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Executive Summary
Purpose
To determine whether the costs reported by HeartShare Human Services, Inc. (HeartShare) on 
its Consolidated Fiscal Reports (CFRs) were reasonable, necessary, directly related to the special 
education programs, and sufficiently documented pursuant to the State Education Department’s 
(SED) Reimbursable Cost Manual (Manual) and the Consolidated Fiscal Reporting and Claiming 
Manual.  The audit focused primarily on expenses claimed on HeartShare’s CFR for the fiscal year 
ended June 30, 2014 and included certain expenses claimed on its CFRs for the two fiscal years 
ended June 30, 2013.  

Background
HeartShare is a New York City-based not-for-profit organization authorized by SED to provide 
preschool special education services to children with disabilities who are between the ages of 
three and five years.  During the 2013-14 school year, HeartShare served about 318 students.  
The New York City Department of Education (DoE) refers students to HeartShare and pays for 
its services using rates established by SED.  The DoE is reimbursed by SED for a portion of its 
payments to HeartShare.  For the three fiscal years ended June 30, 2014, HeartShare reported 
approximately $38 million in reimbursable costs for the SED preschool cost-based programs.  In 
addition to the SED programs, HeartShare operates several New York State Office for People with 
Developmental Disabilities (OPWDD) programs, a Universal Pre-Kindergarten program, and two 
subsidiaries - St. Vincent’s Services and Wellness Inc. 

Key Findings
For the three fiscal years ended June 30, 2014, we identified $1,529,789 in reported costs that did 
not comply with the Manual’s requirements, as follows:
• $891,018 in non-program expenses for compensation paid to 71 individuals who did not work 

for HeartShare’s SED preschool cost-based programs.  These individuals provided services to 
HeartShare’s fixed-fee, OPWDD, and St. Vincent’s Services programs;

• $204,855 in ineligible employee bonuses that did not comply with SED’s reimbursement 
requirements;

• $201,237 in over-allocated expenses, including $60,338 in personal service costs and $140,899 
in  other than personal service costs.  These expenses should have been allocated to HeartShare’s 
fixed-fee and Wellness Inc. programs;

• $118,199 in ineligible compensation to HeartShare’s Executive Director, Assistant Executive 
Director, and Chief Financial Officer.  The compensation for the three executives exceeded SED’s 
reimbursement limits for the preschool cost-based programs;

• $63,675 in expenses for non-auditing services.  According to SED’s guidelines, these expenses 
were not reimbursable; and 

• $50,805 in other ineligible and insufficiently documented expenses, including costs for 
consulting, advisory, and pre-merger services; as well as the cost of food for staff.
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Key Recommendations
To SED:
• Review the recommended disallowances resulting from our audit and make the appropriate 

adjustments to HeartShare’s CFRs and tuition reimbursement rates, as warranted.
• Work with HeartShare’s officials to ensure their compliance with SED’s reimbursement 

requirements.

To HeartShare:
• Ensure that all costs reported on future CFRs comply with the Manual’s requirements.  

Other Related Audits/Reports of Interest
New York League for Early Learning, Inc.: Compliance With the Reimbursable Cost Manual (2015-
S-43)
Books and Rattles, Inc.: Compliance With the Reimbursable Cost Manual (2016-S-25)

http://osc.state.ny.us/audits/allaudits/093017/15s43.pdf
http://osc.state.ny.us/audits/allaudits/093017/15s43.pdf
http://osc.state.ny.us/audits/allaudits/093017/16s25.pdf
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State of New York
Office of the State Comptroller

Division of State Government Accountability

October 24, 2017

Ms. MaryEllen Elia     Mr. William R. Guarinello
Commissioner      President and Chief Executive Officer
State Education Department    HeartShare Human Services, Inc.
State Education Building – Room 125   12 MetroTech Center
89 Washington Avenue    Brooklyn, NY 11201
Albany, NY 12234

Dear Ms. Elia and Mr. Guarinello:

The Office of the State Comptroller is committed to helping State agencies, public authorities, 
and local government agencies manage their resources efficiently and effectively and by so 
doing, providing accountability for the 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, entitled Compliance With the Reimbursable Cost Manual, of our audit of 
the costs submitted by HeartShare Human Services, Inc. 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: (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 
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Background
HeartShare Human Services, Inc. (HeartShare) is a New York City-based not-for-profit organization 
authorized by the State Education Department (SED) to provide preschool special education 
services to children with disabilities who are between the ages of three and five years.  During our 
audit period, HeartShare operated two rate-based preschool special education programs: full-day 
Special Class (SC) and full-day Special Class in an Integrated Setting (SCIS).  For purposes of this 
report, these programs are collectively referred to as SED’s preschool cost-based programs.

During the 2013-14 school year, HeartShare served about 318 students.  In addition to the 
preschool SC and SCIS cost-based special education programs, HeartShare operated three other 
SED preschool programs: Evaluations, 1:1 Aides, and Related Services. However, payments for 
services under these other programs were based on fixed fees, as opposed to the cost-based 
rates established through financial information reported on the annual Consolidated Fiscal 
Reports (CFRs) HeartShare files with SED.  HeartShare also operates several New York State Office 
for People with Developmental Disabilities (OPWDD) programs, a Universal Pre-Kindergarten 
program (UPK), and two subsidiaries - St. Vincent’s Services and Wellness Inc.

The New York City Department of Education (DoE) refers students to HeartShare based on 
clinical evaluations and pays for HeartShare’s services using rates established by SED.  The 
rates are based on the financial information HeartShare reports to SED on its annual CFRs.  To 
qualify for reimbursement, HeartShare’s expenses must comply with the criteria set forth in 
SED’s Reimbursable Cost Manual (Manual) and its Consolidated Fiscal Reporting and Claiming 
Manual (CFR Manual), which provide 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.  Reimbursable costs must be reasonable, 
necessary, directly related to the special education program, and sufficiently documented.  The 
State reimburses the DoE 59.5 percent of the statutory rate it pays to HeartShare.

Section 4410-c of the Education Law authorizes 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, 2014, HeartShare reported approximately $38 million 
in reimbursable costs for SED’s preschool cost-based programs.  This audit included expenses 
claimed on HeartShare’s CFR for the fiscal year ended June 30, 2014 and certain expenses claimed 
on its CFRs for the two fiscal years ended June 30, 2013. 
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Audit Findings and Recommendations
For the three fiscal years ended June 30, 2014, we identified $1,529,789 in reported costs that did 
not comply with SED’s requirements for reimbursement. The ineligible costs included $1,274,410 
in personal service costs and $255,379 in other than personal service (OTPS) costs (see Exhibit at 
the end of this report). SED, pursuant to a desk review, previously disallowed some of these costs. 

Personal Service Costs

According to the Manual, costs will be considered for reimbursement provided such costs 
are reasonable, necessary, directly related to the special education program, and sufficiently 
documented pursuant to the guidelines in the Manual. In addition, personal service costs, which 
include all salaries and fringe benefits paid or accrued to employees on the agency’s  payroll, 
must be reported on the CFR as either direct care costs (e.g., teachers’ salaries) or non-direct care 
costs (e.g., administrators’ salaries).  For the three fiscal years ended June 30, 2014, HeartShare 
reported approximately $30.9 million in personal service costs for SED’s preschool cost-based 
programs. We identified $1,274,410 in such costs that did not comply with the Manual’s guidelines 
for reimbursement.  SED, pursuant to a desk review, previously disallowed some of the personal 
service costs.

Non-Program Costs

The Manual also states that costs will not be reimbursable on field audit without appropriate 
written documentation of such costs.  Moreover, compensation costs (salaries and fringe benefits) 
must be based on approved and documented payrolls, which must be supported by employee 
time records prepared during, not after, the time period for which the employee was paid.  Further, 
entities operating approved programs shall develop employee-employer agreements with written 
salary scales and issue them to employees. In addition, the Regulations of the Commissioner of 
Education (Regulations) state that evaluation costs and related statistical data must be reported 
in a separate cost center.  We found that HeartShare officials could not provide documentation, 
including evidence of work product, to show that 71 employees were assigned to or had provided 
services to SED’s preschool cost-based programs, as follows:

• $498,139 for 39 employees whose job titles and corroborating personnel records indicated 
that they worked for other HeartShare programs, including the OPWDD Residential and 
Family Support Services programs;

• $344,135 for three employees whose job titles and personnel records indicated they 
worked for HeartShare’s Evaluations program - an SED fixed-fee program.  In fact, one 
employee even told us that her primary responsibility was conducting evaluations; and  

• $48,744 for 29 other employees. Documentation provided by HeartShare indicated 
that 19 of the 29 employees worked for St. Vincent’s Services - a HeartShare subsidiary.  
HeartShare could not provide documentation to show that the remaining ten employees 
provided services to the preschool cost-based programs.
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We recommend that SED disallow the $891,018 ($498,139 +  $344,135 + $48,744) in non-program-
related compensation charged to the preschool cost-based programs.  

Ineligible Bonuses

According to the Manual, a bonus is 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 bonus may be reimbursed if it is based on merit 
as measured and supported by employee performance evaluations.  Moreover, reimbursable 
bonuses are restricted to direct-care employees.  In addition, for the fiscal year ended June 30, 
2012, the Manual limited bonus compensation to 5 percent of an employee’s base salary.  

For the three fiscal years ended June 30, 2014, bonus compensation reported by HeartShare 
included $200,974 paid to non-direct care employees, including the Executive Director, Assistant 
Executive Director, and Chief Financial Officer (CFO).  In addition, for the fiscal year ended June 
30, 2012, the bonus paid to a special education teacher exceeded the 5 percent limit by $3,881. 

We recommend that SED disallow $204,855 ($200,974 + $3,881) in ineligible bonuses that were 
charged to SED’s preschool cost-based programs.

Excessive Executive Compensation

According to the Manual, compensation (i.e., salaries plus fringe benefits) for an entity’s staff 
whose function is that of Executive Director, Assistant Executive Director, or CFO will be directly 
compared with the regional median compensation for comparable administration job titles 
of public school districts. Reimbursement shall not exceed the median compensation paid to 
comparable personnel in public schools for similar work and hours of employment in the region 
in which the entity is located.  However, for the three fiscal years ended June 30, 2014, the 
compensation for the Executive Director, CFO, and Assistant Executive Director exceeded SED’s 
limits by $780,935 (for all HeartShare programs). Of this amount, $118,199 was allocable to the 
preschool cost-based programs subject to our audit.  Details of the compensation in question are 
presented as follows: 

• For the three years ended June 30, 2014, HeartShare reported $1,317,722 ($400,234, 
$465,120, and $452,368, respectively) in compensation for the Executive Director.  The 
total regional median reimbursement limit for the three years was $821,949.  As a result, 
the Executive Director’s compensation exceeded the regional median limit by $495,773 
($1,317,722 - $821,949); 

• For the same three fiscal years, HeartShare reported $879,521 ($305,193, $301,505, 
and $272,823, respectively) in compensation for a CFO.  The total regional median 
reimbursement limit for the three years was $608,625. Thus, the CFO’s compensation 
exceeded the regional median limit by $270,896 ($879,521 - $608,625); and

• For the two years ended June 30, 2014, HeartShare reported $333,033 ($176,702 and 
$156,331, respectively) in compensation for its Assistant Executive Director.  The total 
regional median reimbursement limit for the two years was $318,767.  As a result, the 
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Assistant Executive Director’s compensation exceeded the regional median limit by 
$14,266 ($333,033 - $318,767).

In total, compensation for HeartShare’s Executive Director, CFO, and Assistant Executive Director 
exceeded the regional median limit by the aforementioned $780,935 ($495,773 + $270,896 + 
$14,266).  Consequently, we recommend that SED disallow $118,199, the portion of the excessive 
compensation allocated to SED’s preschool cost-based programs. 

Over-Allocated Personal Service Expenses

The Manual states that agency administrative costs shall be allocated to all programs operated by 
the entity based on the Ratio Value Method (RVM).  Further, salaries of employees who perform 
tasks for more than one program must be allocated among all programs for which they work and 
that entities operating programs must use allocation methods that are fair and reasonable, as 
determined by the Commissioner’s fiscal representatives.  We found that: 

• $41,300 in costs were incorrectly allocated to SED’s preschool cost-based programs 
because HeartShare did not use the RVM to allocate expenses.  These costs should have 
been allocated to Wellness Inc.;   

• $15,996 ($7,282 mandated and $8,714 non-mandated) in fringe benefit costs were 
allocated to the SED preschool cost-based programs.  These costs should have been 
allocated to the fixed-fee 1:1 Aides program; and

• $3,042 in compensation expenses for 18 program administrative employees were 
incorrectly allocated to SED’s preschool cost-based programs.  They should have been 
allocated to the UPK program.

We recommend that SED disallow the $60,338 ($41,300 + $15,996 + $3,042) in over-allocated 
expenses because they did not comply with the guidelines in the Manual.

Other Than Personal Service Costs

According to the Manual, costs will be considered for reimbursement provided such costs 
are reasonable, necessary, directly related to the special education program, and sufficiently 
documented.  For the three fiscal years ended June 30, 2014, HeartShare reported approximately 
$7 million in OTPS expenses for SED’s preschool cost-based programs.  We identified $255,379 of 
these expenses that did not comply with the requirements in the Manual. 

Over-Allocated OTPS Expenses

The Manual states that the cost of supplies purchased for distribution among multiple programs 
must be allocated among these programs if direct charges are not possible.  In addition, agency 
administration costs shall be allocated to all programs operated by the entity based on the RVM.  
Moreover, adequate documentation of the allocation methodology should be maintained.  We 
identified $140,899 in OTPS costs (e.g., supplies, telephone) that HeartShare over-allocated to 
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SED’s preschool cost-based programs, as follows:

• $120,247 associated with 39 employees who worked for other HeartShare programs, 
including its OPWDD programs;  

• $15,161 in management fees that were not allocated with the RVM or any other reasonable 
allocation method.  These fees should have been allocated to Wellness Inc., a HeartShare 
subsidiary; and

• $5,491 in expenses for 18 program administrative employees that were incorrectly 
allocated to SED’s preschool cost-based programs.  They should have been allocated to 
HeartShare’s UPK program.

We recommend that SED disallow $140,899 ($120,247 + $15,161 + $5,491) in expenses that were 
over-allocated to the preschool cost-based programs. 

Non-Audit Accounting Services

According to the Manual, costs associated with non-audit services provided by a registered public 
accounting firm or any person associated with that firm, during or within 365 days of required 
audit work (prior to the beginning of the fiscal period being audited or after the date of the audit 
report issued for the audit period), are not reimbursable.  SED officials advised us that the intent 
of this provision is to maintain independence of the firm/individuals certifying the CFR or financial 
statements.  The Manual provides examples of non-audit services, which include bookkeeping, 
management functions, human resources, and legal services. 

For the three fiscal years ended June 30, 2014, HeartShare engaged a certified public accounting 
(CPA) firm to audit its financial statements and CFRs.  Further, in a separate engagement letter, 
HeartShare contracted with the same firm to provide additional services during the same three-
year period.  Since the CPA firm provided additional non-audit services within 365 days of the 
required audit work, the cost of these services was not reimbursable.  We recommend that SED 
disallow $63,675 in expenses because they were not in compliance with the Manual’s provisions.  
HeartShare officials disagreed with our findings and asserted that the additional work was a 
necessary part of the required audit services.  However, the fact that a separate engagement 
letter was necessary indicates that these additional services were not a part of the required audit 
work. 

We recommend that SED disallow $63,675 in non-audit accounting service expenses.  According 
to the Manual, these expenses were ineligible for reimbursement.

Ineligible and Insufficiently Documented Expenses

According to the Manual, the costs of legal, accounting, or consulting services and related costs 
incurred in connection with reorganization of the agency, including mergers and acquisitions, 
unless mandated by the SED, are not reimbursable.  The Manual also states that all purchases 
must be supported with invoices listing the items purchased, dates of purchase and payment, 
as well as with canceled checks.  For consultants, all payments must be supported by itemized 
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invoices which indicate the specific services actually provided; and for each service, the date of 
service, number of hours provided, and the fee per hour; and the total amount charged.  The 
Manual also states that food purchased for staff is not reimbursable.  We identified $50,805 in 
expenses that were ineligible and/or insufficiently documented, as follows:

• $25,356 in consulting and advisory services related to pre-acquisitions, a DoE audit, 1:1 
aides, and missed related service sessions; 

• $11,175 in food purchases for staff.  These purchases included coffee and coffee-related 
supplies;

• $7,773 in CPA services not related to SED’s cost-based programs.  Instead, these services 
were related to HeartShare’s  pre-merger with St. Vincent’s Services;  and  

• $6,501 in consulting costs that were insufficiently documented.  The invoices supporting 
these costs did not indicate the specific services provided and the dates of service.

We recommend that SED disallow $50,805 ($25,356 + $11,175 + $7,773 + $6,501) in ineligible 
and/or insufficiently documented expenses because these costs did not comply with the Manual’s 
requirements. 

Recommendations

To SED:

1. Review the recommended disallowances resulting from our audit and make the appropriate 
adjustments to HeartShare’s CFRs and tuition reimbursement rates, as warranted. 

2. Work with HeartShare officials to ensure their compliance with SED’s reimbursement 
requirements.

To HeartShare:

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

Audit Scope, Objective, and Methodology
We audited the costs reported on HeartShare’s CFRs to determine whether they were reasonable, 
necessary, directly related to the special education programs, and sufficiently documented 
pursuant to the guidelines in SED’s manuals.  The audit included certain claimed expenses for the 
three fiscal years ended June 30, 2014.

To accomplish our objective, we reviewed the Regulations, the Manual, the CFR Manual, 
HeartShare’s CFRs, and relevant financial and program records for the audit period.  We also 
interviewed HeartShare officials, staff, and independent auditors to obtain an understanding of 
HeartShare’s financial and business practices.  In addition, we selected a judgmental sample of 
reported costs to determine whether they were supported, program-related, and reimbursable. 
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Specifically, we reviewed costs that we considered high risk and reimbursable in limited 
circumstances based on prior audit report findings, such as salary and consultant costs.  Our 
sample was based on the relative materiality of the various categories of costs reported and their 
associated level of risk.  Our samples were not designed to be projected to the entire population 
of reported costs.  Also, our review of HeartShare’s internal controls focused on the controls over 
HeartShare’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 objective.  We believe that the evidence obtained during our audit provides a reasonable 
basis for our findings and conclusions.

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 Education Law. 

Reporting Requirements
We provided draft copies of this report to SED and HeartShare officials for their review and formal 
comment.  Their comments were considered in preparing this final report and are included at 
the end of it.  In their response, SED officials agreed with our recommendations and indicated 
they will take steps to address them.  However, in their response, HeartShare officials disagreed 
with most of our proposed disallowances.  Our rejoinders to certain HeartShare 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
 

HeartShare Human Services, Inc. 
Summary of Submitted and Disallowed Program Costs 

for the 2011-12, 2012-13, and 2013-14 Fiscal Years 
 

Program Costs Amount Per 
CFR 

Amount 
Disallowed 

Amount 
Remaining 

Notes to 
Exhibit 

Personal Services     
 Direct Care $27,941,915 $865,193 $27,076,722 A-F,J,K,N, 

P-R  Agency Administration 3,000,639 *409,217 2,591,422 
Total Personal Services $30,942,554 $1,274,410 $29,668,144  
Other Than Personal Services     
 Direct Care $5,598,947 $162,270 $5,436,677 A,B,G-I, 

L,M,O  Agency Administration 1,444,728 93,109 1,351,619 
Total Other Than Personal Services $7,043,675 $255,379 $6,788,296  
Total Program Costs $37,986,229 *$1,529,789 $36,456,440  

 
*SED, pursuant to a desk review, previously disallowed some of these costs. 
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Notes to Exhibit
The following Notes refer to specific sections of the Manual and CFR 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 HeartShare officials during the course of our audit.

A. Section I(9) - Agency administration is defined as those expenses which are not directly 
related to a specific program but are attributable to the overall operation of the agency. 

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

C. Section II(2)(A) - Administrative costs include salary and fringe benefit costs of persons 
whose primary function is management and administration of the program and/or agency, 
in accordance with Federal and State laws, Regulations of the Commissioner of Education 
and/or the Board of Directors. 

D. Section II(13)(A)(1) - Reimbursement of salary expense shall be subject to the following 
principle: Entities operating approved programs shall develop employer-employee 
agreements with written salary scales and issue them to employees.

E. Section II(13)(A)(4)(a) - Compensation (i.e., salaries plus fringe benefits) for an entity’s 
staff whose function is that of Executive Director, Assistant Executive Director, or Chief 
Financial Officer will be directly compared to the regional median compensation for 
comparable administration job titles of public school districts. Reimbursement of employee 
compensation for Executive Director, Assistant Executive Director, or Chief Financial 
Officer shall not exceed the median compensation paid to comparable personnel in public 
schools for similar work and hours of employment in the region in which the entity is 
located.

F. Section II(14)(A)(10) (July 2011 Edition) - Bonus compensation shall mean a non-recurring 
and non-accumulating (i.e., not included in base salary of subsequent years) lump 
sum payment(s) in excess of regularly scheduled salary which is not directly related to 
hours worked. Bonus compensation is restricted to direct care titles/employees. Bonus 
compensation may be reimbursed if based on merit as measured and supported by 
employee performance evaluations and does not exceed five percent of salary for any 
direct care employee. 

G. Section II(14)(B) - Costs of legal, accounting or consulting services and related costs incurred 
in connection with reorganization of the agency, including mergers and acquisitions, 
unless mandated by the State Education Department, are not reimbursable. 

H. Section II(14)(F) - Costs associated with non-audit services provided by a registered public 
accounting firm or any person associated with that firm, during or within 365 days of 
required audit work (prior to the beginning of the fiscal period being audited or after the 
date of the audit report issued for the audit period), are not reimbursable. 

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

J. Section III(1) - Costs will not be reimbursable without appropriate written documentation.
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K. Section III(1)(A) - Compensation costs must be based on approved, documented payrolls. 
Payrolls must be supported by employee time records prepared during, not after, the time 
period for which the employee was paid.

L. Section III(1)(C)(2) - All payments must be supported by itemized invoices which 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. 

M. Section III(1)(D) - All purchases must be supported with invoices listing items purchased 
and indicating dates of purchase and payment, as well as canceled checks. 

N. Section III(1)(M)(1)(i) - Salaries of employees who perform tasks for more than one 
program must be allocated among all programs for which they work. 

O. Section III(1)(M)(1)(ii) - The cost of supplies that are purchased for distribution among 
multiple programs must be allocated among those programs if direct charges are not 
possible. Adequate documentation of the allocation methodology should be maintained.

P. Section III(1)(M)(2) - Entities operating programs must use allocation methods that are fair 
and reasonable, as determined by the Commissioner’s fiscal representatives. 

Q. 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.

R. Section 200.9(e)(i)(d) of the Regulations of the Commissioner of Education states that 
evaluation costs and related statistical date for preschool students, as prescribed in 
Section 4410 of the Education Law and Sections 200.4 and 200.6 of this Part, must be 
reported in a separate cost center.
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Agency Comments - HeartShare Human Services, Inc.
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Comment 2

*See State Comptroller’s Comments, page 26.
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State Comptroller’s Comments
1. Our report does not “sensationalize findings” or “mislead readers” regarding the issue of 

executive compensation.  The Manual specifically states that reimbursement of executive 
compensation shall not exceed the median compensation paid to comparable personnel 
in public schools for similar work and hours of employment in the region in which the 
entity is located.  HeartShare officials’ compensation exceeded these limits.  In addition, 
the report (page 6, paragraph 1, and the Exhibit on page 13) indicates that prior to our 
audit, SED’s rate-setting staff had disallowed a portion of the ineligible personal service 
costs we identified.

2. We disagree.  HeartShare officials were not able to provide sufficient documentation to 
show that these individuals provided services to the SED preschool cost-based programs. 

3. The 39 employees were not reported in accordance with the instructions in the CFR 
Manual.  Our review of HeartShare’s personnel records showed that the 39 employees did 
not provide services to the SED preschool cost-based programs.  Instead, these employees 
provided services to other HeartShare programs such as Family Support and Respite, and 
to the programs funded by the OPWDD.  The Manual states that costs will be considered 
for reimbursement provided such costs are reasonable, necessary, directly related to 
the special education program, and are sufficiently documented.  The CFR Manual’s 
instructions relating to Schedule CFR-3, agency administration, states that the schedule 
is used to report and allocate “all the administrative costs that are not directly related 
to specific programs/sites but are attributable to the overall operation of the agency.”  
The 39 employees provided services that directly related to specific programs/sites and 
should have been reported in those programs rather than under agency administration, 
Schedule CFR-3.  HeartShare’s reference to the staff services as program administration 
further underlies that these services are program-related and not agency administration.  

4. HeartShare officials did not provide evidence to show that the three employees performed 
services for the SED preschool cost-based programs.  We reviewed documentation in 
the employees’ personnel folders and determined that the employees worked for the 
Evaluations program.  In fact, one of the employees was the Supervisor of Evaluations and 
Placement, another employee was the Bilingual Evaluation Coordinator, and the other 
employee was an Education Evaluator.  Therefore, their costs should have been reported 
in the fixed-fee Evaluations’ cost center on HeartShare’s CFR.

5. We disagree that our allocation worksheets reflected flawed assumptions. We considered 
all information provided to us when preparing these worksheets. 

6. We disagree.  Our report does not state that the salaries for the three employees were 
“exclusively” initial evaluation costs.  Further, we agree that the services provided by the 
three employees were related to the special education program. However, they did not 
provide services to the SED preschool cost-based programs under audit. Refer to Comment 
No. 4.

7. We revised our report to acknowledge that only one employee indicated that their primary 
responsibility was conducting evaluations. However, based upon other evidence, we 
maintain that none of the three employees provided services to the rate-based preschool 
program.
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8. Our audit is independent of SED’s desk review audits. Consequently, we report on all 
findings irrespective of whether they were previously disallowed by SED during a desk 
review audit. In addition, the report (page 6, paragraph 1, and the Exhibit on page 13) 
acknowledges that SED had disallowed a portion of the ineligible personal service costs 
we identified.

9. We agree with HeartShare’s position that only $118,199 of the excessive executive 
compensation disallowance should be disallowed.  Our report reflects this.  Refer to 
Comment No 1.

10. We disagree.  We calculated Wellness Inc.’s portion of the administration costs, subtracted 
applicable costs from that amount, and thereby gave Wellness credit for the costs it 
incurred.

11. We disagree that there is a misunderstanding of the actual services provided.  We 
maintain that the two engagements by the CPA firm were unrelated.  The required audit 
was for the provision of financial statements for the fiscal year ended June 30, 2012.  That 
work involved testing transactions and confirming assets and liabilities in accordance with 
Generally Accepted Auditing Standards (GAAP).  The non-audit work covered an evaluation 
of HeartShare’s internal control reports using attestation standards.  The internal control 
work was engaged in March 2012 while the audit work was engaged in July 2012.  Since 
the non-audit work was engaged within 365 days of the required audit work, the expenses 
are not reimbursable as per the Manual. 

12. We disagree.  HeartShare operates several SED programs: two rate-based preschool 
programs, an Evaluations program, 1:1 Aides, and Related Services. The CFR has a specific 
cost center set up for the 1:1 Aides program (and another for Evaluations as well as 
Related Services). Costs related to 1:1 aide services should be reported in the 1:1 aides 
CFR cost center, not the cost centers for the rate-based preschool programs. The 2012-13 
CFR Manual specifically states: “Expenses and revenues and FTE enrollment for approved 
1:1 teacher aides (preschool and school age) must be reported as a separate column 
(Program Code 9230).” Program Code 9230 is not for rate-based preschool programs. 

13. We disagree.  HeartShare officials did not provide sufficient documentation to show that 
these costs were for services related to the SED preschool cost-based programs.

14. We disagree.  As stated in HeartShare’s response, the costs documented in the December 
31, 2013 invoice were for the Related Services program.  Consequently, those costs are 
not reimbursable as they did not pertain to services provided to the SED preschool cost-
based programs.
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