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Executive Summary
Purpose
To determine whether the costs reported by Mid Island Therapy Associates LLC (Mid Island), aka 
All About Kids, on its Consolidated Fiscal Reports (CFRs) were properly documented, program 
related, and allowable pursuant to the State Education Department’s (SED) Reimbursable Cost 
Manual (Manual). The audit included all expenses claimed on Mid Island’s CFR for the fiscal year 
2012-13, and certain expenses claimed on Mid Island’s CFRs for the two fiscal years ended June 
30, 2012. 

Background
Mid Island is a for-profit organization authorized by SED to provide, among other programs, a 
preschool Special Education Itinerant Teacher (SEIT) program to disabled children between the 
ages of three and five years.  During the 2012-13 school year, Mid Island served approximately 
271 students.  Local school districts refer preschool special education students to Mid Island’s 
programs based on clinical evaluations. The counties pay for the preschool special education 
services Mid Island provides using rates established by SED.  The rates are based on the financial 
information that Mid Island reports to SED on its annual CFRs. The State, in turn, reimburses the 
counties 59.5 percent of the tuition paid by the counties. Reimbursable costs must be reasonable, 
necessary, program-related, and properly documented. For the fiscal year ended June 30, 2013, 
Mid Island reported approximately $3 million in reimbursable costs to the SEIT program. Our 
audit scope period focused primarily on fiscal year 2012-13. However, we expanded our review 
to include certain items claimed on the CFRs for fiscal years 2010-11 and 2011-12. 

Key Findings
For the three fiscal years ended June 30, 2013, we identified $655,055 in reported costs that did 
not comply with the Manual’s requirements and recommend such costs be disallowed. These 
ineligible costs included $621,191 in personal service costs and $33,864 in other than personal 
service (OTPS) costs, as follows:

•	$466,575 in over-allocated salaries and fringe benefits charged to the SEIT program;
•	$147,121 in non-allowable 2012-13 retroactive salary increases that were paid in April 

and May 2014;
•	$33,864 in non-reimbursable OTPS costs; and
•	$7,495 in employee bonuses that were not in compliance with the Manual’s guidelines.

Key Recommendations

To SED:
•	Review the recommended disallowances resulting from our audit and make the appropriate 

adjustments to Mid Island’s CFRs and reimbursement rates.
•	Work with Mid Island officials to help ensure their compliance with Manual provisions.
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To Mid Island:

•	Ensure that costs reported on future CFRs comply with all Manual requirements.

Other Related Audits/Reports of Interest
Whitestone School for Child Development: Compliance With the Reimbursable Cost Manual 
(2014-S-38)
Institutes of Applied Human Dynamics: Compliance With the Reimbursable Cost Manual (2014-
S-39)

http://osc.state.ny.us/audits/allaudits/093015/14s38.pdf
http://osc.state.ny.us/audits/allaudits/093015/14s38.pdf
http://osc.state.ny.us/audits/allaudits/093015/14s39.pdf
http://osc.state.ny.us/audits/allaudits/093015/14s39.pdf
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State of New York
Office of the State Comptroller

Division of State Government Accountability

December 31,2015

Ms. MaryEllen Elia			   Ms. Cathleen Grossfeld
Commissioner				   Executive Director
State Education Department		  Mid Island Therapy Associates LLC, aka All AboutKids
State Education Building 		  255 Executive Drive
89 Washington Avenue		  Plainview, NY 11803
Albany, NY 12234

Dear Ms. Elia and Ms. Grossfeld:

The Office of the State Comptroller is committed to providing accountability for tax dollars spent to 
support government-funded services and operations. The Comptroller oversees the fiscal affairs 
of State agencies, public authorities, and local government agencies, as well as their compliance 
with relevant statutes and their observance of good business practices. This fiscal oversight is 
accomplished, in part, through our audits, which identify opportunities for improving operations. 
Audits can also identify strategies for reducing costs and strengthening controls that are intended 
to safeguard assets. 

Following is a report of our audit of the expenses submitted by Mid Island Therapy Associates, LLC 
to the State Education Department for the purposes of establishing the tuition reimbursement 
rates, entitled Compliance With the Reimbursable Cost Manual. This audit was performed pursuant 
to the State Comptroller’s authority as set forth in Article V, Section 1 of the State Constitution; 
Article II, Section 8 of the State Finance Law; and Section 4410-c of the State Education Law. 

This audit’s results and recommendations are resources for you to use in effectively managing 
your operations and in meeting the expectations of taxpayers. If you have any questions about 
this draft report, please feel free to contact us.

Respectfully submitted,

Office of the State Comptroller
Division of State Government Accountability
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State Government Accountability Contact Information:
Audit Director:  Frank Patone
Phone: (212) 417-5200 
Email: StateGovernmentAccountability@osc.state.ny.us
Address:

Office of the State Comptroller 
Division of State Government Accountability 
110 State Street, 11th Floor 
Albany, NY 12236

This report is also available on our website at: www.osc.state.ny.us 

Table of Contents
Background	 5

Audit Findings and Recommendations	 6

Personal Service Costs	 6

Other Than Personal Service Costs 	 10

Recommendations	 11

Audit Scope and Methodology	 12

Authority	 12

Reporting Requirements	 12

Contributors to This Report	 14

Exhibit	 15

Notes to Exhibit	 16

Agency Comments – State Education Department	 18

Agency Comments – Mid Island Therapy Associates	 20

State Comptroller’s Comments	 54

mailto:StateGovernmentAccountability%40osc.state.ny.us?subject=
http://www.osc.state.ny.us


2014-S-40

Division of State Government Accountability 5

Background
Mid Island Therapy Associates LLC (Mid Island), aka All About Kids, is a for-profit organization 
authorized by the State Education Department (SED) to provide a preschool Special Education 
Itinerant Teacher (SEIT) program, Preschool Evaluations, and Preschool Related Services. Mid 
Island also operates an Infant/Toddler program. Mid Island provides services to disabled children 
from birth through five years of age.   Based in Plainview, New York, Mid Island provides its SEIT 
Program to children throughout New York City, and Nassau, Suffolk, and Westchester counties. 
During the 2012-13 school year, Mid Island provided SEIT services to about 271 students.

Local school districts refer preschool special education students to Mid Island’s programs based 
on clinical evaluations. The New York City Department of Education (DoE) and counties pay for the 
preschool special education services Mid Island provides using rates established by SED. The rates 
are based on the financial information that Mid Island reports to SED on its annual Consolidated 
Fiscal Reports (CFRs). Costs reported on the CFRs must comply fully with the provisions in 
SED’s Reimbursable Cost Manual (Manual) regarding the eligibility of costs and documentation 
requirements, and they must also meet the reporting requirements prescribed in the Consolidated 
Fiscal Reporting and Claiming Manual (CFR Manual). The State, in turn, reimburses the DoE 
and the counties 59.5 percent of the tuition they paid to Mid Island. Reimbursable costs must 
be reasonable, necessary, directly related to the special education program, and sufficiently 
documented.

Chapter 545 of the Laws of 2013 mandates the State Comptroller to audit the expenses reported 
to SED by special education service providers for preschool children with disabilities. For the fiscal 
year ended June 30, 2013, Mid Island reported approximately $3 million in reimbursable costs for 
its SEIT program. Our audit scope period focused on fiscal year 2012-13, however, we expanded 
our review to include certain items claimed on the CFRs for fiscal years 2010-11 and 2011-12. 
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Audit Findings and Recommendations
For the three fiscal years ended June 30, 2013, we identified $655,055 in reported costs that did 
not comply with the Manual’s requirements for reimbursement. The ineligible costs included 
$621,191 in personal service costs and $33,864 in other than personal service (OTPS) costs (see 
Exhibit on page 15 of this report).

Personal Service Costs

According to the Manual, personal service costs, which include all taxable and non-taxable salaries 
and fringe benefits paid or accrued to employees on the agency’s payroll, must be reported on 
the provider’s CFR as either direct care costs (e.g., teachers’ salaries) or non-direct care costs 
(e.g., administrators’ salaries). All claimed costs must comply with the applicable provisions of the 
Manual. For the three fiscal years ended June 30, 2013, Mid Island reported about $5.2 million in  
personal service costs for its SEIT program. We identified $621,191 in personal service costs that 
do not comply with the Manual’s guidelines for reimbursement, as follows:

Compensation Allocation

According to the Manual, compensation charged to a program must be supported by employee 
time records prepared during, not after, the time period for which the employee was paid.  Further, 
according to the Manual, compensation of individuals who work on multiple programs should be 
allocated based upon actual hours of service by program.  Entities must maintain appropriate 
documentation reflecting the hours used in this allocation.  Acceptable documentation may 
include payroll records or time studies.  If hours of service cannot be calculated or a time study 
cannot be completed, then other fair and reasonable allocation methods, as determined by SED’s 
fiscal representatives, may be used. The Manual requires the use of the ratio value method to 
allocate compensation of individuals who perform agency administrative duties. This method 
distributes shared costs as a percentage of an agency’s total operating costs. 
 
We determined that $466,575 in compensation was over allocated to the SEIT program because 
Mid Island officials used inappropriate allocation methodologies and misclassified certain 
individuals on its CFRs. 

Executive Director

The Executive Director is one of Mid Island’s owners. On the CFR for fiscal year 2012-13, the 
Executive Director was listed as an employee and her salary was split between two positions.  
Mid Island reported 55 percent ($102,461) of the Executive Director’s salary under the Executive 
Director title - an agency administrative position. The remaining 45 percent ($83,832) was 
reported under a Program Director’s title - a program administrative position. Although 100 
percent of the cost for a program administrative position can be charged to a specific program, 
agency administrative costs must be allocated across all programs using the prescribed ratio value 
method.  Mid Island allocated $96,402, ($12,570 from the Executive Director’s title and the full 
$83,832 from the Program Director’s title) to the SEIT program. 
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We requested supporting documentation for this allocation.  However, the Executive Director did 
not maintain time records or time studies to support the distribution of her time, as required by the 
Manual. We then requested other reasonable support to justify the allocation and were provided 
with activity logs, calendar entries, email, and meeting references. We reviewed the email and 
activity logs and found they were incomplete and were not prepared contemporaneously with 
the time periods in question. We determined that the documentation provided by Mid Island to 
support the allocation of the Executive Director’s compensation to the SEIT Program did not meet 
the requirements in the Manual as it was insufficient, was neither fair nor reasonable, and was 
based on estimates rather than contemporaneous time records and studies.  

Mid Island officials advised that the Manual does not require an owner to maintain 
contemporaneous time records to reflect time spent working in more than one non-direct care 
(administrative) title within an agency. However, the Executive Director was not reported as 
an owner on the CFR. Instead, her compensation was reported as salary and fringe benefits, 
thus subjecting such costs to the Manual’s time distribution (allocation) requirements. Since the 
Executive Director did not adequately substantiate the distribution of her time, we reallocated 
her 2012-13 salary using the recommended ratio value method and found that $22,854 (rather 
than $96,402) should have been allocated to the SEIT Program. Therefore, we recommend that 
SED disallow the difference of $73,548 ($96,402 - $22,854). 

Mid Island officials indicated that one of the reasons for using this allocation was the limited 
SEIT Program supervision during fiscal year 2012-13. However, we noted that Mid Island used 
the same allocation percentage (45 percent) to allocate her time during the prior two fiscal years 
(2010-11 and 2011-12), when Mid Island had additional staff dedicated to the SEIT Program 
Director position. Further, these allocation percentages were based on estimates rather than on 
contemporaneous time records and studies. We recommend disallowance of $137,711 ($66,547 
in 2010-11 and $71,164 in 2011-12) that was also improperly allocated for these fiscal years. In 
addition, we recommend a disallowance of $18,129 ($3,568 in 2010-11, $10,461 in 2011-12, 
and $4,100 in 2012-13) for fringe benefits associated with the over allocation of the Executive 
Director’s salary to the SEIT Program.

Division Director 

The Division Director is a co-owner of Mid Island. We determined that his salary was misallocated 
on Mid Island’s 2012-13 CFR. Specifically, 75 percent ($139,720) of his compensation was reported 
as a Division Director on CFR-3, of which $17,141 was allocated to the SEIT program under the 
allocation methodology required for agency administrative costs.  Mid Island reported the other 
25 percent ($46,573) as SEIT Program Director, of which all $46,573 was allocated to the SEIT 
program. In total, $63,714 ($46,573 + $17,141) was allocated to the SEIT program. However, given 
his position and salary, as well as his level of influence, control, and interest in the organization, 
we determined that, at a minimum, he should have been classified as Assistant Executive Director 
on the CFR. In fact, SED reclassified his title from Division Director to Assistant Executive Director 
during its rate-setting process. Mid Island officials provided documentation showing that he was 
listed as Division Director as well as Executive Director. We note, however, that both positions 
entail performing agency administrative duties. Consequently, the Manual requires that his 
allowable compensation be allocated based on the ratio value method. 
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Further, the Division Director did not fill out contemporaneous time records reflecting his work 
hours, nor did he perform time studies supporting his time distribution. When asked to support 
his time, he provided a 2012-13 activity calendar based on his retroactive review of emails and 
electronic attachments and notes. However, the calendar accounted for less than half of his 
scheduled work hours. Further, he indicated that the dates and times were approximate. Based 
on this information, Mid Island officials determined that 23 percent of the Division Director’s 
meetings were SEIT related and should therefore result in a .23 full-time equivalent (FTE) as 
SEIT Program Director for the entire year. They attributed another 2 percent of his time to other 
issues regarding SEIT and determined that the .25 FTE as SEIT Program Director was adequately 
supported. However, we determined that the documentation provided by Mid Island to support 
the allocation of the Division Director’s compensation to the SEIT program did not meet the 
Manual’s requirements because it was insufficient, neither fair nor reasonable, and based on 
estimates rather than contemporaneous time records and studies.  

Mid Island officials stated that the Manual does not require an owner to maintain contemporaneous 
time records to reflect his or her time spent working in more than one non-direct care title 
within the agency. However, we note that the Division Director’s compensation was claimed on 
the CFR as salary and fringe benefits and is therefore subject to the Manual’s time distribution 
(allocation) requirements. As such, allocating compensation costs based on estimation rather 
than contemporaneous time records is not in accordance with the Manual’s record-keeping 
requirements.  

We also found that Mid Island directly charged 25 percent of his compensation to the SEIT program 
on its 2011-12 CFR as well. Given his position, agency administrative duties, and failure to keep 
adequate time records, we used the ratio value method to allocate his compensation among all 
of Mid Island’s programs. We recommend disallowance of $88,485 ($45,348 for 2011-12 and 
$43,137 for 2012-13) in salary and fringe benefits that was improperly allocated to the Program.   

Program Staff

We requested time studies for 50 employees whose salaries were allocated to SEIT and other 
Mid Island programs. Mid Island officials provided time studies for 43 of the 50 employees. We 
reviewed those time studies and found that only 22 of the 43 employees were properly allocated 
to the SEIT Program. We also found that, for the remaining 21 employees, Mid Island used a 
higher SEIT program allocation percentage than what was calculated from their own time studies. 
For example, $34,158 of salaries was allocated to the SEIT program for 9 employees whose time 
studies showed they did not perform any SEIT-related work; and $91,061 of salaries was over-
allocated to the SEIT program for 12 employees whose time studies indicated a lower allocation. 

Mid Island officials advised us that they used a revenue percentage method to allocate additional 
amounts to the SEIT program for 18 of these 21 employees. Mid Island officials stated that they 
used this alternative method to account for time spent by Early Intervention service coordinators 
on transition activities from Early Intervention to Preschool SEIT programs. However, the Manual 
allows the use of alternative allocation methods only if actual hours of service cannot be calculated 
or a time study cannot be completed. Since time studies were completed, we did not allow the 
alternative method and additional allocated amounts.
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Mid Island officials stated they did not provide time studies for seven employees because they 
were not employed when the studies were conducted. Personnel records for these employees did 
not contain any SEIT-related material and/or showed that they worked for the Early Intervention 
program. To allocate their salaries in a fair and reasonable method, we referred to the time studies 
provided for other employees who held the same position. We calculated that 3.66 percent of 
these employees’ time (in total) was dedicated to the SEIT program. Using this percentage, we 
determined that $4,579 was over-allocated.

In total, we recommend disallowance of $148,702 ($129,798 in salaries and $18,904 in associated 
fringe benefits) that was over-allocated to the SEIT program.  

Retroactive Payments  

The Manual requires that compensation costs be based on approved, documented payrolls. 
Providers must develop employer-employee agreements with written salary scales and issue them 
to employees. The Manual also states that costs must be reasonable, necessary, and sufficiently 
documented.

We identified a total of $133,342 in payments made to 144 SEIT teachers on April 30, 2014 and 
May 30, 2014 that were claimed for reimbursement on the 2012-13 CFR (the previous fiscal 
year).  Mid Island officials stated that in (or around) January 2013, they increased the SEIT service 
providers’ rates by $5 per unit retroactively to July 1, 2012 to remain competitive in the SEIT 
industry. According to officials, an accrual for retroactive raises was booked as a June 30, 2013 
year-end adjustment; however, there was no documentation of the decision to grant retroactive 
raises (to support the accrual) prepared at the time of the entry.  Further, Mid Island did not 
have written policies governing the terms of retroactive raises, including the circumstances under 
which they would be granted. As such, there was insufficient supporting documentation for this 
accrued expense.

In addition, the employer-employee agreements (in effect for the employees in question during 
the 2012-13 year) had no provisions for rate increases corresponding to the amounts of the 
retroactive costs Mid Island claimed.  Further, pay rates documented on 2012-13 employee 
session notes did not reflect increased pay rates or retroactive raises. Consequently, the payments 
in question were not consistent with the Manual’s requirement for formal employer-employee 
agreements with written salary scales.

We also determined that Mid Island officials did not announce the retroactive salary payments 
to staff at the time officials purportedly made the decision to grant them. Officials indicated that 
they did not want to announce the raises until Mid Island’s cash flow had normalized, enabling 
them to pay retroactive and other pay increases as well. However, under such circumstances, 
officials established no formal obligation to pay the raises, and therefore, we question the basis 
for claiming them as an accrued liability for the 2012-13 school year.  It is unclear that these 
accrued costs were reasonable and necessary, as otherwise required by the Manual.
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Based on the aforementioned deficiencies, we recommend disallowance of $147,121 ($133,342 in 
salary payments and $13,779 in associated fringe benefits) that was charged to the SEIT program 
for the accrued costs in question.

Bonuses 

The Manual defines bonuses as non-recurring and non-accumulating (i.e., not included in base 
salary of subsequent years) lump sum payments to employees that are in excess of regularly 
scheduled salary and not directly related to hours worked. Bonus compensation may be reimbursed 
if it is based on merit, as measured and supported by employee performance evaluations, for any 
direct care employee. During fiscal year 2012-13, the Manual specifically prohibits bonuses to 
non-direct care staff. 

For the fiscal year ended June 30, 2013, Mid Island awarded $41,107 in bonuses to six non-direct 
care staff although the Manual specifically prohibits this. Of the $41,107, $6,793 was allocated 
to the SEIT program. In addition, Mid Island reported and paid $702 in payroll taxes (e.g., Social 
Security) associated with these bonuses. We recommend that $7,495 (representing $6,793 in 
ineligible bonuses and $702 in related fringe benefits) be disallowed.

Other Than Personal Service Costs 

According to the Manual, OTPS costs must be reasonable, necessary, program-related, and 
supported by sufficient and appropriate documentation. For the three fiscal years ended June 30, 
2013, Mid Island charged approximately $5.3 million in OTPS expenses to the SEIT program. We 
identified $33,864 of these expenses that did not comply with SED reimbursement requirements. 

Real Property Rental Costs

Mid Island reported $879,700 in real property rental costs on its 2012-13 CFR. However, we found 
that $43,555 was not included in the terms of the building leases. Of this amount, $6,490 was 
allocated to the SEIT program. We also found that Mid Island incorporated a staff FTE methodology 
(in addition to square footage) to allocate these rental costs to the SEIT program. Officials 
indicated that they applied a staff FTE methodology because their special education programs 
used a significant amount of space, but not much space exclusively. Consequently, our findings 
regarding staff time distribution affect the rent allocation because the amount of SEIT FTE staff 
was overstated. As such, we determined that an additional $11,769 in rental costs were over-
allocated to the SEIT program. In total, we recommend the disallowance of $18,259 ($11,769 + 
$6,490) in real property rental costs. 
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Vehicle Costs

The Manual states that vehicle usage must be documented with individual vehicle logs that 
include, at a minimum, the date and time of travel, places of departure and destination, mileage, 
purpose of travel, and the name of the traveler. During the audit period, Mid Island leased 
two vehicles – a 2011 Jaguar XF and 2011 Honda Odyssey – that were used by the Executive 
Director and the Division Director, and charged expenses, including lease payments, insurance, 
maintenance, parking, and gas, on its CFRs. Mid Island also paid automobile insurance on a 2008 
Audi A6.  However, Mid Island officials did not maintain logs for vehicle usage, as required by the 
Manual. In addition, we identified $96 in parking tickets and equipment for the Division Director’s 
privately owned vehicle. In total, we recommend the disallowance of $7,006 in vehicle-related 
costs that were charged to the SEIT program. 

Other Ineligible Expenses 

We identified expenses totaling $8,599 that are specifically ineligible for reimbursement based on 
the Manual. The ineligible costs included: 

•	$2,854 for non-SEIT employees’ travel costs over-allocated to the SEIT program;
•	$1,560 for loan interest payments that were claimed twice on the CFR;
•	$1,235 for expenses that were inadequately documented and/or not supported by 

invoices;
•	$989 in certain costs not attributable to 2012-13;
•	$793 for non-SEIT related costs, including computer equipment for non-SEIT employees 

and legal fees for the Early Intervention program;
•	$415 for equipment reimbursed from IDEA 611 funds and were also charged to the SEIT 

program;
•	$404 in credit card interest charges;
•	$301 in various ineligible costs, including unnecessary hotel costs, private home telephone 

bills, and food; and
•	$48 in parts for iPhones for the Executive Director and Division Director.

Recommendations

To SED:

1.	 Review the recommended disallowances resulting from our audit and make the appropriate 
adjustments to Mid Island’s CFRs and reimbursement rates.

2.	 Work with Mid Island officials to help ensure their compliance with Manual provisions.

To Mid Island:

3.	 Ensure that costs reported on future CFRs comply with all Manual requirements.
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Audit Scope and Methodology
We audited the costs reported on Mid Island’s CFRs to determine whether they were properly 
documented, program related, and allowable pursuant to SED’s Manual.  The audit included all 
claimed expenses for fiscal year 2012-13 and certain expenses claimed on Mid Island’s CFRs for 
the two fiscal years ended June 30, 2012.

To accomplish our objective, we reviewed the Manual, the CFR Manual, Mid Island’s CFRs, and 
relevant financial records for the audit period. We also interviewed Mid Island officials, staff, and 
independent auditors to obtain an understanding of their financial and business practices. In 
addition, we assessed a sample of reported costs to determine whether they were supported, 
program appropriate, and reimbursable. Our review of Mid Island’s internal controls focused on 
the controls over Mid Island’s CFR preparation process.

We conducted our performance audit in accordance with generally accepted government auditing 
standards. These standards require that we plan and perform the audit to obtain sufficient, 
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our 
audit objectives. We believe that the evidence obtained during our audit provides a reasonable 
basis for our findings and conclusions based on our audit objectives.

In addition to being the State Auditor, the Comptroller performs certain other constitutionally and 
statutorily mandated duties as the chief fiscal officer of New York State. These include operating 
the State’s accounting system; preparing the State’s financial statements; and approving State 
contracts, refunds, and other payments. In addition, the Comptroller appoints members to 
certain boards, commissions, and public authorities, some of whom have minority voting rights. 
These duties may be considered management functions for purposes of evaluating organizational 
independence under generally accepted government auditing standards. In our opinion, these 
management functions do not affect our ability to conduct independent audits of program 
performance.

Authority
The audit was performed pursuant to the State Comptroller’s authority as set forth in Article 
V, Section 1 of the State Constitution; Article II, Section 8 of the State Finance Law; and Section 
4410-c of the State Education Law. 

Reporting Requirements
We provided draft copies of this report to SED and Mid Island officials for their review and formal 
comment.  We considered SED’s and Mid Island’s comments in preparing this final report and 
attached those comments to it. In responding to the draft report, SED officials agreed with our 
recommendations and indicated that they will take steps to address them. In their response, 
however, Mid Island officials disagreed with our report’s findings.  Our rejoinders to many of Mid 
Island’s comments are included in the report’s State Comptroller’s Comments.
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Within 90 days of the final release of this report, as required by Section 170 of the Executive 
Law, the Commissioner of Education shall report to the Governor, the State Comptroller, and the 
leaders of the Legislature and fiscal committees, advising what steps were taken to implement 
the recommendations contained herein, and if the recommendations were not implemented, the 
reasons why.
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Exhibit

Mid Island Therapy Associates LLC 
Schedule of Submitted and Disallowed Program Costs 

for Fiscal Years 2010-11, 2011-12, and 2012-13 
 

Program Costs Amount Per 
CFR 

Amount 
Disallowed 

Amount 
Remaining 

Notes to 
Exhibit 

Personal Services     
     Direct $5,046,983 $621,191 $4,425,792 A-C,G,H,K,L 
     Agency Administration 195,424 0 195,424  
Total Personal Services $5,242,407 $621,191 $4,621,216  
Other Than Personal Services     
     Direct $5,019,511 $24,250 $4,995,261 A,E,I,J,L 
     Agency Administration 315,167 9,614 305,553 A,D,E,F,I,J,L 
Total Other Than Personal Services $5,334,678 $33,864 $5,300,814  
Total Program Costs $10,577,085 $655,055 $9,922,030  
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Notes to Exhibit
The following Notes refer to specific sections of SED’s Reimbursable Cost Manual used to develop 
our recommended disallowances. We summarized the applicable sections to explain the basis for 
each disallowance. We provided the details supporting our recommended disallowances to SED 
and Mid Island officials during the course of our audit.

A.	 Section II. Cost Principles - Costs must be reasonable, necessary, program related, and 
sufficiently documented.  

B.	 Section II.13.A.(1) - Entities operating approved programs shall develop employer-
employee agreements with written salary scales and issue them to employees.

C.	 Section II.13.A.(10) - A merit award (or bonus compensation) shall mean a non-recurring 
and non-accumulating (i.e., not included in base salary of subsequent years) lump sum 
payment in excess of regularly scheduled salary, which is not directly related to hours 
worked. A merit award may be reimbursed if it is based on merit, as measured and 
supported by employee performance evaluations, and does not exceed 3.5 percent of the 
base salary of the direct care employee who is receiving the merit award. In addition, merit 
awards are restricted to direct care titles/employees as defined by the Reimbursable Cost 
Manual’s Appendix A-1 and those in the 100 job code series as defined by the Consolidated 
Fiscal Report’s Appendix R.

D.	 Section II.20.B. - All personal expenses, such as personal travel expenses, laundry charges, 
beverage charges, gift certificates to staff and vendors, flowers or parties for staff, holiday 
parties, repairs on a personal vehicle, rental expenses for personal apartments, etc., are 
not reimbursable unless specified otherwise in this Manual.

E.	 Section II.22.C. - Costs of food provided to any staff including lunchroom monitors are not 
reimbursable.

F.	 Section II.59.B - Out-of-state travel should be severely restricted and should be on an 
exception basis only. Out-of-state travel costs are reimbursable to the extent they are 
critical to the success of the program and are for services or training that cannot be 
obtained in state. Out-of-country travel is not reimbursable.

G.	 Section III.1.A. - Compensation costs must be based on approved, documented payrolls. 
Payroll must be supported by employee time records prepared during, not after, the time 
period for which the employee was paid. Employee time sheets must be signed by the 
employee and a supervisor, and must be completed at least monthly.

H.	 Section III.1.B. - Actual hours of service are the preferred statistical basis upon which 
to allocate salaries and fringe benefits for shared staff who work on multiple programs. 
Entities must maintain appropriate documentation reflecting the hours used in this 
allocation. Acceptable documentation may include payroll records or time studies. If hours 
of service cannot be calculated or a time study cannot be completed, then alternative 
methods that are equitable and conform to generally accepted accounting principles may 
be utilized. Documentation for all allocation methods (bases and percentages) must be 
retained for a minimum of seven years. Guidelines for acceptable time studies for CFR 
filers are provided in Appendix L - “Acceptable Time Studies” of the CFR Manual.

I.	 Section III.1.D. - All purchases must be supported with invoices listing items purchased and 
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indicating date of purchase and date of payment, as well as canceled checks. Costs must 
be charged directly to specific programs whenever possible. The particular program(s) 
must be identified on invoices or associated documents. When applicable, competitive 
bidding practices should be used in conformance with the Purchasing Handbook.

J.	 Section III.1.J.(2) - Vehicle use must be documented with individual vehicle logs that include 
at a minimum: the date, time of travel, to and from destinations, mileage between each, 
purpose of travel and name of traveler. If the vehicle was assigned to an employee, also 
list the name of the employee to whom it was assigned. The annual mileage for program 
purposes and repairs and maintenance costs for each vehicle should be summarized and 
maintained.

K.	 Section III.1.M.(3) - For CFR filers (except Office of Children and Family Services Residential 
Facilities), agency administration costs shall be allocated to all programs operated by the 
entity based on the ratio value method of allocation. 

L.	 Section III.2.B. - The accrual basis of accounting is required for all programs receiving 
Article 81 and/or Article 89 funds.
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Agency Comments – State Education Department
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Agency Comments – Mid Island Therapy Associates

*See State Comptroller’s Comments, page 54.
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State Comptroller’s Comments
1.	 The State Comptroller’s legal authority to audit the costs submitted by Mid Island on the 

CFRs to the State Education Department is expressly cited on pages 3 and 12 of the report. 
2.	 We maintain that our report is both factually and legally correct. As prescribed by the 

Reimbursable Cost Manual, the regulatory references for our findings are detailed in the 
report’s Notes to Exhibit. Further, we reviewed and considered all evidence or information 
provided by Mid Island. As such, we maintain that the evidence obtained during the audit 
provides a reasonable basis for our findings and conclusions. We also maintain that our 
report fully complies with Generally Accepted Government Auditing Standards (GAGAS). 

3.	 As the report states, we conducted an audit of the expenses reported by Mid Island on its 
CFRs to determine compliance with SED’s Reimbursable Cost Manual (Manual).  We did 
not audit SEIT service items to verify that services were properly provided and properly 
billed. Our testing was generally limited to the verification of CFR-reported costs. As 
such, Mid Island’s assertion that we verified the proper delivery of services and billing is 
incorrect.

4.	 We have revised our report to delete the reference to the Executive Director. 
5.	 We have revised our report to delete the reference regarding the Miami Beach hotel. 
6.	 We use the term “over-allocation” to mean more than the proper amount. It does not 

indicate explicitly or implicitly whether or not any discrepancy was deliberate.
7.	 We use the term “improperly” to mean more than the proper amount. It does not indicate 

explicitly or implicitly whether or not any discrepancy was dishonest.
8.	 No additional clarification is warranted.  The services and related costs in question were 

allocable to the Early Intervention program and should not have been charged to the 
preschool special education program we audited.  

9.	 We have revised our report to indicate that the 144 employees were SEIT teachers. 
10.	We revised the report to delete the reference that food was for employees. 
11.	We have revised our report to make it clear that the ineligible costs were private home 

telephone bills. 
12.	The changes in this language are negligible and do not impact the facts presented or the 

spirit of our report.  
13.	It is our understanding that SED officials have provided training on the Manual.  In 

addition, in their response, SED officials stated that they will continue to provide technical 
assistance whenever requested and strongly recommend officials take advantage of their 
availability to help them better understand the standards for reimbursement as presented 
in Regulation and the Manual. The Manual is the standard upon which our findings are 
based and are derived from SED’s statutory authority.  In addition, the Manual’s basic 
provisions do not change dramatically from year to year, and revisions go into effect when 
the Manual is issued.             

14.	The audit process entails the development of facts, and as new facts are developed, audit 
approaches and techniques can change. Further, in certain instances, we contacted SED 
to obtain technical assistance to ensure our application of the Manual was correct. We 
urge Mid Island officials to seek similar guidance when questions about the Manual’s 
provisions arise. 
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15.	The language in our report is not careless.  Our findings are presented using language 
consistent with the applicable GAGAS provisions for audit reporting. 

16.	SED’s desk reviews do not include the level of detail of OSC’s on-site audits of the provider’s 
source and supporting records for the costs reported on the CFRs.  Consequently, the fact 
that a particular cost was allowed pursuant to SED’s desk review does not mean that 
the same such cost will not be disallowed upon on-site audit of the required supporting 
documentation.  

17.	We acknowledge the amounts of adjustments that SED makes to CFR reported data based 
on its reviews. However, our findings are often based on our examination of records and 
information that SED staff generally does not have in the course of their reviews.        

18.	The Comptroller has the legal authority to audit the costs submitted by SEIT providers on 
CFRs to the State Education Department. The frequency of such audits is at the discretion 
of the Office of the State Comptroller. 

19.	Each audit performed by the Comptroller is a separate and distinct undertaking. As 
commonly occurs, audit fieldwork involves the selection of samples of records to review.  
In addition, there have been changes to the Manual in the years since our last audit (which 
was not completed, and as such, did not result in a report), and Mid Island’s financial 
policies and practices might have changed over time. These factors likely account for the 
differences between this audit and prior engagements. 

20.	The Manual provisions concerning the recommended disallowances for Mid Island are 
clear. Overpayments are recovered when determined through an audit or SED reconciliation 
process. In fact, Mid Island (like many providers) has been issued reconciliation rates by 
SED over the years. Also, the recovery of ineligible reimbursements helps to ensure that 
limited public funding is used for its intended purpose. 

21.	Refer to Comment no. 19.
22.	As noted in our draft report, preliminary copies of our audit observations were provided to 

SED and Mid Island officials for their review and comment. We considered these comments 
in preparing the draft report. Also, the audit’s exit conference provided opportunity for 
discussion of our audit findings. We use information derived from the exit conference and 
written responses to our preliminary findings to help prepare the draft report. We did 
not ignore any evidence or information provided by Mid Island. Further, the regulatory 
references (per the Manual) for our findings are detailed in the report’s Notes to Exhibit. 
As such, we maintain that the evidence obtained during the audit provides a reasonable 
basis for our findings and conclusions.

23.	We maintain that our report fully complies with GAGAS. 
24.	We maintain that the evidence obtained during the audit provides a reasonable basis for 

our findings and conclusions.
25.	By definition, preliminary findings are non-final audit observations. Further, we informed 

Mid Island officials that the preliminary findings offered both SED and Mid Island with an 
opportunity to formally respond to audit issues prior to the conclusion of audit fieldwork. 
Any responses from SED and the school provides OSC with the opportunity to consider 
and make audit adjustments, as warranted. Based on the responses, we made appropriate 
adjustments to the audit criteria and findings, consistent with GAGAS.  

26.	Mid Island’s comment is misleading.  At the closing conference, we did not assure Mid 
Island that the draft report would include only issues previously addressed in preliminary 



2014-S-40

Division of State Government Accountability 56

findings.  Based on our analysis of the matter, including consultation with SED, we 
advised Mid Island officials of our concerns and provided them with the pertinent details, 
consistent with what is normally included in a preliminary finding.  As such, the audit 
procedures employed were not inappropriate.  Furthermore, Mid Island officials were not 
deprived of opportunities to address this issue.  In fact, Mid Island had ample opportunity 
to address the issue both prior and subsequent to issuance of the draft audit report.  Also 
see Comment no. 25.

27.	As stated on page 7 of the report, the documentation provided by Mid Island did not 
adequately support the allocation to the SEIT program. 

28.	The Manual requires that compensation costs be based on approved, documented 
payrolls.  Payroll must be supported by employee time records prepared during, not after, 
the time period for which the employee was paid. As stated on page 7 of the report, the 
Executive Director was not reported as an owner on the CFR. Instead, her compensation 
was reported as salary and fringe benefits, thus subjecting such costs to the Manual’s time 
distribution (allocation) requirements. 

29.	Section II.13 of the Manual states the basis for reimbursement of compensation for personal 
services including all salaries and wages. Within that provision, a specific reference is made 
to Section III.1.A Recordkeeping – Payroll, which states that compensation costs must be 
based on approved, documented payrolls, and Section III.1.B applies to the owners of an 
entity who would be deemed staff as they were paid a salary. That provision states that 
actual hours of service are the preferred statistical basis upon which to allocate salaries 
and fringe benefits for shared staff who work on multiple programs.  Entities must maintain 
appropriate documentation reflecting the hours used in this allocation.  Section II.13.A (4) 
d further enforces the need for such documentation when allocating time of non-direct 
care staff, owners or related parties. Mid Island’s Executive Director and Division Director 
met all three of these classifications, and the documentation presented to support an 
allocation of their time to titles other than Executive Director and Division Director was 
insufficient.

30.	As stated on page 7 of the report, we determined that the documentation provided by Mid 
Island to support the allocation of the Executive Director’s compensation did not meet 
the requirements in the Manual as it was insufficient, was neither fair nor reasonable, 
and was based on estimates rather than contemporaneous time records and studies. We 
also noted that Mid Island used the same allocation percentage (45 percent) to allocate 
her time during the prior two fiscal years (2010-11 and 2011-12 ), when Mid Island had 
additional staff dedicated to the SEIT Program Director position.

31.	We disagree. Mid Island indicated that limited SEIT supervision was one of the reasons 
for allocating the Executive Director’s compensation to the SEIT program during fiscal 
year 2012-13. Further, Mid Island did use the same allocation percentage to allocate 
the Executive Director’s compensation for the two prior fiscal years. We also disagree 
that the Division Director did not allocate any time to the SEIT Program Director position 
prior to fiscal year 2012-13.  We note that the Division Director used the same allocation 
percentage in fiscal year 2011-12, when Mid Island allocated additional staff to the SEIT 
Program Director position. 

32.	Refer to Comment no. 28.
33.	SED generally does not require providers to submit documentation of their allocation 



2014-S-40

Division of State Government Accountability 57

methodologies or their actual allocation calculations when they submit their CFRs. 
Thus, SED fiscal representatives do not routinely assess in detail providers’ allocation 
methodologies and calculations. Nonetheless, the Manual requires providers to maintain 
such documentation to support amounts claimed on the CFRs. 

34.	As stated on page 7 and 8 of the report, Mid Island officials provided documentation 
indicating that the Division Director was listed as both Division Director and Assistant 
Executive Director. As noted in our report, the Division Director’s compensation was 
claimed on the CFR as salary and fringe benefits, and therefore was subject to the Manual’s 
time distribution (allocation) requirements.  

35.	SED reclassified the Division Director to Assistant Executive Director based upon its 
assessment of his responsibilities. We concur with SED’s assessment based upon our 
review of the Division Director’s responsibilities, which aligned with those of an Assistant 
Executive Director.     

36.	Refer to Comment no. 35.
37.	At the closing conference, we were advised that the allocation was based, in part, on an 

estimate. Also see Comment no. 32. 
38.	Refer to Comment No. 33. 
39.	The additional allocated time for PTC 516 employees was listed as non SEIT-related time 

on the employees’ time studies. The Manual allows alternative allocation methods, only 
if actual hours of service cannot be calculated or a time study cannot be completed. Since 
time studies were completed, an alternative method was unnecessary, and therefore we 
did not allow the additional allocated amounts.  Further, records for the seven employees 
(for which time studies were not provided) did not have any SEIT-related material and/or 
indicated that the employees worked for the Early Intervention program. To allocate their 
compensation in a fair and reasonable manner, we used the time studies provided for 
other employees who held the same position. 

40.	We used the contemporaneous time studies that were provided to us during the audit. 
41.	We have revised our report by adjusting certain hours and salaries used in our calculations, 

as warranted. 
42.	We concur that the Manual requires providers to report costs on their CFRs using Generally 

Accepted Accounting Principles (GAAP), including the accrual basis of accounting, in the 
absence of other Manual direction.  Mid Island, however, did not comply with GAAP 
requirements for recognition of an expense when they recorded retroactive payments. 
Under GAAP the principle for recognition of accrued expenses “represent estimates of 
expenses incurred on or before the date of the statement of financial position that have 
not yet been paid and that are not payable until a succeeding period within the next year. 
Examples of accrued expenses include salaries, vacation pay, interest, and retirement 
plan contributions.”  Mid Island had not incurred the retroactive raise as staff performed 
services at the existing pay rate and without notification of an increase to their pay rate in 
the year the expense was claimed. In fact, employees were not paid the higher rate and 
retroactive raise for another 10 months after the expense was recorded.   

43.	We determined that Mid Island officials did not announce the retroactive salary payments 
to staff at the time officials purportedly made the decision to grant them. Further, officials 
indicated that they did not want to announce the raises until Mid Island’s cash flow had 
normalized, enabling them to pay retroactive and other pay increases as well.  In other 
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words, the retroactive salary payments were contingent upon Mid Island’s cash position. 
Under such circumstances, however, officials established no formal obligation to pay the 
raises, and therefore, we questioned the basis for claiming them as an accrued liability for 
the 2012-13 school year.

44.	Because Mid Island did not update employer-employee agreements, incorporate written 
policies, or announce the retroactive salary payments to staff during the 2012-13 year, 
Mid Island had not established a formal obligation to pay the retroactive raises in the 
future. Therefore, it did not constitute an accrued liability for the 2012-13 year.

45.	During our fieldwork, we found employer-employee agreements [Notice and 
Acknowledgement of Pay and Payday for hourly rate employees] in which employees 
acknowledged that they received notice of their pay rates from Mid Island.  However, the 
rates stated in these agreements (in effect for these employees during fiscal year 2012-
13) did not include rate increases corresponding with amounts of the raises in question 
claimed by Mid Island. Similarly, pay rates documented on 2012-13 employee session 
notes did not reflect increased pay rates.

46.	The Manual requires providers to develop employment agreements with written salary 
scales and issue them to employees. In addition, we found that the employer-employee 
salary agreements, in effect for these employees during 2012-13, did not include rate 
increases that corresponded with amounts of the raise claimed by Mid Island. Similarly, 
pay rates documented on 2012-13 employee session notes did not reflect increased pay 
rates. As such, we disallowed these expenses.

47.	Mid Island’s statement “it is unclear that these accrued costs were unreasonable and 
necessary, as otherwise required by the Manual” is misquoted from the draft report.  

48.	The assertion that OSC does not believe special education teachers should be paid fairly 
is baseless.  

49.	Refer to Comment No. 4.
50.	We did not state that the disallowances would be rescinded if wire transfer documentation 

was provided.  Further, we did not increase the amount of the disallowance; instead, it 
was reduced. Also see Comment no. 52. 

51.	Mid Island is incorrect in stating that we “propose to disallow” $43,555. After considering 
additional documentation provided by Mid Island, we reduced the applicable disallowance 
from $10,784 (in the preliminary report) to $6,490 (in the draft report).  Further, we 
provided Mid Island officials with a spreadsheet showing the expense descriptions and 
amounts not included in the building leases prior to the issuance of the draft report.

52.	As stated on page 10 of the draft report, the applicable real property rental costs were 
disallowed because the amounts were not included in the terms of the building leases. 

53.	We concluded that Mid Island over-allocated costs to SEIT.  However, we revised our report 
to reduce the disallowance by $191.

54.	During the audit field work, we advised Mid Island that the consultant’s invoices did not 
meet the Manual’s requirements. However, based on additional documentation provided 
by Mid Island, we rescinded the disallowances (totaling $5,255) associated with the 
consultant and revised our report as appropriate.

55.	Mid Island’s comment is incorrect. Our report does not state that the contract was 
executed on August 15, 2013. Instead, the report states that the contract was executed in 
August 2013.  
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56.	The reversal in Mid Island’s General Ledger did not indicate that it was applicable to this 
consultant’s costs. Further, Mid Island officials had not advised us of the reversal prior to 
its response to the draft report.  Given this new information, we revised the report, and 
reduced the disallowance to reflect the reversal. 

57.	The $743 was excluded from the report.  
58.	Mid Island’s comment is incorrect. We did not overstate the disallowance by $407.  We 

disallowed $1,628 in 2011-12 vehicle related costs, which represents $2,035 less the $407 
that was ultimately not claimed for reimbursement. 

59.	Mid Island’s comment is incorrect.  We did not disallow the $357 for parking lot fees. 
60.	After reviewing additional information, we revised our report and reduced the disallowance 

by $437. 
61.	We revised our report to allow $2,612 in promotional expenses that were previously 

disallowed.  
62.	After reviewing additional information, we revised our report and reduced the disallowance 

by $1,665. 
63.	We provided Mid Island with a detailed listing of all claimed costs that were not adequately 

documented. In some instances, invoices were missing, and in other instances, we could 
not determine what was purchased. Without adequate supporting documentation, the 
costs in question did not meet the Manual’s eligibility requirements. 

64.	We revised our report to allow $113 in costs that were previously disallowed and note 
that Mid Island’s total of $123 is incorrect. Also, Mid Island did not provide sufficient 
supporting detail regarding the $301 in prior year accruals that were purportedly reversed 
when paid in 2012-13.

65.	We revised our report to allow the $470 in modem charges and reduced the disallowance 
accordingly.  

66.	The $201 expense in question was disallowed in the preliminary report as an inadequately 
documented cost.  However, after further review of Mid Island’s General Ledger, we 
determined that this expense was for credit card interest charges and was identified as 
such in disallowance spreadsheets provided to Mid Island prior to issuance of the draft 
report.  After further review of credit card statement descriptions, we determined that 
only $96 of this expense was a credit card interest charge. We revised our report to exclude 
$105 in credit card interest disallowances. 

67.	Mid Island’s comment is incorrect. This disallowance is not a new finding. In fact, it was 
noted in the preliminary findings provided to Mid Island on January 12, 2015.

68.	Mid Island’s comment is incorrect. All conclusions drawn in this report were previously 
discussed with Mid Island. Further, we reviewed and assessed all evidence and information 
provided by Mid Island. As such, we maintain that the evidence obtained during the audit 
provided a reasonable basis for our findings and conclusions.
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