
H. CARL McCALL
STATE COMPTROLLER

STATE OF NEW YORK
OFFICE OF THE STATE

COMPTROLLER

 A.E. SMITH STATE OFFICE BUILDING
ALBANY, NEW YORK   12236

September 14, 1998

Mr. Glenn Goord
Commissioner
Department of Correctional Services
Averill Harriman State Office Campus - Building 2
Albany, NY    12227

Re: Correctional Services Corporation
      Report 97-R-5

Dear Mr. Goord:

Pursuant to the State Comptroller’s authority as set forth in Section 1, Article V of the
State Constitution and Section 8, Article 2 of the State Finance Law, we audited the books and
records of the Correctional Services Corporation (CSC), formerly known as ESMOR, Inc., for
the period January 1, 1995 through December 31, 1997.  Our audit related to per diem
reimbursements claimed by CSC under Contract C-160437 awarded by the New York State
Department of Correctional Services (DOCS).

The objectives of our financial-related audit were to determine whether the costs claimed
by CSC were allowable, had been documented adequately and had been incurred for necessary
services funded under the contractual agreement we were auditing.  To accomplish our objectives
we reviewed the contractual agreement, CSC’s books and records of expenditures, and CSC’s
internal controls over charges to the contract.  Our audit did not include a review of the level of
program services provided to inmates under the contractual terms.

We conducted our audit in accordance with generally accepted government auditing
standards.  Such standards require that we plan and perform our audit to adequately assess those
operations of CSC that are included within our audit scope.  Further, these standards require that
we review and report on those laws, rules and regulations that are relevant to CSC’s operations
included in our audit scope.  An audit includes examining, on a test basis, evidence supporting
transactions recorded in the accounting records and applying such auditing procedures as we
consider necessary in the circumstances.  An audit also includes assessing the estimates, judgments
and decisions made by management. We believe that our audit provides a reasonable basis for our
findings, conclusions and recommendation.
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In planning and performing our audit procedures, we considered CSC’s internal control
structure.  Our consideration was limited to a preliminary review of the structure that would
enable us to understand the control environment and the way in which transactions flowed through
the systems supporting CSC’s claims.  Because we did not intend to rely on the internal control
structure in performing our work, our assessment did not extend beyond the preliminary review
phase.  Instead, we appropriately extended our substantive audit tests.

In conducting our audit, we performed tests of CSC’s compliance with certain terms of the
contract.  Our objective in performing these tests was to obtain reasonable assurance about the
allowability of amounts CSC had received from DOCS, not to provide an opinion on CSC’s
overall compliance with such contract provisions.

The results of our tests indicate that, with respect to the items tested, CSC complied in all
material respects with the provisions to which the preceding paragraph referred, except as noted
in Section B of this report.  With respect to those items not tested, nothing came to our attention
that caused us to believe that CSC had not complied, in all material respects, with those
provisions.

A. Background and Contract Terms

CSC is a national publicly traded company which operates and manages secure and non-
secure correctional and detention facilities for Federal, State and local agencies.  The company
began operations as ESMOR, Incorporated in 1989.  The company’s initial program in New York
was the result of a contract with the Federal Bureau of Prisons (BOP).  In 1992, the company
contracted with DOCS to provide reintegration services to inmates serving the last six months of
their sentences.  The company became a public corporation in 1994 and changed its name from
ESMOR to Correctional Services Corporation in 1996.  The company moved its base of
operations from the New York City area to Sarasota, Florida in 1995.

 The contract calls for CSC to provide group alcohol and substance abuse treatment
services, special needs counseling, and employment and education-related services for each inmate
participating in the program.  The DOCS program is co-located with BOP’s program at two
locations, Manhattan and Brooklyn, in New York City.  

In consideration for the performance of the agreement, DOCS agreed to pay CSC for
actual and necessary expenses of the program up to a maximum of $70 per inmate per day, for
up to 150 inmates per day, or a maximum of $3,832,500 per year.  However, if the actual and
necessary expenses of the program were less than  $70 per inmate per day, the State is entitled to
recover the difference.  Through November 1997, the State had paid $15.6 million on this
contract.  The original contract with DOCS covered the period September 1, 1992 through August
31, 1994.  Beginning in September 1994, the contract operated under annual extensions and more
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recently on monthly extensions.  Throughout the duration of the contract CSC billed, and DOCS
paid, a $70 per diem rate for each day an inmate resided in the program.
 
B. Results of Audit

As discussed in the following sections of the report and detailed in Exhibit A, we
determined that a $5,643 refund is due the State because some of the expenses claimed by CSC
for the 1996 calendar year were either unrelated to or unnecessary for the DOCS program; were
not allocated equitably between the BOP program, the DOCS program and a hotel operated by
CSC at the site of the two programs; or were not accurately documented by CSC.  We determined
that no refunds were due the State for the 1995 and 1997 years, because based on the allowable
expenses, the per diem rate for each of the years exceeded the maximum rate ($70) allowed under
the contract.

1. Expenses Unrelated to or Unnecessary for the State Program

During our review of CSC’s expenses, for 1996, we identified expenses charged
to the DOCS program that were either unrelated to the program or were unnecessary for the
program’s operation.  For example, CSC charged the DOCS program with $122,000 in expenses
related to CSC’s operation of a hotel at the Manhattan location.  Since the hotel was not related
to the DOCS program, we disallowed the expenses.  We also disallowed payments of $103,000
that were made to a consultant, because CSC could not provide any documentation to link this
individual’s activities to the DOCS program. 

We also disallowed about $70,000 in legal, insurance, and depreciation expenses;
political contributions; and payments for parking violations because they were unrelated to or
unnecessary for the DOCS program.  For example, included in the insurance and depreciation
expenses claimed by CSC were expenses associated with a building on East 30  Street inth

Manhattan.  Since the DOCS program did not occupy any space in this building, we disallowed
all expenses associated with this building.  In total, we disallowed $295,344 for claimed expenses
that were unrelated to or unnecessary for the DOCS program.

2. Allocation Methodology

Since the DOCS program is co-located with the BOP program, CSC allocates
certain expenses (e.g., electricity, rent, and fuel) between the two programs.  In 1996, the basis
for the allocation was the bed capacity of the two programs.  To illustrate, the DOCS program
in Manhattan had a bed capacity of 75 while the BOP program had a bed capacity of 60.
Therefore, expenses were generally allocated 55 percent to DOCS and 45 percent to BOP.
However, we believe this allocation methodology was not appropriate, because during 1996, the
BOP program frequently exceeded its capacity.  In addition, CSC operates a hotel that is co-
located with the DOCS and BOP program in Manhattan, and certain expenses incurred by CSC
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relate to the operation of the hotel.  However, CSC did not allocate any of these expenses to the
hotel during 1996. 

We examined the allocation method used by CSC in 1995 for the Manhattan
location and found that CSC allocated expenses between the BOP and DOCS programs on the
basis of actual occupancy rather than bed capacity, and also allocated a portion of the expenses
to the hotel.  The resulting allocations were 58 percent to the BOP program, 38 percent to the
DOCS program and 4 percent to the hotel.  In our opinion, the 1995 methodology more logically
distributes allocated expenses to the occupants of the building.  

CSC officials provided us with the actual occupancy data for 1996, which showed
that the DOCS program accounted for 43 percent of the occupied beds in the Manhattan location.
We therefore adjusted the 1996 expenses for the Manhattan location to reflect the DOCS
program’s 43 percent occupancy rate and allocated 4 percent of the expenses to the hotel as had
been done in 1995.  We adjusted the rent for the Manhattan location on the basis of the space
occupied (square footage) by the DOCS program, the BOP program, and the hotel.  As a result
of these changes in allocation methodology, we reduced the expenses allocated to the DOCS
program by $163,887.

3. Errors in Documentation

While reviewing documentation provided by CSC officials to support their claimed
expenses for 1996, we identified errors in posting to the books of record as well as discrepancies
between the sources of information.  We reduced claimed expenses by a net total of $3,824 as a
result of these errors and discrepancies.

4. Amount to be Refunded to the State

As summarized in Exhibit A, for the 1996 year, CSC claimed a total of $3,877,962
in contract expenses.  Since we disallowed a total of $463,055 of these expenses, the allowable
contract expenses for 1996 are $3,414,907.  Since CSC was paid a total of $3,420,550 for the
1996 year (48,865 inmate days at $70 per inmate per day), the State is due a refund of $5,643 for
that year.  

Recommendation

Recover $5,643 from Correctional Services Corporation.

Major contributors to this report were Kenneth Spitzer, Arthur Smith, Donald Hespelt,
Claude Volcy and Wayne Bolton. 

We would appreciate receiving a written response to the report recommendation within 30
days, indicating any action planned or taken to implement it.
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We wish to thank the management and staff of Correctional Services Corporation and the
Department of Correctional Services for the courtesies and cooperation extended to our auditors
during this audit.

Very truly yours,

William P. Challice
Audit Director

cc: James Slattery, Correctional Services Corporation
     Robert L. King, Division of the Budget



                                                                                                                              EXHIBIT A

CORRECTIONAL SERVICES CORPORATION
CONTRACT C-160437

SUMMARY OF EXPENSES CLAIMED, DISALLOWED, AND ALLOWED
JANUARY 1, 1996 THROUGH DECEMBER 31, 1996

                 Expenses Claimed               
Manhattan Brooklyn Total Disallowed Allowed

Salaries    $   601,663 $   656,533 $1,258,196 $   3,156 [a]$1,255,040 

Fringe Benefits 93,152 98,666 191,818 1,192 [a] 190,626 

Other Operating Expense 257,198 270,517 527,715 10,034 [a] 517,681 

Professional & Consulting 93,792 88,341 182,133 139,335 [b] 42,798 

Occupancy 593,294 320,324 913,618 269,174 [c] 644,444 

General & Administrative 277,216 180,843 458,059 40,164 [d] 417,895 

Corporate Overhead 183,995 162,428 346,423 0 346,423 

    Total $2,100,310 $1,777,652 $3,877,962 $463,055 $3,414,907

Less State Payments 3,420,550 

Refund Due the State      $       5,643 

Notes:

[a] Represents claimed expenses where we identified errors in posting to the books of record as well as
discrepancies between the sources of information.

[b] Represents claimed expenses that were unrelated to or unnecessary for the State program.

[c] Represents net difference between $124,383 of claimed expenses that were unrelated to or
unnecessary for the State program, $155,349 of claimed expenses that exceeded the allocation
methodology, and $10,558 of claimed expenses where we identified errors in posting to the books
of record as well as discrepancies between the sources of information.

[d] Represents net difference between $31,626 of claimed expenses that were unrelated to or unnecessary
for the State program, and $8,538 of claimed expenses that exceeded the allocation methodology.


