October 7, 2016
Ms. MaryEllen Elia
Commissioner
State Education Department
State Education Building
89 Washington Avenue
Albany, NY 12234
Ms. Terese Scofidio
Chief Executive Officer
Baker Victory Services
780 Ridge Road
Lackawanna, NY 14218
Re: Compliance With the Reimbursable
Cost Manual
Report 2015-S-57
Dear Ms. Elia and Ms. Scofidio:
Pursuant to the State Comptroller’s authority as set forth in Article V, Section 1 of the
State Constitution; Article II, Section 8 of the State Finance Law; and Section 4410-c of the State
Education Law, we conducted an audit of the expenses submitted by Baker Victory Services (Baker
Victory) to the State Education Department (SED) for purposes of establishing the preschool special
education tuition reimbursement rates used to bill public funding sources that are supported by
State aid payments.
Background
Baker Victory is a not-for-profit organization located in Lackawanna, New York, that
provides a range of community-based programs, including foster care, residential treatment, and
counseling services. Additionally, Baker Victory is authorized by SED to provide preschool special
education services to children with disabilities who are between the ages of three and five years.
During the period July 1, 2013 through June 30, 2014, Baker Victory provided Preschool Special
Class services, Preschool Integrated Special Class services, and Preschool Special Education
Itinerant Teacher (SEIT) services (collectively referred to as the Programs) to about 500 students
in Erie County. Baker Victory is managed by a Chief Executive Officer (CEO), who is overseen by a
Board of Directors (Board), with 16 members.

The counties that use Baker Victory’s preschool special education services pay tuition
using reimbursement rates set by SED. The State, in turn, reimburses the counties 59.5 percent
of the tuition that counties pay. SED sets the special education tuition rates based on financial
information, including costs, reported by Baker Victory on the annual Consolidated Fiscal Reports
(CFRs) that it submits to SED. Costs reported on the CFR must comply fully with the guidelines
in SED’s Reimbursable Cost Manual (RCM) regarding the eligibility of costs and documentation
requirements, and must meet the reporting requirements prescribed in the Consolidated Fiscal
Reporting and Claiming Manual (CFR Manual). For the fiscal year ended June 30, 2014, Baker
Victory reported approximately $6.9 million in reimbursable costs for the Programs on the CFR.
Results of Audit
According to the RCM, costs reported on the CFR are considered for reimbursement if
they are reasonable, necessary, directly related to the special education program, and sufficiently
documented. The RCM also requires special education providers to use fair and reasonable
allocation methods, and to maintain documentation evidencing the methodologies and basis used
to allocate costs. During the course of our audit, we identified several internal control deficiencies
that Baker Victory must correct in order to improve its compliance with SED’s requirements.
Our audit identified $155,303 in costs, comprising $85,736 in personal service costs and
$69,567 in other than personal service (OTPS) costs, that were not in compliance with SED’s
requirements due to various reasons that included, but were not limited to: ineligible bonuses;
compensation for work that was not related to the Programs; non-allowable public relations and
advertising costs; undocumented costs; and ineligible donations, food, entertainment, and gift
expenses.
We also determined Baker Victory did not maintain adequate documentation to support
its allocated costs. Consequently, we could not confirm that all costs that Baker Victory allocated
to the Programs were fair and reasonable. Based on our testing of $207,042 (of approximately
$780,000) in allocated costs, we concluded that Baker Victory’s cost allocation methodologies and
the basis of the costs were not appropriately documented. Further, allocation methods conveyed
to auditors were unclear and not reasonable.
We recommended that SED review the audit findings and, as warranted, make the
necessary adjustments to the costs reported on Baker Victory’s CFR and to Baker Victory’s tuition
reimbursement rates. We also recommended that Baker Victory take certain steps to improve the
internal control structure within the organization to help ensure that costs reported on annual
CFRs fully comply with SED’s requirements.
Personal Service Costs
For the fiscal year ended June 30, 2014, Baker Victory reported approximately $5.9 million
in personal service and fringe benefit costs for the Programs. Of this amount, we identified
$85,736 in costs that were not in compliance with SED’s requirements due to various reasons,
including: inappropriate bonuses, compensation for work that was not related to the Programs,
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non-allowable employment incentives, inappropriate deferred compensation benefits, and
excess compensation.
Bonuses and Other Ineligible Compensation
The RCM defines bonuses as non-recurring and non-accumulating (i.e., not included in
the base salary of subsequent years) lump sum payments to employees that are in excess of
regularly scheduled salary and not directly related to hours worked. Bonus compensation may
be reimbursed if it is based on merit as measured and supported by employee performance
evaluations. In addition, the RCM requires costs identified on the CFR to be reasonable and
necessary to the operation of a special education program. Expenses of a personal nature,
including perks, are not reimbursable.
We identified $52,917 in bonuses and other ineligible compensation that Baker Victory
reported on its CFR, as follows:
• $46,526 in bonus payments and fringe benefits to direct and non-direct care employees
that were not based on merit. In particular, Baker Victory provided bonus compensation
to employees based on the availability of funds, employee attendance, or employee
referrals.
• $4,496 in unsupported wellness-type costs that were charged to the Programs.
• $1,895 in costs for incentives provided to employees to work on-call shifts. However, there
were no on-call shifts for the Programs.
Deferred Compensation
The RCM provides guidance regarding executive compensation and benefits. The RCM
requires that benefits, including pensions, for individual employees or officers/directors be
proportionately similar to those received by other classes or groups of employees. We reviewed
the compensation package for Baker Victory’s CEO and identified $1,390 in deferred compensation
contributions that was not offered to other employees.
Compensation Beyond 1.0 Full-Time Equivalent for a Position
The RCM states that compensation (i.e., salaries and fringe benefits) for an entity’s staff
whose function is that of Executive Director, Assistant Executive Director, or Chief Financial Officer
should be consistent with the regional median compensation for comparable administrative job
titles of public school districts, as determined and published annually by SED. Reimbursement
of employee compensation for these job titles shall not exceed the median salaries paid to
comparable personnel in regional public schools for similar work and hours of employment. In
addition, compensation beyond 1.0 full-time equivalent (FTE) for non-direct care staff, owners, or
related parties will not be considered reimbursable in the calculation of tuition rates.
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We identified $8,504 in excess compensation costs that Baker Victory paid to its employees,
as follows:
• $4,546 in excess compensation for two employees reported in one CEO title. Baker
Victory reported a total of 1.11 FTEs for two employees in the title. As a result, the total
compensation for the CEO title exceeded the total median compensation allowance for
the region. (Note: Prior to the audit, SED made median salary adjustments to the tuition
rates established for the Programs.)
• $3,958 in salary costs for eight administrative employees with reported time in excess of
1.0 FTE each.
Compensation for Service Coordinator (Medicaid)
The CFR Manual provides a list of position titles and codes, and indicates positions that
are specific to the SED programs. According to the CFR Manual, the title “Service Coordinator
Medicaid (OPWDD only),” title code 351, is not an SED program position. We determined Baker
Victory improperly claimed salary expenses of $22,925 (including fringe benefits and pension
costs) for an employee whose title and job description was Service Coordinator Medicaid (OPWDD
only), which is not applicable to the SED programs.
Other Than Personal Service Costs
For the fiscal year ended June 30, 2014, Baker Victory reported about $1 million in OTPS
costs for the Programs. Of this amount, we identified $69,567 in costs that were not in compliance
with SED’s requirements due to various reasons, including: non-allowable public relations and
advertising costs; insufficiently documented costs; and ineligible donations, food, entertainment,
gifts, and other expenses.
Advertising and Public Relations
The RCM states that outreach activities such as publications and other public relations
endeavors that describe the services offered by approved private schools, which enables them to
better contribute to community educational objectives, are reimbursable. The intended outcome
of these publications and public relations endeavors should be that of providing information
and not for the purpose of recruiting students into programs or soliciting fundraising monies or
donations. We identified $53,053 for public relations and advertising costs that were either not
supported, not allowed, or not directly related to the Programs.
Ineligible, Unreasonable, and Inadequately Documented Costs
According to the RCM, costs are reimbursable provided such costs are reasonable,
necessary, directly related to the special education program, and properly documented. Items
such as gifts, charitable donations, and costs for food and beverages for employees, consultants,
or Board members are not reimbursable. Also, brochures, agendas, or other literature that
verify attendance and document the purpose of conferences or meetings are also required. We
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identified $14,849 in costs that were unsupported or were for inappropriate expenses, as follows:
• $6,089 for expenses that were inadequately documented and/or not supported by
invoices, including payments to clubs, membership dues, and consulting services.
• $4,446 in charitable donations.
• $1,938 for food and entertainment provided to staff, Board members, and consultants.
• $1,002 for training costs that were inadequately documented, including a lack of
documentation of the individuals who attended the training and what the training was for.
• $762 for gifts provided to staff, including door prizes and Zumba exercise classes.
• $542 for expenditures not related to the Programs.
• $70 for credit card reward fees.
Vehicle and Travel Expenses
According to the RCM, vehicle and travel costs, such as fuel, repairs, mileage, and hotel
stays, are reimbursable if they are supported by vehicle and travel logs that document both their
use by the funded program and the costs incurred. The logs should include the date, time of
travel, destinations, mileage, and purpose of the travel. We identified $1,665 for vehicle and
travel expenses that were not supported by the required detailed logs, as follows:
• $766 in vehicle expenses for a vehicle used by the former CEO for which vehicle logs were
not maintained.
• $744 for mileage expenses that were not supported by detailed travel logs.
• $155 for vehicle expenses that lacked the necessary vehicle logs or were not Programrelated.
Allocated Costs, Related Controls, and Board Governance
Expenditures that cannot be directly charged to a specific program must be allocated
across all programs and/or entities that benefit from those expenditures. The RCM requires
special education providers to use fair and reasonable allocation methods, and to maintain
documentation evidencing the methodologies and basis used to allocate costs to the various
programs they operate. Allocation methods and the basis used to calculate the allocation
percentages must be documented and retained for a minimum of seven years.
However, we determined Baker Victory did not maintain sufficient documentation to
support its cost allocations. As a result, we could not confirm that all costs that Baker Victory
allocated to the Programs were fair and reasonable. We conducted comprehensive testing of
three of approximately 100 allocation methodologies that Baker Victory used to allocate $207,042
of approximately $782,000 in allocated costs. We found that Baker Victory lacked documentation
that sufficiently described the allocation methodologies and the basis for allocating costs. Also,
the allocation methodologies that officials communicated to auditors were unclear and confusing,
and source documents, upon which allocations were purportedly based, either could not be
located or were incomplete. Details of the three allocations we reviewed are presented in the
following narratives.
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We reviewed the percentages used to allocate $114,227 in salary and associated fringe
benefit expenses to the Programs for two Program Directors who oversaw Baker Victory’s various
early childhood programs. According to Baker Victory staff, the percentages were based on a
time study of one of the Program Directors and on the units of service of therapists who worked
in the same locations as these two Program Directors. However, Baker Victory was unable to
provide supporting documentation of the time study or the units of service used in the allocation
processes. Further, the percentages were applied to the staff who purportedly worked for the
Program Directors; however, Baker Victory was unable to confirm which employees worked in the
Program Directors’ departments. As a result, we could not identify or verify the specific amounts
allocated for these employees.
We also selected $75,545 in allocated maintenance costs for review and determined the
allocations were insufficiently documented and the methods used to determine the allocation
percentage were not reasonable. Baker Victory provided a written allocation methodology for
this overhead cost, but the documentation was incomplete. Consequently, we were unable to
determine how the allocation was determined. When we asked Baker Victory staff how certain
amounts were determined using their established written methodology, they too were unable
to follow the instructions. In addition, several maintenance work orders, which supported the
maintenance allocation percentage, were blank and did not detail the actual maintenance work
performed.
Baker Victory also allocated $17,270 in various other OTPS costs (including, but not limited
to, cell phones, furniture, and repairs) based on the aforementioned time study and units of
service. However, as previously noted, officials were unable to document that time study and
the units of service. Further, officials could not explain why allocations of these OTPS costs were
based on a time study of a Program Director’s activities, which was otherwise used to allocate
personal service costs. The relationship of the OTPS costs to the time study is unclear.
We met with Baker Victory officials, as well as the independent CPA responsible for certifying
Baker Victory’s 2013-14 CFR, to discuss our concerns regarding the allocation methodologies.
According to the CPA, she also identified errors in the allocation process and advised Baker
Victory of these problems via memos sent in February 2013 and again in January 2015. According
to the memos, the CPA recommended a review of all of Baker Victory’s allocations and that Baker
Victory formally document the methodologies that were used. The CPA also advised our auditors
that these problems did not prompt the need for a management letter to the Board pertaining to
Baker Victory’s Consolidated Financial Statements, nor did the CPA express any concerns regarding
Baker Victory’s compliance with regulations set forth by the funding agencies that require CFR
filing. Further, the memos were received only by Baker Victory’s former Chief Financial Officer
(CFO), and according to Baker Victory’s CEO, the former CFO never communicated the CPA’s
concerns to the CEO or the Board. In addition, the former CFO never took action to address the
concerns raised by the CPA.
We attributed these problems to breakdowns in Baker Victory’s internal controls. The
deficiencies identified by the CPA should have been communicated to the CEO and the Board.
The fact that the CEO and the Board were unaware of these problems indicates Baker Victory did
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not have the necessary procedures and protocols in place to ensure that pertinent information
was identified and communicated to officials in a form and within a time frame to help them
adequately carry out their responsibilities. In addition, the Board has a fiduciary responsibility
to exercise due care and diligence in safeguarding the organization’s assets, including promoting
good internal control practices that ensure management is effective. The fact that the Board
was unaware of the deficiencies identified by the CPA further indicates that improvements are
needed in Baker Victory’s internal control structure.
Such improvements would entail strengthening the overall attitude toward, and leadership
in, the promotion of strong and necessary controls to help ensure Baker Victory fully complies with
the RCM. In particular, Baker Victory officials should ensure appropriate allocation methodologies
are used and supporting documentation for claimed expenses is maintained. Baker Victory
officials should also establish policies and procedures that will help ensure pertinent information
is communicated to the proper levels of management and the Board.
During the audit, Baker Victory hired an interim CFO. Also, as a result of our audit, Baker
Victory hired a new CPA to review Baker Victory’s allocated costs. Further, the CPA and Baker
Victory officials began taking steps to verify the propriety of allocation methodologies and
properly document those methodologies going forward.
Recommendations
To SED:
1. Review the audit findings identified by our audit and, as warranted, make the necessary
adjustments to the costs reported on Baker Victory’s CFR and to Baker Victory’s tuition
reimbursement rates.
2. Remind Baker Victory officials of the pertinent SED guidelines that relate to the deficiencies
we identified.
To Baker Victory:
3. Take steps to improve the internal control structure within the organization. At a minimum,
this should include maintaining required supporting documentation for all claimed expenses,
including allocated costs, and establishing policies and procedures that will help ensure the
proper levels of management and the Board have all the information they need to carry out
their functional responsibilities.
4. Ensure that all costs reported on annual CFRs fully comply with SED’s requirements, and
communicate with SED to obtain clarification as needed.
Audit Scope, Objective, and Methodology
We audited costs that Baker Victory reported on its CFR for the fiscal year ended June 30,
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2014. The objective of our audit was to determine whether the reported costs were allowable,
properly calculated, and adequately documented in accordance with applicable SED requirements.
To accomplish our objective and assess internal controls related to our objective, we
reviewed the RCM that applied to the year we examined as well as the CFR Manual and its related
appendices. We became familiar with Baker Victory’s internal controls as they related to costs it
reported on the CFR. We also interviewed personnel to obtain an understanding of the practices
for reporting costs on the CFR. We reviewed Baker Victory’s CFR for the fiscal year ended June 30,
2014 as well as its audited financial statements for this period. We obtained accounting records
and supporting information to assess whether certain costs claimed by Baker Victory on the CFR
that were considered high risk and reimbursable in limited circumstances (such as food and gifts)
were properly calculated, adequately documented, and allowable.
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.
Reporting Requirements
We provided a draft copy of this report to SED and Baker Victory officials for their review
and formal comment. We considered their comments in preparing this report and have included
them in their entirety at the end of it. In their response, SED officials agreed with the audit
recommendations and indicated the actions they will take to address them. Baker Victory officials
generally agreed with the audit findings, but challenged certain aspects of our findings related to
personal service costs, OTPS costs, and Baker Victory’s cost allocations. Our rejoinders to those
comments are included in the report’s 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 if the recommendations were not implemented, the
reasons why.
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Major contributors to this report were Dave Fleming, Ed Durocher, Jennifer Habib, Jennifer
Bordoni, and Bruce Brimmer.
We would like to thank the management and staff of SED and Baker Victory for the
courtesies and cooperation extended to our auditors during this review.
Sincerely,
Andrea Inman
Audit Director
cc: Suzanne Bolling, Director of Special Education Fiscal Services, SED
Thalia Melendez, Director – Office of Audit Services, SED
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State Comptroller’s Comments
1. Based on the information and documentation provided by Baker Victory officials, we
deleted the costs for wellness incentives ($13,770) from our recommended audit
disallowances.
2. We amended our report to reduce the disallowance related to excess compensation for
two employees reported in one CEO title from $4,560 to $4,546. This correspondingly
reduced the overall disallowance for excess compensation costs from $8,518 to $8,504.
3. We maintain our conclusion that Baker Victory improperly claimed $22,925 in non-Programrelated salary expenses to the Programs. As part of our audit testing, we reconciled Baker
Victory’s payroll register and supplementary schedules to the expenses reported on the
CFR. Information from these sources was used to prepare Baker Victory’s CFR. Based on
our testing, we determined that salary expenses for a “Service Coordinator Medicaid
(OPWDD only)” was inappropriately charged to the Programs. Baker Victory officials
were unable to refute these findings during the audit fieldwork, and the supplemental
information included in their response is not related to the employee in question (and
consequently the $22,925).
4. Contrary to their assertions, Baker Victory officials did not provide sufficient documentation
to support claimed expenses for training in Fort Lauderdale, Florida. For training to be
reimbursable, SED guidelines require the entity to maintain brochures, agendas, or other
literature that verifies attendance and documents the purpose of the training, conference,
or meeting. Although Baker Victory officials claim they have certain information to support
the training, officials did not produce the SED-required documentation during the course
of the audit, nor did they provide it in their response. Absent proper documentation, we
maintain that the $1,002 in training costs should be disallowed.
5. We maintain that our conclusions regarding Baker Victory’s cost allocations are accurate.
As stated on pages 5 and 6 of our report, we conducted comprehensive testing of three
allocation methodologies that Baker Victory used to allocate $207,042 in costs. We
determined Baker Victory lacked documentation that sufficiently described the allocation
methodologies and the statistical basis for allocating the costs. We further determined the
allocation methods conveyed to auditors were unclear and not reasonable. In addition,
Baker Victory’s external CPA identified errors in Baker Victory’s allocation process, and the
CPA recommended a review of all allocations and that Baker Victory formally document the
methodologies that were used. The CPA communicated these concerns to Baker Victory
in February 2013 and again in January 2015. However, the CPA’s concerns were never
addressed because Baker Victory did not have the necessary procedures and protocols
in place to ensure that information of this nature was identified and communicated to
appropriate officials within the organization.
6. It is unclear how Baker Victory “believes” its FTE analysis validates that the amounts
allocated to the Programs for the two Program Directors are fair and reasonable. In Exhibit
IV of Baker Victory’s response, officials appear to have culled information from CFR 4 and
other unknown sources and simply tabulated the data. This does not sufficiently address
our audit findings or Baker Victory’s pervasive lack of supporting documentation. We
are pleased that, in response to our audit, Baker Victory management is in the process
of reviewing the allocation methodologies of employees who are shared with multiple
programs to determine the most appropriate allocation methodology to use.
7. The audit’s conclusions regarding maintenance cost allocations are accurate. From our
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review of various documentation, including the written allocation methodology and
maintenance work orders that supported the maintenance allocation percentage, we
found that the documentation was incomplete and inadequate, and the methodology used
by Baker Victory to allocate these costs was not reasonable. We are pleased that Baker
Victory is taking steps to ensure that all jobs performed by the Maintenance Department
are properly requested, completed, and documented.
8. As stated on page 6 of our report, Baker Victory was unable to provide documentation
of the time study or units of service that were used as the basis for the allocation of the
$17,270 in OTPS costs. Further, Baker Victory officials were not able to satisfactorily explain
why allocations of the various OTPS costs were based on the time study of a Program
Director’s activities. We are pleased that Baker Victory is taking steps to determine if there
are more appropriate methods for allocating expenditures of this nature.
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