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Executive Summary
Purpose
To determine whether the costs reported by the Gingerbread Learning Center, Inc. (Gingerbread) 
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 focused primarily on expenses claimed on Gingerbread’s CFR for fiscal year 
2012-13 and certain expense categories on Gingerbread’s CFRs for the two fiscal years ended 
June 30, 2012. 

Background
Gingerbread is a not-for-profit organization that provides center-based (full-day, half-day, and 
integrated) preschool programs and a Special Education Itinerant Teacher (SEIT)  program to 
children ages three through five years.  During the 2012-13 school year, Gingerbread served 
about 145 students. The New York City Department of Education (DoE) refers students to 
Gingerbread based on clinical evaluations and pays for its services using rates established by SED. 
The rates are based on the financial information that Gingerbread reports to SED on its annual 
CFRs. Reimbursable costs must be reasonable, program-appropriate, and properly documented. 
SED reimburses DoE for a portion of its payments to Gingerbread based on statutory rates. For 
the three fiscal years ended June 30, 2013, Gingerbread reported approximately $12.2 million in 
reimbursable costs for its SED programs.  

Key Findings
For the three fiscal years ended June 30, 2013, we identified $942,998 in reported costs that did 
not comply with Manual requirements and recommend such costs be disallowed. These ineligible 
costs included $621,356 in personal service costs and $321,642 in other than personal service 
(OTPS) costs.  Among the disallowances we identified were:

•	$246,777 in fringe benefit expenses that were unsupported, ineligible, and did not comply with 
the Manual’s guidelines;  

•	$243,693  in inadequately documented and undocumented OTPS expenses;
•	$219,459 in over-allocated compensation costs associated with shared employees; and
•	$142,093 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 the costs reported on Gingerbread’s CFRs and to Gingerbread’s reimbursement 
rates. 

•	Work with Gingerbread officials to help ensure their compliance with Manual provisions.

To Gingerbread:
•	Ensure that costs reported on future CFRs comply with all Manual requirements.
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Agency Comments
SED officials agreed with our recommendations and indicated that they will take certain steps to 
address them. Gingerbread officials, however, disagreed with our findings and recommendations. 
Gingerbread’s response is replete with incorrect and false assertions as well as misleading 
statements. The response also includes several baseless assertions intended to impugn the 
professional integrity of the auditors. Rather than making false accusations, we encourage 
Gingerbread officials to take the reasonable steps necessary to fully comply with the financial 
reporting and recordkeeping requirements of their publicly funded program.   

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

October 26, 2016

Ms. MaryEllen Elia 					     Mr. Dennis Mosesman
Commissioner						     Executive Director
State Education Department				    Gingerbread Learning Center, Inc.
State Education Building				    80 Woodrow Road
89 Washington Avenue				    Staten Island, NY 10312
Albany, NY 12234

Dear Ms. Elia and Mr. Mosesman:

The Office of the State Comptroller is committed to helping State agencies, public authorities, 
and local government agencies manage government resources efficiently and effectively and, 
by so doing, providing accountability for tax dollars spent to support government 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, entitled Compliance With the Reimbursable Cost Manual, of our audit of 
the costs submitted by Gingerbread Learning Center to the State Education Department for the 
purposes of establishing preschool special education tuition reimbursement rates.   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:  Kenrick Sifontes
Phone: (518) 474-3271 
Email: StateGovernmentAccountability@osc.state.ny.us
Address:

Office of the State Comptroller 
Division of State Government Accountability 

       59 Maiden Lane,  21st floor
       New York, NY  10038
This report is also available on our website at: www.osc.state.ny.us 
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Background
The Gingerbread Learning Center, Inc. (Gingerbread) is a not-for-profit organization that provides 
center-based (full-day, half-day, and integrated) preschool programs and a Special Education 
Itinerant Teacher (SEIT) program to children ages three through five years.  For the purposes of 
this report, these programs are collectively referred to as the State Education Department (SED) 
Programs.  In addition to the SED Programs subject to our audit, Gingerbread also administered 
other programs including Evaluations, Related Services, and Early Intervention. Gingerbread also 
operated a private day care. Based in Staten Island, New York, Gingerbread provides these SED 
Programs to children throughout Staten Island and neighboring boroughs. During the 2012-13 
school year, Gingerbread served about 145 students. 

The New York City Department of Education (DoE) refers students to Gingerbread based on clinical 
evaluations and pays for Gingerbread’s services using rates established by SED. The rates are 
based on the financial information that Gingerbread reports to SED on its annual Consolidated 
Fiscal Reports (CFRs). To qualify for reimbursement, Gingerbread’s expenses must comply with the 
criteria set forth in SED’s Reimbursable Cost Manual (Manual), which provides guidance to special 
education providers on the eligibility of reimbursable costs, the documentation necessary to 
support these costs, and cost allocation requirements for expenses relating to multiple programs. 
The Manual requires that reimbursable costs be reasonable, program-appropriate, and properly 
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 
three fiscal years ended June 30, 2013, Gingerbread reported approximately $12.2 million in 
reimbursable costs for its SED Programs. Our audit 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 $942,998 in reported costs that did 
not comply with the Manual’s requirements for reimbursement. The ineligible costs included 
$621,356 in personal service costs and $321,642 in other than personal service (OTPS) costs (see 
Exhibit on page 13 of the 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). During the three fiscal years ended June 30, 2013, Gingerbread 
reported about $10.5 million in reimbursable personal service costs. We identified $621,356 in 
personal service costs that did not comply with the Manual’s guidelines for reimbursement.

Non-Reimbursable Fringe Benefits Expenses

According to the Manual, fringe benefits (including pensions, life insurance, and tax-sheltered 
annuities) for individual employees or officers/directors should be proportionately similar to 
those received by other classes or groups of employees. According to guidance provided by SED 
to the State Comptroller’s Office, fringe benefits are proportionately similar if the benefits-to-
salaries ratio is the same/similar among all employees. The Manual also states that costs will be 
considered for reimbursement if they are reasonable, necessary, directly related to the education 
program, and sufficiently documented.

We recommend that SED disallow $246,777 in fringe benefit expenses that did not comply with 
the Manual’s guidelines, as detailed in the following narratives. 

401(k) Retirement Plan Contributions

For the three fiscal years ended June 30, 2013, Gingerbread reported $950,000 in contributions to 
a 401(k) profit-sharing retirement plan. We noted that two of the employees (Executive Director 
and Program Director) received contributions that ranged from approximately 24 percent to 33 
percent of their gross salaries. The contributions for the remaining Gingerbread employees ranged 
from 5 percent (fiscal year 2012-13) to 8 percent (fiscal year 2011-12) of their gross salaries. 
We determined that the contributions of 24 percent to 33 percent of gross salaries for the two 
employees did not comply with the requirements in the Manual. For these two employees, we 
disallowed contributions that were in excess of contribution rates made to the other Gingerbread 
employees.  Consequently, we recommend that SED disallow $160,206 in payments that did not 
comply with the Manual’s requirements.
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Unsupported and Ineligible Expenses

We identified $48,326 in unsupported or ineligible fringe benefit costs as follows: 

•	$34,291 in unsupported pension accrual expenses in fiscal year 2012-13;
•	$11,258 in unsupported payroll taxes (e.g., FICA) and other miscellaneous mandated 

fringe benefits; and
•	$2,777 in insurance expenses related to the Executive Director’s personal vehicle (which 

was incorrectly reported under the fringe benefits category).

We recommend that SED disallow the $48,326 in payments that did not comply with the Manual’s 
reimbursement requirements.

Life Insurance Premiums

For the three fiscal years ended June 30, 2013, we found that Gingerbread reported a total of 
$61,871 in premiums for two life insurance policies for the Executive Director.  The Executive Director 
is the owner of both policies, and his wife is the beneficiary. We determined that Gingerbread 
did not offer life insurance to other employees; therefore, this benefit is not “proportionately 
similar” for other employees.  Consequently, we determined that Gingerbread overstated life 
insurance expenses applicable to the SED Programs by a total of $38,245 and recommend that 
SED disallow $38,245 in payments that did not comply with the Manual’s requirements.

Excessive Allocation of Shared Employees’ Compensation

The Manual requires that compensation paid to employees who work for multiple programs 
be allocated among these programs based on the employees’ actual work effort or other 
allocation methods that are fair and reasonable. This is especially important when a provider, 
such as Gingerbread, operates multiple programs. Further, the costs of special education teacher 
assistants who work as 1:1 aides are funded separately from the preschool special education 
tuition reimbursement rate. As such, charges associated with the time spent functioning as 1:1 
aides are ineligible for reimbursement through the SED Programs, and the costs for 1:1 aides 
should be charged to a distinct Program code (9230).

We identified 24 Gingerbread employees whose compensation was over-allocated to the SED 
Programs for fiscal year 2012-13.  In total, $341,587 was reported to the SED Programs on 
Gingerbread’s CFR for these employees. However, Gingerbread failed to maintain the appropriate 
documentation to support its allocation of shared staff. According to the class rosters and other 
documentation (e.g., personnel records), these employees worked at least partially for the Early 
Intervention program (as 1:1 aides) or the Evaluations program. Significant portions of these 
employees’ compensation costs for the Early Intervention and Evaluations programs were charged 
incorrectly to the SED Programs we audited. 

Our review of the class rosters and other documentation identified the actual work assignments 
of the shared employees.  We determined that Gingerbread officials over-allocated the shared 
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employees’ compensation to the SED Programs.  As a result, we determined that only $122,128 
of the $341,587 in compensation for the 24 employees should have been allocated to the SED 
Programs. Consequently, we recommend that SED disallow the $219,459 ($341,587 - $122,128) 
in over-allocated compensation costs charged to the SED Programs.

Unsupported and Ineligible Bonuses

According to the Manual, bonus compensation may be reimbursed if based on merit, as measured 
and supported by employee performance evaluations.  Also, bonus payments are restricted to 
direct care titles/employees.  Indirect care (administrative) staff are not eligible for bonuses. 

We identified $142,093 in ineligible bonus payments, accruals, and related fringe benefits 
reported on Gingerbread’s CFRs for fiscal years 2010-11 and 2011-12 as follows:

•	$75,000 in bonuses (accrued in fiscal year 2010-11) that were never paid to employees; 
and

•	$67,093 in bonuses and related fringe benefits that were not supported by employee 
performance evaluations or were paid to ineligible administrative staff members. 

Gingerbread officials partially disagreed with our disallowances, claiming that all employee 
performance evaluations were included in the personnel files.  We maintain, however, that 
Gingerbread officials did not provide us with the required performance evaluations.  Therefore, 
we recommend that SED disallow $142,093 in ineligible bonus costs reported to the SED Programs 
for the three fiscal years ended June 30, 2013.

Unsupported Compensation 

The Manual requires that reimbursable compensation costs be based on approved and 
documented payrolls. Payrolls must be supported by employee time and attendance records, 
which must be signed by both the employee and his/her supervisor and completed at least 
monthly.  We identified $13,027 in compensation costs that were not in compliance with the 
requirements in the Manual. 

During fiscal year 2011-12, Gingerbread reported $13,027 in salary and fringe benefit expenses 
related to a maintenance supervisor who had no time records. We reviewed the employee’s 
personnel file and found that it did not contain an employment contract, job description, or work 
schedule.  Further, we could not find any evidence of his work product. 

According to Gingerbread officials, the employee did not have a fixed work schedule, nor was 
he required to submit timesheets. Although Gingerbread officials stated that this individual 
supervised the cleaning staff, there was no evidence of any supervisory actions, such as approving 
leave requests for cleaning staff.  Moreover, timesheets were required, per the Manual. 

Thus, we recommend that SED disallow $13,027 in unsupported compensation expense charged 
to the SED Programs.
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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, Gingerbread reported approximately $1.7 million in OTPS expenses to the SED Programs. 
We identified $321,642 of these expenses that did not comply with the Manual’s requirements.

Non-Reimbursable Expenses

The Manual states that OTPS costs must be reasonable, necessary, program-related, and supported 
by sufficient and appropriate documentation.  In addition, the Manual expressly states that certain 
costs, such as all personal expenses, gifts of any kind including flowers, fines and penalties, food, 
and holiday parties provided to staff, are not reimbursable. However, we identified $297,702 in 
expenses that did not comply with the Manual’s requirements.  These non-reimbursable costs 
included $243,693 in inadequately documented and undocumented expenses and $54,009 in 
ineligible expenses. 
 
The $243,693 in inadequately documented and undocumented expenses included: 

•	$185,629 in expenses that were not adequately documented. Among these expenses 
were $46,615 in school supplies, $41,601 in depreciation (capital improvements), $21,575 
in Costco purchases, $16,225 in contracted services, and $6,395 in advertising costs.  

•	$58,064 in expenses that had no supporting documentation. Among these expenses were 
$12,366 in interest charges, $9,897 in legal expenses, and $6,108 in general insurance 
expenses.  Gingerbread officials did not provide any documentation, such as invoices, 
receipts, or contracts, to support these charges.

The $54,009 in expenses that were not eligible for reimbursement included $15,922 in food 
purchases, $1,687 in liquor store purchases, and $1,124 for staff holiday parties.  We also 
found $7,693 in gifts, including gift cards (e.g., American Express and Starbucks); $5,304 in loan 
procurement fees; $3,973 in civil penalties (e.g., building violation fines); and $1,880 in tuition 
reimbursements for employees who did not provide services to the SED Programs.

Unoccupied Building Expenses 

According to the Manual, a program’s occupancy costs at a prior location are reimbursable up to 
the actual date of the program’s occupancy in the new location, unless prior approval allows an 
exception.  Similarly, other related costs (e.g., mortgage payments) are also reimbursable up to 
the actual date of occupancy in the new location.  

In addition to its primary location on Woodrow Road, Gingerbread operated SED Programs at two 
other buildings, including one located on North Gannon Avenue.  In December 2012, Gingerbread 
moved its SED Programs out of the North Gannon Avenue building and into other buildings (e.g., 
Woodrow Road).  Gingerbread officials informed us that renovations to the North Gannon Avenue 
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building were scheduled to start in January 2013.  

Although the SED Programs did not operate at the North Gannon Avenue location from January 
2013 through the end of our audit scope, June 30, 2013, Gingerbread officials reported $23,940 in 
expenses (e.g., rent, maintenance) to the SED Programs for that time period.  Further, we saw no 
evidence that any exceptions to the Manual’s guidelines were approved by SED.   Consequently, 
we recommend that SED disallow $23,940 in expenses corresponding to time periods when 
Gingerbread was not operating SED Programs at the North Gannon Avenue building. 

Recommendations

To SED:

1.	 Review the recommended disallowances resulting from our audit and make the appropriate 
adjustments to the costs reported on Gingerbread’s CFRs and to Gingerbread’s reimbursement 
rates.

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

To Gingerbread:

3.	 Ensure that costs reported on the future CFRs comply fully with all Manual requirements.

Audit Scope and Methodology
We audited the costs reported on Gingerbread’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 Gingerbread’s CFRs for 
the two fiscal years ended June 30, 2012. 

To accomplish our objective, we reviewed the Manual, the Consolidated Fiscal Reporting and 
Claiming Manual, Gingerbread’s CFRs, and other relevant financial records for the audit period. 
We also interviewed Gingerbread officials, staff, and the independent auditors to obtain an 
understanding of Gingerbread’s financial and business practices. To complete our audit work, 
we selected and reviewed a judgmental sample of costs reported by Gingerbread. We selected a 
judgmental sample of expenses that were at a higher risk of being ineligible for reimbursement 
based on the nature of the transaction, such as personal service costs, food expenses, depreciation, 
and gift card expenses. We assessed the sample of reported costs to determine whether they 
were supported, program-appropriate, and reimbursable. 

Our review of Gingerbread’s internal controls focused on the controls over Gingerbread’s CFR 
preparation process. Section 200.9 (d) of the Commissioner’s Regulations requires entities 
operating approved programs to retain all pertinent accounting, allocation, and enrollment/
attendance records supporting reported data directly or indirectly related to the establishment 
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of tuition rates for seven years following the end of each reporting year.  We noted that, in certain 
instances, information was not readily available and that some of requested information was not 
provided to us until after the closing conference.  Nevertheless, we reviewed and considered all 
information provided to us when preparing this report.  

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 objective. We believe that the evidence obtained during our audit provides a reasonable 
basis for our findings and conclusions based on our audit objective.

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 Educational Law. 

Reporting Requirements
We provided a draft copy of this report to SED and Gingerbread officials for their review and 
formal comment. Their comments were considered in preparing this final report and are attached 
to it in their entirety. SED officials  agreed with our recommendations and indicated that they will 
take certain steps to address them. Gingerbread officials, however, disagreed with our findings 
and recommendations. Their response is replete with incorrect and false assertions as well as 
misleading statements, some of which were intended to impugn the professional integrity of 
the auditors. Our rejoinders to certain Gingerbread comments are included in the report’s State 
Comptroller’s Comments.

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
 

Gingerbread Learning Center 
Schedule for Submitted and Disallowed Program Costs 

For the 2010-11, 2011-12, and 2012-13 Fiscal Years 
 

 Reported Disallowed Remaining Notes to 
Exhibit 

Personal Services         
     Direct $9,331,880 $589,458 $8,742,422   
     Agency Administration 1,145,800 31,898 1,113,902   
Total Personal Services $10,477,680 $621,356 $9,856,324 A-C,J,K,L 
         
Other Than Personal Services        
     Direct $1,143,524 $212,381   $931,143   
     Agency Administration 586,354 109,261   477,093   
Total Other Than Personal Services $1,729,878 $321,642 $1,408,236 A,D-I 
         
Totals $12,207,558 $942,998 $11,264,560   
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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 Gingerbread officials during the course of our audit.

A.	 Section II - Costs will be considered for reimbursement provided such costs are reasonable, 
necessary, directly related to the education program, and sufficiently documented.

B.	 Section II.13.A(10) - Bonus compensation may be reimbursed if based on merit, as 
measured and supported by employee performance evaluations.  Also, bonus payments 
are restricted to direct care titles/employees.

C.	 Section II.13.B(2)(c) - Benefits including pensions, life insurance, and tax sheltered 
annuities for individual employees or officers/directors must be proportionately similar 
to those received by other classes or groups of employees. 

D.	 Section II.20.A-B - All personal expenses and costs incurred for entertainment and holiday 
parties for officers or employees, flowers, and for activities not related to the program are 
not reimbursable.  

E.	 Section II.21 - Costs resulting from violations of, or failure by, the entity to comply with 
Federal, State, and/or local laws and regulations are not reimbursable.

F.	 Section II.22.C - The cost of food provided to staff are not reimbursable.
G.	 Section II.24 - Gifts of any kind are not reimbursable.
H.	 Section II.28.C(4) - Other related costs such as mortgage are reimbursable up to the actual 

date of occupancy in the new location.
I.	 Section II.41.B(1) - The program’s occupancy costs of the prior location are reimbursable 

up to the actual date of the program’s occupancy in the new location unless prior approval 
allows an exception. 

J.	 Section III.1.A - Compensation costs must be based on approved and documented payrolls. 
Payroll must be supported by employee time records prepared during, not after, the 
time period for which the employee was paid. Payrolls must be supported by employee 
time and attendance records, which must be signed by both the employee and his/her 
supervisor and completed at least monthly.

K.	 Section III.1.B - Compensation of the employees who do not work solely for SED Programs 
must be allocated based on their actual work effort for the SED Programs or other allocation 
methods that are fair and reasonable, as determined by SED’s fiscal representative.

L.	 Section IV.2.F - Direct care expenses incurred by the provider should be charged to the 
appropriate programs on CFR-1. For example, the Manual states: “All 1:1 aide costs 
(salaries, fringe benefits of the aide and allocated direct and indirect costs) should be 
reported in one separate cost center on the providers’ financial reports.” 
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Agency Comments - State Education Department
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Agency Comments - Gingerbread Learning Center, Inc.
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*See State Comptroller’s Comments, page 38.
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State Comptroller’s Comments 
1.	 The State Comptroller’s legal authority to audit the costs submitted by Gingerbread on 

the CFRs submitted to the State Education Department (SED) is expressly cited on pages 
3 and 11 of the report. 

2.	 OSC conducted an audit based on Generally Accepted Government Auditing Standards 
(GAGAS or Standards) – and not an “investigation.” Further, Mr. Louie is a career auditor 
– and not an investigator. We are perplexed that Mr. Berman was not aware of this, as 
Mr. Louie worked on the audit of the Milestone School for Child Development, a special 
education provider that Mr. Berman also represented.

3.	 OSC auditors regularly discussed audit issues with Gingerbread officials and documented 
those discussions. Moreover, audit findings were discussed in detail with Gingerbread 
officials prior to the issuance of the preliminary audit reports.  

4.	 OSC auditors take issues of public safety very seriously. As we told Mr. Berman when 
he first brought this incident to our attention, there is significant disagreement as to 
the underlying facts regarding Mr. Louie’s interaction with contractors at the site, the 
occurrence of any incident while Mr. Louie was on site, and the correlation between Mr. 
Louie’s site visit and the purported incident. Moreover, Mr. Berman’s current description 
of this incident materially differs from what he originally conveyed to us. In an email dated 
July 8, 2015, Mr. Berman stated, “Mr. Liu [sic] started questioning a contractor while he 
was working. That contractor became distracted and forgot to cover a dry-well hole on 
the site. Another worker backing up did not realize that the hole was not covered and fell 
into it. By good fortune, he was holding onto netting which caused his elbows to catch the 
top of the hole and keep him from falling all the way.” In response to the draft report, Mr. 
Berman now says “Mr. Louie walked onto the construction site, and startled a construction 
worker who fell into a manhole. Fortunately, the worker was able to catch himself by his 
elbows on the outside of the hole... .” Moreover, we maintain that both versions of this 
allegation are rather inaccurate. 

5.	 We advised Gingerbread officials at the opening conference that we would expand the 
audit scope to the two prior fiscal years if we identified material non-compliance in fiscal 
year 2012-13.  Further, we issued a revised engagement letter, extending the audit scope 
to fiscal years 2010-11 and 2011-12, to Gingerbread. That letter was sent to Mr. Berman 
on April 3, 2015, and Mr. Berman acknowledged receiving that letter and responded to it 
on April 8, 2015.

6.	 To ensure the integrity and reliability of evidence used for audit, it is OSC’s practice for 
auditors to personally retrieve files or to have files retrieved in the auditors’ presence. In 
addition, according to GAGAS, examination of original documents is generally more reliable 
than an examination of copies. Mr. Berman, in his response, states that Gingerbread staff 
were unable to “look at the files before OSC took them to see what files were taken or what 
was in them… .” He then states that when Gingerbread staff reviewed the documents that 
were returned, “numerous documents were missing.” OSC agrees that the documents 
were not in the files, as that is the basis of our finding.  However, the documents were 
not “missing,” as they were never in the file.  Moreover, as noted in Mr. Berman’s own 
correspondence of March 3, 2015, Gingerbread gathered the files for the auditors and 
had ample time to inventory and copy them.  In January, auditors informed Gingerbread 
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that they would like to pull the sample selected themselves, which they did on February 
24, 2015.  Gingerbread gathered the files in one location, and had over a month to copy 
and inventory them. However, according to Mr. Berman’s response, Gingerbread did not 
do so, as the staff were unaware of the contents of the files when they provided them to 
the auditors. 

7.	 OSC follows GAGAS in conducting audits.  While OSC attempts to be as courteous as possible 
to providers, in some instances, the requests of the providers are not compatible with 
audit standards. Moreover, OSC is unaware of any request by Gingerbread to inventory or 
copy the documents retrieved from storage, which were not provided to auditors when 
originally requested. In the case cited above, in January 2015, the audit team advised 
Gingerbread that the normal audit procedure is for auditors to pull the files themselves, 
and that the auditors would do it soon but they could not provide an exact date. On 
February 24, 2015, the audit team began pulling the files.  OSC not only gave Gingerbread 
notice of their plans, but allowed Gingerbread significant opportunity to both inventory 
and copy the files.

8.	 Mr. Berman appears to have misunderstood information conveyed to him.  Paragraph 
6.61 c of GAGAS states that “Examination of original documents is generally more reliable 
than examination of copies.” We advised Gingerbread officials that we do not take original 
documents “off site” – not that we do not take original documents for examination while on 
site. It would be inconsistent with standards to not examine original documents if they are 
available.  Moreover, the Reimbursable Cost Manual (Manual) requires agencies to retain 
documentation to support costs claimed on their CFRs and to produce those documents 
upon audit. The presence of copies rather than originals to support procurements is a 
well-known red flag of fraud and/or abuse, and an agency that provides only copies of 
documents to support its CFR would be considered to be of higher relative risk.

9.	 Throughout the audit, Gingerbread had considerable difficulty in producing the required 
documentary support for the costs claimed on its CFRs. Further, based on Mr. Berman’s 
own statements, he has no support for his allegations.  Mr. Berman, on page 3 of his 
response, repeatedly argues that Gingerbread was unaware of what information was 
provided to OSC. However, in correspondence sent to OSC during the audit, Mr. Berman 
acknowledged that Gingerbread gathered the requested information for the auditors, 
providing Gingerbread officials with ample opportunity to both inventory and copy the 
information provided if they chose to do so. He further acknowledged that Gingerbread 
had difficulty finding requested information. Consequently, based on Mr. Berman’s own 
statements, the factual basis for his allegation that OSC misplaced documents is quite 
unclear. 

10.	All documents were requested in an appropriate and professional manner from 
Gingerbread. Also, as previously noted, the audit was conducted in accordance with 
GAGAS.

11.	The assertion is inaccurate. We brought all reported issues to Gingerbread’s attention 
prior to the issuance of preliminary reports. Further, there was significant communication 
between Gingerbread and OSC prior to and after the exit conference and issuance of the 
draft report. We used written responses to our preliminary audit findings, information 
derived from the exit conference, and multiple communications with Gingerbread 
thereafter to prepare the draft report. 
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12.	OSC’s standard policy is to allow providers 30 calendar days to respond to a draft report. 
We advised Gingerbread officials of the 30-day response period at the opening conference, 
during the audit, at the exit conference, and in the transmittal letter that accompanied the 
draft report. The draft report was issued on June 14, 2016.  We provided Gingerbread 
officials with an additional 7 days to respond and advised them that we would examine 
any additional supporting information until the time the final report was issued. 

13.	We disagree. Section II.13.B(2) of the Manual clearly states that benefits, including 
pensions for individual employees or officers/directors, must be proportionately similar to 
those received by other classes or groups of employees. Further, SED officials concur with 
our interpretation of this provision of the Manual. Also, nothing in the Manual obviates 
Gingerbread from following the requirements of Section II.13.B(2).

14.	Contrary to Gingerbread’s contention, Section II.13.B(2) does not refer to fringe benefits 
“generally” or “as a group.” 

15.	As detailed in the report, the pension contributions of all but the two employees in 
question were between 5 percent and 8 percent of their respective gross salaries, while the 
two employees received contributions of 24 percent to 33 percent of their gross salaries. 
Given the magnitude of the differences in the contribution rate ranges, we maintain that 
the contributions were not proportionately similar.

16.	Gingerbread officials could have sought guidance and/or clarification from SED officials. 
Further, SED officials provide periodic Manual training.  Also, in response to the draft 
report, SED officials stated that they will continue to provide technical assistance whenever 
requested and strongly recommend that providers take advantage of SED’s availability 
to help them better understand the standards for reimbursement as presented in the 
Regulations and the Manual.

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

18.	We provided Gingerbread with a detailed listing of all claimed costs that were not 
adequately documented. In some instances, invoices were missing; in other instances, we 
could not determine what was purchased. Without adequate supporting documentation, 
the costs in question did not meet the Manual’s requirements for reimbursement. 

19.	We revised our report to delete the recommended disallowance related to medical co-pay 
reimbursements. 

20.	We disagree. Life insurance is listed as a fringe benefit in the Manual. 
21.	The assertions are incorrect. The fiscal year 2010-11 bonuses paid to administrative staff 

were recommended for disallowance because of missing evaluations. Subsequently, 
Gingerbread provided the evaluations for the administrative staff, and the recommended 
disallowances were deleted. We revised our report to reflect this. 

22.	The assertion is incorrect. In fact, auditors did not shift their position. We allowed bonuses 
that were based on merit, as required by the Manual. 

23.	Refer to Comment No. 9. Further, we did not maintain Gingerbread’s files in a disorganized 
manner. Moreover, all records and files Gingerbread provided to auditors were returned 
to Gingerbread in an orderly manner.   
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24.	The assertion is baseless. OSC did not misplace Gingerbread’s documentation. Further, 
we traced all 19 employees in question to lists (for fiscal years 2010-11 and 2011-12) 
of employees who received bonuses, as provided to us by Gingerbread officials. Thus, 
the 19 employees were included correctly in our sample of bonus recipients. Also, as 
Gingerbread provided employee evaluations to OSC auditors, the auditors deleted 17 of 
the 19 employees from the recommended disallowance summary.  

25.	Performance evaluations are prescribed requirements for awarding bonuses. Thus, 
an evaluation should be performed prior to, not after, the award of a bonus. Further, 
auditors recommended bonuses for disallowance only when there was no evidence that 
the bonuses were based on merit. 

26.	The Manual states that bonuses may be reimbursed if based on merit, as measured and 
supported by employee performance evaluations. In its response to the draft report, 
Gingerbread asserted that bonuses were paid and supported by written performance 
evaluations that were given to employees. However, absent the purported written 
evaluations, we were unable to verify that the evaluations were in fact performed and, 
consequently, there was insufficient evidence that the bonuses in question were merit-
based. 

27.	Initially, auditors recommended for disallowance fiscal year 2010-11 bonuses for 
administrative staff because Gingerbread did not provide evidence that they were based 
on merit. Subsequently, auditors allowed the bonuses after Gingerbread provided the 
required evaluations for the employees in question. Further, the Manual clearly states 
that staff receiving bonuses in fiscal year 2011-12 must be direct care employees. Direct 
care employees are in job codes reportable on CFR 1. All administrative employees are 
reported on CFR 3, which includes executive and clerical staff job codes.

28.	We revised our report to delete the recommended disallowances related to Unsupported 
Compensation for Teacher Assistants.   

29.	We disagree. The Manual requires that payroll be supported by employee time records 
prepared during, not after, the time period for which the employee was paid. Employee 
timesheets must be signed by the employee and a supervisor, and must be completed at 
least monthly. Moreover, the Manual provides no exception to these requirements simply 
because an employee works irregular hours and/or on an as-needed basis.  

30.	During the course of the audit, auditors provided Gingerbread with a detailed listing of 
all other than personal service costs recommended for disallowance. Nevertheless, OSC 
provided Gingerbread officials with a second copy of the detailed listing previously given 
to them.  

31.	The Manual states that costs will be considered for reimbursement provided such costs 
are reasonable, necessary, directly related to the education program, and sufficiently 
documented. Moreover, providers are required to retain documentation for seven years. 
Costs will not be reimbursed upon field audit without appropriate written documentation. 
Thus, we asked Gingerbread to provide supporting invoices, receipts, and any other 
pertinent support for a sample of payments. We did not require “Gingerbread’s small 
financial staff to pull documentation for every single small purchase” over the three-year 
audit period.   

Also, certain entries on the General Ledger and the crosswalk consisted of multiple 
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transactions that Gingerbread’s bookkeeper lumped into a total. To verify this amount, 
we requested Gingerbread to identify the individual transactions that comprised this 
total. However, Gingerbread did not provide the AMEX statements and the bookkeeper’s 
itemized reconciliations for fiscal year 2010-11 until several months after our requests for 
the documentation.  

32.	It is not the auditors’ function to advise providers on CFR preparation and submission. 
Further, we did not provide Gingerbread officials with inconsistent advice regarding what 
documentation would be sufficient, and note that the Manual details the documentation 
that is required. Also, Gingerbread officials should have obtained and retained such 
supporting documentation prior to the audit.

33.	The assertions are incorrect. In fact, auditors recommended the stated costs for 
disallowance because they were incurred after the special education classes moved out of 
the building – and not because Gingerbread had no intention of returning to the building. 
Further, the finding reported in the draft audit report was also included in a preliminary 
finding auditors issued to Gingerbread. Likewise, the criteria auditors applied was the 
same in both the preliminary finding and the draft report.    

34.	Gingerbread’s statement is incorrect. In fact, the draft report did not propose a new 
location. As shown on page 14 of the report, Section II.41.B(1) specifically states that 
the program’s occupancy costs for the prior location are reimbursable up to the actual 
date of the program’s occupancy in the new location unless prior SED approval allows an 
exception. Also, refer to Comment No. 33.

35.	We disagree.  Section II.41.B(1) refers to occupancy costs. Rent is part of occupancy costs. 
36.	During the course of the audit, auditors provided Gingerbread with a detailed listing of 

the disallowed depreciation costs. We provided Gingerbread with another copy of this 
detailed listing on August 17, 2016.

37.	During the course of the audit, we provided Gingerbread with a detailed listing of all school 
supply claimed costs that we recommended for disallowance. We provided Gingerbread 
with another copy of this detailed listing on August 17, 2016.

38.	Gingerbread officials did not provide support for all of their Costco purchases. Food 
was disallowed not because it was purchased from Costco, but because it was food for 
adults – and not for the students. Some of the food items purchased by Gingerbread 
included coffee, artificial sweeteners, and diet soda (items not routinely given to students 
ages 3 to 5 years for their consumption).  Further, Gingerbread staff informed us that 
students routinely brought lunches from home, and Gingerbread provided only snacks 
such as cereal, cookies, juice, and milk. We also noted that Gingerbread has only a small 
lunchroom with a hot plate that is used by employees. The school does not have food 
preparation and storage (refrigerator) space to prepare and serve more complex meals for 
children. Further, there was no overlap with our proposed food purchase disallowances.  

39.	The invoices submitted by the cleaning company did not meet the requirements of the 
Manual, which requires that all payments be supported by itemized invoices that indicate 
the specific services actually provided and, for each service, the date(s), number of hours 
provided, the fee per hour, and the total amount charged.  

40.	During the course of the audit, we provided Gingerbread with a detailed listing of all 
disallowed contracted services. We provided Gingerbread with another copy of this 
detailed listing on August 17, 2016. 
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41.	We disagree. The Manual requires advertisements to meet specific criteria. Without a 
copy of the advertisement, we could not determine if the Manual’s requirements were 
met. In addition, Gingerbread failed to provide any documentation for certain advertising 
expenses it claimed. 

42.	We maintain that Gingerbread did not provide any supporting documentation for the 
interest charges, including the $6,972 related to an adjusting entry on the general ledger. 

43.	Gingerbread did not provide us with documentation to support the recommended 
disallowances for legal services referenced in the report. Furthermore, OSC auditors did 
not misplace Gingerbread’s files, nor did auditors take original documents off site. 

44.	The tuition reimbursement expenses we recommended for disallowance pertain to 
employees who did not provide services to the SED Programs under audit. 

45.	The storage space rental was recommended for disallowance because there was no 
supporting documentation to substantiate the expense. 

46.	We revised our report to delete the recommended disallowance associated with the toys.  
47.	We revised the report to delete the recommended desk disallowance.  
48.	The Manual defines a reasonable cost as a cost that is generally recognized as ordinary 

and necessary for the operation of the approved special education program. However, 
Gingerbread officials did not provide sufficient evidence of the need for and relationship 
of a jackhammer to the education program. 

49.	Gingerbread officials were not able to show us either computer. Gingerbread’s disposal log 
indicated that one computer was disposed of. However, the model number was not the 
same as the model number indicated on the Staples invoice. Further, the other computer 
was not located, nor was it listed in Gingerbread’s disposal log. Also, because the printers  
were listed in Gingerbread’s equipment disposal log, we revised the report to delete the 
printers from the recommended disallowance. 

50.	The Manual specifically states that ordinary living expenses, such as the cost of clothing and 
uniforms that are normally assumed by parents or legal guardians of students attending 
day care centers or public day schools, are not reimbursable.

51.	During the course of the audit, we provided Gingerbread with a detailed listing of all 
disallowed Staples purchases. We provided Gingerbread with another copy of this detailed 
listing on August 17, 2016. 

52.	We disagree. We did not take any original documents off site. Moreover, Gingerbread 
officials were responsible for maintaining sufficient supporting documentation of the costs 
they reported on their CFR. However, the supporting documentation did not describe the 
item purchased.  

53.	We disagree.  In fact, we did not recommend for disallowance any purchases due to a lack 
of evidence that the items in question were not brought to the school.  

54.	We maintain that our report is both factually and legally correct. Further, the specific 
regulatory references, including the applicable provisions of the Manual, are detailed in the 
report’s Notes to Exhibit. Also, we reviewed and considered all evidence and information 
provided by Gingerbread officials. As such, we maintain that the evidence obtained during 
the audit provides a reasonable basis for our findings and conclusions. In addition, SED 
officials agreed with our report’s findings and recommendations.   
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