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Executive Summary
Purpose
To determine whether the costs reported by Important Steps, Inc. (Important Steps) on the 
Consolidated Fiscal Report (CFR) were properly calculated, adequately documented, and allowable 
under the Reimbursable Cost Manual (Manual).  The audit covers the fiscal year ended June 30, 
2008.

Background
Important Steps, Inc. (Important Steps), located in the Bronx, provides special education itinerant 
teacher (SEIT) and related services to about 276 children ages three through five years.  The 
New York City Department of Education (DoE) pays Important Steps using reimbursement rates 
established by the State Education Department (SED).  The rates are based on claimed expenses  
that Important Steps submits in its annual consolidated fiscal reports (CFR).  During fiscal year 
2007-08, the SEIT program at Important Steps had 69 employees and received $5.7 million in 
State support.

Key Findings
We identified $244,874 in claimed costs (See Exhibit A) that we recommend be disallowed.  These 
costs were either unnecessary, unreasonable, unallowable, or undocumented, and some were 
incurred for the personal benefit of officials at Important Steps, as follows: 
• $65,541 in workers compensation payments on behalf of independent contractors and an 

additional $91,330 on behalf of certain employees who were paid for work they performed as 
independent contractors.  

• $38,827 in corporate income tax expenses that were charged to the SEIT program. 
• $19,050 in vehicle-related costs.  Important Steps officials did not maintain usage logs to 

document the way these vehicles were used, as required. 
• $12,002 in depreciation expense in connection with renovations and major repairs made to 

the Important Steps office.  These renovations and repairs had not been pre-approved by SED, 
as required.  An additional $3,855 in office renovations had not been competitively bid, as 
required.  

• $11,107 in purchases for which there was no supporting documentation. 
• $3,162 was used to purchase items that were installed at the personal residence of Important 

Steps’ Executive Director.  

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

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

requirements.

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

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

Division of State Government Accountability

June 22, 2012

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

Ms. Janet Reznik
Executive Director
Important Steps, Inc.
2447 Eastchester Rd, 2nd Floor 
Bronx, NY 10469

Dear Dr. King and Ms. Reznik:

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

Following is a report of our audit of Important Steps, Inc.: 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 
123 William Street, 21st Floor 
New York, NY 10038

This report is also available on our website at: www.osc.state.ny.us 
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Background
Important Steps, Inc. (Important Steps), a corporation organized under the laws of the State of 
New York, is located in the Bronx and provides special education itinerant teacher and related 
services, such as speech and occupational therapy.  Important Steps serves children between 
three and five years of age.  The New York City Department of Education pays tuition and fees to 
Important Steps using rates established by SED.  SED establishes these rates based on financial 
information that Important Steps presents in its annual consolidated fiscal reports (CFR) filed with 
SED.  During fiscal year 2007-08, Important Steps had 69 full-time employees and received $5.7 
million in State support.

SED officials review the costs and revenues reported on the CFR and then enter that data into 
their rate-setting system.  Once calculated, the rates are subject to the review and approval of the 
New York State Division of the Budget.  SED issued the Reimbursable Cost Manual (Manual) to 
provide guidance on the eligibility of costs, as well as the allocation of non-direct care costs.  All 
costs reported on the CFR must comply fully with the Manual. 
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Audit Findings and Recommendations

Personal Service Costs 

Personal service costs, which include all taxable salaries and fringe benefits paid or accrued 
to employees on the agency payroll, must be reported on the CFR as either direct care costs 
(teachers’ salaries) or non-direct care costs (administrators’ salaries).  According to the Manual, 
costs are considered for reimbursement if they are reasonable, necessary, directly related to the 
education program, and sufficiently documented.  The Manual states that fringe benefit costs 
paid on behalf of independent contractors or consultants are not reimbursable.  

We found that Important Steps officials paid $65,541 in workers compensation costs on behalf 
of independent contractors.  Officials at Important Steps advised us that they paid these costs 
because the contractors did not have their own insurance.  However, the Manual prohibits the 
payment of workers compensation costs for independent contractors.

Other than Personal Service Costs

The Manual provides guidance on what costs are eligible for reimbursement and what 
documentation is required to properly support such costs when reported on the CFR.  According 
to the Manual, the costs of contracted services, repairs, and staff travel directly related to the 
program are reimbursable.  In addition, program administration expenses associated with the 
rental, lease, and depreciation of equipment and property are also reimbursable.  However, 
certain types of costs such as personal expenses are not reimbursable.  We recommend SED 
disallow a total of $129,307 in other than personal service costs that did not comply with the 
Manual. 

Personal Use of State Funds

The disallowed costs noted above include $2,782, categorized on the CFR as Repairs and 
Maintenance, paid to an out-of-State vendor.  Important Steps’ Executive Director told us she 
had purchased a number of trees that were later milled, processed, and turned into shelving and 
baseboards for Important Steps’ office in the Bronx.  However, when we queried the vendor, we 
were told that his nursery was paid $2,782 to supply and install four blue spruce trees, one maple 
tree, 16 bushes, one birch tree, mulch, soil, and driveway gravel at a local private residential  
property.  We subsequently determined that this property was owned by, and was the personal 
residence of, the Executive Director.

We also recommend that SED disallow $380 that was categorized as Depreciation Expense 
- Equipment on the 2007-08 CFR.  This amount represents 10 percent of the $3,800 spent to 
purchase flooring, carpeting, and tiles for bedrooms, a kitchen, living and dining rooms, and a 
bathroom from another out-of-State vendor.  Important Steps’ Executive Director explained that 
these items were delivered to her out-of-State residence, but were subsequently transported to 
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and installed in Important Steps’ office in the Bronx.  She also told us that the vendor has stores 
in New York and had sent an employee from one of those stores to Important Steps’ Bronx office 
to measure the space and install the items.  We contacted the vendor and the subcontractor.  The 
vendor told us his business has no stores in New York City.  The subcontractor who performed 
the installations told us his records show the items were installed at an out-of-State home.  We 
determined that this out-of-State home is the same location at which the trees and other items 
were installed.  

Independent Contractors, Vehicle Usage, and Missing Invoices

The Manual states that the cost of independently-contracted services is reimbursable only when 
the paid contractors providing services are not officers or employees of the entity.  We recommend 
SED disallow $91,330 paid to two independent contractors who were also full-time employees of 
Important Steps.  The two contractors provided the same services they provided as employees.

The Manual allows for the reimbursement of vehicle costs as long as vehicle usage is documented  
in logs in which the date, time of travel, destination, mileage, purpose of travel, and the name 
of the traveler are documented.  We recommend SED disallow $8,577 of these costs because 
Important Steps’ officials did not maintain vehicle logs.  

All purchases must be supported with canceled checks, as well as with invoices listing the items 
purchased, and the dates when purchases and payments were made.  We recommend SED 
disallow ten purchases totaling $10,381 because officials at Important Steps were unable to 
provide invoices to support these expenditures.

Equipment

The Manual requires that three bids be solicited  when purchasing equipment, furniture, and 
fixtures that cost $1,000 or more and have a useful life of more than two years.  Officials at 
Important Steps could not provide evidence that five purchases of furniture and equipment, 
totaling $60,588, were the result of a competitive procurement process.  Therefore, we recommend 
that SED disallow a total of $3,855 - the associated depreciation reported as an expense on their 
2007-08 CFR.  (Note: An additional $380 in depreciation costs were previously disallowed in the 
Personal Use of State Funds section of this report.)

Property

According to the Manual, proposals for renovations, alterations, or major repairs must first be 
submitted to SED for review and comment.  We found that Important Steps expended $61,675 
for renovations and/or major repairs without first submitting proposals to SED for review and 
comment.  These renovations included flooring, paving, and communications.  We recommend 
SED disallow the $12,002 in depreciation expense reported on the 2007-08 CFR for these items. 
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Agency Administration Costs
Agency administration costs are expenses not directly related to a specific program, but 
attributable to the overall operation of the provider.  These costs include salaries and fringe 
benefits of employees who primarily perform management and/or support functions.  Agency 
administrative costs also include general maintenance and overhead expenses.  Expenditures 
that cannot be charged directly to a specific program (i.e., SEIT) must be allocated across all 
programs benefited by the expenditure.  During fiscal year 2007-08, officials at Important Steps 
allocated 61 percent of its agency administrative costs to the SEIT program. We recommend SED 
disallow administrative costs totalling $50,026 as follows:
 

• $38,827 in corporate income tax expenses because the Manual does not allow for 
reimbursement of Federal, State, and local income taxes or any related penalties and 
interest.

• $10,473 in reported vehicle expenses that could not be supported by a vehicle usage log.
• $726 in telephone, office supplies, and staff travel expenses not supported with invoices. 

(Please refer to Exhibit A for more information regarding submitted expenses, allowed amounts, 
disallowances, and the reasons for the disallowances.  The details of our adjustments were 
provided to Important Steps and to SED officials for their review and comment.)

Recommendations 

To SED:

1. Review our proposed disallowances resulting from our audit, and make the appropriate 
adjustments to the costs reported on the CFR.  Reduce future payments to Important Steps, 
as appropriate.

To Important Steps:

2. Comply with the Manual’s program cost eligibility and documentation requirements.  

 
Audit Scope and Methodology
We audited the SEIT costs reported by Important Steps on its CFR for the fiscal year ended June 
30, 2008.  The objective of our audit was to determine whether the costs reported by Important 
Steps had been calculated properly and documented adequately, and were allowable pursuant 
to SED’s Manual. 

To accomplish our objectives, we reviewed Important Steps’ financial records, including audit 
documentation maintained by Important Steps’ independent certified public accountant.  We 
interviewed Important Steps’ officials, staff, and their certified public accountant, as well as SED 
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officials.  To complete our audit work, we selected and reviewed a judgmental sample of costs 
reported by Important Steps.  In selecting our sample, we took into account the relative materiality 
and risk of the various costs reported by Important Steps.  The scope of audit work on internal 
control focused on gaining an understanding of the procurement and disbursement procedures 
related to personal and other than personal service expenditures.  We identified certain control 
deficiencies that were significant to the audit’s objectives.  These deficiencies are discussed in the 
appropriate sections of our audit report.

We conducted our performance 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 
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 Important Steps’ officials for their review and                     
comment.  Their respective comments are attached in their entirety at the end of this report.  

SED officials agree with our findings and recommendations and informed us that they plan to 
implement them.  However, Important Steps, through its attorneys, while agreeing with certain 
findings, asserts that our report contains factual inaccuracies and believes that the examiners 
misapplied or misconstrued certain principles outlined in the Manual.  We address Important 
Steps’ concerns in the State Comptroller’s  Notes.  

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 
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the recommendations contained herein, and if the recommendations were not implemented, 
the reasons why.  We also request that officials of Important Steps 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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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

Jeffrey Marks, Examiner-in-Charge
Trina Clarke, Staff Examiner
Joe Giamo, Staff Examiner

Natalie Sherman, Staff Examiner
Hugh Zhang, Staff Examiner

Stacy Marano, OSC Investigations
Raymond Russell, OSC Investigations

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

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

B. Section I.9 A.1 - Proposals for renovations, alterations or major repairs must be submitted 
to the SED for review and comment.

C. Section I.9 A.2 - Three bids must be provided for the proposed purchase of equipment, 
furniture and fixtures for items that cost more than $1,000 and have a useful life of more 
than two years.  In addition, items having a unit cost of $1,000 or more must be capitalized.  
Group purchases of similar items (i.e. furniture, small tools, etc.) or separate purchases of 
similar items in the same fiscal year totaling $1,000 or more should be treated as a single 
purchase. 

D. Section I.15 A - The cost of consultant services are reimbursable provided that paid 
consultants providing services to students with disabilities are not officers or employees 
of the entity, employees of the State Education Department, employees of municipalities, 
or employees of other private schools who positions are funded wholly or in part by State 
or local taxpayer funds.

E. Section I.15 E - Fringe benefit costs for independent contractors or consultants are not 
reimbursable. 

F. Section I.54 B - Payments for Federal, State, and local income taxes or any related penalties 
and interest are not reimbursable.  

G. Section II.A 4 - All purchases must be supported with invoices listing items purchased and 
indicating the date of the purchase, date of payment, as well as the cancelled check. 

H. Section II.A 10 - Vehicle use must be documented with individual vehicle logs that include 
at a minimum: the date, time of travel, to and from destinations, mileage between each, 
and purpose of travel and name of traveler.  If the vehicle was assigned to an employee, 
also list the name of the employee to whom it was assigned.
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Agency Comments - SED
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Agency Comments - Important Steps, Inc. 
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* See State Comptroller’s Comments on page 20.
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* See State Comptroller’s Comments, on page 20.
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* See State Comptroller’s Comments on page 20.
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State Comptroller’s Comments
1. The “Other Related Audits/Reports of Interest” section of our Executive Summary is 

directed to the addressees and the general public as a policy of OSC.
2. Our report findings are factual statements of what we identified during the audit – not 

necessarily, and often not, a “rephrasing” of our audit objectives.  The Executive Director 
personally benefited from State funds as they were used to enhance her personal property. 

3. Our report narratives are documented in, and supported by, our working papers which 
are available for inspection by Important Steps.  OSC performed a visual inspection of the 
property along with the vendor.  He pointed out the trees, bushes, mulch and soil that he 
installed.

4. We disagree. The Manual states that consultant and other independent contractor costs 
are not reimbursable when they are employees or officers of the entity. The SED also 
concurs with the finding. 

5. Our interpretation of the Manual requirements is consistent with that of the SED. 
6. These costs were recorded as capital improvements – not repairs and maintenance, on 

Important Steps books of record.  Therefore, SED approval is required.
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