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repair versus a capital improvement: 

COMMISSIONER POLLOCK: Ma.y I "ee zhe �e�x�h�~�b�~�z�?� 

�M�~�.� �S�z�e�i�~�b�a�.�u�m�,� do you ha.ve �a�.�~�Y� doubz a.bouz wha.z 

�c�.�o�~�J�.�,�z�~�U�c�.�z�~�O�I�1� ot! a. �z�e�l�1�n�~�.�6� �c�.�o�u�~�Z� �~�,�,�?� 

THE WITNESS: I responded to that at the last 

inquiry. That is not a tennis court. It does 

not qualify 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: Voe.6 �~�z� ha.ve �l�~�l�1�e�.�6� on 

THE WITNESS: Yes, it does. 

COMMISSIONER POLLOCK: Voe" �~�z� ha.ve a. net? 

THE WITNESS: Occasionally. 

COMMISSIONER POLLOCK: Oka.y. Vo people �h�~�z� ba.ll.6 

�a�.�c�.�~�O�.�6�.�6� zhe nez a.Z ea.c.h �o�z�h�e�~�?� 

Q. How a.bouz zhe $3600 one, zhe �l�a�.�~�g�e�~� ot! zhe zwc? 
A. That would be the replacement of all of the tile in 

the kitchen. 

Q. And would �z�h�~�.�6� be �c�.�o�n�.�6�i�d�e�~�e�d� �c�.�a�.�)�J�~�t�a�.�l� �~�m�p�~�o�v�e�m�e�l�1�z� �o�~� 
A. I would think that the accountants would call this 

, a capital improvement. 

The S.,C.L, 's audit of the financial records of Somerset 
Hills School confirmed that capital improvements were charged 
to state funds. According to the Commission's audit of ex­
penses charged to "maintenance and repair" and billed to the 
State Education Department for reimbursement, almost 60 percent 
were capital improvements. The audit showed that half of all 
capital improvements were charged to education. 
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THE IHTNESS: They parade on it as well. 

tOMMI~SIONER POLLOCK: And it wa~ con6t~ucted 60~ 

a co~t 06 $3400? 

THE WITNESS: .If you can tell me you can build a 

tennis court today for $3400, you'll be a million­

aire. 

COMMISSIONER POLLOCK: I'm a6king, did you pay a 

~tatement which ha~ an item, ·Con6t~uct tenni~ 

co u~t $ 34 00· ? 

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

tennis court. 

COMMISSIONER POLLOCK: Okay. Then that'~ a 

que~tion, I gUe.66, that'~ 6o~ dee.i~ioll. 

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

of a sport facility. Tenni~ court is 120 feet 

long and no less than 60 feet wide. 

COMMISSIONER POLLOCK: And i6 it'~ le.6~ than that, 

even though it ha6 line.6 like a cou~t and a net 

like a e.ou~t--

THE WITNESS: It does not--

COMMISSIONER POLLOCK: --and you hit ball6 ae.~O~6 

it, it i6 not a tenni6 e.ou~t? 

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

THE CHAIRMAN: M~. Steinbaum, I think the point i6: 

The e.~eato~ 06 the invoie.e wa~ unde~ the imp~e6~ion 

he had e.on6t~ucted a tellni~ cou~t and 60 de~ignated 

on the invoice. 
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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'~ a p~etty ~aie way to dete~mine 

what a duck i~. 

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 Realty ~0., which Mr. Steinbaum 

identified as "both my mother and father." 

In addition, there was one mortgage held by Concord 

Investment Group, which had been reduced from $56,100 in 

1975 to about $10,000 at the time of the public hearing. 

Peculiarly, it was not included among the mortgages requested 

by and submitted to the S.C.I. during its investigation. 

Prodded by counsel, Mr. Steinbaum managed to recall the unusual 

high interest charges for the money this Concord group loaned 

to his Home School's company: 

Q. VO you know the pe~centage, what pe~cent the 

money wa~ loaned to you~ co~po~ation at? 

A. Yes. It was extremely high at one point, and 

other mortgages are a lot less. I recall figures 

from eight percent to fourteen. 

"Q. Voe~ twenty-one pe~cent ~ing a bell to you? 

A. It's very possible. 
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Q. z. ~wen~y-~ou~ pe~cen~ al.o a pa •• ibili~y? 

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

could have gotten it for thirty percent, when I 

needed the money desperately, I would have paid 

any amount. 

Q. Tha~ wa • • ecu~ed by a thi~d mo~tgage on ~he 

building; i. that co~~ec~? 

A. That's correct. 

Q. And when did you ~i~.t ca.~ that mo~tgage? Va 

you ~ecatl? 

A. No, I don't. Again, I would say perhaps three 

or four years ago. 

Q. All ~ight. z. the~e any other, indebtedne •• on 
Home School 06 Wa~~envitte, that you can think oi, 

on a tong-te~m ba.i.? 

A. No. 

Q. Voe. it have ~eve~at .ho~~-te~m note~ which 

it'~ paying? 

A. Yes, it does . 

Q. All ~ig ht. Z n 6iHal 1976 ~he~e we~e ¢ix • hMt­

~e~m no~e. ca¢~ ~n the amount~ 06 the ~ottowing: 

$660, $6,600, $8,500, $72,500, $11,500, $7,000. What 

wa¢ tha~ money u¢ed 6o~? 

A. To operate the school. 

Q. We~e ~hey • ecu~ed loan¢? 

A. No. They were personal signature. 

Q. 06 whom? 
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A. Myself. 

Mr. Steinbaum's Income 

At one point Mr. Steinbaurn said he had no income other 

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

hibits subsequently entered into the record indicated other­

wise. 

BV MR. SIAVAGE: 

Q. M~. Ste~nbaum, do you devote one hund~ed pe~­

cent on yau~ t~me to Some46et H~ll¢ School? 

A. Yes, I do. 

Q. VO you have any othe~ bu¢~ne¢¢ o~ occupat~on? 

A. No, I do not. 

Q. VO you ~ece~ve any ~ncome 6~om any othe~ 

bu~~ne~~ o~ occupat~on? 

A. No, I do not. 

Q. Va you ~ece~ve any ~ncome 6~om any othe~ entity 

othe~ than Some~~et Hill~ School, Inc.? 

A. No, I do not. 

A 6ew minute~ late~ Coun~el S~avage ~etu~ned to the 

~ubject 06 Steinbaum'~ compen~at~on: 

Q. VA you hold a po~~t~on ~6 p~e~~dent 06 Home 

School 06 Wa~~env~ile? 

A. Yes, I do. 

Q. A~e you p~e~ ently compen~ ated 6 M that po~~t~o n? 

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 bonus for me--I don't think that I'm 

on salary. 
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Q. I llhow you wlwt'/.) beel1 ma.lLked Exh-i.b-i.t C-53 

60lL the pUlLpo/.)e/.) 06 -i.del1t-i. 6-i.ca.t-i.o 11 , wh-i.ch -i./.) 

the u.s. COlLpolL4t-i.on Income Ta.x RetulLn 60lL Home 

School 06 Wa.lLlLenu-i.lle 60lL the pelL-i.od SeptembelL 1, 

1975, thlLu Augu/.)t 31, 1976, a.nd I would lLenelL 

you to Pa.ge 2 c6 tha.t -i.ncome ta.x lLetulLn l-i./.)t-i.ng: 

"Na.me 06 a6dicelL: La.UlLel1Ce Ste-i.nba.um. T-i.tle: 

PlLe/.)-i.dent. T-i.me devoted to bu/.)-i.ne/.)/.): All. 

PelLcevlta.ge 06 COlLpolLa.t-i.on /.)tock OWf1ed: F-i.6t". 

Aflnua.l a.mount 06 compen6a.t-i.on: $22,100." I 

wouLd a./.) I:: you -i.6 tha.t compClLt/.) w-i.th you,~ lLe­

collect-i.on? 

A. I would, I would accept this. 

Q. How much d-i.d you lLece-i.ve 60lL SomelL/.) et 

dulL-i.ng tha.t 6-i.hCa.l yea.lL? 

A. What year are you referring to? 

Q. U/.) ca.l yea.lL 1 9 76 . " 75 . Ex cu/.) erne. 

A. That would be 31,200. 

Q. Wa./.) tha.t the lla.me ll-i.tua.t-i.OI1 -i.n plLiolL yea.lL/.) , 

a.l/.)o? 

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

of me. 

Q. aka. y. 

A. This is 

Q. a I1a.Y. I 

c- 52 6M the 

a specific the accountants work out. 

/.)how you wha.t'/.) been ma.lLked Exh-i.b-i.t 

pUlLpOlle 06 -i.dent-i.6-i.ca.t-i.on, wh-i.ch pUlL­

pOlLt/.) to be a. copy 06 the U.S. COJrpolLa.t-i.on Income 
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Re~u~n 60~ Home SQhool 06 Wa~~env~lle endlng 

Augul.>.~ 31, 1975, and ~e6e~ you ~o Page 2 06 

~ha~ Ex.hlb~~. Agall1, "Compenl.>a~~on co 6 06 6lQe~I.>. 

Lau~enQe S~elnbaum. Ti~le: P~el.>iden~. Time 

devo~ed ~o bUl.>inel.>I.>: All. Pe~Qen~age on I.>~odc 

owned: 50. Amoun~ of, Qompenl.>a~ion: $37,000." 

I a,-,t yeu whe~he~ ~ha~ Qompo~~I.> wl~h you~ ~e­

collec~ion. 

A. I would think this would be accurate. 

Q. How much did you ~eceive 6~om Some~I.>e~ ~n 

~ha~ yea~? 1'-' ~ha~ ~hi~~y-one-~wo? F~om 

SomeJ[I.>e~, nov:. 

A. This is what year? '75? 

Q. Yel.>. 

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

Q. Vo you tnow how much you a~e J[eceiving ~n 

~he cUJ[J[en~ yeaJ[? 

A. No, I have no idea. That's an adjustment 

that the accountants make. 

Q. 16 I ~old you ~ha~ 6oJ[ ~he 6il.>cal yeaJ[ ending 

8/31/1977, beglnning in Sep~embeJ[, 1976, ~ha~ you 

had J[eceived 6J[om Home, accoJ[ding ~o ~he boo~'-' and 

J[eco~dl.> 06 Home, al.> ,-,alaJ[Y $30,900, would ~ha~ com­

pOJ[~ wi~h youJ[ J[eQollec~ion? 

A. As salary? 

Q. Yel.>. 

A. From Horne School? 
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Q. Y(c-6. 

A. No, that would not. 

Q. Oh.aU· 

A. I would not agree with that. 

Q. All It-i.gllt. What would you agltee w-i.th? 

A. I couldn't agree that it was salary. I don't 

kno,,· what adjustments they make. 

Q. (J.'el-C, hoI!.' mud; d-i.d you get? Let'-6 e.aa -<-t 

anyth-<-ng you want. 

A. You know, this is something that you had 

every reason to discuss with my accountants. 

You're asking me technical questions of a very 

complex nature, which I would be happy to discuss 

with you if I had intelligent answers for you. 

I think the important t~ing, as you direct 

these questions to me, is did I, in fact, get 

this money and did I, in fact, pocket it. I 

have to tell you, no, I did not, and that this 

money, all of it, is reinvested in Home School 

for the purposes of Somerset Hills School. 

Now, you want to investigate that, certainly 

direct your interest at that and I'd be happy 

to respond. 

Q. 7-6 yOUJi. an-6weJi., theil, that you ar,e not r,UpCl1d-

-<-l1g to the la-6t que-6t-<-o 11. 

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

don't know. You asked me a question--
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Q. YOUll an<lWell i<l you don';t il.l1ow? 

A. --would I be surprised if I received thirty­

odd thousand dollars in that period of time. 

I can't tell you whether I did. 

Q. Youll an<lWell i<l you don';t know? 

A. I don't know. 

Q. T ha;t' <I all. 

COMMISSIONER POLLOCK: How 6all back i<l ;thi<l 

;time pelliod we alle ;talking abou;t? 

MR. SIAVAGE: We alle ;talUng abou;t ;the ;time 

pelliod Sep;tembell 20;th, 1976, ;to 8/31/1977. 

COMMISSIONER POLLOCK: And you can';t llemembell 

whe;thell you lleceived ;tha;t ~um 06 money in 

;tha;t ;time pelliod? 

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

is a bookkeeping entry. 

COMMISSIONER POLLOCK: Bu;t you do acknowledge an 

awallene~~ 06 ;the bool<keeping en;tllY? 

THE WITNESS: I'm aware of many of these entries. 

COMMISSIONER POLLOCK: And ;thi~ one in pall;ticulall? 

THE WITNESS: The last one that was just entered? 

COMMISSIONER POLLOCK: YOUll ~alallY. 

THE WITNESS: My salary from Somerset I am very 

aware of. I get that check every two weeks and 

that is my salary. 

COMMISSIONER POLLOCK: You alle al~o awalle 06 ;the 

~um ;tha;t you did no;t lleceive? 
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THE WITNESS: In many instances, correct. 

COMMISSIONER POLLOCK: And ~n thi~ pa~tieula~ 

'<'n~ tane e? 

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

I don't know in this particular instance. 

COMMISSIONER KADEN: M~. Ste.<.nbaum, .<.t doe~n't 

~eem to me that the que~t'<'on~ a~e qu.<.te a~ eom­

plex a~ you a~e making them. M~. Siauage ~ead 

to you £~om the eo~po~ate .<.neome tax ~etu~n £o~ 

th'<'~ eo~po~at'<'on whleh own~ the land, and that 

eo~po~ate tax ~etu~n lndleated a~ eompen~ation 

£O~ you In tho~e ~eleuant yea~~ the ~um¢ 06 22,100 

.<.n £l¢eal '76; 37, 000 In il¢eal '75; and, I 

gathe~, M~. Siauage, 30,900 In £i¢eal '77. Now, 

that eOJtpMation ~ubmltted .that ~etuJtn lndleatlng 

that .<.t paid you that eompen¢atlon. Now, l6 It 

youJt te¢tlmony that you neueJt ~eeelued that eom­

pen~ation? 

THE WITNESS: My testimony is that this is accurate. 

The accountants accurately post monies that are 

attributable to either salary or bonuses to me. 

Often times those monies, rather than getting into 

my pocket personally, are reinvested into the 

operation before I ever see it. 

COMMISSIONER KADEN: I'm not eoneeJtned with whethe~ 

the money wa6 Jteinve6ted. I a6ked you whethe~ 

you ~eeeived a¢ eompen6atlon the ~um¢ a¢ ~epo~ted 
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Oft you~ Fede~al tax ~etu~ft6. 

THE WITNESS: The answer is correct. 

COMAllSSI0NER KAVEN. Ohay. 

A Different Story 

After consulting with his lawyer, Mr. Steinbaum said 

his attorney had advised him that the Commission had been 

referrin; to monies from the Horne School to him that "are 

the overages between the lease, Somerset to Horne School, 

less any of the expenses, mortgages expenses, et cetera, 

and whatever that allowance may have been." 

BV MR. SIAVAGE: 

Q. That'6 the money that you do get out 06 

Home Sehoc.L--

A. Correct. 

Q. --a.-6 0ppc6ed to what YOLL toLd U,6 at the 

Co~~ec.t? 

A. Well, I don't, I don't consider it in conflict. 

Q. Okal/. It'6 a ma.tte~ on judgment, though, 

I wouLd 6Upp0-6e. 

Those Checks to Br. SteinbaUI'1, 

Counsel Siavage listed as Exhibits a "packet of checks" 

from the Home School to Mr. Steinbaum, non-payroll checks in 

the amounts of $9,800, $1,100, $500, $5,000, $1,500, which 

Mr. Stein'baum described as "either loan or repayments of loans 

or money due the corporation to me." 
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Q. How mueh do you eu~~ently owe the eo~po~ation? 

Do you klww? 

A. No, I don't 

Q. De yeu have any idea how mueh you owe? 

A. At one time my--at one my indebtedness was in 

excess of $100,000 to the corporation. 

Q. Would it be app~oximately $94,000 now? 

A. It's very possible. 

Q. Olwy. Othe~ than the pay~oll and the loan~ 

6kom the cOkpo~ation, a~e theke any othek matte~~ 

'{'Il tdlicil Home ScilCOl pay~ you? 0,1 tkal16 ie"'~ money 

to yeu? Let me cha~acte~ize it that way. 

A. Yes. 

Q. Hew i~ that? 

A. There are accounts-­

Q. raTedon? 

A. I was waiting for you. 

Q. Go ahead. You can g.{.ve me the an~wek. 

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 year. 

Again, this is something that the accountants 

that met with yo~r accountants discussed. 

There are transfers, inter-company transfers, 

that take place weekly and at the end of each year 

the books are closed of record and whatever adjust­

ments need be made, whether they are personal expenses 
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on my behalf, they are attributed to me personally. 

If there are monies that I have extended to the 

corporation, to either 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. Again, 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 these amounts are rather small. They 

sometimes go in excess of 5000 and 10,000. That's 

a money flow between myself, Home School and 

Somerset, and it has been continuing ever since 

the State of New Jersey delayed payment, when I 

found myself having to borrow between 75 and 

$100,000 to meet my current expenses. This is 

the reason that you see these exchanges of 

monies. 
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Q. You afle no:t deny,i.ng, afle you, :tha:t :the 

eOflpofla:t,lOn pa,i.d you :the ~atafl~e~ :tha:t you 

pflev,i.o u~ty ,i.den:t,i.f"i.ed on :the cOJtpofla:te ,lncome 

:tax fle:tufln~? 

A. Not at all. 

Q. NOfl :tha:t you cta,i.m :tha:t amoun:t a~ ,i.ncome 

on YOUfl pefl~onat ,i.ncome :tax fle:tufln? 

A. Not at all. 

Q. Vo you flecatt how much you cta~med a~ 

,i.ncome 'flom Home Schoot on youfl pefl~onal ~n­

come :tax fle:tufln? 

A. This past year? 

Q. FOfl any yeafl. 

A. No, I don't. 

Q. Be:tween :tho~ e deb~:t mem.o~ and :the check-l> 

flepfle-l>en:t,lng :the toan~ :thefle ,l-l> a :to:tat 06 $23,000 

~n 6~-I>cat 1976, wh~ch woutd be added :to youfl 

~ataJty 06 $31,000 nflOm Home Schaot, 60fl a :to:tat 

on $54,000, and :then added aga~n :ta YOUfl ~alafly 

6flam Somefl~e:t Schoot 06 $31,200, :the :to:tal would 

be $85,200 nflOm Samefl~e:t and Home ,i.n :tha:t 6~~cat 

yeafl. Woutd you d,i.-I>agflee w,i.:th :tha:t 6,i.gufle? 

A. with one exception. 

Q. Wha:t,i.-I> :tha:t? 

A. You're stacking the cards. 

A Lucrative Rental Arrangement 

The Commission wanted to know how the $126,000 rental 
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figure for Somerset Hills School was arrived at. Mr. Stein­

baum said it r·esul ted from "a number of meetings between 

banking officials, our accountants, 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 COMMISSIONER KADEN: 

Q. A~d thi~ i~ ~e~t i~ a t~a~aactio~ betwee~ 

the achool 06 which uou a~e the di~ecto~ and 

the co~po~ation 06 which you a~e the p~e~ident? 

A. Correct. 

Q. 011 a p~o)Jerdy which ca~ ~ai,6e mo~tgage,6 .{.n 

exce6a 06 $300, 000. Co~~ect? 

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. 

Q. And that ~ental 06 120,000 mo~e than cove~,6 

the 6ull coat 06 the )J~o)Je~ty a,6 evidenced by 

the £act that it )J~oduce~, al,6o, a ,6u~plu,6 

which i,6 then t~an,66o~med i~to compen,6atio~ 60~ 

you~l.lel6? 

A. Uh-huh 

Q. Right. A~d the ~el.lult on that Whole t~al1l.l­

action il.l that, f,o~ example, in 1975, f,il.lcal '75, 

. you ~eceived 31,200 al.l di~ecto~ 06 the I.lchool. Co~~ect? 
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A. That's correct. 

Q. $37,000 a~ compen~ation a~ the co~po~ation 

~epo~ted it on thei~ tax ~etu~n 6~om the land 

company; 6~om the Home School 06 Wa~~enuille 

Co~po~ation? 

A. Correct 

Q. o~ a total 06 oue~ 68,000 in that yea~. 

Now, M~. Siauage al~o a~ked you about the~e 

t~an~6e~~ in the la~t ~chool yea~ to you~ 

account, and I think you ~aid the~e we~e ~ome 

$5000 t~an~6e~~ed di~ectly into you~ checking 

account? 

A. Often, correct. 

Q. And what '<Ja~ the natu~e 06 tho~e 6und~? 

A. Repayment of loans, adjustments of invest­

ments from one company into another. When 1-­

Q. SO that you--

A. When I said to Mr. Siavage that the cards 

were stacked, I referred to the combination of 

monies that were attributable to me. But there 

was no compensating balance of monies that I 

returned to either Home School or to Somerset, 

which again is a matter of record, and parallels 

the sums that were presented to me. 

Q. SO that thi~ $5000, 60~ example, t~an~6e~~ed 

to you~ checking account you did not con~ide~ to 

be income to you? 
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A. Not at all. 

Mr. Steinbaum, pressed to justify the rental arrangement, 

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

but also reflected what he described as the financial problems 

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

annoying, 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. Well, while thi~ ~hip i~ being ~ept adloat, you 

a~e collecting ~omcwhc~c in CXCC~6 06 $65,000 in ~tate 

~chool t5und6 at the 6amc time, 6o~ example, a~ you 

may know, the Commi-66-<'0J1Z~ of Educat-<.on ~ece-<'ve6 $43,000 

o~ the p~e~-<'dent 06 Rutge~6 ~ece-<'ve~ 6omewhe~e -<'11 the 

l1e-<'ghbo~hood 0& 50,000. Voe6 that ~e.e.m to you to be 

a 60und alloeatiol1 015 publie ~e6ou~ee6? 

A. Oh, I would love for the president of Rutgers to 

take my place for a month and let him assume my 

position. 

As far as the Commissioner of Education is con­

cerned, I really don't know what his reponsbilities 

are. I'm certain educationally and as far as 

qualifications are concerned he excels. 

I have stated before that you have not traced 

back the expenditures. While you 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; 



..... 

-143-

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: Bu.t.to ge.t bach .to one pr,.<.nc.<.pLe., 

.though. The4e may be l.<..t.tLe que • .t.<.on .tha.t you have. a 

lo.t 06 expen6e., and le.t'. a.6ume 604 .the momen.t 

.they'4e aLL Leg.<..t.<.ma.te expen.e • .tha.t you a4e '<'ncu~4ing. 

They' 4e .the bar,nacle. on you4 .h.<.p. Vou a4e no.t 

out .the money 640m Hemc SchooL ~n a de • .<.gnat.<.cn 06 

.aLa~ie~ 60 .tha.t you can 4e'<'nue6.t and pu.t i.t bach 

in.to Leg.<..timate expen6c6 6o~ .the .chooL? Vou a4e nc.t 

6 ug 9 e • .t.<. ng .tha.t? 

THE WITNESS: I do~'t understand. 

THE CHAIRMAN: Vou a~e no.t .6ugge • .t.<.ng by 6aying about 

you4 6h'<'p hav.<.ng aLL .the6e ba4nacle6 on i.t, which a4e 

leg.<..tima.te expen6e6, .tha.t you have .to k~ep pu.t.t.{.ng 

money back .{.n, .tha.t you4 ac.countan.t b4eak6 .the money 

out .to you .{.n .the de6.{.gna.t.{.on-­

THE WITNESS: Oh, no. 

THE CHAIRMAN: --06 6aLa4Y 604 you .to pay a leg.{..t.{.ma.te 

expen6e 06 .the 6c.hool? 

THE WITNESS: No, no, not at all. 

THE CHAIRMAN: Okay, Thank you, M4. S.te'<'nbaum. 

*See Pp. 128-130 for numerous loans to }lr. Steinbaurn, 
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 ASAH was formed in 1973 in the wake 

of reports of abuses by certain private schools similar to 

the improprieties that were aired at the Commission's public 

hearings. 

However, 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 strict standards for 

membership imposed by the association. 

The Commission first questioned Dr. Holmes about ASAH 

standards and procedures: 

Q. Now, what doe~ the A~~oQiation 06 SQhool~ and 

AgenQie~ 6o~ the HandiQapped do to t~y to delimit 

tho~e abu~e~? 

A. Well, we have a rather extensive and intensive 

application, and within the application we trust that 

we have control for a majority of the kinds 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 6f private schools and they could 

probably do a good job of influencing us in saying 

what a good school they have and so forth. 

One check we have, which we think is one of the 

most efficient checks we have, is we meet with each 

of the teachers in the school system and sit down and 

say, you have budgeted X number of dollars for 

supplies and you have budgeted X number of dollars 

for curriculum development and X number of people on 

staff reponsible for supervision. Is this happening 

in reality? And what we are finding is that the 

classroom teacher is the one going to be most 

sensitive to where the money flow is going. 

Q. Now, the a~~oeiaticn ha~, I think, th~ee eatego~ie~ 

06 mem6e~~hip. I~ that eo~~eet? 

A. Yes, it is. 

Q. And tho~e eatego~ie~ a~e? 

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-th~ee ~ehool~ that you mentioned 

a¢ mem6e~¢ we~e null mem6e~~ Ok did that include 
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a¢¢oc{a~e and ouLL? 

A. Tnat includes associate and full. 

Q. O/cay. A¢ a porc~{on on ~he app.i'.ica~ion prcoceM, 

do you rcequirce ~ha~ ~he ¢chooL ~ubm{~ ~o all audi~? 

A. Yes, indeed. 

Q. Can you expLain ~ha~ a .i'.{~~Le b{~? 

A. Well, that we ask for in the preliminary, or 

actually in the application, and we expect to recieve 

this through the mail, is a copy of their latest 

C. P. A. audit and, also, a copy of their budget and 

we do cross reference. And then, of course, when we 

do the on-site evaluation, 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 wnat they're saying in the 

particular application holds true in actuality. 

Q. You go ou~ and v{~{~ ~he ~{~e? 

A. Yes, we do. We spend a full day there. 

Q. Okay. I¢ ~he aud{~ ~ha~ {¢ ~ubm{~~ed wi~h ~he 

appL{ca~{on prcoce~~ rcev{ewed by anyone? 

A. The audit is reviewed by our own evaluation 

team, which are comprised of administrators of other 

membership schools who know how to interpret audits 

and so forth . 

. Q. Okay. Wha~ wouLd happen once a memberc become¢ a 

memberc i6 you werce ~o percce{ve a parc~{cuLarc prcobLem 

w{~h e{~herc ~he managemen~ orc ~he 6{~caL rce¢pon¢ibiL{~y 
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06 that membe~ ~ehoo£? 

A. Well, we have a safeguard, primarily because we 

have asked ourselves the same question. We are saying, 

if a school looks 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. And our follow up procedures, basically, are to 

make telephone conversation"with the school in question, 

and if the response we receive from the telephone 

conversation, we feel, is not adequate, and this is 

determined by our executive committee, which is the 

president, vice president and secretary-treasurer, 

then an on-site 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., th~ou.gh the a~~oe~at~on, ente~ed ~nto 

any ~nte~6aee w~th the Vepa~tment 06 Edu.eat~on? 



A. We have regular monthly meetings, and \-7e are 

currently in the process of developing and executing 

a grant for formalization of our evaluative procedures 

in concert with the State Department of Education's 

evaluative procedures to control much of what has 

been discussed over the past two days. 

Q. Have you bee!! di~cu~~ing that do~ ~ometime noW? 

A. He have been discussing that since the latter 

part of this past summer. 

x X X X 

Q. Okay, v~. Hclme~, you mentioned be{o~e that 

the~e wa~ a ~ub~tantial inc~ea~e in the num6e~ 06 

~chool~ ~eeking mem6e~~hip ~n ASAH. Ha~ that gone 

up ~n the ve~y ~ecent pa~t ~t all? 

A. I think that we have noticed a larger increase 

in application or requests 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. 

Bigger Boards, More Meetings 

Mrs. Greenman, speaking from the standpoint of five years 

as Executive Director of the Glen Kirk School, described how 

difficult it would be to run a proper private school following 

pr=edures outlined previously in the S. c. 1. hearings 

by other school officials: 
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Q. Okay, You have hea~d boa~d o£ di~ec~o~~ con~i~~ing 

06, in mo~~ ca~e~, two to th~ee to {ou~ people. How 

many membe~~ a~e on you~ boa~d 06 di~ecto~~? 

A. Twenty-four. 

Q. Twenty-60u~ people? 

A. Yes. 

Q. How 06ten doe~ you~ boa~d 06 di~ectord meet? 

A. The board, the full board,·meets every other 

month. The executive committee of that board meets 

on the alternate months, so we have meetings every 

month. 

Q. You hea~d, I thinh, te~timof1Y that ~ome boa~d~ 06 

di~ecto~6 meet once o~ twice o~ th~ee time6 a yea~ ~n 

Would it be pO~6ible to ~un you~ 

6chool in that manne~? 

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

board too much. 

Q. What kind 06 people a~e on the boa~d 06 di~ecto~6? 

A. 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 

now. We have a C.P.A., who is a senior partner in a 

large accounting firm in New York. We have women, 

whose role is perhaps more social, also to do more 

of the day-by-day legwork that women trustees can do. 
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Q. Now, you had a hand pe~~onally ~n ~he 60unding 

o{, Glen Ki~k Sehool, did you not? 

A. Yes. 

Q. A~ a ma~~en 06 6aet, 1 ~hink it'~ 6ain ~o ~ay ~ha~ 

you wene ~he 60unden 06 Glen Kink Sehool? 

A. Yes. 

Q. I;., ~ha~ eon~ec.t? 

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

Q. In ~he ea~ly ~ime ~hon~ly be6o~e ~he ~ehool wen~ 

in~o ope~a~ion, did you ~eview ~he plan~ 6o~ ~he 

opena~ion 06 ~he ~c.hool wi~h vaniou~ ~e~ou~c.e people 

in the di66enen~ p~06e~~ion~, inc.luding aec.ounting, 

law, e~ ee~e~a? 

A'~ Yes, indeed, we did. In fact for two years we 

reviewed plans with professi~nal and lay people alike. 

Actually, with the state department. Yes. 

Q. Okay, We have had, al~o, ~ome ~e;.,~imony ~ha~ 

;.,evenal 06 ~he p~oblem;., ~ela~ed in ~he lal.>~ ~wo day;., 

wene e~eated by ~he 6ae~ of, lac.k 06 c.a~h 6low. Wa;., 

~he~e any pa~~ieulan neeommenda~ion 6~om ~hol.>e 

~e;.,ounee people ~o Glen Ki~k Sehool when ~hey we~e 

;.,~a~~ing up ~ega~ding ~he mannen 06 dealing with ~hat 

nil.> eal pnob.tem? 

A. Yes, there was, and I must say, I'm very grateful 

to them. They felt very strongly, the founding board 

. of seven trustees; before we actually opened our doors 
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we would have to have a fund to get started with, and 

that fund at that time was $20,000 and they gave us 

exactly two months to raise that fund. But we did, 

and ever since then 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 Eases School Board Delays 

Commissioner Lane was concerned about the pattern of 

tardiness on the part of local school boards in making their 

required payments to the private schools: 

COMMISSIONER LANE: How much delay de you encounte~ 

with the ~chool di~t~ict paying you? De you have a 

p~eblem de~pite you~ 6und, o~ yeu'd have a p~eblem 

without that 6und donated? 

MRS. GREENMAN: We would have a very serious problem 

wi thout it. 

COMMISSIONER LANE: Ha~ the~e been any move made to 

have the ~chool di~t~ict ~e~pond on time, o~ ~omewhat 

~oone~ than they have ~e~ponded on payment~? 

MRS. GREEN!-1AN: We have sent them the usual bills. 

We have sent them the usual bills. vie have sent them 

the usual reminders, and we followed up with phone 

·calls. But that's it. We haven't gone further than 

that. 
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COMMISSIONER LANE: You don':t ge:t :the an.6WeJt you 

wan:t;- i.-.6 :tha:t c.oJtJtee-t? 

MRS. GREENMAN: In many cases we do. ·Again, I'm not 

generalizing. In many cases, I would say, most of our 

money is in by the month of November. But, for 

instance, right this minute we are still behind about 

$35,000. 

COMMISSIONER POLLOCK: Well, wha:t i.-.6 :the :ti.-me lag 

be:tween :the .6ubmi.-.6.6i.-on 06 youJt .6:ta:temen:t Jteque.6:ti.-ng 

paymen:t, i.-6 you wi.-ll, youJt i.-nvoi.-c.e, :to :the .6c.hool 

di.-.6:tJtic.:t and Jtec.eip:t 06 :the mone~? 

MRS. GREENMAN: Again, I think it varies. I think 

some of them get it right in, and with others it could 

be a time--well, the ones who are still in arrears to 

make up the total of thirty':'five, they must be, they 

must be five or six months behind. 

COMMISSIONER POLLOCK: Wha:t explana:ti.-on do :they 066eJt 

60Jt delay i.-n paymen:t? 

MRS. GREENMAN: I really--I can't quote them. I'm 

sorry. I don't have an answer for that. Problems, 

but I can't be specific. 

COMMISSIONER POLLOCK: Would you :thi.-nk i.-:t would be 

help6ul :to have '.lome ki.-nd 06 a Jtegula:ti.-on oJt Jtule 

:tha:t JtequiJted paymen:t wi.-:thin a c.eJt:tai.-n numbeJt 06 day.6? 

-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. 
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DR. HOLMES: Just to interject, if I might. According 

to the rules and regulations, private schools that 

work with handicapped youngsters cannot bill for the 

educational procedures or practices until after the 

services have been rendered, and, so, for the month 

of September tuition is submitted, or the bill for 

tuition is submitted at the end of September and then 

the schools will not receive it until the end of 

October or November. So, even a thirty or sixty-day 

limitation would still be a problem, but a little bit 

less than a problem for some schools that are five 

or six months in arrears. 

COMMISSIONER LANE: Well, a ten-day ~ule on twenty­

day ~ule would be mo~e help6ul. 

DR. HOLMES: It would, yes. " 

COMMISSIONER POLLOCK: The p~oblem you have, I auppo~e, 

i~ the local ~chool boa~d, which meet~ monthly, 

pe~hap~, ha~ to app~ove you~ ~tatement. 

MR. SIAVAGE: Would you thin~ a ~y~tem that would 

~ugge~t p~epayment 06 the bill a~ long a~ the expen~e~ 

wene p~ope~ly audited a6te~ the monie~ we~e paid out 

by the local ~chool di~t~ict~ would be unwi~e, in you 

ui1de~~tai1d 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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flo,,' problem. There is a trememdous void between 

when you start seeing monies corning in. 

EXAMINATION OF MRS. GREENMAN BY MR. SIAVAGE: 

Q. All night. Mn~. Gneenman, netu4ning to the 

Glen Ki4k Sehoal,what a4e you4 dutie~ a~ Exeeutive 

Vi4eeto4 06 Glen Ki4t Sehaal? 

A. I, as they say, I am where the buck stops. I am 

the organizational leader of the school under the 

board of trustees. My duties are not classroom duties. 

We have a program coordinator who really runs our 

educational program. She and I share the respon­

sibility of integrating our clinical services into our 

educational program. I'm a troubleshooter. I'm 

always there. I do fund raise. That is a part of my 

responsibility. Fund raise, now, from private sources. 

Is that what you want to know? 

Q. Y e~, it i.6. 

How many hau4~ a week would you ~ay it take~ you 

to attend you4 dutie~ at the ~ehaol; that i~, hou4.6 

whe4eve4 ~pent, at the ~ehool 04 el~ewhe4ef 

A. Well, that's important. I would say, if you 

mean literally wherever spent, It probably takes me 

fifty, sixty, hours. 

COMMISSIONER LANE: May I a~k you in you think it'~ 

po~~ible to p4ope4ly eanduet a ~ehadl with yau4 

dutie~ at a headqua4te4~ eevLte4 ~ome f,ou4 mile~ 

nemaved f,4om the ~ehaol and you, ~omebody in yOU4 
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p06i~ion, no~ going ~o ~he 6chool but once o~ ~h~ee 

O~ ~oa~ time6 a yea~? 

MRS. GREENMAN: I certainly can't begin to see how it 

could be done. 

COAlAHSSIONER LANE: Voe6 you~ co~po~atiof1--I 6uppo6e 

it'6 a nonp~c6it co~po~aticf1. Voe6 it o~n title to the 

~eal e6tate that you occupy? 

MRS. GREEN~~N: No. We rent two floors from the 

Morristown Unitarian Fellowship Church. We rent, 

in other words. 

CO,lI,'':ISSIONER LANE: And you 6ay you have 60/Lly-eight? 

Wa6 it 60~ty-eight in numbe~ in you~ 6chool? 

MRS. GREEN~AN: 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 program. 

COMAIISSIONER LANE: And you own no ~eal e6tate? 

MRS. GREEl'n~N: No real estate. 

COMMISSIONER LANE: What ~ental do you pay 60~ th06e 

~wo 6loo~6 06 the--

MRS. GREENMAN: 11,000. 

COMMISSIONER LANE: Fo~ ~he whole yea~ o~ nine o~-­

MRS. GREENMAN: Yes. 

CO,\iMISSIONER LANE: And do you Mnd the quarctetL6 you 

have adequate 60~ you~ ope~ation? 

~HE WITNESS: Yes, we find them adequate. 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 m·m. 

The Commission asked the school association experts to 

explain what they regarded as a proper proportion of adminis­

trative costs to the total costs of a school. 

EXAMINATION OF MRS. GREENMAN BY AIR. SIAVAGE: 

Q. Mn6. Gneenman, I ha~e manked a6 Exhlblt C-70 

what punpont6 to be the budget o£ Glen Kln~ School 

{nom 9/I!77 to 8/31/78. I 6how It to you and a6k 

you l{ It appnopnlately nep~e6ent6 what I de6cnlbed. 

A. Yes, it does. 

Q. Thal1l1 you. 

Some 06 the {act6 that we have had ~11 thl6 heanll1g 

nepne6el1ted admll1l6tnatlve C06t a6 the avenage 06 

the ovenall budget 06 the 6chool between twenty-6lve 

and 60nty pencent ll1 60me ca6e6. Do you have any ldea 

what youn admll1l6tnatlve c06t6 ane companed to youn 

ovenall budget a6 {an a6 a nough pencel1tage ~11 locklng 

at thc6e £lgune6? 

A. I would say they were pretty close to ten percent. 
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EXAMINATION OF VR. HOLMES BY MR. SIAVAGE: 

Q. V~. Holme~, doe~ zhe a~~oe~az~on have any zhumbna~l 

~kezeh 06 whaz zhey zh~nk zhe adm~n~~Z4az~ve eo~z~ 

~houLd bea4 ~n 4elaz~on~h~p ZO zhe zozal budgez? 

A. This is one area we are very cautious about and 

we get very, very--we question quite heavily any costs 

that exceed twenty percent. We figure fifteen percent 

to twenty percent is a reasonable amount, and we smile 

a lot when we see ten percent. 

What about "arms-length" rentals? The ASAH witnesses said 

they were the rule, that the "rent-lease" arrangement described 

earlier in the hearing was unheard of. 

COMMISSIONER LANE: I wouLd l~ke zo a~k V,L HoLme~ 

about whethe4 any 06 YOU4 membe4~ 06 YOU4 a~~oe~at~on 

deal at Le~~-than-a4m'~-Length ~n 4entaL~. VA any 

06 you4 membe4 a~~oe~az~on~, non-p406~t e04po4az~on~, 

4ent 640m a e04p04at~on zhat ~~ owned 04 ope4azed by 

~ome 06 the membe4~ 06 zhe non-p406~t C04po4at~on? 

DR. HOLMES: I think I can't answer for every 

particular school that's a member of the association, 

But I would say the majority of the member schools 

rent, for the most part, rent from religious-affiliated 

operation; for example, renting church facilities and 

so forth. But there are also full members who own 

their own facilities, and we don't know of any--as 

of this asking, I don't know of any of the member 

schools who have a rent-lease-purchase agreement that's 

indicative of what we have been hearing today. 
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COMMISSIONER LANE: When you ~ay ~ome 06 them own 

the~k-own pkopent~e~, you mean that non-pn06~t 

eonpo~at~on own~- the p~ope~ty they oeeupy? 

DR. HOLMES: Exactly. 

COMMISSIONER LANE: Now, let'~ a~~ume that we have a 

~~tuat~on wheke the non-pk06~t eOkponat~on on ~t~ 

~ncokponaton~ and ~t6 openaton~ have ~ome pnopenty 

oven hene, and owned undek anothek eOkponat~on, and 

nent that pnopenty 6nom them~elve~, ~n e66ect. Vo 

you have any ~dea6 a6 to how an evaluat~on 06 a 

pkope~ nental ~hould be made ~n ~ueh a ea6e? 

DR. HOLMES: I think what we have to do is, we have 

to look at the reason for doing that. Many, many 

times state agencies, whether it be Department of 

Human Services or Departmen~ of Education, make it 

difficult to put mortgage money on the budget. There­

fore, they almost require the particular school to 

rent, which is a reasonable expenditure of state 

funds, and so, therefore, there are situations such as 

that. 

We do have--the one thing we've got going for us 

is, as an association we happen to know what each 

member school is paying for rent and we are able to 

look at that and keep it within reasonable--within a 

degree of reasonableness. 

To answer your question more specifically than 

that, it would be difficult at this point. 
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COMMISSIONER LANE: I'm .6ugge.6;t'<'ng, and ,,-ea,U.y a.6k'<'ng 

you"- op.<.n.<.on 06 '<';t, whe;the,,- 0"- no;t when we do have 

;th.<..6 -Ce.6.6-;than-a,,-m'.6--Ceng;th dea-C'<'ng, whe;the,~ ;the"-e 

.6hou-Cdn';t be an .<.ndependen;t app,,-a'<'.6a-C, no;t ;the owne,,'.6 

app,,-a'<'.6a-C 0"- h'<'.6 a.6 k.<.ng Mgu"-e, bu;t whe;thel[ .L;t .6hou-Cdn';t 

be an en;t'<',,-e-Cy .<.ndependen;t app,,-a'<'.6a-C 06 ;tha;t p,,-opel[;tlj, 

'<'ndependen;t dec-Ca"-a;t'<'on a.6 ;to '<';t.6 ,,-en;tal value and .60 

6 M;th. 

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

the amount of money or maybe even as a safeguard about 

what are considered, what are not considered appropriate 

parameters, to have that independant appraisal, I 

think, would be a very valid and appropriate kind of 

recommendation. 

The more compact the private school complex, the more 

efficient and productive, the ASAH officials indicated. S.C. I. 

Chairman Rodriguez recalled testimony earlier in the day by 

the operators of schools with offices and educational facilities 

spread out over miles of terrain. 

EXAMINATION BY THE CHAIRMAN OF VR. HOLMES: 

Q. 1.6 ;the,,-e anyone.<.n you"- a.6.6oc'<'a;t'<'on, 0"- doe.6 you"-

a.6.6oc.<.a;t.<.on con.6.<.de"- ;the e66.<.c.<.ency w.<.;th wh.Lch ;the 

.6~hoo-C, 60"- '<'n.6;tance, ob;ta.<.n.6 p,,-ope,,-;ty ;to be u.6ed a.6 

a .6chool 6ac.<.l.<.;ty? And le;t me make ;tha;t a.6 c-Ceal[ a.6 

I can. 

We hea"-d ;th.<..6 mo,,-n'<'ng ;tha;t ;the,,-e wa.6 one 6ac.<.-C.<.;ty 
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~ha~, in pu~cha~ing a va~ie~y 06 pa~cel~, ~ha~ hou~e~ 

we~e h~mewha~ hp~ead apa~~, which, in my opinion, 

would appea~ ~o be an ine66icient way 06 expenhing 

out money 6o~ the handicapped child~en. Ih the~e any 

though~, o~ doeh you~ a660ciation conduct any e66iciency 

htudie6 in ~hat ~ega~d? 

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 requires 

more than fifteen minutes, then we would request that 

kind of distance, and, of course, because of inclement 

weather and so forth, I think, there would be large 

consideration brought to this particular fact. And-­

but I doubt that we would question if in each of these 

particular buildings separate programs were being 

performed. 

I think from the standpoint of efficiency, you 

have to look at what the cost of grounds were at 

purchase time and what it would cost to actually 

build buildings closer and so forth. 

EXAMINATION OF DR. HOLMES BY COMMISSIONER LANE: 

Q. How about admini6t~ative 6low, 60u~ o~ 6ive mile6 

apa~t. 

A. We have problems. I have problems, and I think 

the association would have problems with the idea of 
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having administrative offices that are separated from 

the actual ongoing education practices. 

My office at the Eden Institute is right in the 

middle of the school, and even I have difficulty 

sometimes keeping track of what's going on at the 

various levels of various programs, and it's a full­

time 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 

educating the child in the rate category to which the student 

is assigned. 

EXAM1NAT10N OF VR. HOLMES BY COMM1SS10NER KAVEN: 

Q. Ha~ the a~~oc~at~oH tJt~ed to evaLuate at aLL 

aLteJtHat~ve~ to the ~y¢tem 06 co~t Jte~mbuJt~emeHt~ 

that we HOW have? 

A. What we have done, and this is something I would 

like to get on the record as well, is we have on 

various occasions brought to the attention of the 

Department of Education some of the problems of the 

current system of tuition, and in August we presented 

. t'o 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 standpoint of delay of payment, but we also 

have cash problems because of the status quo that 

tuition has reached to the private schools. 1976 and 

'77 there was X number of dollars allocated for the 

various categories of exceptional children. 1977-78 

we found that in some of these categories it was 

actuallY a deduction in tuition. 

We went to the State Board of Education saying 

you can't feasibly operate again. Again, we are only 

representing quality schools who are members, not all 

the quality schools throughout the state. We represent 

our quality schools in saying we·,· as an association 

-and members, find it very difficult to operate at a 

reduced tuition level. So, we did make recommendations. 

, v'e have talked wi th various people at the Department 

of Education level and we are currently in negotiation, 

although we feel somewhat frustrated. 

the~e maximum tuition 4atea on a catego4y-by-categ04y 

baai~, and then the individual achool aaka '04 the 

maximum uaually 04 aome othe4 4ate. In 6allowing the 

teatimony 0' the laat two daya, I think it 6ai4 to aay, 

at leaat, with a couple 06 thoae achoola that eithe4 

it doean't coat that much money, that maximum 4ate to 

p40vide an education to a child in that categ04y, 04, 

i6 it doea, indeed, coat that much, the child ia being 
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6ho~tchanged becau6e we have 6een 6ub6tantial amount6 

06 money going ..i.nto eithe~ wholly imp~ope~ a~ea6 o~ 

exce66ive ove~head, exce66ive ~ent payment6 and the 

like. 

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

you right now. 

Q. That the child~en a~e being 6ho~tchanged? 

A. What we are finding as an association when we go 

in to assess a program, we assess it at a fiscal 

administration level and we assess it at a programatic 

level. You can actually charge less than the maximum 

tuition rate and still shortchange the level and 

charge the maximum and not have the services in a 

quality sense because you need more than the maximum. 

Q. Depending how you a~e a£:locating ;that? 

A. Exactly. If you allocate to the director, any 

personnel, or for whatever reason, into capital funds, 

thousands of dollars, 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. Doe6 that 6ugge6t ;that a ~eimbu~6ement 6y6tem 

that 6ocu6ed mo~e on a c06t-by-c06t app~oach, what 60me 

people call a c06t-box app~oach, looking app~oach, 

looking at admini6t~ative expen6e6, and ope~ating 

expen6e6, and cu~~icula expen6e6 and 60 60~th, 

catego~y by catego~y ~athe~ than on a 6imple peh-

child 60~mula, would be a mo~e app~op~iate 6y6tem 06--
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MRS. GREENMAN: You mean program-oriented budgeting? 

COMMISSIONER KAVEN: Exaetly. 

A. Something like that would be much more sensible, 

I believe. In actuality, probably could be costed 

out on a per-child basis in the long run. That would 

be much more sensible. 

To do that, the Department of Education has 

recently developed a system of cost accounting, and 

each private school has to send these forms in. This 

is the step in the right direction. 

The position of the 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 

necessary for the child. 

MRS. GREENMAN: So that each school will be reimbursed 

based on the services that they render to the child. 

ASAH and the State 

Commissioner Kaden asked Dr. Holmes and Mrs. Greenman to 

describe their relationship with the "relevant" departments 

and officials of state government. He asked Dr. Holmes to 

discuss it "in terms of the future of that relationship." 

A. Our position right now, and I will reiterate it, 

is that we have developed, and I think we have a rather 
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a rather close relationship with Jim Richardson and 

Eleanor Engelbre~ht. I feel they're going out of 

their way to be cooperative 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. W-i.thout jump-i.ng ahead ori oufl.6elve.6 at all, I 

th-i.nt my -i.mpfle.6.6ion a.6 a fle6ult 06 exp0.6ufle to thi6 

pflcblem i.6 that we afle dealing with a .6efliou.6ly 

deriective .6tatute; that even the be6t-intentioned 

people in the flelevant depafltment6 afle at a .6efliou.6 

di.6advantage given the .6tatute and given the fle.60UflCe.6 

they'fle given to adm-i.ni.6tefl.thi.6 pflogflam. 1.6 that 

a chaflacteflization that you would .6hafle? 

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. 

COMMISSIONER KADEN: Right. I thin~ my comment.6 

flerilec.ted, in paflt, on that te.6timony. Peflhap.6 out 
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o£ the6e hea~ing6 and out 06 the e660~t6 06 you~ 

a660ciation, one thing that will come i6 a p~op06al 

60~ legi6lative ~e60~m that you~ a660ciation and thi6 

Commi66icn can coope~ate on. 

Many Outstanding Schools 

As they concluded their testimony, the ASAR officials 

said they hoped the media would in some manner demonstrate 

that there are a large number of private schools who are 

"providing quality education for the handicapped." Chairman 

Rodriguez emphasized that the Commission had sought to make 

this fact clear throughout its proceedings: 

THE CHAIRMAN: I think the 6tatement6 6~om the 

Commi66ion have con6i6tently been that at no time a~e 

we t~ying to 6ugge6t that the~e a~en't geod 6cheol6 

and a let 06 dedicated people wo~~ing 60~ the 

bene6it 06 the handicapped child~en. Ou~ in6tinct6 

a~e 60mewhat heightened, howeve~, when, and e6pecially 

now 6ince I hea~d 6~om V~. Holme6, that i6 the tuition 

may not alway6 be exactly adequate and then we hea~ 

o£ 60me abu6e6, that we have to get on with 60me 

~athen dnamatic change6. But I think we have con-

6i6tentlu 6aid we don't want to 6au tho6e thinq6 to 
~ --

det~ac.t 6nom tho6 e who a,H dedicated in the Meld, and 

I know the~e a~e many. 
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DIFFICULTIES AT THE STATE LEVEL 

The finel ~itness ~es Dr. James ~ich=rdson, Stete Director 

of Specie1 Education in the De?artJr,ent of Eciucation since 1973. 

Eis appearance clirr.axeci a lon~ period of cooperation ~ith the 

Corr:,-i ssion during ·the earlier phases of its inquiry, during 

~hich he also testified at private hearings of the S.C.l. 

Cou:-:sel Siavage cirecteci Dr. J\i chcrcso:-, , s cttention to some 

'0: the problems of fiscal controls Exposec tr the Co:-r.rrission 

public sessions: 

c~ ~pec~aC educat~or.. 

~e have deatt ~K e~ecut~vc .e.~~t~ K~th .c~c ci 

the lI.eEu.caUol1l> that de at W~t/l .pet~a.c educaaoll. 1 
wCI,dell.ed whetheli .thNe lIeEu.cat~onl> al',e undell. .Cl'.ut~ny 

a~ a II.Cl>utt 06 .the heall.~n8 hell.e today, 011. WCII.C .they 

undell. l>C4ut~I1Y p4io4 tc .the hea4iKBl> hc~e today? 

7 w~~dcll. ~, you call Aeview that a tittle ~it Kitl me. 
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A. I think they are under scrutiny. I think I did 

explain to the Cormnission that up until 1975 I was 

prohibi ted froIT, collecting data related to financial 

status of private schools under a section, ~'itle lYA, 

which was passed in 1903. At that point in time I 

resuested an opinion froIT the attorney general's 

office and received back an opinion that the private 

sector under special education was, in essence, 

quasi-public and, therefore, at this particular point 

in time I can go for~aro and besin to collect aata. 

The first financial data was collected in July 

of 1975 froIT, the private schools in the State of Nelo.' 

Jersey .. 

Q. Ota!'. Nov:, !,ou had attempted, had you 110t, 

to get a d£ci~lcn a~ to whethe~ you could collect 

huch data £C~ ~cmc ti~e duninf ycu~ pOhiticl: il~ the 

depa~tmel1t; it that co~~ect? 

A. Yes, that's correct. 

Q. And you £lnall!, got it, I thlnt, when a divi~on­

level pe~~on aboue yeu changed? 

A. That's correct . 

. Q. Had !,ou applied to an a~bibtant CDmml~biOl1e~? 

A. Yes. 



-169-

Q. And been ~old no 604 ~ome~lme? 

A. Yes. 

Q. And ~hen la~e4 on we4e allowed ~o apply ~o ~he 

a~~o4ney gene4al 604 ~ha~ pa4~lcula4 decl~on? 

A. That's correct. 

Q. Wa~ ~he decl~lon a clea4 one ~n you4 4eadlng 06 

a? 
A. Yes, very clear. 

Q. Now, ~lnce you have been collec~lng ~he 61nanclal 

data, I would a~I.>ume that you have all.>o had it 4evlewe.d 

by you4 depa4tment? 

A. Yes, we have it reviewed. 

Q. Who ll.> 4el.>ponl.>lble 604 that 4evlew? 

A. Mrs. Eleanor Engelbrecht. 

~. Have you all.>o had audits done 06 pa4tlcula4 I.>chooll.>? 

A. Yes, we have. 

Q. How have you w04ked that? Have you w04ked that with 

YOU4 OWn 4el.>ou4ce people 04 moved outl.>lde tbe bU4eau? 

A. We have used our own resource people through the 

Department of Administration and Finance. 

Q. And that ll.> all.>O in ~he Vepa4tment oi Education? 

A. In another division. 

Q. I~ it ul1ul.>ual to uI.>e thol.>e klndl.> 06 4el.>ou,tcel.> il04 

you? 

A. For me, yes. 

Q. Okay. 

A. We do use them as it relates to auditing public 

schools in terms of all programs. 
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Q. 1.6 the-i.!t nu.nct-i.ol1 w-i.th-i.n the Vepa!ttment on 
Educat-i.on to .6u.pply !te60u.!tce people 6017. all au.d-i.t-i.ng 

need6 all. do theif wo!th -i.n anothe!t .6pec-i.n-i.c d-i.v-i.6-i.cn 

and ju..6t .6u.pply you. w-i.th you.!t need.6 on an a.6-needed ad 

hoc ba.6-i.6? 

A. They supply us as needed on an ad hoc basis. 

Q. They have thei!t OWn 6pec-i.6-i.c !tepon6-i.bil-i.t-i.e6 and 

a!tt not, -i.n einect, a pool 06 accou.ntant talent? 

A. We're really drawing on people who have another 

responsibility. 

Q. I .6u.PPC6(: you .6ee I'm gett-i.l1g the qu.e6t-i.ol1 06 

whethe!t -i.;t wou.ld be bette!t nOll. you. to have YOU.4 00011 

au.dit-i.ng eapab-i.l-i.ty w-i.th-i.11 the bu.!teau.. 

A. I believe it would be better. 

Q. What i6 you.!t .6ta66-i.l1g level now w-i.th !tega!td to 

the people you. have ava.-i.la.ble to you. to !tev-i.ew the 

bu.dget!.> ? 

A. In addition to rlrs, Engelbrecht, we have about 

twenty-five staff people, who can be available at 

various points in time when there are days that they 

are not assigned into one of the other areas of 

special education, who can work with her as it relates 

to the visitations and the approval of the private 

school. 

Mrs. Engelbrecht does almost all of checking the 

audits or checking the financial data that comes into 

the office. That begins in July and ends early in 

the month of September. 
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Q. Have you eve~ pe~~onally a~~i~ted he~ on occa~ion 

~n that 6unct~on? 

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. You'~e talking about pape~wo~k, ~ev~ew~ng pape~wo~k? 

A. Just reviewing all of the budgets of the hundred­

fifty private schools in state and the hundred out of 

state. 

Q. Ju~t one pe~~on doing that? 

A. That's correct. 

Q. And that g~ve~ little time to go out ~n the 

6ield and look about, doe~ it? 

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 doing that? 

A. In visitation? It will depend upon, as I 

indicated, the members of the staff that are available 

at that particular point in time. I would guess 

we've done maybe fifteen validations since September 

at this particular point in time in the private sector. 

Q. 06 a hund~ed-6~6ty ~chool~? 
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A. Uh-huh. 

EXAMINATION BY MR. SJAVAGE: 

Q. VA tho~e vi~itation~ include any £inancial ~eview? 

A. Yes, they do. 

Q. Okay. What i~ the I'!atu~e 06 the 6inaf1cial ~evie('!? 

A. For some of these we've been taking the auditor 

from Business and Finance out with us. For others, 

it's simply our review of the budget as we go out 

with our team of people to look at the schools. 

Q. Would you app~oximate a~ a nece~~a~y ~tai6 level 

ofJ an auditing capability within you~ ou:n bu~eau that 

could handle the ~y~tem a~ it i~ pe~~onally ~et up; 

that i~, budget ~u6mi~~ion, auditing and then a tuition­

pe~-child co~t, which i6 delive~ed to the ~chocl by the 

Vepa~tmel'!t oi Education? 

A. Number of personnel? 

Q. Ye6. 

A. Minimally, probably three. 

Q. Okay. The Vepa~tment 06 Education ha6 ~ecel'!tly 

pa66ed a body 06 ~egulatiol'!6 dealing with 6pecial 

education; i~ that co~~ect? 

A. That's correct. 

Q. VO th06e ~egulation6 add~e66 them6elve6 to the 

amelio~atiol'! 06 any p~oblem6 that have been po~t~ayed 

in the6e hea~il'!g6? 
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A. Some. 

Q. O~ay. They don't ~peel61eally add~e~~ auditing 

and thlng~ 06 that natu~e? 

A. No, they do not. 

Q. Have you, elthe~ pe~~onally o~ the depa~tment, 

given any thought to a ~ugge~tlon, that you p~obably 

hea~d a~ you ~at in the galle~y, that Comml~~lone~ 

Kaden made 06 a po~~lbility 06 a eo~t box O~ ~ea~cnable 

eo~t app~oaeh ~athe~ than a~ oppo~ed to a pe~-ehlld 

tuition ~ate to ~olve ~ome 06 the dl661eultle~ we 

have hea~d ove~ the pa~t two day~? 

A. I think that would be a way to move. Part of 

our problem now, as I think was indicated, was the 

law itself, which says we can spend no more than the 

maximum amount of money be~ng spent in the public 

sector. If we move on a per-pupil cost, there is a 

likelihood that, because of the severity of some of 

the youngsters, we would far exceed the maximums 

allowed us now by law and by regulation. 

Coping With Fiscal Abuses Difficult 

The Commission questioned how the department could "respond 

to exploitation of the system" -- particulary, as counsel 

stated, "if you have allegations or even proven cases where 

persons were exploited." Would Dr. Richardson have a mechanism 

at his-disposal? 

A. To a degree. Primarily on program issue rather 

than a fiscal issue, we have closed private schools 
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on a lack of program base. When you get to the fiscal 

issue, because of the way the laws read and the 

regulations, there is more difficulty for us in terms 

of what we do once we determine that there is a 

problem. 

Would regionalization of the system help? 

EXAMINATION BY COMMISSIONER LANE: 

Q. I've been .6omewha:t .6u"-p"--<-.6ed, I'm .6u,,-e eve"-ybody 

ha.6, :tha:t .6ome 06 :the.6e p,,--<-va:te .6chool6 w-<-ll have 

br,ough:t :to :them tl,,-om a.6 many a.6 :th-<'''-:ty m-<'le.6, :twen:ty-

6-<.ve m-<'le.6, day .6:tuden:t.6 back and tJo"-:th. I.6n':t 

:the"-e .6ome way on ,,-eg-<'oVlal-<'z-<'Vlg :the .6y.6:tem .60 :tha:t :the 

pup-<'l.6 b,,-ough:t :to a .6chool would be ,,-ea.6cnably cl06e, 

w-<.:th-<'n :ten m-<.le.6 0"- 6-<.ve m-<'le.6, on wha:teven educa:t-<.oVlally 

-<..6 deemed w-<..6e and pnope,,-? 

A. l'1e attempt to do tha t. I th ink 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. 

to that. 

So, we've got an hour radius as it relates 
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Q. Even a.n hou17. ea.e.h wa.y, .two hou17.l.> on .the 17.oa.d 1,017. 

a. ha.ndie.a.pped e.hild I.>eeml.> p17.etty ex e.el.>l.>iv e, doel.>n't 

a? 
A. Yes, it is. 

Q. And e.a.n'.t .tha..t P17.oblem be looked a.t a.nd e.o17.17.ee..ted? 

A. We are attempting to do that as it relates to 

building five regional day schools in the State of 

New Jersey to handle the severe population. That, 

of 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 auditing the non-pUblic schools~ 

EXAAIINATION BY COMMISSIONER KADEN: 

Q. I .tHnk M17.. Sia.va.ge a.l.>ked you wha..t kind 06 

a.uditing 1.>.ta.f,6 you would need .to do a. P17.ope17. job wi.th 

.thel.>e I.>e.hooll.>. I'm no.t l.>u17.e I go.t .the a.nl.>we17.. 

A. I said, a minimum of three. If we are talking 

about program people in addition, it would probably be 

a larger staff. I now, as I indicated, send my own 

staff out as it relates to looking at the private 

sector as they look at the public sector. 

Q. Did .the depa.17.tmen.t ine.lude ~n ~tl.> budge.t 17.equel.>.t 

1,017. .the nex.t yea.17. a.ny ine.17.ea.l.>ed a.udi.t~f!g e.a.pa.e.i.ty? 

A. I included positions in my budget. I can't say 
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to you whether or not that passed on to the Commissioners. 

Q. Pe~hap~ it would be in o~de~, even be6o~e thi~ 

Commi~~ion p~ocetd6 to any 6o~mal ~ecommendation6, to 

~ugge~t that you go back and talk to the Commi6~ione~ 

and 6ee i6 he might be willing to look at that i~~ue 

and communicate ~ome ~eque~t to the T~ea6u~e~ be6o~e 

the executive budget i6 ~ubmitted. 

Have you eue~ evaluated the alte~native 06 u~ing 

Gut6ide audito~6 a6 a 6ub~titute 60~ c~eating an 

audit~l!g ~ta6 6 in the depa~tment? 

A. To the extent that we are using the Association 

for Schools and Agencies as it relates to our dual 

capacity looking at the private sector, we use public 

school people. So~etimes business managers from a 

public school will go out with us to look at the private 

sector. So, Me have tried to involve people in that 

way as it relates to the evaluation process. 

Q. It might al60 be wo~th evaluating both the c06t 

and etltlectivene66 Otl conducting mo~e tho~ough-going 

audit6 w~th out6ide aud~to~~ a~ oppo~ed to devloplng 

a ~ta6tl in the Education Vepa~tment. I ~u~pect 

you ~ha~e with u6 the ~en6e that to the det~iment 

06 all tho~e ded~cated people who a~e ~unning good 

~chool6 i6 you have even one ~chool whe~e 30 o~ 

$40,000 o~ mo~e i6 being dive~ted to pe~60nal u~e-­

A. That's correct. 

Q. --out 06 Special Education 6und~. 
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Profiteering on the Handicapped 

The Commission recalled testimony earlier in the day by 

Mrs. Farrell of the Manor Woods Academy. 

EXAMINATION BY MR. SIAVAGE: 

Q. Mn. RiQhandaon, we heand aome teatimony thia 

monning 6nom a aQhool in South Jenaey that it waa 

eaaentially neQeiving $5,300 pen atudent on the 

eduQational end and then waa having the atudenta 

eduQated in publiQ aQhool diatniQta 60n appnoximately 

$3,300 payment 6nom that aQhool to a publiQ aQhool 

diatniQt. Eaaentially, it waa making what the 

Commiaaion might 6eel waa a pn06it 06 $2,000. Now, 

the witneaa explained that that $2,000 waa not, -<.n 

e66eQt, pno6it beQauae the ~hild'a ~duQational 

expenienQe Qontinued When the Qhild neentened the 

neaidential aQhool, beQauae it waa a neaidential 

a c.hool, a.nd tha.t they wene helped with thein.home­

wonk on put in a.n educ.ationa.l enuinonment a6ten they 

got bac.k 6nom the public. ac.hool. 

Ane you a.wane 06 that kind 06 citua.tion exiating 

-<.n the ayctem? 

A. In that particular instance, a year ago I approved 

one youngster to go out to the public school as it 

relates to a transition program so that the youngster 

. could then return to his home and receive an educational 

program. The only other experimental program, so to 

speak, is one I have approved with the Glen Kirk 
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School where we have a transition program where 

the private school children are actually in a 

public school pr6gram and receiving services. 

dJ..d .6a!f !fou appftol'ed J..t. It wa6 a.6 a pJ...tot pftO-

A. That's correct. 

Q. And !fcu have nc kl1o{{'.tedge, I gue.id, tJ..U:. 

ha.6 mu.6h~ocmed to be app~oxJ..mate.t!f eJ..gllt O~--

A. None whatsoever, no. 

THE CONCLUDING STATEMENT 

Chairman ROdriguez summed up the public hearing testimony 

and indicated the thrust of the Commission's subsequent 

recommendations for corrective action: 

THE CHAIRMAN: The~e beJ..ng no 6uftthe~ wJ..tne.6.6 C.6, 
I wou.td .tJ..ke at thJ...6 time to mate a .6tatemcnt on 
beha.t6 06 the CommJ...6.610n. 

In the.6e publJ..c heaftlng.6 thefte ha.6 been demon­
.6tftated the g~eed 06 a dew non-pub.tlc .6choo.t 
opeftato~.6 who have pfto6J..ted peft.6ona.t.ty at the cx­
pen.6c c6 handicapped chl.tdften. Thefte a.t.6o ha.6 
demon.6tftated cftltJ..cal de61clencle.6 in the .6tatutoJt!f 
and admlnl.6tftatlue .6y.6tem 60ft the monltoJtlng c6 
the $26 mJ..l.tJ..on pJtogJtam 06 Specla.t EducatJ..ol1 that 
J...6 to .6eJtue the.6c un60fttunate chlldJten. 

We will .6ubmlt to the GoueftnoJt and the Legl.6-
.tatuJte .6oon ou~ Jtecommendatlon.6 6eft a .6t~engthened 
.6Yl>tem. 

Let me 61ft.6t Jte.6tate 011 beha.t6 06 the CcmmJ..l>.6J..cn 
what wa.6 empha.61zed at the .6taJtt 06 thll> public 
6 oftum. 
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Ou~ inqui~yQonQe~n~ both a g~o~~ mi~u~e 0& 
the SpeQia~ EduQation p~og~am by Qe4tain p~ivate 
~Qhoo~~ and the ~tatuto~y and admini~t~atlve dc-
61Qiencie~ 06 the p40g~am'~ 6undlng ~y~tem. Thi~ 
~y~tcm ~e4ue~ mo~e than 5,000 Qhi~d~en who a4e 
~u66c~ing 6~om one O~ mo~e 06 ~uch ~e~iou6 menta~ 
and phy~iQal handicap6 that they a~e unable to 
attend the publiQ ~chool~. M06t 06 the6e Qhlld-
4en a~e en40lled in New Je~~ey'~ 125 p~iuate day 
~chool6 and 25 p~luate 4e~idential 6Qhool~. 
LOQa~ 6chool di6t~lct~ pay the tuition 4ate6 -­
pa~tlal~u 6unded by the 6tate -- ~anging 6~om 
$3,500 to $6,800, acco4dlng to about a dozen 
handicap Qatego~le6. 

The nece.uity 60!1. thi~ p40g4am i~ undi~pute.d, 
a~ atte.6te.d by it~ ~t~ong public 6inancial and 
philo60phical backing. 

The~e he.a~ing~ have exp06ed example~ 06 a 
QallcU6 abu~e 06 the ~y~tem by ~ome p~ivate 
6chcol6 and have demon6t~ated the inadequacy 06 
the law and ~ule6 by which the ~y~tem i6 ad­
mini6teJLed. The,se admini~tr,ative weakne61le,; 
al60 weJLe il~u6tJLated by ce~tain que.6tionable 
pJLaQtice6 by 60me entJLepJLeneUJL6 that 6uJLtheJL 
thJLeatened the JLeputation 0' the entiJLe 6Y6tem 
a6 well a6 the dedicated and continuou6 public 
endOJL6ement upon which the ~ucce66 06 the pJLO­
gJLam depend6. 

The JLange 06 mi6deed! actual and appaJLent, 
a6 JLevealed by witne66e~ at thi6 public 60JLum, 
JLe6lected an appalling high-handed di6JLegaJLd by 
60me 60JL the peJL~onal a~ well a~ e.ducational 
well-being 06 handicapped childJLen in a minoJLity 
06 pJLlvate ~chool6. The outJLight impJLopJLietie6 
and the quc6tionablc pJLaQticc6 and pJLoCedUJLe6 
weJLe depJLC66ingly wide-JLanging -- dC6pite the 
JLelatively ~mall 6ampllng 06 6uch acitivite6; 

-The admini6tJLatoJL 06 the Calai6 SQhool 
utilized tax 6und6allocated to hi6 non-public 
6acility to JLOa up moJLe than $40, 000 in pe~60v.il.l 
non-educatiol1al payouts iJ1 a two-yeaJL peJLiod. 
The6e included a $750 "gl6t" to hl6 bJLotheJL-in­
law, a tJLlp to La6 Vega6, the acqui6ition 06 ex­
pen6ive painting and 6culptuJLe6 di6gui6ed a6 
"boo~6 and 6upplie6," exce66ive pen610n6 and 

,in6uJLanCe QoveJLage 60JL him6el6 and hi6 wi6e, and 
, a multitude 06 tax-exempted peJL~onal pUJLCha6e6 
with 6d100l check6 06 ~uch item6 as a ~te!LeO 
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.6y.;tem, book.6 and magazine.6, lawn equipment, .6wim­
ming pool ehemieal6, eame~a.6 -- even tenni.6 ball.6 
and MleaQ e~I.> . 

·A norcmell teachCA at the above I.>chool te.6ti6ied 
that the .60" 06 the adminil.>t~atoll and hi.6 wiie 
(each 06 whom i.6 d~awing $30,000 in annual .6ala4ie.6) 

wa!.> at $13,000 a yea4 the highe.6t pa,Ld membe~ on 
the .6chool'I.> teaching .6ta66, wa.6 not ce~ti6ied and 
.6howed up at the .6chool only in the a6te4noon twice 
a wee/c. 

~he bUl.>ine.6.6 manage4 06 the Lincoln School ad­
mitted I.>he and he4 al.>I.>ociate jou4neyed to Flo~ida 
each yea~ at the .6chool'.6 expen.6e in a $4,000 van 
paid £o~ out o[ public 6undl.> allocated to the 
.6chool. In addition, I.>he conni4med payment by the 
I.>chool at a $7,000 addition to he4 home. 

·The adminil.>t4ative al.>I.>ociate 06 the above 
witnel.>I.> conni4med the employment by the .6chocl 06 
a pe41.>Cn who I.>e4ued chie£ly al.> he4 pe41.>onal valet . 

• A n04mell Lincoln School employee conni4med I.>he 
handled mO.6t o£ the manage4,Lal dutiel.> , at a I.>ala4Y 
o[ $15,000, that welle the I.>tated 4el.>ponl.>,Lbilitlj 
06 the two prcevioul.> witnel.>I.>el.> , who 4eceived $36,000 
yea4ly compenl.>ation each. 

·A call I.>alel.>man tel.>ti6ied that the Lincoln 
School ope4ato4.6 pU4chal.>ed a nive-pal.>I.>enge4 van, 
with luxU4y accel.>.604ie.6, which wal.> un!.>uited 6C4 the 
hauling and bul.>ine.61.> pU4p0l.>el.> 604 which the ope4at041.> 
I.>aid they bought the vehicle . 

• The executive di4ecto4 06 Man04 Wood!.> Academy 
wa.6 depicted al.> u.6ing I.>chool nunda to acqui~e and 
expand 4eal el.>tate holding!.>, at a. .6ubl.>tantial pe4-
!.>onal p40[it, that appea~ed to have little O~ no 
4elation.6hip to he4 publicly 6unded p4ivate !.>chool . 

• The exeeutive di4eeto4 06 SOme41.>et Hill.6 School 
told how the .6ehool'.6 ope~ating e04po4at,Lon leal.>el.> 
the ,-,chool'I.> land and build,Lng 6~om anothe~ eC4pc4a­
t,Lon, /I,.',Lth the .6ame owne.rcl.>hip -- illul.>;(;Jwt,Lng a I.>eln­
dealing p~oeedu4e that ealll.> 604 exam,Lnation ,Ln 
depth. 

'Of6,Le,Lall.> o[ the highly 4e.6peeted AI.>I.>oe,Lation 
'06 Sehooll.> and Ageneiel.> 604 the Hand,Leapped (ASAH), 

both en whom ope4ate out.6tanding non-publ,Le naellltlel.> , 
have .6tated that only 20-25 .6chocll.> quaLl6ied 604 



-181-

membe~~h~p becau~e on that a~~oc~ation'~ ~t~~ct 
account~ng ~equ~~ement~ and that that a~~oc~at~on'~ 
ennMt~ to ~mp~ove the Spec~aL Educat~on nund~'lg 
~y~tem we~e un~ucce~h6uL. 

Te~t~mony wa6 ~eco~ded on the d~66~cuLty 06 
pe~~uad~ng agenc~e~ w~th ~eLated ~e~pon~~b~L~t~e~ 
to comp~Le and adopt un~no~m pnocedunaL gu~de­
L~ne~, on the Lack 06 manpowen w~th wh~ch to 
manage and watchdog the ~y~tem, and othen pnobLem~ 
that be~et pnog~am adm~n~~t4at04~ w~th~n the State 
Educat~on Vepantment. 

The d~venh~on on pubL~c mon~e~ to pe~~onaL on 
non-educat~onaL u~e~, whe~e adm~tted, ~~ a ~en~ou~ 
abu~e ~n the ~y~tem and an ~nd~ctment on the Law 
that pnov~de~ ~nadequate mean~ to gua~antee com­
pL~ance. 

The hean~ng~ conn~nmed that the~e ~~ ampLe 
oppontun~ty non pne~ent and p~o~pect~ve openatonh 
who de~~~e onLy to ga~n a 6a~n and nea~onabLe ne­
tu~n nnom pn~vate nac~L~t~e~ that 6~LL a cn~t~caL 
vo~d in the pubL~c ~chooL ~y~tem. Thene60ne we 
beL~eve we can 6ace the p~obLem 06 p~opo~~ng 
~t~~ngent nenonm~ -- ~uch a~ mak~ng aud~t~ng ~e­
qu~nement~ mo~e ~tn~ct, accountab~L~ty mone 
en6ect~ve, monito~~ng mo~e 6~equent and aLe~t 
and ~ta66~ng mo~e capabLe and adequate -- w~thout 
undue conce~n that any ~eduction on educat~onaL 
oppo~tun~ty w~LL be the ~e~uLt. 

In 6act, even mo~e than agg~e~h~ve ana exped~­
tlou~ Leg~~Lat~ve and ~eguLato~y ~eno~m~ ~~ 
wa~~anted. 

Tho~i Who have 6Lag~antLy p~o6~ted by the d~­
ve~~~on 06 nund~ to pe~~onaL acqu~~~t~on6 and 
actiuit~e~un~elated to the educat~on 06 hand~­
capped ch~ld~en, ~hould -- th~ough c~~m~nal o~ 
c~v~l act~on, o~ both -- be no~ced to d~690~ge 
them~elue~ 06 alL ~uch p~o6it6. 

The S.C.I. ~ntend~ a~ ~~ ~t~ p~actice to 
eoope~ate 6uLly w~th all Law enno~cement, p~c~e­
cuto~~aL and othe~ gove~nmental agenc~e6 by a null 
and cont~nuou~ ~e6e~~al and d~6cl06u~e 06 ~t6 
nind~ng6 to them nO~ app~op~~ate act~on. 

We w~lL 6ugge6t that the Atto~ney Gene~al eon-
6~de~ n~l~ng c~v~l 6u~t~ aga~n~t the ~nd~u~duaL 
benen~c~a~~e6 on "unju6t en~~chment" 6~om 
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Spee~al Edueat~on abu¢e¢, a¢ na~~ated at the¢e p~o­
eeed~ng¢, a¢ well a¢ e~~~nal aet~on when ju¢t~o~ed, 
o~ bot-h. 

The Comm~¢¢~~n, a6 I have ~nd~eated, ~ntend¢ 
to p~epa~e a6 ¢oon a¢ po¢¢~ble a deta~led ~epo~t 
06 ~t¢ 6~nd~ng¢ to date -- even a¢ ou~ inve¢t~ga­
t~on eont~nue6 ~nto othe~ 6aeet¢ DO the Spee~al 
Edueat~on p~og~am. 

The p~oblem ~¢ a¢ eomplex a¢ ~t ~¢ hea~t-~end~ng. 
But what ¢tand¢ out ¢ta~kly a¢ we end the¢e hea~~ng¢ 
~¢ the und~¢puted eonelu¢~on that the Spee~al 
Edueat~on p~og~am 6o~ hand~eapped eh~ld~en ~¢n't 
wo~k~ng the way ~t can and ¢hould, that ¢ome 
ch~ld~en a~e be~ng ¢ho~tehanged, that ¢ome publ~e 
6und¢ a~e being wa¢ted beeau¢e money'¢ go~ng ~nto 
p~~vate poeket¢ ~n¢tead 06 edueat~onal p~og~am¢. 
We ~ntend to ~epo~t to the Gove~no~ and the Leg~¢­
latl.l~e Ol.l~ deta~led, ~eeommendaUon¢ on the¢e p~ob­
lc.m¢ . 
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CONCLUSIONS ANP RECOMMENVATIONS 

I. IN'rRODUCTION 

A. Bael2glLound 

New Jersey's system of non-public education 

for handicapped children is addressed by law under 

N.J.S.A. 46:18A-l et seg. and N.J.A.C. 6:28-1.1 et seg. 

Additionally, where the setting is both residential 

and educational, N.J.S.A. 30:4C-l et ~.and N.J.A.C. 

10:127-1.1 et seq. are applicable. Finally, state 

programs in the area of special education are also 

substantially affected at the federal level by 

20 U.S.C., §1401 et ~., commonly known as "Public 

Law 94-142". 

The Commission's public hearings disclosed 

obvious areas of reform, including the staffing 

and functioning of the Branch of Special Education 

and Pupil Personnel Services (hereinafter referred 

to as BSEPPS), the specific description of allow­

able and non-allowable private school expenses, 

the record-keeping and reporting requirements 

of participating schools, and 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 exploit 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 adequate are being partially diverted to the 

personal benefit of certain operators. Thus, the 

S.C.I.'s recommendations emphasize both cost con­

sciousness and cost effectiveness. 

B. C06~ Accoun~ing and Ra~e E6~abli6hmen~ 

In exploring existing and proposed special 

education systems in other states, the Commission 

learned that Connecticut is implementing a program 

known as the Cost Accounting and Rate Establishment 

System (CARES). This system was developed pursuant 

to Special Act 77-90 of the Connecticut General 

Assembly. The recommendations of the Commission on 

cost reporting and rate establishment are based upon 

CARES' plan, with modifications stemming from the 

S.C.I. staff's familiarity with similar systems 

of reimbursement in the health care field.* 

The advantage of CARES is that it computes the 

cost components of each service provided for the 

benefit of each distinct handicap classification. 

Thus, the system both monitors cost and serves as a 

ready reference for the monitoring agency of instances 

where insufficient allocations are being made. Addi-

*See Exhibit "A", Page 211. 
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tionally, since the system accurately pinpoints 

amounts expended on each classification, it becomes 

an excellent basis 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 

reduced. 

C. ImpLement~ng MethodoLogy 

A recurring issue with regard to recommendations 

such as those proposed in this report is whether 

legislative change or administrative alteration is 

the mo.st appropriate avenue. Because neither laws 

nor regulations exist in m~st 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.S.A. 18A:46-1 et seq. 
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II. ADMINISTRATIVE RESPONSIBILITY 

A •. BackglLound 

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 institutions authorized to educate hand i-

capped students.* Additionally, where children were 

housed and educated in the same facility, a marked 

overlap of authority was revealed between the Division 

of Youth and Family Services in the Department of Human 

Services and BSEPPS. This situation, aided by a lack 

of interdepartmental communication, has had detrimental 

results for the State, especiallY with regard to 

inappropriate allocation of costs and services. 

B. Recommendat~on 

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 setting). The bureau 

should have the potential for expansion into areas 

such as program analysis and control. It is suggested 

that an Arti.cle 8 be added to Chapter 46 of the New 

Jersey Statutes to create the new bureau and to 

prescri.be for i.t certain powers and procedures as 

specified below. 

C. Comment 

The new bureau should have the capability -­

ei.ther i.nternally, by contract, or through another 

state agency -- to evaluate the building and grounds 

of non-public schools with particular regard to 

the space necessary for (and superfluous to) 

appropriate programs. 

Under a new system of reporti.ng and rate-setting, 

the entire staff should be occupied in reviewing forms, 

reports, accounts and other submissions by the 

institutions for appropriateness of filing and for 

mathematical accuracy. Thereafter, the rate-setting 

process would be a simple matter of computation (as 

explained hereinafter). The entire process of 

review and rate-setting should not occupy more than 

four to six weeks of staff time, permitting the 

balance of the work year to be allotted to field 

auditing. 
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III. ALLOWABLE AND NON-ALLOWABLE COSTS 

A. Bac.kgltound 

The public hearings held by the Commission 

depicted expenditures by some non-public schools ~or 

purposes which were considered to be extremely 

improper. Several operators, however, complained that 

there was little direction supplied by the Department 

of Education regarding the validity of expenditures. 

The Commission emphasizes that it regards most 

of the practices examined in the hearings to be 

highly inappropriate -- by any standard -- and it 

urges the adoption of strict guidelines concerning 

allowable and non-allowable costs. 

B. Rec.ommendat~on6 

The following costs should be considered non­

allowable: 

1. Sa.e.alt~e6 to OWnelt6 and Membelt6 0 n The~1t 
Fam~.e.~e6. 

Individuals who directly or indirectly control 

the board of directors, board of trustees or 

other decision-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 ownersnip 

interest must avoid sitting on the board of directors 

if he or she is also a salaried employee. 

What should be prohibited is the control of 

the board of directors in combination with 

the holding of a salaried position. 

2. Expen6e6 nO~ Onn~ee6 Not Loeated on Sehaal 

G~ound6. 

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 an institution should not be 

a reimbursable expense. 
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Explanation: It is the Commission's view 

that requiring all teaching and administrative 

staff to be located on the grounds will reduce 

the opportunity for personal expenditures un­

related to the school's operation. 

3. En~e~~a~nmen~ COb~b. 

All costs for social activities or amusements 

and related incidental costs should be dis­

allowed unless they are proven to be part of 

the regular educ·ational program. 

If the operating entity also owns the land 

and building, or is a lessee in the normal 

course of business, or is a'lessee in a sale 

and leaseback arrangement, or is a lessee from 

a related entity, the allowable rental or carrying 

charges should not exceed the normal costs of 

ownership, such as allowable mortgage interest, 

depreciation, taxes, insurance and maintenance. 

Explanation: One of the serious 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. 

5. rn~e~e¢~ Cha~ge¢ on Bo~~owed Cap~~at and 

rn¢~attmen~ Pu~cha¢e¢ O~he~ ~han Mo~~gage 

Loan¢ on F~xed A¢¢e~¢. 

The S.C.I. recommends that interest payments on 

loans and installment purch~ses be allowed only 

up to two points above the prime interest rate 

on the date of the loan. Any interest cost 

exceeding this limitation would not be allowable. 

Interest costs for mortgage loans upon fixed 

assets would be controlled as described in 

#4 above. 

6. Re¢ea~ch and Vevetopmen~ Co¢~¢. 

Research and development costs should be allowable 

only to the extent that they improve existing 

special education programs. The Commission 

recommends that research and development costs 
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for ~ programs should not be allowed. Addi­

tionally, if the 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 inquiry 

that abuses existed concerning travel which bore no 

relationship to any special education program and, 

in one case, a payment to a relative ostensibly for 

research and development. The Commission's recom­

mendation would prevent abuses in this area. 

7. Fund Ra~~~ng Expen~e¢. 

The Commission recommends that fund raising expenses 

be classified as not allowable. 

8. V~v~dend~ andLo~~e~. 

Dividends paid to shareholders and losses on the 

sale of capital assets should not be allowed as 

costs. 

9. rnve~tment Expen~e~. 

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. 
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10. Legal Expen~e~ and Leg~~lat~ve Expen~e~. 

C9sts incurred for lobbying activities and 

legal expenses other than for general con­

sultation should not be allowable. However, 

legal expenses paid on a retainer basis at 

a reasonable level for consultation can be 

an allowable cost. 

11. Cont4~but~on~. Vonat~on~. Awa4d~. Schola4~h~p~. 

F~ne~ and Penalt~e~. 

It is recommended that all of the above items 

be listed among non-allowable costs. 

12. Bad Vebta. 

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. 

13. Cap~tal Expend~tu4ea. 

The Commission recommends that capital expenditures 

in excess of $100, which increase the useful life 

of the asset, should be non-allowable, except in 

the calculation of future depreciation of the 

asset in question. 



-195-

Explanation; The Comrnissionts public hearings ex­

hibited a marked degree of confusion by one operator 

concerning the definition of a capital expenditure. 

The Commission's examination also illustrated that 

this operator had, on several occasions, sought 

reimbursement for costs which could only be char­

acterized as capital expenditures. Although departmental 

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. 

14. Medleal Expen~e~. 

Medical expenses should be allowable only to the 

extent that a physician acts in a advisory capacity 

to the school or conducts dlagnoses of students 

for the purposes of developing educational programs. 

15. Vona~ed Good~ and Se~vlee~. 

Recommended, that the imputed value of donated 

goods and services be non-allowable. 

16. T~an~6e4~ 06 Amoun~~ 06 Fund~ ~oRe~e4ve 

04 Con~lngenelj Aeeoun~~. 

Recommended, that any funding of accounts which 

make provision for contingencies be non allowable. 



-196-

17. Intangible CO.6t.6. 

Recommended, that all intangible costs are 

non-allowable. 

18. Non-Cu~~ent CO.6t.6. 

All expenses which were incurred during a prior 

period or those prepaid expenses which will be applied 

to a subsequent period should not be allowed on 

the current report. They should be appropriately 

charged in the period in which they accrue. 

C. 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 guigelines 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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IV. REPORTING REQUIREMENTS 

A.' Ba.ekglt.o und 

Audits conducted by Commission staff, as well 

as examination and analysis of present financial 

reporting instructions and forms of BSEPPS, illustrated 

many deficiencies in informational requirements. 

Apparently, a lack of 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 allowed many schools to exist with 

chaotic accounting records. 

Adequate direction and instruction by the proposed 

bureau, together with cooperation and compliance 

by the private school, should produce uniformity 

in the records and reduce any confusion on the part 

of administrators as to their minimum accounting 

responsibilities. 

B. ReQommenda.t~on~ 

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 subsequent adjustments when accrued expenses 

vary beyond an acceptable limit above or below budget. 

The Commission recommends; 
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1. Expenl>e Budget SummalLf! and Aetua.t COl>t RepolLt. 

Both of these reports, one prepared as a budget 

forecast and the other as a recap of expenses, 

should provide on an accrual basis, by 

function, all costs of the school. The 

format requested should be a reasonably 

detailed itemization of expense categories. 

Total expenses must be reported and subse-

quently apportioned according to definitions 

of allowable and non-allowable costs. Allowable 

costs should then be further divided among 

programs: Residential cost if applicable, 

other programs and services, and educational. 

Educational costs should be further subdivided 

and reported for ea~h handicap classification. 

A subsidiary report should be required which 

reconciles the projection of expenses with 

actual disbursements. An additional subsidiary 

report, should be prepared and maintained by 

the school which reconciles accrued expenses 

reported and total disbursements. (These reports 

would provide the "starting point" for audits 

conducted to determine the level of internal 

control and corresponding ability to rely on 

the reports filed and the underlying accounting 

records as well.) 
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2. A Repont Suppont~ng by Funet~on the Satany 

Component on The Above Ve¢en~bed Repont Shoutd 

Be Requ~f[.ed. 

If the school had a summer session program, 

two salary reports would be necessary. Salary 

costs would be considered on an individual 

basis. If salary apportionment were to be 

used as the basis for distribution of general 

and administrative expenses, as in the 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. 

Thus, each employee's total salary would be 

listed and then apportioned between allowable 

and non-allowable. The allowable salaries, based 

once again on clear definitions, would be 

further divided as to. room and 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. 

3. Vepnec~at~on Co~t~ Should be Cleanly Veta~led 

~n a Won~-Papen Repont Wh~ch Suppont~ the Co~t 

Reponted ~n Both Expen~e Budget and the Actual 

Co~t Repont. 

Assets having a useful life in excess of one 

year and costing over $100 should be capitalized 

and depreciated. A uniformly established de­

preciation policy, set by the State, not only 

will allow comparability among schools for 

reasonableness determinations but also, on 

an individual basis, will reduce capital 

acquisition costs that cause fluctuations 

in "operating expenses" and distort the true 

financial experience. 

4. Fon The Punpo~e 06 Centa~n Expen~e Allocat~on~, 

a Repont~ng Schedule on Floon Space and Land 

Should be Requ~ned. 

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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~. Cen~ain Pnognam Repon~ing In6onma~ion 

Should be Requined, Including E~~ima~ed 

and Ac~ual Ennollmen~ In6onma~ion. 

Material changes in program or enrollment 

should be reported at the time they take 

effect. Such "change reports" should be 

due within 30 days. The nature of the 

requirements of program reporting would 

be essential statistical information for 

determining a reasonable tuition rate. 

It may be advisable to include in the 

program reporting requirements a narrative 

explanation and justification for material 

changes. 

Since the fiscal year for tuition rate 

determination is July 1 - June 30, reports 

should be due as follows: 

May 1 Projected budget for sub­
sequent year (starting 
July 1) 

August 31 Actual cost report for 
immediately preceeding 
year ending June 30) 

August 31 Reconciliation of the 
accompanying Actual Cost 
Report with the prior 
year'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 requirements. The 

statutory language need not describe the system 

in minute detail. It should contain, however, 

the vital aspects of .the CARES system. Such a 

legislative provision could be a portion of the 

new statutory chapter setting up the new bureau. 

The program should be implemented by the 1979-80 

scholastic year. 

The reporting requirements suggested by the S.C.I. 

closely parallel those of the CARES system. The two 

major strengths of the CARES reporting system are: 

The compilation of financial information 

which will supply an accurate cost for 

each service supplied by each school, and 

A uniformity of reported information which 

will provide a basis for auditing, cost 

comparison and rate monitoring. 
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It should become immediately apparent to 

the new bureau 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 nAn 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 nAn. 

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 nAn, Page 211. 
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A." Bae~g4ound 
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For the years 1976-77 and 1977-78, tuition rates 

for private schools were set by the BSEPPS, predicated 

upon an outline of estimated expenses. A maximum 

rate was established annually based upon the 85th 

percentile of costs of handicap classification in 

public schools providing those 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 special programs, 

commonly known as individual educational plans, 

provided for special education pupils vary due to 



-205-

the severity of the 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 direct super­

vision and were capable of attending a local public school. 

In the other school, all children were autistic and in 

need of -- and receiving -- an extensive program of ed­

ucation and training on a nearly individual basis. The 

services provided by the schools were not similar and 

the costs incurred were not similar -- yet both schools 

received exactly the same tuition rate. 
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Since rate setting has been based on cost pro­

jections -- and despite the fact that actual cost reports 

have been required -- there is no mechanism which prevents 

a private school from requesting 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. 

B. Reeommendat~onh 

Tuition rates for each private school should be 

set annually, based on the reports required, 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 reasonable 

cost per day is determined for each private school, 

based on the appropriate report, the rate will be pre­

sented to the local sending districts in such a manner 

as to identify the cost components which, in the aggre­

gate, comprise the per diem rate. In addition: 

1. T~m~ng. 

The proposed budgets, submitted by May 1 for 

the subsequent year, should be reviewed by 

BSEPPS and should provide the basis for a rate. 

Rates should be set by June 15. The schools 

should have the right to appeal. 
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2. Cha.nge RepOJtt.6. 

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. If 

a change report, received during the year by 

BSEPPS, materially changes the program, and 

accordingly the reasonable costs, in excess of 

an acceptable percentage limit such as 10 percent, 

BSEPPS should recalculate the tuition rate and 

notify the sending districts of the change. 

3. Adju.6tment.6 in Succeeding Yea.~.6. 

Actual cost reports filed at the end of the 

year should provide the basis for recalculation 

of that year's rate. If per diem revenue 

exceeds actual costs, that excess should be 

offset in the rate "set for the comming year. 

If the amount is relatively small, the 

adjustment can be waived at the discretion 

of the Director of BSEPPS. But the school 

must fund the excess and account for it. 

This does not include donated funds and their 

effect on surplus. 

4. Rea..6ona.blene.6.6. 

Although rates will be set based on budgets 

and actual cost reports submitted, BSEPPS 

should make an attempt to determine the 

reasonableness of the private school's request. 

A program for making this determination should 
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include a comparison among cost component 

categories of schools providing sir.lilar 

services. 

For example, all schools which provide a pro­

gram for communication handicapped pupils 

should be compared on the basis of the cost 

components of each such school. If the costs 

of services are grouped in a dollar amount, 

further examination may not be necessary. 

But if the cost of one school exceeds an 

acceptable percentage (perhaps 15 percent) of 

the median cost for schools providing similar 

services, further justification may be necessary 

or the excess should be eliminated as unrea­

sonable. Such a disallowed excess would not 

be included in the-tuition rate. 

An examination of the actual cost report would 

insure that any sum eliminated in this way 

was not expended by a school to the detriment 

of some other approved cost component. 

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. Imptementat~on. 

C. Comment 

With regard to the implementation of this 

system, the Commission is again of the 

opinion. that general direction should be 

mandated through legislation and specific 

requirements should be added through regula­

tion. The required legislation should be 

a part of the same package of provisions for 

structuring the new bureau. 

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 questioned 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 programming during' 

the year cause a review of the rate, but also the 

actual cost report will provide the basis of a 

recalculated rate. This revised rate, with certain 

exceptions, will be reflected in the subsequent 

year's tuition. 
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It will be necessary to make other provisions 

in the ·event a school goes out of business, such as 

returning excess funds to the original sending school 

districts. 

The system should insure that a sending district 

receives, for each child, the services for which it 

is paying. Further, the rate, based on fair and 

reasonable costs, should insure the availability 

and provision of continuing quality programs. 

It should be apparent to a sending district 

and its child study team which actual services are 

being delivered and the precise cost thereof. This 

is necessary because one objective of the child study 

team is to place the pupil in a facility providing 

appropriate services. The child study teams will then 

be in a position to make comparisons of the rates among 

schools providing similar services. The rate will 

reflect the services provided and the market will , 

limit the rate. In general, it is the Commission's 

recommendation that components of the rate should 

include cost component categories as set forth in 

the projected budget and actual cost reports. For 

those private schools which are incorporated for profit, 

the amount of profit requested and allowed should be 

set forth as a separate component of the rate. 
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EXHIBIT "A" 

(A SAMPLE WORKSHEET) 



INSTRUCTIONS FOR WORKSHEET A - SUMMARY EXPENSE REPORT (See Following 6 Pages): 

Worksheet A is the summary report of a facility's total operating expenses, 
allocated (per the manual guidelines, instructions and other supporting 
worksheets) to the facility's functions, programs and special education 
program categories .. 

Column Headings: 

Column A - Functional Expenses: Represents the grouping of operating 
expenses into the functions normally performed by private facilities 
providing special education services. 

Column B - Total Operating Expenses: Includes all operating expenses 
for the fiscal year as reported on the facility's books of account. 

Column C - Unallowable Expenses: Includes certain expenses or portions 
of expenses reported in Column B that are unallowable for reimbursement. 

Column D - Allowable Operating Expenses: Represents facility expenses 
that are allowable for reimbursement. 

Column E - Program: That portion of allowable operating expenses for any 
functional expense which has been incurred directly or indirectly in the 
operation of programs indicated in Columns F, G, and H described below. 

Column F - Room and Board Program: That portion of allowable operating 
expenses incurred in providing room and board services to residential 
students. 

Column G - Other Programs and Services: That portion of allowable opera­
ting expense not properly allocable to the room and board and special ed­
cation programs in Column F and ColumnH below. 

Column H - Special Education Program: Column H-I represents that portion 
of allowable 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. 

Column Special Education 

H2 RD Emotionally Disturbed 
H3 NI Neurologically Impaired 
H4 EMR Educable Mentally Retarded 
H5 SII Socially Maladjusted 
H6 PI Perceptually Impaired 
H7 AH Auditorially Handicapped 
H8 OH Orthopedically Handicapped 
H9 VH Visually Handicapped 
HIO TMR Trainable Mentally Retarded 
HlI CI Chronically III 
Hl2 CH Communication Handicapped 

. Hl3 MH Mulitple Handicapped 



~UMMARY EXPENSE REPORT Facility: ABC School W01{KSHEET A 

Report for Year Ended June 30, 19xx 
Page 1 of 6 

(A) (B) (C) (D) (E) Program -------
(F) (C) - ___ ~!!2~~~ial Ed.ucation 

Other (H-l) 
Total Allowable Room Programs Special Categories of Program Service 

Operating Unallowable Operating .nd .nd Education (H- 2) (H-3) (H-4) (8-5) (11-6>1(11-7) (H-8) (H-9) (D-iO) (8-11) (H-12) (H-13) 
Functio~al Expenses Expenses Expenses Expenses Board Services Total ED NI Er1R SM PI AH OH VII THR cr CH "" Line 

1 General and Administrative 

(a) Salariea and Wages 15,000 15,000 

(b) Fringe Benefits 20,000 20,000 

(c) payroll Taxes 7,000 7,000 

(d) Advert is ing 2DO 200 

(e) Communications 150 150 , 
(f) Materials and Supplies 1.000 100 900 ---
(g) Rent~l Expense 500 500 

(h) Depreciation on Furni- I 

ture, Fixtures & Equip. 100 100 

(i) Accounting &Legal Fees 2.000 2,000 
-----

(j) Contractual Expenses 
-~ 

(k) Bonding Insurance 250 250 

(1) Memberships and Sub~ 

script ions 150 150 

(m) Uncollectible Accounts 600 600 -0-
--

(n) Travel Expense 300 300 
-~ -------------------- --

(0) Interest Expense 500 100 400 

(p) Income Taxes 15,000 15,000 

(q) Other Expenses (Specify) 
- .. _-

Sub-total 63,350 800 62,550 12,948 16,325 33.277 13,761 19,51 



SUMMARY EXPENSE REPORT Facility: ABC School WORKSHEET A 

Report for Year Ended June 30, 19xx Page 2 of 6 

._~_.~_ ~_E_~.!ro~ra~. 

f--_~ ___ ~ ____ (H)_SP"~'_I_ Educ,tion 

Sp<J1;l)1 Categories of Program Service 
Education H- H- I(H-4) I(H-'5T"':nr-:~H-7J' I (H-B) IlR-G) j(H-iO) 
Total ED NI EMR SM. PI ! AH I OR i VH TMR 

(B) (C) (D) 1---------
(F) (C) 

Other 
Total Allowable Room Programs 

Operating [unallowable Operating ,nd 'nd 
Expenses Ex enses Expenses Board Services 

A 

(A) 

- 11) I(H- 14) I(H- £3) 
CI CH ."1H Functional Expenses 

in. 

O""up,n,,-- --j---- --1-- ---------- ------ ! I---+---f.--'-+-
(aL~~!..'!.~es.~.!!~.~.~.~!~. 7,OO~ -t----.-- _~_'.~~O __ .t_.--... --.-.-. . ---- - ~---~--I--'-""';-""' __ ---~--"f.--L 

_+ib ) R.nt -+- ! _____ I___ -.--1-
.<'7L_R:e.~.~!..~.and M~inte.E.~.E~_~~ 1,500 -----~---.. r-l--! !_-.l., t 
'\~L.1:!~-~!~~-------f--' 2,OO~ __ ---~ ~~OO __ ----- ----- ------t--- --~ -~- ------- j -- +--, ~~-t--tt--tl---t--------., 
(e) .. ~~v.!Eg~~enses .. -\----- /---- -- --- - - - - -----.. -r--.. -- ----~-- --t-----~ - ; - -) -+ -- ---- --_. --+--

i __ +(f)_Oc_c"!"noL,n"",!nce --- BOO 800 ---- --- -- - --- - - ---;-1- +--- ---~--- t-- --1-

t---~:i::-::;:::~:-- ::::: -- -~~~~;=:~--- -- --==--------~-t 1_T __ ~ tr 1--1+--l~-+--r----I 
Sub-total ___ ~~,300 __ 1--___ ' __ . __ ' 19~~_O __ .. _~~.,.~~.5 3,474 5,.~~.~ ___ . ___ i-'"~B9f _~ --r----!-],~2'-l--

~~ :::d S:::::: .nd W.ge. 7,000 7 ,000 ___:= :--~ ~-_=-T-- --~-- -~r---t-__ t=~t---t---+---t--., 
.. _.~bL~ood ~d Fo~d Supplies 6,000 6.~OO _ -t---f.-- _ 

2 

I---

---t--i~) Depreciation on 
, i -

(~::::~::~~,- -:--------- :::---~~-=---- ---- -~~-~L-~r-j---t-~ ---+---t---t---t---t----l---i 
Sub-total l.;3~QO .J.-h§Q_0 __ ..J.,_l.!L _",4~". _____ ._('<SJl91 __ -t __ +__ JJ~ 

t----t----~ ---+--t-t---r----t------t--t------t--T-----j--------t--j 



SUMMARY EXPENSE REPORT Facility: ABC School WORKSHEET A 

Report for Year Ended June 30, 19xx Page 3 of 6 

(A) 

Functional Expenses 
Lin 

I-
4 Residential Service 

(B) 

Total 
Operating 

Expenses 

(e) (D) 

Allowable 
rnallowable I Operating 

Expenses Expenses 

---1--
--------- -----,- - ._-

6,000 

(F) 

Ro~ 

'nd 
Board 

_____ --'(~~~gram _____________________ ~ 

(G) ~ H)_~cial Education 
Other (H~ 1) 

Programs Special Cate ories of Program Service 
and Education H- 1 (H-8) I (H-9) I (H-to) 1 (H-ll) I<H-12) I(H-13) 

Services Total ,AR OR, VR TMR CI CH MH 

"I lie I . 
(a) Salaries and Wages 

-----------

_ ~:.>_ Dey~_._~_~._Spe~~~ ~~~ _.__ _ __ 

.<.") -HOU"~"Ping~UP--'C1~"--E---

--f--t--t----+-t _+ --,--~--1--+- 1 

i-~-+--------j-----+--·_~l=--=- ----t I I i _ -r--i-----+--T-t-t-H 
~'-----l--: -~. --------------I--~t:~::l=t::=t=J 

I=I~j-n_L~: -t-- !_L:_-~(n---- ---

1----- _~: 00"---1-_ _ _ 

Eq~i?: _____ ,. _______ .___ _ 

(d) Contractual Expenses 
.. _- --- - -----

I--- L~ub-total -------,- -----_.-----

2,500 

8,500 

---- - -- -1--- ---f-
_____ --l--__ ::-'~O_+ __ _ 

1 ______ J __ . __ B:50~_ 8,500 

1-+--. +---+--
~_~ EdU~~_~~~~ 4---

(a) Salaries and Wages 28,000 28,000 

~~ ~ _~~preciation on sp~c-=-~:.t:.=~_. ____ -l-______ ---.-1-.-------\----------
Education Equipment 

--1--- -------J-----:------
(c) Contractual Expenses ------- --+--- ------- ----+---

_.L 1 • 1---+-+-+-1~t ._+---+_--1 
~ _____ j_L__ I I -+ 

14,324 r----rB,84'r-i '--!- I i 5'48'1 I I I --t--- !--.t----j I 
___ n ___ ------r 
__u_ _n __ ; -- !_ +--_~j 

1 I! ! 

13,676 

14.3-'4 I __ ~ ;,84,1"- ~ 5,48'1 I 1 1 1 
, I I 1 

-----C-i i ! L l' I 
-~~~:~Q~L3~~~J~)-,-00;-t:.,~"-"-L--~T ,,~~r--r--i--- ',0001 

1 1 1 1 
: : i I 

Gf
-'u.-'o"1 ______ -- -t 28,000 [=__--I~OO--~-------I-'-3~~6 

6 Health Services 
-- - -- - ------

~_alaries and Wages 10,00o __ 

_1. ._L ___ ~' _------1. 
iii I 

~_epreciat;lQn on _§lLe.£i~lli~ ----··-f-·-·----+-

-I----~t~~ -I -t ' 
k~~j- I ',OOC 

Health Service Eguipmen 

(c) Contractual Expense~l--'-'- --l---,-----,~---~-_______+__--_____+-
Sub-total 10,000 10,000 3,000 3,000 
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Report for Year Ended June 30, 19xx Page 4 of 6 

(A) (B) (C) (D) f-------- - . __ . __ .. ___ .~ _____ ~(E)...l'.!:~gF~ 

(F) (C) (H) Special Education 
Other (H-I)C---

Total I 1 Allowable Room Programs Special Catego.ries of program Service 
Operating Unallowabl Operating ,nd ,nd Education, 11-2) I (HMj) I(HM4J I(AMS) 

i t;io) f:~ I) I (g~8) I (~~q) I(HMJ.U} ~J.1'~l.t) 
Expenses Expenses Expenses Board Services Total ,ED NI· EMR I SM TMR CI eH I MH Functional Expenses 

ILTne 
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