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INVESTIGATION OF THE MISUSE OF PUBLIC FUNDS
IN THE OPERATION OF NON-PUBLIC SCBOOLS FOR
HAUDICAPPED CHILDREN

.BACKGROUND

New Jersey's strong concern for the welfare of
handicapped children is reflected in the history of
state support for special education programs for these
children.

Indeed, New Jersey became the first state =-- in
1911 -~ to reguire special educatiocn curricula for
the deaf, blind and mentally retarded. _Subsequent
legislation, which substantially enlarged the state's
share of all local school costs, alsc expanded the type
and number of state~aided educational programs for both
mentally and physically handicapped children. Thus, New
Jersey's financial aid for special education rose from
$1.2 million in 1955-56 to $18 million in 1967-68, or
41 per cent of the $44 million then.invested in this
effort., By 1976-77, state support for special education
for the handicapped had risen to $107 millibn, or 60 per
cent of a total outlay of about $170 million.

Of this overall special education system, the New
Jersey State Commission of investigation concentrated

its inguiry on the public funding of non-public schools

for educating children who are so severely handicapped
that local schools will not or can not accommodate themn.

Ever since the use of private facilities for special



education purposes was authorized,the number of these
schools has proliferated. During the 1977-78 school
year, accordiné to testimqny before the Commission, 230
non-public schools were accredited for special education
purposes —- 100 ocutside the state and 150 within the state.
Of the latter, 125 are day schools and the remainder are
also residential facilities. The cost of these programs
last year was $26 million, shared almost equaily by the
state and the local districts. All but $2 million of the
total expenditure was on in-state programs. At the time .
of the Commission's inguiry, about 5,000 children were
enrolled in private facilities in one or another of a
dozen handicap categories for which appropriate courses
are reguired. These categories are: Eduéable or train-
able mentally retarded, perceptually.impaired, orthopedi-
cally handicapped, ﬁeurologically iméaired, visually
handicapped, auditorially handicapped, communication
handicaéped, emotionally disturbed, chronically ill and
multiply handicapped.

The local school district is at the core of the
non-public school special education system, The place-
ment of a pupil in a school is the responsibility of a
local child study team, consisting of a social worker, a.
school psychologist, a learning disabilities teacher-con-
sultant and a physician. There is at least one team in
each of the 600-plus school districts ;— a statutory re-

guirement ~-- but there are about 800 teams throughout the
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state because larger districts have more than one.

Mrs. Eleanor Engelbrecht, state coordinator of non-
public school elgibility, testified that these child
study teams "have a numbér of options in front of them
in their search for the right placement™ of a handicapped
child. She said: "They first look, of course, into their
own district where this child can be educated. If nothing
guite fits or suits the child, they look next doecr to
another county or ancther region, and they go on until,
.I think, about the sixth or seventh on the list is the
option of the non-public school, either in-state or out~
of-state."
| The private schools to which child study teams refer
éeriously handicapped children are funded by a system that
~lacks basic checks and balaﬁces -- a deficiency that became
évident at the outset of the Commission's inguiry. Under
the statute, local school districts are reguired to pay
private school tuition bills as submitted. These local
district payments are partially reiﬁbursed by the state
Department of Education, which sets tuition rates for
various handicap categories -- ranging from $3,400 for
the chronically ill to $6,800 for the visually handicapped.
‘These rates are predicated on costs, projected and actﬁal,
that are now submitted to the state Education Department
by the private schools. Prior to the sumﬁer of 1977 no
reports of actual costs were ever reguired by the state.

Eventuaily, the combined flood of estimated and actual



cost statements into the Trenton bureau defied the most
superficial monitoring effort.

Only in the past two years have even random and
cursory audits been permitted. When at least the
scattered audits began, they were undertaken at Mrs.
Engelbrecht's regquest by the Education Department's
Division of Administration and Finance, itself under-
staffed. Prior to the Commission's public hearings in
January, 1978, only nine audits had been performed.

It was not until January, 1976, that any private
schools for the handicapped were audited at all, accord-
ing to Vincent D. Calabrese, assistant educétion commissioner
for administration and finance. He told the $.C.I. the
"random basis" audits that were initiated were limited by
an opinion by the Attorney General's office to merely a
determination of "the validity of the tuition charges."”
Calabrese also testified his office had a staff of "only
six auditors for the entire state" who are responsible for
monitoring 611 school districts, among other statutory
duties, as well as the limited surveillance of 150 pri-

vate schools for the handicapped.

THE S.C.I. INVESTIGATION

During 1977 the operations of certain non-public
schools for handicapped children were subjected to mount-
ing criticism ~- by parents of pupils, by state and local

education officials, by former employes and, most effect-

ively, by newspaperswhose investigative reporters uncovered
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irregularities. The Commission itself received a number
of complaints and undertook an evaluation. Exploratory
interviéws were conducted -- at the office of the Morris
County Daily Record, which had run a2 series of articles
in late March on alleged improprieties at two schools;
with Dr. David Holmes, president of the Association of
Schools and Agencies for the Handicapped (ASA¥), and
with Chief Auditor James Oszfolk of the state Education
Department, among others. These discussions raised
additional cuestions about the financial management and
.control of these facilities, many of which could not
reven meet ASAH standards for membership.

The evaluation guickly turned into an extensive
probe. For the first time the target schools came
" under wide~-rancing fiscal scrutiny as the Commission's
étaff of Special Agent-Accountants inspected and com-
pared vouchers, bank recordés, purchase orders, budget
estimates, cost reports and expense accounts.

The scope of the Commission's i#vestigation was
defined in the subpoenas issued for financial records

and served on prospective executive session witnesses.

These subpoenas stated:

Whether the laws of this State with respect
to the education of handicapped children are
being faithfully executed and effectively
implemented, with particular reference to the
manner in which Special Educatlion programs
are being provided for handicapped children
by private education institutions,
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Even despite the Attorney General's reétrictive de-
finition of what could be checked, the state audits of
five schools at least reﬁealed that three had been over-
paid buf.tﬁat no attempt'had been made to recover the
excess payments. Nonetheless, analyses of these incom-
plete state audits by the COmmissiOn's_staff led to the
conclusion that more penetrating audits were necessary.
Upon the Commission's orders, intensive financizal in-
guiries were launched into the records of the Caiais
School in Convent Station in Morris County, the Lincoln
School in Peapack in Somerset County, Manor Woods Academy-
in Estelle Manor in Atlantic County and Somerset Hills
School in_WarrenVille in Somerset County. As these audits
procressed, the Commission's Special Agents interviewed
vendors and other principals to confirm the evidence
of guestionable procedures that the fiscal scrutiny
was revealing.

The Commission's probe uncoveréd widespread misuse
of public funds by certain school operators as well as
many gquestionable practices that could not be ccndoned.
The Commission decided that the seriousness of the abuses
warranted a public demonstration of theif adverse impact
on the Special education effort to improve the wellbeing
¢f handicapped youngsters. The 5.C.I. thus hoped to
promote an expeditious correction of the svstem's faults.
As §.C.I. Chairman Joseph H. Rodriguez stated on January

18, 1978, at the opening of the Commission's two days of



public hearings in the State House:

The primary concern of Zhis Commission L&
2o assure that ne handicapped chifd whe L3
ennollfed in proghrams of Specdial Fducation
L5 shortchanced, and Lo insure that tax-
payer funds axre propenly used fon educa-
tional purposes:

Qur Linvestigaticn has disclosed examples
cf exploditation of this program, Anclfuding
the misuse o4 misappropriailon of public
funds 4or personal gain and othen non-
educationaf activities, when these funds
should have been utifized so0lefy 2o improve
the educational phograms offered these
helpfess childnren.

1 want to emphasdize Zthat these hearings
sheuld net be construed by anudcne as an
indictment of Zhe enitine sysitem of Special
Educaztion §orn the handicapped. Many of Zhe
150 private schocfs that ake provdiding this
necessarny educational service nc doubt have
outstanding necerds. We ane cencerntraiing
here on schools where cun {nvestigation has
preduced evdidence of serdious abuses. Oun
desdine 46 Zc subfect Zhese {innegufanitdies
o a public spoifight in onrder Zeo &pun
cornective action. We Linfend affer Zhdis
hearing Lo Lssue a hepornt including ouhr
recemmendations for Legislative and adminis-
Zrnative nreform. We wifl also, when and whenre
apphophriate, hefen Lo Lhe proper Law en-
forcement agencies the {full results of ourn
investigaton. - -

The Commission feels that vdigonous and. ‘
continuous public suppornk 6q& Special Education
programs fon handicapped chifdnen 4is essentdial.
The abuses 04 a few of these schools should
not be permitied to damage ox desfroy the nep-
utation of the entine sysiem or of Zhe many
dedicated people serving the handicapped chifdren
in oun state.

The testimony you will hear today wilf con-

inm unwarharied abuses 04 a phogram 40X which
326 miflion in pubfic tax mendies has been agtk-
onized fon the educational beilferment oé'ch4@dnen
whe ane in dine need 04 such specdal facilitdies.



Because we felft that the imphoprieties oun
inquiny uncovered should be hatted as quickly
as possible, we decided they should be sub-
jected to swift public expcsure and swift
cornection -- even as cuh inquiry Anfte Lhis
compfex and vital system continues Lnto
othen aspects.

We Antend, as Ln past publfic hearnings, Zo
necond testimony reflecting all facets of
this Specdal Educaiion prcgram, all sides
of an extremely Antricate and sensitive
endeaven to imphrove The minds and fhe £{ves
¢f children who fhemsefves are unable Lo
call out to us for the help they need.

This report will review the record of the afore-
said public hearing as a basis for the specific re-

guests for legislation which are outlined in the

recommendations section.
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THE TESTIMONY - Januany 1§, 197&

_ THE ROLE OF THE STATE AND.LOCAL DISTRICTS

To establish a factual background for the Commis-
sion's public hearing expose of irregularities and
guestionable practices in the use ©f Special Educaﬁion
-funds by certain noa-public schools for the handicapped,
the Commission first guestioned Mrs. Eleanor Engelbrecht,
state coordinator of non-public schocl programs.

She noted that of the $160-175 million cost of
financing Special Education for handicapped children,
her job concerned the $26 million paid to non-public
-schools. She also noted that these noa-public schools
Provide educational programs for at least 11 mandated
categories of handicaps for which varying tuition pay~
ments are reguired, ranging from a low of $3,400 for
"chronically 111" to $6,800 éor "visually handicapped".*

Mrs. Engelbrecht outlined the system by which a

- child is placed in a non-public school and the way the
cost of educating such & child is financed.**

Initially, she testified, a child is identified
as "in need of special education” p;imarily by the
classroom teacher, although-this determination also

can come from parents, school officials and even the

*Sae Exhibit, P. 9a

**See Exhibit, P. &b



COMPARISON OF TUITION RATES
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SCHOOL YEAR 1976-77 anp 1977-78

CATESORY
ORTHOPEDIC HANDICAP
VISUAL HANDICAP
AUDITORY HAMDICAP
CHROHICALLY ILL
EDUCABLE

TRAITHABLE

EOTIONALLY DISTURBED
HEUROLOGICALLY IMPAIRED
SOCIALLY MALADJUSTED
COMIUHICATION HANDICAP

'PERCEPTUALLY TIMPATRED

1975-77
$6000
$6300
$5530
$2500
$4333
$4700
$5330
$4300
$4600

$5500

- $3103

STrRUCK

1877-73

$3403
$4300

$4300

- $5002

$410)
$21200

$5000

. $3503

AMENDED
1977-7%

$6303
$6800
$5503
$31410
$4300

- $4300
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SPECIAL EDUCATION
NON-PUBLIC SCHOOLS

DEPARTMENT

/£; . OF

EDUCATION

StaTe AID PaymMenTs *

Non-PusLic \L,

—d

SCHOOLS LOCAL SCHOOL |

SUBMIT DISTRICT
ESTIMATED A;{* t\d

BUDGET AND CHILD STUDY TEAM TUITION ==
ACTUAL (CHooses Non-PusLic (PAYMENT Is
CosT SchooL) 31LLED By

‘REPORT \\\\ ~ ScrooL)
Y Lﬁ:.

NON-PUBLIC
SCHOOL

* CATEGORICAL AID ADJUSTED BY HANDICAP CLASSIFICATION AND ADDITIONAL

COST FACTOR.
**TUITION RATE SET BY THE DEPARTMENT BASED ON ESTIMATED BUDGET.
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child. If the school superintendent decides this judg-
ment should be evaluated, it is referred to a chiid-
study team composed of four "professionals" -- the
school's scocial worker, :psychologist, learning-@is-
abilities teacher/COnsuitant and a physician. Each

of the more than 600 school districts in the state

has at least one child-study team but there are a

total of some 800 teams because larger school districts
have more than one. The child study team is responsible
for the proper placement of the handicapped child --

and one of the alternatives is & non-public school.

A Multitude of Duties

At this juncture, the child-study team places
its ward according to educational and personal needs
in one of 250 approved non-public schools, 150 of which
are in-state, 100 of which are out-of-state, and 10
percent of which, or 25, are in-state "residential®
facilities serving the child on a 24-hour basis.

Mrs. Engelbrecht indicated any one could receive
certification for a non-public school after meeting
certain conditions, one of which criteria -- a sort
of "certificate of need" determination such as is utilized
in the Health Department for proposed hospital facili-
ties -- had been in effect for only four months prior
to the Commission's public hearing. Once a need was

established and county school authorities approved the
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proposed school's physical plant, the applicant school
would file its application papers with the State Education
Department. .
. And what happens Zo Zhem next?
A, They are —-- they come back into the office,
or into our office, and we go over them with
a fine tooth comb because they contain all of
the basic evidence that we need to comply with
the rules and regulations.
Q. ALL right. Dc zthey alsre submit, pursuant
te that application phocess, ddnancdial informaticn?
A. Yes, sir. Part of that inciudes the proposed
budget for their school for the current school year.
0. And wixth regand Lo the revdiew cf Zhat financdial
sdituaticn, what does the §ine Looth cemb entail?
A. We would check each item in the budget care-
fully.
Q. Against what?
A. Our forms ére closely related to the financial
procedures for the public schools. We consider
administrative costs, costs for materials, qosts
for instructional staff and so forth down the list.
0. In ciher wonds, you yournselg weulfd have an {idea
0f what each cost component shculd be running 4in a
batl-park 5igu£e for each of these Achools; is Zhat

cortect?
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A, Yes, sir, and if we don't know, we call the
applicant -and ask him,

Q. ALL right. And 25 you didn'zt get a sufficient
explanation from the applicant --

A. We have been -- since I have been in this
office, which is only a year-and—a;half, I have
been asking for audits to help me from the De-
partment of Aaministration and Finanqe.

Q. 1s 4% essentially the same process on a
renewal forn a non-publfic schood?

A. Yes.

Q. In othern wends, each yearn they go through

this process?

2. Each year the wheole process has to be repeated,
including the visit by the county superintendent
to the phvsical plant.

Q. And dc you check theds neport cf expenses

to see Aif theirn nrepont matched'ihein anticipated
budget which {5 submiited 4An Ihé beginning of the
schoel yean? '

A, I have only haéd one roundrwith budgets, but

I did ask for a revised budget from everybody last
year, and we then'were able to compare the original
projected budget with the revised budget that came
in dpring the summer months.

Q. - In other wonds, at the beginning of the schook
yean grom each non-publfic schoof you necéiued a pho-

posed budgei and se nazes based on that?
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A. Yes, sir.
And agiern you got into your office you asked
fon a Aepénz of expenses to see i{f they matched up?
A. The éxact expenge te see what happened.

Had any o4 your predecessons done that?
A. No, sir.

Now, the mondies recedved by non-publiec schools
are all publfic monies; A5 Zhat conrrecit?

2. Yes, sir.

Insufficient Staff

One of the problems the Commission hoped to high-
light for swift corrective action was a need for more
adequate staffing to regulate and monitor such a complex
~and sensitive program. Mrs. Engelbrecht's testimony left
little gquestion about the seriocusness of the staffing

deficiency:

0. Whe L& youn dinect supenrvison?

A. My direct supervisor is Mr, James Richardson.
Q. And his position with --

A. Director of the Bureau of Special Education and
Pupil Personnel Services.

0. Hom many people do gou, in tuhrn, supervdise?

2, I have nobeody to supervise, sir.

0. VYou are Zhe onfy person doing exactly what

you'ne dodng; 44 ZThat cornect?

- A. Yes.
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0. Do you have responsibility for receiving and
checking Budgeté?.
A, Yes, and --
Q. Do you afasc have responssbility o4 checkding
expenses of non-public schools?
A, Yes, I do. _
0. Teaching handicapped chifdren, that is.
A. Yes, I do.
0. You also have some responsdibildity forn Anput on
betidnz of rotes wiih recarnd fo that vasiticular
aspect?

A. Yes, I do.

Lack of Control by Local Districts

Commissioner Stewart G. Pollock questioned the pro-
cess by which the non-public schools are paid by local
school districts (state aid representing about half cf
such payouts) but are not checked by the districts.

Q. The parit that trhoubfes me ig'zhié: That fhe
meney seems Lo be coming, a check, from Zhe-
Local school board, and yet Zo the extfent zhai.
therne 44 supenvision of expenditunes and budgeis
which nealfy determine Zhe rates, that seems zo
be done by ancther eniity, the State 0f va 
Jersey. 15 Zhat a failr stafement?

A._ers, but I don't think that would affect the

programming for the child.
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Q. The part that conceans me Ls that the eniily
that's sending the check does not have direct
contrcl cven the aeézinq 04 the rates and the
expendifures.

A, They do not at this time.

0. ALL right. Thark you.

A, I don't feel it would be necessary, but I
don't think that in any way has bothered anyvbody
up and down the system, however. Really, you
have something in mind that I don't guite under-
stand.

Q. The paxt that ftroubles me, 1 mean, 44
wherever ycu have publfic funds expended and
there L5 no direct® contrcl by Zhe public

entity spending those 4funds over Zhe expenses
Zhat fead 2o the disbutsement of public funds,
Zhere's an apponituniity for someone Lo capdial -
ize on that to the diaaduantagé 04 those fonr
whom the funds are sought onr intended to be
sdpeni.

Conceded Mrs. Engelbrecht: [SYou have a point."

Aucdits Based Only on Suspicion

Chairman Rodriguez also guestioned a trouble-spot
-- the auditing limitations. He noﬁed that Mrs.
Bngelbrgcht's office "has no auditing capabilities™
although, as she pointed out, it can draw on the

services of the State Division of Administration and
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Finance, which it does. The Chairman:

0. And when you call upon them, Ls it essen-
tially because o4 the feefing that cné 04 Zhe
Line items or one of the componenits of the
budget seems Lo be out of Line?
A. Yes, sir, this is true.
Q. 1 they appear to be 4in f£ine, Lis there any-
thing that would thigger an audit o0f a particulfan
school whene that budget seems to be in Line with
your desk review?
A. Not at this time. I would say, though, as
- you know, we, I think, have had ten different
audits. TFive were done the year before I came
into this office, and these were selected at
random. Some were selected from North Jersey; -
some from Soutﬁ Jersey; some large and some
small. I repeated that process this vear
with four other non-public schobls, and again
we selected these at random because we saw
something wrong in their line items.
Q. Sc¢, then, the way fhat it has been handlfed
up £o the present time, it would be possible
forn some schools o have exiéied forn quite
some time without any audit at all Li§ thedin
Line Lizems didn't appearn to ftariggern the
concern?

A. Yes, sir.
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THE CALAIS SCHOOL

The first of the non-public schools whose financial
mismanagement became a target of 8.C.I, scrutiny -- parti-
cularly by the agency's team of special agent-accountants
-— is located on St. Elizabeth's campus in Convent Station
in Morris Township, Morris County,‘occupying a rental
premises of a little over four floors or some 17,000
square feet. It was incorporated as a non-profit
school in 1970. 1Its enrollment at the time of the public
hearing consisted of 125 students, 70 per cent of whom
were emotionally disturbed and 30 per cent neurologically
impaired. Besides the tuition payments the
Calais School received $5,000 for each emotionazlly dis-
turbed child and $4,400 for each neurologically impaired
child. The school's Executive Director, Lionel Leitner,
‘testified that contributions to the school over the past
eight vyears totéled "in the neighborhood of $25,000 to
$30,000."

Mr. Leitner, who lives on Egbert Hill, Morristown,
testified that he also is president and treasurer of
the Calais day school, that he had done consulting work
- for "maybe a dozen hours a year," all since 1970. During
most of this period he was employed full time at Pica-
tinny Arsenal. He retired on a pension from the arsenal
in January, 1877.

Mr. Leitner's wife, Charlotte, he testified further,

is a psychologist and is vice president, secretary and
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"director of services" of the Calais School. 8he has
an "office" -+~ as he said he also does -- at their
Egbert Hill home. | | | |

Both Mr. and Mrs. Leitner are incorporators_of
the Calais School, along with Dr. Lawrence Kesner.
The incorporators are the school's trustees.

Mr., Leitner testified that his salary from the
Calais School is $33,600 and his wife's $30,000. He
conceded that from 1970 throuvgh January of 1977, when
he was emploved both as executive director of the |
school and fulltime at Picatinny, his salary at the
arsenal ranged to $37,000-plus.

after noting that his post at the Calais School
was "akin perhaps to the superintendent of schoeols" and

1

"business director," with only superficial or indirect
responsibilities for educational programming, Mr. Leitner
wat& guestioned by Counsel Siavage on the amount of time

he devoted to his duties, particularly when he also

worked fulitime at Picatinny:

0. When did you attfend to Zhe work of the schoof
during that perdiod o4 t;me?

A. I took care of that evenings and weekends
and time off that I was on leave.

Q. And how many hours a week would vou say that

- you devofed ¢ the school wonk?
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A. Well, it varied. In the early periogd it
would have been less when we only had a student
poéulation of about 23 the first year. The
last ‘cbuple of years it's been about 30 hours

a week.

At School Only Six Hours Weekly

Mr. Leitner said his wife handled for Calais School
"all of the senior policy responsibilities relative to
all pfofessional aspects 0f the school," as well as
serving as schoecl psychologist.

0. How much Zime deoes she ébendfai the school?

Mr. Einhorn: (Mr. Leitner's counsel) Excuse me.

when you say "at the school,” are you referring

to the -- |

Mz, Siavage: 1'm nefearing Zo the school in

Convent Statdion as opposed Zo Mn.lLeiinaﬂ’A

home, yes.

A, I'd say approximately six hours a week.

0. Aboui 44x hours a week.

A. Yes. _ _

Q. And the hest oé.the time which she spends on

school-nelated ﬁunction$ she spends at Egbent

HiLg? -

A.. That's correct.

Q. -And whenre does she spend that fime at Egbexnt

HiLL when she works on school-nelated functions?
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A. Well, it would be all over, really. It's
wherever it's convenient for her to do what
she's doing.

Q. She didn't --

A, We use the entire facility in that respect.
If it's something like reading a report or meet-
ing, or what-have-you, she might do that any

place in the -- at the residence.

The Leitners' Egbert Hill "Offices"

Because the Commission had indicated it was interested
in ascertaining precisely what kind of Calais School "work"
was actually conducted at the Leitners' Egbert Hill house,
Counsel Siavage introduced into the record photographs
of the couple's "offices" at their home, inciuding furnish-
ings, ornamental and otherwise. Theﬂphotographs were taken
by the Daily Record of Morris County in mid-1976, when
the Leitners made their residence available as the "Home
of the Week" for a picture series by the newspapei. The
prints were provided to the S.C,I. gt the reguest of
the Commission.

Counsel wanted to know more details about the
"business use" -- supposedly for Calais School work --

that was made of the Egbert Eill home:

BY MR. STAVAGE:
Q. Now, 1 think you testigied before that youn
wife Chartoife conducts hen private practice afso

in your Egbent HALL nesdidence; 44 that correct?
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A, Yes,

Q. And she does that in the of4ice which 4is ex-
hibited by C-67 (Phétograph of her office)

A. Partly.

Q. Whekre does she do the nest of her private
practice?

A, Well, she doesn't necessarily confine her-

self to that office. |

Q. Wherne does she see prdivate patients, else-

where Ain the home on Egbent HLILZL?

A. Well, she may go on the porch; she may go
outside; may go in the conference room; she

may go in the kitchen; she may go anywhere.

Q. Does she go to the pock?

Z. She may.

Q. Hew many hours a weef dees Mrs. Leditnern spend

on hen paivate prnactice?

A JI'd say =--

Mr. Einhorn: Excuse me. Are we talking as of

now, 8ir?

Mrn. Siavage: As of now.

A. 1I'd say between 15 and 20 hours.

Q. How Long has she spent between I5 and 70 houns

on her private practice?

A. Well, I'd guess since about 1974. Prior to that,.
. I'd say she was much more limited; very little practice.
Q. OCkay. So she spent, did you say, 15 orn 20 houns?

A, 15 to 20 hours.
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. A week on hen pnivate praciice Ain '74, '75,
76 and '777

A. Approximately. . _
0. ALL night. And what does she spend the nest
04 hern work week upon?

A. Calais School.

Q. Calais. Does she alsc sdee patients anywhenre
efse other than the Egbert HiLL site?

A. No.

Son David on the Pavroll

The Leitners have two sons, David, who was 25, and
Steven, who was 29. Both figured in Mr. Leitner's testimony
about the manner in which the day school's funds were
spent, particularly David as an employee of the school.
The Commission guestioned Mr. Leitner about David:

Q. What {4 his annual baiaﬁg?

A. Well, --

Mr. Einhorn: 2s of now, sir?

Mr, Siavage: Az 04 now.

A, As of today?

0. Ves.

A. Well, now he's drawing $275 twice a month.
Q. How Long has he been dhawing $275 twice a
month? | |

A. Since January 1st.

Q. 04 what yeanr?

A. This year.
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Two weeks ago?

A. Right.
X X X X

What was he drawing prior e fwo weeks age?
A. $525.

Twice a menthn?
A. Right.
Mr. Einhorn: May I have a moment, Counsel?
Mr. Sdiavage: VYes.
(Discussion held between the witness and his counsel.)
A, (Continuing) May I explain this, please?
Q. Ves.
A, David Leitner, my son, is one of ten people
selected throughout the whole United States for
& National Science Foundation grant, and this is
in the field of environmental education, and it's
connected with the Passaic River Coalition, and
his duties on this grant commenced two weeks ago.
Q. 1 see,
A. And as he reduced his work as a result of that,
we reduced his salary accordingly.
Q. I undersitand. On an annual basdis, then, Lask
year he was making approximatefy $12,600°7
A, That's correct.
Q. Okay. And what was his funciion at the school?
- A.  Well, he's an environmental science studies

specialist. He's basically a resource person for
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the teachers on the staff in trying to implement
a very difficult area for special ed schools that's
weak, I would say, tﬁroughout the whole educational
process, and in that he tries to help these teachers
set up some kind of instructional relationship that
would relate to these children who have difficulty
handling normal programs in an area of interest and
meaningfulness to them so that they could learn a
great many things connected with science, environ-
ment, and so on, ang he works with the teachers,
gets children sent to him by the teachers to work
in this areaz, and has stimulated considerable in-
terest and improvement in guite a few of the
children in this connection.
0. He does not Zeach dinectly,-4in ¢Xner wonrds,
A. Well, he's not a teacher. He's a resource
person, but he does -- I can't say that he
doesn't teach. He's not COuntéa as a teacher,
but he does, in essence, as part of this
assistance program, do teaching, but he's pri-
marily a resource person.

XX XX
Q. Does he have a cerntificate £o teach handi-
capped chifdren? |
A. Wo, and we don't count him as a teacher.
Q. Okay. Does he have a bachefor of scdience

degree obZained when, if§ he does?
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A. Yes, in December of 1875.

Q. How much time did he spend at the school pirion
o the ne&chLOH 04 his duties, priorn %o Zhe Zime of
the fedenal grant?

A, It's part-time.

Q. A 40-houn week?

A. No. We don't have a 40-hour week. The average
time is about 30 hours.

Q. 30 houns. And he spent 30 houns a weeh af

fthe school dunding the time he was employed?

A. No, That's he would spend four days at

school and one day preparing materials elsewhere.

Going to School on $12,600 a Year

Mr. Leitner testified that his son Daﬁid was on the
Calais School payroll during a peried where he was a fulltime
college student -- and was paid §12,600 even while he
was attending graduate school. Mr. Leitner explained
the situation thus: |

9. How much Zime didrhe spend at the school then?

A. He didn't spend -- in his undergraduate
period?
Q. VYes.

A. He didn't spend time at school then.

Q. Was he even employed at the school whife

he was in graduate studies?

A, So I understand, when you say "school," you mean

the Convent Station?
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Q. Right.

A. Okay. Graduate school you're talking ébout,
now? |
0. Has he ever goné to graduate scheool?

A. He's in graduate school -- he was in graduate
school this past term.

Q.. He sfanted Ain Sepfemben?

A. Yes.

0. ALL night. And he was being pald by the
school $12,600 a year at thait Zime?

A. That's correct.

The Chainman: Where was the graduate school
Located?

The Witness: Kean Collegé

Commissdionen Lane: Where was t@e undergraduate
schoot Located?

The Witness: Ramapo, Ramapo State College.
Commissionen Lane: How fan hemoved 44 that
from --

The Witness: Ramapo State College?
Commissionen Lane: -- The Calais School.

Thé Witness: Oh, about an hour's time.

0. 04id he Live at undergraduate schoof orn Live
at your --

A. Yes, he lived at undergraduate school.
Q."_And he's a full-time student thene?

A. YeS; Sir-
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0. And he was on the payroll o4 your school as

well?

A. Yes, sir.

Q. He didn'Z Apendrany time at the Calais Scheool;

L4 that connect?

1 thought you said he spent no time at Caladis Schooﬁ -
A. That's correct.

Q. ~-- while he was an underghaduate. What was

his contribufion durding those yeans?

A. His respcnsibilities then had to do with doing
curriculum research, develop surveying -- he was
given a position with a target to survey the en-
vironmental studies field in particular, with the
goal of developing pilot programs that he would then
begin to engage upon graduation at the school, and

t0 -- try them out and develop an area in which the
school was rather weak in. That school happens

to be one of the foremost locations for environmental
studies in the country in thislfarticular area, and
many of the professors whce he was acgquainted with are
considereé resource people by the state Department

of Education in this particular field, and this

is a field that's been singled out for emphasis and
épecial programs set up at the Montclair State
Teachers College in this connection also. 8o it's

an -area that had a lot of public interest.
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Q. Do you have some Ldea during the four years
of his undergraduate, four underghraduaie yeans,
how much Zime he speni in his duitdies at Caladls
Schoot?

A. He was only employed approximately one year
by the Calais School during that period.

Q. Senion yean? '

A. Senior year.

0. How much fime did he spend on Calais Schook
wornk duning Zfhat yean?

A. I guess it probably would be in the neighbor-
hood of 20 hours a week.

0. And what do you see -- how do you compute
that, you yourselq?

A, Oh, well, I'm guessing, really. I don't have
a definitive knowledge of the precise number of

hours,

Calais Salary Ranges Erratic

Mr. Leitner, who said he visited the Calais School
"perhaps 30 times" in a year, explained how the salaries
for school officials and eﬁployes weré set ~-- and how
they varied. |

He was asked about who determined sélaries at the
school.

A.  Staff salaries are determined primarily by

myself and reviewed by the board of trustees.
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Q. Which Lncludes yoursel4?

A. In pafticular, rglative to the senior execu-
tives. 1In the lowerzlevels, it's primarily a
determination by myvself in connection with con-
sultation with Dr. Goralsky who's the headmaster.
0. fHow much dees Mr. Gorafsky make as headmasten? -
A. He gets $33,600 a year right now.

Q. Would you consddern GBornalshy, yourselsp,

your wife, the admindistration of the school?

A. Well, we're the senior administration, ves,
sir.

Q. ALL right. And the boarnd o¢f dinectorns, 4§

At gets invelved in setting sakaries, includes
yourseld, vour wifde and Dr. Kesner?

A. That's correct. | ‘

Q. How much time does Mr., Goralsky spend at the
school?

A. Pull-time. Actualiy, more ihan'full—time,
probably, in a sense.

Q0. What would you say his work week consisted of
in number of houns, Af you know?

A. At least 40. '-

Q. At fLeast 40.. 1 show you what's been marked
Exhibit C-5 4or Zhe purposes 0§ Lidentification, and
ask you L4 you hecognize 4% as the expense budgeZ
Auﬁmany of the Cafais School submitied o the New

Jersey Depariment o4 Education for the schocl yeax
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L 1976-777
A. Yes,
Thank you.

A. That's covering:when?

The schoof year £isted on At 44 1976-77:
A. Right., This covers the actual expenditures
for that year.
Q. Does that decument, which you have just identi-
gied, specify the salardies o4 the teachens and Zhe
suppont staff?
A. Yes, sir.
Q. What {s the nrange c¢f salarnies fcrn the teachexs
on this stadd, and 1 ask ycu Zo Lock at Zhis doc-
ument, with nrespect Lo this document, and 1 ask
you L4 44’4 a range beitween eighiy-two-hundred,
and ninety-foun-hundred deflans?
No, it goes up to thirteen;thousané.
Okay. Who L& making zhintéen—thouéand?
Our industrial arts teachei.

15 anyone else making 4in excess o4 $10,0007

P P oo P

Yes, our program coordinator was getting
fifteen-five then.

0. 15 That the assistanit principal?

= .-

. Yes.
. Okay.
.. The vice-principal and program coordinator, yes.
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Q. In that same document, David Leltner L4 makding
$12,600 a yean?

A. Yes.

Q. 13 Zhere angbodg else on stafg making mere

than him other than Zhe ones you have mentdicned?

A. Presently or at that time?

Q. According to that document.

A, No, sir.

Q. Ohkay. Do those -- does ihat sfadd Ainclude
peoples -- people wiih maéien’é deghees?

A. That's correct.

0. And does L% include people with masten's of
education and maaten?a in speech therapy?

A. Correct. |

Q. Was David consdidened a more important memben

04 the stafé than people with mastern's in readding
and speech therapu?

A. Yes. We have people with @aster degrees on the
staff who were working as aides at a ‘much more
nominal salary, and we had teachers with bachelor's
degrees who were getting double and more than their
salaries. So it had to do with the contribution and

the importance of it more than anything else.*

*However, these and other comments in this portion of
Mr., Leitner's testimony are put in a different light by
witness John Ermanis, who taught at the Calais School
more than four years. A college graduate and a certified
teacher of the handicapped, his salary ranged from $6,000
to $8,400. He testified that the Leitners appeared at
the school infrequently. See "Leitners Not Often At
School", Pp., 62-660. :
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"Book Club" Purchases With School Funds

After confirming that he and his wife are respon-
sible for signing Calaié School checks, except that the
headmaster, Dr. Goralsky, could sign disbursements from
a petty cash account, Mr. Leitner began a litany of pur-
chases that seemed to have little or nc application to
instructing handicapped children,

His book club and magazine purchases were examples:

. Ckay. Thank you. Mr, Leitnen, I'm showing-
you a sendes of checks drawn on The Cafais Schook
account and signed by Licnef leiZner, which we'll
neéden to as Exhibizt (-9 An Zhis proceeding. They
are check Neos. 7889, 7744, 7558, 7297, 7040,

6775, and ashk you L4 you can khecognize youk
signatune on these checks and gouﬂd you ftelf the
Coﬁmiééion who Zhe payee on Zhose checks 4487 |
A. The payee 1is the Book of the Month Club,

and it's my signature. :

Q. 1 show you anothen serdies of cheché'énom the
same exhibiit, check Nos. 7954, 7583, 7585, 6854,
6724, and 1 ask you whq.the payee on those checks
L4 and whether you éigﬁed Zhem.

A. Yes. It's the Jewish Book Club.

Q. And fc wherne were those books deddivened that
nespond Zo fhose checks?

A. My residence.
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Q. Some of the 2itles of the books invelved,

accornding to the Anvodices, are The Rockefellens,

Moscow Farewelfl, Moshe Dyan, BLind Ambition,

Face o4 Baititle.

Are Zhose books wused forn the business of The
Caladis Scheok?

A, The practice relative to purchase of books
by myself is to turn books over, after I have
finished with them, to the school for the use
of the school, the staff, and any students

that would want to use it. I alsc regard my-
self as a member of the staff.

Q. They arne used fon the educational background
of the staff shall we say?

A. Some ~- they may.

Q. And how fong does it Zake you to Zuxrn fthose
bocks ovenr Lo the schoolk?

A. Varies considerably. I havé turned over
many, many bocoks and periodicalé that are ac-

| guired in this fashion and others that I have
acguired personally over the vears. There's

no particular pattern to it.

Q. 1 show you, again, whait's a ponidion o4
Exhibit 9, check No. 7662 and 1 ask you whethexr
you signed that check, the amocunt ovf Zhe check,
=and;¢ha the pavee 44.

A. Tennis. It's my signature and it's $23.
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15 that a Cafais School check?
. Yes.

15 Tenndis magazine Zurned cver 2o the scnocl?

Q

A

Q

A. Yes.
Q 15 £t nead by the siudents?

A. I wouldn't know.

Q 154 L% nead by the Ainsthrucitcns?
A. I wouldn't know.

X X XX

Check Pavouts Followed "Global Pattern”

Znother Calais School check introduced intec the hear-
ing record -- signed by Mr. Leitner for pavment of $261.66
to Jabberwock---caused the witness to discuss his pattern
of allocating "school" and "perscnal" costs. Counsel
showed the check to Mr. Leitner:

Q. I ask you Lf you recognize that check.

A. Yes.

Q. And can you Zell the Commission what 4% was

fon?

A. Covers -- it's a fireplace enclosure that
prevents draft from the fireplace in my wife's

office.

Q. 1In yo;n home?

A, Yes.

COMMISSIONER POLLOCK: Doesn't the gineplace

haué a fLue you can close?

THE WITNESS: 1It's not adequate. 1X1'3 82480
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drafty. As a matiten of fact, 1 have added a
healing unit as welf just outside the fineplace.
9. Did zZhe board of trustees at Calais make
that decision on did you make fhat decision?

A. I made that decision.

COMMISSTIONER LANE: This two-sixify-one-sixitu-
s4x, was that the entine cost of the unit.

THE WITNESS: Veas.

COMMISSTIONER LANE: The cost wasn't allocated
between fthe schoel and the work done Lin thaz
cffdice forn the school, 4in accohadance with youn
Zestimeny, and other werk done by your wife
individually as a doctor?

THE WITNESS: Ne, 4Lt was not, s4ir. The affocaticn
of expenses are noit necessardily Lxem-by-ixem and
expense-by-expense, but we follow a more global
patienrn.

COMMISSIONER LANE: T take 1% {hat that there anre
Zimes you Andividually pay for Zhings that go Zc
The school?

THE WITNESS: Ne. T'm tryding Zo say thait aif the
Egbent HiLls sife we make a great many expenddi-
tunes, Zhe predominance o4 which we pay for
personally and an amcunt we consdiden reasonable

we have padid by ZThe school.
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Paintings Charged to "Books/Supplies”

The witness was shown separate Calais School checks
he signed, oné for $845:and one for $955, pavable to
artist Joseph L.C. Santoro. These and similar public
hearing exhibits led to a long discourse by Mr. Leitner
on how public funds paid to the school were "invested”
in paintings and other cultural objects. Mr. Leitner
was asked if he recognized the Santoro checks and what
they were for:

A. Yes, I recognize them. These are two paintings
that the Calais School invested in.

Q. Okay. Whenre are they Located?

A. They are located in ny office,.

. And check No. 6965, in the amcunt of thinteen-
hundhed-and-thhee doflans, dated 9/21/76, payable
to A. Konnad, sigred by Lionef Leitnen. Do you
recognize that check and what was that {foer?

A. It's the same reason. It'!s a painting by
Adolph Konrad who agreed to -~ both artists
agreed to sell for a non-profit institution at

a discount for investment purposes.

Q. Now, you said the schoof made the decision %o
Lnvest in these paintingé. Did you mean that.ihe
school was usding Zthat as a means 0f Ainvesiment?

A. I don't understand your significance of what

you're saying.
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Q. Did fthe board of trusitees decide fo Linvest

in arni wonk as opposed Zo putiing some money in

the school, in a bank account, oxr L8 that in
addifion to a bank account, if you could ex-

plain Lt?

A. Well, the school developed a certain amount

of surplus funds, the predominance of which ére
needed for cash-flow problems. A modest amount

of the funds which were excessive to that require-
ment, it was felt, should be invested in something,
in a highly ihflationary environment that we exist
in, in something that would be more likely to

hold value.

0. Does your wife afsc have objects of art 4in

hen office 4in your home?

A. She has a bronze bust in ﬂér office, and

she has a clock, an antigue clock.

Q. ALL night. Does Dr. Kesnen have any ant objects?
A. He has no objects that wouid have been procured
by The Calais School.

Q. It was decided that the objects that were used
as a means of Lnvestment would be placed Ln the
offices in Egbernt HIiRET

A, Yes.

Q. Okay. Do you know how those paintings, by the
wﬁg, werne changed fo youn expense neport fo the

Deparitment o4 Education?



-38-

A. Well, I believe they were charged on the
supplies account. We have no particular account
for such a thing -- not -- because we have not
engaged in such a pfactice before.

Q. Books and supplies they wene charged fo?

A. The account -- yes, it's called books and
supplies.

2. On that expense nepornt, is thene any Line
forn oZhen?

A. Yes, there is.

0. 1In othen wonds, L4 you wanted Lo break 41 cuf,
you could have?

aA. 0Of course, that's possible. We don't follow
our accounts from that. We -- I'd annotate a
stub as to what I purchased. The accountant,
bookkeeper, would spread it into an éccount that
she deemed appropriate and it would go into

an account there. Now, I don't think the set

of accounts set up included.sdﬁething called
other.

COMMISSIONER POLLOCK: Ma. Ledinen, excuse

me. Your funds §or The Calais School come from
' the State cf New Jensey and the sending school

distrnicts, do they not?
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THE WITNESS: Yes, sir, they all come from the
sending sghool districts, and the ones that come
from the -- from public institutions all come

from the local schoél districts.

COMMISSTONER POLLOCK: These are all monies sent,
tax monies, that are sent %o you through Zhe

needs of Zhe sending districts?

THE WITNESS: These are all in payment of tuition
for services rendered by Calais School.
COMMISSIONER POLLOCK: Which are naised by taxes?
THE WITNESS: Yes.

COMMTISSTONER POLLOCK: And you took some of these
monies and purchased paintings and bronze statutes
and antique clocks; Ls that a true statement?

THE WITNESS: That's a true staFement.

COMMISSIONER LANE: We might as well, whilfe we'hre
on the subject, f4ind out who made the decision to
buy these paintings and othen ijeaté of ant.

THE WITNESS: These particular ones, I did.
COMMISSTIONER: AZL nright.

THE CHAIRMAN: Weff, did any of Zhe ofher membens
0§ the school know that you had made that decdsdion?
THE WITNESS: Well, subseguently my wife and Dr.
-Kesner.

THE CHAIRMAN: Prdlorn £o the decisdion, did they know
that you were going Zo Anvest, take monies from The

Calais School --
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.THE WITNESS: The general concept of investment.
THE CHATRMAN: Buz ii was net krown by them?

THE WITNESS: The general concept of investment
was known. Speéifically these particular items
were not known.

THE CHATRMAN: Wene anv 0f Zhe teachens advised
at the schoof that fhneste aril wenks existed in
your home fon the éducaILOH 04 Zhe childrnen?

THE WITNESS: These objects were not procured for

the education of the children.

Weedkillers, Insect Spravs, Gardeners...

The next public hearing épisode involving expendi-~
tures by the Leitners out of the pgblic funds of the
Calais School began with Leitner's identification of
a Calais School check in the amount of $41, pavable to
Agway Supplies.

Mr. Leitner said it was "entiéely possible” that
the checks were in payment for -- as Commission counsel
explained the invoice -- plants, cgarden tools, trays,
poison ivy spray, weedkiller spray, hornet killer spray.
The cuyestion of who utilized these items led to another
revelation -- the employment by the Leitners of part-time
gardeners at school expense. As Commission Counsel ex-
_pléined, these purchases reguired a visual depiction of

the Leitners' Eobert Hills estate:
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Q. Mr. Leitnen, sdince A% may become relevant fo
talk about wherne the weedhillen was applied on for
othen mattens, 1'm going fo ask that a chart* o4
your resddence be pﬁaced up. 1% Ls not pernfectly
in detail, nor in scafe, and was prepared essen-
tially by a former employee of yourns for the
Commission.

14 4t does not depdet your house and grounds
in any pariticular respect, perhaps ycu could
change it now, but Lf§ it does, just foxn Lthe
purpcse of checking, then we can Leave Lt as
Lt L4, Maybe you can answer the questicn.

A. In general. The scale may be different.
Q. Okay.

COMMISSTONER POLLOCK: How many aches are we
talking about?

Q. 6.977

"A. That's correct, approximately.

0. Do you hnow wherne the weedkhillfer was applied
on those grounds?

&A. No.

0. Ddd you apply LZ.

A. No.

Q. Who applied ALf.

A. I really don't know.

*See Exhibit, P, 41la
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Q. Showing you a sendies of chechs which ane
anothen parnt of Exhibit C-9 for Zhe purposes 0§
ddentigication, the finst two checks, 68§85,
dated August 29th, 1976, and 6967, dated Sep-
Zemben 20, 1976, anre payable %o Dan AfLLen, A-L-L-E-N,
.dnd the second fwo checks, 6825 and 6743, dated
August &th, 1976 and July &xzh, 1976, nespectively,
in the amounts of $248.75 and $200 even, hrespec-
tively, payable Zo Diane Goaman.
1 ask you L§ you recognize That sendes of foun

checks.
A. Yes.

What were Zhose checks {for?
A. TFor cutting the lawn.

Those ane Cafadis checks?
A. Yes, sir.

Where was Lhe Lawn cuf?
A. Wherever lawn was cut.
Q. ALL of the Lawn atf fhe Egbent HLLLs site?

A. "Whatever portion of the lawn was cut was

Q. Well, did Zfhey skip any, usually?

A. They usually didn't cut the whole thing at
once, so they would usually skip some one time and
do some another time. |
Q.5 They did a satisgactory {ob durding the summen

cutting the Lawn. VYou had no complaints, did you?
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A. Reasonably.
Q. Okay. What else did Dan AlLLen and Diane
Goxrman dé?
(Discussion held Between the witness and
his counsel.)
A. I think primarily, it is my recollection,
that they worked on the grounds.
Q. Would that --
A, They may have done some weeding or --
Q. Did zthey puit in -- did Dan ALlLen put in a
sfate walkway?
. ©Oh, he may have.
Refenrning to Exhibiz C-4.
Yes.
They both got $2.50 an houn, if you hecall?

Sounds appropriate.

SR

Those chechks total $654.25 and nepreseni a
portion of the summern, would go@ aghee with that?
A. Yes.

THE CHAIRMAN: Agadn, Ma. Lleditner, Zhe sofle
putpose would be the fact that youn office L5
Located in Zthe hou%e?

THE WITNESS: This is the administrative center
of the school and we felt it appropriate to bear
some overall portion of the cost there.
Q.‘lSthing you anoithen sendies of checks which

arne a poation of Exhibit €-9, and they are check
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numbers as follLows: .6798,‘711$, 5655, 7346, 5799,
6364. They are dated in a perdod of Zime grom
Apnil of 1976 zhnougE Novembern, 1976, and they
are aff payable to Lawn King. ALL of Zhem are

in amount of $267.75 with the exception of one
check, No. 7346, which 45 in the amount $297.65.
They arne afl Cafadis Schocl checks signed bu
Lionel leditnen.

T would ashk vou, {§4in4%, Lf you reccgnize Zhem,
and then ask you Zo ztell Zhe Coemmission what they
were forn, There 48 a -- the total amount is
sixteen-hundred-and-thinty-s4ix dollars and
fonity cents. |
A, I recognize them and they are for treating and
restoring the central lawn area,‘approximately one
acre.

0. Refernrnding to this botiom portion cf Exhibit
C-47 "

A. The proportions are grossly distorted.

g. Okay.

ZA. But in that general configuration.

8. 1 ask you 4§ you neéognize, again, a portion Of
Exhibit C-9, whidh are check Nos. 6711, dated
6/30/1976, 4n the amount of $2,137, and check Nc.
7217, dated November 8%th, 1976, in the amouni cf

$T§0, both payablfe to Somervifle Equipmenit Company,
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Can you Tell Zhe Commissionens what those chechs
wenre ﬁan?.

A. One was for a hand mower and one was for a
Gravely tractor mower .

Q. And whenre were the -- was the G&abeﬁy trhacton
mower, that's a ride-on mowen? |

A. It's a sulky-type mower.

Q. Paxnden?

A. It has a sulky.

0. A sulky?

A. Yes. It can be ridden on or walked alongside of.
0. 1 see. Were they used Zo cut the grass at the
Egbent HALLs site?

A. Yes, sir.

Q. Did you use those to cut the grass?

A. Yes, sir.

¢. Did --

COMMISSIONER LANE: Wenre fthey used 20 cut grass

at any othen site? "

THE WITNESS: No, sir.

Q. Did Dan AlLlLer, Zhe employee who cut the ghass,
also ubse theose?

A. I don't recall whether he was using that or not.
We had a previous mower -- time frame wise. I can't
say whether he used it or not. He may have, if it
was the time that he was cutting grass when we had

that.
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Q. VYou wouldn't disaghee with his sworn state-
ment that he did use --
A, Oh, no, no. I jﬁst -
MR. STAVAGE: Sénce-I have nefdenned fo Lt, Ma.
Chainman, T will add Ma. Allen's swonn statement
on Zhat fact and othens to the recond and have
Lt manrked,
THE CHAIRMAN: ALZ night. 1 think those state-
menits should be included.
MR. EINHORN: Can I get a copy of that?
MR. STAVAGE: Ves.

(A transcript of a tape recorded statement of

Daniel Allen, dated January 13, 1978, is received

and marked C-11.)

-

School Paid for Air Conditioning at the House

Counsel next referred to four checks amounting to
a total of $2,630, pavable to Braun Air Conditioning &
Heating, for what Mr. Leitner admitted was an air con-
ditioning system for "my office area" at the Egbert
Hills residence.
Mr. Leither was asked whether the installation in-
volved duct work into two adjoining bedrooms:
A. Yes. Both of these were rooms that were
also partially used in connection with school
. bugiﬁess.
Q. The bedrooms?

A. Yes, sir.
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School-Funded Trip to the West

Shown a Calais School check amounting to $1,220, which
he signed payable to Empress Travel, in September, 1376, Mr..
Leitner explained that it "represents payment for travel
to a conference in Los Angeles by my wife and myself, the
National Conference for Physical Training of Handicapped
Children., Also includes hotel accommeodations at -- for
one night in Los Angeles, and I believe three or four
nights in Las Vegas, and a tour, an air tour, to the
Grand Canyon from Las Vegas."

Mr. Leitner estimated the trip took about 10 days,
approximately five davs in Los Angeles and four or five

days in Las Vegas.,

2 Consultant Who Was Also a Brother-In~Law

But the interrogation brought out other facts about
the publicly-funded trip, including an additional payment
to Mr. Leitner's brother~-in-law. Mr. Leitne: was p:essed
for details: | |

Q. And the school padid §for Zhe enitine tnip?

A Yes, sir.

Q. Where was the conference Located? |

A. It -- excuse me. It paid for the trip; didn't

pay for our -- wﬁen we were at Vegas for entertainment
or food or things like that.

9. -Okay.

A. Excuse me.
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0. The Rast question was, where was the conference
Located? Was that L.A. on Vegas?

A. It was in L.A.

Q. Was there any cdnﬁenence fon the four orn give
-dagé that you wene thenre?

2. No.

COMMISSTONER LANE: How Long was the conference?
Q. How Long was the conference Ln L.A., about
§ive days also?

A. No. It was two days and a night.

Q. Two days and a night?

A. Yes,.

0. Do you nemember where it was held?

A. I think it was the Marriott Hotel, but I'm
not positive. )

Did you attend Zhe Lectunres?

Yes, sir.

ALL of Zhem?

No.

Wherne did you sZay {n las Vegas?

Ceasars Palace.

S A

Check No. 7076, ancther parnt of Exhdibit C-9,
payable to Manten Rich, in the amount of $750
nelates to the same trnip

What was Zhe check {fon, 4f you accepid my repre-

sentation?
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A, Yes. It was payment for several things. One
was accommodations for about four days and nights,
transportation, setting up some meeting with a
teacher of the handicapped, and primarily, over

and above that, for an extensive debriefing session
on his familial problems in regard to problems of

a handicapped family.

9] Whe A4 Marten Rich?

A Marten Rich is my brother-in-law.

0. He's marndied to your sdsten?

A Yes.

0 He provdided service Lo you Ln Los Angeles of
chauffpeurning; 44 that fair?

A. Yes.

Q. And intnodueding you to a feacher cof the handi-
capped, 1 Lhink?

A. Arranging and participating in meetings with us.
0. And then allowing you fo share hi& thoughts on
being a memben of a handicapped family?

_A. Well, it was a rather intensive involvement as
to his therapy, his problems, familial problems,
conhected with it; type of emotional impacts, type
of health impacts that result, cross-playing problems.
Q. Anre you saying, essrentially, thal a porntion of
the $750 was a consulting fee?

A. :Well, you might label it that. I don't have

a convenient label for it.



-50-

Q. Did Marten Rich undenstand what he was being
paid fon, do you Ih{nk?

Z. Did he understané what he was paying for?

Q. What he was being padld fox.

A, Well, he didn't bill me, and if I gave him
nothing, he probably wouldn't have thought

it inappropriate. But the services he rendered

I considered were of value, of considerable
value, to us and our relationship to a school
dealing with the handicapped and I volunteered
the payment to him for that.

0. 0Did you consdidern it mene akdn 2o a gi4f than
; payment?

A. No, sir, it was payvment for services rendered.
0. Which he did nct expect? ’

2. Which he may not have expecﬁed.

COMMISSICONER LANE: Does zthe school disinicit 4rem
which tax mcnies come fo yourn school, does any-
bedy 4n that disinict know about this pauvmernt --
THE WITNESS: No, sir.

COMMISSIONER LANE: -- {04 senvdice? Does anybody
in the StaZe c¢f New Je&&eg know abouil ALf.

THE WITNESS: Well, I know about it.

COMMISSTONER LANE: Any cfficial or anybody
employed by any department of Zhe Stafe of New

| Jen#eg know abeut it ether Zhan yourself?

THE WITNESS: Apart from these proceedings, no.
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{(Discussion held between the witness and his
counsel.) -
CHATRMAN RODRIGUEZ: " Did you convey any ¢f he
information you recedved durding ihait consultaidion
service with any memberns of youn staff at The
Catadis School?
THE WITNESS: Well, my wife participated in these,
and I'm sure the absorption of the information in-
fluences her professional judgements relative to
the school problems and appreciation'of the family-
therapy problems that we're always engaged in.
We have extensive familial therapy sessions at the
school, and I'm sure it influences the professional
advice and counsel that she renders without it being

explicitly tied in.

School Funds to Fix Tennis Court

A Calais School check for $1,500, signed by
Mr. Leitner and payable to Steven Westervelt, was des-
cribed by the witness as payment for "repainting and
restriping and putting a new net on the tennis court”
at Egbert Hill. Details were sought on how this could
be regarded as a school expenditure:
Q. And that would have been one 04 the admindis-
Trhative facilities, T would assume, that would
. be avadifable in an emengency sdituaiion?
A, No. We intended, we had'planned to use that

in an adjunct capability, to bring children there
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as well as to entertain people who have helped
the school and people who are in the field of
special ed for --

COMMISSTONER LANE: Whom is it used fon, the

" school?

THE WITNESS: Apart ffom entertainment aspects,

we have not, because when we had the series

of vandalism incidents we were very reluctanf,
thought it imprudent to bring the children

there at that time, but --

COMMISSTONER LANE: Excuse me --

MR. EINHORN: Finish.

COMMISSTONER LANE: Findsh up. What entern-
tadinment? VYou nefenned fto -

THE WITNESS: Wéll, we had peopde who helped

found the school come there guite often to play
tennis, including Dr. Kesner and friends of his,
and we have had several people involved in special
education working.at other school systems who have
come there, who have -- who have benefited from
this tennis court.

COMMISSTONER LANE: Have you used fhe Zenndis cournt
6oa.pu&e£g s0cial neasons?

THE WITNESS: Yes, we have. We have also used it
in connection with some fund raising functions

for the Morris County Mental Kealth Association.
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THE CHAIRMAN: Have you evexr used Lt, or have the

children even gained the beﬁeéit 0f this expenddi-

funre? |

THE WITNESS: No, sir.

MR. EINHORN: May I have a moment, please?
(Discussion held beitween the witﬁess and his

counsel) .

THE WITNESS: Excuse me. May I reconsider that

guestion?

THE CHAIRMAN: 14 you will.

THE WITNESS: You said have the children ever

gained any benefit from it.

THE CHAIRMAN: Any dirnect benefit.

THE WITNESS: Well, they got indirect benefit

from it.

THE CHATRMAN: My questdicn zheé would be to define

indineck.

THE WITNESS: They never played on it.

THE CHAIRMAN: They never played on L%,

THE WITNESS: Right.

COMMTSSTONER LANE: What's the dinect?

THE WITNESS: The value of dealing with people

who have heiped the school in getting feedback

in terms of that helps us do a better job

with the school. They benefit from that.
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"Movable" Chairs and Carpeting

Mr. Leitner identified another Calais School check,
in the amount of $431.60 to Casuval Living, as payment
for eight chairs for Mré. Leitner's "office area." Mrs.
Leitner signed this check. Counsel Siavage wanted to
know what she did with the chairs on non-office occasions.
Q. And they ane all in hen offdice?
A. They're in her office area. I think one is
in another room that is occasionally used in
ponnection with work, but it's not the primary
office.
0. Deoes she move the chaixns ouil when she does
hen private-practice business 4in her cffice?
A. The chairs are moved in and out from time-to-
time. They're not heavy.

,

Q. So when she sees private patients, she takes
them out?

A. Excuse me?

Q. The guesiion was, Lthat ycu just responded Zo
was, does she move Zhe chains out of hen offdice
when she conducts hern private pracitice there?

A. Oh, I misunderstood you. She -- what I was
trying to say was, that the chairs are moved in

and out, but not because someone comes in for

a private-practice reason.

Q. Okay.



-55-

A. They may be moved onto a porch if they are to
“be used at that moment, but this is their normal

pesition.

School funds alsc paid for carpeting; Counsel
asked Mr. Leitner to explain a Calais School check for
$1,812.32 payable to Ward 8. Sands. Did Mr. Leitner
recall that?

A. Yes. This is for carpeting covering the
stairs and fover area leading to my office..
Q. ALL night. Was it afasc Anstalled Lin Zhe
hallway?

A, That's what I'm saying, the foyer area.

Q. Does L& measure approximately 12 by T4
feel?

MR, EINHORN: If you know.

A. Sounds right.

Q. Dcees the check afso nrepresent payments fon
undercarpeting, padding, 4in all -- in ééve&aﬁ
portions of the house; that L4, in fdve differnent
portions of the house?

A. I'm not aware of that. Possibly.

What Vias Considered "0Office Area?"

In guick order, Commission counsel had Mr. Leitper
identify a series of checks related to alterations at
Egbert Hill, all at the Calais School's expense. One
was for $200 for "possibly" repairing a window and a

ceiling in the first floor hallway of the house.
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Another check was for $1,500 for making a parking space
and pathway to the "entrance to the office area." Still
other checks amounting to $3,100 were paid out of school
funds for carpentry, inéiuding stuccoed ceilings.
Commissioner Lane sought to pinpoint the_areas of
such activities:
COMMISSTONER LANE: And those were in yourn office?
THE WITNESS: No. That was in the -- my wife's
office area, the hallway and stairway leading up
towards my office, and it was the ceiling of the
adjoining room to my coffice.
COMMISSTIONER LANE: 1I'm sorhry.
THE WITNESS: That was about it.
COMMISSIONER LANE: Axe you ﬁiniéhed?
THE WITNESS: Yeah. |
COMMTSSTONER LANE: Vou'nre not disitingudishing, anre
you, between yourh wife's and your office area as
opposed Lo your office, are you?
Do you considen the office area any Larger space
than Zhe coffice?
THE WITNESS: Well, there's the foyer outside my
office being the office -- being an office area.
My wife's office primarily is the office itself
there, and there's a small connecting passage be-
tween the rooms that would be part of it.
COMMISSIONER LANE: Do you consdden that all, very
definitely, school nelated?

THE WITNESS: Yes, sir.



-57-

School funds financed lavatory work, also -- accord-
ing to a $240 Calais School check that‘Mr. Leitner iden-
tified as signed by him. It was paid to a Henry
Moorehouse.

Q. Do you recall whait that was for?

A. Yes. This is part of the cost that -- Mr.
Moorehouse did, I guess, did some tile work in

a couple of the bathrooms.

Q. Tile work 4in the bathrooms?

THE CHAIRMAN: The bathrooms are Located where?
THE WITNESS: Well, one is in my office -- near
my office, and the other I -- I don't recall
which other one he worked in, frankly.
COMMISSIONER LANE: They are, that's parit c¢f

the benedit tc the school, part of the premises?
THE WITNESS: Well, you work in a building.

You need a bathroom.

COMMISSTONER LANE: 1 suppose Lif you £4Lve 4in
the buifding you need one, toc.

THE WITNESS: Yes. We paid part --

MR. EINHORN: Okay.

EXAMTINATION BY COMMISSINER LANE:

Q. This sendies of hooms and anferooms and 40
fonth and stainways to rooms and doors Lo rcoms,
have you ever expladined to anybody 4in Zhe Achoqﬁ
distrnict younr concept of this nelated office

space nelated £o £he school?
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No, sir.

Have .you ever deschibed all that fo anybody 4in

Atfate?

No, sir.

Questioned Checks Amounted to $42,207.56

Mr.

Leitner's testimony was climaxed by Chairman

Rodriguez, who had kept score on the Calais School checks

signed by the Leitners for various activities that the

Commissioners found hard to accept as truly education-

oriented.

EXAMINATION BY THE CHAIRMAN:

Q.

Mr. Ledifner, just keeping some running tofals

hene 0f these checks zthat have been questioned and

substantially Linvolve
total some $42,207.56.

that Ztherne are people

ane

your net wornth property,
Are goufindicating to us

Located in the schoof and

hepresentative on An a responsible position

with respect Lo mahing decdisions that are aware

04 that total going 4into your home?

A.

Are there pecople aware of that?
Yes. |

You mean officiallj?

Officially in Zhe scheook,

In the Calais --

. The Cafais Schoodt.

Yes. I'm aware of it. My wife is. Dr.

aware of it.

Kesner's



-59~

COMMISSIONER LANE: Anybody else?

THE WITNESS: I'm not sure.

EXAMINATION BY MR. STAVAGE:

Q. VYou and your wife have a majorlty vote on
the boand of directors, don't you?

A. Yes,

Further Personal Use of School Funds

The range of the diversion of Calais School funds
to the personal use of the Leitners was wide. Mr. Leitner
conceded he made personal telephone calls that were paid
for by the school, that he purchased scientific supplies
for son David and a stereo for son Steven that were
used by them at home before eventually being brought té
the school, and that he bought "note cards" from the
Metropolitan Museum of Art on the school account. The
purchase and installation of a security and alarm system
at Mr. Leitner's Egbert Hill home also was largely paid
out of public funds from the school account, according
to his testimony.

After Mr, Leitner explained how he and his wife
established school-financed life insurance and retirement
pians for themselves, Commissioner Lane asked if the
Leitners didn't think that was an "out of line" use of tax
money. "No sir," answered Mr. Leitner, "not in the

global sense.”
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Mr. Leitner Defends Pavouts

When Cgmmission Counsel guestioned the witness about
a Calais School check for $850 for carpentry work by
John T. O'Donnell at the Egbert Hill home, Mr. Leitner
said he could not specify what the particular payment
was for because of work done generally at the house,

" some

"Ysome in office areas, some not in office areas,'
paid for perscnally and some paid for out of school
funds. As for 0O'Donnell, Mr. Leitner said, "He d4id
some work, I believe, on our porch."

Counsel Siavage was about to go on to other Calais
School checks signed by Mr. Leitner when Mr. Leitner
conferred with his lawyer and then stated:

THE WITNESS: 1If I can elaborate a little bit.
Ever since the schocl has started, we have operated
on the basis of having the office site at our re-
sidence, and initially, the first couple of years,
the classroom facilities were located at a hofel,
and that would operate during holidays and in the
summér perio& was inappropriate to have any office
space there.
When we first moved into the new site where we're
~ presently located, no space was avallable for head-
guarters office space apart from the fact that I
considered it undesirable to co-locate. Subse-
quént to that we went on a year-to-year lease at

the insistence of the landlord, the Sisters of

Charity of St. Elizabeth's, and even though space
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opened up, that could be leased by a result of
a moving -of one of the tenants.

We considered it undesirable for several
reasons, the primary one that we felt it's in-
appropriate to co-locate, but, secondly, apart
from that, that we had a year-to-year basis
and would be a tenuous situation with the possi~
bility of problems.

Just recently, as a matter of fact, we have
been notified -- we had planned, with these things
in mind, to have at this adjunct facility of thé
school, capabilities for emergencies and so on
in connection with the séhool, particularly in
the administrative area, and since all of this
has taken place, it -- recently we have been
notified that our lease is not going to be
renewed because they are going to demolish the
building.

So the next school building, we are again
going to have to be in a position to shift, and_
we have the advantage of at least having made
whatever expenditures that we do in the éd—
ministrative area to provide some continuity

and a site that might help us in the transition.

Pollock: "Nothing Less Than Appalling”

Commissioner Pollock asked Mr. Leitner if he was
suggesting that he planned to transfer the children to

his home at Egbert Hill. When Mr. Leitner reiterated
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a need to make Egbert Hill capable of handling adminis-
trative problems in any transition of Calais School to
another site, his overgll défense drew a blast of
criticism:
COMMISSIONER POLLOCK: 1 don't know 4§ you
éan appreciate the Aimpact of heaning testimeny
04 padintings, statues, swimming peol equipment,
tennds equdpment, fLawn care, pensdlons, gifis
to {amily membens, taips, upon somecne who A4
s4tting herne, tauing Zc 842 hene, 4n an impartial
way and fo assess what The appreprdioite way Zo
negulate a progham, a very ﬁobﬂe, high-minded
pregham such as this L4, that the cumufatfive
effect of this L&, Lo me, is nothding Less Lhan
appalling, and Zo hear you Thy to dedend Zhis,
188 have o fefl you Ain afl ;andon, L5 aklso

appallfing.

Leitners Not Often At School

John Ermanis, a college graduate and a certified
teacher of handicapped children, taught at the Calais
Schoeol from January 8, 1953, through June, 1977. He
joined the staff as a $65-a-week aide but within a
vear became the school's "crisis intervention®
teacher. His salary as a teacher ranged from $6,000
to $8,400.

‘According to his testimony, he didn't see much of

the Leitners during his four years and six months of
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service at the school.

Q. Wenre gou Lthene dusdng a perdiod of time that
David Leitnen was on Zhe staff cf the Achook?
A, I can't say whéther he was on the staff, but
he was present in the school at times, yes.
Q. How often did you see him during the time of
your presence at the school?
A. Well, initially, I believe he came -- he started
in the spring of '76, although I can't be certain,
and he came in maybe twice a week. But I feel, in
all fairness, I should gualify my answer by saying
that I was in an isolated part of the school. I
wasn't on the academic floors.
Q. As fan as you know, he came in Zwdice a week?
A. Roughly, yes.
Q. Okay. Do you kncw cf his duties whife he
was thenre?
A. TFrom my understanding, he had a nature and
environment type class with the younger children
in the school.

X X XX
Q. How many Zimes durding a school yearn would you
dee Mrh. Leditnexn aﬁd Mrs. Ledliner on the premises?
A. Together or separately?
Q. Let's start with separately.
A;- Separately. I seen Mr. Leitner approximately

maybe three times a year.
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Q. Three Ztimes a yean.

COMMISSIONER POLLOCK: Thhee what?

THE WITNESS: Three.times a vear.

COMMISSTONER POLLOCK: A year?

TEE WITNESS: Yes.

0. And Mrs. ledfnen?

A. Oh, it's difficult to say, but I'éd say three,
four, maybe five times a year.

Q. Again, three or {foun, five fimes a year?

A. Yes, But, as I szid, I'm away from the main
offices. I'm in, you know, a removed part of
the schoeol and it could have been more for all

I know. |

C. That's how many fimes ycu saw them and you
werne a full-time employee?

A. That's as many times as I did see.

Q. Ddid they four the schocl when they came 4Ln
on these occasions?

A. Yes., Mr, Leitner would walk arouné the
school and I couldn't say whether it was every
occasion, but he dig.

0. He usually found gﬁu in the nemote part of Zhe
buifding when he came Ain?

A. I had a student check who was walking around the
building, yes, and Mrs, Leitner, she -- I really
caﬁ't say. She did tour the school with some --

some potential sending school districts, the people,
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Q. VYour wife 4is a formen teacher thene, tco,
Lan't she, at The Calais Schook?

Yes.

How Long did she wonk thene?

She worked there six years.

From what perded to what perdiod?

A ST -

She ended '77 and she began -- I really don't
know when she began, but it was a total of six
years. |
Q. If you know, did she see the Leitnens on
the ghounds more than you did?
A. To my knowledge, no, she didn't. She's expressed
that she hasn't.

X XXX
COMMISSIONER LANE: Whe nran ih? school whife you
were there?
THE WITNESS: Jack Goralsky, Dr. Goralsky.
COMMTSSIONER LANE: Did you attfend faculty meetfings
umhder him?
THE WITNESS: Yes, I did, every day.
COMMISSTONER LANE: Did Ma. and Mrs. Leitnen evexr
appear af faculty meeiings?
THE WITNESS: Mr, Leitner, tc my recollection,
appeared once when he explained a hospitalization
policy with the school, institute, I think in Sep-
tember of '76, and Mrs. Leitner, on occasions, she

would.
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And I can remember one specific occasion when,
not at the daily meeting, but at -- once a year
the sending school district would send a team to
see, evaluate, how their student was coming along
in school and what they would be doing next year
and if the school was an appropriate setting or
what the child's future should be, and she attended

that.

LINCOLN SCHOCL

The Lincoln School of Adaptive Education, Inc.,
of Peapack, was the next target of the Commission's
public hearing disclosures. The first witness to
testify on irregularities at this day school for handi=-
capped children was Miss Ruth E. MacGrandle, the business
manager and a founder of the non-profit, private school
~in 1971.

In outlining the development of the school, she
testified that the board of directors consisted of
herself and Miss Christine H. Compton, her friend of 20
Years, who was the executive director and education
director of the school; Andrew Compton, Mrs. Compton's
nephew and a stockbroker; Herbert MacGrandle, Miss Mac-
Grandle's brother, who is retired, and Arthur Harris, a
businessman and husband of the school's learning disabilities
teache;.

The school's enrclliment, Miss MacGrandle testified,
was at 54 for 1977;78, about 85 in 1976-77, and has been

as high as 100 -- broken into only two categories oflpupils,
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neurologically impaired and emotionally disturbed.

She said the board of directors usually meet bnly
twice a year-"unless we call special meetings." In
fact, the board of direﬁtors recently held three special
meetings -- because of the $.C.I., investigation and
in March, 1977, because a critical newspaper article
was published about the school that month.

Miss MacGrandle testified that she and Miss Compton
each received $30,000 "plus summers” as salary in 1976-~77
but that their szlaries now were $25,000 for herself
and $22,000 for Miss Compton, "plus summers.” The summer
compensation was based on the monthly salary rate, for
1876~78 at $2,500 a month for Miss MacGrandle and $2,200
a month for Miss Compton and in the preyious vear $3,000
per month for each in July and August.

Miss MacGrandle also testified that she and Miss
Compton took extended vacations to Florida each year,

- usually right after Christmas to the middle of February
or longer. In 1977, they stayved until March. One'year,
she recalled, they followed up their Florida vacation
with a two-week cruise in March. Miss MacGrandle whose._
journeys with Miss Compton were to become a major public
hearing topic, contended they weré "working vacations:"

A. While I am in Florida all bills are sent to

me and I sign all the checks. I take the school

checkbeook with me and all --

0. Right.
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A. -- are checked and verified down there, and
then the money is sent from Florida. Also I
handle all the tuition billings and mail them
back to the school feady to be going -~ to be
mailed.

0. VYou handlfe wrniting the chechs and the tuition
billings while you're in Flordida?

A. Right, and anything else. We're in contact
at least every other day.

Q. VYou're in contact with Lthe school at Leasi evenry
othen day?

A. Yes, right.

The Vacations Were At School Expense

I+ turned out that the Misses MacGrandle and Compton
also went to Florida in the Fall of 1976. The witness also
confirmed that all such trips were paid out of the Lincoln
School's public funds and that they used the school's van
for vacation travel. Counsel Siavage introduced copies
of three Lincoln School checks payable to the Gulf 0il
Corp. -- for $75.09 on Nov. 10, 1376; $107.70 on Dec. 23,
1977, and $84.47 on Jan. 28, 1977 ~-- and asked Miss MacGrandle
if she recognized them:

A. Yes, I do..
Q. Qkay. They obvdicusly are paymenits Lo Gulf
. 048 Coaperation. Can you fefl The Commissionens .

fon what?
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A. Gas and oil charges and possibly others. I
don't know. Gas and o0il charges.

0. Gas and ol charges forn what vehicle?

A. The Dodge van.

Q. And what yean L3 thait Dodge van?

A. 75?2 '76., I don't know.

Q. Is it owned by the school?

A. Yes, it is.

Q. Purchased by the schook?

A. Yes.

Q. Do you take that van to FlLordida?

A. Yes, we do.

0. And do you pay Zhe gas charges into that van

when it's going fo Flordida with schoof funds?
A. Yes. |

XX XX “
Q. There 44 a Enip that begina 4in CcZoben. On
Octobern 12th i4 Zhe f4insi gas purchase godng down,
apparently going down to Florida because the Lasit
purichase 44 An Flonida, and Zhen there are Ainvedces
coming back from Flondida appearing 2o arrive 4in
New Jernsey on Novemben the é6th. That would be
a four-week peniod An Octoben and November Ain
1976. Do you rhecalld that taip?
A. Yes.
- Q. Okay. And that was different from the Ltrdlp

that you ook 4in December and January --
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A. Yes.

Q. =-- and February? What was the punrpcse of

that tnip? Was that ancthen vacation?

A.‘ I presume that was the time Miss Compton's
niece was killed. 1I'm not sure.

Q. Hen Lease where --

A. BHer niece.

Q. Hen ndiece was killed?

A. Right.

Q. VYeu went --

A. In an automobile accident.

2. VYeu went down to Flordda fon a monith?

A, Um-hum,

0. Was L% commen fon you to go in the faflf dunrding
othen school yeans?

A. Not usually.

Q. Did Zhe school also pay {for a plane ride backh
from FLordida on cne occasion forn Miss Compton’ |
A. Yes,

Counsel next showed Miss MacGrandle a series of
Diners Club checks, written against the school account in
December, 1976, and February, 1977, in the amounts of
$302.89, $84.63 and $62.51.

Q. 1 wonden if you necall what they wene 50&?
A. The same as the Gulf.
Q. Was one forn --

T A, Travel expenses.

Q. ALL right.
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A. and --

g. Was 9hech No. 3016 forn Miss Compton's airline
ticket?

A. I don't know. Is that on that, on the stub
of that bill? |

0. VYes, LLf 45.

A. Then that was the time that she was needed

&t school.

Q. Okay.

A. 2and she flew back

A. (Continuing) &he was needed immediately, so
there was no time to drive back.

Q. The crudise, was that in the 1976-77 schood yean,
the past one did you say?

A. I don't think so.

Q. 1% was Zthe year before?

A, I believe so.

Q. How many weeks are 4in the school calendar foxn
Lincolfn Schook?

A, I believe it's 44 weeks in the school year.
Q. And you spent approximately at Least, in that
year, about a 4ourth of that fime in Floadlda?

A. Is that what six-wéeks would be?

Q. Well, ii's Zen, s4ix and four. There were Zwo
vacations in that yean.

A. "I don't know. That's about right.
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Travel Charged to "Tires/Repairs"

Counsel asked if Miss MacGrandle recalled how the
Diners Club check for Miss Compton's airplane ticket was
"expensed in your repoft to the state,”" that is, what
account was it listed under:

A. The same account as the Diners and Gulf. It

was included in charges.

Q. 14 1 told you L% was changed *o tines and
repains, would you disagree with me?

A. No, I would not.

0. Axe you the one that chanrged it o fines

and repains?

A. I would think so.

Q. 14 there any panticufar heason --

2. I didn't know I had an account that was entitled

tires and repairs. I thought it was all gas charges.

The Lincoln School Van

Counsel introduced into the hearing record a bill --
excluding state sales taxes because the non-profit school
was in a tax exempt classification -- for the purchase of
a van from Morristown Dodge, Inc., in March, 1876. Miss
MacGrandle confirmed the invoice of $4,463 for the vehicle.

Q. Do veu recall, did you have any part to play
in the purchasing of this van, Miss MacGrandle?
A. Yes, I adid.

Q.: And what was the purpose of the puichase of

the van?
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A. Well, we needed something to carry materials
because we do a lot of shopping in the Shop-Rite

and they‘do not deliver. We have lugged furniture
and machinery and eéuipment of all kinds. We try

to avoid as many expenses as we can, and that's

what it was used for. It carried children's

chairs and desks we purchased from Morristown.

Q. It wasn'l gcn the purpose of transporiting
chitdren?

A. ©Oh, that too, but basically it was used for
transporting materials.

Q. What kind c¢g matenials did you want to trans-
port An the van? 1 think you sald furniiune.

A, We transported desks and chairs from Morristown.
We also transported materials that we purchased at
the Shop-Rite. We picked up furniture and ecuipment
that we bought at a -- at an aucticn sale, made

five or six trips one summer, but it's used con-
tinuously for that purpose. Also during the

school day it is available for children.

Q. Was the four-speaken AM-FM siechev Zape deck

put in &% for Zhe children on fon the transporting.
purposes oh what was éi - -

A, I don't know.

Q. Ohkay. Did you beccome aware that there were cekr-
tain seail confdgurations that would be placed 4in the
uaﬁ wheﬁ you puichased L£?

A. Different than the ones that were already in it?
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Q. VYes. Let me explain 4% to you. Attached
fo Exhibit C-13 {s Zhe brochure fon the van.

A, Um-hum.

0. And at Page 7 fhene are foeun digfenent kind
0f seat confdgurations ranging grom a five-passen-
gen conpdguration up fo ﬁdunzeen-paéaengen con-
gLguration in about the same vehicle.

A. We have this one {indicating.)

Q. The fdive-passengen?

A, Right. We kept one seat available for
passengers.

8. Okay.

A. And the back we wanted empty for transpor-
“tation of materials.

Q. VYou weren't Ihih&ing oo much abouz thans-
porting the chifdren, Zhen, with the five-seal
cengiguration?

A. No, no.

COMMISSIONER POLLOCK: ©Did gyou ever use it fc
personal use?

THEE WITNESS: Yes, we have.

COMMISSTIONER POLLOCK: Even taken Lf cut of
the stafe?

THE WITNESS: Yes, we have.

8. VYou take if with you every time you go £o
Florndda, don'Z you?

A, Yes.
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THE CHAIRMAN: And, in fackt, you spent some fwo-
and-a-hal$ months in FlLordida and that van would
be down thene That perdod of Lime?

THE WITNESS: We wére never there two-and-a-
half months.

THE CHAIRMAN: OQOvern Zhe pendod of time you would
be travelling down, you would siay with the van?
THE WITNESS: Yes, it would be -- it stayved with

us.

School Paid for House Work

Miss MacGrandle testified next about Lincoln School
checks she signed in payment to a contractor, Frederick
Schaan & Son Inc., for construction work on her home:

Q. Have you evern paid Mr. Schaan personally

foen any kind of work?

A. No.

Q. VYou have always paid him with schocf funds

no maiten what he's done for you?

A. Yes,

Q. Has he even done any weik on your pekéonqﬂ
nesidence?

A. Yes, he has.

Q. Where do you Eive?

A. I live at 50 Clover Hill Road, Millington.

Q. In Millingifon. And do you Live afone?

A. No. I live with Miss Compton.
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Q. Okay. What has Mr., Schaan done {on you at
Zhe nesidence at the Cloven HiLL Road?

He built a porch for us.

He builf a po&gh?

Um-hum.

In front of the home?

No, in the back.

In the back. 15 it an enclosed porch?

P P o jid oo

Yes, it is.

COMMISSTIONER POLLOCK: Heated? 14 4t heafed?

THE WITNESS: It has electric heat in.the

base.

Q. Okay. And that was paid forn with school
funds?

A. Yes, it was.

Q. Okay. When was that addition put on?

A. 19874, T believe. '737?

Q. VYes. T'EL nefnesh your necollection. The
dates of Zhe checks arne Manch 11th, 1974, April
22nd, 1974 and June I11th, 1974. Does that compori
with youn necollection?

A. Right.

0. And the total amount is, the amount of the invoice
No. 157, which 44 pant of a Larnger exhibit in Zhis
proceeding marked C-12, {4 Ain the amounit $7,657.
A..  Um-hum.

Q; Okay.
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A. Except I do not understand this partition and
closet.

Q. Okay.

A. Whether that is part of this. I assume it to
be part of this whole bill.

Q. COkay. Did you wnite those chechks --

A. Yes, I did.

Porch Was for the Dogs, in Part

It turned out that the new porch constructed at the
MacGrandle-Compton home out of school funds was to be
used, partly, by their dogs. That came out when Miss
MacGrandle testified that the porch contained storage --
two chairs and a television set -- and some "dog crates."”

0. VYou are Ain the dog ralsing business; 4is that
connect? _ :

A. No.

Q. Okay. Do you show dogs?

A. I have one dog that I have owned for about
ten years. It's ten years old. I have raised

a litter, two litters of puppies, This one

dog has been shown and brought to a championship.
She had two litters and one of her puppies in the
first litter became a champion and one from the
second litter has become a champion, but I would
not say I raised dogs. I do not have a-Kennel.
Q. You own any dogs now?

A. Yes, T do.
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Okay. How many de you own?

. Four, five.

And does Miss Compton own any?
. Well, we share.them.

You share them?

Ror R Y o

A. I don't know who they're registered in. Somé—
times they're registered in my name; sometimes
her name.

0. Wherne are Zhe dogs Located, on Clovern HiLLY
A. Yes.

Q. In a kennef cn inside the house?

A. Inside the house on the porch.

Q. Do you have anyone atftend them while you're
away workding?

A. Not really.

0. What do you mean "not nealfy"? Do you have
somecne attend them on not?

A. No, I do not.

They Were "Entitled"” To a State-Paid Porch

Miss MacGrandle's counsel, Barry Osmun of Morristown,
asked that the interrogation be interrupted so she could
explain why she and Miss Compton felt they were "entitlegd"
to a $7,000~-plus addition on their house paid for out-
of Lincoln Scheool funds.

COMMISSIONER POLLOCK: 1 think we should hear fhat.
COMMISSTONER LANE: We want the {acits.

MR. OSMUN: Would you explain, Miss MacGrandle.
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THE WITNESS: We felt that when we bought the porch,
or when we paid for it with the school check, we had
given, loaned money to the school many times and
had worked for twoiyears when we first started the
. schoel without pay and at a nominal pay to start,
and we had purchased a great deal of materials ané .
eguipment before we opened the school, and we felt
that at the time we had the porch done, we were,
maybe I should say, we didn't -- we weren't too
flushed, so we figured that at that time Miss Compton
was going into the hospital and we would have to
live all on one floor, and we have a split-level,
as you see, and she was going to the hospital for
a maior operation, and we felt that she would not
be able £o go up and down stairs, and, therefore,
we would have to live on one level and have a bed-
room there, and that's why we did it that way. We
didn't want to make a bedroom out in back, so we.
made it a porch and we felt that the school
basically owed us that money.
BY MR. STAVAGE:
0. You felt you were entitled o L£?
A. Yes,

MR. OSMUN: Were there any notes for thqse
loans?

THE WITNESS: ©No, there were not.
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A. (Continuing) We bought a number of things
when we opened the school. The school was opened
in September of '70, but prior to that you cannot
open a school with?no eguipment or supplies, and
we never charged for these things that we had
acguired that is necessary to run the school, and
even though we only had one child, we had to have
eguipment, desks and chairs and things like that,
and we had never billed for that.

‘We had no records for it because it was boucht
one here, one there where we could and when we
could, and so we sort of felt that, well, that
would be a reﬁayment of that money that we had

paid into the school.

However, Miss MacGrandle never told anybody.-- neither
the state nor the school districts from which Lincoln
School received tuition funds ~- that, as Commissioner
Pollock put it, "you felt you had this money coming
to you."

COMMISSIONER POLLOCK: And was there -- what

I'm cundous to know L8, how was this expenditure,
$7,657, neflected in your heponit to the state?
What did you cfassify it undex?

MR. OSMUN: There was no report required at

thét time.

THE WITNESS: Oh, there was no report required

at that time, There was -- I think we only

started with budgets and reports to the state
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the following vear, I think.

COMMISSTONER POLLOCK: So fhat neaiﬁy_--

THE WITNESS: We did not néed any budgets

or regquirements or.%et any directives or any
guidelines from the state until -- until

when? Until --

MR, OSMUN: 1975.

THE WITNESS: Until 1975. Until 1975.
COMMISSTONER POLLOCK: When, Zo youn knowledge,
was the finst Zime that any public official |
eithen grom the State of New Jersdey on grom

a sending distndict Leanned of Zhis expenditurne,
$7,657 for an addition fto your home?

THE WITNESS: I do not know, unless it was at
the time of the audit by the State Department
of Education, but nothing was éver said to

us at that time.

COMMISSIONER POLLOCK: Did you participate

in that audizt?

THE WITNESS: O©Oh, absolutely not.

COMMISSTIONER POLLOCK: Did you communicate on
speak with any of the pecple from the state?
THE WITNESS: No. "

COMMISSIONER POLLOCK: Who on behalf of Zhe
school did speak with the hepresentatives from
the state?

THE WITNESS: I do not know.



-82-

XX XX

0. Okay; And you are the bnéineaa managen and

you did noi prepare Zhe cost neport, the expense
repont?

A. No. I gave them the figures that I had in

my ledger and I am not familiar with making out
budgets, so, therefore, I just sat by and listened.
0. 1 see. VYou gave them the figures out of the
ones that you had Ln youn books and reconds?

A. Right.

Q. They put them in the night columns?

A, Yes, they put them in the columns.

Q. They put them 4in the cofumns. 1 mean, yoa'ne
82iL8L not sune whethen they arne the right columns?
A. I don't know whether they are the right columns
or not.

Q. Thene 48 an item on Line 850 called othen g§ixed
charges Lin the amount of $20,553.32 and you have
been aéked about that prion in executive sessdion,
have you not?

A. Right.

Q. What does that hepneaenx?
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$40,000 Back for $20,000 Loan

A. That represents a loan of $20,000 plus inter-
est of five-hundred-and-thirty-three-thirty-two.
0. Which was made by you?

A. Which was -- yés.

Q. Tc the school?

A. I loaned the money.

0. To the schook in the eanby pant of fhe Leam
0§ That yeanr?
\A. Right.

Q. To help with the cash {Low problem?

A. Right.

Q. And sometime durding the year you expensded

it and the school paid you back out of Aiaie
funds?

A. Right. .

Q. And then you reported fthait as an expendifure
to the state, cornect?

A. Right.

Q. And the schoof Ancurred salarnies. Was Lt *to
cover salarndies durning that yeanr?

A. Yes. Every year we loaned or borrowed money
in order to have the cash flow and payrolil because
of the lack of receipt of tuitioen payménts before
at least mid-October, early November.

Q. Do you undenstand that as a nesult of thdis
accounting procedune the schoof essentially got
$40,000 duning that penicd now?

A. How can they get forty? It's twenty.
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Q. VYou Loaned Zthem twenty Ain fhe beginning of

the schook yea&.

A. Yeah.

8. And Zhen --
A. I --

0.

Then Zhe state gave fhem fwenty, buif it was
a Lizttlfe biit Later on.
A. I don't understand that. The state gave them
twenty? The money was returﬁed at the end of the
year.
Q. The money 2o coven youn budgef which you sub-
mit 4n September cemes from Lthe state, correct?
A. Yes,
Q. And L% Ais in nesponse to a budgei requesi that
you make of the state, cornect?
A, Yes. "
0. And 41 incfudes all youn expenses forn that
year?
A, Yes,
0. ALL night. 1In this parnticular year you gave the
school $20,000 befone the stafe gave you any money.
A. Yes.
Q. And then the state paid all of the expenses of
the schock that year, corhect?
A, Yes.
Q. And in addition gave you the $20,000 back?

A. VYes.
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Q. OQkay. 1In essence, you overnstated your ex-
pendes by $20,000 as a hesult of this accounting
procedune?

A. I guess.

School Paid For Personal Maid

Miss Christine Compton, the next witness, disclosed that
the Lincoln School was paving out of public funds for a
personal nursemald for her mother.

Q. Would the papens -- strike Zhat, Zhe books
and rnecords o4 the Lincefn School disclose salary
padd te¢ one Ruith Buanet? Are you familiar with
that?

A, Yes.

Q. D¢ you recall what perndicd cf fime Ruth Buanet
was bedng paid by the school? .

A. I have that. I hope I haven't lost it. VYes,
Yes, I have it here.

She started being paid by the schoeol, not on the
payroll, but by the school, on October 15th of 1973.
She was placed on the pavroll on April l1st of '74.
0. ALL night. Waiit a minute. Now, Miss Compiton,
Let me stop you ndight thene. The finst Zdime she.
was on the payroll of the Lincedn School was Apadl
Ist, 19747
A. 19874, yes,

Q. ALL right. And she started in whait capacity
prion Lo that? 1 didn'I'gei that. |
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She was on -- she was just paid, just paid

-~ not as a payroll. She was not on payroll.

Q.

She was ncet on the payroll, but she was

paid by the scheool?

A.
Q.

Yes.

Did she get any different amounts of money

durding the perdicd Octoben 15%th, 1973 fo Apnid

151,

174
A,
Q.
hex

A,

1974 Zthan she did subsequent Lo Aprnil,
when she actually joined the payroll?
I don't have that information. I'm sorry.
Okay. What was the neasen for nodt putiing

I do have the total she received from October

15th to April. Would that help?

Q. Okay. What was the Zotal? VYes.

A. Total was $2,593. ’

Q. What was Zhne reason for net having her con
the payroll?

A. She was not working for the school.

Q. Buf she was being padid by the school?

A. Yes.

Q. What was she doing o --

A. She was taking care of my mother in a nursing
home.

Q0. D4id she continue to Zake canre of your mothex

subsequent to the time when she went, actually

went, on the payroll of the school aften 1/23/74°7
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A. No, she did not.

Q. She ceased complefely?

A. No. 'Actually, I would say that she was about

one month because I had thought I was going into

the hospital in April, and I didn't go until May
because I had to lose weight. They told me I

had to lose weight before they would do the operation.
Q. So she did fake care of your mother fox q'whiﬂé?

A. Yes, for --

>

After she went Ainto zthe schoof pay?

. For additicnal pavroll, ves. |

How Long did she nemadin on the school payroll?
Until Marﬁh of 1977.

Just this past March?

Yes, ves.

Why was she taken o044 the payroll?

LS S T Y = R

I felt that her duties were no longer necessary
to the schoel.

0. And was L% also because of Zhe fact that hen
nhesence on the payrold had been exposed Lin some
mannen?

A. Partially, yes, that too, and didn't want to
subject her to the embarrassment.

Q. She actually went on Zhe payroll of Zhe school
in Apnil of 1974, and you sadid worked, #1408 worked,
as a nurnse §o0r your mothen fon about a perdod of
a.month.

A. One month, ves.
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Q. T would suggest to you, by the way, that

it's Zwo monihs and that it Lasted up uniil

May 23rd, 19--

A, No, that's wrong. I have the hospital record.

I went under anesthetic on the 15th and she was

there when I came out because I remember I was

very sick.

Q. Hen entrnies Ain the nunrsing home, which younr
mother was in, by Miss Burnet to visit youn mothen

in 1974, progress notes on the date May 1, 3, 4,

6, 7, &, 9, 10, 13, 14, 1§, 21 and 272.

A. She couldn't have been. She was with me, really,
seriously. She was in the hospital with me from

the time I went in for my operation, anéd she came
home and took care of me at home and answered the
phone and carried records back and forth for me,
helped me interview people that wanted jobs and
things of that sort,.

Q. OQkay.

A I guarantee it.

Q} What were hex du;ieé at the schoel aften May

56 19--

4, She didn't really work at the school. She worked
at home, took things back and feorth for us, helped
me. |

A. (Continuing) Helped me personally in taking
care of'things at the school., I was rather incapaci-

tated for guite a period of time, about six months.
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Q. woﬁﬂd you descndibe hen -- 1 don't mean %0 be
unfair., Would you descrnibe hexn essentially as

a ﬁemaﬁe'uaﬂei gon you?

A. I would say thét was partially it, yes. Yes.
She helped me to keep the school going.

Q. What was her monthfy wage between Octoben,
Nevemben, 1974, and March of 1977, if you know?
A. I don't really remember. I could mavbe look
it up, but I don't remember. I don't have that
record with me. They have never changed. The
wages have never chancged since she was on the
payroll, She never got an increase in salary.
She always stayed with the same salary.

Q. Would apprexdimazely $7,000 in 1976-77 be --
A. Seven something.

Q. -~ a fairn estimate?

A. 8even something, ves.

Who Really Ran the School?

The next witness, Miss Betty Ingemanson of Succasunna,
recalled her employment by the Lincoln Schoel from April,
1973, until she was dismissed at the end of April, 1975.
She was emploved as the administrator prior to being
succeeded by Dr. Charles H. Lusto. Her testimony raised
guestions about the contention by Miss MacGrandle that
consideréble school work was done in Florida during the
MacGrandle-Compton vacations there. |
COUNSEL STAVAGE:

Q. And whait were your duties?
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A They were multifaceted. I was in charge of

the schocl when Miss Compton and Miss MacGrandle

were not there. I-also served as the nurse. I

also served as the social worker, and I also

served as a counsellor. |

Q. Now, did you have any financial nresponsibifizty
whife you were at the school duning that perdiod

cf time?

A. My financial involvement was limited. However,
when they were on vacation, I was -- I routinely

took atteﬁdance and sent the reports to the district
with the bills, and I was delegated by Miss Machandle
that when the checks came back from the districts, that
I was to see that they were deposited, and I was also
left with signed checks by Migg MacGrandle to pay

the monthly bills, such as the o0il or electricity,
‘whatever, but they were already sighed by her and
made ocut to the company. I just filled in the amount.
Q. Fern how Leng a perdod of time, 4An your ex-
peﬂiehce, durding the cafendan school year Septemben
fo June wene Miss MacGrandlfe and Miss Compfon Ain
Feorida?

A. I'd say they were away a minimum of three times
during the school year, totalling an overall period
of two to two-and-one-half months.

Q,. How much infenface did you have with Miss Compton
and MacGrandle whilfe Zhey wene in Flordida., Did you

talk 2o them on the phone while you were running the



-9]-

schook?

A. Yes. I called them, and one of the occasions
Miss Macérandle -- Miss Compton flew back, and I
don't recall any eﬁergency at the school. I think
it was for personal reasons. I could -~ I'm not
sure of that, and I took her back to the airport
about four days later.

Q. And what did Miss MacGrandle's {inancial ne-
sponaibilities consist of while she was in Florndida?
A, Well, when I was there, I really don't know
what she did in Florida as far as the billing was
concerned. I just, as I said -~ say, handled the
ﬁonthly bills when she left me the checks, and

she left me the pavroll also. I paid the teachers.
Q. VYou did basdically everything of a financial
nature? ’

A. Well, I handed out the checks that she had

left for me, ves. That was my involvement.

0. Did she stiff sign the checks and send them

to you from Floaida?

A, Well, usually payroll was the routine thing,
and she made them out before she left and said,
yvou know, when payday-comes, please distribute
them. |

Q. Did you also handle Miss Compton's duties?

A.- ©Oh, yes,

Q. What were ML{ss Compion's dutdies,
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A. Well, Miss Compton was involved in hiring the
teams. She was involved really in running the
program éspects of the school. We often con-
sulted because I waé interested in programs

and doing the best we could for a youngster,

and so we were involved in that area, interviewing
children.

Q. Essentially, were you doing MLs4 Compton’s
fob, Miss MacGrandle's job and Da., Lustc's

fob duning the period cf Zime when they were

in Florida and when you were fherhe at the school?
A. Of course when I was there Mr. Lusto was not
because he replaced me. When Miss MacGrandle and
Miss Compton were in Florida, yes, I was basically
doing it.

Q. How much were you bedng pald?

A. I started at fourteen-thousand, and the second

vear they increased it a thousand to fifteen-thousand.

School Paid for Pupil Transport, but Not in the Van

Counsel showed checks totalling $355, paid at
various times between December, 1976, and May, 1977.
Miss MacGrandle was asked ‘about these Lincoln School
payouts:

a. I cannot remember what each one is for,

but I know we call Massocchi many times to

have children sent back, taken home from scheol,
because they are uncontrollable. We did not

use the van at that time because we couldn't
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spare two people plus a driver to go and handle
children.

Q. chn~an4weh to the question is those checks

are fon Transporiting chifdren?

A, And we alsoc use them when we have a large

class going on field trips. We could not trans-
port ten children.

Q. And 1 would assume they would have o use
Massocchi when you had the school van in Flonida
also?

A. Yes, but we don't -- when were the checks dated?
Q. The checks, agadin, were December c¢f '76, March
1st ¢f '77, Manch 15th of '77.

A. We would not go on field trips at that time
because of weather conditions. Most of our field
trips are taken in the early féll and in the spring
of the vyear.

Q. Why were you paying Massccchi in March?

A. To transport children that were going -- being
sent home, uncontrollable children, and we have done
this many times.

Q. Do you drdive the van to and from school from
youn nesdidence?

A, Yes, I do.

The School's Van Was for Personal Use

Lee Dodd of Randolph, the general manager of Morristown

Dodge, a l1l0-year veteran in the automobile sales business,
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the next witness, testified that the Dodge van was
purchased for personal use because of its luxury eguip-
ment and its lack of séfety features required for
school transportation purposes. Dodd said he was
familiar with the invoice that depicted the sale of

the new Dodge van to the Lincoln School in 1976:

0. Would vyou expladn Zo the Commissionehrs how

you're familiar wiith Ax?

A. I was the one that wrote the order, originally,
back in March of 1976.

Q. Based on the egqudipage of this pariticular van

in quesition, and based on youh experdence, do you
'haue an opindon as o whéxhe& this van was puhrchased
for school use cn pensonal use?

A. Yes,. ’

Q. What <8 that opinion?

A. Personal.

Q. Unequivocally?

A. Absolutely.

EXAMINATION BY COMMISSIONER POLLOCK:

Q. What de you base that on?

A. The particular eguipment involved is not reguired
in any manner for transportation of school children.
The unit is a five-passenger Sportsman Van with a

I'd say, a deluxe interior. It has a raised or
extended roof on it, and the normal reguirement would

-

be a 15-passenger configuration, and it usually
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conforms with both federal and state regulations
and the reguirements of the Board of.Edﬁcatioh,
Transportation Division.

There is no safefy eguipment involved in this
unit in reference to banded glass, first-aid kit
or any other reguirement.

0. 1 have C-13 4in 4ront o4 me and 1T see s0me
othen items on herne and TI'm goding %o hque o ask
the question because I don'ft know Zthe answern, but
I nete thene's ain-conditionding. 1s that a nonmal
piece ¢f equdpment Lin a schoof bus or vehicle used
Zo transport children?

. I think that air there would be a little_broad
because of the fact that depending on what the
school is, if vou're talking about particular
children that do reguire, perhaps, a controlled
environment there, air would be reguired, or if
anything should be needed as far as equipment

is concerned. It's not normally added.

Q. How about fthe AM-FM stereo Zape, four-speaken?
A. That's not a normal piece of eguipment, no.

Q. Tinted glass?

A. It is reguired on the l5-passenger vehicle,
but not on this wvehicle,

Q. What about an extended hoof by Travel Traifen
Centen wiih carpet tndim; L4 Lhat a neamal piece

cf equipment?

A. No, sir, it's not.
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THE TESTIMONY - JANUARY 19, 167§

Preface

The Commission turned its attentidn from non-public day
schoels for handicapped children to private facilities where
the handicapped children are educated in residential sur-
roundings and remain in the jurisdiciton of the facilities
on a 24-hour basis. However, that change of focus was not
the primary reason fOr §.C.I. Charman Rodriguez's statement
at the beginning of the second day of public hearings on

Special Education:

THE CHATRMAN: Usually durding L4's pubfic hearnings
the Commission proceeds grom one day's sessicn to
the next without pause for an L{nfervending stafement.
Howevenr, this moaning 1T wanit fo make a brdief
ebsenvation before we resume publfic Linguiry Lnto
dubious practices and procedures by some private
‘schools and of the inadequacdes o4 goveanmental
controls oven the disbursement and expenditure

of public {funds forn such schools.

For Zhe sake 0f clarity and equdity, 1 want Zo
indicate at this midway point fhat there now may
develop a distinction between the evidence that was
put inio yesterday's publfic hearnding record and
what will be recorded today. For more than five
houns on Wednesday centain non-public school
operatons testifded -- "confessed” might be more
apropes -- that they callously divernted public
gunds appropadiated forn Zthe benefit of handicapped
chifdnen to thein own personal advantage. Thus,
yestenday's heanding concentrated on examples of
obuvious abuses of the system. Today There will
be a differnent emphasis: On Zhe need for more
adequate admindstrative dineciion and control o4
the system. Testimony wilf be {fornthcoming about
nen-public school practices involving funds
which may or may not be Legitimate but which pro-
‘voke Zhe same nagging quesiticns as arcse vestenday
“about the integrity and chedibility of the non-
public school reimbunsement program. We expect
to iffusirate how centain non-public school



practices supenficially conform with statutory
and administrhative requiremenits, yei nonetheless
gall short of Zhe AI&a&ghzﬁonwand aboveboand
standands Zhe Zaxpayding pubfic has eveay right Zo
expect. No poteniially defective yet technically
cornecd operation should prevall i{ Lt even
threatens %o pﬂoduee unsatisfactony nesulits,
panticularnlfy Ain such a sensitive field as zhe
educational betterment of more than 5,000 handi-
capped children. No system of allocating and
expending public funds should continue unchanged
that allows Less than arms-Lengih transactions and
potential, £f not actual, conflicts of interest
becauste ¢f conditions wh&ch, in certain axeas,
invdte nathen than nepeld misconduct.

Today's review wilf coven a more complicated
gacet that will balfance cur overall craitigque and
broaden Zfhe scope of the Commissdion’'s subsequent
recommendaiions fon both £eg¢5£a14ue and hegulfa-
tory nefonms.

MANOR WOODS -ACADEMY

The Comﬁission called as a witness Mrs..Annmarie Farrell,
thé administratorland part owner of Manor Woods Academy in
Estell Manor in Mays Landing, Atlantic County. Mrs. Farrell's
operation of this facility was a classic example of guestions
raised in Chairman Rodriguez's statement at the start of the
Commission's second hearing day.

To set the stage, the background of the Farrell family
and their extensive real estate and commercial holdings -- only
20 miles from Atlantic City -~ mostly acquired while running their
school for the handicapped, was put into’thé record. Mrs.
Farrell said that she was the fifth person to be put in charge
of the school, although she had "some" responsibility for
school oberation before she took full charge just two weeks
prior to the Commission's pubiic hearing.

Mrg. Farrell testified that she and her husband own

and operate a campground, "The Olde Stagecoach Trall," a
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"fecreational-vyehicle facility for families” in Mays Landing.
They recently purchased a liguor store adjacent to the Manor
Woods Academy and a seafobd restaurant in Weymouth Township,
a community which adjoins Mays Landing.

Q9. Do you nave any other business cr occupation?

A. Not that I can remember at the moment.

0. ALL right. Do you own shares in any
cchponaticns which axre incchiperated in the State
o4 New Jenseuy?

A. Yes. Mr., Farrell and I share 50 per cent
each in the Ecological Improvement Corporation.

Q. ALE ndight. UWhen was that coaporaticn Linceh-
porated? |
A. I think it was in 1875.

Q0. And dces that own ceriain Land and buifdings
in mundeipalities of Weymcuth and Estelfld Manca?

A. Just in Estell Manor, ves.

Q. Ane some o4 Zhose buildings Ainvelved wiih
Zhe scheel?

A. Yes.

Q. And the fand, afso?

A. Yes.

Mrs. Farrell also testified that her husband "assists" at
the campground but is emploved by Mancr Woods Academy as super-
visor of maintenance. A mechanic, he also wo:ks in that role

"just on the vehicles of the school.”
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Asked to define Manor Woods Academy, Mrs., Farrell
testified that "we say that it's a private residential treat-
ment and guidance center ‘and we do provide special education
to handicapped children.ﬁ She stated that 42 students re-
sided at the Academy, all males, ranging in age from 14 to
18 but mostly 16 to 18, and that there were no day studenté
at the school. All of the children are classified as emotionally
disturbed. |

Mrs. Farrell said the Academy receives $5,300 per
student from the Education Department and local school boards
for tuition, that sum being the maximum per capita rate for
the handicap category of her entire enrollment. The Academy,
she said, also receives $750 per month, or $9,000 a year,
per student for residential care from the Division of Youth
and Family Services {PYFS) in the State Department of Human
Services. As Mrs. Farrell pointed out, the yearly receipts
for each child thus works out to $14,300.

Mrs. Farrell related that five of her students actually
were educated at the Buena Regional Eigh School in Estell
Manor at a cost to the school of several thousand less than
what the state was paying her on the assumption the Academy
was educating these same children. The following testimony
related to this issue:

0. Let me see L4 1 understand that. O0f your
dorty-ztwo students in resdidence, f4ive recedve
--theia educational expenience in a focal pubﬂic.

high school. 1s that cornecet?
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A, Yes. May I explain that?
Q. 1§ you will Lel me {inish the questions. 1If
you would Like Ip add Xo Zhem.

- Do you aeceiﬁe nedimbunsement gfrom the State
Deparniment of Educalion for those five students
who ane educated 4Ln the Local public schooks 4in
the amount of $5300 per yeanr?

A. Yes,

Q. Dc you pay to the Local public schools the
approximate amount of $3000 per year for theinr
education?

2, 8311 some-odd cents per month.

Q. OQkay. Now, there 44 a difference Lhere be-
tween the amount that you recedive from the state
and Zhe amount you pay Zo the Local school district
o4 $2200. 1s that connrect? "

-A. If that's your figure.

Q. ALL nighit. Do you provide any service to

those students in addition to the senvice beding
provided by the Locaf public school district %o
fustify that $22007

A. We feel that it was approved on that basis
that we would provi&e the supportive services : .

plus the transportation.

Q. ALL night. VYou say you feel {1 was approved

.on that basis. Whe approved Zhait pro-ration?

—
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A. I, I feel that it was an application made to
the State Department of Education in Trenton, to
Dr. James Richardson; that he approved it through
our county superintendent and the child study
supervisor who helped us to arrange it.
0. VYou say that youréeeﬂ that. D¢ you have
documentary evdidence ¢f that fact?
A, Yes.
0. Okay. Would you be willing Zo provide that
to the Commission at a Laten date?
A. T hope I can find it.
COMMISSIONER POLLOCK: Mrs. Farnell, assuming
that, fust forn the sake of Zhis conversaticn,
that {t was submitzted and if was approved, there
nemains, nonethelfess, a differential of $2200
between the sum you hecedlve and The sum you pay
out for education. Can you expladin Lo me, fust
as fullfy as you wish, what {f {s fhat provided
fon the differnential?
THE WITNESS: Yes. This would go under the social
services, psychologicals; that we have a psycholo-
gist, that we have a psychologist, we have a
psyéhiatrist, we have a medical director,

I'm trying to think of some of the items. I
might ask some of the staff that I brought with

me, if you could ask-—-excuse me just a minute?
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COMMISSTONER POLLOCK: Why don't you? Fdine.
(Whereupon the wifness confens with Mua. Edwards)®
THE WITNESS: Mr. Edwards explains that it's in-
volved also with residential, during the residen-
tial pregram, but it is tutoring. We provide tutor-
ing for the children who are in the public school,
and it's for transportation. He did say that.

I'm trying to think of the other reasons. I
just don't have them on the top of my head.
COMMISSIONER POLLOCK: 1 undenstand. The point
I'm tryding Zo get at i4: Have gou, oh has any-
one, any governmenital authordity, ever asked you
o defermine whether cr not fthail differential of
$2200 4is cost related to these additional services
that you have just described?

THE WITNESS: I don't feel that it was ever really
broken down and that that difference has been
assigned to any particular neéds.

COMMISSIONER POLLOCK: 1 don't want fo puf words in
younr mouth, and, please, T want you Lo give me a
fain and accurafe nesponse.

Have you ever made an affempit fo ascentadn whethen
oh not the $2200 can be fusiifled on a cost Baaia o
Zthese additional items ycu have menticned, such as

thansportation and the addificnal services?

* . .
James Edwards, Manor Woods Academy child care director.
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THE WITNESS: We've been asked this question
guite often, and we did make a breakdown and we
feel Qery justified in the expenses. However, I
can't keep it on top of my head what they are
today. I could provide that for vou.
COMMISSIONER.POLLOCK: But you den't have 4%

herne today?

THE WITNESS: No. I'm sorry.

COMMISSIONER POLLOCK: Do you have any Lidea, on
the {tems you enumenated, what portion of the
22--

THE WITNESS: Transportation is our biggest cost.
We are in a very rural district and the school

is approximately twenty miles away.

COMMISSTONER POLLOCK: How much of that $2200 is
aflocable Zo tnanépontaz{on;

THE WITNESS: 1I'm sorry. I don't know.
COMMISSTONER POLLOCK: Does the schoof own busses?
THE WITNESS: We own some vans and we lease some.
We don't have any busses.

COMMISSIONER POLLOCK: And fhose vans and-- vans
rathern are used nailonzy fon these five sfudents
in Zhe pubﬁid schools but forn youn ofhen studenits
as well?

THE WITNESS: Yes.

CCOMMISSTIONER POLLOCK: They ane also used forn cthen

purposes, aren't they?
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THE WITNESE: Yes.,

COMMISSTIONER POLLOCK: Thank you.

MR. SIAVAGE: Fon the--

THE WITNESS: They're ugsed for both residential

and educational, the same wvehicles.

Real Estate Pyramiding

Because of the extent and variety of the properties
and commercial enterprises involved in the Farrells'real
estate-and-school transactions, the Commission put on ex-
hibit a map* that charted the properties about which Mrs.
Farrell would testify. These land-holdings included the
administrative offices of the Manor Woods Academy located
in the Mancr House on Rt. 50. Next to it was a "residential
facility" known as the Magazzu House, then the liguor store
property, the back of which was used by the Academy for
"educational and residential" purposes. Moving over to
12th Avenue, the chart also showed the Farrells' perscnal
residence, which adjoins the "0lde Stagecoach Trail" camp-
ground.

Mrs. Farrell said Manor Woods Academy begaﬁ in 1972
but that the Manor House property was not purchased until
1874. The Farrells purchased the property through Mainland
Bank from Sidney Simon for $85,000 -- & 100 percent-financed

transaction between Simon and the Ecoclogical Improvement Corp.

*See Exhibit, P. 104a



FOUR MILE INTERVAL

ROUTE 50

®

6A
Liquorx]
Store

Magazzu
House

[

VACANT

6E
3.5 AC

Manor
House




~105~

Q. COkay. Ecologdical Improvement you have pre-
viously Ldentified as a corpernation made up o
you and youn husband. 15 that corhect?

A. Yes.

Having acguired the Manor House through their personal
corporation, the Farrells proceeded to lease it to their
Manor Woods Academy.

0. Okay. And Zhe Manor House being Located

in the front. Did you Zhenreaften Lease to Manon
Weods Academy {rom Ecological Tmprevement Corpora-
Zicn the Manck House?

A. Yes, with the approval of the Division of
Youth and Family Services.

Q. ALL right. Division cof Youth and Family

.

5

Senvices approved that fease?

A, Based on the minimum standards on their
Section 9, and we had to file a disclosure state-
ment. I have a copy here.

HR. STAVAGE: Okay. We willf have it marked as

an exhibit, L4 you Like,

(Lettenr from Manonr waodA Academy to Division

04 Youth and Family Sernvices, dated Septemben 5,
1975, necedved and marked Exhibit C-66).

Q. C-66, for the purposes of the recornd, 4is a
“Retten, dated Septfember 5, 1975, from Manon Woods

Academy to Mr. Cardl Epstedn, Chief, Divisdion of
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Youth and Famify Services, Trenton, New Jersey,

concenning the program of Manon Weods Academy,

and we wiLLlf put -that in the recond, Mrs. Farnell.
Now, zhait 46 dated Septemben 5, 1975, 1

would assume, Zhernefore, Zhat fhere was nc Lease

between the o&iginaﬂ purchase oﬁ'ihe Manon House

in December ¢4 1974 and the schoct year begdinnding

1975, 1s that correct?

A. We really didn't have many leases.

9, Okay.

A, The state asked us to create the leases when

we got involved with--

12

Okavy. Why did they ash you tc¢ do that?

A. Because we needed to substantiate the claim.
Q. What d¢ you mean by "subpstantiafe the claim”"?
Did they tell vou Zthat it would be beneficial Zeo
your cash flow Lo rent propenties?

A. No, they didn't tell us that

Q. What do you mean benegdicial 2o your claim?
You meaﬁ Lt weuld help your application?

A. Evidence that we actually.did have a lease
between the Division of Youth and Family Services,
- or whomever, and ourselves as Manor Woods Academy
or Ecological. I'm sorry.

Q. Were they aware that Ecological was a wholly

hefd corporation by you?
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A. I think so. We were asked to come to Trenton
to ex¥plain and discuss that.

0. Okay. Thentthe fLnst Lease that yeu entekred
inte would have been fon Lhe perdod 1% of
January, 19757

A. I'm not sure.

A two-vear lease dating from January 1, 1976, was put
inte the record showing that Ecological Improvement Corp.
would réceive $2,000 per month from the Academy for the Manor
House and some adjoining property. But the Division of
Youth and Family Services cut back the formuls on which the
lease was based. As another chart* on the Manor House shows,
the annual rental of $24,000 would provide income to the
Farrell Corporation of more than $12,000 over the annual
ﬁarrying cost of the mortcage on the property. When the lease
was renegotiated as of March 1, 1977, the annual rental of
817,745 would produce income to the corporation of more
than $5,800 over the mortgage carrying cost. This lease in-

cluded some wvacant property next to the Manor House.

And DYFS approved--

Q.
A, That's.just a lot for play with a stream.
Q. That's a Lot fern playing?

A. We used it for horseback riding and the stream
for the kids to fish, swim, whatever -they wanted

- to do, because it was without going across the street

*See Chart, P. 107a
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LEASES

DATE

1-1-76
5-1-77*

1-1-78*

ANNUAL

RENT

$214,000

$17.745
$18,120

MANOR HOUSE
Manor House
CoLLINS RoAp House
Lot BE*

MORTGAGE

DATE TERM °

12-18-74 12 Yrs,
12-183-74 12 Yrs,
12-18-74 12 Ygs,

ANNUAL

CarrYinGg CosT

$11,8%7.94
$11,897.04

$11.8%7.94

$12,102, %
$5,847, 95
$6,222, %
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to the pond and they wouldn't let us in the pond
across the street, anyway.

Q. Did DYFS approve adding that fc¢ Zhe Lease?

A. Yes, and that was then the three properties.

Q. 1s that consdidered a resddential related ¢

the resdidentdial expenience, Zthe use of the £oi£7

A. Weil, it's used for residential and educational,

because it's right there where we have the class-

rooms.

Finally, as the Manor House chart shows, DYFS approved
still another lease to bégin on Januarv 1, 1978, involving
the Manor House, the Collins House and the 1ot leading from
Manor House that was used for fishing, swimming and other
recreation. This lease was for $§18,120, and would g¢give the
Farrell-owned corporation S6,200—a—yéar income in excess

of mortgage costs. Counsel asked for details:

Q. Okay. By the way, the elghleen-thousand-cne
hundred- twentu-deflar §iguke was an Linctease

C4nom the Last fLease, which was a fozraf cf $17,745.
15 that conrect?
A. Yes. That was based on a percentace allowance
for taxes and a normal increase.
9. 1z werks cut e 5%. Was Lt an--
A. Yes. |

Q. --4inflaticn fdacitorn, essentially?
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A. Yes,.
Q. With negaxrd to the moaZgage on the paropenty,
the annual caanéing costs work out to $11,897 and
the income 6nom‘the nentak L5 on this column, |
giving Ecofogical Improvement an Lincome ¢4
apphoximaztely $6200 a yearn; that is, the excess
04 the Lease over the carnying costs. Weuld you
aghee with that?
A, I hadn't looked at it that way.
Q. Okray.
A. Can I ask my accountant?

(Whereupon, the witness confers with Mr.
Smitka.)
A, He informed me that it would be true if we
collected the money.
COMMISSIONER KADEN: Mxr. Siavage, can we have
the accountanit Ldentified fon the necond?

THE WITNESS: Mr. John Smitka.

Mrs. Farrell recounted how she leased othér properties
in the area ostensibly for the purposes of the Special Educa-
tion program for the handicapped at the Academy ~- including
an old'schoolhouse in Weymouth Township, and the so-called
Spellman Garage, which the witnesg said was used for vocational

training and to repair vehicles.

0. Was that Lease ever approved by DYFS or Zfhe

Deparntment of Educaition?
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A, Yes, it was approved by DYFS. Department of
Education never lcocked at our leases.

Q. COkay. Why would--the Department of Education
neven Looked aI'Zhe Leases?

A. I don't know.

0. Stadlke "Why." Vbu said The Department ¢f
Education neven Looked at your Leases?

A, No, they didn't look at our leases.

Q. VYou have zolﬁiﬂe expense nreports with both
the Department c¢f £d. and the Divisdion of Youlh
and Family Services; L4 thait corrnect?

A. Yes.

Q. Typically, you have pho-rated cn attaibuted
hatf of each Lease one fc hesidential and cne

1o educational {for heporiting purposes; L4 that
conrect?

2. Percentages out of each lease--

Q. Rdight.

A, --that we felt were attributable to education
or residential.

Q. T12's usually been 50/50 in most cases, hastn'Zt
L7

A. I don't think so, not in residential section.
Q. At Least with respect to some o4 the builfdings,
howeven, the Department of Education Expense Report
~contains figunes forn renitals on Lhose properties.

1s that fain?
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A. Yes.

Q. And they have never ashed you to approve any
0f those fLeases, have they?

A. To view thelleases?

Q. Right,

A. No.

COMMISSIONER POLLOCK: Mrs. Farreflf, you have
indicated ihat-thene are Twe branches of state
government that, to some extent, supervise youhr
activities in conducting your school; the
Divisdon 0§ Youth and Family Services and the
Depaniment c¢f Educaftion. VYou report youn Lease
expensdes 4in go@n budget to the Depantmen? cf
Education, 4in effect, don't you?

THE WITNESS: Yes. .

COMMISSIONER POLLOCK: And, nonefheless, no one
asked to Look at the underbying Leases?

THE WITNESS: Not to my knowledge.

COMMISSIONER POLLOCK: And simifarly with nespect
to the Division of Youth and Family Services?
THE WITNESS: Yes, they asked for the leases.
COMMISSIONER POLLOCK: But they did't Lock af
the budgext?

THE WITNESS: At my education budget?
COMMISSTONER POLLOCK: VYes.

THE WITNESS: No.
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By Ma, S{iavage:
0. Did DVFS Look at Zhe Speffman Garage?
A. I'm not sure.
0. Was that cohéidened more contribufable Zc
fthe nesidential pontion?
A. Yes. BSee, we felt that, even though things
were handled during the residential part of the
program, they were still educational, and costs
that we incurred such as vocaticnal school and
evening programs, transportation, those things
would have gone, also, to educational costs.
Under our consideration, they would have been

pro-rated to education.

State Paving the Farrell Leases

The testimony confirmed that DYFS héd approved payment
of $100 a month toward leasing the Weymouth Liguor Store
that the Farrells owned in their own name. DYFS also
approved a $3,600-a-vear lease between the Farrells' 01d
Stagecoach Trail and the Farrells' Academy that included
the Farrells' persocnal residence and the campground's "full
recreational facilities™

Commission Counsel:

Q. Essentially, Mrs. Farnell, what {4 Xaking
place Ls: Both Ecological Improvement and Zhe
-Farnells pensonally are acquirding certain assefs

that are on Lhat chant. 15 Zhat a fair statement?



¢ "113"'

A. Yes,.

0. At feast panitially orn sometimes An Lts enzi&ezy
with a profit, fhc carnying costs of the mentgages
04 those prepenides are bedrng cartrdied by the Leascs
that have been approved by ithe state. 15 that
conrect?

A, Yes.

Q. CQkay. Afiten those montgages are padld ouft,
edthen Ecolfogical c¢n the Farnnells personally wilkh
own this entine parcel of Land. 15 that conrect?
A. Yes, and that was the only alternative that

we had from the beginning of the program, from
1872 up until whenever the purchase was to have
the program.

Q. Okay. Who advised you that that was youkr

ondy altennative?

A, I tried to get resources. I tried to get
houses locally. No one would alilow us to come

in with emotional disturbed children, and we had

a program started in 1972. We took them into our
own home and we had, if I may explain this, we had
up to sixteen children when we went into the Manor
House. We worked very comfortably with sixteen
children, and we wanted it to bhe a small program.
However, we were presented with two other programé
"that were closing down, with two other directors,

so we overnight grew to more than thirty children
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and we didn't have anyplace to put them.

Q. 0id anyone, eithen at DYFS or the Department
04 Fducation, evcr express any conceirn oa undehr-
standing that, essentially, the Leases which fhey
were approeving and paying for wenre resulbting in
the acquisition o4 assets by vcu personally and
Ecological Tmprovemenits? Was that {ssue ever
discussed?

A. I think it was, ves.

Q. WQEE,rhow did they feel about that?

A. I don't know what the outcome of their feeling
was, but I did have to make a declaration, which
we did, and I gave you that.

Q. Which was that QOu were aware of, and they
were awanre 04, the ceapcrations, et cefena, and
ZThe-- |

A. We informed them that we had become personally
involved because we had no other alternative.

0. Okay. And They approved L7

A They gave me my cdntract.

Q. Right.

A And thev also asked to see leases, and that's

when the leases were made.

They Started with Nothing

Because of the maze of the transactions involved, and
Mrs. Farrell's inability to recall all of the financial de-

tails of individual transactions, Commissioner Lewis B. Kaden
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led the witness back over the trail, starting with the Main-
land Bank's 100 percent financing arrangement for the Farrells.
EXAMINATION BY MR. KADEN:
0. In any eueni, the bank granted you a mortgage
of 85,000 to coven fhe full purchase price of the
Manor House, and edthen under Zhe ondginal Lease
on under the subsequent modifications of the
fease, those Lease payments have covered, mone
 than covened, alf younr expenses under that mont-
gage. 14 Zhat accurate?
(Whereupon, the witness confers with Mz,
Smitka).
A. I den't kndw.
Q. You don't know., Well, Ma., Siavage fLook you
through those figunres, and I'm goedng ZLthrough |
fhem again because 1 Zhink they are very Amportant.
You had an annual carrying cosit of $11,897.04
on that edighty-4§ive-thousand-dollar mertgage.
Right?
A. 1 agreed to those figures, whatever they were,
go they would have to be correct.
Q. And fthat in zthe three yeans since January T,
1976, the nesult of these net/net Eeaéeé paid fci
entinely with school funds L4 that you wound up
with some $24,173.8& above ydu& total costs, in
othen words, profit? Those were the gfigures that

Mr. Siavage took you Zhrough., 18 that night?
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(Whereupon, fhe witness confens with Mx.
Smithal).
A. I suppose if is. I'm not sure. I'm not
following you because I'm not familiar with all
these figures.
Q. Okay.
A. However, I'm sure that--

Those are the figures Zaken from Lthe Leases.
ALL Zhose Leases were submitied fo DVFS?

Yes.

12 ]

And approved by DYFS?

A. Yes,

Q. And the resulil of that eniine transacticn was
that vou acquired a house forn zenc Linvesitment,
which at some podnt when the montgage s pald
044 with Zhe schoel 5und$ yeu will own, and at
the same time nealdized a net 50 farn Ain these
three years of 24,000-plus profit. Thank you,
A, If I may respond to that.

2. Go ahead. |

THE CHAIRMAN: Go ahead.

A. 1I'm sure that the prices are all lower than
fair prices than anyone else would have charged,
and I séy again that we were forced to do all of
Athis to maintain the program.

Q. You are sure that a two-Zhousand-dollarn-a-

month nent on a edlghty-five-thousand-dollan hcouse
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*

is below Zhe fairn markei nent {on that hcuse on
a nel/net Lease?

a., It included;the other house, also.
COMMISSTONER KADEN: Ohkay. Well, zhat's some-

thing we may Leoeok at furthen.

EXAMI&ATIUN BY THE CHAIRMAN:.
Q. Mrs. Farrell, Llan'i L% Zrue that some pednit
down the Line after the properidies are purchased,
that you cheose Lo ;e&m{nate vour assoclaticn
wiih the stafe, the propenty weuld be privatelu
owned bv you and ycur husband?
A. We have no intention ¢f terminating our program.
Q. In Zihe event L£f did right now, the way the
title stands, Zhe property would be owned piadivately
by you and your husband, or a corpchaticn owned
by the Zfwec cf you?

A. It appears to be that way.

- SOMERSET HILLS SCHUOL

A different type of real estate transaction was high-
lighted@ -- and questioned ~- during testimony by Laurence
Steinbaum of Scotch Plains, executive director of Somerset
Hills School, a combined residential facility for 74 students
and day school for 22 students in Warren Township. All of
the 96 students enrolled at this facility were males in the

emotionally disturbed category.
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Mr. Steinbaum also is president of the non-profit
corporation that owns the Somerset Hills School. His salary,
as negotiated with the Division of Youth and Family Services
some three years ago, waé $31,200. He also is president
of Home School of Warrenville, a corporation formed by his
parents in 1926, which evolved into a holding corporation
which owns and leases to Somerset Hills School all of that
school's property.

The propérty is extensive, consisting of about 50 acres
and including scme five heated buildings, attached educational
buildings, several dormitories, a number of summer cottages.
The property also includes, Mr. Steinbaum testified, recreational
fields for footballand othér sports, a hiking trail, a five-
acre lake, bathroom facilities, two swimming pools.

The Commission guestioned Mr. Steinbaum about the rental
arrangements between the holding corporation and the school

corporation, both of which he heads.

Q. Now, Somenset Hifls School, 1 think you have
descndibed, essenitially, as fthe cerpcraiion which
operates the schocl on fhe site that you have
previcusly described and pays nent Zo, does L
not, Home School o{ Warrenville, ITnc., which
owns the Land?

A. That is correct.

Q. 1 show you what's been marthked Exhibiz C-60

gon the purposes of Ldentification, which purports
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fo be a copy of the Lease between Home Scheoof

04 Waﬁnenuiﬂﬂe, Inq., and Somesnsetr HiLLs Schccﬁ,.'
Inc., as the feasee, dated September 1, 1977, and
ending August Sf, 1678 fon the curnent schock
year, 4in The amount o4 $126,000 per year plus
instaflments of heal estate faxes, Lnsurance, fuel
0L, utilfdtdies, nepadlhs, corn more particulfarnfy

set fonth An Zhe ndiden atiached he&eio.and made
part of the ridern. 1 ask you Lf you hecogndize
that as the current Lease of the schook.

A, T do.

0. Thank you.

New T'm godng to shew you a sesdes of Leases,
well, fwo more Leases, befween, eééeniiaﬂﬂy, the
sdame fwo prioh yearns, cne ending August 31, 1977,
in Lthe amount 0§, agadin, 126,000 pfus ofhen ex-
pensdes, and that's been marked Exhibit C-39, and
I ask you 4§ you hecognize that as Zthe prioch
Lease.

A. I do.
Q. Thank you.

One more ending August 31, 1976, which has
been marked C-58, essentialfy the same teams gx-
cept that Zhis one calls for $120,000, orn $6,000
Less Zhan the Lasit two.

A. Again, I recognize it.
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Q. Thank you.

A, There was a lease between Somerset and Home
School at the béginning of the corporate entity

of Somerset,

0. Qkay. Let me ash L& this way: 15 the fLease
which ends Augusi 31, 1976, and begins Septfember 1,
1975, that L& Exhibit C-58, the {irnsit time when Home
Leased to Somersei when Home was onfy a hokding
corporation?

A, Correct.

0. Okay. Now, the Lease, by Lts Leams and the
descripiion o4 ZThe propetity Located Theredin, con-
fains the entdire tract thait you have previcustfy
hefernhed Zo An your Festimony as including the
Home Schocl of Warnenville. 18 that corhect?

L. Not only the tract, but also 211 of the equip-
ment, furniture.

0. ALL aight.

A, BAll of the facilities.

0. And 4% 45 coniemplaied within thait instrument
that Somenset School uses that entine tracit fon
education. 1s5 zthat correct?

A, That's correct.

3. And hesdidentfial?

A. That's correct 

fQ. And 1 beldieve you previously descaibed 4{f, may-

be you could again. Why does Somenseid need that
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Large trnact on the ofhex side cf the noad for thedix
educational and hesidential expendience cf Zhe
chifdren?

A. For recreational purposes.

Q. The thinty-ache Ztract?

A Correct.

Q. What kind o4 secreation do they do?

A Football, socber, boating, swimming, aréhery,

shuffleboard.

1>

Could Scmexsel HLLLs Scheel exdsX 44 suddenly
that trhact glcated away, Tract on fhe othern sdide,
the fi4teen-ache tracit?

A, I woulé--I've thought of it often, because
there have been scme tempting propositions in the
sale of that industrial property. I think we
would have to build additional facilities on the
south side in order to compensate for the loss of

those facilities.

Capital Improvement -- or Just a Repair?

While certain repairs at private schools_for the handi-
capped could be "expensed out" for reimbursement from public
funds, capital improvements of such schocl property could not
be. But, as guestioning of Mr. Steinbaum indicated, there was

~a fine line between what constituted a repair and what was a

- capital improvement{



=122~

3. De¢ you have a irunning account with a §inm
callfed Santo Gardenens, 4An Waztchung, New Jernsey?
A. Yes, I do.

Q. ALL night. 'Iﬁ I teld you that your maintenance
and nepair account, as exhdibdlfed by your expense
goam deliverned £o the Depaniment of Education,
essentially shows payments for capdtal improve-
ments completed by Sanic Gardenens, would you dis-
agree with me or would you agree with me? |
A. 1I'd have to see the figures.

Q. ALL rdight. 1 show you what's been marnked
Exhibit C-65 forn the punposes of identigfgication,
which purports fc be a copy ¢4 an dinvedice from
Santo Gardenen, Sanzc'Gandenené, fo Somensel:
Hitls Scheool, Tne., Harmeny Day Camp, 4in the
amount ¢f $271,640. 1 §irnst would a@h you whethekr
you would consdider some of The maffens suggested
on zhaz_inuoice as capitad Aimprovement and zhen,
secondly, whethen you know whether Somenset HiLLs
Schook paid for Zhose capifal improvements.

A. Some of them would be capital improvement and
some of them would be repairs.

Q. Okay. Coufd you tefl the Commissionens what
you think would be capital improvements?

a, I don't know how you would describe fifteen
fshrub, one dogwood; whether landscaping would be

a capital improvement or a repair. Often times
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we repair shrubbery that has been damaged and
destroyed. I don't know where that would be
placed. '

I see an expenditure for a septic system.
I would mark that as a repair.

This is something that I think the pro-
fessional accountants will have to work out.
If a septic system is destroved by children
misusing it and you have to replace it, I
would normally think that that's & repair. If
you're. going to expand it for other facilities,
perhaps that would then be a capital improve;
ment.
Q. VYou would rathen noit pinpoint any capital
improvements? g
A. I'm not capable of doing it.
Q. The f4inal nesponse 1 had assumed, when you
said you saw some obvicus capital improvements,
that you were goding fo tell me what they wehre,
but you would rather not do Zhat?
A, Well; if you want to get into a long discussion
with me on how to develop a program in a resi-
dential school and adjust financing, I'1l1l be de-
lighted to do it. We had--
THE CHATRMAN: Mx. Steinbaum, hathern Zhan taking
C the time %o debate, the question simply Ls: Did

you see any on thene that were obvious fc you,
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not those that would be Ln an area that you would

choose to quesiicn?

THE WITNESS: I have not spent any time reviewing

that. If you want & later answer on that, I'll

review it carefully and be happy to respond.*

*Mr. Steinbaum's testimony in his executive session appearance
before the §.C.I. was more revealing on this billing
irregularity. His private testimony on this issue, in part,
was as follows:

P P

bga

>
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Okau. Has Carnl Sanzols Company on Carf Santo installed
a new septle system in dcun facififies?
Yes, it has.

At what approximate cosit, if you hecall?
Yes. They built one new one and repaired one. The
repair was $4500.

How about the bullding of the new one?
And the construction of the new one, approximately
6,000.

What about a panking Lot or.di{d he expand Zhe patking
facilities?
Yes, he did.

Now the septic sysiem ch The parking Lot or student
assembly anrea, would you consider any of Lhem unden
the category of capital expenses?

Certainly.

Capital expendifuires.
Sure.

Would you considen a septic Zank, the installation of
a sepitic tank, a capital improvemenit?
No. :

Why net?
Because it is a repair on a present and existing facility.

1 asked about the installation o4 a new one, 1 thought
you said --

"All right.

~-Mr. Santo also inszalled one.
The new one would be a capital expense.
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The "Tennis Court" That Was, or Wasn't

When is a tennis court not a tennis court? The issue

focused more attention on what Mr. Steinbaum regarded as a

g

PO P oo ¥

o

P

D

Ckay. Let me ask you this: Anrne you aware that undexn
the New Jensey Code of Admindistrative Regulatfions pro-
mubgaied by Zhe Department of Education capital ex-
penses cannet be included within the expenses Listed on
your schoof budget?

I'm not aware of it, but it sounds reasonable.

Okay. Let me just go through then a couple of more
checks because fhat may answen that questicon.

The nexit twe checks ane Lo Hamihah Emenson; Ls that
cokheel?

That's correct.

What wehe Zhey fon? '

These are December 289th. Eamrah Emerson, the amount

of a thousand twenty. This would be, I would suspect
that this would be carpeting for one of the dormitories.

Weuld you suspect L& was new carpefing orn nreplacement
carpeting?
I would think that it would be perhaps a combination.

Okay. Have they at other tdimes and with othen biLis
insitalled new carpeting for you?
Yes, they have.

In what areas?
Dormitories, classrooms. They're presently placing
carpeting in one of the cafeteria areas.

Again, would you concede Zhat Zhat would be a capital
expenditure L4 A&’ new carapeting?

If it is new carpeting not replacing existing carpeting,
it would be.

You have nc way cf knowing, howeven, whether any of
these bills paid Zo Hamnah Emenson for capifal expen-
ditures wind up Ln this budget ovr noit?

I would not know. I would, I would make some comment
about that perhaps when we finish all of the checks.

Qkay. How about the next twe, which are --
- Frank Perkowsky.

And what are Zhey {for?
Either repairs or replacement of tile. He is a ceramic
tile installer.
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repair versus a capital improvement:
COMMISSIONER POLLOCK: May 1 see the exhibit?
Mr. Stedinbaum, &o you have any doubt about what
consthruction of a tennis court is7
THE WITNESS: I responded to that at the last
inguiry. That is not a tennis court. It does
not gualify as a tennis court. It is short by
some forty feet. It is an assembly area; the
resurfacing of an assembly area that has been
traditionally the assembly area of that school
since 1926.
COMMISSTONER POLLOCK: Does 4% have fines on
At Like a tennis count? |
" THE WITNESS: Yes, it does.
COMMISSTONER POLLOCK: Does it have a net?
THE WITNESS: Occasionally.
COMMISSTONER POLLOCK: Okay. Do people hit balils

achoss the net at each othen?

ow about zhe $3600 one, the Ranger of the twe?
- That would be the replacement of all of the tile in
the kitchen.

>

0. And would this be cbnéideaed_capizaﬂ Amprovement on --
A. I would think that the accountants would call this
a capital improvement.,

The S.C.I.'s audit of the financial records of Somerset
Hills School confirmed that capital improvements were charged
to state funds. According to the Commission's audit of ex-
penses charged to "maintenance and repair" and billed to the
State Education Department for reimbursement, almost 60 percent
were capital improvements. The audit showeq that half of all
capital improvements were charged to education.
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THE WITNESS: They parade on it as well.
COMMTSSIONER POLLOCK: And 4% was constructed for

a cost of £34007

THE WITNESS: .If you can tell me you can build a
tennis court today for $3400, you'll be a million-—
aire.

COMMISSTONER POLLOCK: 1I'm asking, did you pay a
statement whieh has an Ltem, "Consfruct Zennds
count $3400"7

THE WITNESS: That's mislabeled. It is not a
tennis court.

COMMISSTONER POLLOCK: Okay. Then that's a
guestion, T guess, that's fon decdisdion.

THE WITNESS: Well, I think that's by definition

of a sport facility. Tennis court is 120 feet

long and no less than 60 feet wige.

COMMISSTIONER POLLOCK: And {4 ix's Less than that,
even though Lt has Lines Like a court and a net
Like a count--

THE WITNESS: It does not-—-

COMMISSIONER POLLOCK: --and you hit balls achoss
Lt, 4f 44 not a Tennis court?

THE WITNESS: No, sir. It does not gualify.

THE CHAIRMAN: Mn. Stedinbaum, I think fhe podint {i4:
The creatonr of the Anvodce was under the impression
“he had constructed a tennis cournt and Ao desdignated

on the invodlce. .
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THE WITNESS: We're getting back to: If it looks
like .a duck and walks like a duck and sounds like a
duck, it must be a duck.

THE CHAIRMAN: Thatl's a pretty safe way to determine
what a duck L4,

THE WITNESS: Well, not in my experience.

The Holding Corporation

The testimony revealed a complicated collection of loans
and mortgages on the Somerset Hills property, including
about §92,000 held by Stein-Rose Realtv Co., which Mr. Steinbaum
identified as "both my mother and father."
In addition, there was one mortgage held by Concord
Investment Group, which had been reduced from £56,100 in
1975 to about £10,000 at the time of the public hearing.
Peculiarly, it was not included amoné the mortgages reguested
by and submitted to the S.C.I. during its investigation.
Prodded by counsel, Mr. Steinbaum managed to recall the unusual
high interest charges for the money this Concord group loaned
to his Home School's company:
Q. Do you hnow the percentage, what peicent the
honey was Loaned to your corpchation at?
A, Yes. It was e%tremely high at one point, and
other mortgages are a lot less. I recall figures
from eight percent to fourteen.
0. Does twenily-one percent ning a bell zo.you?

A. It's very possible.
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Q. 15 twenty-foun percent alsc a possibility?

2. I would recall thirty at the time. If I

could have gottén it for thirty percent, when T
needed the money desperately, I would have paid
any amount.

0. That was secuned by a thind montgage on the
building; 44 That cornrect?

L. That's correct.

Q. And when did you f4irst cast Zhat montgage? Do
you recall?

A. No, I don't. Again, I would say perhaps three
or four years ago. |

Q. ALL night. 15 Zhere any other Lndebtfedness cf
.Home Schook o4 Warrenville, Zhat you can think of,
on a Long-Lterm basis? -

A. No.

Q. Deoes Lt have several shori-Zeam noftes which -
Lt's paying?

A. Yes, it does.

Q. ALL night. 1In fLscal 1976 Zhere were s4x short-
tenm notes casit Ain the amounts of the foflowdng:
$660, $6,600, $6,500, $12,500, $11,500, $7,000. What
was that money used fon?

&A. To operate the school.

Q. Wexne they secunred Loans?

A. No. They were personal signature.

0. 0Of whom?
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A. Myself.

Steinbaum's Income

‘At one point Mr. Steinbaum said he had no income other

than his $31,200 salary as head of Somerset School but ex-

hibits subseqguently entered into the record indicated other-

BY MR. STAVAGE:

Q. Mr. Stednbaum, do you devote one hundred per-
cent 0f your time to Somenset Hifls School?

A. Yes, I do.

0. Do you have any ofhen business or occupation?
A. No, I do not.

Q. Do you necedive any Lincome from any othen
.buéinEAé on occupation?

A. No, I 8o not.

Q. Do you hecedive any 4income from any other entity
othenr than Somenrset HiLLs School, Inc.?

A. No, I do not.

A few minutes fater Counsel Siavage refurned %o Zhe

sdubfect of Steinbaum's compensation:

Q. Do you hold a posiftion of presdident of Home
Schoot of Warnenvifie?

A, Yes, I do. | _

Q. Axne you presently compensated for that positfion?
A. I beliéve I am., I haven't seen the tax returns,
but I'm certain at the end of the year my accountants
either develop a bonﬁs for me--I don'ﬁ think that I'm

on salary.
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0. 1 show you whaf's been manked Eih;bit C-53
for the purposes of ddentification, which £is

the U.S. Cohporation Income Tax Retfuan for Home
Schood of Warnenville {for the peniod September 1,
1975, Zhhu August 31, 1976, and 1 would reden

ycu to Page 7 c¢f that Lincome Zax heturn LLsting:
"Name o4 Officen: Laurence Stedinbaum. Title:
President. Time devoted %o business: ALL.
Pencentage o4 corporation stock owned: Fiftu.
Annuak amcunt ¢f compensation: $22,100." 1
would ask you L§ Zthat compents with your re-
collection?

A. I would, I would accept this.

Q. How much did you recedve for Somehrsel

during that giscal yean?

A. What year are you réferring to?

Q. Fiscal year 1976. "75., Excuse me.

A. That would be 31,200.

Q. Was that fthe same sdltuation in prion yeans,
also?

A. I don't know. I haven't the document in front
of me.

Q. Okay.

A. This is a specific the accountants work out.’
Q. Okay. 71 show you what's been marked Exhibii
VC-52 fon the punpose of Ldentifdication, which punr-

pornts o be a copy of the U.S. Corporation ITncome
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Retunn for Home Schock of Warrenville ending
August 31, 1975, and nefer you to Page 2 o4

that Exhibit. Agadin, "Compensation cf Officenrs.
Laurence Stedinbaum, TLtfle: Presdident. Tdime
devoted to business: ALL. Percentage o4 sZfock
cwned: 50. Amount of compendation: $37,000."

T ask you whether Zhat comporats with youn ne-
collfection.

A. I would think this would be accurate.

0. fHow much did yoeu nccedve faom Scmernsel An
that year? 1s that thinty-cone-twe? From
Soemenset, now,.

A. This is what year? '757

Q. VYes,

A. It would be thirty-one-twc again.

Q. Do yoeu know how much you ane_neaeiuing AN

Zhe cunreni yean?

A, Nd, I have no idea. That's an adjustment
that the accountants make.

Q. 14 1 told you that for the fiscal year ending
§/31/1977, beginning 4in Septemben, 1974, that you
had neceived {rom Home, according ftc the books and
necohds of Heme, as salany $30,900, would Zhait com-
poht with your Aecoﬂﬂecfion?

A. As salary?

‘Q. Ves.

A. From Home School?
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0. Ves.
A. ©No, that would not.
2. Okay.
A. I would not‘agree with that.
ALL night. What would you aghee with?

.,:)

A. I couldn't agree that it was salarv. I don't
know what adjustments they make.
0. Welf, how much did veu gex? Let's call it
anything vou want, |
A. You know, this is something that you had
every reason to discuss with my accountants.
You're asking me technical guestions of a very
complex nature, which I would be happy to discuss
with yvou if I had intelligent énswers for you.

I think the important thing, as you direct
these guestions to me, is did I, in fact, get
this money and did I, in fact, pocket it. I
have to tell you, no, I did not, and that this
money, all of it, is reinvested in Home School
for the purposes of Somerset Hills School.

Now, vou want to investigate that, certainly -
direct your interest at that and I'd be happy
to respond.
Q. 1s your answexr, then, thait vou are nef respond-

ing to the Last cuestion.

A. ©No, I'd be happy to respond to it except I

don't know. You asked me a guestion--
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'Q. Yourn answer L5 you don't know?

A. --would I be surprised if I received thirty-
odd thousand dollars in that period of time.

I can't tell vyou whether I did.

Q. VYour answer 4Ls you don't kunow?

A. I don't know.

Q. That's all.

COMMISSIONER POLLOCK: How fan back is this

time perdiod we are talking about?

MR. STAVAGE: We ane talking about Zhe Zime
peniod Septemben 20th, 1976, o §/31/1977.
COMMISSIONER POLLOCK: And you can'it nememben
whether you neceived that sum of money 4in

that time perdiod? |

THE WITNESS: I didn't receive any of it. It

is a bookkeeping entry.

COMMISSIONER POLLOCK: Buf you dc acknowledge an
awareness 04 the bookkeeping entry?

THE WITNESS: I'm aware of many of.these entries.
COMMISSIONER POLLOCK: And this one 4in particulanr?
THE WITNESS: The last one that was just entered?
COMMISSTIONER POLLOCK: VYour salary.

THE WITNESS: My salary from Somerset I am very
aware of. I get that check every twe weeks and
that is my salary.

"COMMISSTONER POLLOCK: VYou are afso aware of Zhe

sum that you did noi rnecedve?
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THE WITNESS: In many instances, correctf
COMMISSIONER POLLOCK: And 4n fthis particular
instance?

THE WITNESS: Aéain, I say, in many instances.

I don't know in this particular instance.
COMMISSTONER KADEN: Ma., Steinbaum, it doesn'z
seem fo me Lhal ZThe quesilions are qudite as com-
plex as you are making Zhem. Mr., Siavage #read

to yeu from the corporate Lincome Zax netunﬁ fonr
this coaporation which ocwns fhe Land, and that
ceaporaie Ztax retunn indicafed as compensaficn

don you An those nefevant yeans the sums og 22,100
in fiscakl '76; 37,000 in fiscal '75; and, 1
gathern, Mr. Siavage, 30,900 in fiscaf '"77. Now,
fhat corporaticn submitied that refurn indicating
that it padid ycu thait compensaition. Now, Ls 4%
yourn festimony that you never hecelved that com-
pensation?

THE WITNESS: My testimony is that this is accurate.
The accountants accurately post monies that are
attributable to either salary or bonuses to me.
Often times those monies, rather than getting into
my pocket personally, are reinvested into the
opération before I ever see it.

COMMISSTONER KADEN: 1I'm not cconcerned with whethen
- the money was hednvested. T asked you whezthexn

you received as compensaiion fhe sums as heported
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on youn Federal fax returns.
THE WITNESS: The answer is correct.

COMMISSTIONER KADEN. Okay.

A Different Story

After consulting with his lawyer, Mr. Steinbaum said
his attorney had advised him that the Commission had been
referrins to monies from the Home School to him that "are
the overages between the lease, Somerset to Home School,
less any of the expenses, mortgaces expenses, et cetera,

and whatever that allowance may have been."

BY MR. STAVAGE:
Q. That's the meney that veu do get cut cf
Heme Scheel--
A. Correct.
0. --as oppesed to what veu zold us at Zhe
beginnirg oy this session. Coanect?
A. Well, I don't, I don't consider it in conflict.
Q. Okauy. 1Zx's a maifen c¢f judgment, ZLhcugh,

T would suppose.

Those Checks to Mr, Steinbaum

Counsel Siavage listed as Exhibits a "packet of checks”
from the Home School to Mr. Steinbaum, non-pavroll checks in
“the amounts of $9,800, $1,100, $500, $5,000, $1,500, which
Mr, Steinbaum described as "either loan or repavments of loans

or money due the corporation to me."
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9. How much do you curhently owe Zhe co&po&dtion?.
Do you know?

A. No, I don't-

Q. Dc you have any L{dea how much you owe?

A. At one time my--at one my indebtedness was iﬁ
excess of $100,000 to the corporation.

Q. Would it be approxdimately $94,000 now?

A. It's very possible. |

Q. Qkay. Other than the payroll and the Loans
grem the cexporation, are fhere any cther matiterns
in which Home Scheol pays you? Ox transferns money

te yeu? Leit me characterdze Lt that way.

A, Yes.

9. Hew A4 that?

4L, There are accounts--

0. Paadon?

A. I was waiting for you.

2. Go ahead. VYou can give me the answex.

A. There are accounts that are paid in my behalf

and, again, adjusted against my salary and my in-
terest in Home School at the end of the vear.
Again, this is something that the accountants
that met with your accountants discussed.

There are transfers, inter-company transfers,
that take place weekly and at the end of each year
- the books are closed of record and whatever adjust-

ments need be made, whether they are personal expenses
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on my behalf, they are attributed to me personally.
If there are mopies that I have extended to the
corporation, toieither Somerset or Home School,
that then reflects itself in the adjustments and
at the end of each yvear the position I hold is

identified.

Mr. Steinbaum's "Cash Flow'

Commission Counsel asked the witness to identify three
"debit memos" dated in March, 1977, for a total of $§5,000
which were transferred from the acccocunt of the Home School
corporation to Mr. Steinbaum's checking account.

Mr. Steinbaum was asked if the purpose of these debit
memos from Home into his checking account were "for your

personal cash flow."

.A. Again, I have to tell you that these tfans—
fers are typical of our operation. There is
nothing unusual about it. The only unusual thing
is that these amounts are rather smzll. They
sometimes go in excess of 5000 and 10,000. That's
a money flow between myvself, Home School and
Somersét, and it hés been continuing ever since
the State of New Jersey delayed payment, when I
found myself having to borrow between 75 and
-$100,000 to meet my current expenses. This is

vthe reason that you see these exchanges of

monies.
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0. VYou axre noi denydng, are you, that the
corporation paid you the safaries that you
previously identified on The corporate Lincome
tax retunns? .

A, Not at all.

Q. Noi that you cladim that amount as dncome

on youh personal Aincome fax AeXurn?

A. Not at all.

Q. Do you recall how much you claimed as

income grom Home School ah younr pensonal Ln-
come fax nelurn?

A. This past year?

Q. For any yean.

L. No, I don't.

Q. Between Zhese debit memos and the checks
representing the Loans thene is a totaf of $23,000
in f4scal 1976, which wbuﬂd be added to youn
éaﬂany.oé $31,000 {nom Home Schooﬁ; for a total
of $54,000, and then added again to your salanry
frnom Somensext School of $371,200, the total would
be $85,200 from Somerset and Home Ain that fiscal
yean. Would you disagree with that figune?

A. With one exception.

. What is that?

A. You're stacking the cards.

A Tucrative Rental Arrangement

The Commission wanted to know how the $126,000 rental
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figure for Somerset Hills School was arrived at. Mr. Stein-
baum said it resulted from "a number of meetings between
banking officials, our aécountants, attorneys, real estate
representatives for the value of the property." He said

it originally was "pegged" at $135,000 but reduced to

$126,000 after meetings with DYFS.

EXAMINATION BY COMMISSTONER KADEN:
' Q. And this L8 nent An a transaction between

fhe school of which you are the dinectorn and
the cenporaticn of which gou are The phesident?
A. Correct.
0. On a property which can nadlse mortfgages 4in
excesd of $300,000. Cernnrect?
A. I don't know what the sum total of the mort-
gages are, but I wouldn't be surprised if they
were that, in that amount.
0. And that rental of 120,000 more than covehs
the full cost of the propenty as evidenced by
the {fact that 4% produces, alsc, a surplusb
which L& then thansformed Antc compensafion {for
younsel§?
A. Uh—huhr
Q. Right. And Zhe resulf o4 That whole Taans-
action {4 Zhat, for example, in 1975, {iscaf '75,

you neceived 371,200 as dinectcn of the school. Cornect?
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A, That's correct.

Q. $37,000 as compensation as the corporaiion
neported Lt on thein tax netunn grom the Land
company; grom zﬁe Home School of Warnnenville
Conporation?

A. Correct

Q. O0x a ZoZal o4 cvern 68,000 in that yean.

Now, Msa, Siavage also asked you about these
transfens in Zhe Last school yearn fo younr
account, and 1 fthink you said Zhere were some
$5000 transferred dirnectly into younr cheching
account?

A. Often, correct.

0. And what was the nature of those funds?

A. Repayment of loans, adjustments of invest-
ments from one company into another. When I--
2. So that you--

A. When I said to Mr. Siavage that the cards
were stacked, I referred tec the combination of
monies that were attributable to me. But the;e
was no compensating balance of monies that I
returned to either Home School or to Somerset,
which again is a matter of record, and parallels
the sums thatIWere presented to me.

.Q. So that this $5000, ébn example, Thansfenned
“fto your chechking acecount you did not consdiden Zo

be income to you?
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A. Not at all.

Mr, Steinbaum, pressed to justify the rental arrangement,
contended that it not only conformed to the value of the property
but also reflected what he described as thé financial problems
of running a private school. When he spoke of his "nagging,
annoying, anxiety-creating" effcrt to "keep the ship afloat
and to maintain standards," Ccommissioner Kaden noted that he was
being well paid for his troubles:

0, Wetllf, while this ship Lis bedng kept aflfcat, uou

are collecting somewhene 4in excess of $65,000 in siate
schock gunds at fhe same Lime, fcr example, as vou

may know, Ihé Commissionen o4 Education recedves $43,000
ch the presddent cof Rufgerns “recedves somewhere in Lhe
neigﬁbonhccd ¢ 50,000. Dces Zhat secem fo you e be

a sound alfocation o4 public resournces?

E, ©Oh, I would love for the president of Rutgers to
take my place for a month and let him assume my
position.

As far as the Commissioner of Education is con-
cerned, I really don't know what his reponsbilities
are. I'm certain educationally and as far as
gualifications are concerned he excels.

I have stated before that vou have not traced
back the expenditures. While vou see all of this money
‘coming to me, you do not see the money returning
invested in a plant for children from the State of

New Jersey. There has been no comment about that;
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no comment about the need to borrow money; no comment
to.guarantee those loans. There has been not one word
- said here about my exposure. I think that's unfair.*
X X.X X
THE CHAIRMAN: But %c¢ gei back Zo one principle,
though., There may be Eiitle question that you have a.
Lot of expenses, and Lel's assume for the moment
They'ne all Legiiimate expendes That vcu are Lncurring.
They'ne the baxrnacfes on your ship., VYou axre not
bduggesting, are you, ain; that vour accountant breaks
cut the meney gaom Heme Scheol An a deddgnaticn ¢4
salanies sc that you can redinvest and put it back
inte Legifimafe expenscd foxr the schocel? VYeu ahe nci
suggesiing that?
THE WITNESS: I don’t understand.
THE CHAIRMAN: VYou axre nei Auggesting by sauding abcout
your ship having afl these barnacles on L&, which are
Legitimate expenses, That you have Z¢ keep putiting
money back in, Zhat your accountanit breaks the money
ouf 1o you 4n Zthe designation--
THE WITNESS: Oh, no.
THE CHAIRMAN: --0f safary forn you Zo pay a Legitimate
expense oé.zhe sdchoot? |
THE WITNESS: ¥o, no, not at all.

THE CHAIRMAN: Okay, Thank you, Ma., Steinbaum.

*See Pp. 128-130 for numerous loans to Mr. Steinpaum,
according to his testimony, on his personal signature
alone. :
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ABUSES LED TO ASAH

The next witnesses were Dr. David Holmes, President of
thé Association of Schools and Agencies for the Handicapped
(ASAH), and Mrs. Suzanne Greenman, Secretary. Each also
directed highly reputable private schools for the handicapped --
Dr. Holmes being Director of the Eden Institute for Autistic
Children in Princeton and Mrs. Greenman being Executive
Director of the Glen Kirk School for the Handicapped in
Morristown.

Dr. Holmes told how ASAH was formed in 1973 in the wake
of reports of abuses by certain private schools similar to
the improprieties that were aired at the Commission's public
hearings.

However, iny 23 to 25 private schools were listed as
members of ASAH, reflecting accorxding to testimony by both
Dr. Holmes and Mrs. Greenman an inability on the part of a
number of schools to meet the relatively strict standards for
membership imposed by the association.

The Commission first guestioned Dr. Holmes about ASAH
standards and procedures:

Q0. Now, what does the Asscediation 04 Schools and
Agencdies fon the Handicapped do teo fay to delimdii

those abuses?

A. Well, we have a rather extensive and intensive
application, and within the application we trust that
‘'we have control for a majority of the kinds 6f problems

 that we are bringing up right now, with a series of
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checks and balances. And as we had.developed these,
we said, well, we can sit down and talk with
administrators of private schools and they could
probably do a gdod job of influencing us in saying
what a good school they have and so forth.

One cheék we have, which we think is one of the
most efficient checks we have, is we meet with each
of the teachers in the school system and sit down and
say, you have budgeted X number of dollars for
supplies and_you have budgeted X number of dollars
for curriculum development and X number of people on
staff reponsible for supervision. Is thig happening
in reality? &ng wha£ we are finding is that the
classroom teacher is the one going to be most
sensitive to where the money flow is going..

Q. Now, Zhe assccdaticn has, 1 Zhink, Zthrnee categordies
04 membenship. I1s that cornrect?

A. Yes, it is.

Q. And those cafegories are?

A. Applicant, and applicant level, basically, is a
non-member, but an individual who has éither received
an application or we have received an application but
have not had an opportunity to act on it. We also
have an associate membership level and we have a full
membership level.

Q. And the ftwenty-zthree schools that you menitdicned

as membens wene full members or did that Anclfude
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asscciate and full?

A. That includes associate and full.

Q. Okay. As a bontion o4 the applfication phocess,
de wou hegqudlre that the schock submit to an'aud{t?
A. Yes, indeed.

Q. Can you expﬁain that a L{iZztle bit?

A. Well, that we ask for in the preliminary, or

. actually in the application, and we expect to recieve
this through the mail, is a copy of their latest
C.P.A. audit and, also, a copy of their budget angd
we do cross reference. And then, of course, when we
do the on-site evaluation, actually, there's two
levels to the evalﬁation. One is the papérwork
evaluation within our own offices and then the on-
site evaluation to see if what they're saying in the
particular application holds trué in actuality.

Q. VYou go cut and visdii the sife?

A. Yes, we do. We spend a full day there.

Q. Okay. Is Zthe audit that is submitied with the
application process heviewed by anyone?

A. The audit is reviewed by our own evaluation
team, which are comprised of administrators of other
membership schools who know how to interpret audits
- and so forth.

2. Okay. What would happen cnce a membern becomes a
membex Lif you were fo percedve a panticular problem

with edlthen the management oi the fiscal nespensibility
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of that member school?
A, Well, we have a safeguard, primarily because we
have asked ourselves the same question. We are saying,
if a school looké really good in 1974 but we start
to hear rumblings of problems, and problems can
happen after six months of an assessment, although
we feel that our assessment is so thorough that the
conditions of this are rather slim, but if we hear
rumblings angd we were guite concerned as to what we
‘mean by "rumblings,” we finally decided that any
rumbling, whether it be from a parent, from a staff
member, from the Department of Education or from a
concerned citizen, would warrant our following up on
it. And our follow up procedures, basically, are to
make telephone conversation.with the school in guestion,
and if the response we receive from the telephone
conversation, we feel, is not adequate, and this is
determined by our executive committee, which is the
president, vice president and secretary-treasurer,
then an on-site visitationf and we don't call it
evaluation, we call it an on-site visitation, is
scheduled, and scheduled within two or three days so
there is no opportunity for rectification of whatever
problems were identified, and we do an on-site
visitation.
lQ. Thank you.

Have you, through fthe association, entened Lnta.

any Linterfoce with the Depariment of tducation?
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A. We have regular monthly meetings, and we are
currently in the process of developing and executing

a grant for forﬁalization of our evaluative procedures
in concert with the State Department of Education's
evaluative procedures to control much of what has

been discussed over the past two days.

Q. Have you been discussing thaf {cn sometime now?

A. We have been discussing that since the latter

part of this past summer.
XX X X

Q. COkay, Da. Helmes, you mentioned before that

there was a substaniial inchease in the numbekr of
schoofs seeking membenship Ln ASAH. Has Zhat gone

up 4n the verny necent past at all?

2. I think that we have noticed a larger increase

in application or reguests for applications in the
past, as I said eérlier, in the past few months, and
I would, just to cover myself, I would say within the

past six months.

Bigger Boards, More Meetings

Mrs. Greenman, speaking from the standpoint of five years
as Executive Director of the Glen Kirk School, described how
difficult it would be to run a proper private school following
proaedufes outlined previously in the S8.C.I. hearings

by other school officials:
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Q. OQkay, You have heard boand of directors consisiing
0f, 4n mosl cases, two fo three Zo {our people. How
mang membeis ane on your board of dirnectons?

A. Twenty-four.

[ TwenZy-foun people?

A. Yes.

Q How often deoes your board of dirnectors meet?

A The board, the full board,'meets every other
month. The executive committee of that board meets
on the alternate months, so© we have meetings every
month.

Q. Yeu heard, 1 think, Zestdimony thai some boarnds of
directons meet once cn twice or three Zimes a year 4in
these hearings. Weuld Lf be possible Zc run your
schock Lnrzhat manner? .

A. No, it certainly would not. We depend on our
board too much.

0. What kind of people are on the boand of directorns?
A, We have been able to secure for ocur board, a
variety of educational and supervisory people from
the school system. We have businessmen from various
walks of life, including corporation presidents. We
have a lawver. I take that--yes, we do havela lawyer
now. We have a C.P.A., who is a senior partner in a
large accounting firm in New York. We have women,
"whose role is perhaps more social; also to do more

of the day-by-day legwork that women trustees can do.
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0. Now, you had a hand personally in the founding

of Glen Kink Schook, did you not?

A. Yes.

Q. As a mazien o4 fact, 1 think Liz's 5ai£ te say that
you were the founder of GLen Kirnk School?

A. Yes.

1o

14 Zhat conkecit?

A. With a good deal of help, but, yves, I was.

0. In the early time shorntly befone the schocl went
into operaiticn, did ycu revdew the plans for the
operation of the school with vardous hesource pecple
in the dif4ernent progessions, Lncluding accouniting,
Law, el cetera?

A, Yes, indeed, we did. 1In fact for two years we
reviewed plans with professional and lay people alike.
Actually, with the state department. Yes.

Q. Oray, We have had, afsc, some Zestimony that
sevenal of the preblems related in the Last twe days
wenre cheated by the gact cf Lack of cash fLow. Was
there any panticular recommendatfion from fthose
nesounce pecple to GLen Kink School when fhey were
stariing up regarding the manwner of deafing with that
fiscal problem? |

A. Yes, there was, and I must say, I'm very grateful
to them. They felt very strongly, the founding board

"of seven trustees; before we actually opened our doors
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we would have to have a fund to get started with, and
that fund at that time was $20,000 and they gave us
exactly two months to raise that fund. But we aid,
and ever since tﬁen we have been able to add to it.
So, in the beginning of the year, which, as has
been testified, is a period of time when no money is
coming in from the sending districts, we have our

fund that we can rely upon.

Reserve Fund Eaées School Board Delays

Commissioner Lane was concerned about the pattern of
tardiness on the part of local school boards in making their
reguired payments to the private schools:

COMMISSIONER LANE: How much delay dc vou encounier
with the school district paying you? Do you have a
paoﬁﬂem despite your fund, ;n you'd have a prcblem
without that {und denated?

MRS. GREENMAN: We would have a very serious problem
without it. |
COMMISSTONER LANE: Has therne been any move made 2o
have the school distrnict nespond on time, on somewhat
so00nen than they haye nesponded on payments?

MRS. GREENMAN: We have sent them the usual bills.
We have sent them the usual bills. We have sent them
the usual reminders, and we followéd up with phone
‘calls. But that's it. We haven't gone further than

that.
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COMMISSIONER LANE: VYcu don't get ihe answen you
Swant; 45 that cornnect?

MRS. GREENMAN: In many cases we do. +Again, I'm not
generaliizing. In many cases, I would say, most of our
money is in by the month of November. But, for
instance, right this minute we are still behind about
§35,000.

COMMISSTONER POLLOCK: Welf, what is the time Lag
between the submissdon o0f youn sitatement hreguesiing
payment, Af you wilé, your Lnvodice, to the schock
district and &eceipircd the moneu?

MRS. GREENMAN: Again, I think it varies. I think
some of them get it right in, and with others it could
be a time--well, the ones who are still in arrears to
make up the total of thirty-five, they must be, they
must be five or six months behind.

COMMISSIONER POLLOCK: What explanation do Zhey offen
goen debay in payment?

MRS. GREENMAN: I really--I can't guote them. I'm
sorry. I don't have an answer for that. Problems,
but I can't be specific.

COMMISSIONER POLLOCK: Weuld you Lthink L% would be
helptul Zo have scme kind o4 a regufaticn ch rufe
that reguired payment within a centain numben ¢f days?
-THE WITNESS: I do, because it's got to he a problem.
We're just very fortunate having this_fund that we can

draw from,.
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DR. HOLMES: Just to interject, if I might. According
to the rules and regulations, private schools that
work with handicépped youngsters cannot bill for the
educational procedures or practices until after the
services have been rendered, and, so, for the month

of September tuition is submitted, or the bill for
tuition is submitted at the end of September and then
the schools will not receive it until the end of
October or November. So, even a thirty or sixty-day
limitation would still be a problem, but a little bit
less than a problem for some schools that are five

or six monfhs in arrears. |
COMMISSTONER LANE: Welkf, a ten-day nulfe or Zwenty-
day rule would be more helpful.

DR. HOLMES: It would, yes. -

COMMISSIONER POLLOCK: The problem you have, 1 asuppcse,
is the Lecal schook board, which meets monthly,
perhaps, has Lto approve your statement.

MR. STAVAGE: Would you think a system that would
suggest prepaument of Zhe Eiﬁﬂ_aé Long as the expensesd
weie properly audited aften the mondes werne padid oul
by the fLocal school disinicts would be unwise, £f you
undersfand me?

DR. HOLMES: Yes, I understand vou, and I think I can
only speak for myself and speak for the members of the

"association, but I feel that would help in the cash
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flow problem. There is a trememdous veoid between

when you start seeinog monies coming in.

EXAMINATION OF MRS-éREENMAN BY MR. STAVAGE:
0. ALL night. Mns. Greenman, returndng Lo the
GLen Kink Schook, what are your duties as Executive
Dinecten of GlLen Kink Schock?
A. I, as they say, I am where the buck stops. I am
the organizational leader of the school under the
board of trustees. My duties are not classroom duties.
We have a program coordinator who really runs our
educational program. She and I share the respon-
sibility of integrating our clinical services into our
‘educational program. I'm a troubleshooter. I'm
always there. I do fund raise. That is a part of my
responsibility. Fund raise, now, from private sources.

Is that what you want to know?

G. VYes, LT 4s.

How many hours a week would you say it takes you
to atiend youn dutdes af the school; that 45, hounrs
wheneven spent, at the school orn elfsewhene?

&, Well, that's important. I would séy, if you
mean literally wherever spent, It probably takes me
fifty, sixty, hours.

COMMISSIONER LANE: May 1 ash you L you Zhink Lt's
‘possible fo pheperly conduct a school with youxr
dufies ai a headquarntens centen some four mifes

remogved faom the scheol and you, somebody Ain your
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posdition, not going fo the schoel but once cn Zhhee
on poun Limes a yean?

MRS. GREENMAN: i certainly can't begin to see how it
could be done.

COMMISSICONER LANE: Deoes your conperaition--1 suppose
LE's a nonprc it corporaticn., Does L& ouwn titde Lo the
neal estate that ycu ccoupy?

MRS. GREENMAN: No. We rent two floors from the
Morristown Unitarian Fellowship Church. We rent,.

in other words.

COMMISSIONER LANE: And you say you have fortu-edight?
Was Lt ferntu-edlght in number Ln voun schook?

- MRS. GREENMAN: No, it was fiftv-four. But we have
forty-seven--I'm sdrry. We have forty-six on that
campus. We have an off-campus satellite program.
COMMISSTIONER LANE: And ycu own no neal estaie?

MRS. GREENMAN: No real estate.

COMMISSTIONER LANE: [What rental do you pay forn those
two fLocas of the--

MRS. GREENMAN: 11,000.

COMMISSTONER LANE: For fhe whole year ok nine oh--
MRS. GREENMAN: Yes.

COMMISSTIONER LANE: And dc you $4ind the quantens you
have adequate fon youn openation?

THE WITNESS: Yes, we find them adeguate. We do not-
‘find them a hundred percent appreopriate. For instance,

we would like to have preschool children enrolled at



~156~

Glen Kirk. We would like to start Qith the child
who's very young, and we can't do it because we have
two sets of very steep stairs and it just would not
be appropriate for very little children. So, we are
looking for a more appropriate facility, either to

rent from a vacated public school or buy our own.

The Commission asked the school association experts to
explain what they regarded as a proper proportion of adminis-~

trative costs to the total costs of a school.

EXAMINATION OF MRS. GREENMAN BY MR. STAVAGE:

Q. Mrs. Greenman, 1 have marked as Exhibit C-70
what purpenits Zc be the budget of Glen Kirnk School
grom 9/1/77 o §/31/7&. I show L% Lo you and ask
you L4 Lt appropadately represents what 1 descrdibed.
A, Yes, it does.
Q. Thank you.

Some of the facts that we have had in Zhis heardng
represented adminisirative coai as the avernage ¢f
the overall budget of the school befween ftwenity-five
and forty percent Ln some cases. Dc yocu have any 4idea
what youn admindistrative cosis are compared To youn
overall budget as far as a nough pexrcentage 4in Lockdng
ai thcse figures?

A. I would say they were pretty close to ten percent.
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EXAMINATION OF DR. HOLMES BY MR. SIAVAGE:
Q. Dn..Hozmea, does the assocdlation have any thumbnail
sketch o{ what zhey think the admin&aziatiue costs
shoukd bean Ain &éﬂaiionéhip to the total budcet?
A. This is one area we are very cautious about and
we get very, very--we guestion quite heavily any costs
that exceed twenty percent., We figure fifteen percent
to twenty percent is a reasonable amount, and we smile

a lot when we see ten percent.

What about "arms-length” fentals? The ASAH witnesses said
they were the rule, that the "rent-lease" arrancement described
earlier in the hearing was unheard of. |

COMMISSTIONER LANE: T wcould L£ike Zo ask Da. Hcolmes
about whether any ogf your members c¢f youn assocdatien
deal at ﬂeéé-Ihan-anm'A-Eeﬁézh in nentals. Do any
04 youn member associations, non-profit corporations,
nent from a coaporation that L4 owned oh operated by
some ¢f the membens of the non-profii conporation?
DR. HOLMES: I think I can't answer for every
particular school that's a member of the association,
But I would say the majority of the member schools
rent, for the most part, rent from religious-affiliated
operation; for example, renting church facilities and
so forth. But there are also full members who own
 their own facilities, and we don't know of any--as
of this asking, I don't know of any of the member
schools who have a rent-lease-purchase agreement that's

indicative of what we have been hearing today.
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COMMISSIONER LANE: When you say some of them own
thedin. own phoperties, you mean that nen-profil
echporation ocwns- the proeperty Zhey occupy?

DR, HOLMES: Exaétly.

COMMISSIONER LANE: Now, Let's assume that we have a
situation where the non-phofit conporation oh At
inconponatons and Lts operatons have some property
oven hene, and owned undeﬁ ancthen corporation, and
nent that propenty frcm themselves, Ln effect. . Do

yocu have any Ldeas as Lo how an evaluation of a

propen rental shceuld be made 4n such a case?

DR. HOLMES: I think what we have to do is, we have

to look at the reason for doing that, Many, many
times state agencies, whether it be Department of
Human Services or‘Department of Education, make it
difficult to put mortgage money on the budget. There-
fore, they almost reguire the particular school to
rent, which is a reasonable expenditure of state
funds, and so, therefore, there are situations such as
that.

We do have--the one thing we've got going for us
is, as an association we happen to know what each
member school is paying for rent and we are able to
look at that and keep it within reasonable--within a
degree of reasonableness.
| To answer your guestion more specifically than

that, it woulad be difficult at this point.
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COMMISSIONER LANE: 1'm suggesting, and really asking
your opdinicn of AL, whether on not when we dc haug

Zhis ﬂeé&—than-aﬁm’b—ﬁength dealing, whether thene
sdhouldn't be anrindependent appraisakl, wnet the cwnen's
appraisal oh his asking figure, but whether 4% shouldn'Z
be an entirely Andependent appradisal of that property,
dndependent decﬁa&aiibn as to Lits rental valfue and 4s¢
fosth.

DR. HOLMES: I think if there was any guestion about
‘the amount of money or maybe even as a safeguard about
what are considered, what are not considered appropriate
parameters, to have that independant appraisal, I

think, would be a very wvalid and appropriate kind of

recommendation.

-

The more compact the private school complex, the more
efficient énd productive, the ASAH officials indicated. S§.C.I.
Chairman Rodriguez recalled testimony earlier in the day by
the operators of schools with offices and educational facilities

spread out over miles of terrain.

EXAMINATION BY THE CHAIRMAN OF DR. HOLMES:
Q. Is there anyone Ln youh assdcciaiion, on dees your
asscediation consdiden the efficiency with which zhe
schook, 4on Ainstance, cbtains property Zo be used as
a school facifity? And Left me make that as clearn as
‘T can.

We heand this mo&ning that there was one facdllity
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that, An purchasing a vaxriety of parcels, that houses
wehe somewhat spread apart, which, 4in my opindon,
woufd appear %o 52 an inegficient way of expensing
out meney fon Zhe handicapped children. 14 thenre any
thought, con does ycur assocdation conduct any efficiency
sfudies Ain Zhait regard?
A. What we look at is, if, for example, between the
facilities or between the houses or buildings on the
property, if there is a lot of student flow, and we
figure that, and we feel that the student flow reguires
more than fifteen minutes, then we would regquest that
kind of distance, and, of course, because of inclement
weather and so forth, I think, there would be large
consideration brought to this particular fact. And--
but I doubt that we would gquestion if in each of these
particular buildings separate programs were being
performed.

I think from the standpoint of efficiency, you
have to look at what the cost of grounds were at
purchase time and what it would cost to actually

build buildings closer and so forth.

VEXAMINATION 0F DPR. HOLMES BY COMMISSIONER LANE:
Q. How about admindistrative flfow, four orn five mifes
apanrt.
"A. We have problems. I have problems, and I think

the association would have problems with the idea of
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having administrative offices that are separated from
the actual ongoing education practices.

My office at the Eden Institute is right in the
middle of the school, and even I have difficulty
sometimes keeping track of what's going on at the
various levels of wvarious programs, and it's a full-
time job just to keep track of everything.

So, any kind of distance from the proaram would

make it very, very difficult, if not impossible.

Tuition Reimbursements

The ASAH officials testified at some length on the problem
of non-public schoel tuition reimbursements, particularly on
the need to have the rates more accurately reflect the cost of
educating the child in the rate category to which the student

is assigned.

EXAMINATION OF DR. HOLMES BY COMMISSIONER KADEN:
Q. fHas the astsociation fradled to evafuate at all
afitennatives to The system of cost reimbunsements
that we now have?
A. What we have done, and this is something I would
like to get on the record as well, is we have on
various occasions brought to the attention of the
Department of Education some of the problems of the
_cprrent system of tuition, and in August we presented

"to the State Board of Education, and presented our



-162~

problems and our feelings; the problems with tuition.

Right now, not only do we have cash flow problems
from the standpdint of delay of payment, but we also
have cash problems because of the status guo that
tuition has reached to the private schools., 1976 and
'77 there was X number of doilars allocated for the
various categories of exceptional children. 1877-78
we found that in some of these categories it was
actually a deduction in tuition.

We went to the State Board of Education saving
you can't feasibly operate again. Again, we are only
represenfing guality schools who are members, not aill
the guality schools throughout the state. We represent
our guality schools in saying we, as an association
and members, find it very d{fficult to operate at a
reduced tuition level. Sco, we did make recommendationS.
We have talked with various people at the Department
of Education level and we are currently in negotiation,
although we feel somewhat‘frustrated.
0. As I undenrstand the current system, the board sets
these maximum fudlticn rates on a category-by-category
basis, and then the individual school asks gon the
maximum usually or some other nate. In fcllowing the
testimony of the Last fwo days, T think 4t fair ;o say,
at Least, with a couple ¢f these schools that eithen
A%z doesn'? cost that much money, Zhat maximum nafe 2o
provide an education f¢ a chifd in that cazegory, o4,

if At does, dindeed, cost that much, Zhe child 45 beding
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shoatchanged because we have seen substantial ﬁmouﬂi$
of money going 4into edlthen wholly impropern anreas oh
excessive ouenhe&d, excessive rent payments and the
Like, |

A. I think it would be the latter case, as I understand
you right now.

Q. That Zhe chifdren a&e.being shortchanged?

A. What we are finding as an association when we go

in to assess a program, we assess it at a fiscal
administration level and we assess it at a programatic
level. You can actually charge less than the maximum
tuition rate and still shortchange the level and

cﬁarge the maximum and not have the services in a
guality sense because vou need more than the maximum.

Q. Depending how yeu are allocating that?

A, Exactiy. If you allbcate to the director, any
personnel, or for whatever reason, into capital funds,
thousands of &ollars, no matter what the tuition rate,
the children are the ones suffering. That's our
problem right now. That's what we are tving to rectify.
0. Does that suggesit that a neimburnsement sysitem

;haz docused more on a cosit-by-cosd approach, what some
people call. a cost-box appreach, Locking apprcach,
Looking at admindsirative expensesd, and operating
expenses, and curricula expenses and 50 fonth,
‘categonry by cafegory rathen fhan on a simple per-

ehifd gormula, weuld be a more apphropiiate system of--
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MRE. GREENMAN: You mean program-oriented budgeting?
COMMISSIONER KADEN: Exactly.

A. Something like that would be much more sensible,
I believe. In actuality, probably could be costed
out on a per-child basis in the long run. That would
be much more sensible.

To do that, the Department of Educaticon has
recently developed a system of cost accounting, and
each private school has to send these forms in. This
is the step in the right direction.

The position of the asscciation is tc have each
school, each private school that works with the handi-
capped, be reimbursed on the factors that it cost for
the education of those children, allowing for the
opportunity of the private school to do its own
private fund raising to add services they feel are
necessary for the child.

MRS. GREENMAN: So that each school will be reimbursed

based on the services that they render to the child.

ASAH and the State

Commissioner Kaden asked Dr. Holmes and Mrs. Greenman to
describe their relationship with the "relevant" departments
and officials of state government. He asked Dr. Holmes to

discuss it "in terms of the future of that relationship."

‘A. Our peosition right now, and I will reiterate it,

is that we have developed, and I think we have a rather
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amiable relationship with the Department of Education,
a rather close relationship with Jim Richardson and
Eleanor Engelbrecht. I feel they're going out of
their way to be éooperative with us, and us with them,
because they realize the problems and realize the
association is trying to help them monitor and control
some of the difficulties being presented as of late.
So, I think we've got a good relationship.

0. Without jumpding ahead 04§ ocurnselves at all, 1

Lhink my Ampressdicn as a resudd of exposune fo this
preblem i that we are deafing with a sendcusly
deqeciive statufe; fhat even Zhe bgét-ini@ntioned
peopfe in the refevant departments are at a seadcusd
disadvantfage gdven the statufe and given Lthe nesounces
they'ne gdven to adminddten this proghram. 1s that

a characterdzation fthat you would shane?

A, I would think so. 1In fact, one of the things that
we extend to the Department of Education is our services
to help in just these issues.

MRS. GREENMAN: I think Mrs. Engelbrecht testified
yesterday that she was & one-person Eureau to go ouf
and monitor a hundred fifty schools, which we éid a
little arithmetic on. She'd be able to do it once
every twénty years, really.

COMMISSTONER KADEN: Right. 1 think my comments

‘neflected, An panrt, on that fesdtimony. Ferhaps out
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Uf thede hearings and cut of the efionts of your
assoclation, one thing thait will come 48 a proposal
gon Legisbfative ﬁeﬁonm that your assocdation and Zhis

Commissicn can ccoperate omn.

Many Outstanding Schools

As they concluded their testimony, the ASAH officials
said they hoped the media would in some manner demonstirate
that there are a large number of private schools who are
"providing guality education for the handicapped." Chairman
Rodriguez emphasized that the Commission had sought to make

thig fact clear throuchout its procesdings:

THE CHAIRMAN: I think the statements from the
Commissdon have condisfently been that at nce Lime are
we thyding to suggest that thene anen'?t good scheoofs
and a Lct o4 dedicated pecple working for the

bencgit 0§ the handicapped chifdren. Our Ansidinels
are somewhat hedightened, howeven, when, and especdally
now since 1 heard from Dn. Holmes, thai L4 the Zudltion
may not always be exactly adeguafe and then we heaxn

o4 some abuses, that we have fo get on with some
nathen dramaitic changes. But T think we have con-
sdstently sadid we don't want o say Lhese things o
dethact grom these whe are dedicated in Zhe fdield and

I know Zhene axre many.
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DIFFICULTIES AT THE STATE LEVEL

The final witness wes Dr. James Richardson, State Director
of Specizl Educetion in the Department of Education since 1973.
Eis zppeszrance climaxed & long period of cooperation with the
Comsriesion Surinc the esrlier phases of its inguiry, uring
which he 2lso testifieé at private hearincs of the £.C.I.

Counsel Lizvace directeé Dr. Richardscn's aitention to some

[

contrels expesed by the Comriesion

puklic sescsions:

€. 71 weuld suppcse that veu ese awase ¢4 the
Commissdcs's concenn al this poedni Ln 422 dngudisng of

special educczicrn is xhe fiscal respersibilizy ¢f Zhe
schoeeds and mears and marnneré of paveuts of publidc -
mendes thuacugh the educaticnal neimbutsement svsienm
cf épeﬁihz educaziorn, )

ke Eaue deali 4n executdve sedsdicr with scme of

the regulations that deal withk special educaiicn. 1
wendered whether those neoulatiens are unden scrutdiny

as a nesulr ¢f the hearing here today, ox wexe they
under scauiiny prior o the heardirgs here today?

1 wondexr 44 vou can revdew that e L[ittlc bi% wiil. me.
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Z. I think they &re under scrutiny. I think I digd
explain to the Commission that up until 1975 I was
prohibited from collectinc data related to financial
status of private schools under a section, Title 18z,
which was passed in 1903. At that point in time I
recuested an opinion from the attorney ceneral's
office ané received back an opinion that the private
Bector under specisl education was, in essence,
guasi-public and, therefore, at this particular point
in time I can g¢go forward and becin to collect data.
The first financiesl data was collected in July
of 1875 from the private schools in the State of New
Jersey.
€. Ckay. New, wveu had atIEmpied, had weu net,
Ze gex a decdsden as to whether you ceufd collect
such daZe fern seme Zime dusing gouh pesiticrn in Zhe
depa&tmen;; L1 thait cornect?
A. Yes, that's correct.
Q. And veu f4nally get 4x, 1 think, wher a diviscn-
Level persor abeve yeu changed?
A. That's correct.
Q. Had vou applied tc an asaiszant Commissicren?

A, Yes.
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Q. And been toldd no fcr sometime?

A. Yes.

Q. And Zhen Eaiéa on were aflowed 2o apply to Zhe
atioaney general for thazt particularn dectson?

4. That's correct.

Q. Was the decision a clear one in your reading of
LE7

A, Yes, very clear.

Q. Now, s4ince you have been collfecting the {inanciafl
data, 1 would assume fthaft yeu have also had Li nevdiewed
by youn depanitment?

A, Yeg, we have it reviewed.

Q. Who s nesponsible for that review?

A, Mrs. Eleanor Engelbrecht.

. Have you also had audits done of pariicular schocfs?
A. Yes, we have.

Q. How have you worked that? Have you werked fthat with

your own rescurce people o4 moved oﬁzéide the bunéqu?
A, We have used our own resource people through the
Department of Administration and Finance5

4. And that i3 also 4in Ihe.Depa&Imeni_O£.Educaiion?
A, 1In another diviéion..

. 14 4% unusual fo use Ihdée kinds ¢4 rescurces 4o
you? |
_A. For me, yes.

G. Okay.

A. We do use them as it relates to auditing public

schools in terms of all programs.
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Q. Is their function within the Depantment of
Education 2o suppfy resounce people forn all audifing
needs ox dc they work 4in anothen specdfic divisdicn
and just supply you with your needs on an as-needed ad
hoe basis? |
A. They supply us as needed on an ad hoc basis.
U, They have thedin own specific reponsibifities and
are nok, 4n effect, a pecl cf accountfant talent?
A. We're really drawing on people who have another
responsibility.
Q. 1 suppcse ycu see I'wm gettfing the question of
whethen L%t weuld be betier for you Zc have your cun
auditing capabllity within fthe bunreau.
A. I believe it would be better.
Q. What 48 youn sitaffing Level now with regard o
the people you have avadifable to you to rneview the
budgets?
A, In addition to Mrs., Engelbrecht, we have about
twenty-five staff people, who can be available at
various points in time when there are days that they
are not assigned into one of the other areas of
special education, who can work with her as it relates
to the visitations and the approval of the private
school.

Mrs. Engelbrecht does almost all of checking the
jaudits or checking the financial data that comes into
the office. That begins in July and ends early in

the month of September.
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Q. Have you ever personally assdisted her on cccasion
Ain thoat funciion?

A. Yes, I have.

150 Schools, One Overseer

Dr. Richardson's testimony demonstrated the hardship of
maintaining a quality program with the limited personnel at

his disposal.

EXAMINATION BY COMMISSTONER LANE:
Q. VYou're tafking about papeawork, Aevdewding paperwork?
A. Just reviewing all of the budgets of the hundred-
fifty private schools in state and the hundred out of
state. | |
Q. Just one person doding that?
A. That's correct. -
. And that gives Little time fo g¢ out An the
field and Loek about, does Lt?
A, We try and do our visitations during the school
year. This takes place during July, August and the
beginning of September before programs are really in
operation.
Q. How maﬁy people do you have doing Zhat?
A. In visitation? It will depend upon, as I
indicated, the members of the staff that are available
at that particular point in time. I would guess
‘we've done maybe fifteen validations since September
at this particular point in time in.the private sector.

Q. 04 a hundred-§ifty schoods?
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A. Uh-huh.

EXAMINATI&N BY MR. SIAVAGE:
Q. Do those visditaticns include any financial review?
A. Yes, they do.
Q. COkay. What {8 the nature 0§ the financial neview?
A. For some of these we've been taking the auditor
from Business and Finance out with us. For others,
it's simply our review of the budget as we go out
with our team of people to look at the schools.
Q. Weuld you app&oximaie as a necessary sfaif Level
0f an auditding capabdility within youn own bureau ZThat
could handle the system as LT 44 personally sed up;
that 446, budgeit submission, auditing and then a tulificn-
per-chifd cost, which s defdlvered to the schoct by the
Deportment 04 Education? '
A. Number of personnel?
2. VYes.
A. Minimally, probably three.
Q. COkay. The Department of Educaiion has recently
passed a body o4 negufations deafing with specdal
education; 48 that coanect?
A. That's correct.
Q. Do those negufatfions address Zhemselves fo the
amelionation of any prcblems Zhat have been porirayed

‘An Zthese heanings?
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A. Some.

Q. Okay. They don't specifically address auditing
and Zthings of ZLhat nature?

A, No, they do ﬁot.

Q. Have you, edither perscnally orn the department,
given any thought fte a suggestion, that ycu probably
heand as you sat 4in Zhe gallenry, that Commissdiones
Kaden made o4 a pessibility ¢f a ccast bex ch reascnable
cost approach nathen Lhan as opposed to a per-child
tuition rate te scfve some of the difficulties we
have heand cver Zthe past Twe days?

A, I think that would be a way to move,. Part of
our problem now, as I think was indicated, was the
law itself, which says we can spend no more than the
maximum amount of money be%ng spent in the public
sector. If we move on a per-pupil cost, there is a
likelihood that, because of the severity of some of
the youngsters, we would far exceed the maximums

allowed us now by law and by regulation.

Coping With Fiscal Abuses Difficult

The Commission gquestioned how the department could "respond
to exploitation of the system" -~ particulary, as counsel
stated, "if you have allegations or even proven cases where
persons were exploited." Would Dr. Richardson have a mechanism

at his disposal?

A. To a degree. Primarily on program issue rather

than a fiscal issue, we have closed private schools
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on a lack of program base. When you get to the fiscal
issue, because of the way the laws read and the
regulations, thgre is more difficulty for us in terms
of what we do once we determine that there is a

problem.

Would regionalization of the system help?

EXAMINATION BY COMMISSICONER LANE:
Q. T've been somewhat surprised, I'm sune everybody
has, that some of Zhese private schcols will have
brought to them frem as many as thinty miles, twenty-
give mifes, day students back and fonth. Tsn't
Zherne some way 04 regicnaklizing the system s¢ that the
pupLls brought 2o a schoof would bé neascnably close,
within ten milfes on f4ve mifes, ok whatever educaiionaﬂﬂy'
44 deemed wise and pnopen?~
A. We attempf to do that. I think part of the
problem is that there are 612 public school districts
in the state of New Jersey, each one autcocnomous unto
-itself, to a degree, and they are the people that
place the younasters in private schools. So that
supervisor of child study reviews that application,
generally has put an hour's time limit on travel as a
maximum that the handicapped youngster should travel
in the State of New Jersey at this particular point

in time. So, we've got an hour radius as it relates

to that.



=175~

Q. Even an hour each way, twe hceuns on the road fox
a handicapped child secems pretiy excessive, doesn't
L27? |
A, Yes, it is,
Q. And can'it that probfem be fLooked at and corrected?
A. We are attempting to do that as it relates to
building five regional day schools in the State of
New Jersey to handle the severe population. That,
of coﬁrse, has not gotten under way as we had planned
it would.

We are now in the process of reassessing all of the
regions in the state as it relates to determining

appropriate sites and building.

The Commission sought more details on the critical problem

of auditing the non-public schools:

EXAMINATION BY COMMISSIONER KADEN:
0. 1 think Mr. Siavage asked you what kind of
auditing stafd you would need tc¢ do a propen job with
the%e schools., 1'm not sure 1 got zthe answenr.
A. I said, a minimum of three. If we are talking
about program people in addition, it would probably be
a larger staff. I.now, as I indicated, send my own
staff out as it relates to looking at the privaté
sector as they look at the public sector.
Q. Did the department include in Lts budget Aequesit
dor the next year any ALncheased audiling capacifty?

A. I included positions in my budget. I can't say
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to you whether or not that passed on to the Commissioners.
Q. Penhaps L& would be in onden, even before Zhis
Commission proceeds tc any {formal recemmendations, 2o
suggest thait you go back and talk 2o the Commissionexn

and see L4 he might be willing ¢ Look at that issue

and communicate some frequesit o Zhe Treasurner begore

Zhe executive budget L4 submitited.

Have you ever evafuated the alteanative vf using
cutside auditons as a subsiitute for chreating an
audizting staff 4n fhe depantment?

A. To the extent that we are using the Association
for Schools and Agencies as it relates to our dual
capacity looking at the private sector, we use public
school people. Sometimes business managers from a
public school will go out with us to look at the private
sector. So, we have tried to involve people in that
way as it relates to the evaluation process.

Q. 1zt might also be worth evaluating boih the cost
and effectiveness of conducting mcre Zhb&ough-going
audi{ts with cutside audifors as opposed Lo devloping
a stagd An the Education Department. 1 suspect

you Ahané with us the sense that to the detriment

o4 allf Zhose dedicated pecple who are aunnding good
schooks L you have even one schocl where 30 o4
C$40,000 on more 4is being diventfed to pensonal use--
"A. That's correct.

Q. --out of Speciaf Educaticn funds.
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Profiteering on the Handicapped

The Commissicon recalled testimony earlier in the day by"

Mrs. Farrell of the Manor Woods Academy.

EXAMINATION BY MR. STIAVAGE:

Q. Ma. Richardscn, we hearnd some Zestimony this
moaning grom a schood Ain South Jensey that it was
essentlally necediving $5,300 per student on ithe
educational end and then was having zthe students
educated 4in pubfdic school districts fon approxdimatedy
$3,300 payment from that school o a public schood
district. Essentlally, 4% was making whai fhe
Commission might feel was a profit of $2,000. Now,
the witness explained that that $7,000 was ﬁoi, A
efdect, profit because the ehild’'s educational
experience continued when the chifd neentered Zhe
nesddential schook, because 4t was a resddential
school, and that they wene helped with thein home-
work ox put 4n an educafional environment afier Zhey
got back from the public school.

Are you aware of that kind of situation exLsfing
in the system?
A. In that particular instance, a vear ago I approved
one youngster to go out to the public school as it
relates to a transition program so that the youngster
"could then return to his home and receive an educational
program. The only other experimental program, so to

speak, is one I have approved with the Glen Kirk
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School where we have a transition program where

the private school children are actualiy in a
public school program and receiving services.

0. With regarnd Xo Mancr Woods, 1 think fhe wiiness
did say you approved L%, It was as a pilot pro-
ject forn a neentiy proegham.

A. That's correct.

0. And you have ne knowledge, 1 guess, tLEL
shorntly befene foday, ch Ztoday, that that proghram
has mushroemed Zc¢ be approxdimafely edght cr--

A. None whatsoever, no.

THE CONCLUDING STATEMENT

Chairman Rodriguez summed up the public hearing testimony
and indicated the thrust of the Commission's subseguent

recommendations for corrective actiomn:

THE CHAIRMAN: Thekte being no furthesr witnesses,
I weuld £ike at This Zime Lo make a statement on
behalg of Zhe Commission.

In these pubfic hearings thene has been demon-
stnated the areed 04 a few nen-publfic scheok
operatons who have profited pernscnally at the ex-
pense ¢4 handicapped chifdren. There also has
demonsirated endtical deficiencies Lin the statuteny
and admindistrative sysiem for the mondforing ¢4
the $26 milfion program of Special Education that
L& to sernve these undeatunate children.

We will submiit Lo the Gevennor and the Legds-
Latune socn our recommendatfions for a strengthened
system.

Let me ginst nesfate cn behalf of the Commissicn
‘whait was emphasdized at fhe start cf this public
forum,
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Qui inqudihy conceans both a grhoss misuse 04
the Specialf Education progham by certain private
schools and Zthe stafutory and admindstrative de-
gpLediencies ¢f the program's funding Aystem. This
system serves mere than 5,000 children whe -are
sufbesdng from cne ok mere ¢f buch sendcus mental
and phusical handicaps thai they are unable Zc¢
attend the public scheols. Mosxt of these chifd-
nen are enrofled in New Jensey's 125 private day
Achools and 25 private resddential schcols.

Local schook distnicts pay the Zultion nates --
partially funded by the siate -- nranging fhrom
$3,500 to $6,800, according fo about a dezen
handicap cafegohrdies.

The necessitu fon This progham is undispufed,
as attested by Ats strong publfic {inancial and
philoscphical backing.

These hearings have exposed examples cof a
callceus abuse of the system by some private
scheols and have demensirated the dnadequacy cf
the Law and hufes by which the sustem L5 ad-
ministened. These admindstrative weaknesses
also werne LLLustrazed by centain guesiionable
phactices by some entrhepiencurs fhat funthern
threatened fthe neputation cof the enfire system
as well as the dedicated and contdnuous public
endorsement upen which the puccess 6§ the phre-
gham depends.

The nange of misdeeds actual and apparent,
as hevealed by witnesses at this public forum,
reglected an appallfing high-handed disregand by
some goh the personal as well as educational
well-being o0f handicapped chifdhen in a minortty
of private scheols. The outrnight improprieties
and the quesiionable praciices and procedures
were depressingly wide-ranging -- despite the
nelatively smalkl sampling o4 such acitiviles:

+The administraton of Zthe Calais Schook

utilized tax funds afllocated to his non-pudblic
facility £o nofl up more than $40,000 in persoral
non-educational payouts Lin o two-yeanr pendcd.
These included a $750 "gift" Zo his brother-in-
Law, a trnip Zo Las Vegas, the acquisifion of ex-
pensive painting and scufptunres disguised as
"books and suppldles," excessive pensions and

- Ansurance coverage fon himseld and his wife, and
~a multitfude of Lax-exempited personal purchases
wilh school chechks of such items as a sterec
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system, books and magazines, Lawn equipment, swim-
ming pocf chemicals, cameras -- egven tennis balls
and sneakens. '

A formen fteachen at the above schocl ftestilfdied
that Zhe son ¢4 the admindistraton and his wige

" {each og whom 458 drawing $30,000 in annual salanies)
was at $13,000 a yearn the highest paid memben cof
the school's teachding stadf, was not certified and
Ahowef up azt the school only in the ajfteanoon Zwice
a week.

The busdiness managen o4 the Lincoln School ad-
mitied she and her assocdiate fourneyed fo Floadida
each year at the school's expense in a $4,000 van
paid gor out of public funds allocated to the
sehecl. In addition, she confinmed paymeni by zhe
scheel 04 a $7,000 addition to hex home.

sThe administrative associate of the abcove
witness confinmed the employment by the schock of
a person whe served chiefly as hen pensconal valef.

sA fonmen Linceln Scheel employee confiamed she
handfed most ¢4 the managerdial duties, at a salary
¢d $15,000, that were zhe stated fnesponsibility
of the fwe previcus wifnesses, who seceived $36,000
vearly compensation each.

A can salesman tesfified Znat the Lincoln
School operatons purnchased a fdve-passengenr van,
with Luxury accessohries, which was unsudlfed gch Lhe
haulfing and business puaposes 4cn which Lhe cperatohrs
sadid Lthey boughit the vehicle.

«The execufdive dinector of Mancr Woods Academy
was depdeted as using school funds to acguire and
expand neal esitate holdings, af a substantial penr-
sonal profit, that appeared Zc have £ittle o4 nc
nefatdldonship tc hen publicly funded private schock.

«The executive dinecton cf Somenset HilLs School
tofd how the school's operating coaporaiicn Leases
the school's fLand and budilding frem ancoither coapcha-
tion, with fhe same ownenship -- LLLustrafing a self-
dealing procedune that calls {forn examdnaficn 4in
depth.

sQd4icials of the highly nespected Association

~04 Schools and Agencies gor the Handicapped (ASAH],
“both o4 whom operate outstanding non-publfic facifities,
have stated that only 20-25 schocls quakified fon
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membership because of that association’s stnict
accounting requirements and that that association's
effonts Lo improve the Specdal Education funding
sAystem were unsuccessfud.

Testimony was recorded on the difificulty of
persuading agencdies with nelated xesponsdibilities
Zo compile and adopt undiform procedural gudide-
Lines, on the Lack of manpower with which %o
manage and watchdog the system, and other problems
that beset progham admindsiratons within the State
Education Depariment.

The divensdion of public mondes %o pensonal on
nen-educational uses, where admitted, 44 a sernious
abuse in the system and an indicitment of the Law
that provides LAnadequate means Zo guarantee com-
pliance.

The hearnings confinmed fhat there L5 ample
opportundily fon present and prospective operatons
who desine onfy fo gadn a fair and heasonable re-
tuan from private facilities Lthat {iLL a cnitical
void An the public schocd system. Therejore we
believe we can face the phoblem of proposding
stningent nefoams -- such as making audifing re-
quirements mone stnict, accountability wmore
effective, monifornding more frequenit and alent
and staffing mone capable and adequate -- withcut
undue concean thait any reduciion ¢f educational
opportundity will be the resul,

In fact, even monre thap @ggressive and expedi-
Zious Legislative and negufaftony reforms is
warranted.

Those who have {Lagrantly profifed by the di-
vensdion of funds to personal acgqudsditions and
activities unrelated to the education of handi-
capped children, should -- through criminal o4
civil action, or both -- be fonced %o disgornge
IThemselves of all such profits.

The S.C.1. Aintends as {s L&s practice %o
cocpernate fully with alf Law enforcement, prcse-
cutorial and othen goveanmental agencies by a fulfl
and continuous refernal and disclosure of Lis
f§indings to them {or appropriate action.

: We will suggesi that the Attoaney Genernal con-
sdden f4Ling cdvil sudlts against the individual
beneficianies of "unfust enrichment” from
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Special Education abuses, as narrated at these pro-
ceedings, as well as crniminal action when fusiified,
on both.

- The Commission, as 1 have indicated, intends
to prepare as soon as possible a detailed neport
0f {ts f4indings To dafe -- even as ocur Lnvestiga-
tion continues infto othern facets of the Special
Education proghram.

The problem i35 as complex as it L4 heant-rending.
But what stands out atarkly as we end these hearings
{8 the undisputed conclusion that the Special,
Educaticn proghram for handicapped childhen Lsn'zt
working Zhe way L% can and should, fhat some
childnen anre being shortchanged, that scome public
funds are being wasted because money's going Anio
private pockets Anstead of educational proghrams,
We intend Lo repornt to the Govexanon and the Legis-
Latune our detadlled, necommendations on these prob-
Lems :
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CONCLUSTIONS AND RECOMMENDATIONS
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CONCLUSIONS AND RECOMMENDATIONS

I. INTRODUCTION

A. Background

New Jersey's system of non-public education
for handicapped children is addressed by law under
N.J.S.A. 46:18A—1:EE seg. and N.J.A.C. 6:2B-1.1 et segq.
Additionally, where the setting is both residential
and educational, N.J.S.A. 30:4C-1 et seg.and N.J.A.C.
10:127-1.1 et seq. are applicable. Finally, state
programs in the area of special education are also
-substantially affected at the federal level by
20 U.S.C., §1401 et seq., commonly known as "Public

Law 94-142",

The Commission's public hearings‘disclosed
obvious areas of reform, in;ludiné the staffing
and functioning of the Branch of Special Education
and Pupil Personnel Services (hereinafter referred
to as BSEPPS), the specific description of allow-
able and non-allowable private school expenses,
‘the record-keeping and reporting reguirements
of participating schools, ané the procedures for

rate setting.

As with all such complex areas, the Commission
approached the recommendation phase of this report
mindfil that cost savings are not the only concern.

Because certain operators are able to exploit a system's

inadequate reporting regquirements, it does not necessarily
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suggest that rates are exorbitant. Equélly supportable
is the conclusion that state and local funds which are
barely adequate are being partially diverted to the
personal benefit of certain operators. Thus, the -
S.C.I.'s recommendations emphasize both cost con-

sclousness and cost effectiveness.

Cost Accounting and Rate Establishment

In exploring existing and proposed special
education systems in other states, the Commission
learned that Connecticut is implementing a program
known as the Cost Accounting and Rate Establishment
System (CARES). This system was developed pursuant
to Special Act 77-90 of the Connecticut General
Assembly. The recommendations of the.Commission on
cost reporting and rate establishment are based upon
CARES' plan, with modifications stemming from the
S.C.I. staff's familiarity with similar systems
of reimbursement in the health care field.*

The advantage of CARES is that it computes the
cost components of each serxrvice provided for the
benefit of each distinct handicap classification.
Thus, the system both monitors cost and serves as a
ready reference for the monitoring agency of instances

where insufficient allocations are being made. Addi-

*See Exhibit "A", Page 211.
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tionally, since the system accurately pinpoints

amounts expended on each classification, it beccmes

an excelleﬁt baéis for enlightened rate setting.
Finally, institutions operating under this system

will be appriéed of the definitions of allowable

costs as against non-allowable costs so that uniformity
will be established and the possibility of fraud

reduced.

Implementing Methodology

A recurring issue with regard to recommendations
such as those proposed in this report is whether
legislative change or administrative alteration is
the most appropriate avenue. Because neither laws
nor regulations exist in most of the areas which
the Commission addresseé, it is the S8.C.I.'s con-
sidered judgment that most of its recommendations
should be implemented through the clear mandate
of legislative change, specifically by means of

amendments to N.J.S5.A. 18A:46-1 et seg.
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II. ADMINISTRATIVE RESPONSIBILITY

A. - Background

The Commission's inquiry disclosed a critical

lack of resources within the Department of Education
for monitoring the public funds utilized in reimbursing
non-public institﬁtions authorized to educate handi-
capped students.* Additionally, where children were
housed and educated in the same facility, a marked
overlap of authority was revealed between the Division
of Youth and Family Services in the Department of Human
Services and BSEPPS. This situation, aided by a lack
of interdepartmental communication, has had detrimental
results for the State, especially with regard to

inappropriate allocation of costs and services.

r

B. Recommendation

The Commission recommends the creation -- by
statute -- of a bureau within the Department of
Education with responsibility for overseeing the
reimbursement of non-public educational institutions
for the handicapped. This bureau should have day,
residential and summer programs under its supervision.
It should function under an administrative head with.

a staff of at least five auditors (who will be responsible

* Since the Commission's public hearings, the Legislature and
the Governor added funds to the Department's budget for
additional personnel.
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3

for fiscal control and rate settiné). The bureau
should have the_potential for expansion into areas
such as program'analysis and control. It is suggested
that an Article 8 be added to Chapter 46 of the New
Jersey Statutes to create the new bureau and to

prescribe for it certain powers and procedures as

specified below.

Comment

The new bureau should have the capability --
either internally, by contract, or through another
state agency -- to evaluate the building and grounds

of non-public schools with particular regard to

the space necessary for (and superfluous to)

appropriate programs. .

Under a new system of reporting and rate-setting,
the entire staff should be occupied in reviewing forms,
reports, accounts and other submissions by the

institutions for appropriateness of filing and for

mathematical accuracy. Thereafter, the rate-setting

process would be a simple matter of computation (as
explained hereinafter). The entire process of
review and rate-setting should not occupy more than

four to six weeks of staff time, permitting the

‘balance of the work vear to be allotted to field

auditing.
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III. ALLOWABLE AND NON-ALLOWABLE COSTS

A. Background

' fhe public hearings held by the Commission
depicted expenditures by some non-public schools for
purposes which were considered to be extremely
improper. Several operators, however, complained that
there was little direction supplied by the Department
of Education regarding the validity of expenditures.
The Commission emphasizes that it regards most
of the practices examined in the hearings to be
highly inappropriate -~ by any standard ~- and it
urges the adoption of strict guidelines concerning

allowable and non-allowable costs.

B. Recommendations

The following costs should be considered non=-

allowable:

1. Sataries fo Ownens and Membens o4 Theln

Famifies.

Individuals who directly or indirectly control

the board of directors, board of trustees or
other decision-making body of aﬁ educational
institutionrshould not be eligible to receive
a reimbursable salary as an employee of the

school.
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Explanation: One of the abuses illustrated

in the Commission's public hearings was the
ability of ownership interests to receive
additional profit through exorbitant salaries.
There was no check on the unfettered power

to set and receive these salaries because

the recipients also controlled the decision-
making body. The Commission's recommendation,
although it requires owners to make a decision
between being policy makers versus program
administrators, establishes a basis for
appropriate monitoring. It is pot suggested
that an individual with a controlling ownership

interest must avoid sitting on the board of directors

if he or she is also a salaried employee.

What should be prohibited is the control of

the board of directors in combination with

-the holding of a salaried position.

Expenses forn Of4ices Not Located on School

Grounds.

The main educational institution should provide
sufficient:office space for administration.

The maintenance of offices in homes or in
other locations separafed from the main
facilities ofran institution should not be

a reimbursable expense.
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Explanation: It is the Commission's view

that requiring all teaching and admiﬁistrative
staff to be located on the grounds will reduce
the opportﬁnity for personal expenditures un-

related to the school's operation.

Ententainment Costs.

All costs for social activities or amusements
and related incidental costs should be dis-
allowed unless they are proven to be part of

the regular educational program.

Caanging Costs 4or Land and Building.

If the ope&ating entity also owns the land

and building, or is a lessee in the normal

course of business, or is a"lessee in a sale

and leaseback arrangement, or is a lessee from

a related entity, the allowable rental or carrying

charges should not exceed the normal costs of

ownership, such as allowable mortgage interest,

depreciation, taxes, insurance and maintenance.

Explanation: One of the serious guestions

raised by the Commission at its public hearings
was the ability of certain operators to use rental

costs as a means of creating an increased profit.
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The above recommendation will prevent prof-
iteering through leases by allowing costs only

for aétual carrying charges or .leases which do

not exceed actual carrying charges. Additionally,
in order to prevent overmortgaging or leases

which are increased in anticipation of

the new statute, there should be added a pro-
vision which gives the Department of Education
authority and responsibility to review and approve

all reimbursable mortgages or leases executed.

Intenest Charges on Borrowed Capifal and

Tnstalfment Purchases Qthen than Mortgage

Lloans on Fixed Assets.

The 8.C.I. recommends that interest payments on
loans and installment purchases be allowed only
up to two points above the prime interest rate
on the date of the loan. Any interest cost
exceeding this limitation would not be allowable.
Interest costs for mortgage loans upon fixed
assets would be controiled as described in

#4 above.

Research and Development Cosis.

Research and development costs should be allowable
only to the extent that they improve existing
special education programs. The Commission

recommends that research and development costs
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for new programs should not be allowed. Addi-
tionaily, if the research and.development programs
involve travel, the reporting system should clearly
state the néture of the trip, who participated in
it and how and why it related to any allowable

research and development.

Explanation: It was clear from the Commission inquiry

that abuses existed concerning travel which bore no
relationship to any special education program and,
in one case, a payment to a relative ostensibly for
research and development. The Commission's recom-

mendation would prevent abuses in this area.

Fund Raising Expenses.

The Commission recommends that fund raising expenses

be classified as not allowable.

Dividends and Losses.

Dividends paid to shareholders and losses on the
sale of capital assets should ncot be allowed as

costs.

Tnvestment Expenses.

Costs incurred by a facility ‘in conjunction with
an investment program and the losses on the sales

of such investments also should not be allowed.



I10.

IT.

12.

13.

-194-

Legal Expenses and lLegisfative Expenses.

Costs incurred for lobbying activities and
legal expenses other than for general con-
sultation should not be allowable. However,
legal expenses paid on a rétainer basis at
a reasonable level for consultation can be

an allowable cost.

Contributions, Donations, Awards, Scholarships,

Fines and Penaltiecs.

It is recommended that all of the above items

be listed among non-allowable costs.

Bad Debts.
Any uncollectible accounts should be non-

allowable.

Explanation: The Commission hearings disclosed

a cost reimbursement by one institution for the

‘repayment of a loan. Such an item should be

considered non-allowable, and would be so
considered because of generally accepted

accounting principles.

Capital Expendifures.

The Commission recommends that capital expenditures
in excess of $100, which increase the useful life
of the asset, should be non-allowable, except in
the calculation of future depreciation of the

asset in question.
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Explanation; The Commission's public hearings ex-

hibited a marked degree of confusion by one operator
concefning the definition of a capital expenditure.

The Commission's examination also illustrated that

this operator had, on several occasions, sought
reimbursement for costs which could only be char-
acterized as capital expenditures. Although departmental
regulati?ns already prohibit reimbursement for capital
expenditures, the new feporting system and auditing
capability should produce sufficient safeguards to

prevent inappropriate costing of capital expenditures.

Medical Expenses.

Medical expenses should be allowable only to the
extent that a physician acts in a advisory capacity

to the school or conducts diagnoses of students

for the purposes of developing educational programs.

Donated Goods and Sexrvices.

Recommended, that the imputed value of donated

goods and services be non-allowable.

Trhansfens of Amounis of Funds to Resernve

on Contingency Accounts.

Recommended, that any funding of accounts which

- make provision for contingencies be non allowable.
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17. 1Intangible Costs.

Recommended, that all intangible costs are

non-allowable.

18. Non-Cunrnent Costs.

All expenses which were incurred during a prior

period or those prepaid expenses which will be applied
to a subsequent period should not be allowed on

the current report. Théy should be appropriately

charged in the period in which they accrue.

Comment

A listing of non-allowable expenses, as above, imple-
mented through specific statutory langﬁage in the new
Article 8 of Title 46, wouid set standards for the
industry and establish clear guidelines as to what
is or is not appropriate. These guidelines should
be enacted as soon as possible. Implementation can
take place quickly since the cited non-allowable costs
can be mandated prior to the enactment of the overall

statutory program recommended by the Commission.
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REPORTING REQUIREMENTS

A~

Background

Audits con&ucted by Commission staff, as well
as examination and analysis of present financial
reporting instructions and forms of BSEPPS, illustrated
many deficiencies in informational requirements.
Apparently, a lack. of adegquate and accurate informa-
tion was caused by numerous factors -- from ambiguity
in instructions to outright manipulation of the

records by the operators. Lack of comprehensive

directions for the financial operation of a private

facility has allowed many schools to exist with

chaotic accounting records.

Adequate direction and instruction by the proposed

bureau, together with cooperation and compliance

by the private school, should produce uniformity
in the records and reduce any confusion on the part

of administrators as to their minimum accounting

responsibilities.

Recommendations

In general, réports should provide the bureau
with sufficient information upon which to make a
determination of a fair tuition rate. The rate should
be based on reascnable costs budgeted by the school,
with subseguent adjustments when accrued expenses
vary beyond an ACCeptable limit above or below budget.

The Commission recommends:
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13

Expense Budget Summany and Actual Cost Reporft.

Both of these reports, one prepared as a budget
forecasé and the other as a recap of expenses,
should provide on an accrual basis, by
function, all costs of the school. The

format regquested should be a reasonably
detailed itemization of expense categories.
Total expenses must be reported and subse-
gquently apportioned according to definitions

of allowable and non-allowable costs. Allowable
costs should then be further divided among
programs: Residential cost if applicable,
other programs and services, and educational.
Educational costs should be further subdivided

and reported for each handicap classification.

A subsidiary report should be required which
reconciles the projection of expenses with
actual disburseménts. An additional subsidiary
report, should be prepared and maintained by

the school which reconciles accrued expenses
reported and total disbursements. (These reports
would provide the "starting point" for audits
conducted to determine the level of internal
control and corresponding ability to rely on

the reports filed and the underlying accounting

records as well.)
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2. A Repoat Supporting by Function the Salary

Component of The Above Described Repont Should

Be Requined.

If the school had a summer session program,

two salary reports would be necessary. Salary
.costs would be considered on an individual

basis. If salary apportionment were to be

used as the basis for distribution of general

and administrative expenses, as in tﬁe CARES

model, donated services should be recognized

under specific circumstances. The facility

would not be compénsated, in any way, for donated
services. These would only be used in establishing

"overhead cost" apportionment factors.

For each session, regular or summer, salaries
should be apportioned on an individual basis
to the required general expense report.

Thus, each employee's total salary would be
listed and then apporfioned between allowable
and non-allowable. The allowable saiaries, based
once again on clear definitions, would be
further divided as to, room and board, other
brograms and services, and special education
total. The last program, the "educational
component", would be.allocated amona each of

- the individual handicap categories.



-200-

A school would have to devise a time-card
work schedule to be used as the basis of the

information entered on its report.

Depreciation Costs Should be Clearnly Detailed

in a Wonk-Papen Report Which Supponts the Cosit

- Reponted 4n Both Expense Budget and the Actual

Cost Repont.

Assets having a useful life in excess of one

year and costing over $100 should be capitalized

and depreciated. A uniformly established de-
preciation policy, set by the State, not only
will allow comparability among schools for
reasonableness determinations but also, on

an individual basisf will reduce capital
acquisition costs that cause fluctuations

in "operating expenses" and distort the true

financial experience.

For The Purpose of Centain Expense Allocations,

a Repornting Schedule of FLoor Space and Land

Shoufd be Required,

This first would show the allocation on a
program basis: room and board, other programs
énd services, and special educaticn. The
special education component subsequently

would be sub-divided by handicap classification

served.
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Centain Proghram Reporting Information

Should be Required, Inclfuding Estimatfed

and Actual Ennollment Information.

Material changes in program or enrollment
should be reported at the time they take
effect. Such "change reports" should be
due within 30 days. The nature of the
requirements of program reporting would

be essential statistical information for
determining a reasonable tuition rate.

It may be advisable to include in the
program reporting requirements a narrative
explanation and justification for material

changes.

Since the fiscal year for tuition rate
determination is July 1 - June 30, reports

should be due as follows:

May 1 Projected budget for sub-
sequent year (starting
July 1)

August 31 Actual cost report for
: immediately preceeding
year ending June 30)

August 31 Reconciliation of the
accompanying Actual Cost
Report with the prior
ear's corresponding
projected budget.
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i

A complex reporting system generally lends
itself to implementation through administra-
tive regulation rather than through legislation.
The Commission is of the opinion, however,

that a clear indication of l?gislation_preference

can be established by statute through a section
dealing with reporting reguirements. The
statutory language need not describe the system
in minute detail, It should contain, however,
the vital aspects of the CARES system. Such a
legislative provision could be a portion of the
new statutory chapter setting up the new bureau.
The program should be implemented by the 1279-80

scholastic year.

C. Comment
The reporting requirements suggested by the S.C.I.
closely parallel those of the CARES system. The two

major strengths of the CARES reporting system are:

. The compilation of financial information
which will supply an accurate cost for

each service supplied by each school, and

. A uniformity of reported information which
will provide a basis for auditing, cost

comparison and rate monitoring.
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It should become immediately apparent to
the new burééu when any institution is expending
inordinate amounts on any cost component. Further-
more, any prospective savings that should also become
apparent because of increased efficiency could.
then be utilized as an example of similar cost

savings throughout the system.

For exemplification purposes, a suggested
master form for cost filing is attached hereto
as Exhibit "A".* Reference to Exhibit "A" illustrates
the allocation of each cost component to the nature
of the service provided, Subsidiary forms would
supply a further breakdown within certain classifica-

tions appearing in Exhibit "A".

It should become clear to the school that:
. Prior years expenses cannot be paid with
current tuition revenue.
. Capital expenses must be depreciated
» Excess revenue, beyond a prescribed

limit, cannot be retained by the school.

*See Exhibit

"A", Page 211.
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V. RATE SETTING

A Backgﬁound

For the yeérs 1976-77 and 1977-78, tuition rates
for private schools were set by the BSEPPS, predicated
upon an outline of estimated expenses. A maximum
rate was established annually based upon the 85th
percentile ¢of costs of handicap classification in
public schools providing those sérvices. The timing
and availability of information was such that most
non-public schools eligible to receive

children reguested and received the maximum rate.

Since the placement of a public school pupil
in a private school is generally a_last resort action, the
Commission observed that in- many cases the pupils
placed are the most difficult cases. It follows that
the necessary costs incurred by the private school,
therefore, are at the upper end of the cost spectrum.
The objective of setting maximum tuition rates based
on handicap classification is predicated upon the

assumption that uniform or similar costs will be

incurred in like hadndicap category by other non-public
schools as well as the public schools., This is often
not the case. In addition to the reason described
above, it became obvious that the special programs,
commonly known as individual educational plans,

provided for special education pupils vary due to
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the severity of tﬁe handicap.

For example, according to the N.J. Administrative
'Code, the classification "emotionally disturbed" includes
within it "all children whose behavior can be characterized
by a pattern of functioning which is s¢ inappropriate
as to call attention to itself and which severly limits
the individual from profiting from regular classroom

learning experiences or severely hinders other pupils

in the class from profiting from reqular classroom

experieﬁces." Also, emotional disturbance "is characterized
by a pattern of expression of emotion inappropriate to
the situation in a manner of degree and quality."”

In two of the private schools examined by the Com-
mission, the entire enrollment was made up of pupils
classified as emotionally disturbed. The programs pro-
vided and resultant costs incurred, however, were widely
divergent. 1In one school, which also happened to be a
" residential facility, most of the pupils were of a type
some might describe as incorrigible. However, several
of the students were able to live with little direct super-
vision and were capable of attending a local public school.
In the other school, all children were autistic and in
need of -- and receiving -- an extensive program of ed-
ucation and training on a nearly individual basis. The
services provided by the schools were not similar and
the costs incurred were not similar -- yet both schools

received exactly the same tuition rate.
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Since rate setting has been based on cost pro-
jections -- and despite the fact that actual cost reports
have béen reguired -- there is no mechanism which prevents
a private school from regquesting and receiving tuition
revenue.in excess of réasonable costs. Further, there
is no mechanism for a sending district or the State
to recover excess tuition revenue based on the schools

change in program or the actual cost report.

Recommendations

Tuition rates for each private school should be
set annually, based on the reports reguired, as
described in Section IV, The objective basis of these
reports is the reasonable costs projected, adjusted
for actual costs expended by the schoel, in order to
provide the necessary program. Once a total reasonable
cost per day is determined for each private school,
based on the appropriate report, the rate will be pre-
sented to the local sending districts in such a manner
as to identify the cost components which, in the aggre-

gate, comprise the per diem rate. In addition:

1. Tdming.
The proposed budgets, submitted by May 1 for
the subseguent year, should be reviewed by
BSEPPS and should provide the basis for a rate.
Rates should be set by June 15. The schools

should have the right to appeal.
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Change Reports.

Rates set at the beginning of the school vear
should be flexible, at least to the extent of
major changes in the program being provided. If
a change report, received during the year by
BSEPPS, materially changes the program, and
accordingly the reasonable costs, in excess of

an acceptable percentage limit such as 10 percent,
BSEPPS should recalculate the tuition rate and

notify the sending districts of the change.

Adjustments in Succeeding Yeans.

Actual cost reports filed at the end of the
year should provide the basis for recalculation
of that year's rate. If per diem revenue
exceeds actual costs, that excess should be
offset in the rate 'set for the comming year;

If the amount is relatively small, the
adjustment can be waived at the discretion

of the Director of BSEPPS. But the school
must fund the excess and account for it.

This does not include donated funds &nd their

effect on surplus.

Reasonableness.

Although rates will be set based on budgets
and actual cost reports submitted, BSEPPS
should make an attempt to determine the
reasonableness of the private school's reguest.

A program for making this determination should
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include a comparison among cost component
categories of schools providing similar

services.

For exaﬁple, all schools which provide a pro-
gram for communication handicapped pupils
should be compared on the basis of the cost
components of each such school. If the costs
of services are grouped in a dollar amount,
further examination may not be necessary.

But if the cost of one school exceeds an
acceptable percentage {perhaps 15 percent)’of
the median cost for schools providing similar
services, further justification may be necessary
or the excess should be eliminated as unrea-
sonable. Such a disallowed excess would not

be included in the tuition rate.

An examination of the actual cost report would
insure that any sum eliminated in this way
was not expended by a school to the detriment
of some other approved cost eomponent.
Activity such as that would cause a reduction
in the subsequent vear's rate, since it would
be treated in the_same way as tuition revenue
in excess of allowable (reasonable} cost.

The rate would be delimited by services pro-
vided. A significant decline in expenditures
in individual cost component groups would

cause a reduction in tuition.
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5. Implementation.

With regard to the implementation of this
system, fhe Commission is again ef the
opinion.that general direction should be
mandated through legislation and specific
requirements should be added through regula-
tion. The reguired legislation should be

a part of the same package of provisions for

structuring the new bureau.

Comment

The objective of the recommendations on rate
setting is to support essential programs and services
by setting a tuition rate which will reimburse the

private school for reasonable costs.

Rate setting by BSEPPS will be done prospectively
and will include an analysisgof the cost of programs
and services provided. Costs may be guestioned by
BSEPPS if they appear to be out of line with costs
at other facilities, and, if unjustified, will be

eliminated. Generally, however, all reasonable

costs will be included in an approved tuition rate.

Rates will no longer be "cast in stone." Not
only will substahtive changes in programming during’
the year cause a review of the rete, but also the
actnal cost report will provide the basis of a
recalculated rate. This revised rate, with certain
exceptions, will be reflected in the sﬁbsequent

year's tuition.
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It will be necessary to make other provisions
in the .event a school goes out of business, such as
returning excess funds to the original sending school

districts.

The system should insure that a sending district
receives, for each child, the services for which it
is paying. Further, the rate, based on fair and
reasonable costs, should insure the availability

and provision of continuing quality programs.

It should be apparent to a sending district
and its child study team which actual services are
being delivered and the precise cost thereof. This
is necessary because one objective of the child study
team is to place the pupil in a facility providing
appropriate services. The child study teams will then
. be in a position to make compariscns of the rates among
schools providing similar services. The rate will
reflect the services provided and the market will ,
limit the rate. In general, it is the Commission's
recommendation that components of the rate should
include cost component categories as set forth in
the projected budget and actual cost reports. For
those private schools which are incorporated for profit,
the amount of profit requested and allowed should be

set forth as a separate component of the rate.
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EXHIBIT "A"

(A SAMPLE WORKSHEET)



INSTRUCTIONS FOR WORKSHEET A ~ SUMMARY EXPENSE REPORT (See Following 6 Pages):

Worksheet A is the summary report of a facility's total operating expenses,
allocated (per the manual guidelines, instructions and other supporting
worksheets) to the facility's functions, programs and special education
program categories. '

Column Headings:

Column A - Functional Expenses: Represents the grouping of operating
~expenses into the functions normally performed by private facilities
providing special education services,

Column B - Total Operating Expenses: Includes all operating expenses
for the fiscal year as reported on the facility's books of account.

Column C -~ Unallowable Expenses: Includes certain expenses or portions
of expenses reported in Column B that are unallowable for reimbursement.

Column D - Allowable Operating Expenses: Represents facility expenses
that are allowable for reimbursement.

Column E - Program: That portion of allowable operating expenses for any
functional expense which has been incurred directly or indirectly in the
operation of programs indicated in Columns F, G, and H described below,

Column F - Room and Board Program: That portion of allowable operating
expenses incurred in providing room and board services to residential
students.

Column G - Other Programs and Services: That portion of allowable opera-
ting expense not properly allocable to the room and board and special ed-
cation programs in Column F and Column H below,

Columpn H - Special Education Program: Column H~1 represents that portion
of alliowable coperating expense incurred in the provision of special
education services.

Columns H-2 through H-13 represents categories of Special Education
programs required by statute and by regulations of the State Department
of Education.

Column Special Education

H2 . RD Emotionally Disturbed

H3 , NI Neurologically Impaired

H4 EMR  Educable Mentally Retarded
H5 5M Socially Maladjusted

H6 P1 Perceptually TImpaired

H7 ' AH Auditorially Handicapped
H8 : OH Orthopedically Handicapped
H9 VH Visually Handicapped

H10 TMR  Trainable Mentally Retarded
H11 CI Chronically I11

HiZ CH Communication Handicapped

. H13 MH Mulitple Handicapped



__SUMMARY EXPENSE REPORT

Facility: _ABC School WORKSHEET A

Report feor Year Ended  June 30, 19xx Page 1 of 6
(a) (8) ) (@) (E) Program
(7} (c) - (M) Special Education
other (H-1)
Total Allowable Room Programs | Special Categories of Program Service
. Operating [Unallowable| operating and and Education (3-2) [CEEF TS I(H-S) l(H—G) Ku-?) (H-8} |(n-9) (H-10) [(H-T1) [(H-12) [(u-13)
_ Functional Expenses Expenses Expenses Expenses Board Services Total ED NI EMR SM PI AH OH . VH TMR | CI CH [MH
L;ne General and Administrative i

(a) Salaries and Wages 15,000 15,000
(b) Fringe Benefits 20,000 20,000
{c} Payroll Taxes 7,000 7,000
(d) Advertisipg 200 200
(e) Communications 750 750
() Materials and Supplies 1,000 100 900 '
(g) Rental Expense 500 500
(h) Depreciation onr Furni-

ture, Fixtures & Equip. 100 100
(1)} Accounting &Legal Fees 2,000 2,000
(i) Contractual Expense.s
{k) Bouding Insurance 250 250
(1) Memberships and Sub-

gseriptiona 150 150

i (m) Uncollectible Accounts 600 600 -0-

(n) Travel Expense' 300 300
(0) Interest Expense 500 100 400
(p) Income Taxes 15,000 15,000
(q) Other Expenses (Specify)

Sub-total 63,350 800 62,550 12,948 16,325 33,277 13,761 19,516




SUMMARY EXPENSE REPORT : Facility: ABC School WORKSHEET A

Report for Year Ended Jume 30, 19xx Page 2 of &
) (8) © () e (F) Program
(F) ® (H) Special Education
other p_—” _apecta;
Total Allowahble Room Programs | Spacidl Categories of program Service
Operating [Unallowable| Operating aud and Education [{H-Z) [(H-3) [(H-3) [(H=5) HE=B) {(R-7) [(H=BJ J(H-97 (R=IUT [(HE=TT} (H-TZJ T(H=
Functional Expenses Expenses Expenses Expenses Board Services Total ED NI EMR EM . PI !aH ] OH ! VH TMR CI CH MH

Line (A) i ;
_2 { Occupancy . - !
|| (2) Salaries and Wages 7,000 7,000 - !

(b} Rent [

{c) Repairs and Maintenance 1,500 . 1,500 J
N I | ! H R T
g urilivies 2,000 2,000 | ? . - B
- | .{e) Moving Expenses — ‘ TR -

i : H =
_{f) Occupancy Insurance 800 800 i J"
= I e S I - J— - e [ D o

__| (8) Real Estate Taxes 1,000 1,000 R R R N .

(h) Depreciation 7,000 7,000 ‘ |

I
(1) Contractual Expenses B ) _
Sub-total 19,300 19,300 19,615 3?474 5,211 2,189 3,022

3 Food Service

(a) Salaries and Wages 7,000 7,000

_{b) Food and Food Supplies 6,000 6,000

{c) Pepreciation on

Speclalized Food

Service Equipment 100 100
(d) Comtractual Expenses 500 s 4 el _
Sub- kotal 13,600 13,600 9,112 4,488, 2500 1,988




SUMMARY EXPENSE REPORE Facility: ABC School WORKSHEET A
geport for Year Ended June 30, 19xx Page 3 of 6
(&) (B) {9} (D) _ (E) Program
(Fy OI(:g?er i 1 (H) Speclal Educatiom
Total Allowable Room Programs| Special Categories of Program Service
. Operating [Unallowable | Operating and and Education [{H-Z} [ (i-3) | (=&} [(H-53 [(8-8) [(H-T) (H-8) ‘ H-0% A=TTy [(R-T2y TCR= T35
Functional Expenses Expenses Expenses Expenses Board Services | Total ED NI EMR . SM ! PI AH OH | VH I CH MH
Ling : | |
| ; ‘[
4 | Residential Service o ;
(a) Salaries and Wages 6,000 6,000 ‘ . '
{b) Housekeeping Supplies —_ _ E |
| | e} Depr. on Specialized L L o | f .‘ i
Bauip, ,,g S , ~ L S
(d) Contractual Expenses 2,500 2,500 i ! :
Sub-total 8,500 8,500 8,500 !
|
5 Education :
(a)”S;iarlal:“i-es_—;'nd Wageisi 28,000 7 - 28,606w.— 13,67é 14,324 o B,Sn!;-Zi 5,482
(b) Depreciation on Speciali zed o Ty O vTTTTOTTT
. ;d“ucaticm Equipment ) i
(c) Comtractual Expenses T B | ‘
Sub-total 28,000 28 ,'ddo 13,76777“; 14,324 3,78;!1.2 5,482
6 | Health Sexrvices T i }I
{a} Salaries and Wapes 10,000 10,000 3,000 3,000 4,000 12,000 2,000
{b) Depreciation on Speciallzed _ e e j }
Health Service Equipmen] ~ . 1 N e i
(c) Contractual Expenses
Sub-total 10,000 10,000 3,000 3,000 4,000 2,000 2,000




SUMMARY EXPENSE REPORT Facility: ABC Schoel WORKSHEET A

Report for Year Ended June 30, 19xx Page 4 of 6
(A) (8} (©) (D} g — (%) Program
(F) {G) (B) Special Education
Total Allewable Room nghi:ms —S(Hr-:i].g.l
Operating | Unallowable Operating and a;gld Edﬁ:ation—(ﬁ-“ RS T (=47 w-)‘.;latle(%ic::)iez:r-?f P:rzf:am Sef'vicel i} _
Functional Expenses . Expenses Expenses Expenses Board Services Total D NI | BMR SM r PI ,FAH' . OH ! ‘:,Hﬂ \;MIEJ CIL” méﬁ” (ﬁ;m
fh;e _Social Sexvices |+ __ . I l I :
! .| (a) Salaries aud Wages SR RSO SR S S - l
- (b) Depreciation on Speciald S ; i
. . _lzedSocial Service Equip. — - — - i l
L......L. () _Contractual Expenses _ | S — . . : 1 f
o fsub-roral SRR R I IR R, | | i E
I_ '{ : ; ‘L_ M; ......
- [P DS UUPI VNN ISP SR — i L . H '
8 | Speech and Hearing Therapy | A I . ! |
(a) Salaries and Wages ] L. 3 ‘E
—.._}.(b) Depreciation on Specialy | - Lo - ( i } |
ized Speech & Hearing S RO '
Therapy Equipment [ | . N ; ‘ R . ~ i F !
(c) Contractual Expenses [ ) _ _ I R !. _E_
Sub-total
9 | Physical Therapy o : I
| ___|(2) Salarfes and Wages | 16,700 . 16,700 | i 16,700 | 16,700
(b) Depreciation on Special- _i_ “
tedphys. Thorapypautp. | 200 b e | wo | Lo 100
(e) Contractual Expenses o500 4o see 500 \ 500
Sub-total 17,300 17,300 17,300 17,300




SUMMARY EXPENSE REPORT Facility:  ABG School _ WORKSHEET A

Report for Year Ended June 30, 19xx Page 5 of 6
(a) (B) (<) () (E) Program
(F) (G) (H) Special Education
Other
Total Allowable Room Programs S;(uz::}a)al Categories of Program Service
Operating | Unallowable| Operating and and Hducation | B~ | (H-3) [ (E-8) [(H57 [(B-8) [H=77 [(H-B} | (B=9) [B- 0¥ T{B-I1J[{B=L12J [(H=13}
Functional Expenses Expenses Expenses Expendes Board Services Taral | ED NI |EMR 5M PI AH OH VH TMR CI CH MH
Line .
10
Occupational Therapy L
{a) Salaries and Wages
(b) Depreciation on Special-
ized Occup. Therapy
Equipment . }
{c) Contractual Expenses
Sub~total
11 | Program Planning & Research
(a) Salaries and Wages 6,000 6,000 1,230 1,770 3,000 1,500 1,500
(b) Contractual Expenses
Sub-total 6,000 6,000 1,230 1,770 3,000 1,500 1,500
12 i Fund Raising
(a) Salaries and Wages 6,000 6,000 =0
.| (b) Contractual Expeuses B e _
Subtotal 6,000 6,000 -0-




SUMMARY EXPENSE REPORT Facility: ABC School . WORKSHEET A

Report for Year Ended June 30, 19xx Page 6 of &
a) . (B) (c) (D) : (E)} PROGRAM
(F) (G) (H) Special Education
Other H-1)
Total Allowable Room Programs | o . .429 Categotles of Program Service
Operating |Unallowable | Operating and and Edﬂcation (H-Z)l (H=-3)T (H=4)7 TH-5) 1 (H=B) [ (H=7] (H=3)T (6-9) | (H=10) (W-1037 (B-123] (H.
Line Functional Expenses Expenses Expenses Expenses Board Services Total ED | NI | EMR ;| SM ° PI AH on VH: TMR | CT CB %}l
' ] : ]
13 | staff Development E l
i i
(a) Salaries and Wages 3,000 3,000 1,119 1,881 1,008 ' 873
,,,,,, e [ U Sl Auii l ‘
(b) Contractual Expenses B
Sub-total 3,000 ' 3,000 1,1%9 1,881 1,008 ! 873
| _ 7 | ‘ JR TS, IS §
- : : .
: |
— i | ! | 4
i i | X
- RN S i 1 i
i

|
|
L
f
Total Facility Expenses 175,050 6,800 168,250 | 453,405 39,364 83,481 f 31.300‘ 51,681
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