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Executive Summary
Purpose
To determine whether the costs reported by Capital District Beginnings (Beginnings) on the 
Consolidated Fiscal Report (CFR) were properly calculated, adequately documented and allowable 
under the Reimbursable Cost Manual (Manual).  This audit covers the two fiscal years ended June 
30, 2009 and 2010. 

Background
Beginnings, located in Troy, provides special education services to children from birth through 
five years of age.  Beginnings is reimbursed for these services based upon financial information 
contained in the CFR it files with SED.  To be eligible for reimbursement, the expenses must 
comply with the guidelines contained in SED’s Manual.  During fiscal years 2008-09 and 2009-10, 
Beginnings claimed and received $16.5 million in State support, of which about $12.1 million was 
related to the three programs we audited.    

Key Findings
We disallowed a total of $831,244 in personal service and other than personal service costs for the 
two fiscal years ended June 30, 2010 because they were unnecessary, unreasonable, unallowable, 
or undocumented; or were incurred for the personal benefit of officials at Beginnings.  The 
$462,748 in disallowed personal service costs include:
• $240,041 to Beginnings owner/executive directors. One owner/executive director received a 

full-time salary.  However, she lives in a southern State and spent an average of only 55 days in 
New York State during the two fiscal ended June 30, 2010.  The other owner/executive director 
also received a full-time salary but performed limited service during the same period.

• $121,158 in salary expenses related to certain undisclosed less-than-arms-length (LTAL) 
transactions

• $101,549 in administrative and employee bonuses that were not merit based, as required.

The $368,496 in disallowed other than personal service costs include the costs related to other 
undisclosed LTAL relationship transactions, an unapproved site, undocumented vehicle and travel 
expenses, and the charges for hotel rooms used by the out-of-State owner/executive director 
when she travelled to Troy from her home in the southern State.  Beginnings officials advised 
that conferences would take place in these hotel rooms.  However, appropriate office space was 
always available at Beginnings’ administrative sites.

Key Recommendations
• SED should review the exceptions identified by our audit and make the necessary adjustments 

to Beginnings’ tuition reimbursement rates.  
• Beginnings  should  ensure  that  the  reporting  of  reimbursable  expenses  complies with SED 

requirements.     

Other Related Audits/Reports of Interest 
Integrated Treatment Services: Compliance with the Reimbursable Cost Manual (2009-S-37)
Henry Viscardi School: Compliance with the Reimbursable Cost Manual (2009-S-70)

http://osc.state.ny.us/audits/allaudits/093010/09s37.pdf
http://osc.state.ny.us/audits/allaudits/093011/09s70.pdf
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State of New York
Office of the State Comptroller

Division of State Government Accountability

June 22, 2012

Dr. John B. King, Jr.
Commissioner 
NYS Education Department
89 Washington Avenue    
Albany, New York 12234

Dr. Mary K. Garrett
Director
Capital District Beginnings
597 Third Avenue
Troy, NY  12182

Dear Dr. King and Dr. Garrett:  

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 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 of our audit of Capital District Beginnings, Inc.: Compliance with the 
Reimbursable Cost Manual.  This audit was performed pursuant to the State Comptroller’s 
authority under Article V, Section 1 of the State Constitution and Article II, Section 8 of the State 
Finance 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: Brian Mason
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

Capital District Beginnings, Inc. (Beginnings) is a private corporation organized under the laws of 
the State of New York and is located in Troy, New York. Beginnings provides early intervention and 
special education services to about 800 children, from birth through five years of age, who reside 
in a 12-county area in eastern New York.  The services include the Preschool-Special Class (code 
9100), Preschool Special Education Itinerant Teacher (SEIT - code 9135), and Preschool-Integrated 
Special Class (code 9160) programs.  

The counties and/or school districts pay tuition and fees to Beginnings using rates set by the State 
Education Department (SED).  SED sets these rates by using financial information provided by 
Beginnings in an annual Consolidated Fiscal Report (CFR).  SED has issued the Reimbursable Cost 
Manual (Manual) to provide guidance on the eligibility of costs and documentation requirements 
that must be met for rate-setting purposes.  The counties and/or school districts use the SED rates 
to pay for the services and then are partially reimbursed by SED.  During fiscal years ended June 
30, 2009 and June 30, 2010, Beginnings received State support for its three programs totaling 
$5.7 million and $6.4 million, respectively.  

Beginnings is privately-owned and has more than 200 employees.  It lists two owner/co-executive 
directors and two co-assistant executive directors on its CFRs.  One of the owner/co-executive 
directors resides in a southern State.  The other resided in-State and serves as a consulting 
director to Beginnings.  The two assistant co-executive directors managed Beginnings’ day-to-
day operations during the audit period.  In addition, the two owner/co-executive directors are 
part-owners of Service Connections Inc. (Connections), an entity that provides special education 
services to school-aged children.  Connections and Beginnings share the same administrators and 
direct care staff. The owner/co-executive directors are also part-owners of two buildings that are 
rented to Beginnings.
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Audit Findings and Recommendations

Personal Service Costs

Personal service costs, which include all taxable salaries and fringe benefits paid or accrued to 
employees on the agency payroll, must be reported on the CFR as either direct care costs (teachers’ 
salaries) or non-direct care costs (administrators’ salaries).  Direct care costs should be charged to 
specific programs based on employees’ work locations and functions.  According to the Manual, 
costs are considered for reimbursement if they are reasonable, necessary, related directly to the 
education program, and documented sufficiently.  We disallowed $462,748 in personal service 
costs attributed to the inappropriate payment of salaries during the two fiscal years ended June 
30, 2010.

Owner’s Salary

According to the Manual, employee compensation must be based on approved payrolls and 
contemporaneous time records.  SED approved Beginnings proposal to operate under a co-
director model.  According to the Manual, the total reimbursement for co-executive directors 
is limited to one full-time equivalent (FTE) position.  However, Beginnings has four FTE director 
positions: two executive directors/owners and two assistant executive directors.  One of the 
executive directors lives in a southern State and was physically present in the New York Capital 
Region for just 92 and 18 days in fiscal years 2008-09 and 2009-10, respectively.  During this 
time she was compensated as a full-time employee.  Beginnings officials provided us with emails, 
rather than time and attendance records, as justification for her role and salary.  However, our 
review showed that she was simply copied on and did not respond to many of these emails.  
For example, one of the emails was from an applicant seeking a position with Beginnings.  The 
executive director replied that she was spending most of her time at her out-of-State home, but 
still had “a foot” in Beginnings.  She advised that the email would be forwarded to the assistant 
executive directors “who are in charge.”   

Minutes of Board of Directors meetings indicate that the other owner/executive director was 
also compensated as a full-time employee.  His official work responsibility was to serve as the 
consulting executive director to the two assistant executive directors.  As with the other owner/
executive director, Beginnings officials provided a list of emails and dates of meetings attended, 
rather than time and attendance records, to justify his full-time salary.  However, only 5 percent, 
or 22 of the 479 emails, had been sent by this Director.  

Beginnings’ two owner/executive directors are part-owners of Service Connections Inc. and receive 
compensation for managing it.  Service Connections is a for-profit entity that uses Beginnings’ 
administrative and direct care employees to provide special education services for school-aged 
children.  They are also part-owners of PREMED 600 LLC and Barnyard Drive LLC, two entities that 
own and rent property to Beginnings.  The two owner/executive directors advised that their main 
role at Beginnings is to serve as trustees and to personally stand behind Beginnings’ line of credit; 
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something the assistant executive directors are unable to do.  However, according to the Manual, 
compensation for trustee services is not reimbursable.  We therefore disallowed the $240,041 in 
claimed expenses for salaries paid to the two owner/executive directors.  

STAR Center Salary Expense

In September 2007, Beginnings entered into a 10-year lease agreement to rent space from 
PREMED 600 LLC an entity consisting of the co-owners and other executives at Beginnings, as 
well as the husband of one of the co-owners.  This space, which Beginnings refers to as the 
STAR Teacher Resource Center (STAR Center), is not used for instructional purposes - but rather 
as a location where Beginnings employees can use computers and access shared resources.  In 
addition to annual lease payments, Beginnings also pays all real property taxes and other costs 
associated with this property.  

According to the Manual, a less-than-arm’s-length (LTAL) relationship exists when one of several 
related parties can exercise control or significant influence over the management or operating 
policies of another party, to the extent that the other is or may be prevented from fully pursuing 
its own separate interests.  Related parties consist of all affiliates of an entity.  Furthermore, the 
Manual states that these relationships must be disclosed in the notes to the audited financial 
statements.  It also states that space occupied by approved instructional and non-instructional 
programs must be pre-approved in writing by SED.  We found no evidence that Beginnings 
received written pre-approval to use the STAR Center.  We disallowed $121,158 in allocated 
personal service costs related to the STAR Center because this LTAL transaction was not disclosed, 
as required; nor was the use of the center pre-approved by SED.  

Bonuses

According to the Manual, bonus compensation may be reimbursed if based on merit as measured 
and supported by employee performance evaluations.  Beginnings paid a total of $110,486 in 
bonuses to employees during the months of December 2009 and June 2010.  We reviewed 
documentation in support of these bonuses and concluded that they were not merit-based, as 
otherwise required.  For example, Beginnings management, as well as some of the administrative 
staff, did not receive individual performance evaluations.  We disallowed $101,549 in bonus 
payments made during fiscal years 2008-09 and 2009-10 because the payments were made to 
everyone on Beginnings’ payroll without regard to merit.  

Other Than Personal Service Costs

The Manual provides guidance on the eligibility of costs for reimbursement and the documentation 
that is required to properly support such costs when they are reported on the CFR.  According 
to the Manual, all purchases must be supported with invoices listing the items purchased and 
the date they were purchased and paid for, as well as copies of canceled checks related to the 
purchases.  In addition, the costs for personal expenses, food and entertainment for officers or 
employees, and activities not related to the program are not reimbursable.  Also, schools must 
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report LTAL relationships that impact their financial affairs.  We disallowed a total of $368,496 in 
other than personal service costs because Beginnings did not comply with the Manual.

Undisclosed LTAL Relationships/Unapproved STAR Center program site and 
theTinsley Institute for Human Services

In addition to the STAR Center, we identified another LTAL relationship that Beginnings failed to 
disclose.  The Tinsley Institute for Human Services (Tinsley), a not-for-profit company, provides 
training and consultant services to Beginnings.  Tinsley was founded by the co-owners of 
Beginnings.  These same individuals also previously served as the co-directors of Tinsley, but they 
no longer have ties to Tinsley.  However, the wife of one of the current associate executive directors 
of Beginnings was an employee of Tinsley during our audit scope period, and subsequent to this 
period she became Director of Tinsley.  This LTAL relationship was not disclosed on Beginnings’ 
CFRs.

We disallowed $152,718 and $47,159 in other than personal service costs associated with the 
Tinsley Institute and the STAR Center, respectively, because Beginnings officials failed to disclose 
the LTAL relationships that existed with these entities, as otherwise required.  The disallowances 
include $85,000 for training provided by the Tinsley Institute and $36,000 in lease payments for 
the STAR Center.

Rent

We disallowed $77,266 in rent expenses, as follows:
• $67,586 paid to rent two program sites from Nare LLC and Barnyard Drive LLC.  Nare LLC 

is owned by the husband of one of the owner/executive directors and Barnyard Drive LLC 
is co-owned by the co- directors of Beginnings.  We also determined that the rents paid 
by Beginnings for the two program sites were more than the actual documented costs of 
the LTAL relationship owners, an arrangement that is prohibited according to the Manual.  
We disallowed the $67,586.  

• $8,280 for parking spots in downtown Albany.  In addition to misclassifying this expense as 
a rent expense, these parking spots were used by Beginnings employees at their primary 
work location which is considered a personal travel expense, and is not reimbursable.  
The Manual states that no personal expenses, including personal travel expenses are 
reimbursable. 

• $1,400 paid to two collaborative partners for space to hold integrated programs.  This 
amount was in excess of the costs required by the Memoranda of Understanding with the 
collaborative partners.  

Vehicle and Travel Expenses

Beginnings officials claimed reimbursement for expenses (lease payments, gas, insurance, repairs, 
and maintenance) totaling $40,744 for four vehicles allocated to the programs.  The Manual 
states that the costs associated with the personal use of a program-owned or leased automobile 
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are not reimbursable.  Moreover, the costs to commute to and from an employee’s home are not 
reimbursable.  The Manual also requires the use of the vehicles to be documented with individual 
logs that include, at a minimum, the dates and times of travel, departure and destination sites, 
mileage between sites, purpose of travel, and the names of the travelers.

The vehicles were registered to and insured by Beginnings with insurance documents stating the 
vehicles would be garaged at the Troy Office at night.  However, three of the vehicles were actually 
garaged at the homes of the Directors, including the Director who lives in the southern State.  We 
disallowed the $40,744 because no logs or other documentation were maintained for the four 
vehicles, as required.  Included in the disallowed amount are the cost of towing an employee’s 
personal vehicle and the cost of airplane tickets used by the one of the owner/executive director 
to commute from her home in the southern State to Beginnings’ office in Troy.        

Insurance and Other Financial Expenses

According to the Manual, insurance costs are reimbursable if the costs are used to guard against 
loss to the program.  We disallowed $19,191 in insurance expenses paid on behalf of Service 
Connections and PreMed 600 LLC, both of which have an undisclosed LTAL relationship with 
Beginnings, as well as the ineligible costs to insure the four vehicles owned by Beginnings.
 
The Manual states that interest expense on working capital loans incurred in an LTAL transaction 
will be reimbursed only with prior written approval by the commissioner.  We disallowed $1,714 
in interest expense because the $150,000 in working capital loans secured from Beginnings co-
owners were not pre-approved by SED.

Costs resulting from related penalties associated with fines from Federal, State and local taxes are 
not reimbursable.  We disallowed $474 in fines and penalties incurred because of the incorrect 
estimation of taxes paid by Beginnings officials.
 

Cell Phones

According to the Manual, improperly documented cell phone charges will not be reimbursed.  
Moreover, only charges for calls related to the special education program are reimbursable.  We 
found that Beginnings provided cell phones to 10 employees during fiscal year 2008-09 and 
11 employees during fiscal year 2009-10.  We disallowed $12,586 of the $16,793 in cell phone 
charges because Beginnings did not maintain documentation to substantiate the business usage 
of these phones.  The charges included the costs of more than 15,698 night and weekend minutes 
during fiscal year 2008-09 and 16,363 night and weekend minutes during fiscal year 2009-10.  

Meetings, Conferences, and Food

According to the Manual, food for staff, including food provided during meetings and conferences, 
is not reimbursable.  In addition, the costs of conferences attended by administrative staff are 
limited to two people per conference.  We disallowed $10,960 in expenses for food, beverages, 
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and supplies for staff days and conferences attended by all employees. 

We also disallowed $2,068 in charges for rooms at a Troy hotel.  On three occasions, Beginnings 
paid for a suite of rooms for its out-of-State owner/executive director when she travelled to Troy 
from the South.  Beginnings officials advised that conferences would take place in the suite.  Since 
there was ample office space at both administrative sites owned by Beginnings, we deemed the 
cost of the hotel rooms to be unnecessary and unreasonable.

Gifts and Other Miscellaneous Expenses

According to the Manual, gift certificates given to staff and vendors as well as the costs for activities 
unrelated to the program are not reimbursable.  We disallowed $1,724 in expenses associated 
with the purchase of gift cards, gift certificates, and club memberships.  We also disallowed $1,892 
in miscellaneous expenses, as follows:

• $1,066 that did not have adequate substantiating documentation,
• $439 for personal expenses, and
• $387 that was allocated incorrectly.

Recommendations

To SED: 

1. Review the adjustments resulting from our audit and make the appropriate adjustments to the 
costs reported on Beginnings’ CFR.  Reduce future payments to beginnings, as appropriate.

2. Consider providing Reimbursable Cost Manual training and/or additional guidance to 
Beginnings’ administrators and staff, as appropriate.

To Beginnings:

3. Comply with the Reimbursable Cost Manual’s requirements for eligibility and documentation 
of all reported program costs.

4. Ensure that all LTAL relationships are disclosed and SED’s pre-approval is obtained for sites 
for which costs are submitted, as required.
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Audit Scope and Methodology 

We audited the costs reported by Beginnings on its CFRs for the two fiscal years ended June 30, 
2010.  The objective of our audit was to determine whether the costs reported by Beginnings 
had been properly calculated, adequately documented, and allowable according to the Manual.  
Our audit was limited to the three rate-based preschool special education programs (codes 9100, 
9135, and 9160) provided by Beginnings.

To accomplish our objective, we reviewed Beginnings’ financial records, including audit 
documentation maintained by their independent Certified Public Accountants.  We interviewed 
selected Beginnings officials and staff to obtain an understanding of their financial and business 
practices.  We also interviewed SED officials to obtain an understanding of the CFR and the policies 
and procedures contained in the Manual.  To complete our audit work, we reviewed supporting 
documentation for all costs submitted for the three programs in our audit scope and made a 
determination of whether the costs complied with and were allowable by the Manual.  We also 
made visits to certain administrative and educational sites administered by Beginnings.   

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 
our audit objectives.  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.

Authority  

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

Reporting Requirements

We provided a draft copy of this report to Beginnings and SED officials for their review and formal 
comment.  We considered their comments in preparing this report and have included them in 
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their entirety at the end of it.  In their response, SED officials agreed with our recommendations 
and indicated the actions they will take to recover the identified overpayments.  In contrast, 
Beginnings officials largely disagreed with our findings.  Also, our rejoinders to the Beginnings’ 
comments are included as State Comptroller’s Comments.

Within 90 days after 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.  We also request that officials of Capital District Beginnings, Inc. advise the State 
Comptroller of actions taken to implement the recommendations addressed to them, and where 
such recommendations were not implemented the reasons why.
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Exhibit 

Capital District Beginnings, Inc. 
Schedule of Submitted, Disallowed, and Allowed Program Costs (9100, 9135 and 9160) 

For the two Fiscal Years July 1, 2008 through June 30, 2010 

Amount Per 
CFR 

Amount 
Disallowed 
Per Audit 

Amount 
Allowed Per 

Audit  Notes to Exhibit 
Personal Services  $9,583,518  $272,800  $9,310,718  A, C, E, AK,AM‐AO 

Other than Personal Service  $1,115,488  $253,068  $862,420 
G, P, Q, S, AG, AH, AM, 

AN 

Administrative Costs*   $  1,376,669   $305,376  $1,071,293 
A, B, D‐O, Q‐U, Z, AA‐
AG, AI‐AL, AN, AO 

Total Program Costs  $12,075,675  $831,244  $11,244,431 

* Includes allocated Personal and Other than Personal Services costs 
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Notes to Exhibit 

The Notes shown below refer to specific sections of the Reimbursable Cost Manual upon which 
we have based our adjustment.  We have summarized the applicable section to explain the basis 
for the disallowance.  Details of the transactions in question were provided to SED and Beginnings 
officials during the course of the audit.

A. Section I.14(08-09), Section II.14(09-10) - Compensation for personal services includes 
all salaries and wages, as well as fringe benefits and pension plan costs.

B. Section I.14.A.4c (08-09), Section II.14.A.4b (09-10) - An entity that employs Co-
Executive Directors shall have total reimbursement for all Co-Executive Directors 
combined limited to a level commensurate with a 1.0 FTE position.  This level will be the 
maximum compensation level for the entire entity operating the approved programs.

C. Section I.14.A.4d (08-09), Section II.14.A.4c (09-10) - For any individual who works 
in more than one entity (including organizations that have a less-than-arm’s-length 
relationship with the approved program), the FTE in total across entities cannot exceed 
1.0, the allocation of compensation must be supported by time and effort reports or 
equivalent documentation which meets the following standards:

•	 they must reflect contemporaneous time record of the actual activity of each 
employee;

•	 they must account for the total activity for which each employee is compensated;
•	 they must be prepared at least monthly and coincide with one or more pay 

periods;
•	 they must be signed and dated by the employee and employee’s supervisor; and
•	 budget estimates or other allocation methods determined before the services 

are performed are not adequate documentation for use in completing annual 
financial reports, but may be used for interim accounting purposes.

D. Section I.14.A.5(08-09), Section II.14.A.5(09-10) - Compensation to all individuals 
including shareholders, trustees, board members, officers, family members or others 
who have a financial interest in the program and who are also program employees must 
be commensurate to actual services provided as program employees or consultants and 
shall not include any distribution of earning in excess of reimbursable compensation.  
For all individuals, compensation for board service or trustee service is not reimbursable.

E. Section I.14.B.2.b(08-09), Section II.14.B.2.b(09-10) - Costs of benefits for employees 
who provide services to more than one program and/or entity must be allocated to 
separate programs and/or entities in proportion to the salary expense allocated to each 
program.

F. Section I.21.A (08-09), Section II.21.A (09-10) - Costs incurred for entertainment of 
officers or employees, or for activities not related to the program, or any related items 
such as meals, lodging, rentals, transportation and gratuities are not reimbursable.

G. Section I.21.B (08-09), Section II.21.B (09-10) - All personal expenses, such as personal 
travel expenses, laundry charges, beverage charges, gift certificates to staff and vendors, 
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flowers or parties for staff, holiday parties, repairs on a personal vehicle, rental expenses 
for personal apartments, etc. are not reimbursable unless specified otherwise in this 
Manual.

H. Section I.22 (08-09), Section II.22 (09-10) - Costs resulting from violations of, or failure 
by, the entity to comply with Federal, State and/or local laws and regulations are not 
reimbursable.

I. Section I.23.C (08-09), Section II.23.C (09-10) - Costs of food provided to any staff 
including lunchroom monitors is not reimbursable.

J. Section I.27.A (08-09), Section II.27.A (09-10) - Reimbursable insurance premium costs 
include those for liability, fire/disaster or casualty loss insurance obtained to guard 
against loss to the program.

K. Section I.27.C(2008-2009), Section II.27.C(2009-2010) - Costs of insurance on the lives 
of owners/officers or employees when the entity is identified as the beneficiary are not 
reimbursable.  Costs to insure against the loss of key personnel are not reimbursable.

L. Section I.28.B (08-09), Section II.28.B (09-10) - Interest expense on capital indebtedness 
or on working capital loans incurred in a LTAL transaction between the lender and the 
borrower will be reimbursed only with the prior written approval of the Commissioner 
upon establishment of the necessity and cost effectiveness of the transaction.

M. Section I.28.D.5 (08-09), Section II.28.D.5 (09-10) - Interest expense is reimbursable 
only when there are corresponding payments of principal on the working capital loans 
and only if there are no loans/notes receivable from related parties at any time during 
the entity’s loan repayment period.  Payments, which represent “interest only”, are not 
reimbursable.  

N. Section I.30.3 (08-09), Section II.30.C (09-10) - Costs for food, beverages, entertainment 
and other related costs for meetings, including Board meetings, are not reimbursable. 

O. Section I.30.5 (08-09), Section II.30.E (09-10) - Costs of Conferences attended by 
administration staff are limited to two people per conference and are reimbursable 
provided that the purpose of the conference is to improve or demonstrate new 
administrative techniques or concepts.

P. Section I.41.B.2 (08-09), Section II.41.B.2 (09-10) - Occupancy costs are based on actual 
documented rental charges, supported by bills, vouchers, etc.  

Q. Section I.41.B.5 (08-09), Section II.41.B.5 (09-10) - Costs incurred in less-than-arm’s 
length lease of real property transactions that are determined to be above the actual 
documented costs of the owner shall be reimbursed only with written approval of the 
Commissioner upon the establishment of the cost effectiveness resulting from the 
transaction.  This written approval must be obtained prior to the LTAL transaction upon 
the establishment of the cost-effectiveness that may result from the transaction.

R. Section I.42.C.1 (08-09), Section II.42.C.1 (09-10) - Cost of maintenance and repair of 
vehicles provided as perks to agency officers or employees for personal use are not 
reimbursable.

S. Section I.53.A (08-09), Section II.53.A (09-10) - Reasonable and necessary costs 
incurred for purchased supplies and materials that are related to Article 81 and Article 
89 programs are reimbursable.

T. Section I.53.A.4 (08-09), Section II.53.A.4 (09-10) - The costs of consumable medical 
supplies (aspirin, bandages, etc.) are reimbursable provided they are administered for 
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emergency care by qualified professionals.
U. Section I.54.B (08-09), Section II.54.B (09-10) - Payments for Federal, State and local 

income taxes or any related penalties and interest are not reimbursable.  Penalties 
and interest on late payments or nonpayment of payroll withholding taxes are not 
reimbursable.

V. Section I.55.A.1 (08-09), Section II.55.A.1 (09-10) - Costs incurred for telephone 
service, local and long distance telephone calls, electronic facsimiles (FAX) and charges 
for cellular telephones etc., are reimbursable provided that they pertain to the special 
education program.

W. Section I.55.A.2 (08-09), Section II.55.A.2 (09-10) - Costs incurred for telephone 
service, local and long distance telephone calls, electronic facsimiles (FAX) and charges 
for cellular telephones, etc. are reimbursable provided that long distance telephone or 
message charges are documented by monthly bills and proof of payment and directly 
attributable to the Article 81 and Article 89 funded programs.  

X. Section I.55.B (08-09), Section II.55.B (09-10) - Long distance telephone charges and all 
cell phone charges that are not properly documented will not be reimbursed.

Y. Section I.55.C (08-09), Section II.55.C (09-10) - Reimbursement is received from persons 
who make personal calls from business phones, including business cell phones, must be 
offset against this expense.

Z. Section I.57.B (08-09), Section II.57.B (09-10) - Out-of-state travel costs, except 
for conferences as explained in Section I (08-09) or Section II (09-10) (meetings and 
conferences), are not reimbursable.

AA. Section I.57.D.1 (08-09), Section II.57.D.1 (09-10) - Costs of personal use of a program-
owned or leased automobile are not reimbursable.  The costs of vehicles used by 
program officials, employees or Board members to commute to and from their homes 
are not reimbursable.

AB. Section I.57.D.3 (08-09), Section II.57.D.3 (09-10) - Auto repair, depreciation, insurance, 
rental, garage and maintenance costs incurred by employees for privately-owned 
vehicles are not reimbursable.

AC. Section I.57.D.4 (08-09), Section II.57.D.4 (09-10) - For CFR filers, reimbursement for the 
purchase of vehicles will be in accordance with Appendix O of the CFR Manual governing 
depreciation.  Reimbursable depreciation expense for vehicles used by administrative 
staff and Board members will be subject to the limitations of the nondirect care cost 
parameter.

AD. Section I.57.F (08-09), Section II.57.F (09-10) - Travel Expenses of spouses, family 
members or any nonemployee are not reimbursable unless the spouse or family member 
is an employee of the entity and a legitimate business purpose exists for them to travel.

AE. Section II.A.1 (08-09), Section III.1.A (09-10) - Compensation costs must be based on 
approved, documented payrolls.  Payroll must be supported by employee time records 
prepared during, not after, the time period for which the employee was paid.  Employee 
time sheets must be signed by the employee and a supervisor, and must be completed 
at least monthly.

AF. Section II.A.3 (08-09), Section III.1.C.(2) (09-10) - Consultants: 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 
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payments must be supported by itemized invoices which indicate the specific services 
actually provided and for each service, the date(s), number of hours provided, the fee 
per hour and the total amount charged.

AG. Section II.A.4 (08-09), Section III.1.D (09-10) - 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.  

AH. Section II.A.7 (08-09), Section III.1.G (09-10) - All contractual agreements (e.g. leases) 
must be in writing, signed and dated.

AI. Section II.A.5 (08-09), Section III.1.E (09-10) - Logs must be kept by each employee 
indicating dates of travel, destination, purpose, mileage and related costs such as tolls, 
parking and gasoline and approved by supervisor to be reimbursable.

AJ. Section II.A.10 (08-09), Section III.1.J.2 (09-10) - 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.

AK. Section II.A.13.a (08-09), Section III.1.M.(1).(i) (09-10) - Salaries of employees who 
perform tasks for more than one program and/or entity must be allocated among all 
programs and/or entities for which they work.

AL. Section II.B.2 (08-09), Section III.2.B (09-10) - The accrual basis of accounting is required 
for all programs receiving Article 81 and Article 89 funds.

AM. Section II.C.1.b (2008-2009), Section I.1.B.2 (2009-2010) - Program and fiscal issues 
that require prior written approval of the Commissioner’s designees include but are 
not limited to new or renovated space, both instructional and non-instructional to be 
occupied by approved programs including costs associated with such space.  

AN. Section II.C.4 (08-09), Section I.4 (09-10) - In general a 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.  Related 
parties consist of all affiliates of an entity including but not limited to its management 
and their immediate families; its principal owners and their immediate families.

AO. Section II.14.10(09-10) - Bonus compensation may be reimbursed if based on merit as 
measured and supported by employee performance evaluations.
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Agency Comments - SED
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Administrative Office | 597 3rd Avenue | Troy, NY 12182 
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Supporting children where they live and learn since 1984 
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518.512.5279 Fax     518.658.3896 Fax 518.874.2900 Fax  518.374.6375 Fax  518.328.0224 Fax  
        

www.cdbegin.com 

 
May 29, 2012 
 
 
Brian Mason 
Office of the State Comptroller 
Audit Director 
110 State Street 
Albany, New York 12236 
 
  Re:  Capital District Beginnings 
    Compliance with the Reimbursable Costs Manual // 2011‐5‐1 
    Draft Report 
 

Dear Mr. Mason: 

Capital  District  Beginnings  (Beginnings)  is  an  approved  preschool  special  education  agency  that  serves  the  greater 
Capital District.   Founded  in 1984 Beginnings has earned a  reputation  for high quality and  innovative early childhood 
services for children with special needs and their families.   

Beginnings currently employs over 200 professionals while serving over 1,000 children and families each year. We utilize 
a unique  service delivery model  that  is based on providing  services  to  children with disabilities  in  community‐based 
settings that bring together children with and without disabilities. Beginnings offers services in collaboration with child 
care  centers,  Head  Starts  and Universal  Pre‐Kindergarten  programs. Our model  of  integration  focuses  on  providing 
supports to help children succeed in their existing community‐based learning environments, as opposed to a segregated 
educational setting for children with special needs.   

Beginnings is an example a cost effective public private partnership currently encouraged by state and national entities. 
Our model  benefits  both  the  taxpayers  and  the  children  we  serve. We  have  one  of  the  lowest  tuition  rates  and 
administrative expenditure percentages in the State.   

We understand the importance of the accountability for the use of public funds. Beginnings disagrees with any misuse of 
public dollars and view the Audit findings as a difference in  interpretation.   The great majority of disallowances during 
this Audit were allowable expenses  that were actually  irregularities and  inconsistencies  in  reporting.   Since  this audit 
period we have employed a new controller to ensure these allowable expenses are allocated and reported appropriately 
in  the  future. The members of  the Audit Team referred  to  the Reimbursement Cost Manual  (RCM),  the audit  tool, as  
“vague and  inconsistent” and a document with which  this  team had no experience applying;  therefore  this may have 
attributed to some of the disallowances.  It is apparent that this lack of experience had a negative impact on our audit 
findings as they themselves stated that “unfortunately you will suffer from our learning curve.”  

 

Agency Comments - Capital District Beginnings

* See Comptroller’s Comments, p. 37.

* Comment 1
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Brian Mason, p.2    5‐29‐12  

This  audit  expended  a  significant  amount  of  time  and  administrative  resources.   As Beginnings was  one  of  the  first 
classroom based pre‐school programs to be audited by the OSC, we want to help facilitate a more meaningful process 
for future audits, therefore, the following list of recommendations have been developed based on our experiences. 

We recommend: 

1. Shorten time period of the Audit.  
a) A team of three auditors worked daily in our office space for six months.  This Audit has 

continued to proceeded for almost 1 ½ years. We estimate the total cost to the public of 
this process in terms of audit team and resources, supervisors and attorney fees as well 
as the time of Beginnings’ staff and resources to be several hundreds of thousands of 
dollars.  We suggest a review of the cost/benefits. 

b) Recognition that a lengthy process results in a disruption and increased expense in 
program operations. 

 
2. Establish a more organized, objective, confidential and timely process for information exchange. 

 
3. Remain within scope of stated audit objectives and time frame to assure accurate findings. 

  
4. Examine the effectiveness of the training curriculum by SED to OSC program accountants and providers 

on the RCM.  If co‐training were provided it could minimize misunderstandings between Auditors and 
Providers.  

  
5. Encourage the OSC to continue to work with SED to clarify any portions of the RCM that the auditors 

considered “vague and inconsistent”, as SED has been very responsive to our questions surrounding the 
RCM.   

 
We are including in our response a submission from our attorney which identifies factual inaccuracies in the draft report 
and instances where we believe the RCM may have been misapplied or misconstrued. Thank you for the opportunity to 
provide this response to the draft audit report.  

 

Respectfully Submitted, 

         

Mary K. Garrett, Ed.D.            Edward Welch, Ph.D. 
Former Co‐Executive Director          Former Co‐Executive Director 
 

           
Paul F. Bashant  Lara E. Horton   
Current Co‐Executive Director  Current Co‐Executive Director   
  * See State Comptroller’s Comments, page 37.

* Comment 2

* Comment 3

* Comment 4
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* See State Comptroller’s Comments, page 37.

* Comment 5

* Comment 6

* Comment 7
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* See State Comptroller’s Comments, pages 37 and 38.

* Comment 8

* Comment 6

* Comment 8

* Comment 9

* Comment 8

* Comment 10
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* See State Comptroller’s Comments, page 37.

* Comment 6
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* See State Comptroller’s Comments, page 37.

* Comment 6

* Comment 6
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* See State Comptroller’s Comments, page 38.

* Comment 11

* Comment 12
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* See State Comptroller’s Comments, page 38.

* See State Comptroller’s Comments, page 38.

* Comment 12

* Comment 13

* Comment 14
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* See State Comptroller’s Comments, page 38.

* Comment 15

* Comment 15

* Comment 16
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* See State Comptroller’s Comments, pages 38 and 39.

* Comment 16

* Comment 12

* Comment 17

* Comment 18

* Comment 19

* Comment 20
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* See State Comptroller’s Comments, page 39.

* Comment 21

* Comment 22

* Comment 23
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State Comptroller’s Comments
1.  Collectively, the audit team has more than 90 years of professional auditing experience.  

A significant portion of this pertained to audits of special education providers. Also, 
throughout the review, the team routinely met with State Education Department (SED) 
officials to obtain clarification and confirmation of pertinent audit-related matters.  
Moreover, the audit complied with all generally accepted government auditing standards 
as prescribed by the U.S. Government Accountability Office.  It should also be noted that 
this audit has a considerable value in helping to ensure that only legitimate transactions 
are appropriately charged to the State in the years ahead.

2. Professional standards require auditors to approach each review with a skeptical attitude 
and a questioning mind.  Certain circumstances at Beginnings heightened our level of 
concern and required us to expand our audit testing and analysis. The audit team took the 
time needed to ensure that findings were properly developed and supported and that the 
audit complied with professional standards.

3. Our audit objectives remained constant throughout the review.  Specifically, we sought to 
determine whether the costs reported by Beginnings were properly calculated, adequately 
documented and allowable under SED’s guidelines.  We expanded the level of testing, as 
necessary, with regard to certain risk factors we identified at Beginnings.  

4. We informed Beginnings officials that we worked collaboratively with SED officials 
throughout the course of this assignment.  Consequently, we maintain there are no 
misunderstandings regarding our interpretations of the rules that govern this program.  
Moreover, in their formal response to our draft audit report, SED officials agree with our 
audit findings and indicated they will make recoveries as appropriate. 

5. We have sufficient basis for findings.  The findings were formulated with SED’s guidance 
and consider the documentation Beginnings provided to us for examination.  Specifically, 
when a less-than-arms-length (LTAL) transaction involves the lease of real property, any 
claimed costs above the documented costs of the owner shall be reimbursed only with 
the written prior approval from SED.  Beginnings had no such approval.  Moreover, the 
available documentation clearly showed that the property owners (senior Beginnings 
officials) profited from these lease transactions.  

6. Our presentation accurately reflects the conditions that existed at Beginnings. Because of 
an unusual staffing arrangement, we sought documentary evidence of the work activities 
and products of Beginnings’ Co-Executive Directors.  Such evidence was limited, and 
consequently, we considered costs attributable to one of the Co-Executive Directors to be 
excessive and unreasonable.  Our findings have nothing to do with the disability of one 
of the Co-Executive Directors. Rather, we took exception with the lack of support for the 
time, attendance and completed work of the Co-Executive Director.  

7. The inclusion of the report section entitled “Other Related Audits/Reports of Interest” 
is a standard component of all audit reports issued by our office.  It is done to  inform 
readers that other final reports may be of interest to them.  Both reports listed deal 
with compliance with the Reimbursable Cost Manual, which is the subject matter of the 
Beginnings report.

8. We modified our report to reflect the comments made by Beginnings’ officials.
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9. Board Meeting Minutes for November 2007 noted that a resolution was unanimously 
passed in which the individual in question was to have a new role as “consulting” Executive 
Director.  As such, use of this term is neither inappropriate nor misleading.

10. Our statements regarding Service Connections are factual. Contrary to the assertions 
made by Beginnings, cost was incurred and reported on CFRs that were for the benefit 
of Service Connections and another LTAL entity, PreMed 600 LLC.  Specifically, $19,191 in 
insurance expenses were paid on behalf of these two entities and reported as a cost to 
Beginnings, which we noted as a cost that should be disallowed.  Beginnings is correct that 
neither of the LTAL relationships were disclosed on Beginnings’ CFR.

11. Our findings and statements reflect conditions during the audit period. We have no basis 
to attest to current conditions.

12. As acknowledged by Beginnings in their response, Beginnings did not disclose that this 
was a LTAL transaction, nor did they receive the appropriate approvals from SED to use 
this space as a component of their program.  Further, they also failed to disclose this 
relationship in the notes to their audited financial statements, which is also a requirement.  
The Reimbursable Cost Manual (Manual) specifically says that any new leases must be 
submitted to SED staff for review and approval.  Also, with a LTAL transaction, cost in excess 
of the owner’s cost shall only be reimbursed with the approval of the Commissioner, and 
such approval should be obtained prior to the transaction.  Again, this did not occur and 
the owners were reimbursed above their costs for this lease arrangement.  Consequently, 
all costs associated with the STAR Center were disallowed.

13. We do not dispute that Beginnings had a performance review process.  We do, however, 
contend that bonuses that were awarded were not based on this performance review 
process, but instead were based on whether an individual was on Beginnings payroll as of 
a certain date.  This does not meet the requirement that bonuses must be based on merit.

14. We removed this example from our report.
15. While we do maintain that Tinsley represents a LTAL that should have been disclosed 

by Beginnings, we have reviewed the information presented by Beginnings regarding the 
disallowance of the personal service costs associated with the Program Development 
Administrator, and we modified the report to remove this disallowance.

16. We maintain that an LTAL disclosure with respect to Tinsley was warranted.  While we do 
acknowledge that the co-owners of Beginnings did sever their relationship with Tinsley 
years in advance of our audit, the spouse of the Co-director of Beginnings worked for 
Tinsley during our audit period.  Subsequent to our audit period, she became the Director 
of Tinsley.  We maintain that this is a relationship that should have been disclosed.  Absent 
this disclosure, we disallowed the expenditures made to Tinsley during the audit period.

17. Beginnings’ response is incorrect with respect to statements regarding Nare LLC.  The 
issues regarding Nare LLC are under the general heading “Rent” and not “Undisclosed 
LTAL Relationships…” as stated in their response.  We fully acknowledge that Nare LLC was 
disclosed on Beginnings’ CFR as a LTAL.

18. The Manual clearly states that personal expenses, such as personal travel expenses are 
not reimbursable.  We conclude that parking expenses fall under the parameters of 
personal travel expenses.  It is important to note that a certain number of employees are 
permanently based at the location where the parking is being reimbursed, while others 
travel to this site for specific classroom assignments.  We only disallowed the portion of 
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expense related to those employees who were permanently assigned to this location.  The 
other employees were technically in travel status, when they went to this location, and as 
such, the expense for parking would be allowable.

19. The majority of the disallowances were made because Beginnings did not maintain the logs 
documenting the use of the vehicles, which is a requirement of the Manual.  As such, we 
disallowed all costs associated with these vehicles.  The entire cost of the lease payments/
car payments for these vehicles, any repairs and maintenance, insurance expense and fuel 
for these vehicles was charged to Beginnings.  This is a benefit that accrues to employees 
to the extent the vehicles in question include personal use.  Although officials claim the 
personal use of these vehicles was reported on the emplyees’ W2s, the W2s were not 
provided to us even though we made several requests for them.

20. In addition to Beginnings, the insurance expense also covered PreMed 600 LLC (Star 
Center) and Service Connections (a separate line of business operated by Beginnings 
management.  As identified previously in comment 12, we recommended disallowance 
of all costs associated with the STAR Center.  With respect to Service Connections we 
maintain these costs should not have been classified as an expense to Beginnings.  As 
such, we see no need to amend our report in this area.

21. We disallowed the $1,714 in interest expense because the Manual requires that interest 
expense on working capital loans incurred in a LTAL transaction will only be reimbursed 
with prior written approval of the Commissioner.  There is no indication that this was 
done.

22. Documentation provided to us does not substantiate the need to hold these meetings 
offsite, as there was ample space at their administrative sites.  We deemed these costs 
to be unreasonable and unnecessary and, as such, we recommended they be disallowed.

23. Seven wholesale club memberships were given to staff during our audit period.  However, 
nothing was purchased by Beginnings through this membership during our audit period.  
The cost of the membership does not appear to be necessary.

24. The response from Beginnings includes a copy of the draft audit report.  We have not 
included the draft audit report as part of the final report.
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