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INVESTIGATION OF THE MISUSE OF PUBLIC FUNDS
IN THE OPERATION OF NON-PUBLIC SCHOOLS FOR
HANDICAPPED 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 education curricula for
the deaf, blind and mentally retarded. Subseguent
legisliation, which substantially enlarged the state's
share of all local school costs, also 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 million, 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 them.

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
yvear, according to testimony before the Commission, 250
non-public schopls were ;écredited for special education
purposes -- 100 outside 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 egually by the
state and the local districts. BAll but $2 million of the
t3£al 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: Educable or train-
able mentally retarded, perceptually impaired, orthopedi-
cally handicapped, neurologically impaired, 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; conéisting of a sécial 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 numb;r 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 door to
another county or another 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 cut-
of-state."

The private schools to which child study teams refer
seriously handicapped children are funded by a system that
lacks basic checks and balances -- a deficiency that became
evident 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 actual,
that are now submitted to the state Education Department
by the private schools. Prior to the summer of 1877 no
reports of actual costs were ever reguired by the state.

Eventuaiiy, the combined flood of estimated and actual
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cost statements into the Trenton bureau defied the most
superficial monitoring effort.

Only in the past two years have even random and
cursory auvdits been per&itted. When at least the
scattered audits began, they were undertaken at Mrs.
Engelbrecht's reguest 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 education commissioner
for administration and finance. He told the S.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 auvditors for the entire state" who are responsible for
monitoring 611 school districts, amcng 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 ran & 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 (ASAH), and
with Chief Auditor James Oszfolk of the state Education
Department, among others. These discussions raised
additional questions about the financial management and
control of these facilities, many of which could not
even meet ASAH standards for membership.

The evaluation guickly turned into an extensive
probe. For the first time the target schools came
under wide-ranging fiscal scrutiny as the Commission's
staff of Special Agent-Accountants inspected and com-
pared vouchers, bank recorcés, 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 whict Special Education programs
are beino provided for handicapped children
by private edvcation institutions.,
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Even despite the Attorney General's restrictive de-
finition of what could be checked, the state audits of
five schools at least re&ealed that three had been over-
paid but that 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 financial in-
guiries were launched into the records of the Calais
Schoel in Convent Station in Merris 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 Zgents interviewed
vendors and other ﬁfincipals 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 guestionable practices that could not be ccndoned.
The Commission decided that the seriousness of the abuses
warranted a public demonstration of their adverse impact
on the special education effort to improve the wellbeing
of handicapped yvoungsters. The S.C.I. thus hoped to
promote an expeditious correction of the system's faults.

As S.C.I. Chairman Joseph H. Rodriguez stated on January

18, 1878, at the opening of the Commission's two days of



public bhearings in the State House:

The primary concexn of this Commissdion A3
Zo assure trat ne handicapped chdild whe 44
ennolled 4in programs cf Specdol Fducaticn
i85 shontchanged, and Zc Lnsure that tax-
paver funds are properly used {or educa-
tional punposesd

Our Lnvestigation has disclosed examples
04 explodtatiorn of This program, Ancludding
the misuse on misappropriatior of public
funds fon personal gadn and other non-

- educaticonal activditdies, wher 2hese funds
should have been uzifized so0lefy 2o Limprove
the educazioral progroems offered these
hefpfess children.

1 want 2o emphasdize Zhat these heandings
should net be censfarued by anvene as an
ind{ctment o4 the entdine susiem cf Special
fducazior {oxn Zhe handdicapped. Mary of Zhe
150 privaze schceofs Znat are providing Zhdis
necessany educational servdce ne doubz have
outstarndirg necerds. We are ccncerntrating
here cn schocks where cur Anvestigaiion has
produced evdiden:e of serdious abuses. Ouxn
desine 48 2o subject these Lrhregularities
2o o publdic spcetlight in oxden Zco spun
corrective action. We Lntend aften zhis
hearivg Zc¢ Lssue & heporni Ancluddrg oun
hecemmendations fox Leagdslfazdive and adminds-
Zhative neform. We will afsc, when and whenre
appropriate, nefen to the propen Law en-
forncement agencies the {ulf nesufts of oun
investigaion. : -

The Commission feels thail vigorous and .
continuous public suppont gon Specdal Education
programs for handicapped childrer L& essentdial.
The abuses 0f a few of these schooks shoutd
not be permiited %c damage on desinrcy the nep-
utation of the entine system oh 0f the many
dedicated people serving Zhe hand<{capped children
in oun state.

The testimony you wilf hean today will con-

inm unwahranied abuses of a program fo0A which
gié millicn in public fax mcnies has beer auth-
onized fon fhe educational beiiermeni oé'chagdnen
whe are 4in dihe need of such specdal facifiides.



Because we felfit that Zhe Limproprieties oun
inquinry uncovered should be nalited as quickly
as possible, we decided they should be sub-
fected to swift public expcsunre and swift
correcticn -- even asd cun Anquiry Ante this
complex and vital system continues Lintc '
othen aspects.

We Lntend, as 4in past public hearings, zo
necond zestimony reflecting all facers of
Zhis Special Education prcghram, all sides
of an extremely intrndicate and sensitive
endeavor 2o Amprove the minds and Zhe Lives
04 children who themselfves are unable to
call out %o us for the help zthey 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 backecround for the Commis-
sion's public hearing expose of irregularities and
guestionable pracficés in the use of Special Educafion
funds by certain non-public schools for the handicapped,
the Commission first guestioned Mrs. Eleanor Engelbrecht,
state coordinator of non-public school 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 non-public schools
provide educational programs for at least 11 mandated
categories of handicaps for which varying tuvition pay-
ments are reguired, ranging from a low of §3,400 for
"chronically ill" to $6,800 %or "visually handicapped".*

Mrs. Encelbrecht outlined the system by which &
child iéhplaced in a non-public school and the way the
cost of educating such a child is financed.**

Initially, she testified, a child is identified
as "in need of special education” péimarily by the
classroom teacher, althoughlthis determination also

can come from parents, school officials and even the

*See Exhibit, P. 9a

**See Exhibit, P. 8b
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COMPARISON OF TUITIOMN RATES

SCHOOL YEAR 1976-77 anp 1877-78

- STRUCK AMENDED
CATEGORY . 1975-77 1977-78 1977-78
ORTHOPEDIC HAHDICAP $6000 $5707 §5000
VISUAL HANDICAP $6300 $5507 ¢6200
AUDITORY HAHDICAP $5500 $4900 $5500
CHROMICALLY ILL o500 $3400 s3um0
EDUCABLE $4020 $4300 $4300
TRATHABLE $1700 $4300 §4300
EHOTIOUALLY DISTURBED $5390 $5000 £5300
HEUROLOGICALLY IMPAIRED $4300 $440) $4100
SOCIALLY MALADJUSTED T sug00 £1200 $4600
COMifUHICATION HARDICAP 6500 $5000 $5500

'PERCEPTUALLY IMPAIRED $3107 . $3530 $3509
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SPECIAL EDUCATION
NON-PUBLIC SCHOOLS

« | DEPARTHENT
| OF
“
EDUCATION

o

STATE A1D PAYMENTS *

Non-PuBLic \I/

SCHOOLS LOCAL SCHOOL

SUBMIT DISTRICT |

ESTIMATED LZ(' T§J

BUDGET AND CHILD STuDY TEAM TUITION ==
ACTUAL (CHooses Non-PusLic (PAYMENT Is
.CDST ScrooL) . 3ILLED By

REPORT \\\\ ~ ScHooL)
N/ |

) 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 child-
study team composed of four "professionals" -- the
school's social worker, :psycholcgist, learning-3is-
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 B00 teams because larger school districts
have more than one. The child study team is responsible
for the preper placement of the handicapped child --

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

A Multitude of Duties

At thisg 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 fér proposed hospital facili-
ties -- had been in effect for only four months prior
to the Commission's public hearing. Once a need was

estfablished and county school authorities approved the

-
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proposed school's physical plant, the applicant school
would file its applicat}on papers with the State Education
Department. '
0. And what happens to them 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 xdighz. Dc they alrc submit, pursuant
2e that applicaticon phrccess, fdnancial Lrvformaticn?
A. Yes, sir. Part of that includes the proposed
budget for their school for the current school year.
Q. And with regard zc¢ zhe neview c¢§ that {inancdial
sdtuaticn, what does zhe {ine tooth comb enzailf
A. We would check each item in the budget care-
fully.
Q. Against what?
A, Our forms are clésely‘related to the financial
procedures for the public schools. We consider
administrative costs, costs for materials, costs
for instructiona} staff and so forth down the list.
Q. In ciher wonds, you vourself{ weulfd have an Ldea
0§ what each cos2 componeni shculd be runnding 4in a
ball-pank figure fox each of these schools; 4s thai

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

Q. ALL night. And:ig you didn't get a sufficient
explanation {rom zhe 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 Administration and Finance.

0. 18 it essentially the same process on a
renewal for a non-public school?

A, Yes.

Q. 1Irn other wonds, each year Zhey go through

this process? . :
2. Fach vear the whole process has to be repeated,
including the visit by the county superintendent
to the physical plant.

0. And dc¢ you check theix repcirt of expenses

1o see 4L iheiﬁ report matched‘ihein anticipated
budget which 4is submitted 4n zhé beginning 04§ Zhe
school yean? .

A. I have only had one round with budgets, but

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

0. In oither wonds, at the beginning 0§ the schook
year from each non-public school you received a pro-

posed budget and set nates based on that?
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Yes, sir.

And aften you got Ainto your office you asked

a nepcat of expenses to see Lf they matched up?
The exact expenge to see what happened.

Had any of younr predecessorns done that?

No, sir.

Now, Zthe mondies hrecedived by non-public schools
all public mondies; L& that connect?

Yes, sir.

Insufficient Staff

One of the problems the Commission hoped to high-

light for swift corrective action was a need for more

adeguate staffing to regulate and monitor such a complex

and sensitive program. Mrs. Engelbrecht's testimony left

little guestion about the seriousness of the staffing

deficiency:

Q.

A.

Pupil Personnel Services,

0

-

A.

Q.

you'

A.

Who £& youn dinect supervison?

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

Director of the Bureau of Special Education and
How many people dofyou, in tunn, supervise?

I have nobody to supervise, sir.

You are the only penson doing exactly what

ne doding; 44 that cornect?

Yes.
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Q. Do you have responsibility forn necedving and
checking budgets?

A. Yes, and --

Q. Do vou alsc have responsibility c§ checking
expensdes o0f non-public schocls?

A. Yes, I do.

Q. Teaching handicapped children, Zhat 4Ls.

A. Yes, I do.

0. You also have some responsibility {fon Ainpui on
setiinz of notes with xecard e that variZicular
aspect?

A. Yes, I do.

Lack of Control by Local Districts

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

Q. The part thait Zroubles me ii.zhza= That zhe
money seems Lc be coming, a check, §rom zhe
Local school board, and yet to Zhe exteni that
thehe 44 supervisdion of expendiZunes and budgezs
which neallfy determine the nrates, that seems Zce
be done by ancther entity, the SZale of New
Jensey. 1& Zhail a- fain statement?

A.'ﬁ?es, but I don't think that would affect the

programming for the cﬁild.



0. The paai thaZ conceans me 43 thai fhe entdily
that's sending Zhe check does not have direct
contrnel oven Zthe 5eizinq ot he nates and the
expendituned.

A. They do not at this time.

Q. ALL right. Thark you.

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

0. The part that Zrcubles me, 1 mean, L&
wherever ucu have publdc funds expended and
thene is no dinect conincl by the public

entdity spending these funds over the expensesd
Zhet Lead to the disbunsement of public {unds,
Zhere's an appertundiy {cn someone fo capdital-
Lize on zthat to Zhe diéaduantagé 0f those §on
whom the funds axe sought on intended %o be
spent.

Conceded Mrs. Engelbrecht: ."You have a point.”

Auvdits Based Only on Suspiéion

Chairman Rodriguez also guestioned a trouble-spot
-- the auditing limitations. FKe noted that Mrs.
Engelbrecht's office "has no auditing capabilities”
although, as she pointed out, it can draw on the

services of the State Division of Administration angd
1
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Finance, which it does. The Chairman:

0. And when you call upon them, is it essen-
tially because of ZHe feeling zhat one o4 zhe
Line iZems on one o4 the components of the
budget seems Zo be out of Line?

A, Yes, sir, this is true.

Q. 14 they appeanr %o be 4in L4ine, 44 there any-
thing that would zrniggen an audit o4 a particular
school whene that budget seems to be in Line with
youn deshk neview?

A. Not at this time. I would say, though, as
you know, we, I think, have had ten different
audits. Five were done the year before I came
into this office, and these were selected at
random. Some were selected from North Jersey:
some from South Jersey; some large and some
small. I repeated that process this year

with four other non-public schobls, and again
we selected these at random because we saw
something wrong in their line items.

0. Sou, zthen, the way that it has been handfed
up to the prnesent time, i1 would be possible
don some schools to have exdisted for quite
some Zime without any audit at all Lif§ thein
Line Litems didn't appear Zo Zriggen Zhe
concenn?

A. Yes, sir.
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THE CALAIS SCHOOL

The first of the non-public schools whose financial
mismanagement became a target of S§.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
sguare feet. It was incorporated as a non-profit
school in 1970. Its 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 emotionally dis-
turbed child and $4,400 for each neurclogically impaired
child. The school's Executive Director, Lionel Leitner,
testified that contributions to the school over the past
eight years totaled "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, 1977.

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. §She has
an "office" -- as he said he also does -- at their
Egbert Hill home.

Both Mr. and Mrs. ﬂeitner 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 1870 through January of 1977, when
he was employed 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 schools" and

G AR o LN Teane Y e

ymsE

"business director," with only superficial or indirect
responsibilities for educational programming, Mr. Leitner
was guestioned by Counsel Siavage on the amount of time
he devoted to his duties, particula;ly when he also

worked fulltime at Picatinny:

0. When did you azttend to fhe wonk of the school
duning fhat perdiod of Zime?

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

0. And how many hours a week would you say thai

you devoted Zco the school wonk?
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A. Well, it varied. 1In the early period it
would have been less when we only had a student
poéulation of about 23 the first year. The
last ‘couple of years it's been about 30 hours

a week,

At School Only 8ix Hours Weekly

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

Q. How much £4ime dcoes she spend at the school?

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

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

to the --

Ma. Siavage: I'm neferning to the school 4in

Convent Station as opposed Zo M&..LeLZne&'é

home, yes.

A, 1I'd say approximately six hours a week.

0. Abou six houns a week.

A. Yes.

Q. And fhe hest of the time which she spends on

schoof-nefated functions she spends at Egbent

Hill? -

A. That's correct.

0. -And whene does she spend that Zime at Egber

HilL when she works on school-related functions?
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A. Well, it would be all over, really. 1It'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' Ecgbert Hill house,
Counsel Siavage introduced into the record photographs
of the couple's "offices” at their home, including furnish-
ings, ornamental and otherwise. The photographs 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 newspaper. The
prints were provided to the S.C.I. ét 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 Hill home:

BY MR. STAVAGE:
Q. Now, T think you Zestified before that your
wife Chanfotite conducts hen private practice also

in your Egbent HARE nesdidence; 48 Zhat cornrect?
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A. Yes.

Q. And she does Zhat 4in Zhe odfice which is ex-
hibited by C-6? (Photograph of her office)

A. Partly. |

Q. Whenre does she do Zhe nest 0§ hen private
practice?

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

self to that office.

0. Whene does she see private patients, else-

where An the home on Egbeat HiLZL?

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.

0. Does she go Lo Zhe pool?

A. She may.

Q. How many hours a week deoes Mrs. Ledlinen spend

on hen private practice?

2 I'd say --

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

now, sir?

Mr. Siavage: As o0f now.

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

Q. How Long has she 5éenz between 15 and 20 hours

on hen private phractdice?

A. Well, I'd guess since about 1874. Prior to that,
,:I'd'éay she was much more limited; very 1little practice.
Q. Okay. So she spent, did you say, 15 or 20 houns?

A. 15 to 20 hours.
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-2. A week on hen pnivate practice in '74, '75,
'76 and '777

A. Approximately.

0. ALL ndight. And-what does she spend the nest
04 hen work week upon?

A, Cal?is School.

0. Catais. Does she aldo see patients anywhene
efse other than the Egbert HLLL s4i%e?

A. No.

Son David on the Payroll

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 is his annual éaZang?

A. Well, --

Mr. Einhorn: As of now, sir?

Mn. Siavage: As of now.

A. As of today?

0. VYes.

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

2. Since January 1lst.

Q. 04 whai yean?

A. This year.



-23-

Two weeks ago?

A. Right.
..1XXXX

What was he drawing padion tc two weeks age?
A. $525.

Twice a month?
A. Right.
Mr. Einhorn: May I have a moment, Counsel?
Mr. Siavage: VYes.
(Discussion held between the witness and his counsel.)
A, (Continuing) May I explain this, please?
Q. VYes.
A. David Leitner, my son, is one of ten people
selected throughout the whole United States for
a 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.
0. 1 sec.
A. And as he reduced his work as a result of that,
we reduced his salary accordingly.
Q. 1 undenstand. On an annual basis, then, fast
yean he was making approximately $12,6007
A. That's correct.
0. Okay. And what was his function at the school?
. A.J'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, ££roughout 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, anéd he works with the teachers,
gets children sent to him by the teachers to work
in this area, and has stimulated considerable in-
terest and improvement in guite a few of the
children in this connection.
0. He does not Zeach directly, 4Lin oZhen wonds.
A, Well, he's not a teacher. He's a resource
person, but he does -- I can't say that he
doesn't teach. BHe's not counté& 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
Q0. Does he have a certificate Zo teach handi-
capped children?
A, No, and we don't count him as a teacher.
Q. Okay. Does he have a bachelon of science

Hegnee obtained when, Lf he does?
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A. Yes, in December of 1975.

Q. How much zime did he spend at the school prionr

to the neduction of his dutdies, prion to the time of
the §edenal grant?

A. It's part-time.

0. A 40-hour 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 week at

Zhe school duhdng Zhe Zime 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 David was on the
Calais School payroll during a period 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:

Q. How much Zime did.he spend at the school Zhen?

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

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

Q. Was he ever emploued at the school while

he was in ghaduate s%tudies?

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

the Convent Station?
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Q. R4ight.

A, Okay. Graduate school you're talking about,
now?

Q. Has he evexr gané to ghraduate schocl?

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

Q. He stanted in Septembenr?

A. Yes.

0. ALL night. And he was beding paid by the
school $12,600 a year at that Zime? |
A. That's correct.

The Chaiftman: Where was the graduate school
Located?

The Witness: Kean College

Commissionen Lane: Where was the underghraduate
schook Located?

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

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

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

0. Did he Live at undergraduaie school on Live
at youn --

2. Yes, he lived at undergraduate school.

Q. And he's a fufl-time sfudeni thene?

A. VYes, sir.
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0. And he‘qu on Zhe payrollf o4 youn schoocl as

well?

A, Yes, sir.

Q. He didn'zt Apend'any Zime at Zhe Caladis School;

L8 that conrnrect?

1 zhought you sadid he spent no time at Calais Scheel --
A. That's correct.

Q. -- while he was an undengraduate. What was

his contaibution durning Zhose yeans?

A. His responsibilities 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

to -- 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 this particular area, and
many of the professors who he was acguainted with are
considered 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
special 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 Lidea durding the foun yeans
of his undengraduate, four undergraduate yeans,
how much time he &spent 4in his duties at Caladis
School?

A. BHe was nnly employed approximately one year
by the Calais School during that period.

Q. Sendon yean?

A. Senior year.

Q. How much time did he &pend on Calais School
work durding that yean?

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

Q. And what do you see -- how do you compute
that, you yourself?

A. Oh, well, I'm guessing, really. I don't have
gldefinitive 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 employes were set -- and how

they varied.

He was asked about who determined salaries at the

school.

A. - Staff salaries are determined primarily by

myself and reviewed by the board of trustees.
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Q. Which Lincludes younself?

2A. In particular, ;glative to the senior execu-
tives. In the lower levels, it's primarily a
determination by myself in connection with con-
sultztion with Dr. Goralsky who's the headmaster.
Q. How much does Mr. Goralsky make as headmasten? -
A. He gets $33,600 a year right now.

0. Would you consdider Goralsky, younselsg,

youn wife, the admindistration of the school?

A. Well, we're the senior administration, vyes,
sir. o

0. ALL right. And zhe board of dirnectorns, 4if

it gets dnvelved Lin setting salandies, Aincludes
veunsel§, vourn wife and Dr. Kesnexn?

A, That's correct.

Q. How much time does M4i. Gorafsku spend at Zhe
school?

A. Fuvll-time. Actually, more.than’ full-time,
probably, in a sense.

0. What would you say his work week consisted of
Ln number of houns, Lif you know?

A, At least 40, |

0. AL fLeast 40.. 1 show you what's been marked
Exhibiz C-5 4orn Zhe punposes 04 Ldeniificaion, and
ask you 4§ you necognize 4% as Zhe expense budget
Auﬁmang of Zhe Calais School submitied v the New

Jenrsey Depariment of Education for the schocl yeaxn



-30-

1976-777

A. Yes.

Q. Thank you.

A. That's covering when?

Q. "The schoof yean Listed on L1 44 1976—77:

A. Right. This covers the actual expenditures
for that year.

0. ©Does that document, which vyou have fust {denti-
fied, specifdy the safanies of the feachens arg the
sduppont stafg?

A. Yes, sir.

Q. What L& Zhe range of salarnies fch the teachers
on this stagd, and 1 ask ycu 2o Lock at this doc-
ument, with nespect to zhis document, and 1 ash
you 44§ 4%'s a nange befween edghty-zZwe-hundred,
and ninety-fouk-hundred dcllans?

. No, it goes up to thirteen-thousand.

Okay. Who £i& making thinteen-thousand?

Our industrial arts teachef.

. 18 anyone else making 4in excess o4 $10,0007

poe ey

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

Q. Ts that the assistant princdpal?

A. Yes.
Q. Okay.
A, . The vice-principal and program coordinator, yes.
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Q. In that same document, David Ledtnen 4s making
$12,600 a yean?

A, Yes.

Q. 1s thexre anybodg else on stagd making mone

than him other zhan the ones you have mentioned?

A. Presently or at that time?

Q. Accondingiid that document.

A. No, sir.

0. Okay. 7Do those -- does that stagf include
peoples -- people with mastern's deghrees?

A. That's correct. |

0. And does L% 4include people with master's cf
education and masten's in speech thenrapy?

A. Correct.

Q. Was David considered a mohe Limportani memben

0f Zhe staff than people with masten's in reading
and speech Zhenrapy?

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 infreguently. See "Leitners Not Often At
School", Pp. 62-66.
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"Rook Club" Purchases With School Funds

After coniirming that he and his wife are respon-
sible for signing Calais 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 no application to
instructing handicapped children.

His book club ané magazine purchases were examples:

Q. Okay. Thank vyou. Ma. LediZner, I'm showding
you a senies of checks drawn on The Cafais School
account and signed by Lionel ledtnen, which we'll
nefen to as Exhibit C-9 Lin this proceeding. They
are check Nos. 7689, 7744, 7558, 7297, 7080,
6775, and ask you Aif§ you can krecognize youxr
sdignatune on those checks and could yeu Zell Zhe
Commission who the payee on those checks 4is8°7

A. The payee is the Book of the Month Club,

and it's my signature.

0. 1 show you anothen senies 0f checké.ﬁ&om the
same exhibit, check Nos. 7954, 783, 7585, 6854,
6724, and 1 ask you who Zhe payee on those checks
45 and whethen you Aiéned them.

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

Q. And to where were those books delivened thaz
&e&pona to Zhose checks?

A. My residence.
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Q. Some o0f the titles of Zhe books involved,

according to the invodices, are The Rockefdellers,

Moscow Fareweff, Moshe Dyan, BLind Ambition,

Face o4 Baxtzle.

Ane these books used forn the business 04 The
Cafais School?

A. The practizce relative to purchase of books
by myéelf 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 also regard my-

self as a member of the staff.

0. They ahe used for the educational background

0f Zhe stafd shall we say?

A. Some -- they may.

Q. And houw Lowg does Lt zake you 2o Zurn zheose
books oven 2o Zhe school?

A. Varies considerably. I hav% turned over
many, many books and periodicalé that are ac-
guired in this fashion and others that I have
acguired personally over the years. There's
no particular pattern to it.

Q. 1 show you, again, what's a portion of
Exhibizt 9, check No. 7662 and 1T ask you whezhen
you signed that check, the amount of Zhe check,
and;wha the pauee 4Ls.

A. Tennis. TIt's my signature and it's §23.
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0. 1s that a Caladis Schocl check?
A. Yes.
0. 18 Tennds magazine Zunned cver 2o the schocl?
A. VYes. |
'Q: 14 it nead by zhe studenzs?
A. I wouldn't know.
14 41 nead by the instructons?
A. I wouldn't know.

XX XX

Check Pavouts Followed "Global Pattern"

Another Calais School check introduced into the hear-
ing record -- signed by Mr. Leitner for payment of $261.66
to Jabberwock---caused the witness to discuss his pattern
of allocating “school" and "personal" costs. Counsel
showed the check to Mr. Leitner:

0. 1 ashk vou if you hecognize that check.

A. Yes. .

Q. And can you tell the Commission what L% was

fon?

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

9. 1In yoLn home?

A. Yes.
"COMMISSIONER POLLOCK: Doesn't Zhe fineplace
haﬁé a §Lue you can close?

THE WITNESS: 1£'s not adequate. 1%'s s2ill



-35-

drafty. As a matten of fact, 1 have added a
heating unit as well fust outside zhe {Lnepﬂaca.
0. Did Zhe boand oﬁ Zrhustees at Caladis make
that decisdion oxr did wou make that decisdion?

A. I made that decision.

COMMISSTIONER LANE: This two-sixty-one-sixiu-
s4ix, was Zthat the entirne cost of the undit.

THE WITNESS: Ves.

COMMISSIONER LANE: The cost wasn'zt allocated
between Zhe schocl and the wornk done in that
cffice fon Zhe schoel, Lin accordance with ycuhr
Zesztimeny, and cther wesk done by your wdife
individually as a docZor?

THE WITNESS: No, 4%t was nct, &4r. The allocazticn
0f expenses are ncit necessardly Ltem-bu-Ltem and
expense-by-expense, but we folLlow a mcre global
paiiein.

COMMISSTONER LANE: 1 fake {1t Zhat that Zhere ane
times ycu Andividually pay §or things that go Zc
Zhe school?

THE WITNESS: Nc¢. I'm Zryding 2o say that at the
Egbert HiLLs s4ite we make a ghreat many expenddi-
tunes, Zhe predominance ¢f which we pay fon
personally and an amcunt we consider heascnable

we have padid by Zhe school.
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Paintings Charged to "Books/Supplies®

The witness was shown separate Calais School checks
he signed, one for $845Aand one for $955, payable 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. Whene ane they Located?

A. They are located in my office.

9. And check No. 6965, in the amount of Thirteen-
hundrhed-and-three doflans, dated 9/21/76, payable
2o A. Konnad, s4igned by Lionel Leditnen. Do you
recogndze that check and what was that fcr?

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 Zhe school made the decision %o

invest Lin these painiingé. Did you mean that Zhe
school was using that as a means of AnvesimenZ?
A. I don't understand your significance of what

you're saying.
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Q. Did the boand of thustees decide 2o Linvest

in ant wonk asd opposed fo puiting some money 4Ain
the school, 4in a bank account, orn L& that in
addition to a bank account, if{ you could ex-

plain Lt7?

A. Well, the school developed a certain amount

of surplus funds, the predominance of which are
needed for cash-flow problems. 2 modest amount

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

hold value.

0. Does your wife also have objects of ant 4in

her offdice Ln your home?

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

she has a clock, an antigue clock.

Q. ALZ night. ©Does Dr. Kesnen have any ani objects?
A. He has no objects that wou&d have been procured
by The Calais School.

0. 1t was decdded that the objecis that were used
ast a means 0§ 4invesiment would be plLaced 4in the
offices Lin Egbent HLLL?

A. Yes.

Q. Okay. Do you know how those paintings, by the
wﬁy, wenre charged £o youn expense repoai Zo the

Depantment o4 Education?
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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. Boqhé and supplies they wene charged 20?

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

0. On that expense nreport, Ls Zherne any Line
fdon othen?

A. Yes, there is.

0. 1In other wonds, 4§ you wanited Zc¢ break 4% out,
you could have?

A. Of 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 account that
she deemed appropriate and it would go into

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

of accounts set up included séﬁething called
other.

COMMISSIONER POLLOCK: Mn. Lledifner, excuse

me. VYoun funds {for Tﬁe Cafais Schoof come gaom
the Sitate c¢f New Jen&ey and the sending school

distrnicts, do they not?



THE WITNESS: Yes, sir, they all come from the
sending school districts, and the ones that come
from the -- from public institutions all come

from the local schoél districts.

COMMISSIONER POLLOCK: These are all monies sent,
tax monies, thazt ane sent to you through %he

needs of the 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.

COMMISSIONER POLLOCK: And you took some 0§ Zhese
monies and puxrchased paintings and bronze statutes
and antique cfocks; L& That a Zrue statement?

THE WITNESS: That's a true statement.

COMMISSTONER LANE: We might as well, while we're
on the subject, f§4ind ouf who made the decision 2o
buy these paintings and othenr ijecté 0§ ant.

THE WITNESS: These particular ones, I did.
COMMISSTONER: ALLZ ndight.

THE CHATRMAN: Well, did any o4 Zhe othexr membens
of the school know that you had made that decisdion?
THE WITNESS: Well, subsequently my wife and Dr.
Kesner.

THE CHAIRMAN: Prion 2o the decisdion, did Zhey know
that you were going to 4invest, ftake mondies from The

Calais School --
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THE WITNESS: The ceneral concept of investment.
THE CAAIRMAN: Buz.it was net known by them?

THE WITNESS: The ceneral concept of investment
was known. Specifically these particular items
were not known.

THE CHATRMAN: Wene anv of the teachers advised
at the school that Znese art works exdisted 4in
your home for the education 04 the children?

THE WITNESS: These objects were not procured for

the education of the children.

Weedkillers, Insect Sprays, Gardeners...

The hext.public hearing episode involving expendi-
tures by the Leitners out of the public funds of the
Calais School beg;n with Leitner's identification of
a Calais S8chool check in the amount of $41, payable to.
Agway Supplies.

Mr. Leitner said it was "entiéely possible™ that
the checks were in paymeﬁt for -- as Commission counsel
explained the invoice -- plants, carden tools, trays,
poison ivy spray, weedkiller spray, hornet killer spray.
The ¢uestion 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-

plained, these purchases reguired a visual depiction of

the Leitners' Egbert Hills estate:
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Q. Mn. Leditnen, since 4% may become nelevant to
talk abouzt where the weedkillen was applied on for
othen mattens, 1'm going to ask that a chant* of
your resdidence be pﬁaced up. 12 44 not pergectly
in detadil, nor in scale, and was prepared essen-
tially by a fonmen employee of youns forn the
Commission.

14 4t does noi depict younr house and grhounds
in any panticulan nespect, pernhaps you could
change it now, but if L% does, juszt fox zhe
purpose 04 checking, Zhen we can Leave LI as
At 4s. Maybe vou can answer the question.

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

COMMISSTONER POLLOCK: How many achres are we
talking about?

0. 6.97°7

A. That's correct, approximately.

Q. Do you know wherne the wegdkiﬂﬂen was applied
on Zhose ghounds?

A. No.

Q. Did you apply L£%.

A. No.

Q. Who applied LZ%.

A. I really don't know.

*See Exhibit, P, 4la
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Q. Showing you a series of checks which axre
anothen pant of Exhibit C-9 fon the punrposes of
identificazion, Zhe-{§inst Zwo chechs, 6885,
dated August 29%h, f976, and 6967, dated Sep-
Zemben 20, 1976, anre payable Zo Dan ALfLen, A-L-L-E-N,
and Zthe second fwo checks, 6825 and 6743, dated
August &xh, 1976 and July 8th, 1976, nespectively,
in the amounts of $248.75 and $200 even, neépec-A
tively, payable 2o Diane Goaman.

1 ask you 4§ you recogndize that sernies of foun
checks.
A. Yes.
Q. What wene those checks fon?
. For cutting the lawn.
Those are Caladis chechks?
Yes, sir.
Where was Zhe Lawn cut?
Wherever lawn was cut.

ALL of the fLawn at Zhe Egbent HiLLs site?

PP R YooY

. Whatever portion of the lawn was cut was

cut.

Q. Well, did they 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.: They did a sartisfactory job during the summen

cutting the Lawn. VYou had no complaints, did you?



-43-

A. Reasonably.
Q. Okay. What else did Dan ARZen and Diane
Goaman do?
(Discussion held Eetween 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 Zhey put in -- did Dan AlLLen put in a
sLate walkway?
A. Oh, he may have,
Q. Regerning to Exhibit C-4.
A. Yes.,

They boih got $2.50 an houn, 44 you necall?
A. Sounds appropriate. }
Q. Those checks total $654.25 and hrepresent a
porntion of the summen, would you agree with Zhat?
A, Yes.
THE CHAIRMAN: Agadn, Mrn. Leditnen, the sofe
purnpose would be the fact that your office L8
Locazted 4n the house? .
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.‘:Showing you anothen senies of checks which

arne a portion of Exhibit C-9, and Zhey are check
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numbens as folfows: 6798, 7116, 5655, 73446, 5799,
6364. They ane dazed in a perdiod of Zime from
April of 1976 zhnough Novemben, 197é, and zhev
ane alf payable to Lawn King. ALL ovf Zhem anc

in amount of $267.75 with zhe exception of cne
check, No. 7346, which 48 4in the amount $297.65.
They ane all Calfadis Schocl checks signed by
Lionel lLeditnex.

1 would ask you, §4rnst, Lf you recognize Zhem,
and then ask you zo teff Zhe Commissicn what Zhey
wenre fon. There 46 a -- the tozal amount L4
sixteen-hundred-and-2hintu-s4ix dollars and
fornty cents.

A, I recognize them and fhey are for treating and

restoring the central lawn area, approximately one

acre.

Q. Refexrning 2o this bottom porntion of Exhibiz

C-47 )

A. The proportions are grossly distorted.

0. Okay.

A. But in that general configuration.

Q. 1 ask you L{ vou ne;ognize, again, a porZion 0f

Exhibit C-9, which axre check Nos. 6711, dated

6/30/1976, 4in the amount of $2,137, and check Nc.
7217, dafed Novemben &xh, 1976, 4in the amcuni cf

$T§0, beth payable Zo Somerville Equipmenit Company,
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Can you tell the Commissionens what those checks
wene gon?

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

Q. And whene wene the -- was the Gravely tracton
mowen, that's a nide-on mowen?

A. It's a sulky-type mower.

0. Panrndon?

A. It has a sulky.

Q. A sulky?

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

2. Yes, sir.

Q. Did you use those to cut the grass?

A. Yes, sir.

Q. Did --

COMMISSIONER-LANE: Wene they used 10 cut grass

— /

at any othen site?

THE WITNESS: No, sir.

Q. D4id Dan AlLLen, Zhe employee who cut fhe grass,
also use those?

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

f was the time that he was cutting grass when we had

that.



-46-

0. VYou wouldn't disagree with his swonn state-
ment Zhat he did use --
2. ©Oh, no, no. 1I jast -
MR. STAVAGE: Sdince 1 have nefenred 2o 4it, Ma.
Chainman, T will add Mrn. AlLLen's sworn statement
on that fact and othens 2o zZhe necond and have
At manked.
THE CHAIRMAN: ALL ndight. 1 Zhink those state-
ments should be included.
MR. EINHORN: Can I get a copy of that?
MR. STAVAGE: VYes.

(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
Bills 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

. bugihess.
Q. The bedrooms?

A, Yes, sir.



School-Funded Trip to the West

Shown a Calais School check amounting to $1,220, which
he signed payable to Empﬁess Travel, in September, 1976, 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 accommodations 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 days in Los Angeles and four or five

days in Las Vegas.

A Consultant Who Was Also a Bfother—In-Law

But the interrocation brought out other facts about
the publicly-funded trip, incluvding an additional payment
to Mr. Leitner's brother-in-law. Mr. Leitner was pressed
for details: ;

0. And the school padid fon zhe entine tnip?

A, Yes, sir.

Q. Whene was Zhe conference Located?

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

pay for our -- when we were at Vecas for entertainment
or food or things like that.

Q..JOkay.

A, Excuse me.



Q.

-48~-

The Last quesiion was, where was the conference

Locazed? Was that L.A. on Vegas?

A,
Q.

It was in L.A.

Was there any conference fon the foun on five

days that you were Zhenrne?

A.

No.

COMMISSIONER LANE: How Long was Zhe conference?

0

<

How Long was Zhe conference 4n L.A., about

five days also?

A.

Q.

No. It was two days and a night.
Two days and a night?

Yes.

Do you hemembenr whenre 4t was held?

I think it was the Marriott Hotel, but I'm

not positive.

SRR

Did you atiend Zne Lecitunes?
Yes, sir.

ALL of Zhem?

No.

Whenre did you sZay in Las Vegas?
Ceasars Palace.

Check No. 7076, anoithen part of Exhibit C-9,

payable to Manten Rich, 4in the amount of $750

nelates 2o the same Zndp

What was Zhe check for, 4§ you accept my hrepre-

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

& handicapped family.

Q. Whe 44 Maxten Rich?

A. Marten Rich is my brother-in-law.

Q. He's marnded Zo youn s4is%ten?

A. Yes.

Q. He provided service 2o you 4in Los Angeles of
chauffeurnding; 448 that fain?

A. Yes.

Q. And Aintroducing you fo a teacher o4 the handi-
capped, 1 zhink?

A. Arranging and participating in meetings with us.
Q. And Zhen allowing you to share his Zhoughts on
being a member of a handicapped famify?

A. Well, it was a rather intensive involvement as
to his therapy, his problems, familial problems,
connected with it; type of emotional impacts, type
of health impactsvthat result, cross-playving problems.
0. Ane you saying, essentially, Zhat a portion of
the $750 was a consulting fee?

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

a convenient label for it.



Q. ©Did Manten Rich undenrstand what he was beding
paid 4or, do you zhénk?

A. Did he understaqa what he was payvinc for?

0. What he was beding paid 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 consicdered were of value, of considerable
value, to us and our relationship to a school
Gdealing with the handicapped and I volunteered
the payment to him for that.

0. Did you consdden Lt mere akin to a gift than
a pauyment?

A. No, sir, it was payment for services rendered.
9. Which he did‘ncz expect?

A. Which he may not have expecﬁed.

COMMISSIONER LANE: ©Does Zhe school distndicit from
which Zax menies come Zc your schocl, does any-
bedy in thazt disinicit know about this pavmernt --
THE WITNESS: ©No, sir.

COMMISSTONER LANE: -- fon senvdce? Does anybody
in the State cf New Jeﬁéey know abouz Li%.

THE WITNESS: Well, I know about it.

COMMISSTONER LANE: Any cfficial or anybedy
-employed by any depariment of Zhe Siaze of New

| Jen;ey know about 4% cther Zhan younseld?

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 cof zhe
information you recedved durding that consuliation
senvdice with any members of your sZadf at The
Calais 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 pavable 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~ex§enditure:

0. And that would have been one of Zhe adminis-

thative facilities, 1 would assume, Zhat would

be dvaifable 4in an emengency siZuazion?

A. No. We intended, we had planned to use that

in an adjunct capability, to bring children there



~52=

as well as to entertain people who have helped
the school and people who are in the field of
special ed for --

COMMISSTONER LANE: Awhom L8 4t used fon, Zhe

school?

THE WITNESS: Apart from entertainment aspects,

we have not, because when we had the series

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

there at that time, but --

COMMISSTONER LANE: Excuse me --

MR. EINHORN: Finish.

COMMISSIONER LANE: Finish up. What enten-
tainment? You nrefderred to --

THE WITNESS: Well, we had people 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 vou used Zthe Zenndis count
§on purely socdal reasons?

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

for the Morris County Mental Health Association.



-53-

THE CHAIRMAN: Have you ever used 4it, on have the

chifdnen ever gained the benefit of this expendi-

tune?

THE WITNESS: No, sir.

MR. EINHORN: May I have a moment, please?
(Discussion held between the witness 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 dinect benefit.

THE WITNESS: Well, they got indirect benefit

from it.

THE CHAIRMAN: My quesZzion then would be fo define

indinect.

THE WITNESS: They never played on it.

THE CHAIRMAN: They never plaved on 4it.

THE WITNESS: Right.

COMMISSIONER LANE: What's Zhe dinect?

THE WITNESS: The value of dealing with people
who have helped 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 Casual Living, as payment
for eight chairs for Mrs. Leitner's "office area." Mrs.
Leitner signed this check. Counsel Siavage wanted to
know what she did with the chairs on non-office occasions.

0. And they anre all in hen office?

A. They're in her office area. I think one is
in another room that is occasionally used in
.connection with work, but it's not the primary
office.

0. Does she move zhe chains out when she dees
hen private-pracitice business 4in hen office?

A. The chairs are moved in and out from time-to-
time. 'They're not heavy.

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

A. Excuse me?

Q. The question was, that ycu jusi responded Zo
waé; does she move the chairs out of hex off4ice
when she conducts her privazte pracidice 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.
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A. They may be moved onto a porch if they are to
be used at that moment, but this is their normal

position.

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

A. VYes. This is for carpeting covering the
stairs and foyer area leading to my office.

0. ALL night. Was it alsc Anstalled in the
hallway?

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

Q. Does it measuhre apphroximately 12 by 14
feet?

MR, EINHORN: If you know.

A. Sounds right.

Q. Dces Zhe check also represent payments fchr
undenrcarpeting, padding, Lin all -- in several
portions o4 the house; that L3, in five different
portions of zthe house?

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

What Vas Considered "Office Area?"

In guick order, Commission counsel had Mr. Leitner
identify a series of checks related to alterations at
Egbert.Hill, 2all 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 makiny a parking space
and pathway to the "entrance to the office area." Still
other checks amounting';o $3,100 were paid out of school
funds for carpentry, inéluding ftuccoed ceilings.
Commissioner Lane sought to pinpoint the areas of
such activities:
COMMISSTIONER LANE: And Zhose wenre 4in your 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 office.
COMMISSIONER LANE: 1'm sonny.
TEBE WITNESS: That was about it.
COMMISSIONER LANE: Ane you {findshed?
THE WITNESS: Yeah.
COMMISSTIONER LANE: VYou'nre not distinguishing, aze
you, between your wife's and youn office area as
opposed to youn office, are you?
Do you consdider the office area any Lanrgen épace
than the cffdice? .
THE WITNESS: Well, there's the foyer outside my
office being the office ~- being an g;fice area.
My wife's office primafily is the office itself
there, and there's a small connecting passage be-
tween the rooms that would be part of it.
- COMMISSTONER LANE: Do you consdiden Zhat all, very
definditely, school nrelated?

THE WITNESS: Yes, sir.
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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. o,

Q. Do you nrecall what that was gfon?

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. Tdile wonk in the bathrooms?

THE CHAIRMAN: The bathrooms anre 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 workeg in, frankly.
COMMTISSTIONER LANE: They are, that's part of

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

You need a bathroom.

COMMISSIONER LANE: 1 duppose 44§ you Live in

the buifding you need one, zoo.

THE WITNESS: Yes. We paid part --

MR, EINHORN: Okay.
EXAMINATION BY COMMISSINER LANE:

Q. This tendies of nooms and anterooms and &0

forth and stairways 2o rooms and doors fo hooms,

have you ever explained to anybody 4in the school
disZrict youn concept of this reloted office

dpace nelated to Zhe schook?
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A. No, sir.
Q. Have you even deschibed alf thaz 2o anybody 4in
the state?

2. 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 Schonl checks
signed by the Leitners for various activities that the
Commissioners found hard to accept as truly education-
oriented.
EXAMINATION BY THE CHAIRMAN:
0. Ma. Lledtnen, just keaping some nunning totals
hene 04 these checks that have been questioned and
substantially 4Ainvelve your net worth property,
total some $42,207.56. Axe you dindicating Zc us
Zhat thene ahe people focated in the school and
are tephresentaiive or An a hesponsdible position
with nespect to mahing decdsdions that are awahre
04 that total going 4inte your home?
A. Are there people aware of that?
Q Yes.

A. You mean officiallf?

Q. 0f§icially Ain Zhe schoolk.

A. In the Calais -~

0. - The Calais School.

A. Yes. I'm aware of it., My wife is. Dr. Kesner's

aware of it.
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COMMISSTONER LANE: Anybody else?

THE WITNESS: I'm not sure.

EXAMINATION BY MR, STAVAGE:

Q. VYou and your wife have a majority vote cn
the board of directonrns, don't you?

A. Yes.

further Personal Use of School PFunds

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 to
the school, ard 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
plans 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 Payouts

When Commission 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 in office areas, some not in office areas,"” some
paid for personally and some paid for out of school
funds. As for O'Donnell, Mr. Leitner said, "He did
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: If I can elaborate a little bit.

Ever since the school 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 hotel,
and that would operate during holidays and in the
summer period was inappropriate to have any office
space there.

When we first moved into the new site where we're
presently located, no space was available 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 resﬁlt 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 a£ this adjunct facility of the
school, capabilities for emercencies and so on
in connection with the school, particularly in
t+he administrative areaz, and since 2ll 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 buvilding, we are acain
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 ad-
ministrative area to provide some continuity

and a site that micht help us in the transition.

Polloeck: "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 Kill. 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 overall defense drew a blast of
criticism:
COMMISSTONER POLLOCK: 1 don'z know i§ you
can apprecdate fhe Ampact of hearding testimcny
04§ paintings, statues, sSwimming pool equdipment,
Zenndis equipment, Lawn canre, pensions, gifts
2o damify membens, Zrips, upon someone who L4
s4itting hene, Zhruydng tc 84t here, in an impartdial
way and fc assess what the appropriate way 2o
negulate a progham, a very noble, high-minded
progham such as this 4is, that the cumulfative
effect c¢f this 4is, 2o me, 45 ncthing Less than
appalling, and to hean you thy o depend Zhis,
1'£2 have to Zeklf you 4in alf candon, 4is also

appalling.

Leitners Not Often At School

John Ermanis, a college graduate and a certified
teacher of handicapped children, taught at the Calais
School from January B, I873, through June, 1I977. BHe
joined the staff as a $65-a-week aide but within a
year became the school's "crisis intervention”
teacher. His salary as a teacher rancged 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. Wene you there during a peniod of time that
David Lleditnen was on the stafd cf the school?
A. I can't say whether he was on the staff, but
he was present in the school at times, ves.
Q. How often did you see him dunring zthe time of
youn 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 gqualify my answer by saying
that I was in an isolated part of the school. I
wasn't on the academic floors.
Q. As farn as you hnow, he came in fwdice a week?
A. Roughly, ves.
Q. Okay. Do you kncw cf§ his duties whife he
was thenre?
A. From my understanding, he had a nature and
environment type class with the younger children
in the school.

XX XX
Q. How many Ztimes during a schoof year would you
dee Mr. Ledthen aﬁd Mrs. Lediftner on Zhe premises?
A. Together or separately?
Q. Lez's starnt with separaztely.
A;. Separately. I seen Mr. Leitner approximately

maybe three times a year.



Q. Three Zimes a yeahr.

COMMISSIONER POLLOCK: Thhree what?

THE WITNESS: Threé.times a year.

COMMISSTONER POLLOCK: A yean?

THE WITNESS: Yes.

0. And Mxrs. Lledtnexr?

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

Q. Agadin, Zhree ok goun, five Zimes a year?

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

I know. |

Q. Thazt's how many Zimes ycu saw them and you
wene a full-time emplouee?

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

Q. Did they toun the schocl when fhey came 4n
on these occasdions?

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

Q. He usually found gbu in the nemote pari of Zhe
buifding when he came 4n?

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. VYoun wife 48 a formen Zeacher thene, Zoo,
Lsn't she, at The Caladis School?
A. Yes.
0. How Long did she work Zhene?
A. She worked there six years.
Q0. From what perndod o what pendiod?
A. She ended '77 and she began -- I really don't
know when she began, but it was a total of six
years.
Q. 14 you know, did she see Zhe Leditnens on
the grounds mche Zhan you did?
A. To my knowledge, no, she didn't. She's expressed
that she hasn't.

XX XX
COMMISSTIONER LANE: (Whe nan the schocf while you
were Zthene?
TBE WITNESS: Jack Goralsky, Dr. Goralsky.
COMMTSSIONER LANE: ©D4d you attend facully meetings
under him?
THE WITNESS: Yes, I did, every day.
COMMISSTONER LANE: D4id Mr, and Mrs. lediinen evexn
appear at faculiy mee;Lngé?
THE WITNESS: Mr. Leitner, to 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 SCHOOL

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 enrollment, 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 of pupils,
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neurologically impaired and emotionally disturbed.

She said the board of directors usually meet only
twice a year "unless we call special meetings." 1In
fact, the board of direﬁtors recently held three special
meetings -- because of the S.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 salaries now were $25,000 for herself
and $22,000 for Miss Compton, "plus summers." The summer
compensation was based on the momthly salary rate, for
1876-78 at $2,500 a month for Miss MacGrandle and $2,200
a month for Miss Compton and in the previous year §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 stayed until March. One vear,
she recalled, they followed up their Florida vacation
with a two-week cruise in March. Miss MacGrandle whose
journeys with ﬁiss Compton were to become a major public
hearing topic, contended éhey were "working vacations:"

A. While I am in Florida all bills are sent to
me and I sign all the checks. I take the school
checkbook 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. 2also I
handle all the tuition billings and mail them
back to the school Qeady to be going -~ to be
mailed.

Q. VYou handle wniting the chechks and the tuition
bitiings while you're in Flordida?

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

Q. VYou'ne in confact with zZhe schoolf at Least every
cZhen day?

A. Yes, right.

The Vacations Were At School Expense

It 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, 1976; $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. Okay. They obviously are payments 2o Gulf
. 0Lk Coxponazion. Can you Zell the Commissionens

§on what?
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A. Gas and oil charges and possibly others. I

don't know. Gas and oil charges.

Q. Gas and 0if charges §or what vehicle?
A. The Dodge van. .’

Q. And what yean 43 that Dodge van?

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

Q. 18 4%t owned by the schook?

A. Yes, it is.

Q. Punchased by the school?

A. Yes.

0. Do you take that van to Flordida?

A, Yes, we do.

Q. And do you pay the gas charges Aini. that van

when 41's going 1o Flordida with school {funds?
A. Yes.

X XXX
0. There L8 a Zrip that begins 4in October. On
Octoben 12th is the §inst gas punrchase going down,
apparentlfu going down Zo Flordida because theyzaét
purchase 48 in FLornida, and Zhen thene are Lnvedices
coming back from Florida appeanring to arrive 4An
New Jersey on Novemben the 6th. That would be
a four-week peniod 4n Octoben and November 4An
1976. Do you recall Zhait tnip?
A. Yes.
~ Q.. Okay. And that was diffenent from the ZTadlp

that vou took in Decemben and January --
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A,  Yes. o
Q. =-- and February? What was the purpose 04

that tnip? Was that anothen vacation?

A. 1 presume that-was the time Miss Compton's

niece was killed. I'm not sure.

Q. Hen Lease wherne --

A. Her niece.

Q. Her ndiece was kilfed? }
A. Right.

Q. VYou went --

A. In an.automobile accident.

12

You went down o Flerndda §oxr a month?
A.  Um-hum.
0. Was 4t common fon wou ¢ go An the fafl dunrding
othen schocl years?
A. Not usually.
Q. Did zhe schookl also pav §for a plane adide bachk
grom FLoxrdida en cne occasion forn Miss Compien:
A. Yes.

Counsel next showed Miss MacGrandle a series of
Diners Club checks, written against the school account in
December, 1976, and February, 1877, in the amounts oI
$302.89, $84.63 and $62.51.

Q. 1 wonder 4if you -recall what they wenre fon?
A. The same as the Gulf.

Q. Was one for ~--

A. Travel expenses.

0. ALL night.
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A. and --

Q. Was check No. 3016 forn Miss Compton's ainline
ticket? -

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

Q. VYes, 4Lt 4s.

A. Then that was the time that she was needed

at school.

Q. Okay.

A. And she flew back

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

Q. The crudise, was Zhat Ain the 1976-77 school yean,
Zhe past one did you say?

A. I don't think so.

Q. 1% was the yean befone?

A. I believe so.

Q. How many weeks are Ain the school calendar for
Lincofn School?

A. I believe it's 44 weeks in the school year.
0. And you spent approximately at Leasit, Ain Zhai
year, about a founth of that time 4in Florida?

A. Is that what six weeks would be?

Q. Well, Lt's Zen, s4ix and four. There wenre Iwo
vacations in that yean.

A. "I don't know, That's about right.



-72-

Travel Charced to "Tires/Repairs"

Counsel asked if Miss MacGrandle recalled how the
Diners Club check for Miss Compton's airplane ticket was
"expensed in your repo£t 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. T4 1 zold you 4% was charged to Zines and
ﬁepainé, would you disagree with me?

A. No, I would not.

Q. Ane you the one that charged it o tines

and repadins?

ZA. I would think so.

0. 1s there anv panticular reason --

A. 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 Dodoe, Inc., in March, 1976. Miss
MacGrandle confirmed the invoice of $4,463 for the wvehicle.

Q. Do you recall, did you have any patt to play
in the putchasding of this van, Miss MacGrandle?
A. Yes, I did.

Q.: And what was the punpose o4 Zhe purchase 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. 1% wasn't fch the purpose of Zransponting
chitfdrien?

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

Q. What kind ¢4 matendials did you want to trans-
pont in the van? 1 think you sadid furnditunre.

A. We transported desks and chairs from Morristown.
We also transported materials that we purchased at
the Shop-Rite. We picked up furniture and eguipment
that we bought at a -- at an auvction 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.

0. Was the foun-speaken AN-FM sienreco tape deck

put in Lt fon Zthe childhen on forn the Zranspornting
purposes or whait was it --

A. I don't know.

0. Okay. Did you become aware Zhai therne were cen-
fain seat cengdgurations that would be placed 4Ln the
uaﬁ when you purchased Lt?

A. Different than the ones that were already in it?
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Q. VYes. Llet me explain it to you. Aztached
2o Exhibit C-13 4is Zhe brochure fon the van.

A. Um-hum. '

Q. And a% Page 7 thene are fcun different kind
0f seat configuraiions nanging frem a give-passen-
gea configuration up to founteen-passengen con-
gigunation in about the same vehicle.

A. We have this one (indicating.)

Q. The five-passengen?

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

Q. Okay.

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

Q. VYou weren'zt thinking oo much about thans-
porting Zhe chifdren, then, with the §ive-seat
conflguration?

A. No, no.

COMMISSIONER POLLOCK: Did you evern use it fonr
pernsonal use?

THE WITNESS: Yes, we have.

COMMISSTIONER POLLOCK: Ever taken i%f ou of
the state? U

THE WITNESS: Yes, we have.

Q. VYou Zake Lt wizh you every fime you geo Zo
Flonida, don't you?

A. Yes,
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THE CHAIRMAN: And, 4in {act, you spent some two-
and-a-hal{ monthé‘in Flordida and that van would
be down there fhaz perdlod of time?

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

THE CHAIRMAN: Ovex zhe pendod of Zime you would
“be travelling down, you would stay with the van?
THE WITNESS: Yes, it would be -- it stayed 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:

0. Have you ever padid Ma., Schaan personally

dor any kind of work?

A. No.

0. VYou have afways padid him with school funds

no matten what he's done for you?

A. Yes.

Q. Has he ever done any werk on your personal

nesdidence?

2. Yes, he has.

Q. Where do you Live?

A. T live at 50 Clover Hill Road, Millington.
9. 1In MilZington. And do you £ive alone?
A

. No. I live with Miss Compton.
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Q.‘ Okay. What has Mr. Schaan done §on you at
the nesidence at the CLoven HilL Road?

He built a porgh for us.

He built a ponéh?

Um-~hum.

In gront vf Zhe home?

No, in the back.

In zhe back. 15 it an enclosed porch?

S

. Yes, it is.

COMMISSTONER POLLOCK: Heated? 15 it heazed?

THE WITNESS: It has electric heat in the

base.

Q. Okay. And that was paid fon with schoof
funds?

A. Yes, it was.

Q. Okay. When was that addition put on?

A, 1974, I believe. '737

Q. VYes. T'LL negresh your recollfection. The
dates of the checks are Manch 11th, 1974, Aprnilk
22nd, 1974 and June 11th, 1974. ©Does Zhat comport
with youn necollecition?

A. Right.

Q. And the Zctakl amd&nx is, the amount o4 Zhe Linvodce
No. 157, which is part of a Larger exhibit in Zhis
proceeding manked C-12, 4s 4in the amount $7,657.

A.. Um-hum.

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

Q. Okay.

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

Q. Okay. Did you white those checks --

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."

Q. VYou axre 4in the dog nradisding business; Ais Zhat
cornect? |

A. No.

0. Okay. Do you show dogs?

A, T 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.
0. VYou own any dogs now?

A. Yes, I do.
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Q. Okay. How many do you own?

A. Four, five.

Q. And does Miss Compton own any?

A. Well, we sharejfhem.

Q. VYou share them?

A. I don't know who they're registered in. Some-
times they're registered in my name; ‘sometimes
her name.

Q. Where are the dogs Located, on Clover HiLL?
A. Yes.

Q. In a kennel cn inside the house?

A. Inside the house on the porch.

Q. Do you have anyone aftend Zhem whife you're
away working?

Z. Not really.

Q. What do you mean "not realfy"? Dc you have
somecne attend them oa 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 "entitled"
to a $7,000-plus addition on‘their house paid for out
of Lincoln Schoel funds.

COMMISSIONER POLLOCK: I zhink we should hean that.

COMMISSTONER LANE: We want the {acts.

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
school without pay and at a nominal pay to start,
and we had purchased a creat deal of materials and
eduipment 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 int® the hospital and we would have to
live all on one flecor, and we have a split-level,
as you see, and she was going to the hospital for
a major operation, and we felt that she would not
be able to 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:
Q. VYou felt you were entitled to Ax?
A. Yes.,

MR. OSMUN: Were there any notes for those
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 schooi was opened
in September of '70, but prior to thut you cannot
open a school withiho equipment 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 ;nd when we
could, and so we sort of felt that, well, that
would be a repayment of that money that we had

paid into the school.

However, Miss MacGrandle never told anybody -- neither
the stéte 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.”

COMMISSTONER POLLOCK: And was there -- what

I'm cundious to know £4, how was this expendifune,
$7,657, heflected in your reporz %o the state?
What did vou classify 4% unden?

MR. OSMUN: There was no report reguired at

that time.

THE WITNESS: Oh, there was no report reguired
at that time. There was -~ I think we only

started with budgets and reports to the state



the following year, I think.

COMMISSIONER POLLOCK: So that nealfly --

THE WITNESS: We did not need any budgets

or reguirements orzget any directives or any
guidelines from the state until -- until

when? Until --

MR. OSMUN: 197S3.

THE WITNESS: Until 1975. Until 1975.
COMMISSIONER POLLOCK: When, Zo youn knowledge,
was the finst time that any public official
elthen 6nomﬂzhe State of New Jensey orn fsrom

a sending distrnict Learned of this expendifture,
$7,657 fon an addition to youn 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 ever said to

us at that time.

COMMISSTONER POLLOCK: ©Ddid you particdipate

in that audit?

THE WITNESS: Oh, absolutely not.

COMMISSIONER POLLOCK: ©Did ycu communicate ox
speak with any of the people from the sifate?
THE WITNESS: No. ’

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

THE WITNESS: I do not know.
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XX XX

Q. Okay. And you-are fhe business managen and

you did not prepare the cost nepont, the expense
nepont?

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.
Q. 1 see. VYou gave Zhem the {{gures out of the
ones that you had 4in youn books and neconds?

A. Right.

Q. They put them 4in the night columns?

A. Yes, they put them in the columns.

Q. They put them 4in the columns. 1 mean, you'ne
8TLLL not sune whethen they are the night columns?
A. I don't know whether they are the right columns
or not.

Q. Thenre 4& an Litem on Line &50 cattéd other fixed
charges 4in the amount of $20,533.32 and you have
been asked about that prion 4in executdve sessdiovn,
have you not? .

A. Right.

Q. What does that hepresent?



$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.
Q. Which was made by you?

A. Which was -- yés.

Q. To the school?

A. I loaned the money.

Q. To Zhe schood 4in the eanly pant o4 zthe team
of that yean?

A. Right.

0. To hefp with zhe cash {Low problLem?

A. Right.

Q. And somatime dunding the yean you expensed

i1 and the school paid you back out cf state
funds?

A. Right.

Q. And zhen you heporied that as an expenditunre
Zo the astate, connect?

A. Right.

Q. And fthe schoof Aincunrred safanies. Was Lt to
cover salardies dunding that yean?

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

Q. Do you undenstand that as a nesult of this
gecounting procedune the school esseniially got
$40,000 duning that pendiod now?

A. How can they get forty? 1It's twenty.
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0. VYou Loaned zhem twenty 4Lin the beginning of

the schoot yean.

A. Yezh. P
Q. And then --
Ao I - -

Q. Then the state gave them twenty, but it was
a Little bit Later on.

A. 7T don't understand that. The state gave them
twenty? The money was returned at the end of the
yvear.

0. The money o cover youn budget which you sub-
mit in Septembex comcé~énom‘zhe'AZate, connect?

A. Yes.

Q. And 4t 48 4n response to a budgeX nequest that
you make of Zhe state, correct? .l B
A. Yes.

0. And 4t 4Ancludes all your expenses {for Zhat
yean? |

A. Yes.

Q. ALL night. 1In this panticulan yean you gave Zhe
school $20,000 bedore the state gave you any money.
A, Yes.

Q. And Zhen the state paid afl of the expenses o4
the school that year, cornect?

A, Yes.

Q. And 4in addition gave you the $20,000 back?

A. Yes.
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Q. Okay. 1In essence, you ovenstated your ex-
penses by $20,000 as a nesul? 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 nursemaid for her mother.

0. Would the papenrns -- strike thaz, the books
and neconds of Zhe Lincodn School discfose salary
paid Zo one Ruth Burnet? Ane you familian with
" that?

A. Yes.

0. D¢ you recall what perdied o4 time Ruth Buanet
was being paid by Zhe school?

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

She started being paid by the school, not on the
payroll, but by the school, on October 15th of 1973.
She was placed on the pavrell on ARpril 1st of '74.
Q. ALL night. Wait a minute. Now, Miss Compion,
Let me szop you right thene. The §4inst time she
was on the payrcllf of the Lincoln Scheof was Apadl
Tat, 19747

A. 1974, ves.
0. AfLL night. And she started 4in whail capacdiy
prion 2o zhat? 1 didn't get that.
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A. She was on -- she was just paid, just paid
-=- not as a payroll. She was not on payfoll.
Q. She was nct on. the payroll, but she was
paid by zhe schook?

A. Yes.

Q. Did she geZ any different amounts of money
duning Zhe pendod Octoben 15th, 1973 to April
182, 1974 than she did subsequent tc April,
'74 when she actually joined the payroll?

A. I don't have that information. I'm sorry.
Q. Okay. What was the reason for not putiing
her --

A. I do have the total she received from October

15th to April. Would that help?

r’

Okay. What was zthe 2otal? VYes.

A. Total was $2,593.

0. What was the neason for nct having hen cn
Zhe payroll?

A. She was not working for the school.

Q. But she was beding padid by Zhe school?

A. Yes,

Q. What was she doiqg £o --

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

0. Did she continue to fake care of§ your moihen
subsequent 2o the fime when she went, actually

went, on the payrnoll of the school agten 1/23/747



A.» No, she did not. '
Q. She ceased completely?
A. No. Actually, I would say that she was about
one month because f had .thought I was going into
the hoséital in April, and I éidn'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 take canre 0§ yourn mother fern a while?
A. Yes, for --
Q. Aftern she went Lnto the school pay?
A. For additional payroll, yes.
0. How Long did she nemain on the school payroll?
A. Until March of 1977.

Just this past March?
A. Yes, ves,

Why was she taken off the payroll?
A. I felt that her duties were no longer necessary
to the school.
0. And was 4t also because of the {act that hen
presence on the payrolf had been exposed 4in some
mannen?
2. Partially, yes, that too, and didn't want to
subject her to the embarrassment.
Q. She actually went on the payroll of the school
in Apnil of 1974, and you said wonked, s1ilf worked,
as- a nurnse fox youn mothen fon about a perded ¢f
a.monzh.'

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

Ait's two months and that it Lasted up until

May 23nd, 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 siék.

Q. Hen entrdies 4in the nunsing home, which younr
mother was Ln, by Miss Buanet to visdt younr moithen
in 1974, progress notes on Lhe daze May 1, 3, 4,

6, 7, &, 9, 10, 13, 14, 18, 21 and 22.

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, and she came
home and took care of me &t home and answered the
phoné and carried records back and forth for me,
helped me interview peopie that wanted jobs and
things of that sort.

Q. Okay.

A I guarantee it.

Q. What wenre hen duties at the school aften May

cf 19-- 5

A. She didn't really work at the school. She worked
at home, took things back and forth 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. wode you descrdibe hen -- 1 don't mean to be
unfain. Would you describe hen essentially as
a female valet 6on"you?
A. I would say thﬁt was partially it, yes. Yes.
She helped me to keep the school going.
Q. What was her monthly wage between Octoben,
November, 1974, and March of 1977, 4i4 you know?
A. I don't really remember. I could maybe look
it up, but I don't remember. I don't have that
record with me. They have never chanced. The
waces have never changed since she was on the
péyroll. She never got an increase in salary.
She always stayed with the same salary.
Q. Would apprcximately $7,000 in 1976-77 be --
A. Seven something. 7
Q. =-- . a fain eétimage?

A. Seven something, yes.

wWho Really Ran the School?

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

COUNSEL STAVAGE:

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

the school when Miss Compton and Miss MacGrandle

were not there. Iaaiso 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 respensibilitu
while you weie at the schoel duning that perdiod

0f time?

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

took attendance and sent the reports to the district
with the bills, and I was delegated by Miss MacGrandle
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 Miss MacGrandle to pay

the monthly bills, such as the o0il or electricity,
whatever, but they were already signed by her ang
made out to the company. I just filled in the amount.
Q. Fcn how Long a perdiod of Zime, Ln your ex-
perience, durding the calendar school vean Septemben
2o June wene Miss MacGrandle and Miss Compton 4n
FPonida? |

A. 1I'd say they were away a minimum of three times
during the school vear, totalling an overall period
of two to two-and-one-half months.

Q.' How much Aintenface did you have with Mis3 Compzon
and MacGrandle whife they were 4in Flordida. Did you

talk %o them on the phone whilfe vou wenre nunning Zhe



-9]-

schook?

A. Yes. 1I called them, and one of the occasions
Miss MacGrandle -—:Miss Compton flew back, and I
don't recall any eﬁergency at the school. I think
it was for personal reasons. I couid -- I'm not
sure of that, and I took her back to the airport
‘about four days later.

Q. And what did Miss MacGrandfe's ginancial ne-
épOnbibiZiZieélconbibt 04 while she was 4in Flernida?
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
mornthly bills when she left me the checks, and
she left me the payroll also. I paid the teachers.
Q. VYou did basically eﬁenything of a financial
natune?

A. Well, I handed out the éhecks that she had
left for me, yes. That was my involvement.

Q. Did she stilk sign the checks and send them
2o you from Flonida?

A. Well, usually payroll was the routine thing,
énd she made ﬁhem out before she left and said,
you know, when paydaylcomes, please distribute
them. ‘

Q. Did you also handlfe Miss Compton's duties?
“A.- Oh, yes. |

Q. What wene Miss Cdmp;on’é duties.
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A. Well, Miss Compton was involved in hiring the
teams. She was involved really in running the
program aspects of the school. We often con-
sulted because I wag interested in programs

and doing the best we could for a youngster,

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

Q. Essentially, wene you doing Miss Compton's
fjob, Miss MacGrandle's fob and Dr. Luste's

job during the perndiod c¢f time when they wexe

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

0. How much wenre you bedng paid?

A. T 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 eaéh one is for,

but I know we call Massocchi many times to

have children sent back, taken home from school,
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. VYcun answer to.the question is those checks

are fon thansponting chifdnen?

A. And we also 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 to use
Massocchd when you had the school van in Flondda
also? |

A. Yes, but we don't -~ when were the checks dated?
Q. The checks, again, were Decemben c¢§ '76, Manch
152 ¢f '77, Manch 15%h 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 fall and in the spring
of the year.

Q. Why wene you paying Massocchdi 4in 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
your nesdidence? |

A. Yes, I do.

The School's Van Was for Personal Use

Lee Dodd of Randolph, the general manager of Morristown

Dodge, a l0-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 reguired 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 you expfain 2o the Commissionens how

you'ne gamilian with L1?

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

Q. Based on the equipage o0f this particufar van

in question, and based on your experdience, dc you
have an opindion as 2o whethen this van was purchased
g§or school use cn pernsonal use?

L. Yes.

Q. What 48 Zhat opindion?

A. Personal.

Q. Unequivocally?

A. Absolutely.

EXAMINATION BY COMMISSIONER POLLOCK:

Q. What do you base Zhat on?

A. The particular eqﬁipment involved is not recguired
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 rquirement 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 Education,
Transportation Division.

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

0. 1 have C-132 4n front of me and T see some
othen items on hene and I'm goding Zo have to ask
the question because 1 don't know the answer, but
-1 note Zhene's adin-conditionding. T& that a normal
piece of equdipment in a school bus ok vahicie used
2o trhanspert children?

A. I think that air there would be a little broad
because of the fact that depending on what the
school is, if you'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 the AM-TM stereo %ape, foun-speaken?
A. That's not a normal piece of eguipment, no.

Q. Tdinted glass?

A. It is reguired on the 15-passenger vehicle,
but not on this vehicle.

Q. What about an extended noof by Travel Trailen
Centen with carpet trnim; 44 that a noamal piece
0§ equipment?

A. 9¥No, sir, it's not.
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THE TESTIMONY - JANUARY 19, 197§

Preface

The Commission turned its attention from non-public day
schools 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 £0r S.C.I. Charman Rodriguez's statement
at the beginning of the second day of public hearings on

Special Education:

THE CHAIRMAN: = Usually during 4{t's public hearings
Zhe Commissdion proceeds from one day's sessdicn Zc
Zhe next wdithcut pause §or an intexrvending statement.
Howevern, thdis morring 1 want 2o make a brie4
cbsernvation befcre we resume publdic Lngudruy Lnke
dubicus practices and prccedures bv some privaie
sdchools and of the Linadequacdies of goveranmental
controls oven the disbdbursement and expenditure

04 public funds fon such schools.

For zthe sake of cfardity and equdity, 1 want 2o
indicate at this midway point that there now may
devefop a distinction between the evidence that was
put into yestenday's public hearnding recornd and
what will be necorded today. For more Zhan f4ve
hours on Wednesday centain non-public school
opernatons Zestified -- "confessed” mighit be moxre
apropos -- that they callously diveated public
funds appropriated for the benedit 04§ handicapped
chilfdren 2o their own pexrsonal advantage. Thus,
yestenday's heanding concenthrated on examples of
obvious abuses o4 the system. Today there will
be a different emphasis: On the need for mgre
adequate admindstrative direction and contril of
Zhe system. Testimony wilf be fornzthecoming about
non-public school practices Lnvolving funds
which may or may not be Legitimate bui which pro-
voke the same nagging quesitions as arose vesterday

"about the integrity and credibifity of Zhe non-
public &choof reimbunsement program. We expect
2o iltusinate how centain non-public school
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practices supergicially conform with statutony
and administrative nequinrements, yet nonetheless
gall shont ovf the stnaightfoawand, aboveboand
standards Zhe Zaxpaying publfic has eveny night 2o
expect. No potentially defective vetr technically
cornecl openaticn should prevad!l 4if it even
thneatens Zoc produce unsatidfactory nesults,
panticularly 4n such a sensitive f4ield as the
educational betteament of more than 5,000 handi-
capped children. No system of allocazing and
expending public funds should continue unchanged
that allows Less than arms-Length thansactions and
potential, 4§ not actual, ccnflicts of Linternest
because of conditions which, 4in centain areas,
invite nathen than nepel misconduct. ’

Today's neview will coven a more complficated
facet that wifl balance oun overall cenditique and
broaden the scope of§ the Commission's subsequent
necommendations fon both Legislfative and negula-
tony negonms. .

MANOR WOODS -ACADEMY

The Commission called as a witness Mrs.'Annmarie Farrell,
the administrator and 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 staéement 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 -- most}y acguired while running their
school for the handicapped,was‘put into thg 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 oﬁeration before she took full charge just two weeks
prior to the Commission's pubfic hearihg.

Mrg. Farrell testified that she and her husband own

‘and operate a campground, "The Olde Stacecoach Trail," a
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"rFecreational-vehicle facility for families" in Mays Landing.
They recently purchased a liguor store adjacent to the Manor
Woods Academy and a seafébd restaurant in Weymouth Township,
a community which adjoins Mays Landing.

0. Do you have any oZther business ca occupation?
A. VNot that I can remember at the moment.

Q. ALL night. Dc you own shares in any
cehperaticnsd which ahe Lnceraponated 4in the State
of New Jenseu?

A. Yes. Mr. Farrell and I share 50 per cent
each in the Ecolocical Improvement Corporation.
Q. ALEL night. When was that coapcraticn inccr-
porated?

A. I think it was in 1975.

Q. And dces thei own certadin Land and bulfldings
in mundedpalities cf Weumcuzth and Estell Manch?
A. Just in Estell Manor, ves.

Q. Ane some of those buildings invelved with
the scheel? |

A, Yes.

0. And the Land, afso?

A. Yes.

Mrs. Farrell also testified that her husband "assists" at
the campground but is employed by Manor Woocds Academy as super- -
visor of meintenance. A mechanic, he also works 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.“ 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 students
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 enrollﬁent. The Academy,
she said, also receives $750 per month: ©0r £9,000 a year,
per student for residential care from the Division of Youth
and Family Services (DYFS) 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 High 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 testimonvy
related to this issue:

Q. Let me dee Lf 1 understand Zhat. 0f youhr
fornty-two students in nesdidence, f4ve nrecedve
~‘theén edudaiéonaz expendience 4n a Loecal public

high schoof. 14 that cornect?
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A. Yes. May I explain that?
Q. 1§ you will LeZ me §inish Zhe questions. 1§
you would Like 2o add to Zhem. |

Do vou necezue redimbunsement fnom the State
Depantment of Education fon those five students
who ane educated in the fLocal public schools 4in
the amount of $5300 per yean?
A. Yes. |
Q. Dc you pay 2o the Local public schools Zhe
approximate amount of $3000 per year for thedin
education?
A._ $311 some-odd cents per month.
Q. Okay. Now, there 48 a diﬁée&ente thexe be-
tween the amouni that you nrecedve from the state
and the amount you pay to the Local school district
of $2200. 18 that conrrect?
A. If that's your figure.
Q. ALL night. Do you provdide any senrvice 2o
Zhose students in addition to the senvice being
provided by the Local public school district %o
fustify that $2200%
A. We feel that it was approved on that basis
that we would proviae the supportive services
plus the transportation.
0. ALL night. Vou say you feel Lt was approved

.on that basis. Who approved thai pro-ration?
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A. I, I feel that it was an applicatiﬁn 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.
Q. VYou say that you feel that., D¢ you have
documentanry evdidence 56 that fact?
A. Yes. ‘
Q. Okay. Would you be willing 2o provide that
to the Commission at a Laten daze?
A. I hope I can find it.
COMMISSTONER POLLOCK: Mns. Fannell, assuming
that, just fon the sake of this convernsaticn,
that it was submitted and 4t was approved, there
nemains, nonetheless, a diffenential of $220%
between Zthe sum you recedve and the sum you pay
out fonr education. Can you explain o me, just
as {ully as vou wish, what it is zthat provided
fon the diﬁﬁenentiaz?
THE WITNESS: Yes. This wéﬁld go under the social
services, psychologicals; that we have a psycholo-
gist, that we have-a psychologist, we have a
psychiatrist, we have a medical director.

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

me, if you could ask--excuse me just a minute?
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COMMISSTONER POLLOCK: Why don't you? Fine.
(Wheneupon the witness confens with Ma. Edwands)®
THE WITNESS: Mr. Edwards explains that it's in-
volved also with residential; during the'residen-
tial program, 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.
COMMISSTIONER POLLOCK: 1 undenstand. The podni
I'm Zruing Zc get at i4: Have ycu, ¢h has any-

one, any gevernnmental authondliy, ever asked vou

2o deteamine whether ch not tnat differnential of
$2200 4is cost nelated to these additional services
that you have fust described?

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

COMMISSIONER POLLOCK: 1 don't want tc put words in
youn mouth, and, plLease, T want you Zo gdive me a
dair and accurate rnesponse.

Have you even made an attempt Zo ascertadin whethen
on not the $2200 can be justified on a cost basis %o
these additional {tems ycu have menticned, such as

thansporntation and the additional services?

*James Edwards, Manor Woods Academy child@ care director.



THE WITNESS: We've been asked this gquestion
guite often, and we did make a breakdown and we
feel very just;ﬁied in the expenses. However, 1
can't keep it on top of my head what they are

| today. I could provide that for you.
COMMISSTIONER POLLOCK: But you don'zt have 4t

hene Zoday? »

THE WITNESS: No. I'm sorry.

COMMISSTONER POLLOCK: Do you have any 4idea, on
the AiZems 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 4is
allocable Zo thanspontation?

THE WITNESS: I'm sorry. - I don't know.
COMMISSIONER POLLOCK: Does the school own busses?
THE WITNESS: We own some Qans and we iease some.
We don't have any busses.

COMMISSTONER POLLOCK: And those vans and-- vans
rathen are used not onky fon these f4ve Atudentb
in the public Achd5£5 but fon ycun other students
as welkl?

THE WITNESS: Yes.

“COMMTSSTONER POLLOCK: They are also ubea fon othen

purpcses, aren' they?
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THE WITNESS: Yes.
COMMISSIONER POLLOCK: Thank you.
MR, STAVAGE: Fon the--
THE WITNESS: They're used for both residential

ard educational, the same vehicles.

- Real Estate Pvramiding

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-holdinés included the
administrative offices of the Manor Woods Academy located
in the Manor House on Rt. 50. WNext 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 cha;t also showed the Farrells' personal
residence, which adjoins the "0Olde Stagecoach Trail" camp-
ground.

Mrs. Farrell said Manor Woods Academy began in 1972
but that the Manor House prOperty was not purchased until
1974. The Farrells purcbaséd the property through Mainland
Bank from Sidney Simon for $85,000 ~- a 100 percent-financed

transaction between Simon and the Ecological Improvement Corp.

*see Exhibit, P. 104a
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Q. Okay. Ecological Improvement you have pre-
viously identified as a corporation made up of
you and youn hudband. 15 that coanect?

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 Manon House being Located
in the front. Did you theneaften Lease to Manon
Weods Academy grom Ecologicaf Imprcvement Corponra-
ticn the Manox House?
A. Yes, with the approval of the Division of
Youth and Family Services.
Q. ALL night. Division of Youlh and Family
Senvdices approved that Lease?
A. Based on the minimum standards on their
Section 9, and we had to file a disclosure state-
ment. I have a copy here. ;
Mé. STAVAGE: Okay. Wé will have it manked as
an exhibit, 44§ you Like.
(Lezten {rom Manor Woods Academy 2o Division
of Youth and FamiZQ Senvdices, dated Septemben 5,
1975, necedived and marked Exhibit C-66).
Q. C-66, fon the purposes of the necord, 44 a
“Letien, dazed Septemben 5, 1975, gﬁom Manon Woeods

Academy %o Ma. Canl Epstedin, Chicef, D@uiéion 0d
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Youth and Family Senvices, Trenton, New Jexsey,

concerning the program cf Manon Woods Academy,

and we will put’that in the necoad, Mrs. Farnell.
Now, that 44 dated Septemben 5, 1975, 1

weulfd assume, thenefone, that thene was nce Lease

between zhe oniginaﬁ punchase o4 the Manor House

- 4in December ¢f 1974 and the school year beginning

1975, 1s that conkect?

A. We really didn't have many leases.

Q. Okay.

A. The state asked us to create the leases when

we got involved with--

Q. Okavu. Why did zthey ask you Zc dc that?

A. Because we needed to substantiate the claim.

Q. What d¢ you mean by "substantiate the claim"?

Did they zell vou that 4t would be beneficial zc

youn cash gLow 2o nent prepenties?

A. No, they didn't tell us that

0. What do you mean beneficial 2o your cladm?

You mean 4t would help yoan applicaticn?

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. Wene they aware that Ecolfogical was a wholly

held corporation by you?
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A. ‘I think so. We wefe asked to come to Trenton
to explain and discuss that.

Q. Okay. Theﬂfzha g§inst Lease that you entexed
Linte would have been fon the pesdod 181 o
Januany, 19757

2. I'm not sure.

A two-vear lease dating from January 1, 1976, was pu%t
into the record showing that Ecological Improvement Corp.
would réceive $2,000 per month from the Academy for the Manor
Bouse and some adjoining property. But the Division of
Youth and Family Services cut back the formula on which the
lezse was based. &As another chart* on the Manor Fouse shows,
the annual rental of $24,000 would provide income to the
‘Farrell Corporation of more than $12,000 over the annual
carrying cost of the mortcage on the property. When the lease
was renegotiated as of March 1, 1977, the annual rental of
$17,745 would produce income to the corporation of more
than $5,800 over the mortgage carrving cost. This lease in-

cluded some vacant property next to the Manor House.

Q. ﬂnd DYFS approved--

A. That's just a ‘lot for play with a stream.

Q. That's a Lot fon playing?

A. We used it for horseback ridéng anéd the stream
for the kids to6 fish, swim, whatever they wanted

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

*See Chart, P. 107a
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DATE

1-1-76

3-177%

1-1-78*

ANNUAL

$214,000

$17,745

$18,12)

MANOR HOUSE
ManOR OUSE

CoLLIns Roap House

Lot 6E*
MORTGAGE
DATE TERM
12-18-74 12 YRs.
12-13-74 12 YRs.,
12-18-70 12 YRs.

ANNUAL

CARRYING_COST

$11,8%7.4
$11,897,04
$11,87.04

$12,102, %
$5.,847, %
$6,222, %



~108~

to the pond and they wouldn't let us in the pond
across the street, anyway.

Q. Did DVFS dpphoue adding that tc¢ *he Lease?

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

Q. Ts Zhat consddered a rhesddential nelated zc

Zhe nesidential experdience, Zhe use of the Lot?

A. %wWell, it's used for residential and educationai,

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

rooms.

Finally, as the Manor House chart shows, DYFS approved
£till another lezse to becgin on Januarv 1, 1978, involving
the Manor House, the Collins House and the lot lezding from
Manor House that was used for fishing,; swimming and other |
recreation. This lease was for $18,120, and would cive the
Farrell-owned corporation $6,200-a-yvear income in excess

of mortgage ccsts. Counsel asked for details:

Q. Okay. By the way, the eichteen-thousand-one
hundaed»twehty-dcﬁta& figute was an Aincrease

§rom the Laszr Lease, which was a total cf $17,745.
18 that correct?

A, Yes. That was based on a percentace allowance
for taxes and & normal increase.

1t wonks ocut to 5%. Was 41 an--

=]

A. Yes.

Q. --4inflazicn factor, essentially?
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A. Yes.
Q. With negand to the montgage on the property,
Zhe annual ca&abing costs work out fo $11,897 and
Zhe 4income 5A0m'2he nental 48 on this column,
giving Ecolfogical Improvement an Lncome ¢4
approximately $6200 a yean; that 4is, the excess
o4 the'ﬁeabe oven the carnrying costs., Would vou
agree with that?
A. I hadn't locked at it that way.
Q. Okay.
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.
COMMISSTONER KADEN: Mxa. Siavage, can we have
the accountant identified forn the neccrd?

THE WITNESS: Mr. John Smitka.

Mrs. Farrell recounted how she leased other properties
in the area ostensibly for the purposes of the Special Educa-
’tion program for the handicapped at the Academy -- including
“an o0ld@ schoolhouse in Weymouth Township, and the so-called
Spellman Garage, which the witness said was used for vocational

training and to repair vehicles.

Q. Was that Lease evex appaoued‘by DYFS on Zhe

Depariment o4 Education?
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A. Yes, it ' was approved by DYFS. Department of
Education never looked at our leases.

Q. Okay. Why would--zhe Depariment of Educazion
never Looked at.the Leases?

A. I don't know.

Q. Strike "Why." VYou sadd the Deparntment of
Education never Looked at your Leases?

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

Q. VYou have to f4iLe expense neponts with bezth
the Depantment of Ed. and the Division cf Youth
and Famify Senrvices; 4& that correct?

A. Yes.

Q. Typically, vou have prec-rated on attributed
hal$ of each Lease one fo nresidential and cne

to educational forn neponting purpcses; L4 that
cchrnect?

A. Percentages out of each lease--

Q. R4ight.

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

0. It's uéda££y been 50/50 in most cases, hasn'Zt
i1?

A. I don't think so, not in residential section.
Q. AE Zeaai wizth ne%peczfic some of Zthe budldings,
however, the Depantment 0§ Education Expense Report
-eontadins figunres fon rentals on Zhose pnope&tieé.'

15 that §ain?
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A. VYes,

Q. And they have never asked you Zo approve any
0§ those Leases, have they?

A. To view the.leases?

Q. Right.

A. No.

COMMISSTONER POLLOCK: Mrs. Farnell, you have
indicated that Zthene ane twc branches cf state
goveanment that, to some exfent, supervise your
activifiies 4An conducting your school; zhe
Divisdion of Youth and Family Services and the
Depantment c¢f Education. VYou neport your Lease
expenses 4Lin ycux budget to the Department cf
Education, 4in efgect, don't you?

THE WITNESS: Yes.

COMMISSIONER POLLOCK: And, nonetheless, no one
asked to Look at the undernlying Leases?

THE WITNESS: ©Not to my knowledge.

COMMISSIONER POLLOCK: And simifanly with respect

%o the Division 04 Youth and Family Senvdices?

- THE WITNESS: Yes, they asked for the leases.
COMMTSSIONER POLLOCK: Buf they did't Look at
the budget?

THE WITNESS: At my education budget?.

_COMMISSIONER POLLOCK: Yes.

THE WITNESS: No.
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By Mr. Siavage:
Q. D.id DYFS fLook at th; Spefiman Ganrage?
A. I'm not sure.
Q. Was that considenred more contrnibutable 2o
the nesidential péntion?
A. Yes. See, we felt that, even though things
were handled during the residential part of the
program, they were still eduéational, and costs
that we incurred such as vocational 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 had approved pavment
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' 014
Stagecoach Trail and the Farrells' Academy that included
the Farrells' personal residence and the campground's "full
recreational facilities"

Commission Counsed:

Q. Essentially, Mrs. Farnell, what is Zaking
place 48: Both Ecologdical Tmpnouemeni and the
Farnells pensonally anre acquining ceriadin assets

that are on that chant. 1s that a fain statement?
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A. Yes,

Q; At Least parntiallfy on sometimes 4in its entincly
with a pnoﬂit,.%hc cannying costs of the mertgages
of these prcpenities are beding carnded by the feasces
thaz have been approved by zhe state. 14 that
conrect?

A. Yes.

Q. Okay. Aften those mentgages are padid out,
edithen Ecoﬂcgicac on the Fannells pernsonally will
oun this entire pancel of Land. 1s& that cornrect?
A. Yes, and that was the dnly alternative that'
we had from the beginning of the program, from
1972 up until whenever the purchase was to have
the program.

0. Okay. Whe advised you zhai thaz was your

only alzennative? |

A. I tried to get resources. I tried to get
houses locally. " No one would allow 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 be a small program.
.waever, we were presented with two otherkprograms
“that were closing down, with two othe: directors,

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

Q. Did anyone, eithen at DYFS on the Depantment
v§ Educaiion, ever express any concern or undehr-
standing that, essentially, the Leases which theu
were approvding and pauding fon were resuliing 4in
the acqudisizion of assets by ucu personallfy and
Ecological Imprcvements? Was zthat issue evekr
discussed?

A. I think it was, yes.

Q. Well, how did therv feelf about that?

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

0. Which was that vou were aware of, and theu
were awanre og, Zhe conpcrations, et cefena, and
the--

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

Q. Okay. And they approved 41?7

A. They gave me my contract.

Q. Rdight.

2. And they also asked to seeyleases, 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:
Q. In any eueni, the bank granted you a morntgage
04 §5,000 %c coven the full purchade price of Zhe
Manon House, and edthen unden the original Lease
on unden zthe subsequent modifications of the
Lease, those Lease payments have covenred, more
Zhan covened, alf youn expenses unden that mont-
gage. 15 that accurate?
(Whereupon, 2Zhe witneéé conferns with Mxr,
Smitkal).
A. I don't know.
Q. VYou don't know. Welf, Ma. Siavage ook you
thnoggh those {§igures, and 1'm going through '
them again because 1 think Zhey are very imporntant.
| You had an annual caraying cost of $11,897.04

on that eighty-ﬂive-thou&qnd-doﬂﬁa& mortgage.
Right?
A. 1T agreed to those figures, whatever they were,
so they would have to be correct.
Q. And that in Zhe three yearns since January 17,
1976, the nesult of these net/net Leases paid foxr
entinely with school funds 458 that you wound up
with some $24,173.88 above your Zotal costs, 4n
ozhen~wond5,’pnoéiz? Those werne the gigures that

Mr. Siavage Zook you'zhﬁough; 14 Zhat night?
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{Wheneupon, the witness conferns with Mxr.
Smitka). |
A, I suppose i# 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--
Q. Those arne the figures ztaken from the Leases.

ALL those Leases were submitted to DYFS?

A. Yes.
0. And approved by DYFS?
A. Yes.

And the result of Zthat enidirne transaction was
that you acquired a house §or zerc Lnvestment,
which at some point when the mentgage 44 padid
¢§4 with the school funds vou will own, and at
Zhe same zime nealized a net &0 far Lin zthese
thrnee veans of 24,000-plus profit. Thank you.
A. If I may respond to that.

0. Go ahead.

THE CHAIRMAN: Go ahead.

A. I'm sure that the prices are all lower than

fair prices than anyone else would have charged,
and I say again that we were forced to do all of
'this to maintain the program.

Q. VYou are sure that a two-zthousand-dcllar-a-

month nent on a eighiy-5iue-thou5and?da££an house
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*

L& below zthe fain manket nent fon that house on
a net/net Lease? |
A, ;t included%the other house, also.
COMMISSTONER KADEN: Okay. Well, that's some-

thing we mayu Leck at dunthen.

EXAMINATION BY THE CHATRMAN:
g. iny, Farnnell, 4isn'd it Zrue Zhat some pcint
down Zhe Line agien the propenties ane punchased,
that you cheose Zo ;enménaze yeun asscedation
wizth the state, zhe property wceuld be privatelu
owned by you and ycur husband?
A. We have no intention of terminating our program.
Q. 1In zhe event 41 did night row, the wayv the
iitle stands, the propenty weuld be owned padivazely
bv veu and your husband, oxr a corpcraticn owred
by Zhe twe ¢f you?

A. It appears to be that way.

SOMERSET HILLS SCHOOL

A different type of real estate transaction was high-
lighted -- and guestioned -- 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 stuv@ents in Warren Township. All of
the 96 students enrolied at this facility were males in the

emotaonally disturbed category.
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Mr. Steinbaum also is president of the non-profit
corporation that owns the Somerset Hills School. BHis salary,
as negotiated with the Division of Youth and Family Services
_some three years ago, Waé $31,200. 'He also is president
of Bome School of Warrenville, a corporation formed by his
pérents in 1926, which evolved into a holding corporation
which owns and leases to Somerset Hills School all of that
schocl's property.

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

The Commission gquestioned Mr. Steinbaum about the rental
arfangements between the holding corporation and the school

corporation, both of which he heads.

Q. Now, Somenset Hiffs School, 1 %think you have
descnibed, esseniially, as the coapcration which
operazes Zhe schoof ¢n the site thaz you have
previcusly descrdibed and pays rent zc; does 41
not, Home Schoof og Warnenville, Inc., which
owns Zhe fand?

A. That 1is correct.

Q. 1 show you what'é been marked Exhibizt C-60

fon the purposes of identifdication, which purponrzs
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tc be a copy of the Lease between Home Schood

of Warnenville, Ine., and Somerset HilLls School,
ITne., as Zhe zédéee, dated Septemben 1, 1977, and
ending August 31, 197§ 4fon zthe curnent schock
yean, 4in the amcunt o4 $126,000 per year plus
instaflments og real estate taxes, 4insunrance, 6ue£‘
04L, utilities, nepairs, on more particufanfu
set gonth 4in the adden attached hereto and made
part of the adider. 1 ask you 4§ you neccgnize
that as the curnent Lease c§ the school.

A. I do.

Q. Thank you.

Noew 1'm going 2o show you a sesdies of Leases,
well, zwo mone Leasesr, between, essentially, zthe
same Zwo prion years, cne ending August 31, 1977,
iLn Zthe amount og, again, 126,000 plus oZhen ex-
penses, and thai's been manked Exhibit C-59, and
1 ask you 4§ you necoghnize that as the priocxn
Lease.

A. I do.
Q. Thank you.

One more ending August 31, 1976, which has
been manked C-5§, eéééntéatﬁy the same Zexrms ex-
cept that this one calls for $120,000, cn $6,000
lééé Zhan the fLast 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 beginning of the corporate entity

of Somerset.

0. Okay. Let me ash 4t this way: 15 the Lease
which ends August 31, 1976, and begins September 17,
1975, zthat 4is Exhibit C-38, the firnsz Zime when Home
Leased to Somenset when Home was only a holding
corporation?

A. Correct.

0. Okay. Now, the Lease, by its tenms and Zhe
descndipiticn of the property Located theredin, con-
tains the entirne tract that you have previously
neferned 20 in your tesiimony as 4including Zhe
Home Schocf of Warnnenvifle. 18 that corrnect?

A. Not only the tract, but also all of the eguip-
ment, furniture.

Q. ALZ night.

A. All of the facilities.

0. And it 4is contemplated within thazt instrument
that Somenset School uses that entire trhaci fonr
educazion. 14 Zhait coanec?

A. That's correct.

Q. And resdidential?

A. That's correct.
'Q. And 1 believe you previousfy descnaibed 4it, may-

be you could again. Why does Somenset need thai
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Large Znact on the othen &side c¢f the noad §or thedixr
educationaf and.rcsdidential gxpc&ience 0f Zhe
children?

A. For recreational purposes.

0. The zhirty-ache Zract?

A. Correct.

Q. What kind of recrneaiion do Zhey dc?

A. Footbzll, soccer, boating, 'swimming, archery,
shuffleboard.

Q. Cculd Scmenset HiLLs Scheel exist 44 suddenly
that tract gLcated away, Zract on the cthen sdide,
the fifteen-acre tract?

A. I would--I've thought of it often, because
there have been some 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 privafe schools for the hendi-
capped could be "expensed out" for reimbursement from public
funds, capital improvements of such school property could not
be., - But, as queétioning of Mr. Steinbaum indicated, there was
-a fipe line between what constituted a repair and what was a

- capital improvement:
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Q. Do you have a running account with a fiam
called Santo Gandenend, 4in Watchung, New Jersey?
A. Yes, I do.

0. ALL right. iIﬁ 1 tedd you that your maintenance
and nepaitr accounZ, as exhibited by your expense
gorm . delivered 2o the Depariment o Education,
eAAénziaﬁﬁy shows payments for capdtal improve-
menis completed by Santo Ganrdenens, would you dis-
agree with me on would you agree with me?

A. I'd have to see the figures.

Q. ALL ndighzt. 1 show you what's been marnked
Exhibit C-65 fen the purposes o4 identifdicaticn,
which purports 2o be a copy of an Lnvedice from
Santo Gandenen, Santc Gardenens, to Somersel
Hills School, Inc., Harmony Day Camp, Lin the
ameunt cf $21,640. 1 $inst would ask you whethexr
you would consdidenr some of the mattens suggested
on that 4nvoice as capital {mprovement and ZThen,
secondly, whethen you know whethern Somerset HILLs
School paid for those capital Lmprovemenits.

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

Q. Okay. Could you tell zhe Commissionens what
you think would be capital Lmprovements?

A. I don't know how you would describe fifteen
.shrub, 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 ssé 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 destroyed by children
misusing it and you have to replace it, I
would normally think that that's a repair. 1If
'you're going to expand it for other facilities,
perhaps that would then be a capital improve-
ment.
q. Vbu would rathexr not pinpoint any capital
improvements?
A. I'm not capable of doing it.
Q. The {inaf nesponse 1 had assumed, when you
said you saw some obvious capital improvements,
that vou wenre goding 2o zell me what they wexe,
but you would nathes not do that?
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'll be de-
lighted to do it. We had--
THE CHATRMAN:  Mnr. Stedinbaum, hathen Zhan Zaking
" the time %o debate, zthe question simply 4Ls5: Did

you see any on there Zhat were obvious Zc you,
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not those that woufd be in an anrea that you would
choose to quesiion?

THE WITNESS: I have not spent any time reviewing
that. If you want a 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
irrecularity. His private testimony on this issue, in part,
was as follows: :

0

-

AP

2.
A,

-

A.

Okau. Has Carnf Santo & Company or Canf Santo instatfled
a new septic sysitem in voun 4facilities?
Yes, it has.

At what approximate cost, 4§ you recafl?
Yes. They built one new one and repaired one. The
repair was $4500.

How about the building of the new one?
Anéd the construction of the new one, approximately
6,000. ’

What about a parking Lot orn did he expand the parking
gacilities?
Yes, he did.

Now the septic system or the parkding Lot on student
assembly area, would you consider any of them unden
Zhe category of capital expenses?

Certainly.

Capitalf expendifures.
Sure.

Woufd you consdidern a septic tank, zthe installfazion of
a septic tank, a capital Limprovement?
No. :

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

1 asked about the installaticn of a new cne., 1 though
you said --

"All right.

--Mn, Santo also installed 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 dn what Mr. Steinbaum regarded as a

Q. Okay. Let me adk vou Zhis: Ane you aware that undex
the New Jersey Code 04 Administradive Regulations pre-
mufgated by Zhe Department of Education capital ex-
penses cannct be dincluded within the expenses Listed c¢n
youn school budget?

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

Q. Okay. Let me just go through then a couple of monre
checks because that may answen that quesiion.
The next twce checks are tc Hamirah Emerson; 44 that
cornnect? >

A. That's correct.

Q. What were they gor?

A. These are December 29th. Hamrah ﬁherson, the amount

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

. Wculd you suspect it was new carpeting ok replfacement
carpeting?
. I would think that it would be perhaps a combination.

Okay. Have they at other times and with cthen bifls
installed new caxrpeting for you?
Yes, they have.

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

PO ? 1o - =)

Again, weuld vou concede that that woufd be a capital
expenditure L4 L2's new carpetding?

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

')

Q. VYou have nc way cf knowding, however, whether any of
Zhese bills paid to Hamnah Emenson {fcx capital expen-
ditures wind up 4n this budget cr nc?

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

-Okay. How about the next Zwce, which anre --
Frank Perkowsky.

And what anre they §on?
Either repairs or replacement of tile. He is a ceramic
tile installer.

PfD > o
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repair versus a capital improvement:
COMMISSTONER POLLOCK: May 1 see the exhibiz?
Mx. Stedinbaum, dc you have any doubzt about what
bconétnuczion of a tennds count L&7
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.
COMMISSIONER POLLOCK: Does 4t have L£4ines on
it Like a tenndis couxrt? |
THE WITNESS: Yes, it does.
COMMISSIONER POLLOCK: Drces i have a net?
THE WITNESS: Occasionally.
COMMISSIONER POLLOCK: Okay. Dc pevple hit balls

achoss the net at each octhen?

Q. How about the $3600 one, the fargen of the twe?
A. That would be the replacement of all of the tile in
the kitchen.

0. And would this be considened cavital improvement o# --
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 agdlt 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.
TOMMISSIONER POLLOCK: And 4t was constructed fon

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 wou pay a
sdtatement which has an Ltem, "Construct Zennis
count $3400"7

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

COMMISSIONER POLLOCK: Okay. Then that's a
questicn, 1 guess, that's fcr decdsdicn.

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 wide.

COMMISSTONER POLLOCK: And if it's Less than that,
even though Ltkhaé Lines Like a count and a net
Like a count--

THE WITNESS: It does not-- .
COMMISSTONER POLLOCK: --and you hit bafls across
Li, 4t 48 not a tenndis count?

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

THE CHAIRMAN: Mxa. Steinbaum, 1 think the podint is:
The cheaton of the invedice was under Zhe Lmpression
he had constructed a Zennis count and 80 designated

on the Linvodice.
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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: That's a pretty safe wav Zc detenmine
what a duck 4s.

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 Mo., which Mr. Steinbaum
identified as "both my mother and father."
In addition, there was one mortgage ﬁéld by Concorad
Investment Group, which had been reduced from $56,100 in
1975 to about $10,000 at the time of the public hearing.
Peculiérly; it was not included amono the mortgages reguested
by and submitted to the 5.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 compény:
Q. Do you know the percentage, what percent the
meiney was Loaned 2o younr cohponation’at?
A. Yes. It was éxtremely high at one point, and
other mortgages are a lot less. I recall figures
from eight percent to fourteen.
Q. Does twenty-one percent nding a bell 2o you?

A. Tt's very possible.
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Q;‘ 15 twenty-{founr percent also a possibility?

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

could have gotféh it for thirty percent, when I
needed the mone§ despefately, I would have paid
any amount.

0. That was secured by a thind morntgage on the
builfding; 44 thai cornect?

A. That's correct.

Q. And when did you §inst cast that montgage? Do
you recall?

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

0. ALL night. 1s there any othen indebtedness of
Home Schoof of Warnenville, that you can zhink of,
on a Long-tenm basis?

A. No.

Q. Does {1t have several shornit-Zerm notes which
it's paying?

A. Yes, it does. ~

0. ALL night. 1n discal 1976 there were six shont-
tenm notes cast in the amounts of the followding:
$660, $6,600, $8,500, $12,500, $11,500, $7,000. What
was Zhat money used fonr? |
A. Té operate the school.

0. Wene they secuned Loans?
A. No. They were personal signature.

Q. 0¢ whom?
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A. Myself.

Mr. 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 subseguently entered into the record indicated other-

BY MR. STAVAGE:

Q. Ma. Steinbaum, do you devote one hundnred per-
cent of youn time to Somenset HiLLs Schoolk?

A. Yes, I do.

Q. Do you have any othen business on occupation?
A. No, I do not.

Q. Do you nrecedve ahy income §rom any othen
business on occupation?

A. No, I do not.

Q. Do you nrecedive any income from any oZhen entity
othen than Somenset H{LLs School, Tnc.?

A. No, I &8o not.

A few minuzes Later Counsel Siavage neturned 2o the

subject 0§ Stedinbaum's compenéation:

Q. Do you hold a goaizion of president of Home
Schoof of Wanrenvifle?

A. Yes, I do. .

0. Anre Qou presently compensated for that position?
A. I believe I am. I haven't seen the tax returns,
but I'm certain at‘the’end of the year my accountants
either develop a bonué for me--1 don'£ think that I'm

on salary. : ‘ .
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Q. T show you what's been marked Exhibit C-53
fvr the purposes of Ldentification, which 4is
Zhe U.S. Coirponatior Tncome Tax Retunn foa Home
Scheol of Wannenville fon the peniod September 7,
1975, thau Augusit 371, 1976, ﬁnd T would negen
ycu %tc Page 2‘05 that income Zax fretunn L£isting:
"Name of Ofgicen: Launence Stednbaum. Title:
President. Time devoted Zc busdiness: ALL.
Percentage ¢f coaporation stock owned: Figitv.
Annual ameunt c¢g compensaiion: $?2,700." 1
would ash you 4§ That compenzts with younr re-
collection?
A. I would, I would accept this.
Q. How much did you recedve fcr Somenset
duning that giscal year?
A.° What year are you réferring to?
0. Fiscal yean 1976. "75. Excuse me.
A, That‘would be 31,200.
Q. Was that the same situation in prior years,
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. T show you what's been manked Exhibit

C-52 fon the punpose of identification, which put-

ponts to be a copy of Zhe U.S. Corporation Income
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Return for Home Schock of Warnenville ending
August 31, 1975, and nefer you io Page 2 o4

that Exhibit. Agadin, "Compensazion of 0fficens.
Lautence Steinbaum. Tditle: President. Tdime
deveted to business: ALEL. Pencentage 0§ stock
owned: 50. Amount o0§ cempensation: $37,000."

1 ask yeu whether Zhat compesats with youn ne-
collfection.

A. I would think this would be accurate.

Q. How much did you necedive from Somernset 4n
that wean? 1s that Zhintu-one-twe? From
Scmerset, now.

A. This is what year? '75%?

Q. VYes.

A, It would‘be thirty-one~-two again.

0. Do ycu know how much vou are recedviing 4in

Zhe cunnent yean?

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

Q. 14 1 told wou that for the {4iscal vear ending
§/31/1977, begdinnding 4Ain Septembexn, 1976, that ucu
had neceived grom Home, according tc the books and
neconds of Heme, as salany $30,900, would thazt com-
port with your necollecition?

A. As salarY?

.Q. Ves.

A, From Home School?
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0, VYes.

A. No; that would not.
Q. Okay.

A. T would not‘agree with that.

Q. ALL right. Whaz would weu agree with?

b )

. I couldn't agree that it was salarv. I don't
know what adjustments they make.

0. Welf, how much did weu get? Let's call it
anything vou want.

A. 7You know, this is something that vou 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 vou if I had intelligent answers for you.

I think the important thing, as you direct
these guestions to me, is did I, in fact, get
this money and dié I, in fact, pocket it. I
have to tell you, no, I 8id not, and that this
money, all of it, is reinvested in Kome School
for the purposes‘of Somerset Hills School.

Now, vou want to investigate that, certainly
»direct your interest at tha; and I'd be happy
to respond.

Q. 1s your answer, then, Zhat you are neil hespend-
ing o zha Last question.
A. No, I'G be happy to respond to it except I

don't know. You asked me a guestion--
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Q. VYoun answenr 4s you don't know?

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

I can't tell you whether I did.

Q. Youa answen is you don't know?

A. I don't know.

Q. That's all.

COMMISSIONER POLLOCK: How fan back is this

time perdiod we are talfking about?

MR. STAVAGE: We anre talkding about the time
perniod Septemben 20th, 1976, 2o §/31/1977.
COMMISSIONER POLLOCK: And you can'zt nememben
whethen you recedved that sum of money 4An

that time peniod?

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

is a bookkeeping entry.

COMMISSTONER POLLOCK: But you dc¢ acknowledge an
awareness of the bookkeeping entny?

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

TEE WITNESS: My salary from Somerset I am very
aware of. I get that check every two weeks and
that is my salary. |
"COMMISSTIONER POLLOCK: You anre also aware 0§ the

sum that you did noit necedve?
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THE WITNESS: In many instances, correct.
COMMISSIONER POLLOCK: And 4in this panticulasn
instance? :
THE WITNESS: Aéain, I say, in many instances.
I don't know in this particular instance.
- COMMISSIONER KADEN: Mxa. Stednbaum, Lt doesn'zt
seem to me that the questions are quite as com-

plex as you are making them. Ma. Siavage read
2o you grom the corporate income tax neturn 4o
this ccrperation which owns the Land, and that
corporate Zax neturn Aindicated as compensaticn

gon you Ln those nefevant years zthe sums of 22,700
in f4scal '76; 37,000 in §iscal '75; and, 1
gathen, Mr. Siavage, 30,900 in {fiscaf '77. Nouw,
that corporation submitted that netunn Lindicating
that it padid ycu that compensation. Now, 45 it
youn testimony that you nevexr received 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 reinvssted into the
operation before I ever see it.

COMMISSIONER KADEN: I'm not ccnceaned with whethen
~’the money was neinvested. 1 ashed you whethen

you received as compensation the sums as nrepcried
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on youn Fedenal tax netunns.
THE WITNESS: The answer is correct.

COMMISSTONER KADEN. Okawu.

2 Different Story

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

and whatever that ellowance may have been."

BY MR. STAVAGE:
Q. Thaz's the mecnev that vcu do get oui ¢4
Heme Schecl--
A. Correct.
Q. --as oppcsed Zc what veu Zold us azt the
beginnding of this sessdion. Connecit?
A. Well, I don't, I don't consider it in conflict.
Q. Okay. 12's a mattern c¢f judgment, thcugh,

1 would suppose.

Those Checks to Mr. Steinbaum

Counsel Siavage listed as Exhibits a "packet of checks"
from the Home School to Mr. Sﬁeinbaum, non-payvroll checks in
the amounts of $9,800, $1,100, SSOQ, $5,000, $1,500, which
Mr. Steinbaum Gdescribed as "either loan or repayments of loans

or money due the corporation to me."
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Q. How much dec you curnently owe Zhe corporation?
Do you know?

A. No, I don't -

Q. Dc ycu have any 4dea how much you cwe?

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

Q. WOuﬁd it be appabximateﬁy $94,000 now?

A. 1It's very possible.

Q. Okay. Othen than the payrolff and the Loans
grom the ceaperation, ane thexre any cther mattens
in which Home Scheel pays you? 0Ox transderns money
2o ucu?  let me characterdze 4t that wau.

Yes.

Hew L8 that?

There are accounts--

Pardon?

. I was waiting for you.

Goe ahead. You can give me the answen.

I 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 énd of each year
- the books are closed of fecord and whatever adjust-

ments need be made, Qhether they are personal expenses
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on my behalf, they are attributed to me personally.
If there are monies 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 year 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 account 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. 2Ahgain, I have to tell you that these trans-
fers are typical of our operation. There is
nothing unusual about it. The only unusual thing
-is that thesr amounts are rather small. They
sometimes go in excess of 5000 and 10,000. That's
a money fiow between myseif, Home School and
Somerset, and it h;s been cOntinuiné ever since
the State of New Jersey delaved paymeht, when I
found myself having to borrow betweén 75 and‘
-$100,000 to meet my current expenses. This is
the reason that‘you see these exchanges of’

‘monies.



=139-

Q. VYou are not denying, are you, that the
corporatdion padd you Zhe salarndies that you
previously ddentdified on Zhe corporate Aincome
zax netunns?

A. Not at all.

Q. Noan that you cfadim that amount as Lincome
on youn personal Lincome tax neturn?

A. Not at all.

Q. Do you recall how much you claimed as
income grom Home Schocf on youn personal in-
come fax netuan?

A. This past year?

Q. Fon anv yean.

A. No, I don't.

Q. Between thcse debit memos and the checks
nephesenting the Loans there s a total cf $23,000
in fiscal 1976, which would be added Zc¢ youn
salary of $31,000 from Home School, for a Zfotal
bﬁ $54,000, and then added again %o your salanry
§rom Somenset School of $371,200, the total wcufd
be $85,200 from Somenset and Home 4in that f4iscal
year. Would you dibagneekwizh Zhat fdigune? |

A. With one exception.

Q. Whazt 4is that?

A. You're stacking the cards.

A Lucrati?e Rental Arrangement

The Commission wanted to know how the $126,000 rental
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figure for Somerset Hills School was arriv;d at. Mr. Stein-
baum said it resulted from "a number of meetings between
banking officials, our éécountants, 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 4is nent in a zransacition beitween
the scheol of which you arne the dinector and
the ccnporation of which you arne the presdident?
A. Correct.
Q. On a property which can raise montigages 4n
excess o4 $300,000. Cchrrect?
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.
9. And that hental of 120,000 more than covers
the 4ull ccst of Zhe propeaty as evdidenced by
the gact that i1 pnoduceé, alsc, a sunplus
which 44 then transformed Lintc compensation fox
younsels?
A. Uh-huh
Q. R.ighzt. And the nesult of that whole Zrans-
action 44 that, for example, 4in 1975, fiscal '75,

fyou;neceived 31,200 as dinectcer of the scheol. Correct?
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A. That's correct.

Q. $37,000 as compensation as Zhe coaporation
neponted it on thedin Zax neturn §rom the Land
company; grom zﬁe Home School of Warnenvilie
Corporation?

A, Correct

Q. 0On a zotal o§ ovenr 68,000kin that yeaxr.

Now, Mn. Siavage also asked you about these
transfens in the Last school yean to youhr
account, and 1 think you said thene wenre some
$§000 trnansfeaned dirnectly intc your checkdng
account?

A. Often, correct.

Q. And what was zthe nature of those {funds?

A, Repayvment of loans, adjustments of invest-
ments from one company into another. When I--
Q. So zhat you--

A. When I said to Mr. Siavage that the cards
were stacked, I referred to the combination of
;mohies that were attributable to me. But the:e
- was no compensa£ing balance of monies that I
returned to either Home School or to Somerset,
which again is a matter of record, and parallels
the sums that were presented to me.

Q. So that this $5000, dor example, Zhansfernred
2o youn checking account you did not considen Zo¢

be income %o you?
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A. Not at all.

Steinbaum, pressed to Jjustify the rental arrangement,

contended that it not only conformed to the value of the property

but also reflected what he described as the financial problems

of running a private school. When he spoke of his "nagging,

annoving,

anxiety-creating" effort to "keep the ship afloat

and to maintain standards," Commissioner Kaden noted that he was

being well paid for his troubles:

Q. Welf, while this ship 4is being kept aglfcat, ucu

are colflfecting scmewhene in excess of $65,000 Lin state
schock funds at the same Ltime, gcr example, as uou

may know, the Commissdioner of Education nhecedives $43,000
or the presdident c¢f Rutgers hecedves somewhere An the
neighbonhced ¢4 50,000. Dces Zhat seem o you %c be

a sound allocation o4 public rescurces?

A. Oh, I would love for the president of Rutgers to
take my place for a month and let him assume my
peosition.

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 aré 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: Bul Zc¢ get back zo one principle,
though. There may be £{ttlfe questicn that vou have a
Lot of expenses, and Let's assume forn the mement
they'ne all Legditimaze expenses that veu are Lincurrding.
They'ne the barnacles cn your hip. VYou are nct
sugaesting, are ycu, &4in, that voun acccuntanit breaks
cut the meney grom Heme Scheol 4in a desdanaticn c¢f
salaries &0 that ycu can nednvest and put {1t back

into Legditimate expenses for the schocl? VYeu are net
Auggeézing that?

THE WITNESS: I don't understand.

THE CHAIRMAN: VYou are nct suggesting by sauing abcu
yeur ship having all these barnacles on L2, which ane
Legitimate expenses, that vou have Zc keep putzing
money back 4in, that younr accountani breaks Zhe money
out Zo you 4n Zhe desdiagnation--

THE WITNESS:  Oh, no.

THE CHATRMAN: --0§ safany fon wou tc pay a Legitimazte
expense 0§ the Achobﬁ?

THE WITNESS: No, no, not at all.

THE CHAIRMAN: Okay, Thank ycu, Mi. 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
the 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 ASAHEH 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, only 23 to 25 private schools were listed as
members of ASAH, reflecting according to testimony by both
Dr. Holmes and Mrs. Greenman an inability on the part of a
number of schools to meet the relatively &.rict standards for
membership imposed by the association.
The Commission first guestioned Dr. Holmes about ASAH
standards and procedures:
Q. Now, what does zhe Assocdation of Schools and
Agencies for the Handicapped do fo try tc delimiz
those abuses?
A. Well, we have a rather extensive and ihtensive
‘application, and within the application we trust that‘
‘'we have control for a majority of the kinds of 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 gﬁod job'of influencing us in saying
what a good school they have and so forth.

One check we have, whiéh we think is one of the
most efficient checks we have, is we meet with each
‘'0of 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 peopie on
staff reponsible for supervision. Is this happening
in reality? And what we are finding is that the
classroom teacher is the one going to be most
sensitive to Qhere the money flow is going.

Q. Now, the asscediaticn has, 1 think, Zhree cafegordies
0f membership. 1& Zthat connect?

A. Yes, it is.

Q. And those categcries ane?

A. Applicant( and applicant level, basically, is a
non-member, but an individual who has either 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 twenty-zthnee schooks zhat you mentioned

as membens wene fubl membens on did zhat include
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asscediate and ull?

A. That ‘includes associate and full.

Q. Okay. As a“ﬁonzion og the appﬂicdtion proceds,
de vou nrequdre that the schecf submit e an audiz?

A. Yes, indeed.

Q. Can you explain that a Little bit?

A. Well, that we ask for in the preliminary, or
actually in the application, and we expect to recieve
this throuch the mail, is a copy of their latest
C.P.A. audit and, also, a copy of their budget and
we G0 cross reference. And then, of céurse, when we
do the on-site ewvaluation, actually, there's two
levels to the evaluation. One is the paperwork
evaluation within our own offices and then the on-
site evaluation to see if what they're saying in the
particular application holds true in actuality.

Q. You go out and visdizt the site?

A. Yes, we do. We spend-a full daykthere.

Q. Okay. 1s the audit that is submitzed with the
application process reviewed by anyone?

A. The audit is reviewed by our own evaluation
Eeam, which are combrised of administrétors of other
membership schools who khow how to interpret audits
and so forth.

Q. Okay. What weuld happen cnce a member becomes a
member 4§ you were zh'penceive a particular prceblem

with eiZhen the management or the giscal respensibilizy
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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 and we were quite 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. 2And 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 adeguate, and this is
determined by our executive committee, which is the
president, vice president and secretary-treasurer,
then an on-site visitation{ 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.
:Q. Thank you.

Have you, through the association, entered 4Ainzo

any intenface with the Deparimini of Education?
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A. We have regular monthly meetings, and we are
currently in the process of developing and executing

a grant for fogﬁalization 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. Hdue you been discussing thazt fcn sometime now?

A. We have been discussing that since the latter

part of this past summer.
XX XX

Q.  Okay, Da. Hclmes, you mentioned befone zthat

thene was a substantial incrhease {n the numbexr of
schools seeking membership 4n ASAH. Has that gone

up 4n zthe very hecent past at all?

A. I think that we have noticed a larger increase

in application or reguests for applications in the
past, as I said earlier, in the past few months, and
I would, just to cover myself, I would say within the

past six months.

Bicger Boards, More Meetings

Mrs. Greenman, speaking from the standpoint of five years

as Exegutive Director of the Glen Kirk School, described how
difficult it would be to run a proper private school following
proeedufes outlined previously in the §.C.I. hearings

by other school officials:
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Q. Okay, You have heand board of directoss consisiing
of, <n most cases, Iwo to three tc four people. How
many membens axd on your boarnd of dinectons?

. ?wenty-four;

Twenty-gour people?

Yes.

How often does your boand of directors meet?

PO o o

. 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. VYou heand, 1 think, testimony that scme boards of
dinectons meet once ch twice cn three Zimes a year in
Zhese heanings. Weuld Lt be pcessible tc run yo&n
schocd 4n that mannexr?

A, No, it certainly would not. We depend on our
board too much.

Q. What kind of people are on the board of dirnectons?
2A. We have been able to secure for our 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 lawyer. I take that--yes, we do have a lawyer
how. 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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Q. Now, you had a hand personally in the {founding

of Glen Kink Schoot, did you noz?

A. Yes. .

Q. As a maiten of gact, 1 think L2's fain to say that
you werne the gounder of GLen Kirk Schocl?

A. Yes. |

Q. 1& zhat conrnhect?

A. With a good deal of help, but, yes,-I was.

0. 1In the eanrly time shontly befdore the schock went
into operation, did you review the plans fon zhe
operatiocn of the scheol with various nresoukce people
4in the different professions, Ancfuding accounting,
faw, et cetena?

4, 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. Okay, We have had, alsc, some Zestimony that
sevenal of the preblems nelated in the Lasit Zwe days
werne created by Zhe gact c§ Lack ¢f cash §Low. Was
there any parnticular necommendation grom those
resounrce people to GLen Kirnk School when they we&é
starting up regarding the mannen of dealing with zhat
§iscal problLem?:

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 goors
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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 tc raise that fund. But we did,
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 Ezses 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: tHow much delay dc wou encounfer
with the school district paying you? D¢ you have a
preblem despdte youn fund, or ycu'd have a prcblem
without that fund donated?

MRS. GREENMAN: We would have a very serious problem
without it. ;

COMMISSIONER LANE: Has thene been any move made 2o
have the school district nespond on time, on somewhat
sdoonen than Zhey have responded on paymenis?

MRS. GREENMAN: We‘have sent them the usual bills.
We have sent.them the usual bills. Ve have sent them
the usual ;eﬁinders,rand we followed up with phone
‘calls. But that's it. We haven't gone further than

that.
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COMMISSTONER LANE: VYcu don't get the answenr you
want; 4s that cornrect?

MRS. GREENIMAN: “in many cases we do. -Again, I'm not
generalizing. In many cases, I would say, mosﬁ of our
money is in by the month of November. But, for
instance, right this minute we are still behind about
$35,000.

COMMISSIONER POLLOCK: Wedl, what is the time ZLag
between the submission of your statement hequesditing
payment, 4§ you will, your 4Lnvedice, tc Zhe schock
district and recedipt c¢f the moneu?

MRS. GREENMAN: 2Again, 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.

COMMYSSIONER POLLOCK: What explanaticn do¢ Zhey cffen
dorn defay 4in 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. ‘
COMMISSTONER POLLOCK: Weuld you think it would be
hcﬁpﬁuﬁ zc¢ have some kind c¢f a regulaXicn ox nrule

that regudined paymenit wdthin a centadin number of days?

-THE WITNESS: I do, because it's got to be a problem.

We're just very fortunate having this fund that we can

draw from.



DR. HOLMES: Just to interject, if I might. According
to the rules and reculations, private schools that
work with handi;apped 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 afe five

or six months in arrears.

COMMISSTIONER LANE: Well, a ten-day nrule on twenty-
day rufe would be more helpful.

DR. HOLMES: It would, yes.

- COMMISSTIONER POLLOCK: The problem you have, 1 suppcse,
is the Lcecal school boand, which meets monthly,
perhaps, has to approve your siatement.

MR. SIAVAGE: Would you think a system that would
suggest prepaument of the bill as Long as Zhe expensesd
wene properly audited afzter the mondies were padid out
by zhe Local school diszricis would be unwise, 4§ you
undenstand me?

DR. HOLMES: Yes, I understand you, 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 void between

when you start seeing monies coming in.

EXAMINATION COF MRS. GREENMAN BY MR. STAVAGE:

Q. ALL nighz. Mnrs. Greemman, frefurnding 2o the

Glen Kirnk School, what arne younr duties as Execufdive
Directen of GlLen Kink School?

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 procram 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 ~“«ise. That is a part of my
responsibility. Fund raise, now, from private sources.

Is that what you want to know?

Q. Yes, 41 4s.

How many houns a week would weu say L2 takes uyou
to atZend youn duiies at the school; that 4s, houns
wherneven spent, at the schoof or elfsewhere?

A. Well, that's important. I would say, if you
mean literally whéiever spent, It probably takes me
fifty, sixty, hours.

COMMISSIONER LANE: May 1 ask ycu L4 you think 4t's

‘possdble 2o preperly conduct a school with youn

duties at a headquartens centen some four miles

nemoved grom the school and wou, somebody 4in your
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Cposdtion, not goding to the schoolf but once orn three
on foun Ximes a yean?

MRS. GREENMAN: Fi certainly can't begin to see how it
could be done.

COMMISSIONER LANE: ©Does youxr corporation--1 suppese
A2's a nonprcfdit conporaticn., Does 4% ouwn title ¢ the
neal estate that ycu cceupy?

MRS. GREENMAN: No. We rent two floors from the
Morristown Unitarian Fellow;hip Church. We rent,

in other words.

COMMISSIONER LANE: And you sav ucu have fortu-esight?
Was 42 forty-edsght 4in numben 4An veun school?

MRS. GREENMAN: No, it was fifty-four. But we have
forty-seven--I'm sorry. We have forty-six on that
campus. We have an off-campus satellite procram.
COMMISSTONER LANE: And ycu own no reaf estate?

MRS. GREENMAN: No real estate.

COMMISSTIONER LANE: What nenzal do you pay fcn those
two glocrs of the--

MRS. GREENMAN: 11,000.

COMMISSTONER LANE: Fox zhe whole yean ox nine ch--
MRS. GREENMAN: Yes.

COMMISSIONER LANE: And de¢ ycu f4ind the quarfers vou
have adequate §on your operation?

THE WITNESS: Yes, we find them adeguate. We do not
find them a‘hundred percent appropriate. For instance,

we would like to have preschool children enrolled at
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Glen Kirk. We would like to start with 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 recarded as a proper proportion of adminis-

trative costs to the total costs of a school.

EXAMINATION OF MRS. GREENMAN BY AR. STAVAGE:

Q. Mrs. Greenman, 1 have matked as Exhibit C-70
what purpcents 2o be the budget of GLen Kink Schecel
drnom 9/1/77 tc &/31/78. 1 shew i tb vcu and ask
you 4§ L2 approprdiately representsr what 1 descrdibed.
A. Yes, it does.
Q. Thank you.

Some 0§ the facts that we have had in this heanding
nepresented admindisirative cost as the average of
tﬁe overall budget of Zhe school between Zwenty-five
and forty pencent Ain some cases. D¢ uvcu have any Lidea
what ycur admindsirazive cosits axre compared X0 youhr
overall budget as gfar as a rough percentage Lin Lockding
at these figures?

A. I would say they were pretty close to ten percent.
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EXAMINATION OF DR. HOLMES BY MR. STAVAGE:
Q. Dr. Hofmes, does the association have any Zhumbnail
shetch o{ what ihey think the administrative ccszs
should bean 4An néﬁationéhip to the total budget?
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

a2 lot when we see ten percent.

What about "arms-length” rentals? The ASAE witnesses said
they were the rule, that the "rent-lease" arrancement described
earlier in the hearing was unheard of.

COMMISSIONER LANE: 1 wculd £ike tc ask Dr. Hcolmes
about whether any og your members of woun assocdation
deal at Less-zhan-anm's-Length 4in nentals. Do any
0§ your member assocdationsd, non-profii ccrporations,
nent gnom a conporation that 4is owned on operated by
some cf the membens of the non-profiz cerporation?
DR, HOIMES: 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
7atheir 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 rgnf-lease—purchase agreement that's

inaicative:Of‘what we have-been hearing today.
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COMMISSIONER LANE: (When you say some of them own
thein own propenties, you mean that non-progit
ccaporation ownd- the prcperty they occupy?

DR. HOLMES: Exactly.

COMMISSIONER LANE: Now, fLez's assume that we have a
situation where the non-profit corporation oxh Ats
incoaporatons and LXs operators have some property
over henre, and owned under anothen ccrporation, and
nent that propenty grom themselves, 4in effect. Do

you have any 4deas as tc¢ how an evaluation of a

proper xental shculd be made 4in such a case?

bR. 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 mortcage money on the budget. There~
fore, they almost reguire the particulesr 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 whaf 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 queStioﬁ more specifically than

that, it would be difficult at this point.
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COMMISSIONER LANE: 1'm suggesting, and really asking
youn opinion of 4%, whether ox net when we dc have

this Less-zhan-anm's-Length dealing, whethes thexre
Sdhouldn'zt be an.independent appraisal, nct the ouwner's
appraisal orn his asking figure, but whethexr Lt shouldn'z?
be an entirely independent appraisal of that property,
independent decfaration as 2o its neﬁzaﬁ value and &c¢
gornth.

DR. HOLMES: I think if there was any guestion about

the amount of money or maybe even as a safecuard about
what are considered, what are not considered appropriate
parameters, to have that independant appraisal, I

think, would be a‘very valid and appropriate kind of

recommendation.

The more compact the private school complex, the more
efficient and productive, the ASAH officials indicated.  §&.C.I.
Chazirman 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. 1s zhenre anyone 4in your assocdatdicn, on dcesd ycun’
assceiation consdider the efficiency with which the
schecek, §on 4instonce, cbtains properzu to be used as
a school facility? And Lez me make that as gﬁean as
‘1 can. .

We heand this monning that there was one facility
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Zhat, 4n punrchasing a vaniety of pancels, that houses
wene somewhat spread apart, which, 4in my cpindion,

would appear o be an inegdicient way of expensing

out money fcn the handicapped chifdren. 14 there any
thought, o does ycur assovcdaticn conduct any effdiciency
sdtudies 4in that negand?

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 reguest that
kingd 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 guestion 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 actuaily

build buildings closer and so forth.

EXAMINATION OF DR. HOLJES BY COMMISSIONER LANE:
Q. How abcut administrative gLow, four on five miles
apart.
"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 scﬁool, and even I have difficulty |
sometimes keeping track of what's going’on at the
various levels of various programs, and it's a full-
timé job just to keep track of everything.

So, any kind of distance from the program would

make it very, very difficult, if not impossible.

Tuition Reimbursements

The ASAH officials testified at some length on the problem
of non-public school tuition reimbursements, particularly on
the need to have the rates more accurately reflect the cost of
educatihg the child in the rate category to which the student

is assigned.

EXAMINATION OF DR. HOLMES BY COMMISSIONER KADEN:
Q. Has the association Ztried o evafuate at all
alternatives to the system 0f cost heimbunsements
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 EQucation some of the problems of the

current system of tuition, and in August we presented

"to the State Board of Education, and presented our
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problems and our feelings; the problems with tuition.
Right now, not only do we have cash flow problems
from the standpéﬁnt of delay of payment, but we also
have cash problems because of the status qguo 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. 1977-78
we found that in some of these catecories it was
actually a Geduction in tuition.
We went to the State Board of Education saying
you can't feasibly operate acgain. &Acgain, we are only
representing guality schools who are members, not all
the guality schools throughout the state. We represent
our guelity schools in savincg we,:-as an association
and members, find it very difficult to operate at a
reduvced tuition level. 8o, we 8id 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.

Q. A& 1 undernstand Zhe current system, Zhe board sets -

these maximum Zuditicn hates on a category-bu-categony

basis, and then the {individual school asks fon the
maximum usually oxn some other rate. In fcllowding the
tesztimony of the Last two days, 1 think 4t fair %o say,

at £edat, with a couple of thcse scheols zhat edther

‘42 doesn't cosdt that much money, that moaximum rate %o

provide an educazicn ¢ a child 4in that categony, ox,

i§ 4t does, 4Andeed, cost that much, the chifd {is bedng
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Ahoatchanged’becauée we have seen substantial ﬁmaunzé
o0f money going Lnto either wholly improper areas ox
excessdive ouenhé&d, excessive rent payments and Zhe
Like.

A. I think it would be the latter case, as I understand
you richt now.

Q. That the chifdren axre being shontchanged?

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 procramatic
level. You can actually charge less than the maximum
tuition rate and still shﬁrtchange the level and

charge the maximum and not have the services in a
guality sense because you need more than the maximum.

Q. Depending how ycu are allocating *hat?

A. Exactly. If you alliocate to the director, any
personnel, or for whatever reascn, into capital funds,
thousands of doliars, no matter what the tuition rate,
the children are the ones suffering. That's our
problem right now. That's what we are tying to rectify.
Q. Does that suggesit that a rneimbursement system

that focused more on a cost-by-cost apprcach, what some
peopnle call a cost-box approach, locking apprcach,
Looking at admindisirazive expenses, and operating
expenses, and curricula expenses and 8¢ ferzh,

category by.cafegory rathen than on a simple per-

child §oamula, would be a more appropriate sustem of--

~
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MRS. GREENMAN: You mean program-oriented budgeting?
COMMISSTONER KADEN: Exactly.

A. Something 1ike 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 Education has
recently develc¢zsd 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 association is to 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
neecessary for the child.

MRS. GREENMAN: So that each school will be reimbursed

based on the services that they render to the child.

ASAE 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 position 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 Engelbrécht. I feel they're going out of
their way to be ﬁooperative 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.
Q. Without fumping ahead o4 ounsefves at alf, 1
Zhink my Ampressdion as a hesuld? of exposure Zc this
prcblem 45 that we anre dealing with a tericuslyu
degective statute; that even the best-intentioned
people 4in the nefevant depantments are at a sesndcud
disadvantage given the statute and given Zhe resounces
theu'ne gdiven to admindszten this proghram. 1& that
a characterdizaticn that you would share?
A. I would think so. In 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 a one-person bureau to go out
and monitor a hundred fifty schools, which we did a
little arithmetic on. She'd be able to do it once
every twenty years, really.

COMMISSTIONER KADEN: Right. 1 think my comments

‘heflected, in part, on that testimony. Perhaps cut
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cf these heanings and out of zthe effornts 0§ younr
assocdiation, one thdng that will come 48 a proposal
fox £egi¢£aziue'ﬁeéanm that vcur assovcdaticn and this

Commissicn can ccoperate on.

Many Outstanding Schools

As they concluded their testimony, the ASAE officials
said they hoped the media would in some manner demonstrate
that there are & large number of private schools who are
"providing guality education for the handicapped." Chairman
Rodriguez emphasized that the Commission had soucht to make

this fact clear throughout its proceedings:

THE CHAIRMAN: 1 think the statements 4rom the
Cemmissdicn have consdstentfy been thaz at no Zime ane
we tayding Zc suggest that thenre aren't geod Achcbﬂé
and a £c¢t o4 dedicazted pecple werking geh Zhe

benedit ¢g the handicapped children. Our Anstincts
are somewhat hedightened, however, when, and especially
now since 1 heard frem Da. Holmes, that 44 the fudition
may not always be exactlfy adequate and then we hear

of some abuses, thai we have Zo get cn with some
nather dramatic changes. But I Zhink we have ccn-
sdstently sadid we den'zt wanz e say thcese Zhings zo
detnact from these whe ane dedicated in Zhe g4eld, and

1 know thenre axe many.
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DIFFICULTIES AT THE STATE LEVEL

The final witnesgs was Dr. James Richardson, Siazte Director
of Special Education in the Department of Edvcation since 1873.
Eis &ppezrance climzxef & ionc periof of cooperation with the
Commiegiorn Suringc the earlier phases of its ingoiry, Suring
which he 2lsp testified at private hearincs of the S8.C.I.

Counsel ESizvace Girected Dr. Richazrcéscen's &itention to some

"of the problems of fisczl contrels expesed b the Comrission

puktlic sescsions:

Q; 1 weuld suppcsc Lna? veuw enc avase ¢4 2ie
Coemmissder'a concern at 2his pedn 4in 428 dnguisv ¢f
special ecucaticn L& zhe discal zespersitilizy ¢d 2he
schecls and means and marnnesé of poaveuts of putide .
ﬁcuicé xh&éugh the educaticnal nedmbusserment svaiem

cf (pekiht educatior. )
. ke Eaue dealz 4r executive sessdcr with scerme ¢f

the negufaticns that deal with special educazien. 1
wondered whether these nepulaticns azre under schuliny

as a ncsult ¢f the hearing here today, ox were They
under scrutiny prion te the heaxdings here zoday?

1 wonder 44 vou can revdiew thaz e Little t42 wiil me.
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2. I think they are under scrutiny. I think I did
explain to the Commission that up until 1875 I was

prohibited from collectinc ézts related to financizal

which was

recuested

private schools under &

section, 7%itle 1BA,

passed in 1903,

2t that point in time I

an opirnion from the attorney ceneral's

office and received back an opinion that the private

sector under specisl education was, in essence,

cuasi-public and, therefore, &t thie particular point

in time I cen go forwerd anc becin to collect dzta.
The first financizl catz was collected in July
of 1875 from the private schools in the State of New

Jersey.
Q. Okay. Ncw, veou had eZiempied, had vceu neZ,

Zc getr a decdsdicen as 2o whkethen yceu ceould cellec
suck caza fen seme Zime dutdng yeus pesdzicn in Zhe
depariment; 4% Zthai correct?

A. Yes, that's correct.

Q. And veu g4nally get 42, 1 zthink, whken a divdiscn-
Level pensor above yeu changed?

A. That's correct.

Q. Had vou applied Zc an assdisiant Commissdicren?

A. Yes.
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Q. And been 2old no fcn sometime?

A. VYes. |

Q. And zhen tafen cn werne alfowed %o apply to the
azzbnney general for that panticulan decdiscn?

A. That's correct.

Q. Was the decisdion a clean one 4in your reading of
iz?

A, Yes, very clear.

Q. Now, 84ince you have been collecting the financial
data, 1 would assume that you have alsc had 4%t nevdiewed
by youn department?

A, Yes, we have it reviewed.

0. Who 44 xespensible fen Zhat revdiew?

A. Mrs. Eleanor Engelbrecht.

d. Have you also had audits done cf particulan schocks?
A. Yes, we have. |

Q. How have you worked that? Have you werked that with
youn own nééounce people oh moved outside Zhe bunéau?
A. We have used our own resource people throuch the
Department of Administration and Finance.

Q. And that i$ also in the Department 0§ Educaticn?

A. In another division.

Q; 18 4t unusual 2o use these kinds ¢f nrescurces fcr
you?‘

A, For me, yes.

"G.  Okay.

A. We do use them as‘it relates to aﬁditing public

schools in terms of all programs.
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Q. 1s thein funcition within zhe Depantment of
Education to supply nescunce pecple don all auddiZing
needs or de zhed wenk 4n ancthen specifdic divisicn
and fust supply vou with youx needs on an as-nceded ad
hoe basds?
A. They supply us as needed on an ad hoc basis.
N. They have thein own specifdic neponsibilities and
are net, 4n effect, a pccl of accountant tafent? -
A. We're really drawing on people who have another
responsibility.
Q. 1 suppcse vecu see 1'm getiing the questicn o4
whcihe& 4% weuld be bettenr for ycu 2¢ have your cun
auditing capability within zhe bunreau.
A. I believe it would be better.
Q. What 44 your staffing Level ncw wizth negard Zc
the people ucu have available 2o you Zc revdew Zhe
budgezs? )
A, 1In addition to Mrs. Engelbrecht, we have about
twenty-five staff people, who can be available at
various points in time when there are'dayskthat 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. Engélbrecht does almost all of checking the
"audits or checking the finanéial 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 pernsonally assisdted her on oveeasion
in that function?

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 COMMISSIONER LANE:
Q. VYeu're Zalking abeut paperwonk, neviewing papeawcrk?
A. Just revﬁewing all of the budgets of the hundred-
fifty privaﬁe schools in state and the hundred out of
state.
Q. Juét one pexson doding that?
A. That's correct.
Q. And that gives Litilfe Zime %o go cut Lin Zhe
§iefd and Look about, does Lit? '
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 many people do you have do4ing that?
A. 1In visitation? It will depend upon; as I
indicated, the members of the staff that’are available
at that particular poin£ in time. I would guess
'wefve done maybe fifteen validations since September
at this particularkpbint in time in the private sector.

Q. 0§ a hundned~5i51y schools?
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A. Uh-huh.

EXAMINATION BY MR. $IAVAGE:
Q. Dc zhese visditaticns include any {inancial revdiew?
A. Yes, they do.
Q. Okay. What 4is the nature of the {inancial revdiew?
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 lcok at the schools.
Q. Weuld you app&cximate.aé a necessakry stafg Level
04 an auditing capabiliiy within ycun own bureau Zhat
could handle the sustenm as it L& perscnally set up;
that 4is, budget submissdicn, auditing and then a fudliicn-
per-child cos, which 48 delivered 2o the schocl by Zhe
Depastment of Educaticn?
A, Number of personnel?
. Ves.
A. Minimally, probably three.
Q. Okay. The Department of Education has recently
passed a body of regufations dealding with special
education; 44 that correct?
A. That's correct.
Q;' Dc those ﬁeguﬁatiané addaess themselves 2o the
amelionation 0§ any prcblfems that have been pohtaayed

in these hearings?
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A. Some.

2. Okay. Thev danfz dpecdfically address auditing
and things of that natute?

A. No, they dobhot.

Q. Have you, edthen personally cx zée depanritment,
given any thought tc a suggesition, that ycu prcbably
hearnd as you sazt in the gallery, that Commissionex
Kaden made of a pcssibility cf a cest bex cn neascnable
cost approach nathen than as opposed tc a pen-child
Zudition nate tco so0lve scme o4 the diggiculties we
have heand cver the past twc 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 being 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 guestioned how the department could "respond
to exploitation of the sy;tem" -- particulary, as counsel
stated, "if you have allegations 6r 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, there is more difficulty for us in terms
of what we do once we determine that there iz a

problem.
Would regionalization of the system help?

EXAMINATION BY COMMISSIONER LANE:
Q. 1've been somewhat suaprised, 1'm sure everybody
has, that some of these private schools wilf have
brought 2o zhem from as many as = Ainty miles, Zwentu-
give mifes, day students back =~ « th., Tsn't
there some way of regicnalizding Zne jsZem sc¢ that the
pupifs brought to a schocl weuld be reascnably close,
within ten mifes ox f4ve mifes, ox whatever educeiticnally
44 deemed wise and propen?
A, We attempt 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 autonomous unto
itself, to a degree, and they are the people that
place the youngsters 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 cgot an hour radius as it relates

to that.
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Q. Even an hour each way, zwo hours on the noad gor
a handicapped child seems pretty excessive, doesn't
417

A. Yes, it is.

- Q. And can't thaz problem be Looked at and corrected?
A. We are attempting to do that as it relates to
building five regionalrday schools in the State of
New Jersey to handle the severe population. That,
of course, 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 auvditing the non-public schools:

EXAMINATION BY COMMISSIONER KADEN:

Q. 1 Zhink Mrn. Siavage asked you what kind of
auditing stafé you would need o do a proper jecb wizth
these schocls. 1'm not sure 1 goi the answex.

A. I said, a minimum of three. If we are talking
“about program peop}e 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 private
sector as they look at the public sector.

Q. D4id the department incfude in £zs budget nequest
den the next yearn any 4increased auditing capacdity?

A. I included positions in my budget. I can't say
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to you whether or rnot that passed on to the Commissioners.
Q. Penhaps 4t would be 4in onder, even before this
Commission proceeds 2o any goamal recommendations, Zo
suggesl that you go back and talk 2o the Commissionen
and see 4§ he might be willing 2c Look at that Lssue

and commundicaie some request to the Treasurex befonre
the execcutive budget {s submitted.

Have wvcu even evafuated the alftennative 0§ using
cutsdide auditons as a substitute fon creating an
auditing slafg 4n the department?

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 pecple. 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. 1t mighi afrc be wornth evaluating both the cost
and egfectiveness ovf ccnducting mcre therough-goding |
audits with outside audizors as opposed fc devfopding
a stagg 4n the Education Department. 1 suspect

you shdne with us the sense that zc the detniment

o all those dedicated people who are running good

schools Lg you have even one schecel where 30 on
$40,000 on mone is beding divexrted 2o personal use--

A. That's correct;

Q. --out of Special Educaticn funds.
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Profiteering on the Bandicapped

The Commission recalled testimony earlier in the day by

Mrs. Farrell of the Manor Woods Academy.

EXAMINATION BY MR. STAVAGE:

Q. Mr, Richardson, we heand some testimony 2his
moaning grom a sdchoof 4in South Jensey that it was
essentially neceiving $5,300 pen student on the
educational end and then was hduing the students
educated 4in pubfic school distnicts for approximately
$3,300 payment from that school tc a public school
district. Essentially, 4% was making whazt Zhe
Commissdion might feel was a prog§it cf $2,000. Now,
Zhe witness expladined zhat zhat $2,000 was hoz, in
effect, prcgit because the child's educational
experndence continued when Zhe chifd neentened zhe
nesidential school, because L1 was a resdidential
schoof, and that they wene helped with thedin -home-
work on put 4in an educational environment afzten Zhey
got back from the public school.

Ane you aware of that kind of situation existing
in the system?
A. In that particular instance, a yvear 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 bnlyfoiher eXperimentél‘program, so to

speak, is one I have approved with the Glen Kirk



-178-

School where we have a transition program where
the private school children are actuvally in a
public school program and receiving services.
Q. Wizth nregaxd Z¢ Manon Weods, 1 think 2he wiZnress
did say vcu appreved 4t. 1t was as a pilot pre-
fect gor a neenthy program.
A. That's correct.
Q. And wcu have no knowlfedge, 1 guess, 2iLL

" shontly bedcne todau, on todav, that that proghram
has mustinocemed tc be apprcximately edght crh--

2A. 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 action:

THE CHATRMAN: These bedno no fusrthesr witnesses
1 weuld £ike at Zhdis time Zc make a stztement on
behalyg of zhe Commissdion.

In these public hearings zthene has beer demcn-
d2tnated the greed ¢f a gew ncn-publdie schect
operators who have pregdizted perscnallu at the ex-
pense ¢4 handicapped children. There also has
demenstrated crnitical deficiencdes in Zhe 5¢azuzcny
and adm&n&bf&dt&ve system fon Zhe menitoring of
the $26 million program of Special Education tha?
L8 2o serve these ungerntunate chilfdren.

We wifl submizt to zthe Gevetnox and the Legds-
Lature socr our recoemmendations fon a sisengthenced
dystem. ‘

Let me g4inst nestate on behalf of the Commissicn
‘what was emphasdized at the siant c¢f This public
foaum,
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Oun Lnqudiny conceans both a gross misuse 04
the Speciaf Education program by centain privote
schoofs and Zthe statutory and administhative de-
giciencies of the program's {funding sysztem. This
sdystem serves mcére than 5,000 chifdren whe ate
suffesding grem cne of mesre c¢f such sendicus mental
and phusdcal handicaps zthat theu ane unable 2c
attend Zhe public schoclfs. Moszt of these child-
nen are enrclled 4in New Jensey's 125 private dav
dchools and 25 private nesddential schools.

Local school distndicts pay the Zudition rates --
parntially funded by the state -- nanging frcm
$3,500 o $6,600, accornding to abouzt a deozen
handicap categordies.

The necessditu fcrn this program L8 undisputed,
as attested by its strong public §inancial and
phifoscphical backing.

These heardngs have exposed examples cf a
calfcus abuse of the system by some prdivate
scheels and have demenstrated Zhe Anadequacy ¢4
the Law and nufes by widich the system 45 ad-
mindistened. These administrative weaknesses
afso wene ilLfustrated by centain questionable
practices by some enireprencuns that funthex
threatened the neputatdicn cof Zhe entine sysiem
as well as zhe dedicaZed and continuous public
endecrsement upon which the success of the prc-
gram depends.

The nange c¢f misdeeds actual and apparent,
as heveafed by witnesses at this publfdic forum,
neglected an appalling high-handed disregand by
some fon the personal as welf as educational
well-being 04§ handicapped chifdren in a minority
0§ private schools. The outndight imphoprieties
and the questionable practices and procedunres
wene depressingly wide-ranging -- despite zhe
nelatively small sampling of such acitivites:

*The admindistrhaton of the Calais School
utilized tax funds.-allocated 2o his non-public
gacility to noll up mone than $40,000 in pernscral
non-educational payouts in a two-year pendicd.
These included a $750 "gifi" to his brothen-in-
Law, a trip Xo las Vegas, Zhe acqudsdition cof ex-
pensive painting and sculptunres disgudsed as
"books and supplies,” excessive pensdicns and
- Ansurance coverage fon himseld and his wife, and
~a multitude of Zax-exempted perscnal punrchasces
with school checks of such items as a stexrec
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system, bocks and magazines, Lawn equipment, Bswim-
ming pock chemicals, camenas -- even Tennds balls
and sneakens. -

<A feames Zeacher at the above schock testified
thazt zhe son c¢f the admindisiratcn and his wige
(each cg whem L& drawding $30,000 in annual salanies)
was at $13,000 a yean the highest paid member ¢4
the school's Zeaching staff, was not centified and
Ahowei up at the schoclt onfy 4in the afternoon tuice
a week.

The business manager og the Lincofn Scheol ad-
mitied she and het assocdiate jouzneyed to FLorida
each vean at the school's expense 4in a $4,000 van
paid gon oui o4 pubfic dunds allocated teo the
scheel. 1In addition, she confinmed payment by the
schocl ¢4 a $7,000 addition zc¢ hex home.

*The admindistrative assocdiate o4 the abcve
witness ccengdrmed the employment by the schock of
a perscn whe senrved chiefly as hern penscnal valet.

sA doamen Linceln Scheol empfoyee condinmed she
handled mcsz ¢§ Zhe managerdial duties, af a salary
cg $15,000, that wese tihe staZed nesponsibilitu
0f the Zwe previous witnesses, who received $36,000
vearfy compensation each.

sA cat safesman testified trnat the Lincoln
School cperatens purchased a f4ve-passencen van,
with Luxury accessordies, which was unsudlted gcn the
hauling and busdiness purposces forn which Zhe cperafons
said they bought the vehicle.

eThe executive dinector of Manca Woods Academyu
was depdicted as using sdchool funds 2o ecoudre and
expand neal estate holdings, a a substanztial penr-
sonal profit, that appeanred zc have LittLe or nco
nelationship Zc¢ hen publicly funded private schocl.

eThe exbcutive directoer c¢f Somensetr HiLLs School
told how the school's opernating corporation Leases
Zhe achool's Land and building froem ancihex cchapchra-
zion, with the same cwnership -- ALLustrazing a seff-
dealing procedure Zhat calls fon examinaficr 4Ln
depth.

sO0f{dicials of zhe highly xespected Association

04 Schools and Agencdies gon the Handicapped (ASAH]),
both ¢ whom operate outstanding nen-public facilities,
have stated that onfy 20-25 schocls qualifdied fcn
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membenship because of that association's strnict
accounting nequdinrements and that that association's
effonts Lo Aimprove zhe Special Education funding
dystem wenre unsuccessful.

Testimony was recorded on the difficulty cf
persuading agencdes with nelated 4esponbibilities
Zo compdile and adopt und{form procedural gudide-
Lines, on the Lack of manpower with which 2o
manage and watchdecg the system, and othen problems
that beset program adminisirators within the State
Educazicn Department.

The diveasion of public monies to personal oxr
non-educationafl uses, where admitied, 4is a sericus
abuse 4n the system and an indictment of the Law
that provides Lnadequaze means Zo guarantee com-
pliance.

The hearnings conginmed that thenc L& ample
opportunity for present and prospectdve operators
who desine onfy zo gain a {fair and reasonable re-
tunn from prdivate facdlities that 4L a cnitical
vold 4{n Zhe public schocf sustem. Theregorne we
befieve we can face the prchlem of proposing
sdtningent negorms -- such as making auditing ne-
qudiremenits more sirict, accountability monre
effective, monitoring more frequent and alent
and staffing morne capabfe and adequate -- without
undue concern that any neduction of educaticnal
opportunity will be Zhe nesult.

Tn dact, even mone than aggressive ana expedi-
Zious Legistfative and regulatory refornms Ls
warhanted.

Those who have §Lagrantly progited by the di-
vernsion o4 funds to personal acquisitions and
acti{vities unrelated 1o zthe education of handi-
capped children, should -- Zthrough caiminal oxr
civil action, on both -- be fonced 2o disgorge
Zhemselves of all such profits.

The S.C.1. intends as 45 418 practice %o
coopenate fully with all Law enforcement, prcse-
cutornial and othen govennmental agencies by a fuldl
and continuous nefenrnal and disclosunre of 425
§indings to them fon appropriate action.

. We will suggest that the Attorney Genenal con-
diden §iling cdlvil suizs against the individual
beneficianies of "unjust ennrdichment" from
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Special Education abuses, as narnated at these pro-
ceedings, as well as criminal action when justified,
on both. - :

. The Comm{ission, as 1 have Lindicated, intends
2o prepare as soon as possible a detaifed nreport
0f 4ts §4indings 2o date -- even as oun Lnvestiga-
tion continues into other facets of the Specdal
Education proghram.

The problem is as complex as it is heant-nending.
But what stands out starkly as we end these hearings
{8 the undisputed conclusion that the Special
Education program for handicapped children Lan'z
wonrking the way 4t can and should, that some
chifdnen arne being shortchanged, that scme public
funds anre being wasted because money's going 4into
private pockets 4instead of educational proghams.
We Antend 2o neport to the Governon and the lLegis-
Latune oun detaifed, necommendations on these prob-
Lems.,
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CONCLUSTONS AND RECOMMENDATIONS
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CONCLUSIONS AND RECOMMENDATIONS

I. INTRODUCTION

A. Backgnound : -
New Jersey’s system of non-public education

for handicapped children is addressed by law under
N.J.S.A. 46:18A-1 et seqg. and N.J.A.C. 6:28-1.1 et seg.
Additionally, where the setting is both residential
and educationali, N.J.S.A. 30:4C-1 et seg.and N.J.A.C.
10:127-1.1 et seg. are applicable. Finally, state
programs in the area of speciai education are also
substantially affected at the federal level by
20 U.S.C., §140l1 et seg., commonly known as "Public
Law 94-142".

The Commission's public hearings.disciosed
obvicus areas of reform, including the staffing
and functioning of the Branch of Special Educatioﬁ
‘and Pupil Personnel Services (hereinafter referred
to as BSEPPS), the specific description of allow-
able and non-allowable private school expenses,
ﬁhe record-keeping and reporting requirements
of participating schools, ané the procedures for

rate setting.

As with all such complex areas, the Commission
approached the recommendation phase of this report
mindful that cost savings are not the only concern.
Because certain operators,are‘able to.éxploit a syStem‘s

inadequate reporting requirements,; it does not necessarily
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suggest that rates are exorbitant. Equally supportable
is the conclusion that state and local funds which are
barely adequatgware being partially diverted to the
personal benefit of certain operators. Thus, the
8.C.I.'s recommendations emphasize both cost con-

sciousness 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 gonnecticut General
Assembly. The recommendations of the Commission on
cost reporting and rate establishment are based upon
CARES' plan, with modifications stemming from the
§.C.I. staff's familiarity with similar systems
of reimbursement in the health care figld.*

The advantage of CARES is that it computes the
cost components of’each service provided for the
benefit of each distinct handicap classification.
Thﬁs, the system bbth 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 expendeg on each classification, it becomes

an eXCélleﬁt ba;is for enlightened rate setting.
Finally, institutions operating under this system

will be apprised of the definitions of allowable

costs as against non-allowable costs so that uniformity
will be established and the possibility of fraud

A}

reduced.

ImpLementing Methodofogy

A recurring issue with regard to recommendations
such as those proposed in this report is whether
legislative change or administrative alteration is
the most appropriaté avenue. Because neither laws
nor regulations exist in most of the areas which
the Commission addresses, it is the S§.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.3.A. 18A:46-1 et seq.



'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 educatea in the same facility, a marked
overlap of authority was revéaled 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, especialiy witﬁ regard to

inappropriate allocation of costs and services.

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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for fiscal control and rate settiné). The bureau
'should have the*potential for expansion into areas
such as prograﬁ'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 progrems.

Under a new system of reporting and rate-setting,
the entire staff should be occupied in reviewing forms,
reports, aécounts 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 hereinafﬁer). 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 year to be allotted to field

auditing.
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- III. ALLOWABLE AND NON-ALLOWABLE COSTS

A.

Background

The 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 wes little directién 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—aliowable costs.

Recommendations

The following costs should be considered non-

allowable:

1. Safaries to Ownens and Membens of Thedin
Famifies.

Individuals who directly -or indirectly -control

the board of directors, board of trustees or
other deciséon-making body of an educational
institution;should 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 not 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 nof directors in combination with

-the holding of a salaried position.

Expensdes don 0fdices Not Locazted on School

Grounds.,

The main educational institution should provide
sufficient ‘office space for administration;

The maintenance of offices in homes or in

other locations separated from the main
facilities of anvinstitution should not be

a reimbursable expense.
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a

Explanation: It is the Commission's view

that requiring all teaching and adminisfrative
staff to be located on the grounds will reduce
‘the opportunity for personal expenditures un-

related to the school's operation.

Enztentadinment Cosits.

All costs for social activities or amusements
and related incidental costs should be dis-
allowed unlessythey are proven to be part of

the regular educational program.

Cannying Codts fon Land and Building-

If the ope?ating entity also owns the land

aﬁd bﬁilding, 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 asyallowable mortgage interest,

depreciation, taxes, insurance and maintenance.

Explanation: One of the serious questions

~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 actual 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.

InZterest Charges on Bornrowed Capital and

Inszaffment Punchases O0Zhen than Mortgage

Loans on Fixed Assets.

The S.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 ée allowable.
Interest costs for mortgage loans upon fixed
assets would be controiled as described in

$4 above.

Research and Deveﬁépment Co&té.

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



~193-

for new programs should not be allowed. Addi-
tionally, if thg_research and development programs
involve travel,.the reporting system should clearly
state the nature 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 inguiry

that abuses existed concerning travel which bore no
relationship to any special eéucation program and,
in one case, a payment to a relative ostensibly for
research and deVelopment. The Commission's recom-

mendation would prevent abuses in thig 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 not 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.



10‘

11.

12,

13.

=194~

Legal Expenses and Legisfative Expenses.

Costs incurred for lobbying activities and
legal expenses other than for general con-
sultation shoul@ not be allowable. However,
legal expenses paid on a retainer basis at
a reasonable level for consultation can be

an allowable cost.

Contnibutions, Donations, Awards, Scholfanships,

Fines and Penalties.

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 Expenditures.

The Commission recommends that capital expenditﬁres
in excess of $100, which increase the useful life
of the asset, should be non-allowable, except in
the calculation of future depreciation Qf thé

asset in question.
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Explanation: The Commission's public hearings ex-
hibited a marked degree of confusion by one operator
concerning the q§finition 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
regulations already prohibit reimbursement for capital
expenditures, the new reporting 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 Services.

Recommended, that the imputed value of donated

goodskand services be non-allowable.

Thansferns of Amounts o4 Funds 2o Reserve

on Contingency Accounts.

Recommended, that'any funding of accounts which

make provision for contingencies be non allowable.
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17. Intangiblfe Costs.

Recommended, that all intangible costs are

non-allowable.

18. Non-Cusrnent Costs.

All expenses which were incurred cduring a prior

period or those prepaid expenses which will be applied
to a subseguent period should not be allowed on

the current report. They 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 language in the new
Article 8 of Title 46, would 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,

Bachgnound

Audits congucted by Commission staff, as well
as examination and analysis of present financial
reporting instructions and forms of BSEPPS, illustrated
many deficiencies in informational reguirements.
Apparently, a lack of adequate 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'allpwed many schools to exist with

chaotic accounting records.

Adequate direction and instruction by the propesad

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, reports should provide the bureau
with sufficient information upon which to make a
determination of a fair tuition rate. The rate should
be based on reasonable costs budgeted by the school,
with sﬁbsequent adjustments when accrued expenses
vary beyond an accepﬁable"limit abové or below budget..

The Commission recommends:
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Expense Budget Summary and Actual Cost Report.

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 reguested should be a reasonably
detailed itemization of expense categories.
Total expenses must be reported and subse-
guently apportioned according to definitions

of allowable and non-allowable costs. Aliowable
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 reguired which
reconciles the projection of expenses with
actual disbursements. Ah 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 Repont Supponting by Function the Salary

Component of The Above Described Report Should

Be Requdined.

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 appqrtionment 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 compensated, 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.

Thﬁs, each employee's total salary would be
listed and then apportioned between allowable‘
and non-allowable. The allowable salaries, based
once again on clear definiticns, would be

further diﬁided’as to roomkand board, other
programs and services, and special education
total.‘ The last program, the "educational

component", would be allocated among each of

the individual handicap categories.
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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 Cfeanfy DeZailed

in a Wonk-Papen Report Which Supponts the Cost

Reponted 4n Both Expense Budget and the Acfuaf
Cost Reponit. |

Assets having a useful life in excess of cne

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 basis, will reduce capital
acguisition costs that cause fluctuations

in "operating expenses" and distort the true

financial experience.

For The Purpose 04§ Centain Expense ALLocations,

a Reponting Schedufe of FLoor Space and Land

Should be Requdined.

This first would show the allocation on a
program basis: room and board, other programs
and services, and special education. The

special education component subsequently

would be sub-divided by handicap classification

served.
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Centain Program Reporting Information

Shoufd be Requined, Including Estimated

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
s 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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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 legislation 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 settihg up the new burezu.
The .program should be implemented by the 1979-80

scholastic year.

C. Comment
The reporting reguirements 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.



It shoul& become immediateiy apparent to
the new buréau 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 ®AF,

" 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,



V. RATE SETTING

A. Backgnround

For the ye;rs 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 préviding those services. The timing
and availability of information was such that most
non-public schools eligible to receive

children requested 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 handicap 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 spécialyprograms,
commonly known as individual educational plans,

provided for special education pupils vary due to
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the sevetity 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 so 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 regular classroom

experiences." 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. In 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 Qdirect super-
visioh and were’capable of attending a local public school.
In the other schoo}, 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 been required -- there is no mechanism which prevents
a private school from reguesting and receiving tuition
revenue in excess of reasonable 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 school, in order to
provide the necessary program. Once a total reascnable
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 componehts which, in the aggre-

gate, comprise the per diem rate. In addition:

1. Tdiming. '

The propoéed budgets, submitted by May 1 for
the subseguent year, should be reviewed by
BSEPPS and should providerthe basis for a rate.

Rates should be set bvaune 15. The schools

should have the right to appeal.
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Change Reponts.

Rates set at the beginning of the school year
should be flexible, at least to the extent of
major changes in the program being provided. 1If
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 4in Succeeding Years.

Actual cost reports filed at the end of the
year should provide the basis for recalculation
of that year's rate. 1If 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.v

This does not include donated funds and their

effect on surplus.

Reasonableness.

Alﬁhough rates will‘be set based on budgets
and aétual cost reports submitted, BSEPPS
should make an attempt to determihe the
reasonableness of the private school's regquest.

A program for making this determination should
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include a comparison among cost component.
categories of schools providing similar

services.

For exé&ple, 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 examinafion 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 tuiticn 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 year'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, ihe Commission is again of the
opinion.that general direction should be
mandated through legislation and specific
reguirements should be added through regula-
tion. The required 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 analysis of 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 substantive changes in programﬁing during
the year cause a review of the rate, but also the
actual cost report will provide the baéis of a
recalculated rate. This revised rate, with certain
exceptions, will be‘reflected in the sﬁbsequent

yea:'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 éending district
and its child study team which actual services are
being delivered and the‘érecise 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 comparisons of the rates among
schools providing similar services. The rate will
reflect the services provided and the market will
limit the rate. 1In general, it is the Commission's
recommendation that components of the rate should
include cost component categories as set forth in
the projected budgeg and actuai cost reports. 'For
those private schools which are incorporated for profit,
the amount of profit regquested énd ailowed should be

set forth as & separate component of the rate.



-211-

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 educatlon
program categories.

Column Headings:

Column A - Functional Expenses:  Represents the grouping of operating
expenses intw 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: Reépresents 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 re51dentlal
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.

Y
Column H - Special Education Program: Column H-1 represents that portion

of aliowable operating 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. g

Column Special Education

H2 RD Emotionally Disturbed

H3 , . NI Neurologically Impaired

H4 ' EMR  Educable Mentally Retarded
H5 sM Socially Maladjusted

Hé6 PI Perceptually Impaired

H7 AH Auditorially Handicapped
‘H8 . OH Orthopedically Handicapped
H9 VH Visually Handicapped

H10 TMR  Trainable Mentally Retarded
H1l ‘ . €I ~ Chronically Il1

H12 ‘ ' CH = Communication Handicapped

H13 7 2 MH Mulitple Handicapped



WORKSHEET A

__SUMMARY ENPENSE REPORT Facility: _ABC School
B . Page 1 of 6
Report. for Year Ended - June 30, 19xx
(A) (B) ©) (D) I (E) Program
(F) ©) (H) Special Education
Other (m-1)
Total Allowable Room Programs | Special Catepories of - Program Service
Gperating {Unallowable| Operating and and Education { (H-2) | (H-3) [(H-4) |(H-5) (H~6) [(H-7) l (4-8) I(H-9) (H-10) J(H-11) [(K-12) [(#-13)
Functional Expenses Expenses Expenses Expenses Board Services Total LD NI EMR SM PI AH on . Vi TMR CI CH MH
Line;
1 [Ceneral and Administrative

(a) Salaries and Wages 15,000 15,000

(b) Fringe Benefits 20,000 20,000

(c) Payroll Taxes 7,000 7,000

(d) Advertising 200 200

{e) Communications 750 750

(£) Materials and Supplies 1,000 -100 900

(g) Rental Expense 500 500

(h) Depreciation on Furni-

ture, Pixtures & Equip. | 100 100

(1) Accounting &Legal Fees 2,000 2,000

(§) Contractual Expensel"

(k) Bonding Insurance 250 250

(1) Memberships and Sub-

scriptions 150 150
(m) Uncollectible Accounts 600 600 -0~
(n) Travsl 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 June 30, 19xx Page 2 of 6
(A) (B) {C) m (E). Program
(F) © (R) Special Education
Other = S LA AR it
Total Allowable Room Programs s,,ed)l Categories of Pprogram Service
Opersting |Unallowable| Operating and and Education =7y T{R-3Y TH=4Y [(A=5)" TH=6)  XR-7¥ T UN=B) T{A=97 TCR=TO} JOH=TT} (=12}
Functional Expenses Exp Exp Expenses Board Services | Total ED | NI EMR SM . PI -|AH OH | VH | TMR Cc1 CH
ine (A) 1
|2 | Occupancy : . : }
|
(1) Salaries and Wages 7,000 : 7,000 S I =
(b) Rent I
| (c) Repairs and Maintenance 1,500 1,500 | ]
Lo do
_..J_€d) Utilities 2,000 2,000 ~ 5 ; : L
i : T
| | (e) Moving Expenses T A I R Lo -
]
(£) Occupancy Insurance 800 ' 800 | SO SO — J
<] (8) Real Estate Toxes 1,000 LOO |l )
(h) Depreciation 7,000 7,000
(1) Contractual Expenses
Sub-total 19,300 19,300 10,615 ’3,147& 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) Depreciation on

Specialized Food

R WO

Service Equipment 100 100

(d)_Contractual Expenses 500, 00

Sub-total 13,600 13,600 | 9,112 { | 4,488 [ - 12,500 ] _ _ __| . 1,988




Facility: _ABC School WORKSHEET A

SUMMARY EXPENSE REPORT

Report for Year Ended June 30, 19xx Page 3 of 6
) ] (8) <) (D) : T s (E) Program
(H) Special Education
(F) Ol(:ﬁc)-.r STy .2pec
Total Allowable Room Programs vSpeclal . Categories of Program Service
Operating [Unallowable | Operzting and and Education (EFZ)—|_(m [ ]ZH-S; { -67”'1“-7) (H-BY T (=9) | (H-TO) [(A-TT) [(H-TZ) [(H-T3)
Functional Expenses Expenses Expenses Expenses Board Services| Total ED NI EMR SM ' PI AH OH VH TMR CI CH MH
Lin ! ] !
— 1 [
4 | Residential Service ! l
(8) Salarigs and Wages 6,000 6,000 ' E
b T
(b) Housekeeping Supplies 5
(c) Depr. on Specialized ; X ! —! ;
[oere op 222 002 ———— [T —— e , . |
' ] I
. Fautp —— SN AU U NN - : S B -
(d) Contractual Expenses 2,500 2,500 i ) : i
Sub-total 8,500 8,500 | 8,500 [ : Il
T et e T T e e e m A i e S ] e - - i S A SO A
| ]
‘ A R (S B ! | { I
5 | Education - ! !
(8} Salaries and Wages 28,000 28,000 13,676 14,324 8,8192I ' 5,482
et [P ARV SR IRV RPNV IR AN RSN RN R -
(b) Depreciation on Special{zed
Education Equipment L i
I RURERNOI S A IR e e, 1
(c) Contractual Expenses - !
Sub-total 28,000 28,000 13,676 14,224 8,842 5,482
S A e e -]
G | Health Services
OOV LN S S USRSV (VNN PTI [ESURRN [N SN .
{a) Salaries and Wages 10,000 O 10,000 3,000 . 3,000 4;000 2,000, 2,000
i
N 1
(b} Depreclacion on Specfalized . . |__. ..__..]. A |
-} PSP o] e s
Health Service Equipment i
P R 5 e —
(c) Contractual Expenses
Sub-total - : 10,000 10,000 3,000 3,000 4,000 2,000 2,000




SUMMARY EXPENSE REPORT Facility: ABC School v WORKSHEET A

Report for Year Ended  June 30, 19x» : Page 4 of 6
\) ) (B) ©) (D) (E) Program
(F) ) (H) Speclal Education
Other =0
Total Allowable Room Programs Special Categories of Program Service
Operating | Unallowablg Operating and and Educationi(R-2) (R=3Y (=8 T(H=S) T TH=6) " (A=7) TH=8) T =9y (=10 T(R=T 1= T2y T (=TS
Functional Expenses Expenses Expenses| Expenses Board Services Total £D l N1 EMR SM ' PI rAH OH vVH TMR c1 CH Y
Line ; 1 ¢ |
.7 | Social Services . S i i
.{.(a) Salaries and Wages RS WU USRS SRS BRI
(b) Deprectation on Special; - !
. _izedSocielService EgulpL . o . ! 1
.| (¢)_.Contractual Expenses | . . | SRS PO AR S I i L ,'__
sub-votal ..ol L - L . | . H
| i L.... - -
. | IRV UURUR ORI AU S S B i | |
]
8 | Speech and earing Therapy | ' L
(a) Salaries and Woges | - 5 |
_]_(b)_Depreciation on Special] — . VI
i{zed Speech & Hearing
Therapy Equipment - | = . __j... — ST TR
(c)_Contractual Expenses | . .. .- 1 . U i
Sub-total
9 | Physical Therapy o .
(a) Salaries and Wages | 16,700 Lo|oas700 | SR R LT BN At 16,700
1 | ’
(b) Depreciation on Special- L | l
- S — [ ! L
tzed Phys. Therapy Equip. | 100 | o 100§ .. 100 | 109
(c) Contractusl Expenses | 500 | . | 500 A 500 | I ; 300
Sub-total 17,300 __ 3 17,300 . 17,300 ’ 17,300




SUMMARY EXPENSE REPORT Facility: ABC School ) WORKSHEET A

Report for Year Ended - June 30, 19xx Page 5 of €
(A) (@) ©) () _(E) Progranm
(F) (G) (H) Special Education
. Other
Total Allowable Room Programs Ss‘:;}:l Categories of Program Service
. Operating | Unallowable Dperating and and Education \-2) | (H-3) | (H=4) I(H-'S) (H=6) [(H-7Y [(H-B) {(F=9Y (B-T10) T (H-TIy -T2y [(H-13}
Functional Expenses Expenses Expense: | Expenses Roard Services Toral ED NI | EMR SM Pl AH OH VH TMR [(ad 4 CH MH

L:;e

Occupational Therapy

(a) Salsries and Wages

(b) Depreciation on Special~

ized Occup. Therapy
Equipment

(¢) Contractual Expenses )
g Sub-total
L1l | Program Planning & Research

(a) Salaries and Wages 6,000 6,000 ~ l.23(_)_ 1.770__ 3,000 1,500 A 1,500

(b) Contractual Expenl;l W

Sub-total 6,000 | 6,000 1,230 1,770 3,000 1,500 1,500
12| Fund Raising

(a) Salaries and Wages 6,000 6,000 -0~

{(b) Contractual Expenses

Subtoctal 6,000 6,000 0




SUMMARY EXPENSE REPORT : Facility: ABC_School WORKSHEET A
Report for Year Ended  June 30, 19xx Page 6 of 6
(A) (8) () (D) (E). PROGRAM
(F) ©) (H) Special Educatfon
Other m-1)
Total Allowable Room Programs Special Categories of Program Service
Operating |Unallowable| Operating and and M-2)T -3 A=-5)T (-5 | (=6 [ (H=77 W=-8) T -7 (1% ) = -
ine Punctional Expenses Expenses Expenses Expenses Board Services E"%ﬁ‘éﬁ%m‘ ED | NI | EMR | SM ' PX AH OH (VH) (TMR) ((?I“) s _") (a-!!
13 | Staff Development
(nz__§_a_l_a.y.§.e_s_a_pq_w_ageu L _._2'009_.“ - 3,000 1,119 1,881 1,008 ) 873
(b) Contractual Expenses
Sub-total 3,000 3,000 1,119 1,881 1,008 i 873
: e
L _ : ; { i
| \ | i
. . ' | H | L _
' H : | ; L
PSR S : | H { . l
| . H ]
' |
..... S JUN SN WS R _ ; SN N —
| ! i
: ! i ;
i i
JY OO S B IR & 1
)
!
i
|
T
i
|
Total Facility Expenses 175,050 6,800 168,250 | 45,405 39,364 83,481 I 31.800( 51,681









