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Executive Summary
Purpose 
To determine whether the costs reported by Fred S. Keller School (FSK) on its Consolidated Fiscal 
Reports (CFRs) were properly calculated, adequately documented, and allowable under the State 
Education Department’s (SED) guidelines, including the Reimbursable Cost Manual (Manual). The 
audit covered expenses claimed on FSK’s CFR for the fiscal year ended June 30, 2014, and certain 
expenses claimed on FSK’s CFRs for the two fiscal years ended June 30, 2013.

Background
FSK is an SED-approved not-for-profit special education provider located in Palisades and Yonkers, 
New York. FSK provides preschool special education services to children with disabilities who 
are between the ages of three and five years. FSK is reimbursed for preschool special education 
services through rates set by SED. These reimbursement rates are based on financial information, 
including costs, that FSK reports to SED on its annual CFR. To be eligible for reimbursement, 
reported costs must comply with the Manual. For the three years ended June 30, 2014, FSK 
reported over $21.2 million in reimbursable costs on its CFRs for five rate-based preschool special 
education programs.

Key Findings 
For the three years ended June 30, 2014, we identified $455,117 in costs that were not in 
compliance with the Manual. These costs included:
• $433,588 in non-personal service costs, which consisted of $224,430 in unnecessary consultant 

costs; $101,625 in insufficiently documented consultant costs, vehicle costs, and credit card 
purchases; $78,474 in consultant costs that were not related to the preschool special education 
programs; and $29,059 in non-reimbursable purchases; and

• $21,529 in personal service costs, which consisted of $14,709 for work that was not related to 
the preschool special education programs and $6,820 for ineligible employee bonuses.

In addition, we questioned the propriety of certain actions involving FSK’s Board of Directors 
that pertain to related-party business transactions. For example, three members of FSK’s four-
member Board of Directors had significant, material business transactions with FSK. We concluded 
that improvements in the Board of Directors’ conduct are needed to ensure the financial and 
programmatic integrity of FSK’s programs in the future.

Key Recommendations 
To SED: 
• Review the disallowances identified by our audit and, if warranted, make the necessary 

adjustments to the costs reported on FSK’s CFRs and to FSK’s tuition reimbursement rates.
• Remind FSK officials of the pertinent SED requirements that relate to the deficiencies we 

identified. 
• Direct FSK to develop a conflict of interest policy consistent with SED’s requirements and 

guidelines.
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To FSK:
• Ensure that costs reported on annual CFRs fully comply with SED’s requirements, and 

communicate with SED to obtain clarification as needed.
• Develop a conflict of interest policy consistent with SED’s requirements and guidelines. At a 

minimum, the policy should incorporate SED’s provisions, which discourage conflicts of interest, 
and specify protocols to follow when conflicts of interest arise. 

Other Related Audits/Reports of Interest
The Arc of Orange County: Compliance With the Reimbursable Cost Manual (2015-S-45) 
Center for Disability Services: Compliance With the Reimbursable Cost Manual (2015-S-40)

http://osc.state.ny.us/audits/allaudits/093016/15s45.pdf
http://osc.state.ny.us/audits/allaudits/093016/15s40.pdf
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State of New York
Office of the State Comptroller

Division of State Government Accountability

December 27, 2016

Ms. MaryEllen Elia      Ms. Robin Nuzzolo
Commissioner      Executive Director
State Education Department     Fred S. Keller School
State Education Building     One Odell Plaza
89 Washington Avenue     Yonkers, NY 10701
Albany, NY 12234 

Dear Ms. Elia and Ms. Nuzzolo: 

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

Following is a report of our audit of the costs submitted by Fred S. Keller School to the State 
Education Department for the purpose of establishing preschool special education tuition 
reimbursement rates used to bill public funding sources that are supported by State aid payments, 
entitled Compliance With the Reimbursable Cost Manual. 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 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:  Andrea Inman
Phone: (518) 474-3271 
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
Fred S. Keller School (FSK), a not-for-profit entity located in Palisades and Yonkers, New York, 
is authorized by the State Education Department (SED) to provide preschool special education 
services to children with disabilities between the ages of three and five years. During the audit 
period, FSK also provided preschool special education services in Tappan, New York; however, the 
Tappan location closed subsequent to our audit period. For the fiscal year ended June 30, 2014, 
FSK operated five SED-funded, rate-based preschool programs: Preschool Special Class – over 2.5 
hours per day; Preschool Special Class – 2.5 hours per day; Preschool Integrated Special Class  – over 
2.5 hours per day; Preschool Integrated Special Class – 2.5 hours per day; and Preschool Special 
Education Itinerant Teacher Services (collectively referred to as the Programs). The Programs 
served 154 children from three New York counties (Orange, Rockland, and Westchester). 

The counties that use FSK’s preschool special education services pay tuition to FSK using 
reimbursement rates set by SED. The State, in turn, reimburses the counties 59.5 percent of 
the tuition that counties pay. SED sets the special education tuition rates based on financial 
information, including costs, reported by FSK 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 (Manual) regarding the eligibility of costs and documentation requirements. In 
addition, costs must comply with the reporting requirements prescribed in the Consolidated 
Fiscal Reporting and Claiming Manual. For the three years ended June 30, 2014, FSK reported 
over $21.2 million in reimbursable costs for the Programs. 
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Audit Findings and Recommendations
According to the Manual, costs reported on the CFR are considered for reimbursement if they 
are reasonable, necessary, directly related to the special education program, and adequately 
documented. For the three fiscal years ended June 30, 2014, we identified $455,117 in costs 
reported by FSK that did not comply with SED’s requirements for reimbursement, including 
$433,588 in non-personal service costs and $21,529 in personal service costs. In addition, we 
questioned the propriety of certain actions involving FSK’s Board of Directors that pertain to 
related-party business transactions. The following table summarizes the non-allowable costs 
identified by the audit.

Also, a summary of the costs that FSK submitted on its CFRs and the disallowed costs identified 
by the audit, along with the corresponding references to the Manual, is presented in Exhibit A on 
page 14 of this report.  

Non-Personal Service Costs

We identified $433,588 in non-personal service costs that did not meet the Manual’s requirements 
for reimbursement. This included $224,430 in unnecessary consultant costs, $78,474 in consultant 
costs that were not related to the Programs, $41,388 in insufficiently documented consultant 
costs, $35,988 in insufficiently documented vehicle costs, $29,059 in non-reimbursable purchases, 
and $24,249 in undocumented credit card purchases.

Reason for Disallowance Unallowable 
Amount 

2011-12 CFR 

Unallowable 
Amount 

2012-13 CFR 

Unallowable 
Amount 

2013-14 CFR 

Total 

Non-Personal Service Costs 
   Unnecessary Consultant Costs - Training $87,170 $68,075 $69,185 $224,430 
   Non-Program-Related Consultant Costs 22,737 26,772 28,965 78,474 
   Insufficiently Documented Consultant 
   Costs 12,950 3,367           25,071 41,388 

   Insufficiently Documented Vehicle Costs 9,668 9,770 16,550 35,988 
   Non-Reimbursable Purchases 8,620 9,948 10,491 29,059 
   Undocumented Credit Card Purchases 0 0 24,249 24,249 
      Subtotal Non-Personal Service Costs $141,145 $117,932 $174,511 $433,588 
Personal Service Costs 
   Non-Program-Related Compensation  $9,039 $2,940 $2,730 $14,709 
   Ineligible Employee Bonuses  0 0 6,820 6,820 
     Subtotal Personal Service Costs $9,039 $2,940 $9,550 $21,529 
Total Non-Allowable Costs $150,184 $120,872 $184,061 $455,117 

 



2015-S-98

Division of State Government Accountability 7

Unnecessary Consultant Costs – Training

According to the Manual, costs are reimbursable provided such costs are reasonable and 
necessary. For the three years ended June 30, 2014, FSK claimed $224,430 in consultant fees for 
staff to receive Comprehensive Application of Behavior Analysis to Schooling (CABAS) training. 
CABAS is a behavior analytic teaching program for children with special needs. SED does not 
require teachers in special education programs to receive CABAS training. Accordingly, prior to 
our audit, SED deemed the CABAS training unnecessary and disallowed $69,185 of the training 
costs claimed by FSK for the fiscal year ended June 30, 2014. We identified an additional $155,245 
in unnecessary CABAS training costs for the prior two fiscal years ended June 30, 2013. (Note: this 
matter is further addressed in the section entitled “Board Governance.”)

Non-Program-Related Consultant Costs 

For the three years ended June 30, 2014, FSK claimed $134,977 for fees paid to a consultant for 
occupational therapy services. However, we found that $38,552 of the fees were for FSK’s early 
intervention program, and not the Programs. Because these expenses were not related to the 
Programs, they are non-reimbursable.

FSK claimed an additional $139,773 in fees for the same consultant to provide non-direct care 
services, such as completing paperwork and other administrative tasks. However, FSK was unable 
to provide sufficient documentation to demonstrate that these non-direct care services were 
related to children enrolled in the Programs. We compared the consultant’s direct care time for 
children enrolled in the Programs to the consultant’s direct care time for children not enrolled 
in the Programs. Based on this comparison, we determined that 28.6 percent of the consultant’s 
direct care time was not related to the Programs. Therefore, we estimated that $39,922 (28.6 
percent1 of $139,773) of FSK’s claimed costs for the consultant’s non-direct care time was not 
related to the Programs and was, therefore, non-reimbursable.

In total, we identified $78,474 ($38,552 + $39,922) in non-Program-related consultant costs that 
were ineligible for reimbursement during the audit period.

Insufficiently Documented Consultant Costs 

According to the Manual, payments to consultants 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. During the audit scope, FSK claimed 
$28,438 in consulting costs for the development of an iPad software application. However, the 
invoices lacked the specific services performed, along with the date, the number of hours, and 
the fee per hour. In addition, FSK also claimed $12,950 in consulting fees for therapy services 
that were not supported by invoices. In total, we identified $41,388 ($28,438 + $12,950) in non-
reimbursable costs.

1 28.6 percent is rounded from 28.56216 percent.



2015-S-98

Division of State Government Accountability 8

Insufficiently Documented FSK Vehicle Costs

According to the Manual, vehicle costs, such as fuel and repairs, are reimbursable if they are 
supported by vehicle logs that document: the date, time of travel, to and from destinations, 
mileage between each, purpose of the travel, and name of the traveler. For the three years ended 
June 30, 2014, FSK claimed $35,988 in costs related to two Program vehicles. However, FSK’s 
vehicle logs did not meet the minimum requirements specified in the Manual. Specifically, we 
found the vehicle logs were missing the time of travel, mileage between each trip, the purpose of 
the travel, and the name of the traveler. Therefore, the reported costs are not reimbursable. The 
non-reimbursable costs include the following:

• $30,778 for lease payments, gas, repairs and maintenance, and travel; and
• $5,210 for auto insurance.

Non-Reimbursable Purchases

According to the Manual, expenses for food, entertainment, parties, gift certificates, gifts, and 
flowers are not reimbursable. For the three years ended June 30, 2014, we identified $25,965 
in non-reimbursable costs that FSK claimed on its CFR for gifts and food for staff. The non-
reimbursable costs include the following: 

• $14,171 for company barbeques, parties, and entertainment;
• $5,315 for staff gift certificates;
• $2,967 for food, which included staff appreciation day and staff lunches;
• $2,031 for staff clothing for the company barbeque and CABAS conference;
• $989 for gifts, which included a retirement gift; and
• $492 for flowers for employees.

In addition to the $25,965 in non-reimbursable costs, FSK also claimed $3,094 for violin rentals 
for the children enrolled in the Programs. These costs are not reimbursable because they are 
unnecessary. 

In total, we identified $29,059 ($25,965 + $3,094) in non-reimbursable purchases during the audit 
period.

Undocumented Credit Card Purchases

According to the Manual, all purchases must be properly supported with invoices that list the 
items purchased and indicate the dates of purchase. For the year ended June 30, 2014, FSK 
claimed $24,249 in credit card purchases that were not supported by invoices. Therefore, the 
reported costs are non-reimbursable. 
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Personal Service Costs

We identified $21,529 in personal service costs that did not meet the Manual’s requirements for 
reimbursement. This included $14,709 in non-Program-related compensation costs and $6,820 
in ineligible employee bonuses. 

Non-Program-Related Compensation

For the three years ended June 30, 2014, FSK claimed $14,709 in compensation costs ($11,724 in 
salary and $2,985 in associated fringe benefits) for an employee whose work was not related to 
the Programs. Rather, the employee’s work was related to FSK’s early intervention program. 

Ineligible Employee Bonuses

A merit award (or bonus compensation) shall mean a non-recurring and non-accumulating (i.e., 
not included in the 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. In 
addition, merit awards are restricted to direct care titles and certain non-direct care titles.

We identified $6,820 in ineligible costs pertaining to non-reimbursable bonus payments ($6,257) 
and associated fringe benefits ($563) that FSK claimed on its CFR. These bonus payments either 
were not supported by an employee performance evaluation ($4,509) or were paid to employees 
in ineligible titles ($2,311).

Board Governance

The Manual requires all entities receiving public funding to develop a written code of ethics, 
which must include a specific conflict of interest policy and a code of conduct. The Manual does 
not expressly prohibit conflicts of interest; however, it does discourage them, and states the best 
way to handle conflicts of interest is to avoid them entirely. The Manual precludes members of 
the Board of Directors (Board) from participating in any decision where conflicting interests may 
be advanced. Furthermore, the Manual requires all conflicts of interest to be fully disclosed. 
 
The Manual includes the “Statement on the Governance Role of a Trustee or Board Member,” 
which is published by the State Board of Regents. According to the Statement, “The conduct of 
a trustee/board member must, at all times, further the institution’s goals and not the member’s 
personal or business interests. Consequently, trustees/board members should not have any 
personal or business interest that may conflict with their responsibilities to the institution. A 
trustee/board member should avoid even the appearance of impropriety when conducting the 
institution’s business.”

The Manual also includes “Best Practices for Boards to Follow,” which states that Boards should: 
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• Consist of a minimum of five voting members who are independent;
• Avoid any conflicts of interests or even the appearance of a conflict and maintain a conflict 

of interest policy for board members and employees; 
• Require each member to file an annual written disclosure of any business involvement 

with the institution or related parties; and
• Establish an audit and finance committee with responsibility to periodically meet with 

management and the auditors.

Exhibit B provides details of the various Manual provisions related to organizational governance.

We determined FSK’s Board consisted of four voting members, which was less than the 
recommended minimum of five. Furthermore, three of FSK’s four Board members had significant 
material business transactions with FSK, as follows. 

For all three years of our audit period, both the Board President and Board Secretary were paid 
consultants for CABAS educational services that were provided to the school. FSK claimed a 
total of $224,430 for these services on the CFRs submitted for 2011-12, 2012-13, and 2013-14. 
Earlier (under “Unnecessary Consultant Costs – Training”), we reported that these costs were not 
reimbursable because the training the consultants provided was not required and was, therefore, 
unnecessary. We note that FSK disclosed the payments made to the Board President and Board 
Secretary on the CFRs and also in the Notes to FSK’s audited financial statements.

A third Board member was a co-owner of the investment advisory company that brokered FSK’s 
410(k) plan. We note that FSK made no direct payments to the investment advisory company, and 
FSK disclosed this relationship in the Notes to its audited financial statements.

Although FSK had a conflict of interest policy for employees, that policy did not address conflicts 
involving Board members, as required by SED. Moreover, FSK’s Board and management did not 
implement certain best practices contained in the Manual. For example, FSK did not require Board 
members to file annual written disclosures of business relationships with FSK or related parties, 
and did not establish an audit and finance committee.

FSK’s business relationships with related parties creates at least the appearance of a conflict of 
interest, and raises questions as to whether the Board always acted in FSK’s best interests and not 
members’ own personal or business interests. 

We concluded that improvements in the Board’s conduct were needed to ensure the financial 
and programmatic integrity of FSK’s programs in the future. Subsequent to our audit field work, 
FSK officials informed us that both the Board President and the Board Secretary resigned their 
positions on the Board. In addition, FSK appointed four new independent Board members.
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Recommendations

To SED: 

1. Review the disallowances identified by our audit and, if warranted, make the necessary 
adjustments to the costs reported on FSK’s CFRs and to FSK’s tuition reimbursement rates.

2. Remind FSK officials of the pertinent SED requirements that relate to the deficiencies we 
identified. 

3. Direct FSK to develop a conflict of interest policy consistent with SED’s requirements and 
guidelines.

To FSK:

4. Ensure that costs reported on annual CFRs fully comply with SED’s requirements, and 
communicate with SED to obtain clarification as needed.

5. Develop a conflict of interest policy consistent with SED’s requirements and guidelines. At 
a minimum, the policy should incorporate SED’s provisions, which discourage conflicts of 
interest, and specify protocols to follow when conflicts of interest arise.

Audit Scope and Methodology 
We audited the costs FSK reported on its CFR for the fiscal year ended June 30, 2014 and certain 
costs reported on FSK’s CFRs for the two fiscal years ended June 30, 2013. The objective of 
our audit was to determine whether the reported costs were properly calculated, adequately 
documented, and allowable in accordance with applicable SED requirements.

To accomplish our objective, and assess internal controls related to our objective, we interviewed 
SED officials to obtain an understanding of the CFR and the policies and procedures contained 
in SED’s guidelines. We interviewed FSK officials and staff to obtain an understanding of their 
financial practices relating to the expenses reported on FSK’s CFRs. We reviewed FSK’s CFR for 
the year ended June 30, 2014, as well as its relevant financial records for the same period. We 
visited and performed observations at two of the preschool facilities in operation. We reviewed 
a judgmental sample of Program costs to determine whether they were supported, Program 
appropriate, and reimbursable. The sample included selected high-cost items, as well as selected 
items only reimbursable in limited circumstances, such as food and entertainment expenses. 
Based on issues found in our sample review, we expanded our review to include certain costs on 
the 2012 and the 2013 CFRs.
 
We conducted our performance audit in accordance with generally accepted government auditing 
standards. Those 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 
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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 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 
functions do not affect our ability to conduct independent audits of program performance. 

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

Reporting Requirements 
We provided a draft copy of this report to SED and FSK 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 the report. In SED’s response, officials agreed with the audit recommendations and 
indicated the actions they will take to address them. In FSK’s response, officials disputed our 
proposed disallowances pertaining to consultant costs for CABAS training and vehicle costs. Our 
rejoinders to those 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.
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Exhibit A
Fred S. Keller School 

Schedule of Submitted and Disallowed Program Costs 
for the Three Fiscal Years 2011-2014 

Program Costs Amount Per 
CFR 

Amount 
Disallowed 

Amount 
Remaining 

Notes to 
Exhibit A 

Non-Personal Services 
  Direct Care $4,045,844 $428,235 $3,617,609  
  Agency Administration 897,982 5,353 892,629  
     Total Non-Personal Services $4,943,826 $433,588 $4,510,238 A-D 
Personal Services 
  Direct Care $14,276,351 $18,524 $14,257,827  
  Agency Administration 2,037,239 3,005 2,034,234  
     Total Personal Services $16,313,590 $21,529 $16,292,061 A, E 
Total Program Costs $21,257,416 $455,117 $20,802,299  
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Notes to Exhibit A
The following Notes refer to specific sections of the Manual that we used as a basis for our findings 
and recommended disallowances. We summarized the applicable sections to explain the basis 
for the findings and each disallowance. We provided the details supporting our recommended 
disallowances to SED and FSK officials during the course of the audit. 

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

B. Section III.1.D: All purchases must be supported with invoices listing items purchased and 
indicating date of purchase and date of payment, as well as canceled checks. Costs must 
be charged directly to specific programs whenever possible. The particular program(s) 
must be identified on invoices or associated documents.

C. 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 
which indicate the specific services actually provided; and for each service, the date(s), 
number of hours provided, and the fee per hour; and the total amount charged.

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

E. 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. 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 Reimbursable Cost 
Manual’s Appendix A-1 and those in the 100 position code series and position title code 
505-605 as defined by the Consolidated Fiscal Report’s Appendix R.
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Exhibit B
Manual Provisions Pertaining to Governance

1. Appendix B, Section 2: Establish an audit and finance committee with responsibility to 
periodically meet with management and the auditors.

2. Section I.4.B: In general, a conflict of interest exists when a person in a position of trust has 
a competing professional or personal interest. The existence of a conflict of interest does not 
mean that an unethical or improper act has occurred or will occur. However, care must be 
taken to ensure that such conflicts do not impair the employee’s ability to perform his or her 
duties objectively and act in the best interest of the entity. Each provider must adopt a written 
conflict of interest policy that clearly sets forth the procedures to be followed in instance 
where a member of the governing entity of the provider (for example, the provider’s board or 
person in a management position) have personal or business interests that may be advanced 
by an action of the board, including a provision that such member may not participate in any 
decision to approve any transaction where such conflicting interests may be advanced. The 
policy must also include a requirement and process for identifying and fully disclosing all less 
than arm’s length (LTAL) relationships and transactions on an ongoing basis as well as on the 
CFR. The policy should be reviewed and discussed with the provider’s attorneys and auditors 
prior to its adoption.

3. Appendix B, Section 5: To help ensure effectiveness, trustees/board members need to ensure 
boards address the following, consistent with statute: Consist of a minimum of five voting 
members who are independent; convene an annual meeting and elections as required by law; 
avoid any conflicts of interests or even the appearance of a conflict and maintain a conflict 
of interest policy for board members and employees; require each member to file an annual 
written disclosure of any business involvement with the institution or related parties; ensure 
processes for selecting new members result in diversity of viewpoints and seek out individuals 
with commitment, skills, life experience, background, and other characteristics that will serve 
the institution and its needs.

4. Section I.4.D: The best way to handle conflicts of interests is to avoid them entirely.

5. Section I.4.G: Codes of Ethics & Conflict of Interest Policies - All entities receiving public 
funding must develop a written Code of Ethics (which must include a specific conflict of 
interest policy) and Code of Conduct policies that are enforced within their organizations. 
Generally, codes of ethics and conflict of interest policies discourage conflicts of interests 
but acknowledge that conflicts of interest do exist and require that policies be developed to 
establish the protocols that must be followed when conflicts of interest arise. Codes of ethics 
help to minimize problems with conflicts of interests because they can spell out the extent to 
which such conflicts should be avoided, and what the parties should do when such conflicts are 
permitted by a code of ethics (disclosure, recusal, etc.). As previously described, each provider 
must adopt a written conflict of interest policy that clearly sets forth the procedures to be 
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followed in instances where a member of the governing entity of the provider (for example, 
the provider’s board or person in a management position) has personal or business interests 
that may be advanced by an action of the board, including a provision that such member may 
not participate in any decision to approve any transaction where such conflicting interests 
may be advanced. The policy must also include a requirement and process for identifying and 
fully disclosing all LTAL relationships and transactions on an ongoing basis as well as on the 
CFR. The policy should be reviewed and discussed with the provider’s attorneys and auditors 
prior to its adoption.

6. Appendix F: Duty of Loyalty/Conflicts of Interest – Trustee/board members owe allegiance to 
the institution and must act in good faith with the best interest of the institution in mind. The 
conduct of a trustee/board member must, at all times, further the institution’s goals and not 
the member’s personal or business interests. Consequently, trustees/board members should 
not have any personal or business interest that may conflict with their responsibilities to the 
institution. A trustee/board member should avoid even the appearance of impropriety when 
conducting the institution’s business. Acts of self-dealing constitute a breach of fiduciary 
responsibility that could result in personal liability and removal from the board. The board 
of trustees/board of education should have a written conflict of interest policy that clearly 
sets forth the procedures to be followed in instances where a board member’s personal or 
business interests may be advanced by an action of the board, including a provision that the 
trustee/board member may not participate in any decision to approve any transaction where 
such conflicting interests may be advanced. The policy should also include a requirement that 
each trustee/board member provide full, ongoing disclosure to the institution of any interest 
the trustee/board member and/or his or her family has in any entity that the board transacts 
business with. The policy should be reviewed and discussed with the institution’s attorneys 
and auditors prior to its adoption.
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Agency Comments - State Education Department
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Agency Comments - Fred S. Keller School

*
Comment

1

*See State Comptroller’s Comments on Page 25.



2015-S-98

Division of State Government Accountability 21



2015-S-98

Division of State Government Accountability 22



2015-S-98

Division of State Government Accountability 23

*
Comment

2
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State Comptroller’s Comments
1. As stated in our report, SED officials determined that the CABAS training was unnecessary, 

and therefore, disallowed $69,185 in training costs claimed by FSK for the fiscal year 
ended June 30, 2014. Accordingly, we identified and recommended for disallowance 
an additional $155,245 in CABAS training costs claimed by FSK for the prior two fiscal 
years ended June 30, 2013. We discussed this matter with SED officials during the audit 
fieldwork.  They agreed with our recommended audit disallowances and confirmed that 
the costs for the CABAS training were unnecessary because the school was already using 
the CABAS curriculum, and most of the teachers working for FSK had already received 
CABAS certifications. Further, SED officials advised us that CABAS certification does not 
need to be renewed each year and is not required by SED. Since SED determined that the 
CABAS training costs were unnecessary, we maintain that the costs in question were not 
eligible for reimbursement.

2. FSK’s response refers to the RCM’s General Requirements for Travel. However, the vehicle 
costs in question pertain to FSK-owned vehicles (and not to the personal vehicles of FSK 
employees). Therefore, Section 3.1.J of the RCM applies, as follows: “Vehicle use must 
be documented with individual vehicle logs that include at a minimum: the date, time 
of travel, to and from destinations, mileage between each, purpose of travel and name 
of traveler.” All required elements are necessary for vehicle costs to be reimbursable.  
Additionally, regarding mileage, FSK officials stated that the vehicles were sometimes used 
for personal use. Therefore, simply indicating odometer mileage between the trips does 
not distinguish personal mileage from Program-related mileage. Regarding the purpose of 
travel, because FSK operated multiple programs at its various sites, absent documentation 
that clarified the purpose of the travel, auditors could not determine the specific programs 
that were served by the various instances of travel. Therefore, we maintain that the costs 
in question were not eligible for reimbursement.
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