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Executive Summary
Purpose

To determine whether the Office of Alcoholism and Substance Abuse Services (OASAS) is
effectively monitoring Drug and Alcohol Treatment program contracts to ensure provider claims
do not include State reimbursement for depreciation expenses. The audit covered the period
January 1, 2010 through June 30, 2014.

Background

The New York State Office of Alcoholism and Substance Abuse Services (OASAS) oversees the
nation’s largest and most diverse addiction treatment system. Its mission is to provide accessible,
cost‑effective, quality services that strengthen communities, schools, and families through alcohol
and drug prevention and treatment and to meet clients’ individual needs through specialized
services. OASAS enters into agreements with providers for delivery of specific alcohol- and
drug-related services. OASAS reimburses the providers for the net costs they incur to provide
the services for each contracted program, up to the maximum budgeted amount. The costs are
reported via an annual Consolidated Fiscal Report (CFR), which is commonly used by several New
York State agencies to monitor and oversee service providers’ financial activity. According to the
Consolidated Fiscal and Reporting Manual (Manual), OASAS providers are not allowed to budget
for or claim any type of depreciation expense for reimbursement. OASAS’ oversight responsibility
includes ensuring provider compliance with the Manual when submitting reimbursement claims.

Key Findings

• OASAS is not effectively monitoring Drug and Alcohol Treatment program contracts to ensure
provider claims do not include State reimbursement for depreciation expenses.
• We found providers inappropriately claimed $2,675,045 in depreciation expenses, of which
$2,220,807 was funded by OASAS. Also, OASAS could potentially use the remaining $454,238
for inappropriate increases to providers’ future program budgets.

Key Recommendations

• Recover from identified providers the $2,220,807 in depreciation expenses claimed that are not
allowable.
• Make sure the $454,238 in non-funded depreciation expenses were/are not used to increase
provider budgets.
• Establish effective monitoring controls to ensure provider claims do not include depreciation
expenses. The controls should include (but not be limited to):
◦◦ The use of enhanced data analytics, as described in this report, to identify depreciation
expenses that providers inappropriately claim for reimbursement; and
◦◦ Incorporation of specific criteria in the fiscal review process stating that depreciation
expenses are not allowable, and specific audit steps in the Fiscal Review Instrument to
identify and disallow claimed depreciation expenses.
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Other Related Audit/Report of Interest

Office of Alcoholism and Substance Abuse Services: Samaritan Village, Inc.: Chemical Dependency
Services Program (2011-S-38)
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State of New York
Office of the State Comptroller
Division of State Government Accountability
June 8, 2016
Ms. Arlene González-Sánchez
Commissioner
Office of Alcoholism and Substance Abuse Services
1450 Western Avenue
Albany, NY 12203
Dear Commissioner González-Sánchez:
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 Office of Alcoholism and Substance Abuse Services
entitled Drug and Alcohol Treatment Program: Provider Claiming of Depreciation Expenses. This
audit was performed according to the State Comptroller’s authority under Article V, Section 1 of
the State Constitution and Article II, Section 8 of the State Finance Law.
This audit’s results and recommendations are resources for you to use in effectively managing
your operations and in meeting the expectations of taxpayers. If you have any questions about
this report, please feel free to contact us.
Respectfully submitted,
Office of the State Comptroller
Division of State Government Accountability
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Background
The New York State Office of Alcoholism and Substance Abuse Services (OASAS) oversees the
nation’s largest and most diverse addiction treatment system. Its mission is to provide accessible,
cost‑effective, quality services that strengthen communities, schools, and families through alcohol
and drug prevention and treatment and to meet clients’ individual needs through specialized
services.
OASAS enters into agreements with providers for delivery of specific alcohol- and drug‑related
services. OASAS reimburses the providers for the net costs they incur to provide the services for
each contracted program, up to the maximum budgeted amount. The costs are reported via an
annual Consolidated Fiscal Report (CFR), which is a common system used by several New York
State agencies to monitor and oversee contract activity.
The Consolidated Fiscal and Reporting Manual (Manual) provides an abundance of information
for providers, including how to properly complete the CFR and detailed information regarding
which types of expenses are not allowed to be claimed for reimbursement by the providers.
According to the Manual, OASAS does not allow service providers to budget for or claim any type
of depreciation expense for reimbursement. OASAS does not reimburse providers for depreciation
expense because, through net deficit funding, the agency has often already participated in the
initial purchasing of the depreciable assets.
OASAS’ oversight responsibility includes ensuring provider compliance with the CFR manual when
submitting claims for reimbursement. Currently, OASAS ensures claims are accurate by having its
Fiscal Audit and Review Unit conduct fiscal examinations of the providers. The Fiscal Audit and
Review Unit has developed and implemented the Fiscal Review Instrument for Service Providers
as its guide when conducting fiscal examinations of the providers.
OASAS’ Administrative and Fiscal Guidelines for OASAS-Funded Providers allows it to recover
monies in any instances where a funded provider has submitted claims for unallowable,
unapproved, or inappropriate expenditures.
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Audit Findings and Recommendations
We found OASAS is not effectively monitoring the reporting of expenses by service providers to
ensure claims for State reimbursement do not include depreciation expenses. While OASAS does
have a process in place to monitor the financial reporting by service providers, it is not effective
in identifying all depreciation expenses inappropriately claimed by providers. Consequently,
providers received about $2.2 million in improper reimbursements for depreciation charges
during our audit period.

Unallowable Depreciation Expenses
Providers are required to first report on their CFR all expenses they incurred and then must back
out any non-allowable expenses, like depreciation. The remaining amount is then claimed for
reimbursement up to the contract amount. We analyzed CFR data for the 321 service providers
OASAS currently oversees to determine if they reported depreciation and, if so, whether
they backed out these costs when calculating their claimed expenses. If a provider reported
depreciation but did not back it out, we further analyzed the CFR data to determine if there
were unreimbursed expenses because the provider’s claimed expenses exceeded its approved
budget. We then offset the claimed depreciation expenses by any unfunded allowable amount.
If depreciation exceeded the unfunded amount, we considered the difference to represent the
depreciation amount that was claimed and reimbursed by OASAS.
Through this process we identified 106 providers that claimed and were reimbursed by OASAS for
depreciation expenses totaling $2,710,643 over the course of 221 annual CFR reporting periods
between January 1, 2010 and June 30, 2014. Our analysis of OASAS’ fiscal reviews, which is
explained in more detail below, showed that OASAS had already identified the same unallowable
depreciation expenses totaling $35,598 on four CFRs submitted by separate providers. After
accounting for OASAS’ findings, we concluded that the remaining $2,675,045 in depreciation
expenses were inappropriately claimed by OASAS providers and that $2,220,807 of these expenses
were funded by OASAS. While not directly funded by the State in the first instance, OASAS could
potentially use the remaining $454,238 to increase future program budgets for providers that
claimed depreciation expenses. Of the 106 providers that claimed depreciation expenses, 10
were reimbursed by OASAS over $50,000 for such costs, of which four providers were reimbursed
over $200,000.
We found OASAS does not use sufficient data analytics on the reported CFR financial data to identify
whether providers have inappropriately included depreciation expenses for reimbursement. In
response to our audit findings, OASAS officials indicated they are looking into obtaining software
that will allow them to perform more detailed data analytics of CFR data. In addition, beginning
mid-year 2015, OASAS has started to implement a new form requiring providers to sign and attest
that they are not claiming depreciation when they submit their CFR.
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Monitoring Process
OASAS is responsible for monitoring the programs it funds to ensure State resources are
used only for expenses that are program appropriate and supported. We found OASAS is not
effectively monitoring the reporting of expenses by service providers to ensure claims for State
reimbursement do not include depreciation expenses. OASAS’ current method of identifying
claimed depreciation expenses is primarily through on-site comprehensive fiscal reviews of the
providers. Our examination showed that OASAS fiscal reviews covering the periods between
January 1, 2010 and June 30, 2014 found approximately $1 million in unallowable depreciation
expenses. However, many providers were not audited, some fiscal reviews performed did not
disclose the depreciation claimed, and the fiscal reviews for other providers did not cover all
program years. As a result, OASAS did not identify $2,675,045 in improperly charged depreciation
expenses.
OASAS’ goal is to audit each provider once every three to four years. During these reviews,
OASAS uses its Fiscal Review Instrument (Instrument) as a basis to conduct their examination.
The Instrument has an array of information and steps to be followed by reviewers, including
a reference to the types of expenses that are not allowed to be claimed for reimbursement.
However, the Instrument lacks reference directly stating that all depreciation expenses are not
allowed to be claimed by providers as stated in the CFR Manual as well as specific audit steps to
look for and disallow any depreciation claimed.
Of the 106 providers we identified, we judgmentally selected 44 providers (42 percent) – each of
which specifically claimed depreciation as a program expense – to determine why OASAS did not
uncover the unallowable depreciation expenses during its fiscal reviews. These 44 providers had
submitted 101 CFRs during our review period. As discussed previously, OASAS found the same
unallowable depreciation expenses, totaling $35,598, as we did for four of the 101 CFRs, each
for a different provider. However, all four of these providers had other CFRs where they claimed
depreciation expense that was not found by OASAS. The following chart shows the reasons why
OASAS did not identify depreciation expenses totaling $1,756,819 claimed on the remaining 97
CFRs.
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Reporting period
is after OASAS’
last review
(39 CFRs)
40%

$792,253

$420,478

OASAS has never
done a fiscal review
of this provider
(24 CFRs)
25%

$450,761
$93,327
OASAS’ fiscal review did not
include these reporting
periods
(14 CFRs)

OASAS’ fiscal review
did not identify
depreciation
expenses claimed
(20 CFRs)
21%

As the chart illustrates, in many cases, OASAS has never reviewed the provider (24 CFRs) or did
not identify the depreciation charge during its review (20 CFRs). In some cases, OASAS’ fiscal
reviews did not include the reporting periods in which we found depreciation charges (14 CFRs).
More commonly, the reporting periods with depreciation charges were after OASAS’ most recent
reviews (39 CFRs). For example, eight of these providers last had a fiscal review completed by
OASAS between six and 12 years ago. It is undetermined when OASAS plans on auditing these
providers again and whether or not they would review these reporting periods.
According to OASAS officials, they use a risk assessment process and consider other factors to
prioritize which providers to review. Also, officials acknowledge that, due to resource limitations,
there can be significant multi-year gaps between fiscal reviews.

Recommendations
1. Recover from identified providers the $2,220,807 in depreciation expenses claimed that are
not allowable.
2. Make sure the $454,238 in non-funded depreciation expenses were/are not used to increase
provider budgets.
3. Establish effective monitoring controls to ensure provider claims do not include depreciation
expenses. The controls should include (but not be limited to):
◦◦ The use of enhanced data analytics, as described in this report, to identify depreciation
expenses that providers inappropriately claim for reimbursement; and
◦◦ Incorporation of specific criteria in the fiscal review process stating that depreciation
expenses are not allowable, and specific audit steps in the Fiscal Review Instrument to
identify and disallow claimed depreciation expenses.
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Audit Scope and Methodology
Our audit sought to determine whether OASAS is effectively monitoring Drug and Alcohol
Treatment program contracts to ensure provider claims do not include State reimbursement for
depreciation expenses for the period January 1, 2010 through June 30, 2014.
To accomplish our objective, we reviewed the New York State Consolidated Fiscal Reporting and
Claiming Manual and the OASAS Administrative and Fiscal Guidelines for OASAS-Funded Providers
to gain an understanding of the appropriate reporting and claiming of depreciation expenses,
and assessed OASAS’ related internal controls. We also interviewed OASAS officials and staff to
obtain an understanding of their policies and procedures. We also analyzed CFR data to identify
providers that were claiming depreciation and to determine whether those providers’ programs
were getting funding from OASAS. We selected the 25 CFRs with the highest depreciation charges
and compared key fields in our data with the physical CFRs to ensure data accuracy. We reviewed
the timing of fiscal reviews of service providers where we found providers reported depreciation
as a program expense on their CFRs and reviewed in detail all fiscal reviews where OASAS indicated
it identified inappropriate depreciation charges.
We conducted our performance audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on
our audit 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 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
functions do not affect our ability to conduct independent audits of program performance.

Authority
This audit was performed according 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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Reporting Requirements
We provided a draft copy of this report to OASAS officials for their review and formal comment.
We considered their comments in preparing this final report and have attached them in their
entirety to it. In their response, OASAS officials indicated certain actions they have taken and will
be taking to address our recommendations.
Within 90 days after final release of this report, as required by Section 170 of the Executive
Law, the Commissioner of OASAS 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.
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Contributors to This Report
John F. Buyce, CPA, CIA, CFE, CGFM, Audit Director
Donald D. Geary, CFE, CGFM, Audit Manager
Bob Mainello, CPA, Audit Supervisor
Andre Spar, MBA, Examiner-in-Charge
Amanda Dare, Senior Examiner
Rachael Hurd, Senior Examiner
Patrick Lance, Senior Examiner

Division of State Government Accountability
Andrew A. SanFilippo, Executive Deputy Comptroller
518-474-4593, asanfilippo@osc.state.ny.us
Tina Kim, Deputy Comptroller
518-473-3596, tkim@osc.state.ny.us
Brian Mason, Assistant Comptroller
518-473-0334, bmason@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.
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Agency Comments
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