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Executive Summary
Purpose
To determine whether the costs reported by New York League for Early Learning, Inc. (NYL) on 
its Consolidated Fiscal Reports (CFRs) were reasonable, necessary, directly related to the special 
education program, and sufficiently documented pursuant to the State Education Department’s 
(SED) Reimbursable Cost Manual (Manual). The audit included expenses claimed on NYL’s CFR for 
the three fiscal years ended June 30, 2014.

Background
NYL is a New York-based not-for-profit organization authorized by SED to provide Special 
Education Itinerant Teacher (SEIT), full-day and half-day Special Class (SC), and full-day and half-
day Special Class in an Integrated Setting (SCIS) preschool special education services to children 
with disabilities between the ages of three and five years. For purposes of this report, these 
programs are collectively referred to as the SED cost-based programs. During the 2013-14 school 
year, NYL served about 818 students.  In addition to the SED cost-based programs, NYL operated 
three other SED-approved programs: Evaluations, Related Services, and 1:1 Aides. However, 
payments for services under these other programs were based on fixed fees, as opposed to the 
cost-based rates established through CFR-reported financial information. NYL also operated an 
Early Intervention, a private day care, and a Universal Pre-K program. During the three audited 
years, NYL shared space with Manhattan Star Academy (MSA), a private school that serves school-
age children with special needs. 

The New York City Department of Education (DoE) refers students to NYL based on clinical 
evaluations and pays for NYL’s services using rates established by SED. The rates are based on 
the financial information that NYL reports to SED on its annual CFRs. SED reimburses DoE for a 
portion of its payments to NYL based on statutory rates. Reimbursable costs must be reasonable, 
necessary, directly related to the special education program, and sufficiently documented. For the 
three fiscal years ended June 30, 2014, NYL reported approximately $138 million in reimbursable 
costs for the cost-based programs. 

During the three fiscal years ended June 30, 2014, NYL was a member of the eight-member Young 
Adult Institute Network (Network), which also included the Young Adult Institute (YAI) and MSA. 
The relationships among the Network’s members were intertwined. During the same three-year 
period, NYL was a signatory to a Management Agreement (or Agreement) with YAI, wherein YAI 
agreed to provide management services to NYL. In November 2015, after our audit fieldwork was 
underway, the Agreement with YAI was terminated.

Key Findings
For the three fiscal years ended June 30, 2014, we identified $5,771,008 in reported costs that 
did not comply with the requirements in the Manual and recommend such costs be disallowed.  
These ineligible costs included $3,676,434 in personal service costs and $2,094,574 in other than 
personal service costs, as follows:
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•	$1,728,270 in duplicate administrative costs for NYL’s Executive Director, Assistant Executive 
Director, and seven agency administrative staff. The costs for the functions performed by these 
individuals were covered under the Management Agreement and should not have been charged 
separately to NYL;

•	$1,209,263 in costs applicable to 1:1 Aides program. NYL incorrectly allocated these costs to its 
cost-based programs rather than to the fixed-fee 1:1 Aides program; 

•	$1,132,895 in other than personal service costs, including $801,660 in costs for services that 
were covered by the Management Agreement and $331,235 in various adjusting entries that 
were insufficiently documented;

•	$738,901 in employee bonuses that did not comply with the requirements in the Manual;
•	$584,641 in various costs, including $292,279 for food, $270,879 in property costs, and $21,483 

in vehicle costs. These costs were unsupported and/or ineligible per the Manual’s provisions 
and those in the Consolidated Fiscal Reporting and Claiming Manual as well; and

•	$377,038 charged to the SED cost-based programs for the services of two consultants. 
The consultant costs are duplicative as their functions should have been covered under 
the Agreement.  Additionally, the costs for one of the two consultants were insufficiently 
documented.

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

adjustments to NYL’s CFRs and reimbursement rates. 
•	Work with NYL officials to help ensure their compliance with the provisions in the Manual.

To NYL:
•	Ensure that costs reported on future CFRs comply with all the requirements in the Manual.

Other Related Audits/Reports of Interest
Sunshine Developmental School: Compliance With the Reimbursable Cost Manual (2012-S-64)
Starting Point Services for Children: Compliance With the Reimbursable Cost Manual (2014-S-64)

http://osc.state.ny.us/audits/allaudits/093015/12s64.pdf
http://osc.state.ny.us/audits/allaudits/093016/14s64.pdf
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State of New York
Office of the State Comptroller

Division of State Government Accountability

March 29, 2017

Ms. MaryEllen Elia					     Ms. Margaret Chiara
Commissioner						     Executive Director
State Education Department				    New York League for Early Learning, Inc. 
State Education Building - Room 125			  460 West 34th Street
89 Washington Avenue				    New York, NY 10001
Albany, NY 12234

Dear Ms. Elia and Ms. Chiara:

The Office of the State Comptroller is committed to helping State agencies, public authorities, and 
local government agencies manage government resources efficiently and, by so doing, 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, entitled Compliance With the Reimbursable Cost Manual, of our audit of 
the expenses submitted by the New York League for Early Learning, Inc. to the State Education 
Department for the purposes of establishing the tuition reimbursement rates. 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. 

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
The New York League for Early Learning, Inc. (NYL) is a New York City-based not-for-profit 
organization authorized by the State Education Department (SED) to provide Special Education 
Itinerant Teacher (SEIT), full-day and half-day Special Class (SC), and full-day and half-day Special 
Class in an Integrated Setting (SCIS) preschool special education services to children with 
disabilities between the ages of three and five years. For purposes of this report, these programs 
are collectively referred to as the SED cost-based programs. 

During the 2013-14 school year, NYL served about 818 students. In addition to the SEIT, SC, 
and SCIS cost-based programs, NYL operated three other SED-approved programs: Evaluations, 
Related Services, and 1:1 Aides. 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 Consolidated Fiscal Reports (CFRs). NYL also operated an Early Intervention, a private 
day care, and a Universal Pre-K program, and shared space with Manhattan Star Academy (MSA), 
a private school that serves school-age special education students. 

The New York City Department of Education (DoE) refers students to NYL based on clinical 
evaluations and pays for NYL’s services using rates established by SED.  The rates are based on the 
financial information that NYL reports to SED on its annual CFRs.  To qualify for reimbursement, 
NYL’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 related to multiple programs.  Reimbursable costs must be reasonable, necessary, 
program-related, and sufficiently documented. The State reimburses the DoE 59.5 percent of the 
statutory rate it pays to NYL. 

During the three fiscal years ended June 30, 2014, NYL was a member of the eight-member Young 
Adult Institute Network (Network), which also included the Young Adult Institute (YAI) and MSA. 
During the same period, certain members of the Network served on the Boards of Trustees (Board 
or Trustees) of other member-entities (see Exhibit B at the end of this report). YAI’s Chief Financial 
Officer (CFO) also served as the CFO of NYL and MSA. Moreover, on its CFRs for the three fiscal 
years ended June 30, 2014, NYL disclosed a related‑party relationship with YAI, as required by the 
Manual. 

On March 1, 2010, NYL entered into a five-year Management Agreement (or Agreement) with 
YAI. This Agreement, which was automatically renewed for an additional five years beginning 
March 1, 2015, required YAI to provide services that included, but were not limited to, all 
business, management, fiscal, personnel, fundraising, planning, and program functions and 
services.  In addition, YAI was required to coordinate the professional services functions of NYL 
inclusive of hiring and firing, and to conduct, supervise, and coordinate the day-to-day fiscal 
and/or operational functions of NYL.  Further, YAI was responsible for billing and collecting from 
NYL’s funding and third-party sources for services rendered. The Agreement was terminated on 
November 10, 2015, after our audit fieldwork was underway.
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Chapter 545 of the Laws of 2013 requires 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, NYL reported approximately $138 million in reimbursable costs 
for the SED cost-based programs. Our audit included expenses claimed on NYL’s CFR for the three 
fiscal years ended June 30, 2014.
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Audit Findings and Recommendations
The engagement letter for OSC’s audit of the expenses NYL reported on the CFRs filed with SED 
for the three fiscal years ended June 30, 2014 was transmitted to NYL on May 6, 2015. This letter 
included a list of initial documents needed to facilitate the audit. The audit’s opening conference 
was held on, and fieldwork began, May 28, 2015. Initially, NYL designated YAI’s CFO and YAI’s  
Assistant Director for Revenue Management as the audit liaisons for our audit of NYL.  However, 
throughout the audit, we experienced significant difficulties obtaining requested documentation 
to support the expenses reported on the CFRs.  At various times throughout the audit engagement, 
YAI and NYL provided some, but not all, requested documentation. 

Based on documentation provided to auditors through early 2016, as well as interviews with NYL 
and YAI personnel, we issued six written preliminary audit findings to NYL, with the last preliminary 
finding issued on May 6, 2016. These preliminary audit findings recommended disallowances 
totaling about $20.7 million due to pervasive non-compliance with the requirements in the 
Manual.  At that time, NYL attributed much of its non-compliance to YAI’s purported inability 
and/or refusal to provide required supporting documentation.   

Subsequent to the issuance of the preliminary findings, NYL and YAI provided us with additional 
supporting documentation, which we examined at length.  Based on the additional documentation, 
we significantly reduced the amounts of the recommended disallowances, particularly those 
pertaining to expenses related to services provided under the Management Agreement. Thus, at 
the conclusion of our audit fieldwork, we determined that $5,771,008 in reported costs did not 
comply with the Manual’s requirements for reimbursement, for the three fiscal years ended June 
30, 2014.  The costs recommended for disallowance included $3,676,434 in personal service costs 
and $2,094,574 in other than personal service (OTPS) costs (see Exhibit A). Most of the costs in 
question were insufficiently documented, duplicative in nature, and/or otherwise ineligible for 
reimbursement.

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 taxable and non-taxable 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, NYL reported approximately $106.7 million in personal service costs for its SED 
cost-based programs. We identified $3,676,434 in personal service costs that did not comply with 
the Manual’s guidelines for reimbursement.

Management Agreement 

Although the management fee was reported under the category of Other Than Personal 
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Services on the CFRs NYL filed with SED, we determined that NYL’s reported Personal Service 
Costs were significantly impacted by the Management Agreement. Further, the Manual states 
that costs charged to programs receiving administrative services, insurance, supplies, technical 
consultants, etc. from a parent or related organization are reimbursable provided such costs are 
not duplicative in nature, provide a direct benefit, are based on actual direct and indirect costs 
allocated to all programs on a consistent basis, and are defined as reimbursable in the Regulations 
of the Commissioner of Education, the Manual, or the Consolidated Fiscal Reporting and Claiming 
Manual (CFR Manual).

NYL, a member of the Network, entered into the Agreement with YAI, another member of the 
Network, for a period of five years effective March 1, 2010. The Agreement required YAI to provide 
services that included, but were not limited to, all business, management, fiscal, personnel, 
fundraising, planning, and program functions and services; coordinate the professional services 
functions of NYL inclusive of hiring and firing; as well as to conduct, supervise, and coordinate 
the day-to-day fiscal and or operational functions of NYL. YAI was also responsible for billing and 
collecting from NYL’s funding and third-party sources for services rendered. During the three 
fiscal years ended June 30, 2014, NYL claimed $13.8 million in costs for services provided by YAI 
under the Management Agreement.

We requested support for the $13.8 million in costs and were provided with a summary 
spreadsheet entitled “Support Service Allocation-Ratio Value Methodology” by one of the two 
audit liaisons. This spreadsheet listed each Network member’s total administrative and direct 
expenses, as well as the percentages and amounts of YAI’s administrative costs allocated to each 
Network member. However, NYL did not provide documentation to support the expenses listed 
on the spreadsheet. In a written preliminary audit finding issued to NYL on April 5, 2016, we 
recommended disallowance of the entire $13.8 million in management fees NYL reported on 
its CFRs because NYL failed to provide sufficient documentation, as required by the Manual, 
to support these expenses. Subsequently, starting in May 2016, NYL began providing some 
documentation to support the costs pertaining to the Management Agreement fees.

We interviewed NYL’s Executive Director and YAI’s CFO to determine the relationship between 
NYL and YAI. They informed us that, despite being members of the same network, each entity was 
independent and had its own separate Board. However, when we reviewed NYL’s Board minutes, 
we found the following:

•	At the September 12, 2011 meeting, YAI’s Chief Executive Officer (CEO) announced that 
there would be more integration between the YAI and NYL Boards with members of the 
YAI Board attending NYL meetings. In addition, a resolution requested by YAI’s Senior 
Director of Legal Affairs and Compliance resulted in the revision of authorized signatories 
on certain NYL bank accounts;

•	At the November 28, 2011 meeting, YAI’s CEO discussed the composition of NYL’s Board, 
as well as the composition of future Board meetings;

•	At the June 4, 2012 Board meeting, YAI’s CEO requested that the NYL Board approve a 
motion for NYL to be a signatory for a property lease by MSA (another member of the 
Network). The motion was unanimously approved by NYL’s Board; and
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•	At the March 4, 2013 meeting, the Board passed resolutions that required NYL to guarantee 
a $2 million construction loan and lease payments for MSA. These arrangements were in 
support of an initiative that allowed NYL students to receive services from the Network 
when NYL’s preschool students turned five years old and were no longer eligible for 
services from NYL.

On January 14, 2011, YAI entered into a Stipulation Agreement with New York State for $10,800,000 
to resolve claims by New York State and a private party. In addition, Note 11 to NYL’s June 30, 
2012 Audited Financial Statements states, “As of June 30, 2012, YAI had an outstanding balance of 
$5,585,688. Under the Stipulation Agreement with New York State, NYL issued an unconditional 
guaranty to New York State securing any defaults in YAI’s annual repayment obligation to New York 
State in return for a release of any civil liabilities of the League and its current and former officers, 
directors, employees, affiliates and assigns arising under the claims and the common law out of 
the matters alleged in the investigation and the private party complaint. The maximum potential 
amount of future payments that the League could be required to make under the guaranty 
was $6,049,601. On October 31, 2012, YAI voluntarily paid in full the State Settlement Amount, 
including interest. Therefore, effective November 27, 2012, the State of New York terminated the 
Guaranty Agreement between New York State and NYL for Early Learning, Inc. and released the 
League from the Guaranteed Obligation and any and all obligations and liability of any nature 
whatsoever under the Guaranty Agreement.”

Also, we found that NYL’s Executive Director certified the CFRs by stating that NYL has custody 
of records and allocation worksheets to support all the information contained in the CFRs. 
However,  YAI’s CFO was listed as the custodian for the books and records of both YAI and NYL for 
the three fiscal years ended June 30, 2014.  In addition, YAI’s CFO had primary responsibility for 
NYL’s overall fiscal operations and was listed as the contact person on the CFR that NYL filed with 
SED for the fiscal year ended June 30, 2014.  For the two fiscal years ended June 30, 2013, YAI’s 
Assistant Director for Revenue Management was listed as the contact person. We questioned 
whether NYL would have accepted this degree of oversight, exposure, and liability if YAI officials 
did not exercise significant control or influence over NYL’s management and operations. Based on 
the aforementioned governance and financial relationships among the YAI’s network members, 
we determined that the business arrangements and transactions between NYL, YAI, and MSA 
constituted Less-Than-Arm’s-Length (LTAL)1 relationships, as defined by the Manual.

Administrative Costs

To determine if NYL claimed costs that should have been covered under the Management 
Agreement, we requested and reviewed support for the costs NYL reported on its CFRs for 
administrative staffing. For the three fiscal years ended June 30, 2014, we determined that 

1Section 1(4)(A) of the Manual states, in general, a less-than-arm’s-length (LTAL) relationship exists when there are related parties 
and one party can exercise control or significant influence over the management or operating policies of another party, to the 
extent that one of the parties is or may be prevented from fully pursuing its own separate interests. In pertinent part, Section 1(4)
(E) of the Manual defines a “related party” as “any party transacting or dealing with the agency/entity of which that party has 
ownership of, control over, or significant influence upon the management or operating policies of a program(s)/entity(ies) to the 
extent that an arm’s-length transaction may not be achieved.” 
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NYL claimed a total of $2,129,521 in compensation costs for an Executive Director, an Assistant 
Executive Director, five Office Workers, and two Utilization Review/Quality Assurance employees. 
By claiming reimbursement for its own Executive Director, Assistant Executive Director, and seven 
agency administrative employees, NYL duplicated services and associated costs that were covered 
under the Management Agreement.

Consequently, we determined that $1,728,270 of the claimed $2,129,521 in compensation should 
not have been allocated to the SED cost-based programs, as follows:

•	$701,899 in compensation, including $3,004 in unsupported bonuses, for five NYL office
•	workers;
•	$578,805 in compensation, including $406 in unsupported bonuses, for NYL’s Executive 

Director;
•	$339,877 in compensation for NYL’s Assistant Executive Director; and
•	$107,689 in compensation for two NYL employees who performed Utilization Review/ 

Quality Assurance duties and also served as MSA’s trustees.

Therefore, we recommend that SED disallow $1,728,270 ($701,899 + $578,805 + $339,877 +
$107,689) in administration costs that were duplicative in nature.

1:1 Aides 

According to SED’s “Guidelines for Determining a Student with a Disability’s Need for a One- to-
One Aide,” a 1:1 aide is assigned to a specific student based on the recommendations in the 
student’s Individualized Educational Program (IEP). The Manual and the CFR Manual state that 
all costs (salaries, fringe benefits, and allocated direct and indirect costs) for 1:1 aides should be 
reported in a separate cost center (as fixed fees) on providers’ CFRs. Furthermore, actual hours 
of service is the preferred statistical basis on which to allocate salaries and fringe benefits for 
shared staff who work on multiple programs. In addition, providers must maintain appropriate 
documentation to support the hours used in this allocation. Acceptable documentation may 
include payroll records or time studies. If hours of service cannot be calculated or time studies 
cannot be completed, then alternative methods that are equitable and conform to Generally 
Accepted Accounting Principles (GAAP) may be utilized.

For the three fiscal years ended June 30, 2014, NYL claimed $1,209,263 in compensation for 347 
full-time and part-time employees who were reported on the CFRs as behavioral support staff 
and teacher aide/teacher assistant substitutes. However, a review of their personnel files, payroll 
records, and class rosters indicated that the 347 employees were 1:1 aides rather than behavioral 
support staff or teacher aide/teacher assistant substitutes. We queried this discrepancy and were 
told by NYL officials that the 347 employees worked in multiple positions/programs, such as 1:1 
aides, behavioral support, and/or teacher aide/teacher assistant substitutes. Officials advised 
that when a student was absent, the student’s 1:1 aide was reassigned to work with students in 
the SED cost-based programs. We requested documentation to show how the costs for the 347 
employees were allocated among the various programs. However, NYL could not provide time 
and attendance records or time studies, as required by the Manual. Instead, officials provided 
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spreadsheets to show the reassignment of the employees.

We reviewed the spreadsheets which showed students’ names, the 1:1 aides assigned to those 
students, the number of 1:1 sessions approved for each of the students, the days the students 
were absent, and the 1:1 aides’ time and costs that were reallocated to the SED cost-based 
programs. However, the spreadsheets did not demonstrate that the 1:1 aides actually provided 
services to the SED cost-based programs. Further, we determined that the methodology used 
to reallocate time and costs to the SED cost-based programs for the reassigned 1:1 aides was 
arbitrary and non-compliant with the guidelines in the Manual and the CFR Manual. Therefore, 
we recommend that SED disallow the $1,209,263 ($966,640 for  287 employees who were 
claimed as behavioral support staff and $242,623 for 60 employees who were claimed as teacher 
aides/teacher assistant substitutes) in compensation for the 347 employees because the costs 
were insufficiently documented. Such costs should have been charged to the fixed-fee 1:1 aides 
program rather than to the SED cost-based programs.

Employee 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. Beginning with the fiscal 
year ended June 30, 2014, providers were required to adopt a written employee performance 
evaluation policy and a form that sufficiently detailed the criteria and methods used to determine 
each employee’s final evaluation rating. The written policy must describe how the final evaluation 
rating correlates to the amount of the merit award.

During the three years ended June 30, 2014, NYL’s Board authorized 2 percent to 3 percent one-
time lump sum payments to all salaried employees, including administrative and support staff. 
Based on NYL’s records, the lump sum payments totaled $803,039. For the same three-year 
period, NYL paid $58,030 in staff awards to employees. Both the lump sum payments and the 
staff awards were non-recurring and non-accumulating, and were not included in the employees’ 
base salaries in subsequent years. Therefore, the lump sum payments and staff awards met the 
Manual’s definition of a bonus.

However, NYL could not demonstrate that the lump sum payments and staff awards were based 
on merit as measured and supported by employee performance evaluations. In fact, we found 
that NYL maintained employee evaluations for just 9 of the 624 employees who received lump 
sum payments and staff awards (i.e., bonuses) during the three fiscal years. Further, we reviewed 
the evaluations for the nine employees and found no correlation between the evaluation ratings 
and the payments. Therefore, we recommend that SED disallow $738,901 ($680,871 lump sum 
and $58,030 staff awards) in bonus payments because these payments did not comply with the 
Manual’s guidelines. 
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Other Than Personal Service Costs

According to the Manual, costs must be reasonable, necessary, directly related to the special 
education program, and sufficiently documented. For the three fiscal years ended June 30, 2014, 
NYL reported approximately $31.6 million in OTPS expenses for its SED cost-based programs. 
We identified $2,094,574 of these expenses that did not comply with the requirements in the 
Manual.

Unsupported and Ineligible Costs

The Manual provides guidance on the eligibility for reimbursement of costs and the documentation 
required to properly support such costs when reported on the CFR. According to the Manual, all 
purchases must be supported with invoices that list the items purchased, the dates of purchase 
and payment, along with copies of canceled checks. For the three fiscal years ended June 30, 
2014, we identified $1,132,895 in costs that did not meet the requirements in the Manual, as 
follows:

•	$801,660 in costs incurred by YAI for contracted services, staff food, staff recognition 
awards, vehicle-related expenses, moving expenses, bonuses, overtime, and Supplemental 
Executive Retirement Plan (SERP) expenses. These costs were claimed as part of NYL’s 
$13.8 million management fee reported on the CFRs for the three fiscal years ended June 
30, 2014. However, NYL could not provide documentation, as required by the Manual, to 
support these costs; and

•	$331,235 in contracted services and food for students. The contracted service and student 
food expenses were recorded as adjusting entries on NYL’s general ledger and claimed on 
the CFRs for the two fiscal years ended June 30, 2013. However, NYL officials could not 
provide documentation, as required by the Manual, to support these expenses.

Therefore, we recommend that SED disallow $1,132,895 ($801,660 + $331,235), the amount of 
unsupported and/or ineligible costs allocated to the SED cost-based programs.

Consultant Costs

According to the Manual, the costs for consultant’s services are reimbursable provided the 
services  could not have been performed by an appropriately certified school officer or an 
employee who possesses the necessary technical skills. Adequate documentation for consultants 
includes, but is not limited to, the consultant’s resume, a written contract which includes the 
nature of the services to be provided, the charge per day, and the dates of service. Moreover, 
all payments must 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. As stated earlier in this report, NYL paid YAI, a related party, $13.8 million 
in fees to provide certain services under the Management Agreement. The Agreement required 
YAI to provide services that included, but were not limited to, all business, management, fiscal, 
personnel, fundraising, planning, and program functions and services. In addition, the Agreement 
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required YAI to coordinate the professional service functions of NYL inclusive of hiring and firing 
and to conduct, supervise, and coordinate the day-to-day fiscal and/or operational functions of 
NYL. Also, YAI was responsible for billing and collecting from NYL’s funding and third-party sources 
for services rendered.

Our review of NYL’s CFRs for the three fiscal years ended June 30, 2014 found that NYL paid 
$464,618 ($362,956 and $101,662, respectively) to two fiscal consultants. One of the consultants 
was contracted to perform reviews of NYL’s operations, prepare CFRs, review and respond to 
SED’s correspondence, identify and negotiate rate appeals, and modify and implement NYL’s 
business plan. The other consultant was contracted to perform services in the areas of billing, 
accounts receivable, government reporting, and budgeting. We interviewed the consultants, 
who confirmed that the services they performed were consistent with the services listed in their 
respective contracts.

Further, our review of YAI’s CFRs for the same period indicated that YAI’s fiscal department 
included a CFO, two controllers, an accountant, two utilization review/QA staff, and other staff. 
However, NYL’s representatives advised that YAI staff served NYL as well as the other members of 
the Network. As such, it should not have been necessary for NYL to engage the two consultants 
to provide business administrative services (otherwise provided by the Management Agreement) 
to NYL. In preparing the terms and conditions of the Agreement, both NYL and YAI should 
have determined whether YAI had sufficient resources to provide the services stipulated in the 
Agreement. If it was later determined that YAI’s resources were inadequate, it was YAI’s (and not 
NYL’s) responsibility to hire the additional staff and/or to subcontract the services to meet YAI’s 
obligations under the Agreement.

As a result, we  determined  that  the  consultant  services were  duplicative in nature  to the 
services obligated under the $13.8 million Agreement. Moreover, we reviewed the consultants’ 
invoices, and determined that the invoices submitted to NYL by the second consultant were not 
itemized and did not describe the nature of the services provided, as otherwise required by the 
Manual. Therefore, we recommend that SED disallow $377,038 in consulting services fees that 
were allocated to the SED cost-based programs, because these costs were duplicative and/or 
insufficiently documented.

Food Costs

According to the Manual, the cost of food provided to staff, as well as the cost for food, 
beverages, entertainment, and other related costs for meetings, including Board meetings, are 
not reimbursable. During the three fiscal years ended June 30, 2014, NYL reported $305,438 
in food costs, such as restaurant charges, food for staff, and coffee expenses. We recommend 
that SED disallow $292,279 in ineligible food costs, the amount allocated to the SED cost-based 
programs, because these costs are not reimbursable, per the Manual.
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Property Costs

According to the CFR Manual, when more than one program is served at the same geographic 
location, property and related costs must be allocated between the programs benefiting from 
those services. The CFR Manual also states that square footage is the approved method for 
calculating costs when agency administrative offices and program offices are located in the 
same building. During the three fiscal years ended June 30, 2014, NYL reported $15,066,072 
in total property costs (e.g., utilities, rent, leasehold improvements, real estate taxes, supplies 
and materials, lease and depreciation of equipment, repairs and maintenance, and telephone 
expenses). However, NYL could not provide documentation to support $213,485 in property 
costs. Therefore, we recommend that SED disallow the $213,485 in unsupported costs.

Also, during the same three fiscal years, NYL reported $2,497,914 in property costs for space it 
shared with MSA, a private school that is a member of the Network. However, NYL allocated just 
$134,307 (rent, utilities, and real estate taxes) to MSA. Based on our calculations, we determined 
that NYL should also have included leasehold improvements, supplies and materials, lease and 
depreciation of equipment, repairs and maintenance, and telephone expenses in its calculation 
of MSA’s property cost - for a total allocation of $191,701. Therefore, we recommend that SED 
disallow $57,394 in property costs, the difference between $191,701 and $134,307, because 
these costs did not comply with the requirements in the CFR Manual.

Thus, in total, we recommend the disallowance of $270,879 ($213,485 + $57,394) in ineligible 
property costs.

Vehicle Costs

According to the Manual, vehicle use must be documented with individual vehicle logs that 
include, at a minimum: the date and time of travel to and from each destination, the mileage 
between each destination, the purpose of travel, and the name of the traveler. The Manual also 
states that costs associated with the personal use of a program-owned or leased automobile 
are not reimbursable. In addition, the costs of vehicles used by program officials, employees, or 
Board members to commute to and from their homes are not reimbursable. For the three fiscal 
years ended June 30, 2014, NYL claimed $26,489 in vehicle-related costs, such as lease payments, 
gas, E-ZPass, and parking for the company vehicle driven by the Executive Director.

However, NYL officials advised us that vehicle logs, required by the Manual, were not maintained. 
They advised that the Executive Director used her personal calendar to make vehicle-related 
usage entries. We reviewed the entries on the calendar and determined, nonetheless, that the 
entries did not meet the Manual’s requirements because they did not include the time of the 
trip, the “from” location, mileage, and the purpose of the travel. We also reviewed travel and 
expense reimbursement forms, E-ZPass statements, parking receipts, and other documentation 
provided by NYL and determined that these documents were not acceptable substitutes for the 
required detailed vehicle logs. Therefore, we recommend that SED disallow $21,483 in vehicle- 
related expenses, the amount allocated to the SED cost-based programs, because these costs 
were inadequately documented and did not comply with the Manual’s guidelines.
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Recommendations

To SED:

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

2.	 Work with NYL officials to help ensure their compliance with the provisions in the Manual.

To NYL:

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

Audit Scope and Methodology
We audited the costs reported on NYL’s CFRs to determine whether they were properly 
documented, program related, and allowable pursuant to the Manual. The audit included claimed 
expenses for the three fiscal years fiscal ended June 30, 2014.

To accomplish our objective, we reviewed the Manual and the Consolidated Fiscal Reporting 
and Claiming Manual, NYL’s CFRs, and relevant financial records for the audit period. We also 
interviewed NYL officials, staff, and independent auditors to obtain an understanding of its 
financial and business practices. In addition, we assessed a judgmental sample of reported costs 
to determine whether they were supported, program related, and reimbursable. Specifically, we 
reviewed costs that were considered high risk and reimbursable in limited circumstances, such 
as salary expense, food expense, and property expense. Our sample was based on the relative 
materiality of the various categories of costs reported and their associated levels of risk. Our 
samples were not designed to be projected to the entire population of reported costs. Also, our 
review of NYL’s internal controls focused on the controls over NYL’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.
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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 NYL officials for their review and formal 
comment.  Their comments were considered in preparing this final report and are attached to 
it. In their response, SED officials agreed with our recommendations and indicated that they will 
take steps to address them. 

In their response, however, NYL officials disagreed with our report’s findings. They attributed 
deficiencies in required supporting documentation to YAI, notwithstanding the affiliation 
between NYL and YAI, as cited in the report and detailed by Exhibit B. (Note: YAI’s CFO was the 
custodian of both YAI’s and NYL’s books and financial records during the audit period.)  Further, 
NYL’s response is replete with false, inaccurate, and/or misleading assertions. Our rejoinders to 
many NYL comments are included in the report’s State Comptroller’s Comments.

On February 22, 2017, more than two months after formally responding to the draft audit report, 
NYL submitted an additional 2,475 pages of employee performance evaluations to support lump 
sum/bonus payments claimed for the 2013-14 fiscal year. For the period July 30, 2011 through 
June 30, 2014, NYL’s Personnel Practices Manual (which NYL provided to us at the outset of the 
audit) did not prescribe performance evaluations as a basis and/or a prerequisite for lump sum/
bonus payments.  However, on March 10, 2016, about 10 months after our audit’s fieldwork 
started, NYL provided auditors with an addendum to the Personnel Practices Manual that 
stated: “NYL may choose to award employees a bonus based upon merit and supported by the 
employee’s most recent Annual Staff Evaluation form…”  There is material risk that NYL officials 
added this statement to the Personnel Practices Manual due to the auditors’ multiple requests for 
performance evaluations to support lump sum/bonus payments. Moreover, auditors determined 
that a majority of the payments in question did not comply with the pertinent provisions of SED’s 
Reimbursable Cost Manual, as payments were made as many as 392 days before employees 
signed and/or dated their evaluations2.  In such instances, we maintain that payments were not 
based on performance evaluations, and therefore did not comply with the Reimbursable Cost 
Manual.

Based on the aforementioned circumstances, we lack sufficient assurance that the evaluations 
were prepared contemporaneously with the audit period, are sufficiently reliable, and are 
consistent with the Reimbursable Cost Manual. Therefore, we will provide SED officials with 
a detailed analysis of the documents provided on February 22, 2017, which SED can use in its 
assessment of the recommended audit disallowances pertaining to lump sum/bonus payments
2We determined that the date an employee signed and dated the evaluation was more reliable than the date the evaluation was 
prepared as the evaluation date could be erroneous.
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claimed by NYL.

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 A
New York League for Early Learning, Inc. 

Summary of Submitted and Disallowed 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 $104,933,638 $1,948,164 $102,985,474   
         Agency Administration 1,728,270 1,728,270 0  
Total Personal Services $106,661,908 $3,676,434 $102,985,474 A-G, K, N, O 
      
Other Than Personal Services     
         Direct Care $17,751,535 $410,052 $17,341,483  
         Agency Administration 13,829,540 1,684,522 12,145,018  
Total Other Than Personal Services $31,581,075 $2,094,574 $29,486,501 A-F, H-J, L, M 
      
Total Program Costs $138,242,983 $5,771,008 $132,471,975   
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Notes to Exhibit A
The following Notes refer to specific sections of SED’s Reimbursable Cost Manual (Manual) 
for the three fiscal years ended June 30, 2014, that were 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 NYL officials 
during the course of our audit.

A.	 Section I.3.D - The entity will be required to retain all pertinent accounting, allocation, and 
enrollment/attendance records for at least seven years.

B.	 Section I.4.A - In general, a Less Than Arm’s Length (LTAL) relationship exists when there 
are related parties and one party can exercise control or significant influence over the 
management or operating policies of another party, to the extent that one of the parties 
is or may be prevented from fully pursuing its own separate interests. These relationships 
must be disclosed in the notes to the audited financial statements.

C.	 Section I.4.F.7- All LTAL transactions will be reimbursed using actual documented costs 
of the owner or vendor. Invoices presented to the approved special education provider 
by the LTAL party do not constitute “actual costs.” Actual costs are those the LTAL party 
incurs, and it is expected upon audit or review that the LTAL party will produce evidence 
of its costs.

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

E.	 Section II.2.C - Entities that contract for administrative services must review their own 
administrative costs to avoid duplicate services that can be disallowed during the rate-
setting process or upon audit.

F.	 Section II.10 - Charges to programs receiving administrative services, insurance, supplies, 
technical consultants, etc. from a parent or related organization are reimbursable 
provided they are not duplicative in nature, provide a direct benefit to subsidiary charged 
and based on actual direct and indirect costs, allocated to all programs on a consistent 
basis, and defined as reimbursable in the Regulations of the Commissioner of Education, 
the CFR Manual, or the Manual.

G.	 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.  For fiscal year 2013-14, the Manual was amended to 
include the following requirement: In order to demonstrate that a merit award is based on 
merit and measured and supported by employee performance evaluations, the provider’s 
governing entity must adopt a written employee performance evaluation policy and form 
that contains sufficient detail as to the criteria and methods used to determine each 
employee’s final evaluation rating. The written employee performance evaluation policy 
must also describe how the final evaluation rating will directly correlate to any amount of 
a merit award should funds be available for such an award. In addition, merit awards are 
restricted to direct care titles/employees, as defined by the Manual’s Appendix A-1, and 
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those in the 100 position title code series and position title code 505 and 605, as defined 
by the Consolidated Fiscal Report’s Appendix R.

H.	 Section II.14.A.2 - Costs of consultants’ services are reimbursable provided that the 
services could not have been performed by an appropriately certified school officer or 
employee who possesses the necessary technical skills or by the Department’s staff. 

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

J.	 Section II.41.B.4 - The share of rental expense allocated to programs funded pursuant 
to Article 81 and/or Article 89 is based on documented and reasonable criteria, such as 
square footage utilization, when more than one program is operated in a rented facility.

K.	 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.

L.	 Section III.1.C.2 - Adequate documentation includes, but is not limited to, the consultant’s 
resume, a written contract which includes the nature of the services to be provided, the 
charge per day, and service dates. All payments must 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.

M.	 Section III.1.J.2 - Vehicle use must be documented with individual vehicle logs that include 
at a minimum: the date and time of travel, to and from destinations, mileage between 
each destination, purpose of travel, and name of traveler. 

N.	 Section III.1 .M.1(i) - Compensation of employees who perform tasks for more than one 
program and/or entity must be allocated among all the programs and/or entities for which 
they work.

O.	 Section IV.2.F - 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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Exhibit B
TRUSTEES: YAI NETWORK Fiscal Year July 1, 2011 through June 30, 2014 

The Network consists of eight member entities

Notes:
1 Attended NYL’s board meetings       
M Served on multiple boards 
R Related Parties
L  Left board during FY 2011 to 2014
* Chair Through Nov. 2011
^ Served on MSA board and employee of NYL
^^ Served on MSA board and consultant of NYL

Legends:
YAI - Young Adult Institute
NYL - New York League
MSA - Manhattan Star Academy
IIPDPR - International Institute for People with Disabilities of Puerto Rico
CS - The Corporate Source
PH - Premier Healthcare
RCALD - Rockland County Association for Learning Disabilities
NIPDNJ - National Institute for People with Disabilities of New Jersey

Source: Federal Form 990,  CHAR 500 reports filed with New York State Attorney General Office Charities Bureau, and
          NYL Board Meeting Minutes for the three Fiscal Years ended June 30, 2014.

YAI 
NETWORK

Chair1

Vice ChairL

Treasurer
Trustee/Vice Chair
Trustee/Vice Chair1

SecretaryL

Trustee1ML

TrusteeRL

TrusteeL

TrusteeL

& 9 other
Trustees

Chair
Secretary

TreasurerL

Trustee/Treasurer
& 6 other
Trustees

YAI

CS

Notes:
YAI’s Chief Financial Officer (CFO) was also the CFO of NYL and attended NYL’s board meetings.
YAI’s Chief Executive Officer (CEO) attended NYL’s board meetings.
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Agency Comments - State Education Department
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Agency Comments - New York League for Early 
Learning, Inc.

*See State Comptroller’s Comments, page 61. 

*
Comment

1

*
Comment
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*
Comment

3
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State Comptroller’s Comments
1.	 The draft audit report was electronically transmitted to New York League for Early 

Learning (NYL) on November 8, 2016.  Initially, we granted NYL until December 8, 2016 
(the customary 30-day period) to formally respond to the draft report.  Subsequently, 
NYL requested and auditors granted an extension, until December 15, to respond. On 
December 19, 2016, auditors received an electronic response to the draft report. This 
response was accompanied by 1,495 pages of additional documentation.

2.	 The State Comptroller’s legal authority to audit the costs NYL reported on the CFRs 
submitted to the State Education Department (SED) is expressly cited on pages 3 and 16 
of the final audit report. 

3.	 The assertion is inaccurate. The audit of expenses submitted to SED by NYL was conducted 
in accordance with Generally Accepted Government Auditing Standards (GAGAS) and 
followed standard OSC audit procedures. The auditors’ concerns and findings were 
discussed with NYL officials on numerous occasions throughout the audit. Further, NYL’s 
refusal and/or inability to provide basic business records and/or to provide such records in 
a timely manner significantly extended the duration of the audit’s fieldwork. Consequently, 
it was necessary to amend the amounts of certain audit disallowances multiple times, as 
additional documentation was provided by NYL and later by the Young Adult Institute 
(YAI). Based on all the information provided, including the aforementioned 1,495 pages of 
documentation, we reduced the total amount of the audit’s recommended disallowance 
by $83,579 (from $5,854,587 in the draft report to $5,771,008 in the final report). 

4.	 This assertion is inaccurate. Section III of the Reimbursable Cost Manual (Manual), 
requires entities, such as NYL, to retain all pertinent accounting, allocation and 
enrollment/attendance records supporting reported data directly or indirectly related to 
the establishment of tuition rates for seven years following the end of each reporting 
year. This audit commenced on May 6, 2015 and the draft report was issued on November 
8, 2016. During the intervening period, we repeatedly requested required records that 
should have been readily available from NYL. Despite numerous delays and obstacles in 
obtaining such documentation, we consistently followed our standard audit protocol, 
including the communication of preliminary audit findings. We shared our audit concerns 
and observations with NYL’s representatives during our audit fieldwork, in six detailed 
preliminary audit findings, prior to and during the closing conference, as well as prior 
to and after the issuance of the draft report. The six preliminary findings were issued to 
NYL between February 24, 2016 and May 6, 2016 and the closing conference was held on 
August 3, 2016. Information and documentation received in response to the preliminary 
findings, the closing conference, and thereafter were reviewed and considered in the 
preparation of the draft audit report.   

5.	 The audit process is not complete until the final audit report is issued. It is standard audit 
procedure and practice to amend preliminary findings and draft audit reports based on the 
auditors’ review and verification of additional documentation provided by agencies. The 
information, including records and supporting documentation which auditors needed, was 
conveyed to NYL at the opening conference and throughout the audit engagement. Further, 
auditors provided NYL with opportunities to formally respond to the aforementioned six 
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written preliminary findings and other transmittals sent to NYL. NYL’s responses, as well 
as documentation provided during and after the closing conference, were reviewed and 
considered in the preparation of the draft audit report.  Based on additional verifiable 
information, and consistent with GAGAS, we adjusted our findings as appropriate for this 
final report.

6.	 This statement is misleading. As noted previously, NYL was initially granted the customary 
30 days to respond to the draft report, and, at NYL’s request, auditors granted NYL an 
additional seven days to respond. Even then, NYL took an additional four days, beyond the 
extended deadline, to respond. 

7.	 Our report is not misleading. This is an audit of the expenses submitted to SED by NYL. 
Therefore, it was NYL’s responsibility to provide the auditors with documentation supporting 
the claimed expenses. However, throughout the audit, NYL’s representatives repeatedly 
refused to provide requested documentation or claimed they were having difficulty 
providing certain documents because YAI, a related party, was not always responsive. 
We informed NYL’s representatives that excessive delays could cause us to question the 
reliability of documents provided. Further, the Management Agreement between NYL 
and YAI did not obviate NYL from compliance with the Manual’s requirements. In October 
2016 (about 18 months after the audit commenced), YAI requested a list of the documents 
that NYL had not yet provided to OSC. 

8.	 Based on additional documentation provided by NYL and YAI, we reduced the recommended 
disallowances for employee bonuses by $122,145. This amount includes $106,266 for 
Teacher Turnover Prevention grants and $15,879 in lump sum payments, for which NYL 
provided employee evaluations. 

9.	 Based on additional documentation provided by YAI, we revised our report to reflect 
a recommended net disallowance of $801,660 as follows: the $756,553 disallowance 
reported in the draft report less $214,308 plus $259,415. 

10.	As previously stated, NYL failed to provide requested documentation in a timely manner 
(refer to Comments No. 4 and 7). In our second preliminary finding, issued on April 
5, 2016, we recommended a disallowance of the entire $13.8 million management 
agreement fee because NYL failed to provide requested information to support the 
fee. The documentation was finally received on June 27, 2016. After reviewing the 
documentation and the Management Agreement, we determined that the services of 
nine NYL agency administrative employees duplicated services that were covered by the 
Management Agreement. Similarly, in our third preliminary finding, issued on April 12, 
2016, we recommended disallowances for two consultants on the basis that their services 
should have been covered under the Management Agreement.  Appropriate adjustments 
were then made to our recommended disallowances and included in the draft report.

11.	The Management Agreement between YAI and NYL obligated YAI to manage services 
that included “all business, management, fiscal, personnel, fundraising, planning, and 
program functions and services.” We interviewed NYL’s executives and reviewed relevant 
documentation. As a result, we determined that NYL’s agency administrative functions 
(the services performed by the NYL’s Executive Director, Assistant Executive Director, five 
Office Workers, and two Utilization Review/Quality Assurance employees) were duplicative 
as they were covered under the Management Agreement.

12.	NYL’s assertions are false. In fact, auditors did not admit that they “did not know either 
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what the NYL employees did or what YAI did.” The duplicative agency administrative service 
disallowances were based on a comparison of the services prescribed by the $13.8 million 
Management Agreement with the responsibilities performed by NYL administrative staff, 
as determined through interviews of relevant NYL administrative staff and a review of 
pertinent accounting records. Further, our position at the November 18, 2016 conference 
was the same as the position noted in the December 8, 2016 email.

13.	Our audit findings are based on the explicit language of the Management Agreement, 
which states that YAI “shall serve as NYL’s manager of all business, management, fiscal, 
personnel, fundraising, planning, and program functions and services of NYL” [emphasis 
added]. In addition, YAI was required to “coordinate the professional services functions 
of NYL inclusive of hiring and firing,” and to “conduct, supervise, and coordinate the day-
to-day fiscal and/or operational functions of NYL” [emphasis added].  As stated on page 
8 of our audit report, the CFRs indicate that for the three fiscal years ended June 30, 
2014, $13.8 million in fees were paid to YAI for such services.  To ensure that costs were 
reasonable and necessary, NYL should have required YAI to fully comply with the provisions 
of the Management Agreement rather than find reasons to justify YAI’s non-compliance.  

14.	We disagree. The explicit written provisions of the Management Agreement provides the 
most reliable evidence of the parties’ respective obligations. Also, refer to Comment No. 
13.

15.	We contend that there is a risk that NYL’s and YAI’s interpretation of the Management 
Agreement places an improper fiscal burden on taxpayers. Because NYL employees and 
consultants performed work prescribed by the Agreement with YAI, we concluded that 
NYL incurred additional costs above and beyond those incurred per the Management 
Agreement.

16.	The fact that the billings were performed by NYL staff misses the point and did not obviate 
YAI from complying with the terms of the management agreement. (Also, refer to Comment 
No. 13.) Moreover, the interview of the Assistant Director of Revenue Services and that 
individual’s affidavit (which was created for OSC) were not sufficient to demonstrate that 
the services in question were not duplicative.

17.	SED’s desk reviews do not include the level of examination provided by OSC’s on-site audits. 
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 recommended for disallowance upon 
on-site audit of the documentation supporting the cost claimed on the CFRs. According 
to Section 200.18 of the Regulations of the Commissioner of Education and the Manual, a 
provider’s final costs are determined upon field audit, such as the one conducted by OSC.

18.	The assertion by NYL that the services required by YAI under the Management Agreement 
were limited to fiscal and business operations and the services of the Executive and 
Assistant Executive Director were programmatic is misleading. (Also, refer to Comment No. 
13.) Further, after review of NYL’s response to the draft and the additional documentation 
that was provided, there was no compelling evidence to change our finding that the 
responsibilities of NYL’s Executive Director, Assistant Executive Director, and other 
agency administrative staff duplicated the services YAI was obligated to perform (and 
was paid for) under the Management Agreement. Moreover, the affidavits and Letters of 
Understanding provided by NYL on December 19, 2016 were insufficient, contradictory, 
and not supported by documentation. Further, since they were prepared nearly two and 
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a half years after the audit period (and solely in response to the audit), they have limited 
evidential value. 

19.	NYL provided no evidence, contemporaneous with the audit period, to support this 
statement. Further, the CFR Manual defines the 601 position title code as responsible for 
overall administration of the agency and the 602 position title code as assisting in overall 
administration of the agency.

20.	NYL’s conclusion is speculative. Moreover, the fact remains that NYL staff performed 
administrative work that was prescribed by the Management Agreement with YAI and 
also contracted with a third party for similar services. NYL’s and YAI’s failure to determine 
appropriate staffing for YAI to fulfill its obligations under the Agreement should not result 
in additional cost to NYL for staff and consultants. 

21.	NYL provided no contemporaneous audit evidence to support the affidavit provided by the 
former Assistant Director for Revenue Management to the effect that she worked solely 
for NYL. Further, the job description, interview, and affidavit do not provide sufficient 
evidence that this YAI employee actually performed worked for NYL – or, if so, the details 
(including dates and times) that such work was purportedly performed. 

22.	NYL’s assertion that “the Agreement required YAI to manage fiscal and business services, 
not to perform them itself” is misleading.  In fact, the management agreement required 
YAI to “conduct, supervise, and coordinate the day-to-day fiscal and/or operational 
functions of NYL” [emphasis added].  The two consultants were retained to provide fiscal 
functions and/or operational reviews, services that should have been covered under the 
Management Agreement.

23.	NYL’s assertion is false. In fact, OSC did not “edit” the consultant’s responsibilities or the 
Management Agreement. Further, as previously noted, the Agreement required YAI to 
“conduct, supervise, and coordinate the day-to-day fiscal and/or operational functions of 
NYL” [emphasis added] and not to simply manage them.

24.	We again acknowledge that employees can work in multiple positions.  Nevertheless, 
as detailed on page 11 of the report, NYL’s documentation was insufficient to meet the 
Manual’s requirements for the allocation of time for shared staff positions.  Consequently, 
we maintain that our finding is correct.

25.	NYL’s assertion is summarily dismissive and incorrect.  In fact, NYL did not provide the 
necessary documentation to show compliance with the Manual, as otherwise required.

26.	NYL’s assertion is false.  In fact, in an email to OSC on April 4, 2016, NYL stated: “The 
amount of material requested regarding the support for the time studies is massive. 
However, NYL is conveying the request to YAI but believes that amount of material will not 
be able to be provided in 2 days, and we suspect YAI will need longer than that. Is there 
some smaller sample size that would be satisfactory?” In an email dated April 19, 2016, 
OSC replied, “Let’s start with a small sample - I will email you the names shortly. However, 
at some point, we will need the information for each person.”

27.	We can neither confirm nor dispute NYL’s assertions regarding the numbers of FTE 
behavioral support staff NYL employed during the audit period. Nevertheless, the fact 
remains that NYL claimed costs for 347 full-time and/or part-time employees as behavioral 
support staff. 

28.	Auditors reviewed the 1,495 pages of additional documentation provided by NYL and 
found no cause to revise the audit’s finding/conclusion pertaining to costs claimed for the 



2015-S-43

Division of State Government Accountability 65

1:1 aides.
29.	NYL’s assertion is false.  In fact, NYL’s methodology was not based on actual hours of 

service supported by employee time and attendance records. Instead, it was based on 
student absences. Further, although time and attendance records showed the hours 
employees worked, they did not provide any other pertinent details, such as the names 
of students who were actually served. Further, the documentation did not show that 1:1 
aides actually rendered services as behavior support staff when their assigned students 
were absent. 

30.	A timecard report is not an acceptable substitute for a time and attendance sheet, which 
must be signed by the employee and his/her supervisor (as otherwise required by the 
Manual). 

31.	The documentation does not show that any of the 11 employees listed provided services 
to SED’s cost-based program. Further, we were not provided with documentation showing 
that any of these employees substituted for another employee.

32.	We disagree. Time sheets and monthly attendance sheets generally did not indicate which 
classrooms and/or specific students the employees in question served. Therefore, there 
was insufficient evidence that these employees provided services to SED’s cost-based 
programs.

33.	We deleted the word “each” from the report.  Nevertheless, the fact remains that during 
the three fiscal years ended June 30, 2014, NYL’s Board authorized one-time lump sum 
payments in the range of 2 percent to 3 percent.

34.	According to the Manual, “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” [emphasis added]. This requirement 
was brought to NYL’s attention, as a criterion, in the April 22, 2016 preliminary report. At 
the May 28, 2015 opening conference, NYL’s Executive Director informed the auditors that 
lump sum payments were made to employees. However, the Executive Director stated 
that the lump sum payments should not be considered to be bonuses. We asked NYL to 
provide payroll registers and other documentation that would assist us in determining 
which employees received the lump sum payments, as well as the amount each employee 
received. On February 17, 2016, NYL provided a list showing employees and the amount 
of their lump sum awards for the fiscal year ended June 30, 2014, but not for the prior two 
fiscal years under audit. In a preliminary report dated April 22, 2016, OSC recommended 
disallowances for the lump sum payments made for the fiscal year ended June 30, 2014, 
because the payments were insufficiently documented and, therefore, did not comply 
with the requirements in the Manual. As stated in NYL’s response to the draft, on June 
7, 2016, the auditors were provided with a list of employees who received lump sum 
payments. However, this information was incomplete and could not be relied upon.

35.	We disagree. According to the Manual, lump sum payments that are not included in the 
base salary of subsequent years may be reimbursed, if based on merit as measured and 
supported by employee evaluations. On December 28, 2015, we requested supporting 
accounting records for the lump sum payments approved by NYL’s Board and paid during 
the three audited fiscal years. According to the Manual, the lump sum payments, since 
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they were reimbursed, should have been supported by evaluations. In February 2016, 
to determine if NYL had maintained evaluations to support the payments, the audit 
team requested and reviewed personnel files of 32 employees. The following month, we 
reviewed personnel files of an additional 15 employees. On March 29, 2016, we visited 
the Greenpoint School (an NYL entity) to interview the school’s principal and 13 other 
employees. The objectives of these interviews were to obtain information on the lump 
sum payments/bonuses paid to the principal and to the 13 employees, as well as to 
determine if they received formal performance evaluations. We interviewed the principal. 
However, NYL’s Executive Director and its counsel precluded us from interviewing the 13 
employees at that time.

36.	NYL’s assertion is speculative and incorrect. In fact, the auditors’ offer was made in 
good faith, and OSC was willing to allocate the appropriate resources to retrieve and 
review all personnel files and performance evaluations. However, NYL refused this offer. 
Consequently, we concluded that there was a high risk that NYL did not have the required 
evaluations to support claims for reimbursement of the lump sum payments. 

37.	NYL’s claim that they could provide all evaluations if OSC agreed to give them the additional 
months it would take to do so is disingenuous. NYL officials should have been aware of 
the Manual’s requirement pertaining to the reimbursement of lump sum payments, 
particularly since auditors specifically cited such criteria in a preliminary finding dated 
April 22, 2016. Therefore, NYL had more than enough time (from April 22, 2016 through 
December 12, 2016) to produce the evaluations. Also, under these circumstances, auditors 
were concerned that, at this late stage of the audit process, there was risk that additional 
time could be used to create records that would not be contemporaneous with the bonus 
payments in question. 

38.	NYL misses the point. The fact remains that the Manual requires bonus payments to be 
supported by performance evaluations, and NYL could not provide written evidence of 
such evaluations for the bonus payments in question during the lengthy audit engagement. 
Also, we disagree with NYL’s tacit assertion that a bonus payment should be allowed if the 
recipient’s personnel file could not be located, using an assumption that the evaluation 
was performed and documented but the personnel file was apparently misplaced or lost. 
This is contrary to the Manual and professional auditing standards. Also, by applying such 
standard, an agency could simply claim that required records were prepared, but were 
misplaced or lost, whenever there are instances of non-compliance with documentation 
requirements. 

39.	This recommended disallowance was based on documentation provided to OSC after 
a preliminary report was issued on April 22, 2016.  Consistent with standard practice 
and process, we reviewed the documentation and included the $58,030 recommended 
disallowance in our draft report. Further, OSC provided NYL with documentation detailing 
the $58,030 recommended disallowance for staff awards on November 9, 2016.

40.	We revised our report to reduce the recommended disallowance by $1,924 for one of the 
two employees for whom NYL provided evaluations. The documentation for one of the 
employees, however, showed that the employee worked for MSA rather than NYL. 

41.	This statement is misleading. On June 16, 2015, we requested documentation to support 
the $13.8 million Management Agreement fee paid to YAI by NYL. It was our expectation 
that NYL would provide this information in a timely manner. It was not. Therefore, on April 
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5, 2016, we recommended disallowance of the $13.8 million Management Agreement 
fee, citing the lack of documentation to support the fee. On August 10, 2016, after the 
closing conference, we reiterated our request for documentation to support certain costs, 
including the contribution made to YAI’s Supplemental Executive Retirement Plan (SERP) 
and bonus payments to agency administration staff. Some of the information was provided 
by YAI on October 26, 2016, and the remainder on November 7, 2016. We reviewed 
the documentation and determined that costs related to the SERP, YAI administrative 
bonuses, and overtime should also be recommended for disallowance. Given the timing, 
these recommended disallowances were not included in the November 8, 2016 draft 
report. Therefore, consistent with GAGAS, we sent written correspondence (including a 
detailed spreadsheet) on December 4, 2016 to NYL, informing officials of the additional 
recommended disallowances.

42.	NYL’s assertion is untrue. In fact, OSC provided sufficient detail to enable NYL to respond 
meaningfully. Specifically, OSC provided a detailed response on December 9, 2016 that 
identified the specific items within the contracted services account, including ineligible 
costs related to staff recognition, gifts, holiday parties, and food for staff. 

43.	Neither NYL nor YAI provided auditors with sufficient financial records to determine YAI’s 
actual cost to provide services under the Management Agreement. Moreover, because 
NYL and YAI were related parties (see pages 7-9 of the audit report and Exhibit B), the 
costs YAI charged to NYL (and NYL paid) under the Management Agreement were subject 
to specific Manual documentation requirements for eligibility. However, the records 
provided to auditors were not sufficient to support all of the costs NYL claimed.  

44.	NYL’s assertion is incorrect. Our report does not state that YAI was a “parent” of NYL.  
Moreover, we maintain that YAI and NYL were related parties during the three fiscal years 
ended June 30, 2014 (see pages 7-9 of the audit report and Exhibit B). In fact, for the audit 
period, the CFRs for NYL and YAI listed the other entity as a related party. We also maintain 
that YAI had significant influence over NYL, as detailed on pages 7-9 of the audit report. 

45.	NYL’s statement is misleading and confusing. First, NYL’s response apparently confuses 
NYL and YAI in stating that: “NYL never was reported as a related entity on NYL’s Form 990 
or vice versa.” In fact, a review of Form 990 for both YAI and NYL indicated that YAI’s CFO 
was listed as the custodian for the books and records of both YAI and NYL for the entire 
audit period (the three fiscal years ended June 30, 2014). In addition, YAI’s and NYL’s CFRs, 
for the same period, listed the other entity as a related party. 

46.	We could not determine the authorized signatories for NYL’s bank accounts before 
September 10, 2012. However, according to NYL’s Board minutes dated December 3, 
2012, the new signatories for NYL bank accounts effective September 10, 2012 were NYL’s 
Board chairman and two senior YAI executives. Further, YAI’s CFR for fiscal year ending 
June 30, 2012 lists NYL’s Board chairman as a “key person” who has a financial interest in 
YAI. Also, there was no indication that NYL’s Executive Director was a signatory to any of 
NYL’s bank accounts. 

47.	NYL’s assertion is misleading.  In fact, the Board minutes list NYL as a guarantor, rather 
than a “standby” guarantor.  Moreover, the minutes also stated that MSA did not have a 
sufficient financial history to obtain a construction loan on its own. 

48.	It is unclear how acting as an unconditional guarantor of YAI’s multi-million dollar settlement 
with New York State was in NYL’s best interest. Moreover, we question the assumption 
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that YAI’s potential collapse would negatively impact NYL, if the two organizations were 
genuinely separate, independent, and unrelated. Further, the assertion that the guaranty 
would provide for the continuation of the Management Agreement appears to be rather 
flawed. In fact, NYL advised auditors that the Management Agreement was dissolved in 
November 2015. Finally, if YAI defaulted on its settlement agreement, NYL would have 
assumed considerable financial risk, which could have compromised its ability to remain 
a going concern. 

49.	NYL’s assertion is misleading. We acknowledge that organizations sometimes enter into 
management agreements with other entities. However, NYL’s and YAI’s relationship went 
beyond a basic management agreement, as previously detailed in the report and other 
State Comptroller’s Comments. Further, the fact that NYL entrusted YAI with “all” of NYL’s 
“business, management, fiscal, personnel, fundraising, planning, and program” [emphasis 
added] functions and services (refer to Comment No. 13) illustrates that YAI had a material 
degree of control over several prominent NYL activities.  

50.	We revised our report to state that YAI’s CFO was listed as the contact person for the CFR 
that NYL filed with SED for the fiscal year ended June 30, 2014 and that the Assistant 
Director of NYL Revenue Management (a YAI employee) was the contact person for the 
two fiscal years ended June 30, 2012 and June 30, 2013.  Also, we noted that YAI’s CFO was 
listed as the custodian for the books and records of both YAI and NYL for the three fiscal 
years ended June 30, 2014.

51.	Based on the information provided to auditors, we can neither confirm nor dispute the 
assertion that “the only reason [the Assistant Director of Revenue Management] was not 
made an NYL employee altogether was to preserve her vested pension rights” at YAI. 
Further, this person told us that she was never an NYL employee, and she was not listed 
on NYL’s payroll registers for the two fiscal years ended June 30, 2013.  

52.	We question the assertion that NYL reported the Management Agreement with YAI as 
a related party on the CFR solely “out of an abundance of caution.” Moreover, based 
upon the abundance of aforementioned evidence, we concluded that NYL reported the 
Management Agreement as a related-party relationship on the CFRs correctly – because 
it was, in fact, a related-party relationship.  

53.	We disagree. At our December 12, 2016 meeting with the former Assistant Director of 
Revenue Management, the auditors requested documentation to show that she worked 
exclusively for NYL. Specifically, auditors requested documentation of her work product, 
copies of evaluations she prepared for NYL employees, and any other reports/information 
illustrating that she worked exclusively for NYL. In addition to previously provided 
documentation, NYL provided an affidavit, a copy of her letter of understanding, a list of 
NYL’s employees who purportedly reported to her, and sign-in sheets/agendas for principal 
meetings. We reviewed the documentation and determined that it was insufficient to 
support that she worked for NYL.
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