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Executive Summary
Purpose 
To determine whether the costs reported by Gateway-Longview, Inc. (Gateway) to the State 
Education Department (SED), the Office of Children and Family Services (OCFS), the Office of 
Mental Health (OMH) and the Department of Health (DOH) were properly calculated, adequately 
documented and allowable under the respective governing guidelines of these State agencies.  
This audit covered the period July 1, 2008 through June 30, 2011. 

Background 
Gateway, located in Buffalo, New York, is a not-for-profit organization that provides supportive, 
educational, housing and substitute care services for children, youth and families.  Gateway 
receives funding from multiple sources including SED, OCFS, OMH and DOH. These agencies have 
issued manuals and guidelines to provide direction on reimbursable costs. For the three fiscal 
years ended June 30, 2011, Gateway received about $68.6 million in revenue from government 
sources. 

Key Findings 
• For our audit period, we disallowed a total of nearly $2.4 million in ineligible costs, including 

costs lacking required documentation and/or sufficient details of the charges.  Gateway routinely 
entered into business transactions with companies affiliated with members of Gateway’s Board 
of Directors without competitive bidding or evidence that transactions were fair and reasonable.  
The cost of these related-party transactions totaled $7,042,903.  We disallowed $1,999,744 for 
the amounts charged to the programs.

• We also disallowed $378,946 for items such as expenses lacking documentation; expenses that 
were not program-related; and expenses for ineligible items such as food, flowers, personal 
expenses and gifts for staff. These disallowances also included $64,110 in payments for car and 
cell phone allowances for Gateway’s former Chief Executive Officer and other officials. These 
costs were inappropriate, not properly documented and/or not reimbursable.

• We also questioned certain actions involving Gateway’s Board of Directors that pertain to the 
related-party business arrangements. Based on these actions, we concluded that significant 
improvements in the Board’s conduct are needed to ensure the financial and programmatic 
integrity of Gateway’s programs in the future.  In addition, we questioned $792,704 in interest 
costs on loans to cover operating losses.

Key Recommendations 
• SED, OCFS, OMH and DOH should follow up on the inappropriate and unsupported expenses 

identified in our report, revise the reimbursement rates for Gateway and seek restitution, as 
appropriate. 

• Direct Gateway to ensure that board members avoid conflicts of interest and annually file 
written disclosures of any business involvement with Gateway or related parties. 
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Other Related Audits/Reports of Interest
Westchester School for Special Children: Compliance With the Reimbursable Cost Manual (2011-
S-41) 
Office of Children and Family Services/State Education Department: Maintenance and Tuition 
Payments to The Lake Grove School and Mountain Lake Children’s Residence (2009-S-90) 

http://osc.state.ny.us/audits/allaudits/093013/11s41.pdf
http://osc.state.ny.us/audits/allaudits/093013/11s41.pdf
http://osc.state.ny.us/audits/allaudits/093013/09s90.pdf
http://osc.state.ny.us/audits/allaudits/093013/09s90.pdf
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State of New York
Office of the State Comptroller

Division of State Government Accountability
             
December 30, 2014 
             
Dr. John B. King, Jr.     Ms. Gladys Carrion, Esq. 
Commissioner      Commissioner
NYS Education Department    Office of Children and Family Services
State Education Building - Room 125   52 Washington Street 
89 Washington Avenue    Rensselaer, NY 12144
Albany, NY 12234

Mr. John V. Tauriello     Howard Zucker, M.D., J.D.
Acting Commissioner     Acting Commissioner
Office of Mental Health    Department of Health
44 Holland Avenue     Corning Office Building
Albany, NY 12229     Empire State Plaza
       Albany, NY 12237
Ms. Carolyn DeFranco
President/CEO
Gateway-Longview, Inc.
10 Symphony Circle
Buffalo, NY 14201

Dear Dr. King, Ms. Carrion, Mr. Tauriello, Dr. Zucker and Ms. DeFranco:  

The Office of the State Comptroller is committed to 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 intended to 
safeguard assets. 

Following is a report of our audit of the expenses submitted by Gateway-Longview, Inc. to the  
State Education Department, the Office of Children and Family Services, the Office of Mental 
Health, and the Department of Health (for the purposes of determining reimbursement amounts 
for the programs these agencies support) entitled Cost Reporting of Programs Operated by 
Gateway-Longview, Inc.  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.
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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 
Gateway-Longview, Inc. (Gateway), located in Buffalo, New York, is a not-for-profit organization 
that provides supportive, educational, housing and substitute care services for children, youth and 
families who are deemed to be in need of such services.  Gateway provides special educational 
services to school-age and pre-school children between 3 and 21 years of age.  This includes a 
residential educational program for school-age children.

Gateway receives funding from multiple sources, including the State Education Department 
(SED), the Office of Children and Family Services (OCFS), the Office of Mental Health (OMH) 
and the Department of Health (DOH).  SED and OMH require providers to report their income 
and expenses on Consolidated Fiscal Reports (CFRs), while OCFS requires its providers to report 
similar information on Statewide Standards of Payment reports (SSOPs).  SED, OCFS and OMH 
review the income and expenses reported on the CFRs and SSOPs and use this data to determine 
the funding levels for the programs they support.  For DOH, Gateway is required to submit claims 
to be reimbursed for meals served in its day care programs.  SED, OCFS, OMH and DOH have 
issued manuals and guidelines to provide direction on reimbursable costs.  For the three fiscal 
years ended June 30, 2011, Gateway received about $68.6 million in revenue from government 
sources. 

As of March 15, 2012, Gateway had 28 members on its Board of Directors.  During 2013 there was 
significant change in the management structure of Gateway as both the Chief Executive Officer 
(CEO) and Chief Financial Officer (CFO) left Gateway.
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Audit Findings and Recommendations 
We disallowed about $2.4 million in ineligible expenses, many of which lacked required 
supporting documentation.  Further, Gateway routinely entered into business transactions with 
companies affiliated with its board members or a member of the Gateway-Longview Foundation 
board. Gateway officials acknowledged that some of these business arrangements were not 
competitively procured, and for others, they were unable to provide documentation of competitive 
procurement.  Further, Gateway’s management did not provide contemporaneous documentary 
evidence these related-party transactions were fair, reasonable and at or below market rates.  In 
total, we disallowed $1,999,744 for these related-party transactions. 

In addition, we disallowed $378,946 for items such as expenses lacking documentation; expenses 
that were not program-related; and expenses for ineligible items such as food, flowers, personal 
expenses and gifts for staff. These disallowances also included $64,110 in payments for car and 
cell phone allowances for Gateway’s former Chief Executive Officer and other officials.   These 
costs were inappropriate, not properly documented and/or not reimbursable. 

Also, we questioned certain actions involving Gateway’s Board of Directors. These actions pertain 
to the aforementioned related-party business arrangements.  In addition, we questioned $792,704 
in interest costs on loans to cover operating losses.

Ineligible Costs Pertaining to Related-Party Transactions

Each of the State oversight agencies has established guidance regarding the documentation 
required to support costs claimed for rate-setting and reimbursement.  Such documentation must 
show that claimed costs were reasonable, necessary, most economical and otherwise eligible 
for reimbursement. The required documentation includes billing records, such as receipts and 
invoices. OCFS and OMH require agencies to maintain such documentation for at least six years, 
and SED requires documentation be maintained for seven years. Gateway was responsible for 
maintaining adequate documentation to support its claimed costs.

In addition, SED’s Reimbursable Cost Manual includes the “Statement on the Governance Role 
of a Trustee or Board Member,” published by the State Board of Regents. According to the 
Statement on Governance, “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.” 
Also, per OCFS regulations, no member of the governing board of an agency or any of its advisory 
bodies may engage, directly or indirectly, in any business or activity which is in substantial conflict 
with the proper discharge of his duties as a member of such governing board or advisory body.

Nonetheless, Gateway routinely entered into business arrangements with companies affiliated 
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with Gateway Board members. In fact, we identified 14 material business arrangements with 12 
Board-affiliated companies (related to 10 different Board members) during our three-year audit 
period.  These arrangements included new construction and renovation projects, legal services, 
information technology, cleaning, maintenance and staffing as well as various types of goods 
and services.  The cost of the related-party transactions totaled about $7 million.  We disallowed 
$1,999,744 for the ineligible amounts charged to the programs we examined.  

These transactions lacked adequate supporting documentation. Specifically, required payment-
related documents (such as invoices/receipts) were not available, or the available documentation 
lacked required details of the goods or services provided.  In addition, there was generally little 
or no evidence of competitive procurement. In response to our preliminary findings, Gateway 
officials admitted they had internal control weaknesses and indicated they needed to strengthen 
their record-keeping protocols.  Several examples of the major transactions in question are 
presented in the following narratives.

Payments to Businesses Affiliated With Board Member I   

Gateway awarded four contracts, totaling about $5 million, to companies affiliated with this 
Gateway Board member.  This included three contracts, with a total cost of about $4.7 million, 
with Savarino Construction Corporation (Savarino), for which the member is President and CEO.  
One contract was for the construction of a new Residential Youth Facility, and the other two 
contracts were for renovations to existing buildings.  Also, one of the renovations required formal 
prior approval from SED; however, Gateway did not apply for nor receive such approval.  

SED requires agencies to maintain bidding documentation, and requires entities to demonstrate 
that their contractors were the most economical and/or appropriate.  In addition, the IRS requires 
certain tax-exempt organizations to file annually Form 990, which includes information on an 
entity’s mission, programs and finances. Gateway must file a Form 990. On Gateway’s Form 990, 
officials stated that the contracts with Savarino were competitively bid. However, Gateway was 
unable to provide documentation showing it competitively bid any of the three construction 
contracts in question.  Thus, Gateway officials had little assurance that the contracts were fair, 
reasonable and at (or below) market value.

For one project, Gateway did provide us with a formal agreement which required Savarino to 
provide Gateway with all project development and preconstruction services at no initial cost. 
In exchange, if the project proceeded to construction, Gateway agreed Savarino would be the 
project’s Contractor or Construction Manager and the costs would be part of the contract price. 
We believe this arrangement obligated Gateway to contract with Savarino and explains why there 
was no evidence of competitive bidding for the project. Subsequently, Gateway used Savarino’s 
existing presence on site as justification for not bidding one of the renovation projects.  Moreover, 
for each of the three projects, Gateway was required to maintain adequate documentation and 
records necessary to certify the nature and extent of the costs claimed for reimbursement. 
However, Gateway lacked the required documentation for the projects in question.  Consequently, 
we disallowed costs totaling $194,839 that Gateway claimed for these projects.
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In November 2007, Gateway awarded a no-bid contract for speech-language therapy services to 
the Buffalo Hearing and Speech Center (Center).  The Board member is the former board chairman 
of the Center and is the founding board chairman of the Center’s Foundation.  According to 
Gateway officials, an internal therapist resigned in 2007, and Gateway was unable to find a suitable 
replacement.  Consequently, Gateway entered into a “short-term” contract with the Center to 
provide certain mandated services.  Although intended for short-term use, Gateway continued 
to obtain services under this contract into 2012. Further, Gateway did not competitively bid this 
service until May 2012. 

To be claimed for reimbursement, the State requires special education providers to adequately 
document costs incurred for the use of consultants.  Specifically, such costs should be supported 
by invoices which detail the date and duration of the services provided, as well as the identities of 
the students to whom the services were rendered. The Center’s bills, however, lacked the required 
information, and therefore the related Gateway payments were not adequately supported.  Thus, 
we disallowed the $255,775 in payments made to the Center which Gateway claimed during our 
audit period.

Payments to a Business Affiliated With a Gateway-Longview Foundation 
Board Member 

The owner operator of DVS Group/Amalgamated (or DVS group) was a board member of the 
Gateway-Longview Foundation during our audit period.  Gateway paid DVS Group $941,532 
for cleaning services during that period.  Gateway officials told us that the contract for cleaning 
services was bid. However, officials were unable to provide any documentation of competitive 
procurement and told us the documentation had been discarded. The only bid officials provided 
was a 2007 proposal from DVS Group.  Moreover, because of the absence of documentation 
of competitive procurement, Gateway was unable to justify that the DVS Group was the most 
economical and appropriate available for the particular service provided, as otherwise required. 
Further, supporting documentation sometimes did not include details of the services/supplies 
provided by location. Therefore, we disallowed the $941,532 paid to the DVS Group.   

Payments to Businesses Affiliated With Board Member II 

This Board member was a partner in Consilium1 and AP/Advantage Professionals during our audit 
period.  During that period, Gateway claimed costs totaling $252,080 for payments to Consilium1 
and AP/Advantage Professionals.  Gateway hired Consilium1 to review its computer network 
environment/infrastructure, to provide and implement system design recommendations and 
to provide support services. According to Gateway’s IRS 990s, “Fees for services are based on 
competitive market rates.” Gateway also leased computer equipment from Consilium1.  Although 
Gateway officials told us that these contracts were competitively bid, they were unable to provide 
adequate documentation of proper competitive procurement. In addition, Gateway was unable 
to provide documentation for significant phases (planning and implementation)  of this project.  
Gateway also contracted with AP/Advantage Professionals, a firm that provides temporary staff 
and permanent employees for fees. According to Gateway’s former CFO, each time Gateway 



2012-S-17

Division of State Government Accountability 10

would need temporary or permanent staff, they would contact other staffing firms (in addition 
to AP/Advantage Professionals) to obtain the best price. However, the CFO did not provide any 
documentation that this occurred during our audit period.

Because of the absence of documentation of competitive procurement, Gateway was unable 
to justify that Consilium1 and AP/Advantage Professionals were the most economical and 
appropriate sources available for the particular services provided.  Further, there was insufficient 
documentation of the services billed, including a lack of details of the dates and hours of service 
provided. Therefore, we disallowed the $252,080 in payments to Consilium1 and AP/Advantage 
Professionals.

In addition to the aforementioned related-party business arrangements, seven other Gateway 
Board members were affiliated with businesses that received payments from Gateway during 
our audit period. Gateway claimed a considerable portion of the costs associated with these 
payments in their financial reports to the State.  A detailed summary of all the related-party 
business transactions we disallowed is included in Exhibit B.  

Other Ineligible Costs 

We further identified $378,946 in other ineligible costs claimed by Gateway.  Among a range 
of ineligible costs, we found expenditures lacking required supporting documentation, personal 
expenses and expenses that were ineligible for reimbursement and/or not program-related.  
Specifically, the disallowances included: 

• $199,395 in expenditures that lacked the required supporting documentation.  Claimed 
program costs must be properly documented, including invoices, receipts and canceled 
checks.  For many of the expenses that Gateway claimed, officials were unable to provide 
required supporting documentation.

• $64,110 for items for the personal benefit of certain employees. Personal expenses are 
not eligible for reimbursement, and often such costs were not properly documented. 
Specifically, the former CEO received personal benefits totaling $39,138. Included in this 
total was a $600 monthly allowance for the purchase or lease of a vehicle, a cell phone 
allowance and reimbursement for membership fees to private social clubs. Other Gateway 
officials received benefits totaling $24,972. This includes an employee’s commuting costs 
totaling $16,252. According to New York State travel guidelines, normal travel between an 
employee’s home and his/her official work station is not reimbursable.  In addition, nine 
other employees received cell phone allowances. These employees did not maintain the 
required documentation to support the business use of their phones, and as such, we 
disallowed the related costs.

• $59,278 in expenditures for expenses which are not permissible per the formal guidance 
of State oversight authorities.  Among the claimed costs were payments for food, flowers, 
personal expenses and gifts for staff, all of which are prohibited.

• $56,163 for expenditures which were not program-related. Costs will be considered for 
reimbursement provided they are reasonable, necessary and program-related.  However, 
Gateway spent $40,599 on public relations expenses, including printing of newsletters and 
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fees to attend a public relations event that included “open bar, elaborate food stations 
and award presentations.”  Gateway also spent $2,830 on fund-raising events.  Because 
many of these items benefitted the Gateway Foundation or were for fund raising, Gateway 
officials agreed that many of these items were not reimbursable. 

In addition, we questioned $792,704 in interest costs for a $4.5 million loan Gateway obtained 
to address cash shortfalls resulting from operating losses. The operating losses occurred at 
least in part because Gateway routinely incurred costs that exceeded thresholds (cost screens) 
established by State oversight agencies for their rate-setting processes.  The interest costs 
associated with these loans were allocated across all programs.  The loan and associated interest 
costs in question were necessary to offset these operating losses.  To allow costs of this nature 
minimizes the impact of the cost screen process, and as such, we question whether such costs 
should be allowed.  Gateway also had a $1.2 million line of credit, which they used to offset short-
term revenue shortfalls.  The existence of this line of credit further caused us to question the 
$792,704 in interest costs associated with the $4.5 million loan. 

Board Governance

In addition to the disallowances that we identified, we questioned certain actions involving 
Gateway’s Board of Directors that pertain to the aforementioned related-party business 
arrangements. Based on these actions, we concluded that significant improvements in the Board’s 
conduct are needed to ensure the financial and programmatic integrity of Gateway’s programs in 
the future.     

Related-Party Business Transactions

Control environment is the attitude toward internal controls and control consciousness established 
and maintained by the management of an organization and its employees.  It is a product of 
management’s philosophy, style and supportive attitude, as well as the competence, ethical 
values, integrity and morale of the people in the organization.  Organizational structure and 
accountability relationships are key factors in the control environment.  Gateway’s 28-member 
Board is responsible for the overall direction of Gateway and has a fiduciary responsibility to 
exercise due care and diligence in safeguarding the organization’s assets.  In addition, Board 
members must avoid conflicts of interest and acts of self-dealing.

Further, the Attorney General’s Office issued a booklet entitled “Right From the Start: 
Responsibilities of Directors of Not-for-Profit Corporations,” which provides guidance to boards 
of directors in regard to their fiduciary responsibilities.  Specifically, it states “directors must act 
in ‘good faith’ using the ‘degree of diligence, care and skill’ which prudent people would use in 
similar positions and under similar circumstances.”  In addition, “Directors are charged with the 
duty to act in the interest of the corporation” and “should avoid transactions in which they or 
their family members benefit personally.”  Also, as noted previously, SED’s “Statement on the 
Governance Role of a Trustee or Board Member” states that Board members should not have any 
personal or business interests that may conflict with their responsibilities to the institution.
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Nonetheless, Gateway’s Board of Directors did not exercise due care and diligence in performing 
their fiduciary responsibilities.  As noted previously, Gateway routinely entered into business 
arrangements with companies affiliated with Board members and a member of the Gateway 
Foundation Board.  During our three-year audit period, Gateway had 14 significant business 
arrangements with 12 companies represented by 10 Gateway or Gateway Foundation Board 
members (see Exhibit B).  

Despite the guidance provided by SED and the Attorney General, Gateway’s bylaws do not 
prohibit business arrangements with related parties. In fact, the bylaws allow them.  Further, 
Gateway’s bylaws state that Board members who have business transactions with Gateway must 
disclose such transactions and demonstrate that they are fair, reasonable and authorized by 
the Board. However, we could not verify that Gateway’s Board formally approved several of the 
contracts in question.  According to Gateway officials, there was no specific threshold (dollar 
amount) at which formal Board approval of a contract was required.  Thus, it was unclear when 
contracts were subject to Board approval, and therefore, certain contracts were not submitted 
for approval. Further, the bylaws require such arrangements to be at or below market value.  
However, Gateway maintained no documentation, contemporaneous with the contracts and 
Gateway’s related payments, to demonstrate that the arrangements were fair and reasonable 
and that the goods and services were provided at or below market value.       

Recommendations 

To SED, OCFS, OMH and DOH: 

1. Follow up on the inappropriate and unsupported expenses identified in our report, revise the 
reimbursement rates for Gateway and seek restitution, as appropriate.  In addition, review the 
questionable interest costs identified and determine if these costs are reimbursable.

2. For the years subsequent to our audit scope, determine if the matters addressed in this report 
also impact the related Gateway financial reports. Adjust the financial reports as appropriate 
and determine the corresponding impact on Gateway’s reimbursement rates. 

3. Direct Gateway to ensure that board members avoid conflicts of interest and annually file 
written disclosures of any business involvement with Gateway or related parties.

4. Take steps to ensure Gateway’s reporting of expenses includes only those expenses that comply 
with all program guidelines and requirements.

To Gateway: 

5. Ensure that Board members avoid conflicts of interest and annually file written disclosures of 
any business involvement with Gateway or related parties.

6. Modify the bylaws to ensure the Board of Directors formally approves all contracts at or above 
a specified dollar threshold and that these decisions are adequately documented. Ensure 
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the Board is provided with sufficient information and analysis to make informed decisions 
regarding such contracts.  

7. Ensure that reporting of reimbursable expenses complies with all prescribed program guidelines 
and requirements.  At a minimum this should include maintaining supporting documentation 
for claimed expenses as well as documentation to support competitive bidding efforts.

Audit Scope and Methodology 
We audited the costs reported by Gateway to SED, OCFS, OMH and DOH for the three fiscal 
years ended June 30, 2011.  The objective of our audit was to determine whether the costs were 
properly calculated, adequately documented and allowable under their respective governing 
guidelines.  

To accomplish our objective, we reviewed applicable laws, regulations, policies and procedures, 
and we interviewed pertinent SED, OCFS, OMH, DOH and Gateway officials and staff.  We reviewed 
Gateway’s accounting records, CFRs, SSOPs and audited financial statements for our audit period. 
We also assessed the internal controls related to the procurement of goods and services for 
the programs Gateway operated, and performed certain tests to assess the sufficiency of these 
controls for the three years ended June 30, 2011.  To complete our audit work, we reviewed 
supporting documentation for selected expenditures and made a determination of whether the 
costs complied with the applicable written program provisions.  Our initial audit work indicated 
that Gateway routinely entered into business arrangements with Board members; consequently, 
we performed additional testing in this area. 

We conducted our 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 
objective.  We believe that the evidence obtained provides a reasonable basis for our findings 
and conclusions based on our audit objective. 

In addition to being the State Auditor, the Comptroller performs certain other constitutionally and 
statutorily mandated duties as the chief fiscal officer of New York State.  These include operating 
the State’s accounting system; preparing the State’s financial statements; and approving State 
contracts, refunds and other payments.  In addition, the Comptroller appoints members (some 
of whom have minority voting rights) to certain boards, commissions and public authorities.  
These duties may be considered management functions for purposes of evaluating organizational 
independence under generally accepted government auditing standards.  In our opinion, these 
functions do not affect our ability to conduct independent audits of program performance. 
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Authority 
The audit was performed pursuant to the State Comptroller’s authority as set forth in Article V, 
Section 1 of the State Constitution and Article II, Section 8 of the State Finance Law. 

Reporting Requirements 
We provided a draft copy of this report to Gateway, SED, OCFS, OMH and DOH officials for their 
review and formal comment. We considered their comments in preparing this report and have 
included them at the end of it. In their responses, SED and OMH officials agreed with the audit 
recommendations and indicated the actions they will take to address them. OCFS officials stated 
they will review the audit disallowances and act on the recommendations accordingly, and DOH 
officials concluded the audit findings did not impact the DOH program that Gateway participates 
in. 

Gateway officials generally disagreed with our audit findings. However, officials also indicated 
they made significant changes, under a new management team, to strengthen internal controls 
and protocols to help ensure enhanced accountability and protection of the public trust. Based 
on Gateway’s response to the draft report, we revised or deleted certain issues in preparing this 
final report.  In addition, Gateway provided extensive attachments with its response. We did not 
append those attachments to the final report; however, the attachments will be maintained on 
file at the Office of the State Comptroller. 
 
Our rejoinders to certain Gateway, SED, OCFS, OMH and DOH comments are included in the 
report’s State Comptroller’s Comments.  

Within 90 days after final release of this report, as required by Section 170 of the Executive 
Law, the Commissioners of SED, OCFS, OMH and DOH 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 Gateway officials to 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 A
Gateway-Longview, Inc. 

Schedule of Submitted, Disallowed and Allowed Program Costs  
For the Three Fiscal Years July 1, 2008 Through June 30, 2011 

 

Program Costs 
Amount Per 

CFR 
Amount 

Disallowed 
Amount 
Allowed 

Applicable 
Requirements 
(See Notes to 

Exhibit) 

Personal Services $36,227,957 $0  $36,227,957  

Fringe Benefits (includes leave) $10,209,417 $10,510 $10,198,907 A, L-N, P-U, X-Z   

Other-Than-Personal-Service $13,326,330 $1,385,064 $11,941,266 
A, G, I, J, L-N, Q-
X, Z, AA-AC, AE 

Equipment $664,720 $20,979 $643,741 L-N, Q-U, X 

Property $3,157,142 $207,572 $2,949,570 L-O, Q-U, X 

     Sub Total $63,585,566  $1,624,125 $61,961,441  
       

Administration $7,348,427  $754,565 $6,593,862 A-N, Q-W, AA-AI 
      

Total Program Costs $70,933,993  $2,378,690 $68,555,303   
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Notes to Exhibit A
The Notes shown below refer to specific sections of the Reimbursable Cost Manual (RCM 
Manual), Part 200 of the Regulations of the Commissioner of Education, OCFS Administrative 
Directive: 06-OCFS-ADM-02 - Model Contract for Purchase of Foster Care Services, OCFS’ 
Statewide Standards of Payment Program Manual (SSOP Manual), Parts 427.5 and 441.3 of the 
Regulations of the Commissioner of Social Services, Parts 552.5 and 578 of the Regulations of the 
Commissioner of Mental Health, Appendix X of the Consolidated Budget and Claiming Manual, 
and the Travel Manual maintained by the Office of the State Comptroller, 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, OCFS, OMH and 
Gateway officials during the course of the audit.

A. RCM, Section I (08-09), Section II (09-10 and 10-11) - Costs will be considered for 
reimbursement provided such costs are reasonable, necessary, and directly related to the 
education program and are sufficiently documented. 

B. RCM, Section I.3.A (08-09), Section II.3.A (09-10 and 10-11) - Advertising costs for the 
purpose of recruiting students into programs or soliciting fund raising monies or donations 
are not reimbursable and remain nonallowable in the calculation of tuition rates.

C. RCM, Section I.14.A.7 (08-09), Section II.14.A.6 (09-10 and 10-11) - Expenses of a personal 
nature, such as a residence or personal use of a car, known as perquisites (or perks), are 
not reimbursable.  When costs are disallowed because they are of a personal nature, 
providers should inform the employee(s) in writing, that the employee(s) must refund the 
disallowed costs to the provider within a date certain.  If the employee(s) fails to do so, the 
amount should be recovered through a reduction in compensation.

D. RCM, Section I.21.A (08-09), Section II.21.A (09-10 and 10-11) - 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. 

E. RCM, Section I.21.B (08-09), Section II.21.B (09-10 and 10-11) -  All personal expenses, 
such as personal travel expenses, laundry charges, beverage charges, gift certificates to 
staff and vendors, 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.

F. RCM, Section I.22 (08-09), Section II.22 (09-10 and 10-11) - Costs resulting from violations 
of, or failure by, the entity to comply with Federal, State, and/or local laws and regulations, 
are not reimbursable.

G. RCM, Section I.30.3 (08-09), Section II.30.C (09-10 and 10-11) - Costs for food, beverages, 
entertainment and other related costs for meetings, including Board meetings, are not 
reimbursable.

H. RCM, Section I.37 (08-09), Section II.37 (09-10 and 10-11) - Costs of the school's 
membership in civic, business, technical, and professional organizations are reimbursable 
subject to the following restrictions:

a. The benefit from the membership is related to Article 81 and/or Article 89 programs.
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b. The cost of membership is reasonably commensurate to the value of the services 
or benefits received.

c. The expenditure is not for membership in an organization whose primary purpose 
is to influence legislation.

I. RCM, Section I.55.A (08-09), Section II.55.A (09-10 and 10-11) - Costs incurred for 
telephone service, local and long distance telephone calls, electronic facsimiles (FAX) and 
charges for cellular telephones, etc., are reimbursable provided that: (1) They pertain to 
the special education program; and (2) 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.

J. RCM, Section I.55.B (08-09), Section II.55.B (09-10 and 10-11) - Long distance telephone 
charges and all cell phone charges that are not properly documented will not be reimbursed.

K. RCM, Section I.57 (08-09), Section II.57 (09-10 and 10-11) - Travel costs include costs of 
transportation, lodging and subsistence incurred by employees in travel status on official 
school business.  Reimbursement for such travel costs shall be consistent with Bulletins 
issued by the N.Y.S. Division of the Budget and the Office of the State Comptroller. 
 
RCM, Section II.A (08-09), Section III.1 (09-10 and 10-11) - Costs will not be reimbursable 
on field audit without appropriate written documentation of costs. Documentation 
includes but is not limited to:

L. RCM, Section II.A.3 (08-09), Section III.1.C.2 (09-10 and 10-11) - 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, the fee per 
hour, and the total amount charged.  In addition, when direct care services are provided, 
the documentation must indicate the names of students served, the actual dates of service 
and the number of hours of service to each child on each date. 

M. RCM, Section II.A.3 (08-09), Section III.1.C.3 (09-10 and 10-11) - Requests for proposals 
(RFP) or other bidding documentation must be kept on file by the entities operating the 
program.  The entity will need to justify that the consultant hired was the most economical 
and/or appropriate available for a particular service.

N. RCM, Section II.A.4 (08-09), RCM, Section III.1.D (09-10 and 10-11) - 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. When applicable, competitive bidding practices should be used in 
conformance with the School Business Management-Handbook Number 5. 

O. RCM, Appendix D.I.A (08-09 – 10-11) - All applications for capital projects must be put in 
writing to their VESID Special Education and Quality Assurance Office and the Rate Setting 
Unit.  The application must include line drawings of existing and proposed facilities with 
square footages listed for each room, cost estimates that include all estimated construction 
and incidental costs, current enrollment data and student staffing ratios.  Additionally, 
documentation of health/safety issues or violations, building code non-compliance, 
and/or non-compliance with accessibility requirements must be provided to justify the 
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need for the proposed project. Project plans will be reviewed by the RSU, VESID Special 
Education and Quality Assurance Office and the Office of Facilities Planning.  The agency 
will be notified in writing of the capital project cost that is approved by the New York State 
Division of the Budget and will be considered for reimbursement in future tuition rates. 

P. 8 NYCRR 200.9 (e)(i)(a)(1) (08-09 – 10-11) - Private providers and special act school 
districts shall submit the New York State Consolidated Fiscal Report certified by a licensed 
or certified public accountant independent of the program's operation.

Q. 8 NYCRR 200.9 (d) (3) Programs shall retain all pertinent accounting, allocation and 
enrollment/attendance records for a period of seven years following the end of each 
reporting year. Information relating to the acquisition of fixed assets, equipment, land 
or building improvements and any related financing arrangements and grants must be 
retained as long as the facility is used by any educational program the provider operates 
if this period exceeds seven years.

R. 06-OCFS-ADM-02, Section VII (08-09 – 10-11) - The Agency and its subcontractor(s) 
agree to retain all books, records and other documents relevant to this Agreement for 
six (6) years after the Agency receives final payment for the services to which they relate, 
during which time authorized county, State and/or federal auditors will be provided 
with full access to and the right to examine the same. In addition, the Agency and its 
subcontractor(s) must make available, upon written request, this Agreement, and books, 
documents, papers and records of the Agency or subcontractor(s) that are necessary 
to certify the nature and extent of such costs involved, to the Secretary of the United 
States Department of Health and Human Services, or upon request, to the New York State 
Office of the State Comptroller, New York Attorney General’s Office, or any of their duly 
authorized representatives.

S. 06-OCFS-ADM-02, Section VIII (08-09 – 10-11)  - The agency covenants and agrees that 
neither it nor any of its directors, officers, members, or employees has any interest, nor 
will they acquire any interest, directly or indirectly, which would substantially or adversely 
conflict in any manner or degree with the Agency’s performance of this Agreement.  The 
names and addresses of the members of the Board of Directors of the Agency is to be 
annexed to this Agreement.

T. SSOP, Chapter 4.A.c (08-09 – 10-11) - The amount of State reimbursement shall be 
available up to the maximum State aid rate established for each program, for costs deemed 
reasonable by the Department.

U. SSOP, Chapter 4.C.14 (08-09 – 10-11) - Allowable expenses are those expenses related to 
the care, maintenance and services provided to the child in a program.

V. SSOP, Chapter 4.C.14 (08-09 – 10-11) – Non-allowable expenses are those expenses not 
related to the provision care, maintenance and services.  Examples of non-allowable 
expenses include special research or demonstration projects for public or private 
organizations.  Fund raising expenses and investment counseling fees are non-allowable 
and are reported in the non-MSAR programs.

W. SSOP, Chapter 4.C.14.10 (08-09 – 10-11) - Payments for retreats for religious staff are non-
allowable.

X. 18 NYCRR 441.3 (a)(3) (08-09 – 10-11) - No member of the governing board of an agency 
or any of its advisory bodies may engage, directly or indirectly, in any business or activity 
which is in substantial conflict with the proper discharge of his duties as a member of such 
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governing board or advisory body.
Y. 18 NYCRR 427.5 (a) (08-09 – 10-11) - Each authorized agency shall submit to the 

department for each institution, group residence, group home program, agency boarding 
home program and family foster boarding home program and approved school for the 
handicapped, an income and expenditure report for the past fiscal period, including a 
program description and any supplemental reports in whatever form specified by the 
department.

Z. SSOP Chapter 4 (08-09 – 10-11) – As of August 2006, Standards of Payment Submissions 
will only be accepted electronically via the Statewide Standards of Payment (SSOP) 
application. 

AA. 14 NYCRR 552.5 (a) (08-09 – 10-11) - All fiscal, statistical and programmatic records and 
reports and all underlying books, records, documentation and reports which formed the 
basis for the provider of service's fiscal, statistical and programmatic reports are subject 
to audit including records of a related party or holding company. Such information must 
be kept and maintained by the provider of service for a period of not less than six years 
of filing of the fiscal, statistical or programmatic report, or the date such records were 
required to be filed.

AB. 14 NYCRR 578.4 (a) (08-09 – 10-11) - To be allowable, costs must be reasonable and must 
relate to patient care.

AC. 14 NYCRR 578.5 (a) (08-09 – 10-11) - Each residential treatment facility shall maintain 
records, and shall prepare and submit to the commissioner financial and statistical reports 
in accordance with the requirements of the commissioner. (c) All reports required to be 
prepared and submitted to the commissioner: (2) shall be certified by an independent 
certified public accountant or an independent licensed public accountant and the operator 
or director of the residential treatment facility.

AD. 14 NYCRR 578.14 (a) (08-09 – 10-11) - To be considered as allowable in determining the 
rate of payment, costs must be properly chargeable to necessary resident care rendered 
in accordance with the requirements of Part 584 of this Title and any applicable codes, 
rules, regulations and laws pursuant to title XIX of the Social Security Act.  The allowability 
of costs shall be determined in accordance with the following:

• (h) Allowable costs shall not include costs which principally afford entertainment 
or amusement to owners, operators or employees.

• (i) Allowable costs shall not include any interest charged or penalty imposed by 
governmental agencies or courts, nor the costs of policies obtained solely to insure 
against the imposition of such a penalty.

• (j) Allowable costs shall not include the direct or indirect costs of advertising, 
public relations and promotion except in those instances where the costs are 
specifically related to the operation of the residential treatment facility and not 
for the purpose of attracting residents.

AE. Appendix X (#8) (08-09 – 10-11) - Costs applicable to services, facilities, and supplies 
furnished to the provider by organizations related to the provider by common ownership 
or control are excluded from allowable cost of the provider if it exceeds the cost to the 
related organization.  Therefore, such cost must not exceed the lower of actual cost to the 
related organization or the price of comparable services, facilities or supplies that could 
be purchased elsewhere.
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AF. Travel Manual: General Guidelines: Employees are in travel status when they are more 
than 35 miles from both their official station and their home. 

AG. Travel Manual: General Guidelines: Travel between the employee’s home and official 
station is considered commuting and is not reimbursable. 

AH. Travel Manual: Reimbursement Allowances: Travelers may be reimbursed for breakfast 
and/or dinner for day trips based on departure and return times.  Travelers are entitled to 
reimbursement for breakfast if they have to leave at least one hour before their normal 
work start time, and/or for dinner if they return at least two hours later than their normal 
work ending time. 

AI. Travel Manual: Reimbursement Allowances: Travelers without meal receipts are 
reimbursed $5.00 for breakfast and/or $12.00 for dinner.  Travelers with meal receipts 
are reimbursed up to the maximum amount of the meal per diem allowance (Method 2) 
specified for the particular area of travel.  The meal per diem allowance is apportioned for 
breakfast and dinner.
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Agency Comments - Gateway-Longview, Inc.
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* See State Comptroller’s Comments on Page 50.
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Agency Comments - Office of Mental Health
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Agency Comments - Department of Health
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State Comptroller’s Comments
1. Our audit applied each State agency’s respective governing requirements to determine 

whether the costs reported by Gateway were allowable.  Further, during the audit, OSC 
staff routinely conferred with SED, OCFS, OMH and DOH officials to obtain confirmation 
of the pertinent audit-related matters. Consequently, we maintain that our conclusions 
regarding the issues we disclosed in this report are correct. In their responses to our draft 
audit report, State agency officials indicated they would review our findings and take 
corrective action as appropriate.  

2. We are pleased to see that Gateway officials have taken actions to address the internal 
control and board governance issues we identified during the audit. We anticipate the 
actions will improve Gateway’s ability to ensure the financial and program integrity of the 
programs it operates.  

3. As detailed in the report, Gateway routinely entered into business arrangements with 
companies affiliated with Board members and a member of the Gateway Foundation 
Board. During our three-year audit period, Gateway had 15 significant business 
arrangements with 12 companies represented by 10 Gateway or Gateway Foundation 
Board members. We concluded Gateway’s Board of Directors did not exercise due care 
and diligence in performing their fiduciary responsibilities for several reasons, including 
(but not limited to) Gateway’s failure to provide contemporaneous documentary evidence 
that related-party transactions were fair, reasonable and at or below market rates, 
and that claimed costs were the most economical. We maintain that our presentation 
of board governance issues accurately reflects the conditions that existed at Gateway.   
 
We also commend the actions Gateway has taken to address the board governance issues 
identified by our audit. For example, taking steps to ensure related-party transactions 
comport with applicable rules regarding conflicts of interest, disclosure and competitive 
bidding should enhance Gateway’s ability to comply with program funding requirements. 

4. Our audit applied the respective governing guidelines, including the Reimbursable Cost 
Manual, to determine whether costs reported by Gateway were allowable. The audit 
findings were formulated with SED’s guidance and were based on the documentation 
Gateway provided to our auditors for examination. Consequently, we maintain there are 
no misunderstandings regarding our application of the rules that govern this program. 
Moreover, in their response to our draft audit report, SED officials agreed with our audit 
findings.

5. We did not explicitly state or otherwise imply that related-party transactions are inherently 
insidious. Rather, the audit’s findings are based on the fact that many of these transactions 
lacked the required supporting documentation to show that these business arrangements 
were fair, reasonable and at or below market rates. Gateway, in their response to this 
report, acknowledged that our audit revealed weaknesses in their internal controls and 
board governance. This report is reflective of the deficiencies that existed at Gateway.

6. The audit’s conclusions regarding Gateway’s IRS 990 filings are accurate. Contrary to 
Gateway’s assertions, we did not raise concerns about Gateway’s compliance with IRS 990 
disclosure requirements. Instead, our report states that although Gateway noted in its 
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990 filings that its contracts with the Savarino Construction Corporation (Savarino) were 
competitively bid, Gateway was unable to provide documentation supporting competitive 
bidding for any of these contracts.  Gateway has not disputed this point.

7. We did not substitute our own judgments of propriety for that of DASNY. Although 
Gateway used DASNY to obtain capital funding for its CAB project, that arrangement 
did not obviate Gateway from complying with the requirements set forth by OCFS, the 
State oversight authority in this instance. Specifically, Gateway was required to maintain 
adequate documentation and records necessary to certify the nature and extent of the 
costs claimed for reimbursement. However, as detailed in our report, Gateway lacked the 
required documentation, and consequently, we disallowed the costs associated with this 
related-party project.

8. We acknowledge that Gateway had SED approval to operate a special education program 
at this site. However, we concluded that Gateway did not obtain the required SED prior 
approval for its capital projects. The supplemental information provided with Gateway’s 
response did not constitute SED approval for this renovation project. Further, when we 
questioned Gateway’s former CFO about SED approval, he confirmed that Gateway did 
not obtain it. Thus, absent such approval, we disallowed the costs associated with this 
project.

9. The auditors did not substitute their own judgment for that of the state agency that 
approved this project. Rather, we tested Gateway’s compliance with the applicable cost 
reporting requirements prescribed by OMH. Similar to the other projects with this related 
party, Gateway failed to provide the required documentation demonstrating the use of 
competitive bidding. As such, we disallowed the costs associated with this project.

10. As stated in our report, the Board member in question was the former board chairman of 
the Buffalo Hearing and Speech Center (Center) as well as the founding board chairman 
of the Center’s Foundation. When combined with his position on Gateway’s Board, we 
concluded that this member’s organizational stature could have influence on significant 
program and senior management decisions that are made.

11. SED’s Reimbursable Cost Manual requires the entity to justify that any consultant hired 
was the most economical and/or appropriate for a particular service. Gateway was unable 
to demonstrate that this was the case during the conduct of the audit. Supplemental 
documentation provided with Gateway’s response to our draft audit report was not 
contemporaneous to the period in time in which the services were obtained. Further, 
Gateway did not maintain the required documentation that detailed the services provided 
by this consultant. 

12. For payments to this consultant, Gateway was required to keep supporting records for at 
least six years to demonstrate that the services in question were obtained in an economical 
manner. However, Gateway indicated to us that all supporting documentation for this 
consultant had been discarded. As such, we had no basis for adjusting the disallowance 
for payments to this vendor.

13. Similar to other consultant service procurements, Gateway was required to maintain 
records supporting payments, including bidding documentation. However, Gateway had 
no documentation supporting that the services were competitively bid. Therefore, we 
disallowed the cost associated with these services.

14. For this consultant service procurement, Gateway was unable to provide the required 
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documentation of competitive procurement for two of the four vendors who bid on this 
project. Further, Gateway also did not maintain the documentation required for two key 
phases (planning and implementation) of this project. Absent the required documentation, 
we disallowed the costs associated with this project.

15. Based on the information provided by Gateway officials, we deleted the reported costs 
($25,621) for these services from our recommended audit disallowances.

16. Gateway did not provide sufficient documentation to support that any of the four related-
party law firms, used during our audit period, were obtained through a competitive 
procurement process. The supplemental documentation provided with Gateway’s 
response to our draft audit report is a compilation of the rates charged by the four firms 
in question. It does not, however, provide contemporaneous documentary evidence that 
these related-party transactions were fair, reasonable and at or below market rates.

17. Gateway officials were unable to provide the documentation required to justify that the 
selection of this related-party vendor was the most economical and appropriate for the 
services they procured. Absent proper documentation, we disallowed the cost associated 
with these services.

18. Contrary to Gateway’s assertions, each of the funding agencies requires that expenses 
incurred must be reasonable, adequately documented and related to the services provided 
to children in the program. We concluded these costs did not meet these requirements 
and, as such, we recommended they be disallowed.

19. Based on the information and documentation provided with Gateway’s response, we 
deleted this matter from the final audit report.  We note that there was no recommended 
disallowance associated with this transaction, and Gateway indicates that actions have 
been taken to address internal control and board governance matters that relate to issues 
such as this.

20. The response from Gateway included a copy of the draft audit report and other 
supplemental documentation (attachments). We did not append the draft audit report or 
the supplemental information to the final audit report. However, we have retained these 
documents on file at the Office of the State Comptroller.

21. Subsequent to the issuance of the draft audit report, we provided each of the funding 
agencies with a detailed breakdown of the disallowed expenses and questioned costs 
identified by the audit. Thus, each funding agency has the detailed information needed 
to independently assess the propriety of the costs in question and make adjustments to 
rates and/or seek restitution, as appropriate.

22. We do not state or otherwise imply that loans to obtain operating funds are inherently 
suspect. However, as detailed in the report, the $792,704 in questioned interest costs 
pertained to a $4.5 million loan Gateway obtained to address cash shortfalls resulting 
from overall program operating losses generated over the years. Moreover, the extent to 
which an agency incurs allowable loan interest costs likely reduces the amount of funding 
available to provide services directly to students or youth. As we also noted, Gateway had 
a $1.2 million line of credit during the audit period to cover short-term revenue shortfalls. 
We did not question the interest costs associated with the line of credit. 

23. The interest cost ($792,704) that Gateway incurred on the $4.5 million loan was not directly 
charged to any one particular program. Instead, the interest expense was apportioned 
to multiple programs through Gateway’s cost allocation process. Moreover, given the 
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unusual nature and materiality of this interest cost, we maintain that the respective State 
oversight agencies should assess the propriety of such cost for reimbursement rate-setting 
purposes.   

24. The disallowances identified in this audit are not solely attributable to related-party 
relationships. Rather, they are primarily the result of Gateway’s inability to provide the 
required supporting documentation for the costs in question. The absence of appropriate 
documentation, and the fact that many of the costs in question pertained to companies 
affiliated with Gateway board members or a member of the Gateway-Longview Foundation 
board, resulted in disallowances of such costs. As previously noted, Gateway could not 
demonstrate that costs were fair, reasonable and at or below market rates. Nevertheless, 
we are pleased that OCFS officials will be taking action to advise Gateway of the steps 
it should take to comply with the Not-for-Profit Corporation Law and OCFS regulations 
pertaining to related-party transactions.
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