
July 22, 2015

Ms. MaryEllen Elia
Commissioner
State Education Department
State Education Building
89 Washington Avenue
Albany, NY 12234

Ms. Diane Leitgeb
Director
Clinical Associates of the Finger Lakes
590 Fisher Station Drive
Victor, NY  14564        

  
Re: Compliance With the Reimbursable Cost 

Manual: Clinical Associates of the Finger 
Lakes

 Report 2014-S-61

Dear Ms. Elia and Ms. Leitgeb:

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, we conducted an audit of the expenses submitted by Clinical Associates of the 
Finger Lakes (CAFL) to the State Education Department (SED) for purposes of establishing the 
preschool special education tuition reimbursement rates used to bill public funding sources that 
are supported by State aid payments.

Background

CAFL, a privately owned institution established in 1995 and located in Victor, New York, 
is an SED-approved provider of preschool special education services to disabled children.  CAFL 
offers a wide range of services and programs to children with disabilities from birth through age 
five that include the Preschool Special Education Itinerant Teacher (SEIT) Program, Preschool 
Evaluation Program, Preschool Related Service Program, One to One Aide Program, and Early 
Intervention Program.  During the 2011-12 school year, CAFL provided special education services  
to about 233 children with learning disabilities from 33 school districts in 9 counties in Western 
New York.  The SED rate-based program included in our audit scope was the SEIT program.  
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The counties that use CAFL’s special education services pay tuition to CAFL using 
reimbursement rates set by SED.  The State reimburses the counties 59.5 percent of the special 
education tuition that counties pay.  SED sets the special education tuition rates based on financial 
information, including costs, reported by CAFL on its annual Consolidated Fiscal Reports (CFRs) filed 
with SED.  Costs reported on the CFR must comply fully with the guidelines in SED’s Reimbursable 
Cost Manual (RCM) regarding the eligibility of costs and documentation requirements and meet 
the reporting requirements prescribed in the Consolidated Fiscal Reporting and Claiming Manual 
(CFR Manual).  For the fiscal year ended June 30, 2012, CAFL reported a total of $7.6 million in 
reimbursable costs on its CFR, of which $1.2 million was for its SEIT program. 

Results of Audit

According to SED guidelines, costs reported on the CFR should be reasonable, necessary, 
directly related to the special education program, and properly documented.  For the fiscal year 
ended June 30, 2012, we identified $72,401 in costs charged to the SEIT program that did not 
comply with SED’s requirements for reimbursement.  The disallowances included $54,751 in other 
than personal service (OTPS) costs and $17,650 in personal service and associated fringe benefit 
costs that were either non-reimbursable, not reasonable or necessary, not properly documented, 
or incorrectly reported on the CFR.  In certain instances, costs were disallowed previously by 
SED, and we noted such instances in the report. We also found CAFL has not established formal 
policies or procedures for some critical business practices and has never performed a formal risk 
assessment.

Other Than Personal Service Costs

We reviewed CAFL’s OTPS costs reported on their 2011-12 CFR and determined the 
costs did not always comply with the RCM or CFR Manual provisions.  Specifically, we found the 
following:

• We determined CAFL’s cost allocation methodology was not fair and reasonable and did 
not comply with the applicable SED guidelines. For the fiscal year ended June 30, 2012 
CAFL directly charged $58,004 ($28,525 in building and $29,479 in certain non-direct 
administrative costs) to the SEIT program. To allocate building and administrative costs, 
CAFL used a units of service methodology that suggested 100 percent of SEIT services 
were provided at CAFL’s facility.  However, CAFL provided only 8.47 percent of its SEIT 
services at its facility. (Note: SEIT services are intended to be provided at off-site locations, 
such as a child’s home or day care center.) Consequently, it was not fair nor reasonable to 
allocate facility costs to the SEIT program as if 100 percent of SEIT services were provided 
at CAFL’s facility. Additionally, CAFL did not comply with the allocation methodology 
prescribed for claiming administrative costs. Per the RCM, agency administration costs 
shall be allocated to all programs operated by the entity based on the ratio value method.   
 
To calculate a fair and reasonable allocation of both building and administrative costs, we 
used a method prescribed by the CFR Manual (i.e., the ratio value method) and determined 
CAFL overallocated $45,628 of such costs to the SEIT program.
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• CAFL reported vehicle expenses of $14,557, including depreciation, for a CAFL-owned 
vehicle.  For these costs to be reimbursable, the RCM requires the entity to maintain 
logs for the vehicle to document the nature and purpose of the travel in order to verify 
business versus personal usage.  At a minimum, the logs should include the date and 
time of travel, destination, mileage, purpose of travel, and the name of the traveler.  CAFL 
did not maintain any such logs.  Consequently, we disallowed vehicle expenses of $2,429 
allocated to the SEIT program.

• CAFL reported $35,617 in office supply expenses, which included $610 for donations and 
$2,592 for food and gifts.  According to the RCM, donations, food provided to staff, and 
gifts of any kind are not reimbursable.  We disallowed non-reimbursable office supply 
expenses of $534 allocated to the SEIT program.  (Note: Prior to our audit, SED adjusted 
the amount of office supply expenses for the donations reported by CAFL.)

• CAFL reported $27,808 for clinical supplies, including certain supplies used for physical 
and occupational therapy services, which are not reimbursable under the SEIT program.  
We disallowed $4,640 for clinical supplies allocated to the SEIT program.  (Note: Prior to 
our audit, SED adjusted the amount of clinical supply expenses reported by CAFL.)

• CAFL reported $52,312 in professional fees which included legal, auditing, and New York 
State filing fees.  According to the RCM, costs associated with non-audit services provided by a 
registered public accounting firm are not reimbursable, and those costs that are reimbursable 
must be reasonable, necessary, and program related.  Also, according to the RCM, legal, 
accounting, or consulting services incurred in connection with the reorganization of the 
agency, including mergers and acquisitions, unless mandated by SED, are not reimbursable. 
 
We identified the following non-reimbursable items included in the professional fees CAFL 
reported on their CFR: a $2,500 credit for CFR preparation fees that was not deducted 
before those fees were allocated across the programs; invoices that contained non-
reimbursable items (costs for personal income tax preparation and non-audit consulting 
services); an expense accrual error and a discrepancy in the accounting records both 
resulting in overstated expenses; and legal fees from the potential sale of the business.  In 
total, we disallowed professional fees of $978 allocated to the SEIT program.

• CAFL reported $4,770 in telephone expenses for cellular service.  Costs incurred for 
telephone services are reimbursable provided they pertain to the special education 
program and are properly documented.  CAFL claimed cell phone charges for a non-
employee and did not sufficiently document certain other cell phone charges. Thus, we 
disallowed telephone expenses of $277 allocated to the SEIT program.

• CAFL reported $7,428 in interest expense paid on their line of credit.  CAFL officials 
explained the loan was used to meet operational expenses during the audit period.  The 
RCM allows reimbursement for working capital interest (interest paid on loans secured 
for operational expenses) only if documentation supports that conditions exist to warrant 
the principle amount of the loan. CAFL officials were unable to provide documentation to 
support the need for the loan. Thus, we disallowed interest expense of $265 allocated to 
the SEIT program.
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Personal Service Costs

The RCM states costs will be considered for reimbursement provided they are reasonable, 
necessary, and directly related to the special education program.  According to SED, a Teacher’s 
Aide is not a necessary position in a SEIT program.  We identified $15,000 in salary expense 
claimed on CAFL’s CFR for a Teacher’s Aide. We disallowed $17,650, which included the $15,000 
in salary expense as well as $2,650 in associated fringe benefits.  (Note: Prior to our audit, SED 
adjusted the amount of the Teacher’s Aide salary reported by CAFL.)

Inadequate Internal Controls

The RCM requires entities operating SED programs to establish adequate systems of 
internal controls and to conduct annual risk assessments.  An entity’s system of internal controls 
should include documentation of policies and procedures that set forth the framework, methods, 
and processes employees rely on to do their jobs.  We found CAFL officials have not established 
formal policies or procedures for certain critical business functions.  These functions include the 
compilation of the CFR; the appropriate uses of checks, cash, and credit cards; and review and 
approval processes for employee time and attendance.  In addition, CAFL has never performed a 
formal risk assessment.  The lack of an adequate system of internal controls may have contributed 
to the ineligible costs CAFL reported on its CFRs and could leave CAFL susceptible to errors in 
future CFR submissions, if control weaknesses are not adequately addressed.

Recommendations

To SED:

1. Review the disallowances identified by our audit and, if warranted, make the necessary 
adjustments to CAFL’s reimbursement rates. 

2. Remind CAFL officials of the pertinent SED guidelines that relate to the deficiencies we 
identified. 

To CAFL:

3. Ensure that costs reported on annual CFRs fully comply with SED’s guidelines and requirements.

4. Take action to address the internal control deficiencies identified by this audit.

Audit Scope, Objective, and Methodology

We audited the expenses submitted by CAFL on its CFR for the year ended June 30, 2012.  
The objective of our audit was to determine whether the costs submitted by CAFL on its CFR were 
properly calculated, adequately documented, and allowable under SED’s guidelines, including the 
RCM. 



- 5 -

To accomplish our objective and assess internal controls related to our objective, we 
reviewed CAFL’s 2011-12 CFR and financial statements.  We interviewed CAFL officials and staff to 
obtain an understanding of their financial practices relating to the expenses reported on CAFL’s 
CFR.  We also interviewed SED officials to obtain an understanding of the CFR and the policies and 
procedures contained in SED’s guidelines.  To complete our audit work, we reviewed supporting 
documentation for costs submitted by CAFL on their CFR and made a determination of whether 
the costs complied with and were allowable by the RCM and CFR Manual. 

We conducted our 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 provides a reasonable basis for our 
findings and conclusions based on our audit objective. 

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

Reporting Requirements

We provided a draft copy of this report to SED and CAFL officials for their review and formal 
comment. We considered their comments in preparing this report and have included them in their 
entirety at the end of it. In their response, SED officials agreed with the audit recommendations 
and indicated the actions they will take to address them. 

CAFL officials disagreed with some of our audit findings. However, officials also indicated 
they were making certain changes to strengthen internal controls to help ensure enhanced 
accountability. The changes include formalizing policies to ensure the proper reporting of 
allowable and unallowable costs as well as the development of a formal risk assessment. Our 
rejoinders to certain CAFL 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 where recommendations were not implemented, 
the reasons why.

Major contributors to this report were David Fleming, Ed Durocher, Laurie Burns, Jennifer 
Bordoni, Karen Ellis, and Jennifer Habib.
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We would like to thank SED and CAFL management and staff for the courtesies and 
cooperation extended to our auditors during this review. 

 
 Sincerely,     
 

 Andrea Inman 
 Audit Director

cc: Andrew Fischler, Audit Manager - Office of Audit Services, SED
 Suzanne Bolling, Director of Special Education Fiscal Services, SED
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Agency Comments - State Education Department
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Agency Comments - Clinical Associates of the Finger Lakes

* See State Comptroller’s Comments on Page 15

*
Comment 

1
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*
Comment 

2
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State Comptroller’s Comments
1. We modified our report to clarify the basis for our determination that CAFL’s allocation 

methodology was not fair and reasonable and did not comply with SED’s guidelines.
2. In their response, CAFL officials state that units of service was a reasonable method to 

allocate $28,525 in building costs. Nevertheless, as stated in the report, CAFL officials 
charged building costs to the SEIT program based on an allocation methodology that 
suggested 100 percent of their SEIT services were provided at CAFL’s facility. However, 
CAFL provided only 8.47 percent of its SEIT services at its facility. Consequently, it was not 
fair or reasonable to allocate facility costs to the SEIT program as if 100 percent of the SEIT 
service units were provided there.  Thus, we maintain that the costs in question were not 
eligible for reimbursement.
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