of Alienation

Many of the staff people of UNDER 21 have felt a sense of
alienation from the larger Ccvenant House organization for some time. In
many respects, this has reflected their perception that decision-making
occurred in an autociatic, if not arbitrary, manner. These feelings have
been significantly heightened in recent weeks by the series of budget
reductions and the subsequent proposal to consolidate the administration

of UNDER 21 with Rights of Passage.

Regardless of their particular level of agreement with actual
decisions or proposals, they have felt an acute sense of non-participation in
much of the process. This has aggravated their sense of distance from
Corporate leadership and has contributed to an increasingly adversarial

atmosphere within the organization.

Covenant House leadership should acknowledge the serious nature of
this staff concern and should take steps to assure that it is addressed.
Timely communication, open discussion of perceived problems, and
expanded participation in deliberations leading up to decision-making

could make a substantial difference in staff opinions.
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Section Six:

Summary of Major Recommendations

Governance

July 15, 1990

Covenant House should attach a high priority to
making clear decisions about its expectations for the
scope and content of UNDER 21 programs. Such
decisions should be made:

. with all due speed; yet

- with assurance of appropriate

participation of volunteers and staff.

The local boards for New York programs should have
the necessary authority to operate their programs
with the same degree of autonomy as is afforded to

the programs in other cities.

Consolidation of the boards and the administration of
UNDER 21 and Rights of Passage should be seriously
pursued as it has the potential to improve
substantially the operations of Covenant House

programs in New York.
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. Covenant House should temporarily suspend all further
development plans until it has clearly stabilized and

strengthened its existing programs.

° Steps should be taken to clarify the scope of authority

of UNDER 21 to seek its own expanded sources of

funding.

Open Intake

. The principle of "open intake" cannot be implemented
literally. It should be clear to all, both inside and
outside of the agency, that it is realistically tempered

by considerations of:

- individual client behavior;

. the realistic I[imitations of UNDER 21
and its staff in not being able to respond
appropriately to all people, regardless

of their needs; and

- physical capacity of the shelter facility.
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° In order to maintain the capacity never to turn a young
person back to the streets strictly om the basis of
available beds, Covenant House should have:

- an "elastic” physical capacity, backed by

a flexible staffing capacity; and

- a willingness to connect and place
clients in appropriate alternative

programs.

. In responding to demands over its usual capacity,
UNDER 21 should clearly recognize the risks to itself
and its clients which can result from overcrowding and

should be prepared to:

- adjust to increased client admissions
with increased staffing and support;

and

. make maximuoum use of alternative

resources when necessary.
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Case

Management

UNDER 21 should adapt the approaches being used in the
Sudbstance Abuse Unit and the Mother and Child Program
to establish a consistent set of expectations for case¢
planning and case manﬁgement and apply them within
all wunits. This should include the development of an

enhanced capacity to:

- respond differentially to individuals;

- involve individual clients, particularly
those who are adults, in the actual

formulation of their own plans;

- provide continuity in planning and goal-
setting for those individuals who

experience multiple admissions;

- provide access to a continuum of

services;

- maintain referral connections to other

programs;
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- maintain aftercare services when

appropriate; and
- maintain the staff capacity to develop
client-directed plans while

simultaneously assuring that they are

realistic.

Program

* The current intake and assessment process should be:
- streamlined;

- staffed by a core of highly skilled

diagnosticians; and

- supported by a structured program to

supplement the actual intake and

assessment activities.
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An improved system of tracking clients during a stay in

the shelter and at re-entry should be developed.

A consistent standard of expectations and supervision

of front-line staff should be implemented.

The roles of various professional and paraprofessional
positions within the wunits should be ¢larified and

standardized.

Action should be taken to assure that staff roles and

lines of authority are fully understood by both staff

and clients.

Program staff and the Ombudsman should continue their
work to assure more consistent application of the

"card" system.

Public Safety staff should continue to be expected to
have skills in the area of client interaction. Provision
should be made for them to be involved in the

formulation of shelter policy and case management

procedures.

Maintenance staff who have interaction with clients
should be kept informed about client status and given

the opportunity to part.icipate in the ongoing
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consideration of the effectiveness and appropriateness
of program.

* A permanent team of UNDER 21 and Rights of Passage
staff should be created to carry out joint planning and
to facilitate the referrsai of cases between the
programs.

. UNDER 21 and 9-LINE should develop more consistent
communication and conduct joint training of volunteers.

* The quality of written case records should be improved
to reflect detailed case goals and to provide the basis
for appropriate measurement of client progress.

Aftercare

The Aftercare capacity should be expanded to serve all
clients who leave the shelter with continuing case

goals.

Health Services and Legal Services should be viewed as
part of an expanded system of "continuing care" to

former residents, both for aftercare and case

continuity purposes.
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Administration

. The administrative scrvcture of UNDER 21 should be
modified, consistent with the gemeral recommendations
of the October 1989 staff report to provide more

consistent supervision and lines of accountability at

all_ levels.

. UNDER 21 should continue its efforts to engage its
staff in the problem-solving process by responding to
legitimate concerns about agency policies, practices,

and working conditions.

 Plans should be developed to upgrade entry level

salaries in order to improve the capacity of UNDER 21

to recruit and retain staff.

 The effectiveness of in-service training should be

improved by assuring that:

- all staff are aware of the expectation

that they attend training;
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- that supervisory staff are responsible

for enabling them to do so; and

- consistent schedules of training

availability are maintained.

. The administration of UNDER 21 should continue its

efforts to improve employee relations by:

- assuring that adequate internal

communication is maintained; and

- legitimate opportunities are provided
for joint consideration of those matters

directly affecting staff.

° UNDER 21 should consider methods of achieving savings
within its food service department and re-directing

those savings to areas of greater need.
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. Under 21 should develop greater direct capacity to

manage it own data processing resources in order to:

- establish a specialized case

management and tracking system; and

- upgrade its financial management
system to be more responsive for
program budgeting and accounting

purposes.

. The new method for maintaining case record files
should be monitored closely to assure that the status

of case record maintenance does not deteriorate.

Outreach

. UNDER 21 should consider the possibility of increasing
the effectiveness of its outreach by focusing its
attention on maintaining a more effective information

and referral system with other social service agencies.
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° The current outreach efforts of OFF the Streets should
be viewed primarily as an effort to maintain a street-
based network of actwval and potential svpport for a
group of seriously disturbed and alienated young peopis,
rather than as an efficient means of bringing clients

into the program.

Cultural Responsiveness

e UNDER 21 must continue to make efforts to develop an
complete capacity to respond appropriately to the

cultural, ethmic, and religious diversity of its client

group.

. A more appropriate balance of minority represéntation
on the Corporate Board, the Under 21 Board, and the

agency administration must be achieved.
© The Under 21 staff training curriculum should be

expanded to incorporate more effective learning

experiences in the skills of "cultural competence”.

July 15, 1990 Child Welfare League of America
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Ombudsman

. Covenant House should consider the merits of
establishing a reporting relationship between the

Ombudsman and the UNDER 21 Executive Director.

e Regardless of the structure for supervision and
support, the Ombudsman should be represented on the

UNDER 21 management team.

Community Relations

. UNDER 21 showuld undertake am intemsive effort to

establish effective community relationships by:
- re-activating its advisory committee;

o " - establishing cooperative agreements

with other agencies;

- providing consistent information about
its activities to interested citizens in

the immediate neighborhood.

July 15, 1990 Child Welfare League of America
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o Covenant House should make all the findings and

recommendations of this review available to the public.

Licensing

. Covenant House must recognize its accountability
within the community by conforming to reasonable licensing
standards. In returm, it should expect that regulatory agencies
should seek to take full advantage of its unique capabilities by
assuring that licensing standards do not inadvertantly or

arbitrarily prevent it from serving its clients.

July 15, 1990 : Child Welfare League of America
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STATEMENT OF THE OVERSIGHT COMMITTEE OF COVENANT HOUSE

On March 7, 1990, The Board of Directors of Covenant House appointed us to serve as
an Oversight Committee. Our function has been to oversee and evaluate the results, conclusions
and recommendations of the several investigations that the Board commissioned Cravath,
Swaine & Moore, Robert J. McGuire of Kroll Associates, Ermnst & Young and Richard Shinn,
former President of New York Metropolitan Life Insurance Co., to perform. During the past
five months, we have met several times and we have received and discussed with the
investigative teams their oral and written reports.

We have examined carefully the Report to the Board of Directors and the Oversight
Committee by Cravath, Swaine & Moore and Kroll Associates concerning the results of the
investigations. We endorse its conclusions and recommendations. Abrief summary of the Report
is artached.

We find the excellent Report to be a thorough, careful, and honest appraisal of Covenant
House and the problems it has encountered. We are convinced the investigations have been
complete and impartial. Allegations of misconduct have been fully explored, and assessed with
candor as well as sensitivity. The Report identifies 2 number of areas in which, in the past,
overall surveillance and control by the Board of Directors was weak, reflecting in part the
unusual organizational structure that did not provide the usual and necessary checks and
balances.

Clearly, mistakes were made. Some corrective measures have been taken and others have
been recommended and will be put in place. We are convinced the recommended measures
appropriately address past weaknesses and should assure a firm foundation for the future work
ofthis unique and important organization. We recommend that there be systems for monitoring
the implementation of these measures over time, and we understand these are being put in place
as well.

Based upon our examination of the materials before us, we agree with the conclusion of
the Report that there is far more right with Covenant House than there was wrong with it. The
investigators report that, wherever they went, they found dedicated, honest and good people
doing difficult, often thankless work under extraordinarily trying conditions. They conclude
that the work of Covenant House is essential and extremely important and so do we.

We come away from our work convinced that Covenant House provides vital services, for
which there are no practical alternatives, to large numbers of troubled young people. We believe
that Covenant House, under its new and energetic leadership and with the changes put in place
in recent months, deserves the public’s confidence and support.

William Ellinghaus, Chairman
Rev. Theodore M. Hesburgh
Rabbi Marc Tanenbaum

Cyrus Vance

Paul Volcker

August 3, 1990.



SUMMARY OF THE REPORT

The first section of the Report describes the structure of Covenant House and the
governance and management changes made since Father Bruce Ritter’s resignation. The Report
describes how Covenant House was incorporated in 1972 by Father Ritter as a not-for-profit
corporation and how he became the “sole member” of the corporation in 1975. As a result of
becoming sole member, Father Ritter appointed all of the directors and officers and had
complete legal and operational control of Covenant House. During the 1980s, Covenant House
grew 1o a corporation with an $85 million budget, serving 25,000 young people a year.

After Father Ritter’s resignation in 1990, Covenant House was reorganized so that the
membership structure was eliminated and full control of the organization reverted to the Board
of Directors. Since March 1990, the Board of Directors has been reconstituted; five members
have resigned and cight new members have been elected. A new President, Sister Mary Rose
McGeady, was chosen on July 10, 1990, and will start on September 1, 1990. New By-laws
have been adopted as have a number of procedural and policy reforms conceming conflicts of
interest, financial transactions and other matters, described in the Appendix to the Report.

The second section of the Report constitutes the report of the investigation conducted by
Kroll Associates into allegations of sexual misconduct and financial and other improprieties.
With respect to allegations of sexual misconduct on the part of Father Ritter, the Report states
that the evidence of sexual misconduct discovered by Kroll is extensive. The Report concludes
that in view of the cumulative evidence found by Kroll supporting the allegations, if Father
Ritter had not resigned from Covenant House, the termination of his relationship with Covenant
House would have been required. The Report further states that evenif one were to accept Father
Ritter’s explanation of the events, the same conclusion would have been justified solely on the
basis that Father Ritter exercised unacceptably poor judgment in his relations with certain
residents.

The Report discusses the Franciscan Charitable Trust, a trust established by Father Ritter
in 1983 from surplus funds available to him from compensation paid by Covenant House to his
Franciscan Order in respect of his services. At Father Rittér’s direction, Covenant House made
a $60,000 annual contribution to the trust for five years and the trustmade loans to two Covenant
Housc directors, Father Ritter’s sister and one former Covenant House resident. The Report
finds that the Covenant House contribution should not have been made without the Board’s
knowledge and approval, if at all. The Report notes that the trust funds are reportcd to have a
value of approximately $1 million and are expected to be contributed to Covenant House.

The Report also finds that Covenant House madc loans to Father Ritter and to two other
senior staff members. The loan to Father Ritter, in the form of a salary advance that was repaid,
was not permitted by New York law because he was a corporate officer. The other loans should
have been brought to the atiention of the Board. Likewise, Covenant House’s contract with
companies owned by Father Ritter’s niece and her husband should not have been made without
Board knowledge or approval and competitive bidding.

Kroll’s review of Covenant House’s financial systems revealed no irregularities or
improprieties with respect to Covenant House's collection and safeguarding of donor
contributions. Kroll did find some operational deficiencies with Dové Services, Inc., a small
subsidiary that has been discontinued, and with the payroll in the Security Department of another
subsidiary, Under 21, which Covenant House reported to the proper authorities. Kroll also found
some operational deficiencies with various petty cash funds. Kroll found no other evidence of
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any material financial impropriety. This section concludes with a report on several other
miscellaneous allegations that were found to be unfounded or relatively minor.

The third section of the Report summarizes the findings of Ernst & Young, the independent
public accounting firm, which conducted a review of Covenant House's significant systems of
internal accounting control and those of three of its subsidiaries. The review encompassed those
systems in place during the month of March 1990. In general, Emst & Young found that there
was an adequate level of control consciousness, that financial accounting and reporting systems
were designed to provide management with sufficient, accurate and timely information to
manage the organization and that further improvements were planned. Overall, the results of
Emst & Young'’s testing indicated limited instances of noncompliance with established policies
and procedures. Some deficiencies in the control systems were found, principally in the areas
of petty cash, cash disbursements and payroll, most of which were at the subsidiary, Under 21.
In addition, the procedures performed by Emst & Young uncovered no significant deficiency
in the design of the system of internal accounting control over donor contributions and no
instances of noncompliance with stated procedures.

The fourth section of the Report discusses compensation levels and reports the findings
of Richard Shinn, Executive Vice Chairman of the New York Stock Exchange and former
President of Metropolitan Lifc Insurance Co., that Covenant House’s compensation levels are
well within acceptable limits and that the approach and implementation of management has
been professional and reflects fair compensation.

The fifth section of the Report summarizes the report of the Child Welfare League on
Covenant House programs in New York City, which found that such programs are generally
well-conceived, appropriately structured and are an irreplacable resource to the City of New
York and a sound model for delivering critically needed services to a population thatis otherwise
seriously underserved.

The sixth section of the Report sets forth the overall conclusion that the investigators found
far more right with Covenant House than they found wrong with it. They concluded that
Covenant House is sound and its work is essential and effective, and that it must survive to serve
those young people who so desperately need its services.
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BACKGROUND OF THE INVESTIGATION

In December 1989, the press reported allegations by Kevin Kite, a former Covenant House
resident,of sexual misconduct on the part of Father Bruce Ritter, President and founder of
Covenant House, and financial improprieties on the part of Father Ritter and Covenant House.
Shortly thereafter, the Manhattan District Attorney’s office announced that it had opened an
investigation into those allegations. The New York State Attorney General's office also said it
was making a preliminary inquiry into the finances of Covenant House.

In the ensuing months, additional reports emerged in the press elaborating on the original
charges and setting forth additional charges made by others.

Covenant House cooperated with the District Attorney’s investigation, making financial
and other records available to the District Attorney and making its employees available for
intcrviews by members of the District Attorney’s staff. Father Ritter, who was separately
represented by counsel, was also interviewed by the District Attorney’s staff. The Attomey
General deferred his request for documents or further information until the District Attorney’s
investigation was concluded.

On February 6, 1990, Father Ritter was ordered by his Franciscan superiors to take a leave
of absence from his position as President of Covenant House pending completion of their own
inquiry into the allegations of sexual misconduct. On February 7, 1990, the Board of Directors
of Covenant House appointed Frank J. Macchiarola, former New York City Schools Chancellor,
as Acting President. Mr. Macchiarola was at that time a member of the Covenant House Board
of Directors.

On February 27, 1990, Father Ritter resigned as President of Covenant House, stating that
“the controversy that has surrounded me for the past three months has made it impossible to
lead Covenant House effectively”. At a meeting of the Board of Directors held that same
evening, the Board asked Mr. Macchiarola to step down from his position as Acting President
and appointed James Hamnett, who was then the Chief Operating Officer, to that position.2

On February 28, 1990, the District Attorney announced that he had closed his investigation
and did not file any formal charges.?

At a meeting of the Board of Directors held on March 3, 1990, Edmund J. Burns, who was
then Covenant House’s General Counsel, described to the Board a trust fund that had been
created by Father Ritter in 1983 (the “Franciscan Charitable Trust”) and stated that the trust had

I

! The term “resident” is used to refer to all young people who receive shelter at Covenant House,
whether for one night or a longer period of time.

2 Mr. Macchiarola issued a statement in which he said that “I advocated a program of discovery
and remedial action. Father Ritter also made a presentation to the board. After hearing both approaches,
the board voted against my expressed course of action. Since the board does not agree with my vision
and we are in disagreement over substantial questions of policy, I cannot carry out my role as acting
President.” Members of the Board disputed Mr. Macchiarola’s statement, and stated that there was no
substantive disagreement as to what actions should be taken but only as to who should be charged with
the responsibility for carrying them out.

‘Ina prepared statement, the District Attorney said that “there is insufficient evidence to warrant
criminal charges” and that “I am confident that [Covenant House] will emerge from this episode a
stronger and more effective organization which continues to deserve widespread public support.”




made loans to two members of the Covenant House Board of Directors, James Maguire and
Dr. James Kennedy. He also stated that Father Ritter had received a $25,000 salary advance
from Covenant House and that two other senior officials, James Kelly and John Kells, had
received housing loans of $60,000 and $100,000, respectively, from Covenant House.

On March 6, the Charities Bureau of the New York State Attorney General’s Office opened
a formal investigation into the legality of loans made by Covenant House to certain of its
officials and other related matters.

On March 7, 1990, Mr. Burns resigned as Covenant House’s General Counsel and was
replaced by the firm of Cravath, Swaine & Moore, which agreed to serve on a pro bono basis.

At a meeting of the Board of Directors held that evening, the Board asked the Cravath
firm, together with Robert J. McGuire, former New York City Police Commissioner and
currently Senior Managing Director of Kroll Associates, a private investigating firm, to
undertake a full investigation of all allegations of misconduct relating to Covenant House.

The Board also formed a special Oversight Committee to review the results of those
investigations, which committee consists of the following persons:

William Ellinghaus, former President of AT&T (Chairman);
Reverend Theodore M. Hesburgh, former President of Notre Dame University;
Rabbi Marc Tanenbaum, International Relations Consultant;

Cyrus Vance, former Secretary of State and member of the firm of Simpson, Thacher &
Bartlett; and

Paul Volcker, former Chairman of the Federal Reserve and Chairman of the firm of James
D. Wolfensohn, Inc.

Those directives were set forth in a formal Board resolution that was adopted at the Board’s
meeting on March 14, 1990:;

“RESOLVED, that the Board of Directors hereby instructs its General Counsel,
Cravath, Swaine & Moore, 10 commence an internal investigation of any and all
allegations of misconduct within the Covenant House organization, including its
subsidiaries, for the purpose of furnishing legal advice to the Board. The General Counsel
is authorized to retain Robert McGuire of Kroll Associates and other persons or entities
as he shall from time to time deem necessary and appropriate, to conduct the investigation,
reporting to the General Counsel. The Board intends to release the summary report and
recommendations of the investigation both to the public and to the Special Committee of
Oversight. All Covenant House employees and staff are directed to cooperate fully with
the General Counsel’s investigation.”

In addition, the Board took the following actions:

(i) the Board retained the accounting firm of Emst & Young to conduct a special
review of Covenant House’s financial procedures;4

4 Covenant House's regular auditors were Deloitte & Touche. It was decided that the review of
financial procedures should be conducted by an accounting firm that had no previous relationship with
Covenant House.




(ii) the Board asked Mr. Richard Shinn, Executive Vice Chairman of the New York
Stock Exchange and former President of Metropolitan Life Insurance Co., to review
Covenant House's compensation practices;

(iii) the Board asked the Conference Board and other organizational experts to
review the relationship between Covenant House and its subsidiaries; and

(iv) the Board asked the Child Welfare League to review certain Covenant House
programs for compliance with Covenant House’s policies and generally recognized
standards of care.

The Board directed that the results of all those investigations be made to it and to the
special Oversight Committee and, to the extent possible, be made public.

At that time the Board also formed a Search Committee to conduct a search for a new
President and asked John Cardinal O’Connor, Archbishop of New York, for his assistance in
locating a temporary President, as described herein.

* * ®

This report constitutes and incorporates the reports of all these investigations. Because
the Board of Directors decided to make the full report public, the report is written for the general
public as well as the Board and the Oversight Committee. We have discussed the background
to certain events and the relevant reforms and actions that have taken place since February 27,
1990. This report is divided into six sections:

Section I discusses the structural and management changes that have been made at
Covenant House since February 27, 1990. This section begins with a brief history of
Covenant House that helps to explain why certain problems may have arisen and why
certain changes were made. This section also discusses the review by the Conference
Board and other experts of parent-subsidiary relations, which is ongoing.

Section II discusses allegations of sexual, financial and other misconduct at
Covenant House, as investigated by Kroll Associates.

Section III summarizes the report by Emnst & Young on Covenant House’s financial
procedures.

Section IV discusses the conclusions of Mr. Shinn relating to Covenant House's
compensation practices.

Section V summarizes the report of the Child Welfare League.

Section VI sets forth our conclusions, to the extent not set forth in other sections of
this report.

The Appendix recapitulates the structural reforms and major policy and procedural
changes that have been made at Covenant House since February 27, 1990, and other
recommendations.




ParT I
THE STRUCTURE OF CoVENANT HOUSE

A. A Brief History of Covenant House.

It is necessary to understand the history of Covenant House in order to fully understand
how “the controversy that surrounded” Father Ritter in February 1990, and prompted him to
resign, came to be.

To most people, Father Bruce Ritter was, until recently, Covenant House. The perception
reflected a reality: Father Ritter, a Franciscan priest, spent over 20 years creating and building
Covenant House. He also controlled it during that time as a practical matter and, during most
of that time, as a legal matter as well.

In 1968, Father Ritter began sheltering young people on the Lower East Side of New York
City. Initially, he provided shelter to half a dozen young people at his apartment. His efforts
grew, and in 1972, Covenant House was incorporated. At that time, there were about 20 staff
members and Covenant House operated only in New York.

Covenant House was established with the knowledge and explicit permission of Father
Ritter’s religious superiors in his Franciscan Order. In the early years, the Order provided
financial support and there was consideration of a formal affiliation, as described herein. The
head of the Order has also served on the Board. But otherwise, although Catholic in tradition
and philosophy, there was never a formal relationship between Covenant House and the Catholic
Church or the Archdiocese of New York.

1. Early Corporate Structure.

Covenant House was incorporated by Father Ritter on November 14, 1972, under the New
York Not-for-Profit Corporation Law. Father Ritter was one of the three initial directors as well
as the executive director or President.’ Covenant House had a self-perpetuating Board of
Directors, and therefore, from time to time, the members of the Board of Directors elected their
OWN SUCCessors.

In May 1973, Father Ritter resigned as a member of the Board but continued to serve as
President and as chairman of the meetings of the Board. The minutes state that Father Ritter
“wished to resign to lessen the conflict between his role as a board member [and] his other
responsibilities as executive officer . . .”. One reason may have been that Covenant House had
contracts with New York City for foster care and the applicable City regulations prohibited
compensation to Board members.

The minutes of the November 14, 1973, meeting state that Father Ritter “felt that the most
important development of this year was the independence Covenant House had achieved from
himself”. By all other accounts, however, Father Ritter continued to be the driving and inspiring
force behind the development of Covenant House, as well as its full-time President.

5 The titles “executive director” and “President” were used at different times to refer to the same
position; for convenience, “President” will be used herein. '



2. 1975: Father Ritter Becomes Sole Member.

In 1975, the By-laws of Covenant House were amended to give Father Ritter full legal
control over the organization. According to the minutes, the background to this was Father
Ritter’s suggestion that he might leave. The minutes of the February 12, 1975, meeting of the
Board state that Father Ritter “informed the Board that he intended to resign as Executive
Director of Covenant House some time during [1976]”. At that time, Covenant House received
substantial financial support from Father Ritter’s Franciscan Order. Father Ritter said that the
Franciscans wanted some assurance that if he left Covenant House, the directors would not,
according to the minutes, “adopt policies that would embarrass the Order (as, for example, on
the issue of abortion)”. The directors considered whether to affiliate Covenant House formally

with the Order. However, some directors were concerned whether Covenant House would be
~ able to terminate such an affiliation at a later date, particularly if the organization was able to
become financially independent, and whether the directors would lose too much authority.

We have been told that some directors wanted Covenant House to challenge the Church’s
position on birth control and abortion at this time and Father Ritter refused. This dispute as well
as the overriding issue of succession may have led to his determination to put the Franciscans
or himself in full control of Covenant House.

On June 25, 1975, Father Ritter persuaded the Board of Directors to amend the By-laws
of Covenant House to create members. The new By-laws provided that the members would
consist of the incorporator, who was Father Ritter, and any persons subsequently elected a
member by the unanimous vote of the existing members. The By-laws also provided that the
members would have the sole authority to elect and remove, with or without cause at any time,
the directors of Covenant House, and would have the sole power to amend the By-laws. A
subsequent amendment provided that the members had the sole authority to elect and remove,
with or without cause, the officers of Covenant House as well.

Father Ritter never elected any other person as a member and these By-law provisions
were not changed until March of 1990. Thus, from 1975 until he resigned, Father Ritter had
complete legal as well as day-to-day operational control of Covenant House by virtue of his
roles as sole member, founder and President, not to mention by force of his personality and
abilities.

The membership structure is not uncommon for New York not-for-profit corporations. For
example, many of the corporations that are affiliated with the Archdiocese of New York are

membership corporations with the Archbishop of New York or his representative as one of the
members.

However, there are obvious problems with the “sole member” form of organization where
the sole member is an individual, particularly where the sole member has the power to appoint
and remove, with or without cause, the directors and officers. Although the Board of Directors
continues to have fiduciary obligations, the Board clearly acts at the pleasure of the sole member.
Although the officers technically report to the Board, they too serve at the pleasure of the sole
member. The potential for abuse is exacerbated when, as in the case of Covenant House, the
sole member also acts as president of the Corporation. The Board’s authority in the final analysis
is illusory and, consequently, its sense of responsibility may be diminished.



3. The 1980s: Rapid Expansion.

The fact that Father Ritter controlled Covenant House throughout this time is only part of
the story. In addition, *his” organization grew at an incredible rate in serving an urgent—and
also growing—need: young people who otherwise had no place to go. Whether or not one agrees
with Covenant House’s methods in sheltering young people—and there are those who do
not—the fact remains that it became, by any reasonable measure, the largest and best known
private child sheltering agency in the world by the end of the 1980s, and it filled a critical need
not met by the government, the churches or existing social service agencies.

By 1980, Covenant House was serving young people in New York only with approximately
250 staff members and a budget of approximately $8 million. By 1985, the budget had grown
to approximately $30 million. By 1989, Covenant House was serving approximately 25,000
young people a year at locations in fifteen cities and six countries, with approximately 1,700
employees and a budget of approximately $85 million. It also handled over 120,000 crisis (and
a total of one million) calls a year on a toll-free hotline. On February 8, 1990, The New York
Times reported that Covenant House annually spent three times the amount spent by the United
States government on similar programs. Its phenomenal growth was fueled by a professional
direct mail operation that spread Father Ritter’s identity and message to millions. As Covenant
House expanded to new locations, new subsidiaries were formed which, though technically run
by their own boards, were controlled by the parent entity, and thus by Father Ritter.

The environment and confidence created by such growth, coupled with the control by
Father Ritter, should be kept in mind in trying to understand what happened and why.

We believe many of the problems described in this report might not have occurred, or
might have been identified and corrected sooner, had there been a structure in which the Board
had true authority. As it was, if Father Ritter initiated or approved a transaction, a staff member
was unlikely to feel that it was necessary to inform or obtain the approval of the Board or to
question whether the transaction conflicted with stated policies. And because the directors were
appointed by Father Ritter and served at his pleasure, they may have perceived their role to be
advisory more than supervisory. Moreover, staff and directors apparently saw no need or were
reluctant to challenge Father Ritter’s judgment because his efforts were so successful.

We acknowledge, however, that it is easy to draw the conclusion today that a different
structure was needed; it is very difficult to say whether, and at what point in the past, a different
structure would have been on balance beneficial. What would have been the costs, if any, of
such a structure, particularly in the early days? Wasn’t Father Ritter entitled to control the
development of the organization he founded? Would he have been as committed to Covenant
House if he had not had such control? And without his commitment and effort, what would have
happened to the thousands of young people—Covenant House estimates the number is more
than 200,000 since 1972—who have been served by Covenant House?

No one can answer these questions. Instead, we believe that the proper question for the
Board and others who care about Covenant House and the needs it serves is, what measures
should be taken, in view of where Covenant House is today, to minimize the risk that similar
problems arise again. Those who have investigated allegations or reviewed procedures at
Covenant House have addressed this question. Many steps have already been taken, as set forth
in this Report.



B. The Restructuring of Covenant House.
1. The Transfer of Power.

In 1984, Father Ritter, apparently concerned about what would happen to Covenant House
upon his death, created a new trust called the Covenant House Membership Charitable Trust.
The original trust instrument stated that Father Ritter was both the donor and the trustee of the
trust and that he transferred his membership certificate in Covenant House to the trust. However,
no such certificate ever existed, and no other property was donated to the trust.

The trust instrument, which was initially revocable, provided that, upon the death of Father
Ritter, the then current members of the Covenant House Board of Directors would act as the
trustees of the trust. The trust instrument also provided that the head of Father Ritter’s
Franciscan Order, known as the Provincial of the Immaculate Conception Province of the Order
of Friars Minor Conventual (“the Provincial”), or his delegate would at all times be a trustee
with the right to veto, or take action to correct, any actions of the trustees deemed by the
Provincial to be “contrary to the official teachings of the Roman Catholic Church”.

When Father Ritter resigned as President of Covenant House on February 27, 1990, he
did not resign as sole member, apparently because he thought he had already transferred his
membership to the trust. Instead, he amended the membership trust in an attempt to require
Covenant House to observe certain policies in perpetuity.® The amendments purported to make
the trust irrevocable. In addition, Father Ritter deleted the provisions making the Provincial a
trustee; only the directors would become the trustees. However, he also provided as follows:
first, the purpose of the trust was to “maintain, in perpetuity, the Covenant House policy of
‘open intake’”’ and second, the trustees shall “at all times elect as President and Chief Executive
Officer of Covenant House a Roman Catholic priest, nun or brother”. He thereupon resigned as
trustee of the membership trust on February 27, 1990.

However, neither the Covenant House certificate of incorporation nor By-laws permitted
transfers of memberships, and even if transfers were permitted, no membership certificate was
ever issued or delivered to the trust and therefore there was no trust corpus.® As a result, and
apparently unintentionally, Father Ritter was technically still the sole member of Covenant
House, and only he could elect other members or amend the By-laws to transfer the powers
vested in the member.

After this matter was brought to the attention of Father Ritter’s counsel, Father Ritter
agreed on March 19, 1990, to execute a new instrument whereby he amended the By-laws to
permit the directors to amend the By-laws and also incorporated into the By-laws certain
provisions that could only be changed by a unanimous vote of the directors. These provisions
were the two provisions concerning open intake and the selection of the President set forth in

® Father Ritter also amended the trust on November 16, 1988, to delete the veto power of the
Provincial as trustee and to provide that the other trustees should give discretion to the Provincial’s
views.

3 “Open intake” is a policy whereby no young person is ever turned away on the first visit to

Covenant House and only serious misconduct or refusal to make use of proffered services limits repeat
visits. It has been a hallmark of Covenant House’s programs and is discussed in more detail in the report
of the Child Welfare League summarized in Part V of this report.

® In addition, the directors of Covenant House never accepted their appointment as trustees of the
trust as required by the terms of the trust and thus never became the trustees.




the amended membership trust as described above, as well as a provision requiring the directors
to have at all times “due regard for the Roman Catholic origins of Covenant House and the .
Roman Catholic traditions and philosophy that have guided the administration of Covenant -
House and its subsidiary and affiliated organizations”. In addition, Father Ritter required that
the Provincial, or his designee, be entitled to serve as a director at all times. He then resigned
as the sole member of Covenant House, as well as of the affiliates of which he was a member,
pursuant to that instrument.

2. The New Structure.

On March 24, 1990, pursuant to the powers given the Board by Father Ritter in the
March 19, 1990, amendment and letter of resignation, the Board of Directors amended the
By-laws to eliminate members and to provide that the powers formerly vested in the members,
including the power to appoint and remove directors and officers, were now vested in the
directors. The By-laws were revised further and restated in May. The current By-laws now
provide in part as follows:

(i) The business of Covenant House shall be managed by a Board of Directors
consisting of not less than six persons each of whom shall be at least 21 years of age. No
employee of Covenant House or any affiliate of it, or any immediate family member of
any such employee, may be a director. Directors are not entitled to compensation other
than for expenses.

(ii) To insure continuity as well as change on the Board, the Board of Directors will
be divided into three classes commencing with the annual meeting in November 1990.
Directors will be elected for staggered, three-year terms. No person may serve for more
than two consecutive three-year terms. In addition, directors incumbent as of March 23,
1990, may serve only one additional term commencing in November 1990.

(iii) All officers shall be elected or appointed by the Board, shall report to the Board
and may be removed by the Board, with or without cause.

(iv) No loan may be made without Board authorization. Loans to directors or officers,
or to any corporation or association in which a director or officer holds a significant
financial interest, are prohibited. No director or officer may participate in or benefit from
any transaction involving Covenant House unless the same has been approved by a
two-thirds vote of the directors excluding the interested director.

(v) Article XII of the By-laws sets forth the provisions contained in Father Ritter’s
March 19, 1990, letter of resignation: Covenant House shall always observe “open intake”;
the President of Covenant House shall always be a Roman Catholic priest, nun or brother;
the directors shall have “due regard” for the Catholic origins and traditions of Covenant
House; and the Provincial of the Immaculate Conception Province of Order Minor
Conventuals is entitled to be a director at all times. Those provisions can only be changed
by unanimous vote of the directors. '

3. Recomposition of the Board of Directors.

In 1989 the Board of Directors consisted of eighteen people. That Board met six times in
1989. By March of 1990, eight of those members had resigned. Mr. Macchiarola resigned when
he became the Acting President. Dr. James T. Kennedy and Mr. James J. Maguire, who
reportedly received loans from the Franciscan Charitable Trust as described below, resigned in
early March 1990. The other five directors have since resigned for various reasons.
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In March 1990, the remaining Board members began to reconstitute the Board. As of
July 31, 1990, the Board has met thirteen times in 1990. The terms of all current members expire
in November of 1990. The current members are the following:

Incumbent Members as of March 23, 1990:

Mr. Ralph A. Pfeiffer, Jr., Chairman
Chairman of the Board (ret.)
IBM World Trade

Mr. Denis P. Coleman, Jr., Vice Chairman
Private Investor

Ms. Ellen Levine
SVP/Editor-In-Chief
Woman’s Day Magazine

Mr. Robert C. Macauley
President and CEO
AmeriCares Foundation

Fr. Conall McHugh, O.EM., Conv.
Minister Provincial
Province House—Moroccan Martyrs Friary

Mr. Raymond J. Petersen
Executive Vice President
Hearst Magazines

Mr. Richard J. Schmeelk
President
C.A.lL Advisors, Inc.

Edward L. Shaw, Jr., Esq.
Executive Vice President and General Counsel
The Chase Manhattan Corporation

Mr. William E. Simon, Sr.
Chairman and CEO
WSGP International, Inc.

Mr. Clarence N. Wood
Director/Chief Executive Officer
Human Relations Task Force
The Chicago Community Trust

New Members Elected Since March 23, 1990:9

Mr. William Aramony
President
United Way of America

9 Mr. William J. Flynn was elected to the Board on March 27, 1990, and resigned on July 31, 1990.
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Fr. Timothy S. Healy, S.J.
President
The New York Public Library

Everlena M. Holmes, Ed.D.
Dean

School of Health Sciences
Hunter College/NY

Thomas Huhn
President and CEQ
Alexander Proudfoot PLC

Ralph I. Lopez, M.D.
Associate Professor of Pediatrics
New York Hospital/Cornell Medical Center

William W. K. Rich
Vice President
IBM

Sr. Margaret Sweeney
former President and CEO
St. Vincent’s Hospital & Medical Center of New York

Ms. Nancy Dickerson Whitehead
President

Television Corporation of America
TV Commentator/Author

4. The Search for a New President.

After Father Ritter resigned on February 27, 1990, James Hamett, who was then Chief
Operating Officer of Covenant House, was appointed Acting President until a new interim
President could be selected. Following that appointment, Ralph A. Pfeiffer, Jr., Chairman of the
Board of Directors, Denis P. Coleman, Vice Chairman of the Board, and Robert C. Macauley,
former Chairman of the Board, met with John Cardinal O’Connor, the Archbishop of New York,
and requested the Cardinal’s assistance in finding an interim President. At the same time the
Board of Directors appointed a Search Committee chaired by Mr. Pfeiffer and consisting of
other members of the Board as well as James E. Burke, former Chairman and Chief Executive
Officer of Johnson & Johnson, Joan Ganz Cooney, President of Children’s Television Workshop,
Bishop Emerson Moore, Auxiliary Bishop of New York and Rev. Msgr. James J. Murray,
Executive Director of Catholic Charities, to find a permanent new President.

On March 23, 1990, Cardinal O’Connor offered to make available to Covenant House
Monsignor William J. Toohy and Monsignor Timothy A. McDonnell to serve as Acting
President and Deputy Acting President, respectively, for a period not to exceed nine months
until a permanent President was selected. Monsignor Toohy was then the Director of the
Archdiocesan Office of Legal Affairs and the Associate Executive Director of Catholic
Charities. Monsignor McDonnell was then the Episcopal Vicar of West Manhattan and the
Pastor of Holy Trinity Church. Cardinal O’Connor proposed that the two men not be
compensated by Covenant House as they would continue to receive their normal stipend from
the Archdiocese. After discussions with the two men, the Covenant House Board of Directors
voted on March 24, 1990, to retain Monsignors Toohy and McDonnell as Acting President and
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Deputy Acting President, commencing March 27, 1990, for nine months or until a permanent
President and Deputy President are selected. The Board also reappointed Mr. Hamett to his
position as Chief Operating Officer.

Covenant House retained the firm of Russell Reynolds Associates, Inc. to assist the Search
Committee. The Committee met six times and interviewed a number of potential candidates.

On July 10, 1990, the Covenant House Board appointed Sister Mary Rose McGeady of
the Daughters of Charity of St. Vincent de Paul, Northeast Province, as the new President of
Covenant House, effective September 1, 1990. Sister McGeady is currently Associate Executive
Director of Catholic Charities of the Diocese of Brooklyn.

5. Covenant House Programs Today.

Covenant House offers shelter, crisis intervention and other services to runaway and
abandoned young people under the age of 21. Covenant House’s crisis centers offer free
immediate shelter, food, clothing, counselling and medical attention to runaway and homeless
youth. Covenant House uses outreach vans to contact young people who otherwise might not
seek services on their own. It also provides separate residential programs for pregnant and
parenting adolescent women and their children who are homeless as well as a long-term
residential program that seeks to enable homeless adolescents to develop the skills for
independent living. Covenant House offers a variety of health services, including a substance
abuse program. In addition, it offers a toll-free hotline.

As noted above, Covenant House is an umbrella organization with many operating
subsidiaries. For example, in New York the 41st Street crisis center is operated by Under 21, a
Covenant House subsidiary. Each of the cities and countries in which Covenant House operates
has its own operating subsidiary. All of those subsidiaries are today controlled by Covenant
House; in most cases, Covenant House is the sole member of each such corporation.1? Each
subsidiary corporation has its own Board of Directors, the members of which are appointed by
the Covenant House Board of Directors.

The following subsidiaries and programs currently operate in the New York metropolitan area:

(i) Under 21—the principal operating subsidiary in New York, providing all the New
York programs other than the transitional living program (Rights of Passage) and the
Nineline service. The programs of Under 21 include:

(a) the crisis center at 41st Street, at which approximately 300 young people
receive shelter each night;

(b) the outreach services;

(c) the mother-child program at 427 W. 52nd Street, which is the residential
program for young mothers; and

(d) the substance abuse program.

(ii) Rights of Passage—a long-term residential program in New York. Rights of
Passage residents live at the 17th Street facility for 18 months to further their education,

19 Covenant International Foundation (“CIF”), a subsidiary of Covenant House, is the sole member
or a member of the international subsidiaries. In order to comply with the requirements of foreign laws,
some of the international subsidiaries have individuals who are members in addition to CIF. However,
Covenant House effectively still controls those entities.
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embark on career track jobs and learn other skills necessary for independent living. Rights
of Passage was operated as part of Under 21 until November 1989, when it became a
separate corporate entity. However, for operational efficiencies, it will be merged back
into Under 21. ;

(iii) Testamentum—a subsidiary of Covenant House that acquires and holds property.
It was originally set up for the purpose of owning group homes and leasing them to
Covenant House. Title to some of the real property owned by Covenant House in New
York City is today held by Testamentum.!!

(iv) The Faith Community—a non-incorporated community of persons who agree to
work for Covenant House for at least one year for a stipend of $12 per week plus room,
board and insurance. Members of the Faith Community live at a Covenant House facility,
pray three hours a day, are trained as counselors and work with the residents. There are
approximately 100 people in the Faith Community at any given time.

(v) Nineline—a toll-free crisis hotline for adolescents and their families. It operates
24 hours per day, seven days per week from New York. Nineline operators are trained in
crisis management and counseling and have access to a database of more than 20,000
social service providers throughout the United States and Canada. :

The following operating subsidiaries offer crisis centers and other services outside of New

York in the cities noted:

(i) Covenant House Alaska (Anchorage);
(ii) Covenant House California (Los Angeles);
(iii) Covenant House Florida (Ft. Lauderdale);

(iv) Covenant House New Jersey (outreach only in Newark, Atlantic City and
Trenton);

(v) Covenant House New Orleans (New Orleans);

(vi) Covenant House Texas (Houston);

(vii) Covenant House Canada (Toronto);

(viii) Casa Alianza Guatemala (Guatemala City, Antigua);
(ix) Casa Alianza Honduras (Tegucigalpa);

(x) Casa Alianza Mexico (Mex;co City); and

(xi) Casa Alianza Panama (Panama City).

Covenant House also established subsidiaries in several other locations, including

Washington, D.C., which are not operational at this time.

Until recently, Covenant House also operated the following programs:

(i) Dove Services, Inc—was established in 1982 as a for-profit corporation for the
purpose of employing Covenant House residents in New York City to act as messengers.

11" Testamentum holds title to Covenant House properties at 447 West 47th Street, 218 West 15th Street,

Eighth Avenue and 44th Street and, through a subsidiary, 688 Eighth Avenue, all in New York City.
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Because of operational and other problems described later in this report, the Dove
Messenger Service has been terminated.

(ii) The Safe House Program—conceived in the early 1980s for the purpose of being
able to protect the identity and confidentiality of young people who were believed to be
in danger and who needed such protection. This program was not a well-defined or
well-understood program at Covenant House, but we have established that it was discussed
at a meeting held between Covenant House officials and various prosecutors and police
personnel in New York City in 1985. No more than two or three young people were
considered to be a part of the Safe House Program at any given time. The professional
staff and, more important, Father Ritter decided which youth went into the Safe House
Program. Because of the allegations leading to this investigation, especially those relating
to Kevin Kite, the Safe House Program was terminated by the Covenant House Board of
Directors on March 7, 1990.

(iii) Institute for Youth Advocacy—engaged in legal advocacy for young people in
the courts and before Congress and state legislatures. The Institute lobbied for legislation
against child pornography and for services for runaway children and assisted in court
cases, including some before the United States Supreme Court, on child pornography. The
Institute was run by Gregory Loken, who resigned on March 6, 1990. No decision has
been made as to whether to continue the Institute.

6. Parent-Subsidiary Relationships.

There have been on-going discussions within Covenant House among the senior
management in New York and the executive directors of the operating subsidiaries on the
relationship between the parent entity and the subsidiaries. The relationship has changed over
the years as Covenant House has evolved.

The various Covenant House programs that are today separately incorporated were
launched and financed through the efforts of the New York staff. The parent entity has provided
all or most of the revenue to finance the subsidiaries’ operations. Father Ritter was a director
of most of the subsidiaries. He effectively controlled those subsidiaries until he resigned,
because he had the power to appoint the directors of Covenant House and those directors had
the power to appoint and remove the subsidiary directors and officers. The subsidiary boards
have been primarily composed of local residents.

The New York office has provided other support services in addition to fundraising.
Historically, there has also been some exchange of staff among the various locations.

In connection with the restructuring of Covenant House, senior management and the
executive directors are in the process of reviewing this relationship. The Board of Directors
asked Mr. Allen Janger of the Conference Board and other organizational experts to assist in
this review. There is a desire to maintain consistency in policies, objectives and strategies among
the Covenant House entities while at the same time delegating to the subsidiaries the maximum
authority possible. There is also a desire to ensure that subsidiary boards of directors have the
authority as well as the responsibility to manage local affairs to the fullest extent possible. As
the changes in structure and management take effect in New York, it is expected that this review
of parent-subsidiary relationships will be completed.
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PART 11

REPORT OF KROLL ASSOCIATES ON
ALLEGATIONS OF SEXUAL MISCONDUCT AND
FINANCIAL AND OTHER IMPROPRIETIES

A. The Methodology of the Investigation.

Kroll Associates (“Kroll”) is a worldwide private investigative agency of which Robert J.
McGuire, a lawyer and former Police Commissioner of the City of New York, is Senior
Managing Director. In fulfilling its mandate from the Covenant House Board of Directors to
investigate “any and all allegations of misconduct within the Covenant House
organization . . 12 Kroll Associates assigned, in addition to Mr. McGuire, six investigators,
consisting of two former FBI agents, two former New York City Police detectives and two
forensic accountants. Kroll also assigned two researchers. Kroll has investigated every
allegation of misconduct involving Covenant House of which it has been made aware. It had
complete access to all Covenant House books and records and Covenant House Board members,
officers and staff were directed to cooperate fully with its investigation. Certain persons
declined to be interviewed by Kroll Associates, namely, Father Ritter, and, except with respect
to limited areas, the Franciscans.1

B. Allegations of Sexual Misconduct.

Allegations that Father Ritter engaged in sexual activities with Covenant House residents,
if true, betray the trust of those to whom Covenant House stands in loco parentis, as well as
those who contribute to its support.

Also very serious are allegations made to Kroll during the course of its investigation of
sexual advances by Father Ritter toward members of the Covenant House Faith Community. 14
As President of Covenant House, Father Ritter stood in a superior/subordinate relationship with
all other staff members and volunteers. While perhaps not illegal, sexual activity between those
who, in a job setting, are in the relationship of superior and subordinate is fraught with peril.

12 See page 2, supra.

i By letter dated June 29, 1990, Richard J. Concannon, counsel to the Franciscan Order, stated that
the Franciscans declined to be interviewed except that Kroll could interview Father Conall McHugh,
OFM (Conv.), the Provincial of the Franciscan Order and a member of the Covenant House Board, but
only in connection with his Board activities. As to other matters, including those relating to allegations
concerning Father Ritter, Mr. Concannon stated:

“As to the matters the Franciscans are not prepared to discuss, involving either communications
with parties to whom they had given assurances of absolute confidentiality or internal matters among
members of the Franciscan Order, further disclosure of any of these matters would violate
confidences to which the Franciscans are bound and will not violate. The ‘inquiry’ was part and
parcel of the process by which the Franciscans dealt with their pastoral and apostolic concerns for
those people who communicated with them, as well as for Father Ritter, Covenant House, and the
community it serves. ...”

Kroll interviewed Father McHugh in accordance with the above limitations.

14 See page 13, supra, for a description of the Faith Community.
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Accordingly, a very large part of the investigative effort has been devoied to these
allegations. In the course of investigating the allegations made publicly, Kroll heard several
allegations by other persons of essentially similar conduct, which it also investigated. Kroll
interviewed, sometimes more than once, every person it has been able to find who has made
any such allegation!® and many others who may have had relevant knowledge or information.
Kroll interviewed over 150 people, including Covenant House officers, directors, staff, present
and former residents, members of the Faith Community and others in connection with these
allegations. It had the full cooperation of the Manhattan District Attorney’s office.

Throughout its investigation, Kroll has had great concern for the impact of the
investigation on Covenant House, its dedicated staff, its volunteers, its supporters, the young
people it shelters and Father Ritter. This undertaking was an awesome responsibility that no
professional would take lightly. Nonetheless, Kroll’s guiding rule has been to seek the truth, to
be careful and to treat each person interviewed with courtesy and dignity.

For reasons of propriety and privacy this report does not include all of the details of the
information that Kroll has gathered. There is a serious potential that innocent people might be
gratuitously injured by such disclosure. Mr. McGuire has, however, presented such information
to the Board of Directors and the Oversight Committee. 19

It is not the purpose or intent of this report to make a legal determination of guilt or
innocence concerning these allegations. No civil or criminal charges are being made. However,
Covenant House depends on public trust and support, which has been shaken by the allegations.
To the young people it cares for, to its staff, and to others who have given or who may give their
support, Covenant House has a duty fully to investigate the allegations, to report its findings
and to take appropriate action where required.

The cumulative evidence discovered by Kroll in the course of its investigation that Father
Ritter engaged in sexual activities with certain residents and made sexual advances toward
certain members of the Faith Community is extensive. Five former residents have stated to Kroll
that they engaged in sexual activity with Father Ritter. Another former resident stated to Kroll
that Father Ritter made a sexual advance, which advance the resident rebuffed. A different
former resident acknowledged having shared a bed with Father Ritter, a fact that Kroll has
independently confirmed, but denied any sexual activity. Four members of the Faith Community
stated to Kroll that Father Ritter made sexual advances toward them.!? Four other former
residents, not referred to above, were said to have engaged in sexual activity with Father Ritter.
Kroll could not confirm the substance of those allegations because one of those four residents
is reportedly deceased and the other three could not be located. However, Kroll did speak with
persons who stated that those four residents made such allegations to them essentially
contemporaneously with the alleged events, which date back over the last twenty years.

Moreover, virtually all the former residents and Faith Community members who told Kroll
that Father Ritter engaged in sexual activity with, or made sexual advances toward, them had

15 1t has not been able to find one former resident who was reported in the press to have made such
an allegation.

16 Mr. McGuire has also maintained full and regular communication with the offices of the
Manhattan District Attorney and the New York Attorney General about the investigation.

.3

17 While it is obviously possible to misconstrue innocent physical contact as a “sexual advance’
under certain circumstances, the activities described, if believed, clearly and unambiguously constituted
sexual advances.
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also made the same allegations to other persons esscntially contemporaneously with the alleged
events and, more important, long before the first public disclosure of allegations relating to
Father Ritter. Kroll was able to locate and speak with many of those other persons, who
confirmed that they heard the allegations.!® We note this fact because it suggests that the
allegations cannot be dismissed as mere “copy cat” allegations. Moreover, all of the allegations
taken together show a generally consistent patiern of conduct. They also cover a long period of
time, covering events alleged to have taken place between 1970 and 1989.

Although he refused to be interviewed by Kroll during the course of this investigation,?
Father Ritter has publicly denied that he ever engaged in sexual relations with Covenant House
residents, and that denial was given serious consideration. None of the allegations, when viewed
individually, can be proved beyond any question. There is no physical corroboration. Indeed,
the private nature of the activity alleged made it virtually impossible for there to be such
corroboration.

Nevertheless, in view of the cumulative evidence found by Kroll supporting the allegations
of sexual misconduct, it is our opinion that, if Father Ritter had not resigned, the termination
of the relationship between him and Covenant House would have been required. Even if one
were to accept Father Ritter’s explanation of the events, the same conclusion would have been
justified solely on the basis of the fact that, as discussed below, Father Ritter exercised
unacceptably poor judgment in his relations with certain residents.

In that connection, there is no dispute that on many occasions, Father Ritter spent the
evening hours in his apartment at the Covenant House facility on 41st Street alone with
residents, many of whom had been prostitutes with troubled sexual pasts. According to
published reports, Father Ritter, through a spokesperson, admitted that he spent the night with
one of them on at least two occasions, once at a hotel and once at his weekend cottage. He
claimed to have been “mentoring” to that person. Even if nothing untoward happened, such
behavior, however well intentioned Father Ritter might claim it to have been, exposed him to
charges of improper conduct that are impossible totally to rebut after the fact. In his press
conference, Father Ritter has also admitted that he made a mistake in judgment, and that there
was an appearance of impropriety in his actions. It was irresponsible for Father Ritter, President
of an organization entrusted with the welfare of young people, to have put himself in such a
defenseless position.

18 For example, one former resident reported to a parent having engaged in sexual activity with
Father Ritter, and another made a similar report to a therapist. Both reports were made some time ago,
and have been confirmed to Kroll by the parent and the therapist.

19 On July 5, 1990, Father Ritier’s counsel, Stanley S. Arkin, advised Mr. McGuire that Father
Ritter would not agree to be interviewed in connection with this investigation, Mr. Arkin stated:

“As you know, Father Ritter has on a number of occasions publicly denied the truth of the full
range of accusations made against him in the past six months. In light of these denials, I see no
constructive purpose to be served by submitting him to further inquiry now.

“Throughout his 22 years as the head of Covenant House, Father Ritter worked unstintingly for
nothing but the welfare of the country’s homeless and desperate street children. He and Covenant
House performed untold good for hundreds of thousands of such children. To subject him to further
questioning now would sorely deprecate the dignity and respect to which a man of his stature and
deeds is entitled.”
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Two subsidiary questions must also be answered. First, was anyone else at Covenant
House, now or formerly on staff, involved in sexual activity with residents? Kroll Associates
investigated rumors and reports of such activity and, except as described in the next paragraph,
has found no evidence to support them.

In the spring of 1990, one employee and one former employee of one of Covenant House’s
subsidiaries in Central America were arrested on charges of child abuse based on information
concerning incidents in 1988 and 1989 recently discovered by Covenant House management
and brought by them to the attention of the authorities.2? In addition, supervisors of Covenant
House programs have informed us of a few allegations of possible sexual advances by
employees toward residents. The incidents reported were isolated, unrelated and sporadic. In
cach case, we have found that supervisors and management investigated and dealt with the
allegations promptly and professionally. With the exception of the matters noted herein, Kroll
Associates has not found any other evidence to suggest that such activity was anything other
than isolated and atypical, or that it was tolerated or condoned at any Covenant House program.

We believe that there is inevitably a risk for an organization like Covenant House that
isolated incidents of sexual activity between employees and residents will occur, particularly
in view of the size and ages of its staff and client population. There are about 1,700 staff
members dealing with 25,000 young people per year. Approximately 66% of the residents are
between the ages of 18 and 21: approximately 95% are between the ages of 16 and 21. The issue
should be whether procedures and standards exist to minimize such risk and to detect and
respond to any problems. At Covenant House, such activity is sufficient grounds for immediate
dismissal. We believe that the sparsity of other allegations of such behavior and the professional
manner in which they were reported and dealt with is evidence of the strength and integrity of
Covenant House’s programs.

Second, if the allegations about Father Ritter were so extensive, why did they not come
to light until now? The investigation by Kroll has revealed that isolated allegations relating to
Father Ritter’s sexual activities were in fact made on a few separate occasions in the past 10 a
few senior staff members at Covenant House, as well as to the Franciscans on at least one
occasion.?! We do not know what action, if any, the Franciscans took, but the staff members
who heard those allegations told Kroll that they reported the allegations directly to Father Ritter,
who summarily dismissed or denied the allegations. Rumors of such activity were also
apparently circulating as early as the 1970s among certain child care workers unconnected to
Covenant House. Kroll has been advised that because of those rumors certain child care workers
who dealt with runaways in the early 1970s determined not to refer certain young people to
Father Ritter’s program.

20 Several staff members of the subsidiary were suspended for other misconduct and inadequate
management; some of those staff subsequently resigned and others were discharged. The subsidiary is
now operating under ncw management and, based upon an on-site inspection by Kroll representatives,
Kroll is satisfied that all necessary and appropriate steps are being taken.

21 1 his June 29, 1990, letter, Mr. Concannon, counsel to the Franciscans, stated:

“With respect to prior allegations against Father Ritter, the Franciscans have no knowledge of
any such allegations apart from the one in 1983 which you mentioned and which was referred to in
the Covenant House article in the May 18, 1990 issue of Commonweal. Again, the Franciscans would
decline to discuss further the 1983 allegation because of their assurances of confidentiality. They
have not, of course, revealed anything regarding that matter to anyone outside the Franciscans. . . .”
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Father Ritter was a charismatic leader. He was not only the President and founder of
Covenant House, he was Covenant House to many. He was also a close friend to many on the
staff. It is, therefore, understandable that a staff member who heard such a single isolated
allegation would not have believed it, especially in the face of Father Ritter’s denial. To question
him on such an intimate, troubling matter was difficult enough; to challenge him in the face of
adenial would have been extremely difficult. Moreover, at Covenant House, there was no formal
procedure or mechanism in place for collecting or investigating such allegations or for taking
such allegations outside the staff where they could be independently and objectively reviewed.
Although there was a Board of Directors, the members, after 1975, were all appointed by Father
Ritter, and may not have been perceived by those who heard allegations as being independent
from him or as having any true authority.

Recent Reforms.

The elimination of the sole member structure of the corporation and the reestablishment
of the full authority of the Board will undoubtedly help to create a structure in which allegations
of this type can be reported and investigated effectively. In addition, on March 14, 1990, the
Covenant House Board of Directors adopted a policy providing that all allegations of serious
misconduct involving senior officials be reported immediately to the Chairman of the Board
and the General Counsel, as well as to the President in certain cases. The policy, which applies
to all employees of Covenant House and of all subsidiaries, provides in pertinent part as follows:

“Any allegation of serious misconduct involving any past or present employee,
volunteer, or member of the Board of Directors, must be immediately reported to the
appropriate level of the Board of Directors or management.

“Serious misconduct includes but is not limited to:
“(a) physical and mental abuse or any sexual activity with clients;
“(b) endangering the lives or welfare of clients;
*“(c) any and all misappropriation or misuse of funds.”

The policy sets forth specific reporting procedures. Allegations involving the President or
Chief Executive Officer (of Covenant House or any subsidiary) are to be reported to the
Chairman of the Board, Vice Chairman and General Counsel of Covenant House. Allegations
involving a board member are to be reported to the chairperson of that board (unless accused),
President and Executive Director. Allegations concerning other employees are to be reported
to the appropriate Executive Director and Chief Operating Officer. This Covenant House policy,
which provides that “[f]ailure to follow the procedures of this policy may result in disciplinary
action up to or including termination of employment”, has been distributed to all employees.

C. The Franciscan Charitable Trust.

As noted in “Background to the Investigation”, in 1983 Father Ritter established a trust
fund known as the Franciscan Charitable Trust. The Attorney General’s office is conducting an
independent investigation of that trust. Father Ritter and Edmund Bumns, former General
Counsel of Covenant House and trustee of the trust, have tumed the records pertaining to the
trust over to the Attorney General. Because we did not have access to those records, our
investigation of the trust is limited and focuses on the involvement of Covenant House with the
trust. '
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1. Creation of the Trust.

As described below, the Franciscan Charitable Trust was funded by Father Ritter in part
with monies that were paid by Covenant House in respect of his-services. Compensation with
respect to religious priests, brothers and sisters serving Covenant House in the exercise of their
ministry was ordinarily paid to their religious orders. Consistent with this practice, payments
in respect of Father Ritter’s services as President were made payable to a bank account in the
name of the Order Minor Conventual, a shorthand designation of his Order. However,
Father Ritter apparently had full discretionary authority over the account, and surplus funds
were not forwarded to his Order. We understand that such accounts are not uncommon and are
referred to as “extern accounts”. Over time, surplus funds in that account, a regular checking
account, apparently grew as Father Ritter’s salary grew. In addition, funds raised by Father
Ritter for his ministry in the 1970s through weekend preaching at different churches may have
been deposited in that account.

In 1982, Father Ritter apparently decided to invest some of the surplus funds in that
account. He sought guidance from Robert Macauley, then a member of the Covenant House
Board of Directors, who states that although he declined to give Father Ritter investment advice,
he suggested that Father Ritter might wish to use some of the surplus funds in his account to
purchase stock in Greif Bros. Co., a publicly traded Midwest paper products company. Father
Ritter, either directly or through his Order Minor Conventual account, purchased approximately
13,300 shares of Greif Bros. stock during 1982 and 1983 in the name of the Order. We believe
that the aggregate purchase price was in excess of $170,000. The trust also acquired additional
shares at a later date.

On July 2, 1983, Father Ritter established the Franciscan Charitable Trust.22 There is no
evidence that the Franciscan Order knew of the existence of the trust. The initial donor of the
trust was described as “Order Minor Conventual and Covenant House related sponsors™ and the
original corpus of the trust was apparently the Greif Bros. stock, which Father Ritter periodically
transferred to the trust. Father Ritter was the trustee of the trust, which was irrevocable, and
Covenant House, and/or “other charitable organizations” were the beneficiaries.

On August 1, 1984, the trust applied to the Internal Revenue Service for Recognition of
Exemption undcr Section 501(c)(3) of the Internal Revenue Code as an organization claiming
not to be a private foundation under Section 509(a)(3). That exemption, if granted, would have
entitled contributors to the trust to a tax deduction, would have exempted the trust income from
federal income tax and would have freed the trust from the limitations imposed on private
foundations, including those prohibiting self-dealing, those requiring that a specified percentage
of the trust assets be distributed annually and the excise tax on investment income. The purpose
of the trust, as described in the IRS filing, was as follows:

“The Franciscan Charitable Trust currently is holding the Immaculate Conception
Province of the Order Minor Conventual’s Two Hundred Thousand Dollar contribution
invested to accumulate a sufficient portfolio to enable it to become operational and
implement its charitable activities in supplement and support of Father Bruce Ritter’s
ministry as reflected in Covenant House’s and its subsidiary organizations programs and
purposes. For example, from time to time, sexually exploited children come to the

22 The legal work necessary to establish the trust was performed by the law firm of Burns, Kennedy,
Shilling & O’Shea, then General Counsel to Covenant' House. Edmund Burns stated that the trust was
created because Father Ritter wanted the Greif Bros. stock out of the control of the Franciscans.
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attention of Covenant House in need of confidential ‘safe harbor’ sanctuaries which are
imprudent to provide under the public auspices of Covenant House and its related
organizations. Such confidential ‘safe harbor’ sanctuaries for such sexually exploited
youth which come to the attention of Covenant House or its related organizations are a
first priority for the Franciscan Charitable Trust, thereby providing a needed confidential
resource for children known to Covenant House and its related organizations.”23

In addition to stating that the purpose of the trust was to support Father Ritter’s ministry, the
IRS filing listed Covenant House and certain of its subsidiaries as the organizations supported
by the trust for purposes of its claim of non-private foundation status under Section 509(a)(3).

The IRS filing further stated that “Covenant House and its related organizations have a
significant voice in Franciscan Charitable Trust’s investment policies”. However, there is no
evidence that anyone at Covenant House other than Father Ritter played any role in the trust’s
“investment policies”. There is also no evidence that the trust ever made any disbursements for
the purpose of providing “safe harbor sanctuaries for . . . sexually exploited youth” 24

2. Contributions by Covenant House to the Trust.

We understand that the Internal Revenue Service subsequently granted the trust’s
application for a Recognition of Exemption under Section 501(c)(3).

In 1985, Father Ritter was appointed by the President of the United States to serve on the
National Commission on Pornography. Because he was apparently concemed about the public’s
perception about the amount of his “‘compensation”,2> which was then approximately $98,000,
he decided to reduce his “compensation” by $60,000, from $98,000 to $38,000. He then
instructed Covenant House’s Chief Financial Officer, Robert Cardany, to contribute the
difference each year to the Franciscan Charitable Trust.

Mr. Cardany stated that he refused to make the payment so long as Father Ritter remained
as trustee of the trust. Father Ritter resigned as trustee and designated Mr. Burns as trustee and
Covenant House then began to contribute money to the trust.

The first contribution of $60,000 was made on June 27, 1986. At the same time, Father
Ritter told Mr. Cardany he wanted to reduce his salary “retroactively” for the fiscal year ending
June 30, 1986, to approximately $38,000. Accordingly, on June 30, 1986, the last day of the
fiscal year, Father Ritter paid Covenant House $59,831.94 by check drawn on his OMC account
and he signed a “Personnel Status Notice” reducing his salary to $38,000 “retroactive” to July 1,
1985. Although we have not seen the trust books and records or the books and records of the
OMC account, we understand that the $60,000 contribution by Covenant House to the trust just

23 The reference in the filing to the Order’s “Two Hundred Thousand Dollar Contribution” is
apparently the Greif Bros. stock originally held in the name of the Order. See page 14 for a discussion
of the Safe House program.

24 We understand from the trustee’s counsel that, since the trust’s creation, a total of $230,000 has
been transferred from the trust to Father Ritter’s OMC account. In March 1990, Covenant House received
a $50,000 check drawn on the OMC account, accompanied by correspondence from Father Ritter stating
that this was a contribution from the trust. That was the only contribution that Covenant House received
from the trust. In addition, as noted above, Covenant House received a payment of $59,831.94 on
June 30, 1986, from the OMC account.

25 As noted, compensation in respect of Father Ritter’s services was paid to a bank account in the
name of his Order. See page 20.
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three days earlier was transferred to the OMC account and was then used to make the $59,831.94
payment back to Covenant House.

Funds were contributed by Covenant House to the trust on the following dates and in the
following amounts:

June 27, 1986 : $60,000
September 11, 1986 60,000
October 5, 1987 15,000
November 2, 1987 15,000
December 11, 1987 30,000
January 18, 1989 18,000 26
January 25, 1989 42,000
July 20, 1989 60,000
TOTAL 300,000

The payments were made pursuant to check request vouchers, sometimes, but not always,
signed by Father Ritter and countersigned by John Spanier, Robert Cardany or James Harnett,
all Covenant House officers at the time.2”

There is no evidence that either the existence of the trust or the fact of the annual
contribution was made known to the Covenant House Board.2® Some staff members were
apparently aware of the existence of the trust.

3. Transactions Between the Trust and Covenant House Board Members.

On two occasions, the trust loaned money to Covenant House Board members. The trust
also engaged in real estate transactions with the same board members. In 1986, the trust
purchased property in Dutchess County, New York, from James J. Maguire, Jr. In December
1988, the trust loaned Mr. Maguire and his wife approximately $100,000 and took a mortgage
on other property that they owned in Dutchess County, New York, as collateral. The interest
rate on the loan was 10%4%.29 Mr. Maguire stated that he asked Father Ritter and Mr. Burns
prior to taking the loan whether there was any connection between the trust and Covenant House
and that he was told there was none. Mr. Burns states that Mr. Maguire did not ask such a
question.

In April 1989, the trust made a purchase money loan of $90,000 to Dr. James T. Kennedy
and his wife, to enable them to purchase from the trust the property in Dutchess County that the
trust had acquired from Mr. Maguire in 1986. That loan accrued interest at 10%.

26 This payment, an odd amount, was made at Father Ritter’s specific request because, as he told
Mr. Cardany, the trust needed the money to make a specific investment. The contribution was made
payable to a special account of Burns, Kennedy, Shilling & O’Shea, the law firm of which the former
Covenant House General Counsel is a member. This money was apparently used for a loan to a former
Covenant House resident as described below.

27 Mr. Spanier left Covenant House in June 1990.

28 Robert Macauley, a member of the Board and former Chairman, stated that he had heard about
the existence of the trust but knew none of the details. James J. Maguire, Ir., and Dr. James T. Kennedy,
members of the Board, received loans from the trust as described below.

2 The land acquired in 1986 and the mortgage were held by a corporation called Hudson River
Views Inc., a corporation apparently formed and owned by the trust for this purpose.



23

Around the time that the existence of the trust and the loans were made known to the
Covenant House Board on March 3, 1990, Robert Macauley purchased the two mortgages from
the trust.39 He transferred $300,000 by wire from his account at the Society Bank in Cleveland,
Ohio, to Mr. Burns’ law firm, and after the mortgages were purchased, the remainder, $96,850,
was returned to Mr. Macauley on March 15, 1990. The Maguire mortgage has since been paid
with interest. The Kennedy mortgage remains outstanding.

4. Other Trust Transactions.

In the fall of 1987, the trust reportedly made, through a foundation run by a former member
of the board of one of Covenant House’s subsidiaries, a loan of approximately $131,000 to
Cassie Wallace, Father Ritter’s sister, to enable her to purchase a house. The loan was an
interest-bearing loan, was secured, and was subsequently repaid by Ms. Wallace and, in part,
by Father Ritter.

On another occasion, in 1988, the trust made an interest-bearing loan of approximately
$17,000 to a former Covenant House resident, who was then working as a long-distance truck
driver, to enable him to prevent foreclosure on his truck. The loan has since been repaid.

5. Conclusions.

We have been informed that once the Attomey General’s investigation of the trust is
concluded, the trustee intends to liquidate the trust and to distribute its assets to Covenant House.
Counsel to the trustee has informed us that the assets of the trust have a market value of
approximately $1 million.

As noted above, the principal Covenant House connection with the trust was its annual
contribution. Although that may have been a legally proper contribution, it was unusual and
does not seem to have had any clear purpose, since Covenant House was the ultimate beneficiary
of the trust. Why would (or should) Covenant House make a payment to a trust, especially one
that apparently never disbursed any funds or carried out any business, if it was in turn the
beneficiary of the trust? Covenant House did make other charitable contributions, but, with one
exception,3! none of the other contributions was of such magnitude.

_ We believe that the practice of making such contributions to a trust controlled, directly or
indirectly, by Father Ritter, even with funds that would have otherwise been paid in respect of
his services, was questionable at best. If Father Ritter wished to establish a separate charity with
funds that would have been paid to his Order, he could have done so, assuming the Order
approved, after the funds were paid to his Order. If Father Ritter wanted to create an endowment
for Covenant House, the funds could have been retained by Covenant House for that purpose.

At minimum, contributions to entities controlied by an employee or director should only
be made if authorized by vote of the Board excluding any interested member, as required under
the new conflicts policy. In addition, full disclosure of any such contribution should be made
on all appropriate filings and statements.

0 According to Mr. Burns, this was done for the purpose of making the assets in the trust liquid.

31 For two years, Covenant House contributed approximately $50,000 annually to AmeriCares, a
charity run by one of the Board members, Mr. Macauley. AmeriCares contributed approximately $50,000
annually to Covenant House. Father Ritter was a Vice President of AmeriCares. Both contributions
appear to have been made in connection with annual dinners. The Covenant House contribution was not
presented to or approved by the Board.
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6. Recent Reforms.

Certain actions taken by the Board since March 7, 1990, should help prevent a recurrence
of such activity, including the following: '

—The By-laws have been amended to provide that Covenant House may not enter
into any transaction where a director or officer will participate or benefit, directly or
indirectly, unless the Board of Directors has approved the transaction by a two-thirds
majority excluding the vote of the member to be benefited. The By-laws also prohibit loans
to directors and officers and require Board approval for any other loan.

—The Board has adopted a policy prohibiting Covenant House and its subsidiaries
and affiliates from doing business with any entity owned or controlled by any director or
officer or a member of his or her immediate family or in which any such person has a
substantial financial interest unless specifically approved by the Board.

—The Board has adopted a policy requiring the approval of the Finance Committee
for any cxpenditure in excess of $50,000 and requiring the approval of the full Board of
Directors for any expenditure in excess of $100,000.

—The Board has adopted a policy that all charitable contributions of $5,000 or more
by Covenant House be made only with the specific approval of the Board or the Finance
Committee.

—Payment of compensation in respect of the services of Sister Mary Rose McGeady,
the new President, will be paid directly to her religious community, the Daughters of
Charity of St. Vincent de Paul, pursuant to a written agreement between Covenant House
and the community.

D. Review of Financial Systems and Allegations of Financial Improprieties.

Covenant House, as noted above, is a parent organization with about a dozen operating
~ subsidiaries, both in this country and abroad. A principal function of the parent organization
has been to solicit contributions from private donors, primarily through a direct mail operation.
In the fiscal year ending June 30, 1990, for example, approximately 86 percent of Covenant
House’s revenues were raised through its direct mail operation. The remaining funds were raised
from corporate contributions, foundations and governmental sources.

In this section, we will describe the financial systems used by Covenant House to receive,
account for and disburse donations and we will set forth the results of Kroll’s investigation of
allegations of financial improprieties and its review of certain financial systems and procedures.
We will conclude this section with specific findings and recommendations.

1. Methodology.

The scope of Kroll’s review was to determine, if possible, the validity of allegations of
financial impropricties and to conduct a review of selected areas of substantial financial activity
determined most vulnerable to abuse, including the areas of petty cash and purchasing. In
investigating those allegations and conducting those reviews, Kroll interviewed staff members
responsible for these functions and analyzed financial books and records. Furthermore, it
performed limited revicws of certain subsidiaries.
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2. Description of Financial Systems.

Revenue. Several times a year, Covenant House solicits direct mail contributions through
mailings to persons who have contributed in the past and to potential new contributors. In order
to identify potential new contributors, Covenant House periodically acquires and maintains
mailing lists. All of the mailings are accomplished by the parent organization through the Direct
Marketing Department.

Our review of the revenue collection operation of Covenant House has led us to conclude
that it is not only one of the most successful operations of its kind, but it is also professionally
and efficiently managed. We have uncovered no evidence of any irregularities or operational
deficiencies relating to Covenant House'’s collection and safeguarding of donor contributions.

In general terms, the system in New York, which receives most of the donations, operates
as follows: return envelopes addressed to a designated Covenant House Post Office box are
received by the Post Office. The Post Office box is opened daily by representatives of Chemical
Bank. The receipts are transported from that Post Office box to a Chemical Bank facility where
the envelopes are opened by Chemical Bank representatives. The contributions are then directly
deposited in Covenant House accounts at Chemical Bank and at the end of each day Covenant
House representatives are given appropriate reconciliation documentation.

Disbursements. Approximately 20% of the total funds raised by Covenant House is spent
on fund raising efforts. An additional 13% of the total funds is allocated for the costs of
administration. The remaining 67% of the total funds raised by Covenant House is used to
finance the operations of its programs, primarily operated through its subsidiaries. These funds
represent 84% of the aggregate budget of these subsidiaries, which raise the remaining portion
of their budgets independently.

Fund Raising Expenses. As with many non-profit organizations, Covenant House has
almost no endowment or access to significant funds other than those raised from donors,
Therefore, it must spend a certain portion of the money raised each year on its fund raising
efforts. OQur review indicates that the costs that Covenant House incurs in its fund raising efforts
historically have been well below the maximum recommended by the Council of Better Business
Bureaus, Inc. (“CBBB”) and the National Charities Information Bureau. For example, in 1989
Covenant House spent approximately twenty cents per dollar raised, whereas the allowable
amount under the CBBB standards is thirty-five cents per dollar.

3. Loans to Officers and Other Senior Staff Members.

Under Section 716 of the New York Not-for-Profit Corporation Law, not-for-profit
corporations are not permitted to make loans to officers or directors.32 On at least one occasion,
Covenant House made a loan that was not permitted by New York law and on two other
occasions Covenant House made loans that, although permitted by New York law, should have
been brought to the attention of the Covenant House Board.

Father Ritter’s Loan. In July 1989 Father Ritter asked Covenant House’s Chief Financial
Officer for an advance of $25,000 on the compensation paid in respect of his services. The Chief
Financial Officer authorized the advance and Father Ritter was asked to and did sign a standard
form of acknowledgement. The advance bore no interest and was to be repaid by January 31,

L By contrast, educational not-for-profit corporations, such as colleges and universities, are
expressly permitted to make such loans.
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1990. It was fully repaid by the time Father Ritter resigned from Covenant House on
February 27, 1990, one month later than it should have been. The advance was apparently a
prohibited loan under New York law.

The Loan to Mr. Kelly. In July 1989, Covenant House proposed to establish a program in
Washington, D.C. James Kelly, who was then acting as Executive Director of the Covenant
House program in New Orleans, was asked to move to Washington, D.C., and to become the
Executive Director of the new program. Covenant House made a secured, interest-bearing
$60,000 relocation loan to him. The loan was approved by Mr. Harnett and Father Ritter but
was not reviewed with or approved by the Covenant House Board of Directors. The loan is
current.

The Loan to Mr. Kells. In the fall of 1989, John Kells, then Covenant House’s Senior Vice
President for Communications, was considering leaving Covenant House, in part because of the
high cost of housing in the New York area. Father Ritter offered Mr. Kells a housing loan of
$100,000 for the purchase of a cooperative apartment, on the condition that he continue to work
for Covenant House for three more years. Mr. Kells resigned from Covenant House on March 5,
1990. Mr. Kells is in the process of selling his co-op and Covenant House has agreed to defer
payments (which have been current) for three months provided the co-op is sold and the loan
repaid within such time. The loan was not reviewed with or approved by the Covenant House
Board of Directors.33

If Father Ritter’s “salary advance” is considered a “loan” under the terms of the New York
statute, as we believe it should be, that loan was impermissible because at the time Father Ritter
was an officer of Covenant House. Neither Mr. Kelly nor Mr. Kells was an officer of Covenant
House and, therefore, their loans do not violate the New York statute, However, those loans
were of such magnitude and significance that they should have been brought to the attention of
the Covenant House Board of Directors.34

Recent Reforms. As noted above, steps have now been taken to see to it that no such loans
are made in the future, unless specifically authorized by the Covenant House Board of Directors.
The revised By-laws provide that Covenant House shall not make any loan unless authorized
by the Board. The By-laws also include a provision prohibiting loans to directors and officers
that is equivalent to the New York statute.

4. Conflicts of Interest.

There have been two principal allegations made of “conflicts of interest”. We set forth
below the facts relating to each allegation, although we note that the term “conflicts of interest”
may be somewhat of a misnomer.

Ellen Lofland. Father Ritter’s niece, Ellen Lofland, is an interior decorator.3> Beginning
in 1982 through 1989, her company, Lofland Properties, was awarded contracts by Covenant

33 In addition, as of March 7, 1990, three Covenant House employees had outstanding emergency
loans of $5,000, $1,500 and $1,000 because of exigent family circumstances. Two other employees
received tuition grants as a part of a management development program.

34 n addition, in 1989, Covenant House offered the new director of Under 21 a relocation loan of
$100,000. The loan was never made but the commitment should have been brought to the attention of
the Board of Directors.

35 In response to the request by Kroll for an interview, Ellen Lofland communicated with Kroll
through her counsel.
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House to perform interior decorating services for new Covenant House facilities in
Ft. Lauderdale, Florida; Houston, Texas; New Orleans, Louisiana; Anchorage, Alaska; and New
York City. Pursuant to those contracts, and as is customary for interior decorators, she purchased
furniture and other interior decorations for the Covenant House facilities in question. She
purchased materials wholesale from the manufacturers, charged them to Covenant House at her
direct cost, and charged Covenant House a fee plus out-of-pocket expenses.

There is no evidence that Ms. Lofland was paid for services that she did not perform, that
the fees paid to her of approximately $170,000 over an eight year period were excessive or that
her work was not satisfactory. It does appear, however, that the contracts were awarded to Ms.
Lofland without competitive bidding and primarily because she was Father Ritter’s niece.
Although such transactions are not prohibited by law, the nature of the relationship between
Ms. Lofland and Father Ritter was such that, in our opinion, the matter should have been brought
to the Board for approval at a meeting during which Father Ritter recused himself and a
competitive bidding process should have been used. Neither was done.3%

Ms. Lofland’s husband’s company, Intergroup Development, Inc., in which he held a
minority equity interest, was also retained by Covenant House to manage the construction work
in Houston and Fort Lauderdale. He also consulted on the New Orleans renovations. The cost
of construction was approximately $4 million, which included payments for materials, other
costs and the company’s fee of approximately 5%. There is no evidence that he received
excessive payment or that his work was not satisfactory. However, the minutes of Covenant
House do not reflect approval of his work, nor was his work subject to competitive bidding.

Other Matters. For a time, a former Covenant House senior staff member shared an
apartment with a person who was his subordinate and whose invoices he approved. The senior
staff member received a $10,000 loan from a vendor and, with the approval of his superior, also
received from that vendor compensation for work done during his vacation. While not unlawful,
we belie;_fe that such activities were inappropriate because they created a potential conflict of
interest.

Recent Reforms: New Conflicts of Interest, Competitive Bidding and Employment of
Relatives Policies. On April 25 and May 18, 1990, the Covenant House Board of Directors
adopted new written guidelines setting forth policies and procedures relating to conflicts of
interest, competitive bidding and employment of relatives. The conflicts of interest policy
provides in part as follows:

“Unless specifically authorized by the Board of Directors, Covenant House and its
subsidiaries and affiliates will not do business with any firm or entity owned or controlled
by any member of the Board of Directors or any officer or any member of his or her
immediate family or with any firm or entity in which any officer or director or any such
immediate family member has a substantial financial interest.”

36 We have been told that on one occasion, a proposed “conflicts of interest” section of the Covenant
House purchasing manual was deleted because “it would be an insult to Father Ritter”.

3" In addition, one former director worked for a company that performed minor services for
Covenant House, mostly on a pro bono basis. The company was paid a small amount for its services in
one instance. Under the policy now in effect, such a transaction would have to be approved by the other
directors.

At Covenant House Texas, the brother of a former maintenance supervisor performed approximately
$100,000 of construction and related work.
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This policy goes further than applicable New York law in that it applies to the immediate
family members of directors and officers as well as to directors and officers themselves. This
policy provides for disclosure by each director and officer of any such interest in any firm or
business with which Covenant House is considering doing business. In addition, the By-laws
require approval of any transaction in which a director has an interest by a two-thirds vote
excluding the interested director. Other procedures have been implemented to bring possible
conflicts to the attention of the Board. As noted earlier,38 all transactions involving expenditures
of $50,000 or more must be approved by the Finance Committee and all transactions involving
expenditures of $100,000 or more must be approved by the Board. A conflicts policy applicable
to all staff is also being promulgated.

The competitive bidding policy provides that Covenant House will seek competitive,
closed (sealed) bids for all contracts and purchases in excess of $50,000. If it is impossible to
obtain three competitive bids for any such contract, the transaction must be approved by the
Board of Directors. In addition, Covenant House for some time has had a policy requiring that
bids be obtained for certain purchases. This policy currently requires that a minimum of three
bids be obtained for any purchase in excess of $500 (and such bids must be in writing if the
purchase is in excess of $1,500). '

The “employment of relatives™ policy provides that Covenant House will not hire relatives
of staff members or persons who share a common household to work in the same department
or to work under the supervision of a relative without the approval of the Covenant House
Personnel Director or the Vice President of Human Resources.

We find that those policies, if properly enforced, should help to prevent conflicts of interest
from arising in the future.

5. Dove Services, Inc.

Dove Services, Inc. (also known as Dove Messenger Services) (“Dove’) was established
in 1982 as a for-profit subsidiary of Covenant House. Dove provided messenger services to
approximately 100 private accounts as well as to various Covenant House facilities. Dove was
created to provide gainful employment to Covenant House residents in a structured
environment. During 1989, approximately 100 residents worked for Dove, with 15 to 20
residents working at any given time, either as messengers or in the office. Dove’s revenues
during fiscal 1989 were less than $40,000.

Prior to August 1989, Dove was located at the 41st Street facility and operated under the
auspices of Under 21. It was then moved to the 17th Street facility, and supervision of its
operations was divided between Under 21 and Rights of Passage.

In April 1990, a former Covenant House employee made allegations that the manager of
Dove was stealing money belonging to residents. This prompted a complete review of Dove’s
financial procedures and records. The manager cooperated fully.

Although Kroll found no evidence to substantiate the allegations of theft, it found that the
financial controls and procedures at Dove were inadequate and created a serious potential for
fraud. In fact, the review revealed errors and unsupported transactions so numerous that the
records were not auditable. In particular, the controls for petty cash and payroll were extremely
weak., Billing records were disorganized and there was a several month backlog in sending out
bills. Kroll attributes these problems to poor internal management of the company as well as

38 See page 24, supra.
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the division of oversight responsibilities. The manager of Dove admitted that he did not know
how to handle bookkeeping matters properly.

In May 1990, because of these findings, Covenant House decided to close the operations
of Dove. The senior management is currently collecting unpaid accounts and winding up
operations.

6. Under 21 Security Department.

On April 6, 1990, an employee of Under 21’s Finance Department discovered that a payroll
check for $208 had been altered so that the amount was increased to $3,248 and then cashed.
The check was payable to an alleged New York City police officer working during his off-duty
time as a security guard at Under 21. Covenant House promptly notified the Cravath firm which
notified Kroll Associates. This information was also promptly provided to the Manhattan
District Attorney and the New York City Police Department.

Further investigation revealed evidence of other irregularities in the payroll system for
the Under 21 Security Department. Eleven persons, many claiming to be off-duty police
officers, were hired as “street counselors” or part-time security guards. They were listed and
paid as independent contractors rather than employees. They reported to the Under 21 Security
Director. With respect to most of these persons, the names, addresses or social security numbers
on the payroll were incorrect or fictitious. In addition, paychecks were issued based on hours
submitted by the “street counselors™ without verification. The Security Director claimed that
he had no control over the counselors and that he could not vouch for their identities or working
hours.

The Manhattan District Attorney and the New York City Police Department are continuing
to investigate the altered check matter and the identities of the “‘street counselors”. The check
was negotiated at a local restaurant, then endorsed by a restaurant vendor prior to clearing Under
21’s account at Chemical Bank. It is not clear where in this chain it was altered.

We believe the hiring and payroll procedures for the street counselors were inadequate as
was their supervision. The Security Director was also not adequately supervised. Under 21 has
since eliminated the practice of hiring independent contractors as security guards. The Security
Director no longer works for Covenant House. Present management has undertaken a thorough
review of the status and needs of the Security Department by an outside consultant who has
made certain recommendations that are being implemented.

7. Petty Cash,

Covenant House and its related entities have a number of petty cash funds. For example,
Under 21 itself has 25 different petty cash funds. It is estimated that in fiscal year 1990, Under
21 will disburse approximately $300,000 through its petty cash funds.

The petty cash funds are run on an “imprest” system from which funds are advanced before
the expenses for which they are disbursed are actually incurred. Each department maintains a
list of those with signing authority. When funds are removed from petty cash funds, “chits” are
signed by the withdrawing employee and receipts for the incurred expenses are then turned in.

Our investigation has revealed that controls over petty cash funds must be strengthened.
The procedures at Covenant House, the parent, were generally adequate and proper, although
not always followed in practice. The procedures of the subsidiaries whose records were
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examined, especially Under 21, were not formalized and were poorly documented. Moreover,
we believe that there were too many funds and they were not audited on a regular basis.3?

In addition, petty cash funds were used on occasion for inappropriate expenditures. Kevin
Kite, one of the former residents who made public allegations of sexual misconduct against
Father Ritter, was originally supported by an allowance that he received from the petty cash
fund in the Office of the President. The Chief Financial Officer stated that it was “extremely
unusual” for a Covenant House resident to receive an allowance from the Office of the President.
Moreover, although the President’s petty cash fund had a $50 limit for any single withdrawal,
Mr. Kite received $200 from that fund every two weeks. In fact, because that withdrawal put a
strain on the petty cash fund, Mr. Kite was later paid a reduced allowance pursuant to the check
requisition system.40

8. Recommendations and Recent Reforms.

Based on our investigation into the allegations of financial improprieties and our review
of financial procedures, we recommend that Covenant House and its subsidiaries take the
following actions, many of which have already been implemented:

(a) There should be well-defined standards prohibiting transactions involving conflicts of
intcrest. The standards should be promulgatcd to all staff.4! Such a policy has been adopted.
See pages 24 and 28.

(b) Competitive bidding should be required for all purchases in excess of a specified dollar
amount. Covenant House’s policies in this area have been strengthened. See page 28.

(c) There should be well-defined standards as to what level of authorization is required
for a particular level of expenditure. Such a policy has been adopted. See page 24.

(d) All material contracts for construction and other major vendor contracts should provide
that Covenant House has a right to audit the relevant books and records of the contractor or
vendor to establish compliance with the terms of the contract.

(e) The number of petty cash funds and their balances should be kept to a minimum. All
funds should be checked frequently and any differences investigated immediately and the proper
documentation must be required before any funds are disbursed.

(f) Covenant House should establish a central internal auditing department with
appropriate staffing. The head of this department should report directly to the President or the
Chief Operating Officer and should have indirect reporting responsibility to the Audit
Committee of the Board of Directors. The function of this department should be to insure
compliance with all applicable policies and procedures and to investigate allegations of
violations of such policies. All staff should be informed of the existence of this department and
directed to cooperate fully with it. Covenant House has begun to establish such a department.
On July 17, 1990, an audit director was hired who will report directly to the President and have

3 Our investigation revealed that a total of $1,150 was taken from the petty cash funds without
sufficient documentation.

40 Additional payments for Mr. Kite’s education were also madec.

1 We note that many corporations require personnel to sign a statement acknowledging that they
have read, understand and will comply with a written conflicts of interest policy of the company.



31

indirect reporting responsibility to the Audit Committee. Staff members have been informed of
the creation of this department.

(g) The Board of Directors should assume a stronger role in the oversight of the agency’s
financial, operational and other programs. We believe that the Board has begun to do so. We
note in this regard that a new Audit Committee and a reinvigorated Finance Committee have
been formed.

(h) Covenant House should exercise more control over the budgets and financial systems
of its subsidiaries if it continues to provide a substantial part of their revenues. We note,
however, that this issue must be addressed in the context of the overall review of
parent-subsidiary relations currently underway (see page 14).

We have also made additional recommendations to senior management of Covenant House
to strengthen routine financial systems and procedures. Many of these recommendations have
already been implemented.

E. Other Miscellaneous Allegations.
1. Sean Russell.

We investigated published allegations that Covenant House covered-up, or refused to
cooperate in the investigation of, the murder of Sean Russell on October 19, 1989. The
implication of the allegations was that Russell, a former resident, was having an affair with a
Covenant House staff member. '

Mr. Russell was assaulted and killed outside a friend’s apartment by a man identified as
Donald Holden, who was armed with a knife. Mr. Holden then killed himself. There is no
evidence of any relationship between Mr. Holden and Covenant House.

We found no evidence that Covenant House or anyone on its staff covered-up, or refused
to cooperate in the investigation of, Mr. Russell’s murder. On the contrary, we found that
Covenant House cooperated fully with the New York City Police Department. When these
allegations surfaced in February 1990, Covenant House officials promptly contacted the Police
Department and were assured by the First Deputy Police Commissioner that there was no
evidence that Covenant House was involved in any way. We also found no evidence that
Covenant House or anyone on its staff was involved in any way in the murder. The New York
City Police Department has concluded its investigation and has confirmed to us that Covenant
House was not involved and cooperated fully.

We also found no evidence to support the allegation of a sexual relationship between
Russell and any staff member.

2. Identification Papers.

The Director of the Covenant House Institute of Youth Advocacy, who has since resigned,
asked a former staff member then serving as a pastor in an upstate New York church, to procure
identification papers. As has been previously publicly reported, the priest procured a birth
certificate and a matching baptismal certificate in the name of a young boy who had died. The
certificates were later given to Kevin Kite to establish a new identity for him, ostensibly as a
part of the Safe House Program, described above.42

%2 The Safe House Program was terminated on March 7, 1990. See page 14, supra.
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We also found in a file titled “*Safe House Program” in the Office of the President, a second
birth certificate in the name of another boy who, we leaned, died two days after birth. The birth
certificate was in an envelope bearing a 1983 postmark. We have ascertained that it was obtained
at Father Ritter’s request and we assume that it was also procured for use in the Safe House
Program. We found no evidence of any other instances of procuring or altering identification
papers. Such activities are inappropriate and should not be repeated. '

3. Unauthorized Subsidiary Expenditures.

In the course of an audit, Covenant House management found that the former director of
onc of its subsidiaries made charitable contributions totaling approximately $9,000 to an
organization in his home state with his personal funds, and then obtained reimbursement from
Covenant House for these contributions. In addition, he used Covenant House funds to purchase
a private home for approximately $29,000 in which two former residents of the program now
live. Senior management states that there was no authorization for any of these actions. The
former director has agreed to reimburse Covenant House for the cost of the home and
discussions are under way with respect to the contributions.

4. Miscellaneous Rumors.

We investigated a rumor that a college administrator was involved with Father Ritter and
other Covenant House executives in a prostitution ring involving Covenant House residents.
We learned that on one occasion, the administrator visited Covenant House. We also learned
that four Covenant House residents had attended the college in question and that Covenant
House supervised their college program as a part of the Under 21 Education/Vocation
Department. We concluded that the visit by the administrator to Covenant House was related to
the college program and we were unable to find any evidence of a prostitution ring involving
that person or anyone at Covenant House.

We also investigated a rumor that Covenant House was involved in political activity in
support of the Contras. We were unable to find any evidence to support the rumor.

F. The Board of Directors.

Because certain public criticism was directed at the actions, or inaction, of the Board of
Directors, we investigated the Board’s role in the affairs of Covenant House. We have concluded
that during Father Ritter’s tenure as President, the Board should have exercised greater oversight
over the finances and affairs of Covenant House. There was an excessive willingness to defer
to Father Ritter. Tighter financial controls should have been exercised; there should have been
an Audit Committee that met regularly and received periodic reports from the management and
the independent accountants. An internal audit department should have been established. The
Board should have insured that clear, firm policies regarding conflicts of interest and loans to
employees, among other things, were in place and observed. There should have been a
mechanism for collecting and reporting allegations of misconduct. The Board should have
played a more active role in monitoring executive compensation, particularly with respect to
compensation for Father Ritter.

Last fall’s crisis obviously took the Board by surprise, coming as it did less than two weeks
after a new Chairman assumed office. Few volunteer boards of not-for-profit corporations are
equipped to handle affairs of such magnitude, especially when they lead to a vacuum of
leadership. Father Ritter’s resignation on February 27, 1990, brought about the restructuring of
the corporation, and prompted the Board to assert its control and exercise its responsibility.
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Since February 27, the newly reconstituted Board has met eleven times and has been diligent
in the exercise of its duties. Evidence of the Board’s commitment to set the affairs of Covenant
House in order is the very existence of this Report. Individual members of the Board have spent
countless hours and boundless energy on the affairs of Covenant House. The Board has added
eight new members, appointed a new president, engaged new lawyers and accountants and
adoptied new policies and procedures, all to enable Covenant House to begin a new chapter in
carrying out its very important mission.
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PART III.

SUMMARY OF THE REPORT OF ERNST & YOUNG
ON THE SYSTEM OF INTERNAL ACCOUNTING CONTROL

A. Introduction.

Emst & Young, an independent public accounting firm, performed a review of significant
internal accounting control procedures at Covenant House and certain of its New York
subsidiaries. The following summary of the Ernst & Young report to the Board of Directors has
been reviewed and approved by Emst & Young.

B. The Methodology of the Review.

Emst & Young performed certain agreed upon procedures to review the significant
portions of the system of internal accounting control of Covenant House and three of its
subsidiaries, Under 21 (excluding its subsidiary, Dove Services, Inc.), Testamentum and 268
West 44th Corp., that was in effect as of March 31, 1990. (All references to Covenant House
mean the parent organization only.) Ernst & Young reviewed the intemal control environment
and the design of the intemnal accounting control system related specifically to the cash
disbursements, payroll, cash receipts, petty cash and bank transfer systems at each entity to the
extent existent. The procedures performed by Emnst & Young included obtaining an
understanding of policies and procedures existing during March 1990, identifying controls and
deficiencies, tests of a sample of (or, in some cases, all) transactions within a given system
during the month of March 1990 to determine compliance with policies and procedures,
discussions with management and staff and a review of the minutes and other records. Those
procedures, which were performed during April through June of 1990, involved approximately
1000 hours of Ernst & Young staff time as well as approximately 275 hours of Ernst & Young
management time.

C. Findings With Respect to Covenant House.

Internal Control Environment. In general, Emst & Young noted that “Covenant House has
experienced dramatic change in the first quarter of 1990 . . .” that can create “stress to the
internal control structure of an organization”. However, it found that “[f]or the period covered
by our procedures, it appeared that the management of Covenant House had an adequate level
of control consciousness and had instituted and planned further improvements in the system of
internal accounting control”.

Specifically, with respect to the internal control environment, Emst & Young found the
following:

“Accounting and Reporting Systems. Financial accounting and reporting systems at
Covenant House are designed to provide management with sufficient, accurate, timely
information to manage the organization.

“EDP Controls. Covenant House appears to have adequate access controls and
controls over program changes. Covenant House also has EDP security officers who
monitor information system processing activities. Application programs and data files are
appropriately secured.
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“Budgetary Controls. Covenant House employs a budgetary process as a method for
planning its programs and other activities, measuring its performance and controlling
costs. There is appropriate involvement in the process by those who will be responsible
for achieving the budgeted results and there are timely and periodic comparisons of actual
results against budgeted results, with appropriate investigations of significant variances
and trends.

“Supervision and Review. Covenant House has policies and procedures for reviewing
and supervising the work of finance department personnel and for documenting such
review, although these policies and procedures themselves are not always documented in
writing. Policies and procedures should be in writing to be effective. Overall compliance
with these policies and procedures appeared to be adequate except for certam instances
which are detailed [in the report as summarized below] .

In addition, Emst & Young noted that Covenant House and its subsidiaries “operate on a
decentralized basis in the accounting and financial areas” and recommended that an internal
audit group be established that “should operate free of other operating responsibilities and report
directly to top management and the Board of Directors (or a committee thereof)”.3 Emst &
Young also found that “communications between the Board of Directors and the independent
auditors have been limited”. Specifically, the results of the last annual audit were “analytically
discussed with” the Board of Directors by management instead of the independent auditors and
the management letter was not presented to the Board. It also noted that there was no formal
conflict of interest policy in effect during March of 1990, although one was issued in April.

Design of Internal Accounting Control System. Emst & Young found the following
deficiencies in the design of the system of internal accounting control:

“The employee responsible for the preparation of manual payroll checks also has access
to the check-signing machine. These duties should be segregated.

“There were five selﬁarate petty cash boxes with an overall imprest balance of
approximately $11,000. We have been informed that the number of petty cash boxes and
the overall imprest balance has been significantly reduced subsequent to March 1990.”

Cash Disbursements. After reviewing a statistical random sample of 66 checks from all
checks written on the operating account during the month of March 1990, Emst & Young found
the following:

“There were five items which were purchased by use of only a properly authorized check
request. These items would normally be purchased via a purchase order (which requires
competitive bidding). Further, under a strict interpretation of the policy in effect on
March 19, 1990, three additional items were authorized by check request instead of by
purchase order. The remaining 58 items were authorized appropriately by check request
or purchase order.

“In one instance, an accounting clerk’s initials indicating that the mathematical accuracy
of the check request was verified was not evident (although the check request was
mathematically correct) . . . . The remaining 65 check requests were initialed by the

< A similar recommendation was made by Kroll Associates and has been implemented by the Board
of Directors (see page 30, supra).
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accounting clerk indicating the verification of the mathematical accuracy and consistency
of the disbursement package.

“Covenant House paid school expenses, tuition and a weekly allowance of $65 to a former
Covenant House resident who was too old under the criteria of Covenant House to
participate in any formal Covenant House program. We have been informed that support
of this individual was discontinued in April 1990. These expenditures were not supported
by invoices or other independent evidence. The remaining 65 check requests were
supported by invoices or other independent evidence of goods received or services
provided.”

Emst & Young also found that, with respect to all 66 items, the purchase orders or check
requests were properly approved, the account coding for the classification of expenses had been
reviewed and approved and all checks had been signed by authorized signatories in accordance
with policy.

Emst & Young also found that the bank reconciliation agreed to the accounting records
and related bank statements, although the bank reconciliation was not performed until late May
1990. It also found that the “budget to actual analyses” performed at different levels in the
organization “were performed conscientiously and we noted instances where these analyses
were effective in detecting errors in the accounting records.”

Payroll. After reviewing a statistical random sample of 69 payroll checks from all payroll
checks issued during March 1990, Emst & Young found that with respect to each check,
procedures requiring signing and verification of the time sheet were properly performed, the
check was properly signed, the time sheet hours corresponded to the payroll register hours and
the pay rate in the payroll journal corresponded to the pay rate specified in the employee’s file.
It further found that “all payroll costs were properly summarized, classified and posted to the
general ledger” and that the payroll bank reconciliation agreed to the accounting records,
although it was not completed until l1ate May 1990.

Cash Receipts. Emst & Young reviewed 100% of the cash receipts received and entered
in the cash receipts journal in March 1990 to determine whether receipts were properly recorded
in the accounting records. It found that all the procedures reviewed were “performed without
exception” but noted that the journal entry for cash receipts was not reviewed by anyone in a
supervisory position.

Petty Cash. With respect to petty cash funds used for the Faith Community,%4 Emnst &
Young found that endorsed checks in the amount of $440 were inappropriately cashed through
the petty cash fund. In addition, these checks remained undeposited by Covenant House
indicating a lack of review of the documentation by appropriate personnel in the finance
department. Petty cash vouchers were also used only when advances were made; other
disbursements were supported only by receipts (resulting in no evidence of approval and no
evidence of who received the cash) or, in the case of the $12 weekly stipends, by a calculation
of the total amount paid. Emst & Young also found that limited disbursements from the petty
cash funds in the finance department, the Office of the President and the Faith Community,
although authorized, exceeded the petty cash $50 limit.

4 The Faith Community consists of approximately 100 persons who work for Covenant House for
room, board, insurance and a $12 per week stipend. See page 13 supra.
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Bank Transfers. Emst & Young reviewed 100% of the bank transfers made during March
1990 and found that all transfers were properly approved and corresponded to bank statements;
however, six bank transfers were not recorded in the accounting records during March 1990 but
rather during May 1990.

D. Findings With Respect to Under 21.

Internal Control Environment. Emnst & Young found that, notwithstanding the changes
experienced by Under 21 in recent months, “it appeared that the management of Under 21 had
an adequate level of control consciousness and had instituted and planned further improvements
in the system of internal accounting control.” Specifically, Emst & Young found the following
with respect to the general control mechanisms:

“Accounting and Reporting Systems.

. . . Certain instances were noted where the internal accounting controls over the
accounting system were either lacking or compliance with stated controls was not adhered
to. In addition, specific accounting policies and procedures were frequently not
documented or documented on a piecemeal basis by individual memos. . . .

“Budgetary Controls.

... There is appropriate involvement in the process by those who will be responsible for
achieving the budgeted results, However, . . . certain budget to actual analyses were not
performed in March 1990 and comparisons of actual results against budgeted results did
not always include meaningful analyses due to the reformatting of reports.

“Management Supervision and Communications.

The operations of the finance department are segmented and the various segments,
particularly payroll and petty cash, operate without an adequate level of guidance,
supervision and review by management. In addition:

- individual position tasks and responsibilities are not clearly defined and, as these
responsibilities are currently assigned, there are instances of inadequate segregation
of duties;

- policies and procedures do not appear to be clearly or regularly communicated by
the finance department to personnel in other areas of the organization.

“QOverride of System Controls.

The system of internal accounting control over payroll expenditures was circumvented by
payments to security guards, which were processed through the cash disbursements system
and payroll payments to employees of an affiliate, Dove Services, Inc., which were
processed through petty cash. The cash disbursements and petty cash systems of internal
accounting control were not designed to detect or prevent errors in the processing of
payroll transactions or to determine whether individuals providing services are to be
treated as employees or independent contractors.

45 See page 29 supra.
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“Under 21 utilizes the central purchasing department of its parent, Covenant House, and
is subject to the policies outlined in the related purchasing manual. The process is
sometimes circumvented and, as a result, purchases are processed through the use of check
requests which do not require competitive bidding . . .”

Design of System of Internal Accounting Control. Emst & Young found that the controls
to ensure that the payroll checks and registers prepared by the outside payroll service confirmed
to the original payroll data were inadequate. It also found the following deficiencies:

“Physical access to checks is not well controlled. . . .

“There are 25 separate petty cash boxes. . . . Average turnover of the petty cash funds
during the nine months ended March 31, 1990 was approximately $7-9,000 per week.
There is no formal written policy regarding the controls over the handling of petty cash.
However, an informal $50 limit on individual petty cash expenditures exists generally in
practice.

“The employee who handles the accounting function for petty cash performs a number of
duties which conflict from an internal control perspective.

“There is no control log maintained for capital equipment, such as personal computers,
indicating their location and the individual using the equipment.”

Cash Disbursements. After reviewing a statistical random sample of 68 checks from all
checks written on the operating account during March 1990, Emst & Young found that 61 “were
authorized appropriately by check request or purchase order”. The remaining seven were
authorized by check request when a purchase order should have been used. The purchase orders
or check requests were properly approved in 67 of the 68 items; one was missing the required
two approvals. Sixty-two of the 68 items were supported by invoices or other independent
documentation; four of the other six items pertained to payments to security guards.

In addition, Ernst & Young found that, in 35 instances, there was no written evidence that
the coding sheets for invoices were reviewed and approved by the Chief Accountant; Ernst &
Young was told that this occurred because the Chief Accountant had returned them to the
preparers for correction after finding errors during her review and then had reviewed and
approved an edit run of the transactions rather than the original coding sheets. It also found that
all 68 checks were properly signed.

Emst & Young also found that the bank reconciliation agreed to the accounting records
and was mathematically correct but was not performed until late May 1990.

Emst & Young also found that documentation for disbursements from petty cash was
incomplete and there were many instances of expenditures in excess of the $50 limit and, in
some cases, those expenditures lacked receipts. Several petty cash reconciliations were lacking
documentation. In addition, reconciliations were sometimes performed by an individual who
also performed duties that conflict from an internal control perspective. It also found that “in
all cases, the reconciliations were mathematically correct”.

Payroll. Emst & Young reviewed a statistical random sample of 70 payroll checks issued
during March 1990 and found that the time sheets for all payroll checks had been properly signed
and, with one exception, approved, and in all cases the total hours agreed to the hours paid to
the employees. It also reviewed the personnel status notices (“PSN™) on file for each employee
and found that 51 had been properly approved, 18 were missing one or more approvals and one
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could not be located. It also found that the PSNs agreed to the pay rate in the payroll register
in 68 of 70 cases; in one case, a salary increase was effective two weeks prior to the date the
PSN was received by the Finance Department and in another case the pay rate could not be
verified because the PSN was missing. Emst & Young also found that employee benefits hours
were properly calculated in 66 of 70 cases and that in the remaining four the errors were
incorrectly calculated by the outside payroll service.

Emst & Young reviewed the payroll bank reconciliation for March 1990 and found that it
agreed with the accounting records but was not prepared until June 1990 and included
reconciling items (unclaimed payroll checks) dating back to 1983.

Cash Receipts. Emst & Young noted that the volume and dollar amount of cash receipts
is not significant at Under 21. However, it found that contributions received were properly
recorded although it recommended maintenance of a control log for cash receipts forwarded to
Covenant House. It also found that grant receipts were properly recorded in the accounting
records.

E. Findings With Respect to Testamentum and 268 West 44th Corp.

Internal Control Environment. In view of the fact that Testamentum and 268 West 44th
Corp. have no employees and financial accounting and administrative services are performed
by Covenant House, Emst & Young found that “the internal control environment is materially
the same as that of [Covenant House].” It noted, however, that accounting records for the two
entities do not appear to be regularly reviewed by management and that, although their budgets
are approved by the Board of Directors as a single amount, periodic analyses of budgeted to
actual results are not performed.46

Design of System of Internal Control. Emst & Young noted that two employees of
Covenant House occupy apartments in a building owned by 268 West 44th Corp. at below
market rents. It also noted that there was no mechanism for monitoring all the occupancies of
apartments in those buildings.

Cash Disbursements. Emst & Young tested 100% of the cash disbursements made by both
entities during March 1990 (totaling 30 checks). It found that all but one check request had the
required approvals, all disbursements were supported by invoices or other documentation, all
checks were properly authorized and the account coding of the expenses had been performed
properly. Ernst & Young also found that the bank reconciliations agreed to the accounting
records and had been prepared on a timely basis.

Cash Receipts. Cash receipts consisting primarily of rent payments were found to agree
to the bank statements. Emst & Young noted that rent payments of approximately $25,000 of
certain occupants had not been deposited for several years. Emst & Young was informed that
the rent payments had not been deposited on the advice of legal counsel in light of a dispute as
to the rights of the occupants. These receipts are not maintained under any form of accounting
control. Emst & Young found that cash receipts were properly classified and posted to the
accounting records.

46 The combined expenditures of Testamentum and 268 West 44th Corp. for the fiscal year ending
June 30, 1990, were less than $500,000. Approximately 75% of this amount constituted payments for
utilities, insurance, depreciation, taxes and audit costs. -
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F. Conclusion.

The rules of the accounting profession for special reports on agreed-upon procedures
provide that the accountant’s report must disclaim an opinion with respect to the specified items
examined and must state that the report does not extend to the entity’s system of intermal
accounting control taken as a whole.*” In accordance with those rules, each of the three reports
by Emst & Young concludes as follows:

“Because the above procedures do not constitute a study and evaluation of the internal
control structure made in accordance with standards established by the American Institute
of Certified Public Accountants, we do not express an opinion on whether the internal
control system, taken as a whole, meets the objectives of internal accounting control
insofar as those objectives pertain to the prevention and detection of errors or irregularities
in amounts that would be material in relation to the financial statements [of the entity
being reported on). In connection with the procedures referred to above, no matters came
to our attention that have not been included in our findings. Had we performed additional
procedures or had we made a study and evaluation of the internal controls structure in
accordance with standards established by the American Institute of Certified Public
Accountants, additional matters might have come to our attention that would have been
reported to you. Furthermore, we have not audited any financial statements of [such entity]
on March 31, 1990 or for any other period.”

4T See Statement on Auditing Standards No. 35, “Special Reports-Applying Agreed-Upon
Procedures to Specified Elements, Accounts, or Items of a Financial Statement” and “Siatement on
Auditing Standards No. 30, Reporting on Internal Accounting Control.”
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PART IV.

REPORT ON COMPENSATION

A. Compensation, Severance and Benefits Policies

Covenant House’s policies and practices relating to compensation of its officers and
employees have been developed in consultation with, and periodically reviewed by, outside
experts.

In 1984, Covenant House retained the Hay Group, Inc., a consulting firm specializing in
compensation for non-profit as well as for-profit organizations, to develop a salary structure for
all employees at Covenant House and all of its subsidiaries. The Hay Group and Covenant House
personnel department staff developed job descriptions for all positions, assigned each position
points for purposes of salary determination and then compared the positions and salaries to other
organizations to develop appropriate salary levels. The salaries implemented as a result of this
review were generally below the mid-point of the salary ranges for comparable positions at
other organizations.

The Hay Group has also reviewed the salaries of all personnel on a regular basis. These
reviews focus on changes in the organization structure that may affect individual positions, the
effects of turnover and the introduction of new employees and changes in the external
marketplace that affect the relative competitive posture of the organization. The Hay Group has
performed reviews in 1986 and 1988 and has generally found that Covenant House salaries lag
behind comparable organizations. For example, in its 1988 study, the Hay Group found that the
salaries of the 17 top executives were all below the maximum established for their positions,
and 12 were below the mid-point established. The salaries of all 15 professionals in the finance
and data processing departments were below the maximum, with 13 below the mid-point and 9
below the minimum levels established. The salaries of all 59 other corporate professionals were
below the maximum, with 47 below the mid-point and 26 below the minimum levels. With
respect to 120 other employees, including secretaries, security guards, receptionists and
housekeepers, only two salaries exceeded the maximum for the positions while 95 were below
the mid-point and 56 were below the minimum levels. (Salaries that are found to equal or exceed
the maximum on any review are frozen (as were the two mentioned above).)

Covenant House also participates in surveys of salaries at non-profit organizations
conducted annually by the Society for Non-Profit Organizations and KPMG Peat Marwick and
periodically by others. These surveys indicate that Covenant House salaries are equivalent to
or below those of other comparable organizations.
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Nevertheless, in light of allegations in the press and elsewhere that Father Ritter’s
compensation?® and that of other senior staff members at Covenant House might be excessive,
in March 1990, Covenant House asked Richard Shinn, former President of Metropolitan Life
Insurance Company and currently Executive Vice Chairman of the New York Stock Exchange,
to review Covenant House’s salary compensation arrangements and implementation, severance
allowance policy and employee benefit plans.

Mr. Shinn reviewed the salaries at Covenant House in relation to positions and descriptions
of responsibilities and in relation to the salaries at comparable organizations. He did not, and
was not asked to, review whether any particular individual was qualified for his or her position
nor was he asked to review the practices associated with compensating members of religious
orders who hold certain positions.

In a letter dated April 10, 1990, Mr. Shinn reported to Covenant House’s Board of
Directors with respect to salary compensation as follows:

“In developing a salary structure, the management of Covenant House has been very
thorough and detailed in its analysis. They have followed closely the position evaluations
and salary structure proposed by a well-known compensation consultant, who is highly
regarded by many major corporations. Further, they have reviewed salaries paid by a
number of comparable non-profit organizations with the salary scales at Covenant House,
and they are consistent.

“The actual salaries paid fall at or below the mid-point of the individual position
evaluations, with the exception of [one individual]4® whose salary is very close to the
maximum established for the position. I understand this salary determination reflects the
exceptional personal performance and contributions he has made to Covenant House as
an individual.

“Stated simply, the approach and implementation of management has been
professional and reflects fair compensation. When viewed both externally and internally,
it is consistent among various job positions.”

8 Compensation paid in respect of Father Ritter’s services was as follows for the fiscal years noted:

prior to 1981 unavailable
1981 $43,000 (approx.)
1982 46,906
1983 59,843
1984 64,810
1985 98,251
1986 38,146
1987 40,653
1988 42,587
1989 43,289
1990 29,041

As noted earlier (see page 21), at Father Ritter’s direction, in each of the fiscal years ending June 30,
1986, 1987, 1988, 1989 and 1990, Covenant House also made payments of $60,000 per year to the
Franciscan Charitable Trust. The payment to the trust for fiscal 1986 was made in connection with a
“retroactive” reduction of his 1986 compensation to $38,000. (See page 21 supra.)

49 This employee has since resigned.
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Prior to April 25, 1990, Covenant House had no formal severance policy. Mr. Shinn
advised Covenant House that, based on his research on the severance plans of both business
and non-profit organizations, a typical plan provides one week’s severance pay for each year
of service to a maximum of either 13 or 26 weeks. He also stated that such payment may be
made either on a lump-sum basis or over a period of time and that, if the latter is elected, benefits
would continue during that period.

On April 25, 1990, the Board of Directors adopted a policy of granting severance pay to
laid-off employees at the rate of one week'’s salary for each completed year of service, to be
paid as a continuation of salary and with benefits continuing to be paid during that time.

With respect to Covenant House’s employee benefit plans, Mr. Shinn concluded that “the
individual benefits provided, and the level of benefits, are generally in line with benefit plans
offered by organizations having approximately the same number of employees as Covenant
House”.

B. Payments in Respect of Father Ritter’s Services.

Many people, including many donors to Covenant House, have been surprised to learn
that substantial payments were made by Covenant House in respect of Father Ritter’s services.
Because of his vow of poverty as a Franciscan and his apparent asceticism, many people
assumed that Father Ritter received only a nominal salary.

As noted earlier, consistent with the practice for compensating members of religious
orders, Covenant House paid no salary directly to Father Ritter but did make paymenits to a bank
account in the name of his Franciscan Order in respect of his services. In addition, beginning
in 1986, at Father Ritter’s direction, a portion ($60,000) of this annual payment was paid to the
Franciscan Charitable Trust instead of being paid to his Order. The payments to the Order and
to l:he5 ct}mst combined totaled approximately $100,000 annually during fiscal years 1986 to
1990.

The payments in respect of Father Ritter’s services raise several issues, in addition to the
propriety of the diversion of funds to the trust which has already been discussed.5! First, if it
is reasonable (as the Hay Group, Mr. Shinn and others have concluded) to establish the salary
of the President at around $100,000, should the same amount be paid when the President is a
member of a religious order who has taken a vow of poverty? Second, if payments to a priest,
nun or brother are to be made to his or her order, how should such payments be structured to
insure accountability of the individual to the organization?

We find that Covenant House’s practice of establishing a salary for each position,
including that of President, based on the responsibilities of that position regardless of who holds
it, is not unreasonable. We understand that many other institutions that employ members of
religious orders who have taken vows of poverty also pay fair market value compensation in
respect of the services of those persons. The issue then becomes to whom and how such
payments are made.

Covenant House’s By-laws provide that the President must be a Catholic priest, nun or
brother. Other religious are likely to hold other positions. Thus, Covenant House is likely to

0 See pages 21-22, supra..
51 See page 23.
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continue to pay compensation to religious orders in respect of the services of their members.
We believe Covenant House should do so in each instance only pursuant to a clear, written
understanding with the respective order as to how much will be paid and to whom. This was
not done in the case of Father Ritter. It has, however, been done with the new President.
Covenant House has entered into an agreement with the new President’s community, the
Daughters of Charity of St. Vincent de Paul, which provides that all payments will be made
directly to her community. We believe that in each such case, there should be no alteration in
method of payment except pursuant to an agreement with the applicable order. It is then the
responsibility of the order to determine how the individual is compensated and how such funds
are otherwise allocated to support the ministry of the order.
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PART V

SUMMARY OF THE REPORT OF
THE CHILD WELFARE LEAGUE ON
COVENANT HOUSE PROGRAMS

A. Introduction.

The Child Welfare League of America is a federation of nearly six hundred public and
voluntary child welfare agencies throughout the United States and Canada. It was established
in 1920 on recommendations of the first White House Conference on Children and is
internationally recognized for establishing standards of child welfare practice and program
management. The Child Welfare League conducted a review of the programs of the Covenant
House subsidiary, Under 21, which runs most of Covenant House's programs in New York.
Because of its length, the report of the Child Welfare League is submitted in a separate volume.
The following summary has been prepared in consultation with the Child Welfare League and
in their opinion is accurate and complete. All emphasis below is in the original.

B. The Methodology of the Review.

The Child Welfare League was retained to review the programs of Under 21 in terms of
Covenant House’s mission statement as well as against recognized and appropriate standards
of care. The review was conducted between April and July of 1990 by a team of five
professionals from the League’s Center for Program Excellence. The review methods included
interviews with Covenant House directors, administrators (in New York City as well as at other
locations), staff and residents as well as with representatives of community agencies that work
with Covenant House, including law enforcement, substance abuse, child welfare and education
agencies. The review also included a review of Covenant House policies, reports, evaluations,
budgets and program data.

C. Summary of Findings.
The principal conclusions reached by the Child Welfare League include the following:

“l. The Under 21 is generally well-conceived, appropriately structured, and is a
sound response to the needs of homeless youth.

“2. The needs of the young people served by Under 21 are extremely compelling
and, in general, very difficult for communities to address constructively.

“3. Members of the community who are familiar with Covenant House and the youth
whom it serves place an extraordinarily high value on the services being provided by
Under 21.

“4. Under 21 provides services which fill a niche which would otherwise be only
partially filled in New York. The City is heavily dependent on the continuing capacity of
Covenant House to provide emergency shelter and intervention services to young people.

“5. Covenant House is not alone in its response to this group of clients. However, it
does appear to be unique in its capacity to:

— accept a wide variety of youth on a generally nonselective basis;
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— maintain an exceptionally high volume of client intake; and

— achieve a relatively high level of effectiveness in providing secure shelter
and an opportunity for stability.

“6. Notwithstanding the generally positive assessment of Under 21, there are
numerous areas, some of them significant, of relative weakness. These areas need to be
addressed in order to assure that Covenant House continues to be an effective resource for
its clients.

“A predominant image of the Covenant House Under 21 Program emerges from this
review. Highly motivated volunteers and staff have been able to translate their
commitment to their own interpretations of the Covenant House ‘mission’ into a
positive service despite the lack of clear and consistent organizational direction and
support,

“The services provided by the agency have been ‘good’ principally because the
people who have provided them have, themselves, been ‘good’, in a sense of both skill
and motivation. If the people had been less ‘good’, the results might have been far less
positive.

“In part, this is what might be expected in any situation where an organization has
grown up around a single powerful individual. In such circumstances, organizational
capacity is often considered to be less important than individual capacity.”

The Child Welfare League found that Covenant House is currently addressing fundamental
issues of program and administration. The League concluded that this self-examination, had it
not been precipitated by the recent crisis, probably would have occurred anyway. The questions
raised in this self-examination include the following:

Is the mission of Covenant House primarily to provide emergency shelter or does it
include more?

Should the priority target group be children or young adults or both?

Should Covenant House'’s commitment to “open intake” be implemented literally by
accepting all individuals in need of shelter or should it be modified by practical
considerations of program capacity and capability?

Do the concepts of emergency shelter, intervention, transitional care and therapeutic
care fit together?

Should the Under 21 board or the corporate board be in charge of New York
programs?

The Child Welfare League stated that, although “it is not possible to evaluate the full
quality and effectiveness of a program which is in a state of major transition”, the following
observations and conclusions were warranted:

“It is essential that Covenant House make clear decisions about its expectations for
the scope and content of Under 21 programs. These should occur with all due speed.
However, it is equally important that they reflect the thinking of an appropriate
crosssection of volunteers and staff and that the people who must implement them
understand and agree with the expected outcomes.
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“The local boards for New York programs should have necessary authority to operate
their programs with the same degree of autonomy as is afforded to the programs in other
cities.

“Consolidation of the boards and the administration of Under 21 and Rights of

Passage has the potential to improve substantially the operations of Covenant House
programs in New York . . .

“The principle of ‘open intake’ is an important element of Covenant House’s capacity
to serve as a unique resource and should continue to be a central part of its operational
philosophy. However, it has not, and cannot, be implemented literally. Therefore, it
should not be represented that it is. Rather, it should be clear to all, both inside and
outside of the agency, that it is realistically tempered by considerations of:

—individual client behavior;

— the realistic limitations of Under 21 and its staff in not being able to respond
appropriately to all people, regardless of their needs; and

— physical capacity of the shelter facility.

“Covenant House should never turn a young person back to the streets strictly on the
basis of available beds. The unique value of its role should be manifested by:

- an ‘elastic’ physical capacity, backed by a flexible staffing capacity; and
- a willingness to connect and place clients in appropriate alternative programs.

“In responding to demands over its usual capacity, Under 21 should clearly recognize
the risks to itself and its clients which can result from overcrowding and should be
prepared to make maximum use of alternative resources when necessary.

“Under 21 should establish a consistent set of expectations for case planning and
case management and apply them within all units. This should include the development
of an enhanced capacity to:

— provide appropriate referral and connection to other programs;
— maintain aftercare services when appropriate; and

— provide continuity of case planning and goal setting for those clients who
experience multiple admissions to the program.

“The administrative structure of Under 21 should be modified, consistent with the
general recommendations of the October 1989 staff report, to provide more consistent
supervision and lines of accountability at all levels.

“Under 21 should continue its efforts to engage its staff in the problem-solving
process by responding to legitimate concerns about agency policies, practices, and
working conditions.

“Covenant House should enhance its efforts to maintain effective communication
and working relationships with community groups and agencies.

“Covenant House must recognize its accountability within the community by
conforming to reasonable licensing standards. In turn, regulatory agencies should seek to
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- take full advantage of the unique capabilities of Covenant House by assuring that licensing
standards do not inadvertently or arbitrarily prevent it from serving its clients.”

In its summary of its findings, the Child Welfare League concluded as follows:

“Notwithstanding the significance of the multiple areas in which Under 21
performance should be improved, the essential character of its program lies in its capacity
to respond to those young people who are most urgently in need. As such, it is an
irreplaceable resource to the City of New York and is a sound model for delivering
critically needed services to a population that is otherwise seriously underserved. From
the perspective of this review, the probability that it will continue to do so in the future
hinges on the ability of its leadership to make and implement the important decisions it
now faces on a timely basis.

“Covenant House has demonstrated that it does have the capacity to operate
successful programs. It is fortunate to have strong and capable people at its disposal. If it
can reestablish its focus on a clear set of goals for itself and its clients it will continue to
be successful.”
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PART VI

CONCLUSION

The investigations described in this report have been intensive and comprehensive. It is
unusual, to say the least, for an organization such as Covenant House to investigate itself in
such a manner, and it is extraordinary, in our experience, for the results of the investigation to
be made public. But the Board of Directors believed that the circumstances demanded no less.

As noted above, our mandate was to investigate any and all allegations of misconduct. No
restrictions of any kind were placed on the scope of the investigation, and no limitations were
placed on the nature of our report.

Covenant House staff members were directed to cooperate with our investigation, and they
did. We were shown everything we asked to see. We interviewed hundreds of people, including
Board members, staff, volunteers, residents and others.52

The investigation was difficult and disruptive for the Covenant House staff. As one might
expect, many of them had great personal loyalty to Father Ritter, and the questions we asked
were not easy. Nevertheless, the staff was forthcoming and cooperative.

Because our mandate was to investigate and report on allegations of misconduct, this
report necessarily has focused on what was wrong. To be sure, we found problems; given the
size of the organization and the scope and intensity of this investigation it could hardly be
otherwise.

However, this report would be incomplete and seriously misleading if we did not say that
we found far more right with Covenant House than we found wrong with it. Wherever we went,
we found dedicated, honest and good people doing difficult, often thankless work under
extraordinarily trying conditions. The organization is sound and its work is essential and
effective. Covenant House must survive to serve those young people who are in desperate need
of its services, and we are confident that, with the public’s help and trust, it will.

52 As noted above, only Father Ritter and the Franciscans, except as noted above on page 15,
note 13, declined to be interviewed. As noted therein, the Franciscans stated that because of obligations
of confidentiality, they could not permit a broader inquiry.




APPENDIX

SUMMARY OF RECOMMENDATIONS AND REFORMS

Corporate Structure

After his resignation as President of Covenant House on March 19, 1990, Father Ritter
resigned as “sole member” of Covenant House and transferred to the Board of Directors the
power to amend the By-laws. On March 24, 1990, the Board of Directors amended the By-laws
to eliminate the provision for members and to provide that the powers formerly vested in Father
Ritter as sole member, including the power to appoint and remove directors and officers, were
now vested in the directors. The current By-laws now provide in part as follnws:

(i) The business of Covenant House shall be managed by a Board of Directors
consisting of not less than six persons each of whom shall be at least 21 years of age. No
employee of Covenant House or any affiliate of it, or any immediate family member of
any such employee, may be a director. Directors are not entitled to compensation other
than for expenses.

(ii) To insure continuity as well as change on the Board, the Board of Directors will
be divided into three classes commencing with the annual meeting in November 1990.
Directors will be elected for staggered, three-year terms. No person may serve for more
than two consecutive three-year terms. In addition, directors incumbent as of March 23,
1990, may serve only one additional term commencing in November 1990.

(iii) All officers shall be elected or appointed by the Board, shall report to the Board
and may be removed by the Board, with or without cause.

(iv) No loan may be entered into without Board authorization. Loans to directors or
officers, or 10 any corporation or association in which a director or officer holds a
significant financial interest, are prohibited. No director or officer may participate in or
benefit from any transaction involving Covenant House unless the same has been approved
by a two-thirds vote of the directors excluding the interested director.

(v) Armicle XII of the By-laws sets forth provisions adopted by Father Ritter
immediately prior to his resignation as sole member of the corporation: Covenant House
shall always observe “open intake™; the President of Covenant House shall always be a
Roman Catholic priest, nun or brother; the directors shall have “due regard” for the
Catholic origins and traditions of Covenant House; and the Provincial of the Immaculate
Conception Province of Order Minor Conventuals (Father Ritter’s Franciscan Order) is
entitled to be a director at all times. Those provisions can only be changed by unanimous
vote of the directors.

Committees

A new Audit Committee and a reinvigorated Finance Committee have been established.

Reporting Allegations of Misconduct

On March 14, 1990, the Covenant House Board of Directors adopted a policy providing
that all allegations of serious misconduct involving senior officials be reported immediately to
the Chairman of the Board and the General Counsel, as well as to the President in certain cases.




The policy, which applies to all employees of Covenant House and of all subsidiaries, provides
in pertinent part as follows:

“Any allegation of serious misconduct involving any past or present employee,
volunteer, or member of the Board of Directors, must be immediately reported to the
appropriate level of the Board of Directors or management.

“Serious misconduct includes but is not limited to:
“(a) physical and mental abuse or any sexual activity with clients;
“(b) endangering the lives or welfare of clients;
“(c) any and all misappropriation or misuse of funds.”

The policy sets forth specific reporting procedures. Allegations involving the President or
Chief Executive Officer (of Covenant House or any subsidiary) are to be reported to the
Chairman of the Board, Vice Chairman and General Counsel of Covenant House. Allegations
involving a board member are to be reported to the chairperson of that board (unless accused),
President and Executive Director. Allegations concerning other employees are to be reported
to the appropriate Executive Director and Chief Operating Officer. This Covenant House policy,
which provides that “[f]ailure to follow the procedures of this policy may result in disciplinary
action up to or including termination of employment”, has been distributed to all employees.

Conflicts of Interest

The By-laws have been amended to provide that Covenant House may not enter into any
transaction where a director or officer will participate or benefit, directly or indirectly, unless
the Board of Directors has approved the transaction by a two-thirds majority excluding the vote
of the member to be benefited.

The Board has also adopted a policy prohibiting Covenant House and its subsidiaries and
affiliates from doing business with any entity owned or controlled by any director or officer or
amember of his or her immediate family or in which any such person has a substantial financial
interest unless specifically approved by the Board. A similar conflicts policy applicable to all
staff is being promulgated.

Approval of Expenditures

The Board has adopted a policy requiring the approval of the Finance Committee for any
expenditure in excess of $50,000 and requiring the approval of the full Board of Directors for
any expenditure in excess of $100,000. '

Charitable Contributions

The Board has adopted a policy that all charitable contributions of $5,000 or more by
Covenant House be made only with the specific approval of the Board or the Finance
Committee. Contributions to entities controlled by an officer or director must be approved by
vote of the Board excluding any interested member. In addition, there should be full disclosure
of any such contribution on all appropriate filings and statements.



Loans to Officers, Directors and Employees

The revised By-laws provide that Covenant House shall not make any loan unless
authorized by the Board. The By-laws also include a provision prohibiting loans to directors
and officers. Directors, officers and vendors should also be prohibited from making loans to
any other director, officer or employee.

Competitive Bidding

Covenant House’s new competitive bidding policy provides that Covenant House will seek
competitive, closed (sealed) bids for all contracts and purchases in excess of $50,000. If it is
impossible to obtain three competitive bids for any such contract, the transaction must be
approved by the Board of Directors. In addition, a minimum of three bids are required to be
obtained for any purchase in excess of $500 (and such bids must be in writing if the purchase
is in excess of $1,500).

Employment of Relatives

The employment of relatives policy of Covenant House now provides that Covenant House
will not hire relatives of staff members or persons who share a common household to work in
the same department or to work under the supervision of a relative without the approval of the
Covenant House Personnel Director or the Vice President of Human Resources.

Internal Audit Department

Covenant House has established a central internal auditing department and has hired an
audit director. The director will report directly to the President and will have indirect reporting
responsibility to the Audit Committee of the Board of Directors. The function of this department
will be to insure compliance with all applicable policies and procedures and to investigate
allegations of violations of such policies. Staff members have been informed of the existence
of this department and directed to cooperate fully with it.

Compensation

Covenant House has appointed Sister Mary Rose McGeady as its new President, effective
September 1, 1990. Covenant House has entered into a written agreement with the Daughters
of Charity, the community in which Sister Mary Rose McGeady serves, which provides that
compensation in respect of her services will be paid directly to the community. Other priests,
nuns and brothers are likely to hold other positions at Covenant House, and we recommend that
Covenant House enter into a similar agreement regarding compensation in each case. There
should be no alteration in method of payment except pursuant to an agreement with the
applicable order. It is then the responsibility of the order to determine how the individual is
compensated and how such funds are otherwise allocated to support the ministry of the order.

General Counsel

We recommend that there be a policy requiring that the General Counsel of Covenant
House not represent any director or officer in his or her individual capacity.




Additional Recommendations Relating to Financial Systems and Procedures

(a) All material contracts for construction and other major vendor contracts should provide
that Covenant House has a right to audit the relevant books and records of the contractor or
vendor to establish compliance with the terms of the contract.

(b) The number of petty cash funds and their balances should be kept to a minimum. All
funds should be checked frequently and any differences investigated immediately and the proper
documentation must be required before any funds are disbursed.

(c) The Board of Directors should assume a stronger role in the oversight of the agency’s
financial, operational and other programs. We believe that the Board has begun to do so. In this
regard, we note that a new Audit Committee and a reinvigorated Finance Committee have been
formed.

(d) Covenant House should exercise more control over the budgets and financial systems
of its subsidiaries if it continues to provide a substantial part of their revenues. This must be
addressed in the context of the overall review of parent-subsidiary relations currently under
way.





