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Executive Summary
Purpose
To determine whether the costs reported by the Mill Neck Manor School for the Deaf (Mill 
Neck School) on its Consolidated Fiscal Reports (CFRs) were properly calculated, adequately 
documented, and allowable pursuant to the State Education Department’s Reimbursable Cost 
Manual (Manual).  The audit covers the two fiscal years ended June 30, 2010. 

Background
The Mill Neck School, located in Mill Neck, New York, provides special education services to pre-
school and school-age children with hearing disabilities.  Pursuant to the State Education Law,   
providers, such as the Mill Neck School, are reimbursed by the State Education Department (SED) 
based on their annual CFRs detailing program related expenses.  To be eligible for reimbursement, 
the provider’s reported expenses must comply with the guidelines contained in the Manual.  For 
the two fiscal years ended June 30, 2010, the Mill Neck School claimed approximately $16.7 
million in reimbursable expenses. 

Key Findings
We identified $282,169 in non-reimbursable costs reported on the Mill Neck School’s CFRs.  
These non-reimbursable costs include $72,505 in personal service costs, $198,911 in other-than-
personal-service costs (OTPS) and $10,753 in contracted direct care costs. For example:
• The Mill Neck School’s Executive Director, who also oversees the other entities comprising the 

Mill Neck Family of Organizations, received $338,361 in compensation for the two fiscal years 
ended June 30, 2010.  Prorating his salary based on operating expenses we determined that 
just $214,712 of this amount should have been allocated to the Mill Neck School.  We also 
found that the Mill Neck School billed SED $7,688 for accrued vacation expenses which are not 
reimbursable until they are actually paid. 

• We identified $89,500 in inappropriate depreciation expenses, and the loan interest thereon, 
associated with certain major repairs because Mill Neck School officials did not submit the 
repair proposals for preapproval by SED as required. 

• We also found $48,063 in costs claimed by the Mill Neck School that were either not related to 
the program or were unsupported. 

Key Recommendations
• SED should review the inappropriate and unsupported expenses identified by our audit and 

take action to recover such reimbursed expenses as appropriate. 
• Mill Neck School should not charge costs to the program that are not in compliance with the 

Manual.  Explain Manual requirements to staff involved in the CFR and cost reimbursement 
processes. 

Other Related Audits/Reports of Interest
Henry Viscardi School: Compliance with the Reimbursable Cost Manual (2009-S-70)
Special Education Associates: Compliance with the Reimbursable Cost Manual (2010-S-31)

http://osc.state.ny.us/audits/allaudits/093011/09s70.pdf
http://osc.state.ny.us/audits/allaudits/093012/10s31.pdf
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State of New York
Office of the State Comptroller

Division of State Government Accountability

March 14, 2013

Dr. John B. King Jr. 
Commissioner
State Education Department
State Education Building - Room 125
89 Washington Avenue
Albany, NY 12234

Dr. Mark Prowatzke
Executive Director
Mill Neck Manor School for the Deaf
40 Frost Mill Road
Mill Neck, NY 11765

Dear Dr. King and Dr. Prowatzke:

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

Following is a report of our audit of the State Education Department and Mill Neck Manor School 
for the Deaf entitled: Compliance With the Reimbursable Cost Manual.  This 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. 

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:  Frank Patone
Phone: (212) 417-5200
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
Mill Neck Manor School for the Deaf (Mill Neck School), located in Mill Neck, New York, is one of 
eleven State supported schools funded pursuant to Section 4201 of the State Education Law.  The 
Mill Neck School provides special educational services to pre-school and school-aged children 
with hearing disabilities (SED program).  About 185 students were served by the Mill Neck School 
during the 2009-10 school year. 

The Mill Neck School is part of the “Mill Neck Family of Organizations” (Mill Neck Organization) 
which is comprised of six distinct corporate entities: the Mill Neck School; Mill Neck Services, Inc.; 
Mill Neck Foundation, Inc.; Mill Neck Early Childhood Center; Mill Neck Interpreter Services; and 
Mill Neck Audiology.  The Mill Neck Organization is governed by an interlocking 12-member Board 
of Trustees.  Organizational costs not directly attributable to any particular Mill Neck entity are to 
be allocated among them based on a fair and reasonable method (e.g., operating costs, square 
footage, etc.). 

The Mill Neck School receives its State aid based upon the expenses it reports to the State 
Education Department (SED) on its annual consolidated fiscal reports (CFRs).  SED issued a 
“Reimbursable Costs Manual” (Manual) to provide guidance to providers on cost eligibility, cost 
documentation requirements, and the allocation of non-direct care costs between programs 
offered by the school.  Costs reported on the CFR must fully comply with Manual guidelines to 
qualify for SED reimbursement.  For the two fiscal years ended June 30, 2010, Mill Neck School 
claimed approximately $16.7 million in reimbursable costs.
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Audit Findings and Recommendations
Personal Service Costs

According to the Manual, personal service costs, which include all taxable salaries and fringe 
benefits paid or accrued to employees on the agency’s payroll,  must be reported on its CFR as 
either direct care costs (e.g., teachers’ salaries) or non-direct care costs (e.g., administrators’ 
salaries).  Non-direct care costs are to be allocated among all Mill Neck Organizations and school 
programs based on a fair and reasonable method.  The allocation of compensation for any individual 
who works for more than one entity must be supported by time and effort reports or equivalent 
documentation.  Further, accrued vacation and sick leave expenses are not reimbursable by SED 
until actually paid.  We identified $72,505 in personal service costs that do not comply with the 
Manual guidelines. 

The School’s Executive Director also serves as the Executive Director at the other corporate 
entities within the Mill Neck Organization.  During the two fiscal years ended June 30, 2010, the 
Executive Director was paid $338,361. Of that amount, $289,177 (85 percent) was being charged 
to the Mill Neck School, and $251,633 to the school’s SED program.  We asked Mill Neck School 
officials for the Executive Director’s time records or any other records that would indicate how 
much of his time was spent on the school versus the other Mill Neck Organizations.  Officials 
advised us that they did not have such records.   

To determine how much of the Executive Director’s compensation should have been charged 
to the Mill Neck School, we calculated the School’s operating expenses as a percentage of the 
operating expenses of all Mill Neck Organizations.  We determined that only $214,712 should 
have been charged to the school.  Using the same allocation methodology for all programs within 
the school, we further determined that only $186,816 of this amount should have been allocated 
to Mill Neck’s SED program.  The difference between what should have been charged to the SED 
program, and what was actually charged to the SED program, is $64,817.  

We also identified $7,688 in accrued vacation costs that were reported on the Mill Neck School’s 
CFRs and claimed for reimbursement even though these costs were not paid. 

Other-Than-Personal-Service Costs

According to the Manual, reported costs must be reasonable, necessary, program related, and 
properly documented to be eligible for reimbursement.  All purchases of goods and services must 
be supported by invoices that list the individual item(s) purchased, their date of purchase, and 
the date of payment.  

For the two fiscal years ended June 30, 2010, we reviewed a judgmental sample of 815 transactions 
totaling about $1.2 million.  The sample was selected from various other-than-personal-service 
(OTPS) accounts based on dollar amounts and description.  We identified $198,911 in OTPS costs 
submitted for reimbursement that did not comply with Manual guidelines.
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Depreciation and Interest Expense

The Manual allows for the reimbursement of expenses associated with facility alterations or major 
repairs provided that proposals for these capital projects are submitted to SED officials for their 
review and comment before the work begins.  The Manual also requires that, when applicable, 
competitive bidding should be used in conformity with School Business Management Handbook 
Number 5 (Handbook) guidelines.  The Handbook stipulates that competitive bidding should be 
used when purchasing materials, supplies, and equipment costing more than $10,000 annually 
($20,000 effective June 22, 2010) and public works projects valued at $20,000 ($35,000 effective 
November 12, 2009).  

During our audit period, Mill Neck School reported $106,730 in depreciation expenses.  We 
conclude that $89,500 of this amount is not reimbursable as follows: 

• $64,360 - for projects that did not solicit competitive bids and were not submitted to SED 
for prior review and comment, as required;   

• $19,498 - for interest payments relating to loans for the aforementioned projects;
• $4,286 - for assets that were not listed on the depreciation schedule; and
• $1,356 - for maintenance equipment expenses inappropriately charged to Mill Neck 

School.
  

Vehicle Expenses 

The Mill Neck School CFRs reported vehicle expenses relating to nine vehicles during the audit 
period (2010 Chrysler Town & Country, 2009 Chevy Impala, 2009 Chevy Trailblazer, 2007 Ford 
Freestar, 2007 Chevy Silverado, 2007 Chevy Pickup, 2007 Chevy Trailblazer, 2006 Dodge Dakota, 
and 1999 Chevy Dump Truck).  

The usage of vehicles charged to SED must be documented by individual vehicle logs that 
include, at a minimum: the date and time of travel, locations of departure and destination, 
mileage, business purpose of travel, and the name of the traveler.  The costs associated with 
personal usage of vehicles are not reimbursable.  We reviewed $66,572 in vehicle expenses (e.g., 
insurance, fuel, maintenance, etc.) for the audit period of which $62,725 was charged to the SED 
program.  We determined that $61,348 of the $62,725 that was charged to the SED program 
was not reimbursable primarily because Mill Neck School staff generally did not maintain the 
required vehicle logs.  In addition, where logs were maintained, they did not include the required 
information to evidence business use for any of these vehicles.  When discussing this issue with 
Mill Neck School officials, they advised us that they will establish a policy requiring logs denoting 
all required information be maintained for all vehicles. 

Other Inappropriate and Unsupported OTPS Expenses 

The Manual requires that reimbursable costs must be related to the authorized program that is  
being charged, and each cost must be supported by the appropriate purchasing documentation.  
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We identified $48,063 in costs that were not program related or were unsupported yet were 
charged to SED including:

• $11,934 in utilities, repairs/maintenance, and landscaping equipment expenses for the 
Executive Director’s (on-campus) residence; 

• $11,314 in various expenses that were not supported by the required purchasing 
documents, including expenses for staff development, supplies and materials, staff travel, 
repairs, and late payment fees;

• $7,909 in lease payments on a copy machine that should have been charged to other Mill 
Neck organizations;

• $7,409 in telephone line expenses that should have been charged to other Mill Neck 
organizations; 

• $2,499 in legal fees related to a Texas property and related oil leases; 
• $1,990 for internet services that should have been charged to other Mill Neck organizations;
• $1,767 in expenses attributable to other Mill Neck organizations, including $845 in 

software licenses and training, and $718 in water supply costs;
• $1,704 in expenses that were improperly charged to the SED program instead of allocating 

them between all school programs; and
• $1,537 in excess expenses related to the upkeep of the Mill Neck organization’s maintenance 

equipment and properties, such as the maintenance garage. 

Contracted Direct Care Costs 

Program providers often enlist the assistance of independent consultants to help them provide 
program services. All payments to such contractors must be supported by itemized invoices 
indicating the specific services they provided, the contractor’s hourly fee, and the total amount 
charged by the consultant.  When direct care services are provided, supporting documents must 
list the names of the students who were served, the actual dates of service, and the number of 
hours of service provided to each student.  During the audit period, Mill Neck School officials 
reported $61,460 in contracted direct care costs on its CFRs for the programs we reviewed.
 
We identified $10,753 in contracted care costs where payments were not in compliance with 
Manual guidelines and should not have been reimbursed.
 

Service Providers

The Mill Neck School claimed $61,460 in expenses paid to direct care service providers.  We 
determined that $10,753 of this amount was inappropriately charged to the program as follows: 

• $6,920 for additional services that were missing most, or all, of the required data: including 
the specific services actually provided; the names of the students served; the number of 
hours of service devoted to each child by date; and the contractors’ hourly fees;

• $2,898 for consultant services that were not supported by invoices; 
• $755 for services provided in a prior fiscal year;  
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• $140 in transportation costs paid to a psychologist, a former employee, who did not have 
a contract to provide services for the School; and  

• A $40 payment miscalculation. 

Recommendations

To SED:

1. Review the inappropriate and unsupported expenses identified in this report, totaling $282,169, 
and recover overpayments as appropriate.

To Mill Neck School:

2. Do not charge costs to the program that are not in compliance with the Manual.  Explain 
Manual requirements to staff involved in the CFR and cost reimbursement processes. 

Audit Scope and Methodology
We audited the propriety of, and support for, the expenses reported by Mill Neck School on its 
CFRs for the two fiscal years ended June 30, 2010. The objectives of our audit were to determine 
whether the costs reported by Mill Neck School were properly calculated, adequately documented 
and allowable pursuant to SED’s Manual. 

To accomplish our objectives, we reviewed Mill Neck School’s financial records, including audit 
documentation maintained by Mill Neck School’s independent certified public accountants.  We 
interviewed Mill Neck School officials and staff to obtain an understanding of their financial and 
business practices.  In addition, we interviewed SED officials to obtain an understanding of their 
CFRs as well as the policies and procedures contained in the Manual.  We selected a judgmental 
sample of costs reported by the Mill Neck School and reviewed supporting documentation for all 
costs submitted for the three programs in our audit scope and assessed their compliance with 
the Manual.  

We conducted our compliance audit in accordance with generally accepted government auditing 
standards. These standards require that we plan and perform the audit to obtain sufficient, 
appropriate evidence to provide a reasonable basis for our findings and conclusions based on 
our audit objectives. We believe that the evidence obtained provides a reasonable basis for our 
findings and conclusions based on our audit objectives.

In addition to being the State Auditor, the Comptroller performs certain other constitutionally and 
statutorily mandated duties as the chief fiscal officer of New York State. These include operating 
the State’s accounting system; preparing the State’s financial statements; and approving State 
contracts, refunds, and other payments. In addition, the Comptroller appoints members to 
certain boards, commissions, and public authorities, some of whom have minority voting rights. 
These duties may be considered management functions for purposes of evaluating organizational 
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independence under generally accepted government auditing standards. In our opinion, these 
management 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 SED and Mill Neck School officials for their review 
and comment.  Their comments have been considered when preparing this final report and are 
attached in their entirety at the end of this report.

SED officials responded that they agree with our findings and recommendations and intend to 
implement them as appropriate.  They have asked us for some additional information to assist 
them in this endeavor.

Conversely, Mill Neck School officials believe that some of our recommended disallowances are 
inappropriate and excessive as explained in their detailed response to this report.  We address 
those details in our State Comptroller’s Comments.

Within 90 days of the final release of this report, as required by Section 170 of the Executive 
Law; the Commissioner of Education shall report to the Governor, the State Comptroller; and the 
leaders of the Legislature and fiscal committees, advising what steps  were taken to implement the 
recommendations contained herein, and where the recommendations were not implemented, 
the reasons why.  

In addition , we request that Mill Neck School officials advise the State Comptroller of the actions 
they have taken to implement the recommendation addressed to them, and if the recommendation  
was not implemented, the reasons why.
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Division of State Government Accountability

Andrew A. SanFilippo, Executive Deputy Comptroller
518-474-4593, asanfilippo@osc.state.ny.us

Elliot Pagliaccio, Deputy Comptroller
518-473-3596, epagliaccio@osc.state.ny.us

Jerry Barber, Assistant Comptroller
518-473-0334, jbarber@osc.state.ny.us

Vision

A team of accountability experts respected for providing information that decision makers value.

Mission

To improve government operations by conducting independent audits, reviews and evaluations 
of New York State and New York City taxpayer financed programs.

Contributors to This Report

Frank Patone, Audit Director
Kenrick Sifontes, Audit Manager
Stephen Lynch, Audit Supervisor
Tania Zino, Examiner-in-Charge

Trina Clarke, Staff Examiner
Joseph Gillooly, Staff Examiner
Carole Le Mieux, Staff Examiner

Hugh Zhang, Staff Examiner

mailto:asanfilippo%40osc.state.ny.us%0D?subject=
mailto:epagliaccio%40osc.state.ny.us?subject=
mailto:jbarber%40osc.state.ny.us?subject=
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Exhibit
State Education Department 
Mill Neck School for the Deaf 

Schedule of Submitted and Allowed Program Costs 
For the Two Fiscal Years Ended June 30, 2010 

 
Program Costs Amount Per 

CFR 
Amount 

Disallowed 
Amount 
Allowed 

Notes to 
Exhibit 

Personal Services     
         Direct Care $11,855,158 $7,688 $11,847,470 B 
         Agency Administration $1,321,838 $64,817 $1,257,021 A 
Total  Personal Services $13,176,996 $72,505 $13,104,491  
     
Other-Than-Personal-Services     
         Direct Care $2,944,749 $191,996 $2,752,753 A,C,E,F 
         Agency Administration $481,821 $6,915 $474,906 A,C,E,F 
Total Other-Than-Personal-Services $3,426,570 $198,911 $3,227,659  
     
Contracted Direct Care $61,460 $10,753 $50,707 A,D,E 
Total Program Costs $16,665,026 $282,169 $16,382,857  
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Notes to Exhibit
The following Notes refer to the specific sections of the Reimbursable Cost Manual upon which 
we have based our recommended recoveries.  

A. Section I. Cost Principles - Costs must be reasonable, necessary, program related and 
sufficiently documented. 

B. Section I 12 B (2)(a) - Accrued vacation and sick leave expenses are not reimbursable until 
actually paid. 

C. Section I 16 A (3) - Proposals for acquisition, new construction, renovations, alterations 
or major repairs must be submitted to the Commissioner’s designated program for their 
review and comment.

D. Section II A (3) - 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 the students served,  
the actual dates of service and the number of hours of service to each child on each date. 

E. Section II A (4) - All purchases must be supported with invoices listing items purchased and 
indicating date of purchase and date of payment, as well as cancelled checks.  Costs must 
be charged directly to specific programs whenever possible. When applicable, competitive 
bidding practices should be used in conformance with the School Management Handbook. 

F. Section II A (10) - Vehicle use must be documented with individual vehicle logs that include 
at a minimum: the date, and time of travel, to and from destinations, mileage between 
each destination, purpose of travel and name of traveler. If the vehicle was assigned to a 
specific employee, also list the name of the employee to whom it was assigned.
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Agency Comments - State Education Department
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Agency Comments - Mill Neck Manor School
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* See State Comptroller’s Comments on page 27.
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State Comptroller’s Comments
1. As noted in our report, no records of any kind have been submitted to support the Executive 

Director’s salary allocation to the Mill Neck School.  As such, we used a reasonable method 
to allocate his salary as described in SED’s Cost Reimbursement Manual.

2. The expenses in question include new roofing, a new air conditioning system and 
new ceilings.  These items constitute capital expenses in accordance with the Manual.  
Accordingly, prior approval of SED is required as is competitive procurement.  The response 
from Mill Neck School does not include letters from SED confirming SED approval to 
proceed with such transactions in the manner that the school proposes.  One letter from 
SED is dated April 9, 1995 and contains no information relevant to the items we examined 
in this audit.  The other letter was written to SED on June 8, 1996 and does not support a 
change to the audit findings.  Further, SED officials could not find, nor did they recall, giving 
the Mill Neck School dispensation from complying with SED’s prior approval requirements 
as noted in Mill Neck’s response.

3. We limited our disallowances to passenger-type vehicles (i.e., sedans, vans and sport 
utility vehicles) reportedly used on and off campus.  We did not include utility vehicles 
such as dump trucks or tractors in our disallowances.  In addition, on-campus  usage of 
vehicles service all Mill Neck affiliated organizations - not just the School.  Thus, even on-
campus usage must be tracked for proper cost allocation between programs.

4. Report page 7 has been revised to reflect the Director’s residence in question is “on-
campus.”

5. We have deleted this disallowance from our report. We recommend Mill Neck officials 
monitor cell phone usage going forward and make periodic adjustments to the number of 
phones as appropriate.

6. Based on Mill Neck officials’ response to the draft audit report, we have deleted the 
findings on interpreter services and the related disallowances from our final report.  In 
this regard, we conclude that SED should review Mill Neck’s use of interpreter services 
from a program perspective and from the perspective of compliance with the Manual to 
determine the extent that costs for interpreter services are proper and reimbursable.  
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