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EXECUTIVE SUMMARY

Veriti Consulting LLC was appointed by the State Board of Education on June 25, 2007
to be the receiver (“Receiver”) for Saddle Mountain Unified School District #90
(“District”). In accordance with Arizona Revised Statute 815-103(F), the Receiver has
completed its detailed report of its full review and investigation of the District’s financial
affairs, as well as a financial improvement plan.

The District, located in Tonopah, Arizona encompasses over 500 square miles and is
home to approximately 1,500 students. There are three operational schools (one
elementary school newly-opened this year, one existing K-8 school and one high school),
as well as a fully-constructed elementary school that did not open due to lack of funding
and low enrollment. The District experienced 31.7 percent student growth during the
current fiscal year. The student assessment data indicates that students are performing at
an acceptable level.

The District overexpended its maintenance and operating and unrestricted capital budgets
for the past four years by approximately $4.5 million. During the course of the Receiver’s
investigation, it was discovered that, in addition to the severe financial woes, the District
has grossly neglected maintenance on relatively new facilities, has not properly
accounted for millions of dollars related to four construction projects, and has incurred an
abundant waste of District resources. This gross mismanagement has severely impacted
the ability to correct prior years’ overexpenditures in accordance with HB 2305, which
mandates that the District utilize a five-year time period to evenly correct past budget
overexpenditures.

As part of the Receiver’s recovery plan, the District has entered into an
Intergovernmental Agreement with Palo Verde Elementary District to assist the Receiver
with oversight of the District administration with experienced sound leadership.

The Receiver has proposed four alternative financial plans for the State Board of
Education’s review. It is the Receiver’s opinion that, given the dire financial situation of
the District, a merger with another district coupled with legislative abatement for the past
overexpenditures is the most feasible of the alternatives. This alternative will ensure the
continuance of quality education while providing the superior leadership necessary to
guide the financially crippled District back to success.

Pursuant to A.R.S. § 15-103(F) and the financial improvement plan incorporated herein,
the Receiver requests of the SBE the authorization and power to do the duties stipulated
in A.R.S. § 15-103(F)(1) through § 15-103(F)(11).
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. RECEIVERSHIP

Pursuant to A.R.S. § 15-103, on June 25, 2007, the Arizona State Board of Education
(*SBE”) placed Saddle Mountain Unified School District #90 (“SMUSD” or “District”)
into immediate receivership. Veriti Consulting LLC, a Scottsdale, Arizona-based
consulting firm, was appointed receiver (the “Receiver”).

A. Appointment

The District was placed into receivership based on having overexpended its maintenance
and operating (“M&Q”) and unrestricted capital budgets for the fiscal years 2003-2004,
2004-2005, 2005-2006 and 2006-2007. The cumulative M&O overexpenditure during
these fiscal years totaled approximately $4.56 million and must be corrected in equal
installments over the next five years. The Arizona Legislature adopted HB 2305, which
requires the SBE to appoint a receiver for districts to utilize the five-year budget
correction procedure. Saddle Mountain met the criteria for this law and consequently
was placed into receivership.

Pursuant to A.R.S 8§ 15-103(F), the Receiver is required to submit a detailed report of its
full review and investigation of the District’s financial affairs, as well as a financial
improvement plan, to the SBE within 120 days of being appointed. Pursuant to that
statute, the Receiver is submitting this report (the “Report™).

B. Receivership Team

Members of the Receiver team working with the District and which participated in the
preparation of this Report are as follows.

John P. White, CPA/ABV, MBA, CBA, CFE, ASA, CrFA
Receiver and overseer of District financial and operational activities.

Elizabeth B. Monty, CPA/ABV, CVA, CFE, CrFA
Receiver and overseer of District financial and operational activities.

Tommie Miel, M.Ed.
Educational/curriculum consultant and overseer of District educational activities.

Other employees of Veriti Consulting, working under the direction of the above
individuals, were involved in various financial and educational aspects of the receivership
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update newsletters on the District’s website and provides monthly updates at the regularly
scheduled Governing Board meetings.

There are a few members of the community who have the unrealistic expectation that all
of the District’s issues can be resolved by making select budget cuts and personnel
changes. This District’s problems run deeper than this. When the Receiver first came to
the District on July 2, 2007, facilities were literally crumbling, major systems required to
operate the schools were failing, there was no plan to open Winter’s Well, construction
costs were out-of-control and not accounted for, personnel were demoralized, District
policies were not being followed, internal controls were nonexistent, and a myriad of
other problems existed. The Receiver has attempted to educate the community that the
correction of four years of gross mismanagement cannot be remedied in a few months,
particularly when the depth of problems, as detailed in this Report, is as extensive as it is
with Saddle Mountain.

Winter’s Well Elementary School

To further compound the frustrations of the community, Winter’s Well was woefully
unprepared to open when classes commenced in August 2007. The Former
Superintendent failed to adequately plan for the school’s opening. Textbooks were not
ordered, not enough teachers were hired, furnishings were not set up, systems were not in
place, busing was not mapped, communication with parents was inadequate, and a
myriad of other issues were not addressed.

The school’s principal, Mr. James Keith, was not employed by the District until July
2007, and as such, the failures to plan for the school’s opening are not his responsibility.
He has worked long hours with inadequate staffing, supplies and materials to make the
opening of the school and the education process as smooth as possible considering the
circumstances. Mr. Keith received the visceral brunt of the community’s anger at the
school’s lack of preparedness and handled this situation professionally.

Due to staffing shortages and an unexpected surge in enrollment just days before classes
commenced, the school opened with large class sizes, particularly in the lower grades.
Class sizes have been reduced since the start of the school year, and presently many of
the most serious overcrowding issues are resolved. In general, however, class sizes are
still larger than desired.
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Tartesso Elementary School

The residents of the Tartesso master planned community are exceptionally upset with the
District. These families purchased homes with the understanding from the developer and
the District that Tartesso Elementary School would open in August 2007 and Tartesso
High School would open in the future. Due to the severe financial mismanagement by
the Former Superintendent, the funds were not available to staff and operate Tartesso
Elementary during the 2007-2008 fiscal year. Instead, the K-6 students in the District
attend Winter’s Well, while students in grades 7 and 8 attend Ruth Fisher. Because of the
distance of these schools from the Tartesso community, bus routes are relatively long.

Due to overcrowded classrooms at Winter’s Well, some parents have opted to either
home school their children, send them to private schools, or enroll them in other school
districts. As a result, the student counts for Tartesso community students are presently
insufficient to afford the staffing and operation of Tartesso Elementary for the 2008-2009
school year. The Receiver has appealed to the community to enroll their children in
Saddle Mountain to boost attendance in anticipation of receiving sufficient funding to
open Tartesso Elementary. Unless enrollment increases, it may not be possible to open
Tartesso Elementary for the 2008-2009 school year.

This presents a significant problem for the District, in that the warranties on the newly
constructed Tartesso Elementary School building cover a period of two years. The
District took possession of the facility in September 2007. If the school does not open
until August 2009, the building will for the most part remain vacant until that time.
Therefore, warranties will be near expiration and any otherwise covered repairs or
modifications will fall to the District.

Another new financial burden to the District for the 2007-2008 fiscal year is the
additional cost to maintain the Tartesso Elementary facility during the period it is not in
use. The building must be cooled during warm weather and heated during cold weather
to keep the facilities and equipment from preventable deterioration. Also, the grounds
must be maintained and there are other operational costs associated with the facility. The
exact impact on the budget for the 2007-2008 fiscal year is unknowable at this time,
although it could easily exceed $150,000.

D. Intergovernmental Agreement with Palo Verde Elementary School District
On August 28, 2007, the District entered into an Intergovernmental Agreement and

Cooperative Purchasing Agreement (“IGA”) with Palo Verde Elementary School District
(“Palo Verde™) to temporarily perform administrative and consulting services on behalf
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of the District. The terms of the agreement include utilizing personnel resources of Palo
Verde to assist the Receiver and the District, including providing the following
administrative leadership (“Administrative Staff”):

. Interim Superintendent Robin L. Berry. Ms. Berry has been Superintendent of
Palo Verde Elementary District for 12 years. Ms. Berry devotes approximately 80
percent of her time to Saddle Mountain and performs all of the typical duties
associated with a superintendent.

. Interim Director of Operations Sandi Wilson. Ms. Wilson has been Business
Manager for Palo Verde Elementary District for 12 years. Ms. Wilson devotes
approximately 50 percent of her time to Saddle Mountain and oversees all
financial, transportation, maintenance and food service operations of the District.

o Interim Assistant Superintendent for Special Programs Brian McCleney. Dr.
McCleney is the Assistant Superintendent for Special Programs for Palo Verde
Elementary District and has been in this position for one year. Dr. McCleney
devotes approximately 50 percent of his time to the District and oversees all
special education and curriculum programs for the District.

In addition to the above administrative services, the IGA provides that the Administrative
Staff shall: (i) attend all meetings of the Governing Board and other District meetings; (ii)
participate in various negotiations and discussions and sign such documents necessary for
the District to carry out its educational objectives (as approved by the Receiver); and (iii)
jointly procure services and materials and share facilities, personnel, transportation, and
services where in it is determined to be in both districts’ best interests.

In exchange for these services, the District pays Palo Verde $7,500 per month plus
indirect costs not to exceed $2,500 per month, for a maximum of $10,000 per month.
The IGA can be terminated with a 30-day notice by either party and terminates on July
31, 2008. The IGA may be renewed for two additional one-year terms with payment,
performance and obligations for succeeding fiscal periods subject to availability and
appropriation of monies.

The annualized savings to the District as a result of this IGA is in excess of $50,000,
which includes not paying the salary and benefits equivalent for the Former
Superintendent and business manager, net of the cost associated with the IGA. In
addition, an unknown cost savings will result from the termination of the District’s
technology manager by utilizing Palo Verde’s technology personnel.
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I11.  EDUCATIONAL ASSESSMENT

This section of the Report summarizes information gathered in the areas of continuous
school improvement, continuous efforts to improve student performance, efforts to
provide relevant professional development, efforts to provide a curriculum that is aligned
to state standards, efforts to provide structures for effective District operations, and
parent/community involvement in the educational process.

A. Evidence of Continuous School Improvement

Both Ruth Fisher Elementary and TVHS have Arizona School Improvement Plans
(“ASIP”) that have been submitted to the Arizona Department of Education (“ADE”).

The ASIP goals at TVHS are:

. To improve student performance in mathematics/algebra and functions/geometry
measurement for each grade level by increasing the percentage of students
meeting/exceeding the math standard by 10 percent for each year in the next two
years as measured on the 2006-2007 and 2007-2008 AIMS.

. To improve student performance in Six Trait writing for each grade level by
increasing the percent of students meeting/exceeding the writing standard by 8
percent in each year as measured on the 2007-2008 and the 2008-2009 AIMS.

. To improve student performance in reading comprehension for each grade by
increasing the percentage of students meeting/exceeding the reading standard by 8
percent as measured on the 2006-2007 and 2007-2008 AIMS.

During the teacher interview at TVHS, the teachers did not indicate an awareness of the
ASIP. The principal indicated that he had a parent meeting to discuss the ASIP but that
the meeting was not well attended. There appeared to be more interest in and awareness
of the school’s 301 (classroom site) plan. The goals for the 301 plan were to improve
student writing skills across the curriculum and to improve teachers’ technology skills.
Teachers were not able to describe how the 301 plan supported their school improvement
goals. While there appeared to be some collaboration in the development of the 301 plan,
teachers did not indicate that they had participated in the development of the ASIP.
There was no indication of a belief that the ASIP is the overall guide to continued school
improvement.

The ASIP goals at Ruth Fisher Elementary are:
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. The grade K-2 students will improve 8 percent per year in oral reading fluency
each of the next two years. This will bring oral reading fluency in second grade
from its current 41 percent to 57 percent by Spring 2009.

. The percent of Grade 3 students scoring at meets/exceeds in reading will increase
at least 10 percent each year over two years in each of the grade levels. The focus
on reading for Grades 3 through 8 will be in the strands of vocabulary and
comprehension.

. The goal is to have the percent of special education students scoring at
proficiency in reading increase by 5 percent every year for the next two years as
measured by AIMS administered every spring.

At Ruth Fisher Elementary, the teachers indicated awareness of an ASIP. Some of the
teachers said they remembered working on the plan but did not know what happened to it
once their work was done and it had been submitted to ADE. None of the teachers in the
focus group had seen a completed copy of the ASIP. Teachers at this school were also
more aware of the expectations for improving students’ writing skills as outlined in the
301 plan.

To date, the Receiver is not aware of a review of the schools’ ASIP or of a discussion
regarding progress toward meeting the goals that were stated.

Recommendations:

1. School and District Administration will review the importance of developing a
school improvement plan and the continued revision of that plan in order to
address student and school needs with all staff. The school improvement plan
provides the criteria, guidelines, and basis for making all instructional decisions.

2. Involve staff and parents in the development and/or revision of a school
improvement plan.

3. Use the Standards and Rubrics for School Improvement to conduct a meaningful
needs assessment.

4. Collaboratively review the progress made toward the accomplishment of goals
and revise the plan to address newly identified needs.
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5. Take steps to ensure that all staff, students, and parents are aware of the school
improvement goals and they are actively implementing steps to reach the

identified goals.

6. Advise Winter’s Well staff to conduct a needs survey and begin discussions
regarding the identification of goals for continued school improvement.

B. Evidence of Continued Improvement of Student Performance

The evidence of continued improvement of student performance is measured by both
federal and state programs. The federal accountability system is No Child Left Behind
(“NCLB”) while the state’s accountability system is Arizona Learns (“AZ LEARNS”).
The following is a summary of the District’s performance with respect to these two

programs.

The results of the Federal Accountability System — No Child Left Behind (“NCLB”) are

as follows:

AYP History by School:

Ruth Fisher Elementary:
2002-2003  (met)
2003-2004  (met)
2004-2005  (met)
2005-2006  (not met)
2006-2007  (not met)

Tonopah Valley High School:
2005-2006  (not met)
2006-2007  (not met)

Year 1 School Improvement
Out of School Improvement

N/A

% tested Warning

% tested Year 1 School Improvement
% tested Warning

% tested Year 1 School Improvement

State Accountability System A.R.S. § 15-241 — Arizona LEARNS

The results of the state accountability system, AZ LEARNS, are as follows:

Ruth Fisher Elementary:

2002-2003 Underperforming
2003-2004 Performing
2004-2005 Performing
2005-2006 Performing
2006-2007 Performing
Tonopah Valley High School:

2005-2006 Performing
2006-2007 Highly Performing

Page 12 of 66



Saddle Mountain Unified School District #90
Receiver’s 120-Day Report and Financial Improvement Plan
October 22, 2007

On the surface, the conditions in the District did not appear to be conducive to an
environment that promotes continued student academic success. However, the student
assessment data indicates that students are performing at an acceptable level even though
there has been a lack of leadership at the District level and the apparent absence of
curriculum documents aligned to the state standards. The dedication of the teaching staff
and their use of the resources available to them have supported the continuous academic
growth of the students.

TABLE 2
Saddle Mountain Unified School District #90
AIMS Spring 2007 Results
Proficiency in Math, Reading and Writing

State
Proficiency Proficiency Proficiency Benchmark
Grade Math Reading Writing Math Reading
3 65% 68% 80% 54.6% 62.6%
4 69% 58% 73% 63.2% 56.0%
5 54% 56% 51% 46.6% 54.6%
6 56% 61% 74% 54.4% 56.0%
7 65% 65% 85% 58.4% 59.2%
8 47% 53% 73% 38.0% 54.0%
9-12 49% 66% 65% 40.0% 48.6%
Legend

|:| State benchmark met
I:l State benchmark not met

The following summarizes the District’s support for special populations and LEA
improvement:

Support for Special Populations:

1. Students who are Falling Far Below (“FFB”) or Approaching:

. After school tutoring has been made available but attendance is not
required.

. Ruth Fisher uses the 21% Century Grant to provide after school and
summer tutoring program.

. TVHS students are provided an additional reading or math session.
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2. English Language Learners (“ELL”) students — Administrative staff are attending
Nuts and Bolts Sessions for English Language Development requirements.

3. Special Education concerns - percent tested is impacted by special education
testing accommodations.

4, Students in advanced placement sections — there is no additional support outside
the regularly scheduled advance placement classes

LEA Improvement:

Saddle Mountain Unified School District has been designated as Second Year of LEA
Improvement under Title I1l. They did not meet percent for reclassification of ELL
students. The Receiver was informed by the TVHS principal that students were assessed
and reclassified; however, the data was not sent to the Department of Education in a
timely manner.

Recommendations:

1. Administrators and teachers collaborate to create common performance-based
assessments.
2. Administrators spend more time observing instructional practices and providing

detailed feedback regarding how teachers can improve their teaching practices by
asking the following questions:

. Is the lesson objective clearly stated?
. Is the lesson aligned to the standards?
. Are the students engaged and actively learning?
o Avre the expectations for student behavior clearly stated?
3. Provide professional development that will assist administrators and teachers in

using assessment data to make appropriate instructional decisions.

4. Use student work as an authentic assessment to determine level of rigor of
curriculum, alignment of lesson to standards, level of student learning.
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C. Evidence of Relevant Professional Development

The District calendar provides 17 early release days for professional development.
However, the activities for those days are not planned to support the goals identified in
the schools’ improvement plans. While the days for professional development are
calendared, there has been no collaborative effort to plan ongoing quality professional
development focused on teaching and learning. To date during this school year, two
early release days have occurred and planning for those days took place just previous to
the occurrence.

During interviews with the Receiver, the teachers indicated that they were given a list of
professional development topics and asked to prioritize the list of topics in order of their
preference for presentation. However, the general opinion among the teachers was that
this exercise was a waste of their time, and professional development was planned from
the top down. The teachers did not believe their input was considered as plans for
professional development were made.

In the Ruth Fisher ASIP, professional development plans were stated as, “the Curriculum
Director (a new position) will assess and implement training of District-adopted reading
program (Houghton-Mifflin Reading Program); and all K-2 staff will be trained in
Houghton-Mifflin Reading and phonics program that is correlated to the standards no
later than the end of the first quarter of 2007.” There is no longer a curriculum director
in the District. The professional development for the reading and phonics program has
not yet taken place. The Receiver is not aware of any plans to provide the professional
development outlined in the ASIP for either Ruth Fisher or TVHS.

The teachers at Ruth Fisher indicated they would like to have more training on the Six-
Traits of Writing. They also indicated that they had new science materials but had not

been given time to review those materials so that they could use them effectively.

Recommendations:

1. Plan professional development sessions that support the goals stated in the ASIP.

2. Involve staff in the planning and implementation of professional development
sessions.

3. Develop, publish, and implement a professional development calendar reflecting

professional development that supports school/District improvement goals.
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4. Communicate to staff an expectation that new skills learned will be practiced in
the classroom.

5. Work with staff to develop opportunities for peer observations and feedback
regarding the practice of new skills.

D. Presence of a Curriculum Aligned to State Standards

The Standards and Rubrics for School Improvement defines curriculum as “an organized
plan of instruction (scope and sequence; curriculum maps; instructional materials
alignment documents) that engages students in learning the Standards, Concepts, and
Performance objectives identified at the state and local level.”

In interviews with administration and teaching staff, it was evident that curriculum maps
were not available to the teachers in the District. There is an indication that the maps are
being developed but that the progress is slow. At TVHS, the Language Arts curriculum
maps are developed and are being implemented; however, no other department at TVHS
could present completed curriculum maps.

At Ruth Fisher, there were some teachers who indicated they were using curriculum maps
that they had developed on an individual basis. There was some history of work on
curriculum maps; however, there were no hard copies of this work that could be
presented. The Receiver was told that the District had engaged a consultant who had
guided them through the development of curriculum maps and pacing guides.

Teachers at Winter’s Well indicated they had worked on curriculum mapping and their
work could be located in one of the administrator’s computers. The administrator said
that the work was stored in one of the teacher’s computers. No curriculum maps were
ever provided for review by the Receiver.

Within the first week of October 2007, the Interim Superintendent was given a three-ring
binder that contained curriculum documents. She was informed that this was
documentation of a curriculum aligned to state standards. The documents contained in
the binder were dated 2004. The documents were articulated by grade level and provided
information regarding the performance objectives (“PO”) to be taught in reading, math
and writing, a description of the PO, a lesson name, page numbers, and the quarter of the
school year in which the PO would be taught.

It has been determined that this document will serve as the aligned curriculum for the
District.  On October 9, 2007 at the District’s board meeting, the Governing Board
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approved and signed a resolution to be sent to the state, indicating that they have a
curriculum aligned to state standards.

The issues with this curriculum are:

This document was not provided to the Receiver after repeated requests for
documentation of an aligned curriculum.

No revisions have been made to the document since 2004.

There appears to be only one copy of the document.

It is not known how many members of the teaching staff are in possession of the
document.

Recommendations:

1.

E.

Make necessary revisions to the curriculum document dated 2004.

Provide professional development for the teaching staff and distribute the
curriculum document for use by all teachers.

Review instructional materials to ensure alignment to curriculum. Do not
purchase instructional materials without a critical review for alignment to
curriculum.

Develop a materials adoption calendar that reflects the process of reviewing the
aligned curriculum and developing the criteria for materials selection.

Develop common assessments that will provide data appropriate for making
instructional decisions.

Help administration and teachers know and understand that assessment may take
many forms: structured observations, checklists, conferences, projects, products,

etc.

Develop and implement a District Assessment Program (“District Assessment
Program”).

Parent/Community Involvement in the Educational Process

Keeping the community informed is a major component for inspiring involvement. The
District must be willing to tell the bad news along with the good. As we have continually
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heard, “face the brutal facts.” Parent and community involvement at the District is
minimal, or at best sporadic. Principals report low attendance at school functions
designed as parent information meetings. The Receiver was not made aware of any
assessment designed to determine how best to provide this community with information.
Currently this community is demanding information from the Receiver regarding every
aspect of school, District, and student performance. Some of the major issues facing the
community are:

o A recall election of three Governing Board members in November 2007.

) Changing demographics and rapid growth — the demographics of the District have
changed somewhat with the development of the new community known as
Tartesso. This community scheduled an off-site meeting with the Receiver for the
purpose of discussing their concerns and issues involved in opening the new
school.

. PTO participation — The PTO that is organized at Ruth Fisher has assumed the
responsibility for parent activities at both Ruth Fisher and at Winter’s Well.
There is no PTO at TVHS. There is a booster club at TVHS that is designed to
support all school activities. The teachers indicated that members support only
activities in which their child participates.

. Site council participation - There are site councils at Ruth Fisher and TVHS. The
principals indicate that the site councils are scheduled to meet monthly. The site
council at Ruth Fisher has not had its first meeting this school year. The principal
indicated that most of the members’ children are now attending Winter’s Well
School. The principal has not yet reorganized the Ruth Fisher site council. To
date, the Receiver is not aware of steps taken to create a site council at Winter’s
Well.

Recommendations:

1. Develop an action plan that will encourage parents and the community to become
meaningfully involved in the District, the schools, and in children’s learning.

2. Develop a definition of meaningful involvement for parents and volunteers in the
Saddle Mountain community.

3. Develop a handbook that defines role and responsibilities of Site Council
members.
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4. Develop a process for engaging volunteers in the District and in the schools.

5. Determine the best methodology for keeping the community informed regarding
District, school, and student performance.

F. Efforts to Provide Structures for Effective District Operations

Structures and processes that support each other and ensure the optimal operation of day-
to-day business within the District were not visible. While processes exist, they are more
the product of past practices, and at times, are circumvented if an alternate plan proves to
be more convenient. Staff members indicated that the rules are for most people, but not
all people. The culture that exits is not one that fosters team work. Individuals believe
that if the task is to be completed, “I must do it myself.” However, in completing the task
there is no consideration for the impact the results may have on other operations in the
school or District. Without efficient procedures, it is possible that work is duplicated and
will result in ambiguous messages of what is truly expected.

The Receiver has facilitated meetings designed to allow staff to work collaboratively to
develop procedures for hiring staff, revising the emergency response system, and revising
the process for purchasing instructional materials.

In an effort to address the concerns voiced regarding reliable communication within the
District, the Receiver facilitated weekly Leadership Team Meetings (“LTM”). The
agendas are created by the school administrators and are designed to provide current and
accurate information, discuss present concerns, and to bring about an atmosphere for
getting down to the business of educating the students in their schools.

As the Receiver observed the opening of the new school, Winter’s Well, it became
evident that if there had been a long-range plan to open this school, there were serious
deviations from that plan. Upon the Receiver’s arrival, the District did not have in its
possession a certificate of occupancy. The school was scheduled to open within two
weeks. As discussed in the Community section, the new principal was not aware of what
materials had been ordered for the staff and students. Many of the materials that had
been ordered had not yet been delivered to the school. The registration process made it
difficult to know how many students would be enrolled, and as a result, teachers could
not obtain an accurate class list for use the first day of school. Enrollment for this school
was underestimated by more than 100 students. As a result, this school is still in need of
additional staff and instructional materials.
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The challenge is to continue the work that has been started and to engage the District and
the community in a strategic planning process that will result in the ongoing
improvement of all District operations.

Recommendations:

Organize teams (membership made up of administrative and teaching staff, parents, and
community members) that will develop or revise processes for:

. Selecting proper curriculum development and instructional materials.
. Providing licensed daycare centers.
. Developing a timeline and organizing the opening of Tartesso Elementary, when

fiscally feasible.

. Organizing the registration procedures.

. Effectively ordering instructional materials.

o Assisting the District transfer of staff.

o Developing open lines of communication within the schools, the District, and the
community.

o Assisting in recruiting and maintaining a cadre of substitute teachers.

o Assisting in recruiting and retaining a highly qualified teaching staff.
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IV.  ADMINISTRATION ASSESSMENT

The District is administered by the Governing Board, Superintendent and Administrative
Staff. The Governing Board has certain responsibilities, including that it recognize that
money and its management constitute the foundation of the entire school program.
According to District policies, the Governing Board shall intend to:?

. Encourage short and long-range planning through the best possible budgeting
procedures.

. Explore all practical and legal sources of monetary income.

. Guide the expenditure of funds to achieve the greatest educational returns.

. Require maximum efficiency in accounting and reporting procedures.

. Maintain, within budget limits, a level of per-student expenditure needed to

provide high-quality education.

Along with presenting a proposed budget for consideration of the taxpayers, the
Governing Board is responsible for reconciling the budget to actual expenditures of the
District. The Governing Board may authorize the expenditure of monies budgeted within
the maintenance and operation section of the budget for any subsection within the section
in excess of amounts specified in the adopted budget only by action taken at a public
meeting of the Governing Board and if the expenditures do not exceed the amount
budgeted. Clearly, the Governing Board has a responsibility to reconcile the budget to
expenditures and oversee the expenditures as a whole for the District.

Based upon the Receiver’s review of Governing Board meeting minutes, it appears that
while some board members did question various expenditures, in general, there was a
consistent lack of oversight by the Governing Board on behalf of the Former
Superintendent’s spending. It should be noted that on several occasions, the community
did question the elaborate expenditures made in lieu of the educational benefits.

2 SMUSD Policy Section D — Fiscal Management.
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A. Governing Board

The Governing Board is currently comprised of:

. Gary Burton, president since January 2007.

. Dan Blackson, member for approximately 25 years.
o Ken Blackson, member for approximately 15 years.
) Kathy Torres, member since January 2005.

. Chuck Jones, member since January 2007.

Three of the Governing Board’s members—Kathy Torres, Ken Blackson and Dan
Blackson—are subject to a recall election to be held in November 2007.

In accordance with the District’s policies (Section B-0200), the duties and obligations of
the Governing Board include the following:

“To accept the responsibility for confidentiality in appropriate matters, especially
those dealing with personnel and the divulging of privileged information that
could cost the District money, support, or public confidence.”

The following violations of Governing Board policy were noted by the Receiver and will
be detailed in a supplemental report to the Office of the Attorney General, pursuant to the
obligations of the Receiver to report such findings.

. Open meeting laws violations were noted. Meetings consistently are not
conducted in accordance with District policy and the laws governing open
meetings.

o Failure of the Former Superintendent to submit information to the Governing

Board for approval.
o Alleged divulging of executive session information to members of the public.
Despite the Governing Board’s legal counsel advising and educating on the various laws

and policies regarding public meetings and executive session, it appears that additional
training and education is necessary for Governing Board members.
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B. Superintendent

The relationship between the Governing Board and the Superintendent includes the
establishment of policies that are responsibilities of the Governing Board, and the
execution of those polices is a function of the Superintendent. In accordance with
District policies, the following items are to be included in the Superintendent’s fiscal
responsibilities:

Annual Budget:

) Formulate the annual budget, considering at all times that resources must be
utilized to produce the most positive effect on the student’s opportunity to gain an
education.

o Shall be responsible for reviewing budgetary requests, providing guidelines and

limitations, and presenting the proposed budgets and documentation necessary for
Governing Board study, review and action.

. Shall inform the Governing Board if the proposed budget could require an
increase in the primary tax levy of the District over the preceding year’s tax levy.

. Prepares a monthly report of expenditures and revenues and presents it to the
Governing Board in order to determine if budgeted expenditures are in keeping
with the adopted budget. Variances should be noted. In accordance with District
policy, any expenditure exceeding in a major subsection of the maintenance and
operation budget shall require Board approval [emphasis added].?

Fiscal Accounting and Reporting:

o Shall be ultimately responsible for receiving and properly accounting for all funds
of the District.

o Shall provide to the Governing Board periodic reports showing the financial
condition of the District.

. Shall be responsible for student accounting and shall report enrollment and
attendance as required by law.

¥ SMUSD Policy Section D-0750.
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The Former Superintendent did not comply with many of the above District policies. The
following are examples of areas relating to fiscal and administrative noncompliance by
the Former Superintendent:

. The Former Superintendent did not use resources to produce a positive effect on
student education.

) There were few, if any, reviews of budgetary items, nor were there limitations on
the spending by District personnel.

) The Former Superintendent failed to account for funds of the District, which
resulted in severe budget overexpenditures.

) The Former Superintendent failed to provide the true financial condition of the
District to the Governing Board on a regular basis.

. The Former Superintendent failed to establish inventory procedures and maintain
fixed assets as required by the USFR.

. The Former Superintendent failed to go through proper procurement procedures
according to the Arizona school district procurement rules.

. The Former Superintendent failed to implement and maintain procedures for the
review of purchase invoices, to determine that items or services have been
satisfactorily supplied, funds are available to cover payment, and invoices are in
order and for contracted amounts.

. The Former Superintendent failed to implement proper reimbursement to
employees upon submission of allowable supporting receipts.

. The Former Superintendent failed to account for cash collected by school
employees and student treasurers in accordance with USFR.

. The Former Superintendent failed to provide a physically safe environment for
teaching and learning, including establishing procedures to protect the safety of
all students, employees, visitors and others on District property.

. The Former Superintendent failed to provide protection, safety and health of the

school students, employees and community via the deterioration of facilities
discussed in this Report.
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. The Former Superintendent failed to develop emergency response plans for fire or
other threats via the failure of establishing evacuation plans and other closing
procedures for the students.

. The Former Superintendent failed to develop security plans and procedures to
secure District property.

) The Former Superintendent failed to direct a continuous program of inspection
and maintenance of school buildings and equipment and submit the guidelines to
the SFB.

The Receiver asked for and obtained Roxanne Morris’ resignation on August 3, 2007,
due to the gross mismanagement of District resources as detailed herein. In what is
generally an uncustomary practice for separating superintendents, the Receiver negotiated
Mrs. Morris’ departure from the District with no severance or other pay, which saved the
District thousand of dollars.

C. Administrative Staff

Prior to the appointment of the Receiver, there were few, if any, regular meetings of
administrative or teaching staff. Most employees reported directly to the Former
Superintendent. This fiefdom-like hierarchy was notably inefficient and prevented the
proper supervision of many employees.

In addition to the removal of the Former Superintendent on August 3, 2007, and the
implementation of the IGA with Palo Verde on August 28, 2007, the Receiver team has
met with Administrative Staff weekly to review procedures and to establish internal
controls. As a result of these meetings and the IGA established with Palo Verde, a new
organization chart was developed with the proper chain of command and direct reports
flowing up to the Interim Superintendent.

As a result of these changes, the following individuals have been appointed to full-time
positions as employees of the District in addition to those described in the IGA with Palo
Verde.

. Head of Facilities, Maintenance and Custodial Services - Angel Tellez. Mr.
Tellez began working for the District in February 2007 and was promoted to head
of the department in July 2007. Custodial services, which had previously been a
separate department, was joined with facilities and maintenance at the same time.
A large portion of Mr. Tellez’s time in recent months has been assessing and
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getting estimates for the repairs of the deteriorating facilities on the Indian School
Road Campus.

. Head of Transportation Services - Frances Briggs. Ms. Briggs has been a full-
time employee of the District since August 2003 and was promoted to head of the
transportation services department in July 2007.

. Business Manager - Joan Duran. Ms. Duran, previously an assistant business
manager at another school district in Arizona, was hired by Roxanne Morris and
began her employment with the District in early July 2007. As a result of the IGA
with Palo Verde, the District was able to save approximately $13,000 in budgeted
funds by eliminating this position in October 2007.

) Winter’s Well Elementary School Principal - James Keith. Mr. Keith assumed his
position as principal of the newly opened school in July 2007. Mr. Keith was
previously an assistant principal with the Deer Valley School District in Arizona.

The Receiver and Interim Superintendent continue to assess the duties and
responsibilities of various positions in the District and will reassign personnel in a

manner that best suits the needs of the District, in accordance with A.R.S. § 15-103(F)(3).

It should be noted that the District office personnel have been extremely supportive and
cooperative of the receivership process.
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V. FINANCIAL ASSESSMENT

The assessment of the District includes financial matters as well as the facilities and other
issues that have resulted from years of mismanagement.

A. Historical Budget Overexpenditures
The District has overspent prior year maintenance and operations (“M&QO”) budgets, as

well as unrestricted capital.  Table 3 presents a summary of the District’s
overexpenditures.

TABLE 3
Saddle Mountain Unified School District #90
Budget Overexpenditures

Budget Overexpenditures

Fiscal Unrestricted Total

Year Capital M&O Overexpenditure
2003-2004 N/A $ 426,887 $ 426,887
2004-2005 N/A 1,466,038 1,466,038
2005-2006 $ 149,158 1,210,784 1,359,942
2006-2007 445,189 1,456,419 1,901,608
Totals $ 594,347 $ 4,560,128 $ 5,154,475
Divided by five equal installments 5
Annual budget correction (HB 2305) $ 912,026

Note

Budget overexpenditures from Arizona Dept. of Education, Form SAIS BUDG75 for each
respective year.

The District overexpended its M&O budget in the four prior fiscal years by a total of
$4.56 million. In addition, the unrestricted capital budget was overexpended by
$594,347. Under HB 2305, the District must correct its prior year overexpenditures in
equal installments over a five-year period commencing with the 2007-2008 fiscal year.
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Annual reductions to the District’s operating budget as a result of the correction will be
approximately $912,000, or 13 percent of the 2007-2008 adopted budget general budget
limit before the reduction. The District cannot absorb this amount of revenue reduction
in its budget.

B. Gross Mismanagement and Receiver’s Corrective Actions

Gross mismanagement is defined by A.R.S. § 15-103(T)(2) as, “the school district’s
officers or employees committed or engaged in gross incompetence or systemic and
egregious mismanagement of the school district’s finances or financial records.” A
sample of the Receiver’s findings that demonstrate the severe lack of controls and gross
mismanagement are summarized in this section.

1. Accounting Internal Controls

. Lack of Internal Controls at District Office: The Receiver noted that there have
been very few, if any, fiscal internal controls at the District office in terms of
proper protocol, coding and approval when paying bills. The Receiver noted that
the majority of pay application cover pages were incomplete, miscoded or missing
proper approval. In the past, the Former Superintendent would override the
accounting staff’s recommendations and account coding for payment. Many bills
originally presented to the Receiver did not contain proper back-up
documentation or authorization.

& Receiver Corrective Action: The Receiver established proper procedures
for effective budgetary controls including requisitions and purchasing
processing, including the coding of vouchers along with the proper
approval date and signatures. All vouchers are now reviewed to ensure the
correct account coding, correct backup documentation, payment amount
and proper authorization.

. Failure to Follow Policy Regarding Preparing and Approving Purchase
Requisitions and Request for Payment: The Receiver noted that the District paid
the same invoice to Global Water for $400,000 twice—once in February 2007 and
again in June 2007, with the latter payment made after the Receiver was
appointed and without the Receiver’s knowledge. The second payment was
ultimately returned to the District.

& Receiver Corrective Action: The Receiver established proper procedures
for effective budgetary controls including requisitions and purchasing
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processing, including the coding of vouchers along with the proper
approval date and signatures. All vouchers are now reviewed to ensure the
correct account coding, correct backup documentation, payment amount
and proper authorization.

o Failure to Follow Receiver Instructions: On July 11, 2007, the Governing
Board’s president, Gary Burton, contacted the Receiver at the District offices,
stating that the Tartesso Elementary contractor was going to walk off the job by
Friday, July 13, 2007, if they were not paid immediately. Mr. Burton was told by
the Receiver to tell the contractor that the amount they were to be paid,
approximately $770,000, needed to be verified and approved by the Receiver
prior to being released. Mr. Burton then stated he was coming to the District
office to drop off the paperwork related to this payment and discuss the situation
with the Receiver. When Mr. Burton arrived at the District office, he did not meet
with the Receiver, and instead took possession of the check from the Former
Superintendent, allegedly with the understanding the Former Superintendent had
obtained approval from the Receiver for the $770,000 to be released to the
contractor. Neither the Former Superintendent nor Mr. Burton sought verification
from the Receiver before releasing the check to the contractor. This caused
significant cash flow issues for the District.

In addition, the Receiver was advised that allegedly, after being notified that no
dollars be encumbered unless approved by the Receiver, the Former
Superintendent instructed District personnel to release various checks, including
those to contractors, despite being notified both verbally and in writing otherwise.

& Receiver Corrective Action: The Receiver implemented a policy wherein
all cash disbursements are approved by the Receiver or Interim Business
Manager.

. Lack of Segregation of Duties. From approximately August 2006 to July 2, 2007,
the District had no business manager. The District relied on outside consultants to
perform the business manager duties. Although the outside consultant attempted
to put order into the accounting system at the District, the Former Superintendent
continually usurped these efforts. In fact, the Former Superintendent stated to the
Governing Board on September 12, 2006, that she was able to take care of
financial reporting for construction, adjacent ways and daily items, but needed a
consultant to do other things. She further stated that the outside consultant would
be training the Former Superintendent to input budgetary items into the
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accounting program and to do accurate journal entries for the District.* The
absence of a business manager, and the Former Superintendent’s assumption of
these duties, led to significant accounting and procedural problems in the District
for FY 2006-2007.

& Receiver Corrective Action: As a result of the IGA with Palo Verde, the
District now has adequate accounting oversight with skilled leadership.

o Failure to Reconcile District Bank Accounts and Account for Funds: When the
Receiver took over in June 2007, the student activities, auxiliary, and athletic
revolving bank accounts had not been reconciled since approximately June 2006.
In addition, the same person who was responsible for accounting for the
transactions in these bank accounts was also responsible for reconciling them. At
the request of the Receiver, all bank accounts were to be reconciled by July 31,
2007; however, this was not accomplished.

& Receiver Corrective Action:  The Receiver has appointed District
personnel to complete the reconciliation on these accounts and enter it into
QuickBooks.

o Mismanagement of District Budget: The Receiver discovered significant
examples of budgetary mismanagement. Please refer to the Abject Waste of
District Resources for further details and examples regarding the gross
negligence, egregious lack of oversight and excessive expenditures noted by the
Receiver.

& Receiver Corrective Action: The Receiver has attempted to identify and,
where possible, remedy this waste of resources.

o Failure to Account for Classroom Site Fund: The District has allegedly failed to
properly account for and pay Classroom Site Fund monies owed to certified staff.
Per various emails and Excel spreadsheets prepared by the District, it appears that
prior year funds were not paid timely and when they were paid, funds were
incorrectly disbursed and possibly overexpended in excess of $70,000.

& Receiver Corrective Action: The Receiver is currently reconciling all
funds collected and paid to employees to determine possible over and
underpayments to past and present employees.

* SMUSD Board Meeting Minutes dated September 12, 2006.
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. After-the-fact Purchase Orders: After-the-fact purchase orders have been utilized
in the transportation department on multiple occasions in violation of USFR. The
District took custody of the items purchased and therefore the invoices had to be
paid. This continued to occur in the transportation department, despite the
transportation manager being told on several occasions that all expenditures have
to be approved by the Receiver prior to being encumbered.

& Receiver Corrective Action: The Receiver has established internal
controls to prevent payment on any service or item that has not gone
through the proper ordering channels.

o Lack of Performing Physical Inventory: There is no documentation that physical
inventory has been performed at any District location since at least 2004, if not
longer.

& Receiver Corrective Action: The Receiver is currently working with
Administrative Staff to perform and complete a physical inventory.

. Lack of Accounting for General Fixed Assets: In addition to not performing
physical inventory, there has been no accounting for, or proper tracking of,
general fixed assets for FY 2006-2007. It should be noted that the District has
acquired millions of dollars in new assets related to the construction and opening
of the new schools in the District.

& Receiver Corrective Action: The Receiver is currently working with
Administrative Staff to perform and complete the accounting for general
fixed assets.

. Violation of Procurement Rules: The Receiver is aware of two instances where
procurement rules were not followed. The District’s Administrative Staff is
knowledgeable of procurement rules and it is the Receiver’s opinion that these
were isolated instances by the Former Superintendent.

a. Makai Development was paid over $15,000 in District funds. Pursuant to
USFR, verbal quotes are required for amounts over $5,000, and written
quotes are required for amounts over $15,000. The Receiver was not
provided with substantiation that quotes were obtained, nor was the
Receiver provided with documentation to confirm that the work was
completed by the contractor, although the original purchase order
description is, “project management and district demography work — aerial
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of district.” There was no back-up documentation for payment to this
vendor, and vouchers and checks totaling over $10,000 were approved by
the Former Superintendent and expensed as donations from December
2006 through February 2007. An additional $4,000 was paid to Makai
Development in April 2007 and expensed as construction costs.

b. The District advised the Receiver that in August 2006, the District sent out
bids to complete a fencing project for the Ruth Fisher Elementary School
and Tonopah Valley High School campuses. Based on evidence provided
to the Receiver, the Former Superintendent purposely omitted a qualified
contractor from being included in the bidding process. This is documented
via notes from the Former Superintendent instructing District personnel
which contractors were to be sent the request for proposal (“RFP”) and
specifically instructed personnel the contractor not to receive the RFP.
The District awarded the contract to a company which, allegedly,
promised the Former Superintendent to construct a bus barn at the District
for a less than fair market value price. The total contract awarded was
$273,442.

. Lack of Policies and Procedures Related to District Credit Cards and Vehicles:
The Receiver was advised that District vehicles and gas credit cards were being
utilized for personal purposes, especially by the Former Superintendent. When
questioned, the Former Superintendent denied this use, and explained that the gas
credit card was to be used only in emergencies when the vehicle could not be
refueled at the District offices. The Receiver’s review of gas credit card receipts
reflected many transactions close in proximity to the Former Superintendent’s
residence.

& Receiver Corrective Action: The Receiver has secured all credit cards
from all District personnel and halted the personal use of District vehicles.

. Lack of District Employee Fingerprinting: On August 28, 2007, the Receiver
became aware that many of the employees at the District have not been
fingerprinted.

& Receiver Corrective Action: The Receiver is working with the District’s
human resource department to ensure all fingerprinting is completed for
all District employees.
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. Failure to Properly Account for and Apply for E-rate Funds: E-rate monies and
funds should be separately accounted for by the District in accordance with
USFR. Based on the Receiver’s review of E-rate transactions, it appears that the
District overexpended these funds in FY 2006-2007 by approximately $130,000.

& Receiver Corrective Action: The Receiver is investigating the cause for
this overexpenditure and will provide further details in a subsequent
Receiver report.

. Failure to Implement HB 2790: On October 9, 2007, the Receiver was notified
that the salary increases relative to nonadministrative personnel pursuant to this
Bill was, allegedly, not included in various District employment contracts.

& Receiver Corrective Action:  The Receiver is in the process of
investigating this allegation and will provide further details in a
subsequent Receiver report.

2. Warehouse Internal Controls

. Lack of Warehouse Internal Controls: The Receiver noted that incomplete supply
orders were sent to the warehouse manager to complete. The warehouse manager
would complete these orders for the principals and others and submit to the
District office without verification that items were necessary, volume of usage,
and possible quantity discounts. Additionally, there was no research related to
adequate funds or budget to purchase such items. There has been no budgetary
supervision at the school level, department level or District level.

& Receiver Corrective Action: The Receiver has established internal control
procedures to ensure that all purchase orders are reviewed by appropriate
staff. These procedures include verifying the necessity of the purchase,
budget capacity and available cash on hand before encumbering District

resources.
3. Facilities Internal Controls
o Multiple Master Keys Missing from District Office: During the course of the

Receiver’s investigation, it was discovered that there are several master keys
floating around the District, some allegedly with ex-employees who possibly have
access to facilities within the District, and possibly the District office.
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& Receiver Corrective Action: Due to financial constraints, the Receiver is
investigating the most cost efficient process to rekey the District facilities.

. Lack of Security in the Smart Lab and Classrooms: It is the Receiver’s
understanding from conversations held with District personnel that several
expensive digital cameras have been missing from the Smart Lab and classrooms
due to the lack of controls and security.

& Receiver Corrective Action: The Receiver is in the process of securing the
Smart Lab and other District facilities that house expensive equipment.

o Lack of Security in the Transportation Department: Upon the Receiver’s arrival,
it was noted that there were no locks or security in place at the transportation
facility that houses the fuel pumps and usage. Administrative Staff advised the
Receiver that allegedly, employees had been fueling personal vehicles without
proper authorization.

& Receiver Corrective Action: The Receiver has installed proper security,
including locks, in the transportation facility to prevent personal use of
District fuel.

. Personal Use of District Vehicles: There are four District vehicles. Three are
pursuant to contacts with the Former Superintendent and two principals. The
vehicles are to be used for transportation to and from District activities. The
Receiver is aware that the vehicle used by the Former Superintendent was
allegedly used for extensive personal activities as noted by District office
personnel.

& Receiver Corrective Action;: The Receiver has communicated the
restricted use of District vehicles.

. Failure to Track Warranties on District Property: During the course of the last
three months, there have been several instances where repairs have been
necessary and possibly could have been covered by warranties. District personnel
has advised the Receiver that there has been little, if any, tracking of, or
accounting for, what facility items are covered by warranties, therefore incurring
unnecessary repair costs.
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& Receiver Corrective Action: The Receiver advised the facilities manager
that all warranties for equipment should be located, catalogued and
tracked to prevent the overexpenditure of future repair costs.

. Lack of Rental Agreement for Use of District Housing: Two District employees
have been housed on District property with no written agreement. The District has
not charged them rent and pays for all utilities associated with maintaining the
property. In exchange, one of the occupants provides limited security services for
the District.

& Receiver Corrective Action: The Receiver has discussed with the District
employees residing in the on-campus housing that a lease agreement will
be forthcoming.

4, Environmental and Safety Controls

The Superintendent has an obligation to protect the safety of all students, employees,
visitors and others present on District property or at school-sponsored events.> The
following violations were uncovered during the course of the Receiver’s investigation.
Many of the violations are so significant that the Receiver has segregated these items in
the Deterioration of Facilities section included in this Report:

. Lack of Fire System at Ruth Fisher Elementary School: The Former
Superintendent knowingly allowed students to attend Ruth Fisher Elementary
without an operational fire safety system in place, thus placing students and staff
at risk. The District has incurred thousands of dollars to repair the fire system and
maintain fire watch at Ruth Fisher.

. Deterioration of lonic System and Hazardous Material Storage Safety Issues:
The Former Superintendent failed to have this equipment properly maintained,
thus costing the District thousands of dollars of repair and other costs.

Other findings not included in the Deterioration of Facilities section include:

. Lack of a Proper Evacuation Plan: The District lies within 10 miles of the largest
nuclear power plant in the United States. The Receiver noted that there was no
formal evacuation plan in place for students and employees, as mandated due to
its proximity to the nuclear plant. In the event of a nuclear crisis or other

®> SMUSD policy E-0150.
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emergency, there are not currently enough buses and bus drivers to evacuate the
District’s schools.

& Receiver Corrective Action: The Receiver requested that the evacuation
plan be finalized by August 31, 2007. However, it remains incomplete as
of this date.

. Lack of Phone Tree at Winter’s Well Elementary School: On August 24, 2007,
the Receiver received a call from the maintenance foreman regarding a water
problem at the school. Evidently a problem occurred with the water company,
causing the water to shut down temporarily at the school. The Receiver suggested
that the parents be called in the event that school had to be shut down early in
order to pick their children up at their bus stop. The Receiver was informed that
the emergency phone tree was in “several boxes” and that the staff was unable to
retrieve this information in a timely fashion.

& Receiver Corrective Action: The Receiver requested and the District has
finalized the emergency phone trees at all District locations.

C. Deterioration of Facilities

The Indian School Road Campus obtains its water from a well, which requires the
purification of the water. In addition, there is a waste water treatment plant (“WWTP”)
located on the campus that treats waste water, which is then used as a nonpotable water
supply for irrigation and fire retardant system. The water treatment facilities, potable
water storage system, WWTP and fire retardant system are in poor condition as a result
of age and the failure of the District to maintain the facilities.

1. EDR Water Treatment System

The District uses an electrodialysis reversal (“EDR”) system to purify the water taken
from the well. EDR systems reduce the fouling tendencies of water by reversing the
polarity of the electrodes every 15 to 20 minutes. A new EDR water treatment system
was installed between December 2004 and July 2005 at a cost to the District of
approximately $300,000. The system is designed to provide potable water to the Indian
School Road Campus, which includes Ruth Fisher Elementary, Tonopah Valley High
School, and the District offices.

As part of the process of keeping the system operating properly, hydrochloric acid
(“HCI”) is used to remove scaling in the equipment. HCI is a highly caustic substance
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that requires protection for handlers and guidelines must be followed in its use and
storage. The following were noted with respect to the EDR water treatment system:

. The District had no protective gear to protect employees who handle HCI.

o The District had no means of properly storing the HCI in accordance with Arizona
Department of Environmental Quality (“ADEQ”) guidelines. In addition to being
caustic, HCI is also highly corrosive. The vapors from this acid will deteriorate
electrical components, metals and other materials if not properly stored.

. The District had no means of safely and properly transporting the HCI.

As a result of having no means of properly storing or transporting the HCI, the acid was
stored in the building that houses the EDR equipment. As a result, the electrical
components of this virtually new equipment were corroded to the point that in August
2007, the entire system failed. The District failed to properly store the HCI and safeguard
this vital and expensive equipment.

The failure of the Former Superintendent to properly handle and store this hazardous
material and maintain the EDR equipment is now resulting in significant cost overruns
for the 2007-2008 fiscal year budget. Because the EDR water treatment system is
nonoperational, the District is trucking potable water to the Indian School Road Campus
at a cost ranging from $20,000 to $25,000 per month.

Water testing reports made in August 2007, before the failure of the EDR water treatment
system, indicated arsenic levels above the limit permitted by the ADEQ, which needs to
be corrected.

& Receiver Corrective Action: A request for emergency funding from the School
Facilities Board has been submitted to make repairs to the EDR equipment and
address the arsenic levels in the water. Phase | of the equipment repairs are
estimated to cost between $20,000 and $30,000, and could increase significantly.

2. Potable Water Storage Tank

The District stores its potable water in a tank that was constructed in 2005 by Brown
Tank & Steel, Phoenix, Arizona. In mid-2007 the facilities manager noted the interior of
the tank was rusting. The warranty for the tank commenced upon its completion in
January 2005 and ended one year later. Brown Tank has been notified of the
deterioration of the newly constructed tank. During the Fall 2007 break, when the tank
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can be drained for inspection, a representative from Brown Tank & Steel will be at the
campus to examine the condition of the tank’s interior. It has been represented to the
Receiver that the rust in the tank does not pose any health risks.

& Receiver Corrective Action: A request for emergency funding from the School
Facilities Board has been submitted to make repairs to the potable water storage
tank. The estimated cost to repair the tank is unknown at this time.

3. Waste Water Treatment Plant

The WWTP on the Indian School Road Campus is nearing the end of its useful life. The
original construction date is not known. It was originally designed to handle only Ruth
Fisher Elementary School. When Tonopah Valley High School, the bus barn and the
District office were constructed in 2005, these facilities were tied into the WWTP. As a
result, the system, which was already quite old, is being taxed to its limit. The District’s
facilities manager estimates the WWTP operates at full capacity, and once or twice per
week, the plant goes over capacity, spilling waste water into the retention area. This is
liquid waste water only—no solids have been observed as of yet. Only 20 percent of the
equipment is working at this time.

If the system fails, the entire Indian School Road Campus will have to be closed for an
unknown period of time. This would be a catastrophic event for the District and
education of the students therein.

When Tonopah Valley High School was built by Turner Construction, part of the design
included a new WWTP. It has been represented to the Receiver that the District’s
understanding was the contract with Turner included the installation of the new WWTP.
However, Turner denies this is the case, stating the contract did not include installation.
At the Governing Board meeting on December 13, 2005, Brian Lowder, the Turner
Construction project manager, made a presentation regarding the construction of TVHS.
Following is an excerpt from that meeting’s board minutes in which Mr. Lowder is
discussing the new WWTP.

“Waste water plant drawings are still into county for permitting. It will probably
be a minimum of 60 days. Plan all of components [sic] are on site. The concrete
pad and the interconnected piping will tie into the existing plant. The first week
of January we will be able to do a switch over. We will be pretty close to
turnover from old plant to new one.”
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Turner Construction actually delivered the necessary equipment to construct the new

WWTP to the District and as of now
this equipment sits on the TVHS
campus. Included herein are pictures
of this equipment as it rests on the
campus grounds today. The Govern-
ing Board voted to forego legal action
against Turner Construction on this
matter due to the possible cost of
litigation compared with the cost to
finish construction of the facility.

& Receiver Corrective Action:
The Receiver intends to turn
this matter over to attorneys to
review the Turner Construction
contract for TVHS to
determine whether the
installation of the WWTP was
included in the contract. Ifitis
the attorneys’ opinion that the
installation was part of the
contract, the District will seek Uninstalled electrical panel for WWTP
remedies.

At present the District owes Turner Construction approximately $409,000 for the
remaining cost of construction for Winter’s Well Elementary School, which was recently
completed.

4, Well

The well that serves the Indian School Road Campus was drilled in 1981, although it has
never been registered with Maricopa County. The District’s facilities manager estimates
the well is in need of significant repairs and is likely near the end of its useful life. The
casings are collapsing and the well is filling with sand. There have been numerous
pump-related problems associated with the sand in the well. The well was last serviced
in October 1992. It currently needs an outside assessment to evaluate its condition and
remaining useful life. The assessment has been ordered and will cost $1,200.
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The failure of this well would result in extraordinary cost to the District, for both potable
and nonpotable water would have to be hauled in to meet the needs of the campus.

& Receiver Corrective Action: An emergency request has been filed with the
School Facilities Board for a new well to be constructed.

5. Fire System

During the course of approving a purchase requisition for a water pump repair at the
school, the Receiver became aware of the fact that neither the fire panel nor the primary
and secondary pumps at Ruth Fisher Elementary School had been working since at least
February 22, 2007, the date of the most recent fire inspection. According to the fire
marshal, the secondary pump has probably not been operable since it was installed in
1984. The primary pump should not have been approved at any prior fire inspection. In
addition, several of the pull-down alarms are inoperable and every valve, appliance and
pump had been shut off.

According to the fire marshal, the swimming pool’s pump system is not a viable
secondary method of putting out fire and should be renovated to install a fire hydrant
from the pool instead of running through the existing pump. The Former Superintendent
knew of theses issues in February 2007, yet did not attempt to repair the problems and
submit a report back to the fire marshal by March 2007, as indicated on the fire
inspection report. It is the District’s responsibility to repair the violations as reported on
the inspection report and returned to the fire marshal. The fire marshal then revisits the
District to verify the repairs have been made. The school’s principal, Erik Haarstad,
states that he was not aware of the severity of these issues until the Summer 2007 and
was told they were being dealt with at the District office. One Governing Board member
stated that when asked about the fire system at Ruth Fisher, he was told by the Former
Superintendent it was being dealt with “internally.”

When classes resumed in early August, the Ruth Fisher campus was placed under fire
watch, as mandated by the fire marshal. The fire watch ceased on September 10, 2007,
when repairs to the fire safety system were completed. To date, the District has incurred
$31,570 in fire watch and repairs, with more costs expected in the future.

The newly constructed high school’s fire safety system is at about 50 percent
functionality, although the water delivery system does not pump enough water and the
alarm system does not work throughout the entire building. The fire marshal believes it
is possible that someone purposely shut the valves off—possibly a disgruntled employee.
The District office is tied into the high school’s fire system. According to the fire
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marshal, the TVHS fire safety system is working adequately enough so that students and
staff are not in danger.

It is our understanding that Winter’s Well fire system is fully operational and recently
passed fire inspection at the final walk-through before the certificate of occupancy was
issued.

& Receiver Corrective Action: An emergency request has been filed with the
School Facilities Board for reimbursement of the costs to bring the fire safety
system to fire marshal standards.

6. Summary

The Former Superintendent failed to address the deterioration of the existing facilities,
while at the same time devoting an inordinate amount of District resources to the
construction of new facilities well in excess of those needed at the present time to
accommodate the student count of the District. As a result, the District is presently
encumbered with extremely high maintenance and repair costs and inadequate facilities.

In addition, the Former Superintendent knowingly allowed students and staff to attend the
facilities at Indian School Road Campus without a fire system in place, which placed all
at risk had there been a fire.

The full impact upon the 2007-2008 budget is unknown because all of the estimates for
repairs are not available, and it is not known the extent to which the Arizona School
Facilities Board will provide funding to meet the safely and health requirements of the
District’s students and staff.

It is important to note that the Receiver is not aware of any known dangers to the safety
and health of the District’s students and staff as of the date of this Report.

D. Abject Waste of District Resources
The Receiver uncovered numerous instances of waste in managing the daily operations of
the District. Included in this section are just some of the most egregious examples of

waste that impact the current and future fiscal budgets of the District. There are many
more examples of waste not enumerated herein for purposes of brevity.
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1. Track Equipment

Between April and May 2007, the District purchased track and field equipment for a total
cost of $49,810. This equipment was used for a meet held at the District campus. The
District was selected to host this meet because of its location; however, the District’s
choice to host the meet was optional. Some of the purchased equipment did not operate
properly, and as such, similar equipment had to be rented in order to meet conference
guidelines for the meet.

Track equipment - Note the TVHS custom embossing on the hurdles

Considering its severe budgetary crises and overexpenditures of budget, it was grossly
irresponsible of the District’s administration to permit the expenditure of this amount of
District funds on an optional track meet. Some of this equipment is currently being used
for high school sports. However, some of it is in a container that had to be purchased for
$3,314 to store the equipment.

The purchase of this equipment is particularly egregious because it was paid from
Unrestricted Capital at a time when resources were needed for other purposes, such as
textbooks and equipment for Winter’s Well, which was scheduled to open later in the
year. Other more important uses of these funds would have been air conditioners on
buses, water treatment facilities, or replacement of other failing equipment noted herein.
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Impact on Current and Future Budgets: The 2006-2007 unrestricted capital budget was
overspent by $445,189, which will reduce the 2007-2008 budget.

2. Artificial Turf Football Field

When TVHS was constructed, the District spent $586,215 on a state-of-the-art artificial
turf football field. The field was purchased through a five-year capital lease with annual
payments of $117,243. Given the hot climate in Arizona, this was a questionable choice
of field materials, as artificial turf is up to 15° hotter than a standard grass field. In
addition, it cannot be driven upon for events such as homecoming.’

Irrespective of these claims and the exorbitant cost of the field, the campus upon which
TVHS is situated abuts an existing grass football field and padded track on the Ruth
Fisher Elementary campus. It may have been possible to upgrade this field and save the
cost of the artificial turf field. The Ruth Fisher field has now fallen into a state of
disrepair.

It is an astounding waste of District resources to construct a half million dollar football
field, which encumbered the District’s budget for a five-year period through 2009, when
an existing field and track could have been upgraded and would have sufficed.

® The Receiver did not verify this fact, but rather relied upon the representations of a Governing Board
member who researched this issue.
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T m——

The campus’s second
football field is located
behind this building.

View of campus from the artificial football field at Tonopah Valley High School

Budgetary Impact: Following is the payment schedule for the lease on the artificial turf
field:

FY 2004-2005 $117,243
FY 2005-2006 $117,243
FY 2006-2007 $117,243
FY 2007-2008 $117,243
FY 2008-2009 $117,243
Total $586,215

3. Smart Lab

At a cost of $270,267, the District included a “Smart Lab” when TVHS was constructed.
This was financed through a capital lease arrangement for a period of three years, with an
annual payment of $90,089. The District’s Smart Lab contains workstations with a
variety of computer and other technology intended to educate students on physics,
audio/video production and computer graphics. Some of the equipment acquired for the
Smart Lab is a duplicate of other audio/visual equipment used in the high school’s
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audio/visual studio. Fiscal year 2006-2007 was the first year the Smart Lab was used,
when a total of roughly 10 students were taught in one class. There are three classes of
25 students being taught in the current fiscal year. However, the Smart Lab is being
utilized only about one-half of the time it is available.

The Receiver was informed that staff members were upset over the cost of the Smart Lab
when it was initially installed, and the Former Superintendent was informed after the
lease agreement was signed that some of the equipment was a duplicate of the
audio/visual studio.

This is another example of the egregious waste of resources by the Former
Superintendent. These resources would have been better utilized to upgrade the water or

fire systems or for other more beneficial purposes.

Budgetary Impact: Following is the payment schedule for the lease on the Smart Lab:

FY 2004-2005 $90,089
FY 2005-2006 $90,089
FY 2006-2007 $90,089
Total $270,267

Because the unrestricted capital budget was overexpended in 2006-2007, the last payment
actually cuts into the 2007-2008 budget.

4, Shop Equipment

In FY 2006-2007, the District purchased shop equipment totaling $69,533. This
equipment is to be used in an as-of-yet-unconstructed shop facility. Because the District
had no place to utilize the shop equipment and nowhere to store it, two containers costing
$6,628 were purchased. It is estimated that 70 percent of the equipment (or roughly
$49,000 of the total purchase cost) has never been placed in service. The remaining 30
percent is being used in the existing wood shop.
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Unused shop equipment in storage Unused shop equipment in storage

This was an egregious waste of District resources, considering the funds could have been
better utilized to purchase equipment to provide potable water or fire protection to the
students of the District, or to purchase air conditioners for school buses. In addition, it
was during this same time that the District was incurring inordinate cost overruns on
construction projects.

5. Tartesso High School and Trillium Elementary

At present, the District is indebted to architects and contractors for a total of
approximately $850,000 for the design and pre-construction costs of these two schools.
Due to the faltering housing market and the District’s dire financial position, plans to
construct these schools have been tabled. As such, it was a waste of present and future
District resources to enter into agreements to construct these facilities. In addition to the
financial impact of these projects, the amount of time devoted to these projects by the
Former Superintendent distracted from the more important issues associated with
overseeing the District.

6. Additional Examples of Waste of District Resources
. The parking lights at TVHS and the District offices cannot be turned off. There is
an excessive waste of electricity because of the extent to which these lights are

used at night.

o Grant funds were allegedly not properly utilized during the 2006-2007 school
year.

o When the superintendent prior to Roxanne Morris retired, the District agreed to
pay for his health insurance for five years. The Receiver discovered that the
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Former Superintendent paid that person’s health insurance beyond the period
covered by the agreement, which cost the District approximately $10,000. Had the
proper internal controls been in place, this most likely would have been caught.

. Water fountains purchased for the Ruth Fisher gym were not installed for a year
after they were purchased, leaving a portion of the building without operating
water fountains for this period of time.

. Personal use of District vehicles and gas were noted.

) Extravagant furnishings at Winter’s Well were ordered by the Former
Superintendent after the principals spent time ordering more budget-appropriate
furnishings.

o The District spent $28,136 on wall clocks for Winter’s Well.

. Wood fiber at Winter’s Well playground area was installed in lieu of sand at a
cost of $4,949.

. Wall tile at Winter’s Well was installed at a cost of $2,081.

7. Summary

With the examples listed above, the waste of District resources totaled approximately
$1.8 million. These are in addition to the deterioration of the District’s water treatment
equipment and other facilities previously cited.

E. Construction Accounting

The District has recently ended construction of four projects—two completed schools
(Winter’s Well and Tartesso Elementary) and two pre-design schools (Tartesso High
School and Trillium Elementary). Based on the Receiver’s ongoing analysis of
construction expenses, it is concluded that the District grossly mismanaged the

construction projects and accounting process as follows:

o Project costs versus the approved guaranteed maximum prince (“GMP”) budget
were not reconciled and monitored on a regular basis.

. District fund accounting was not reconciled to the County Treasurer and as a
result, the District is now in a negative cash position.
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. SFB funding was not reconciled to the pay applications requested by the District.

o Payments made to vendors, in some instances, were not properly coded to the
correct account and there was no monitoring or controls in place to detect such
errors.

. Recordkeeping and paperwork was not consistently maintained in an organized
manner.

. Furniture, fixtures & equipment that were paid for by the District and were

entitled to SFB funding were not submitted for reimbursement. The Receiver has
since submitted these items for SFB funding.

) SFB funding that was intended to satisfy invoices of a particular vendor were
utilized to pay the obligations of another vendor.

. The District exceeded the GMP budget on constructions projects. This could
have been better monitored by implementing one purchase order for each project
in the District’s accounting system. The purchase order should have contained the
total budget to which future invoices were applied against it. This would have
been a very basic measure of comparing actual expenditures to date to the original
budgeted price for each project.

o The District’s resources were spent on nonessential items.
1. Construction Project Status’

This section summarizes the status of each construction project and the open invoices as
determined to date by the Receiver. It should be noted that the Receiver has not
completed the construction accounting reconciliation. On October 11, 2007, many of the
vital construction documents whose location was previously unknown were found in a
cabinet to which no one at the District had a key. An employee broke the lock on the
cabinet and discovered construction documents the Receiver had been requesting. As
such, these documents must be reconciled to the accounting completed to date by the
Receiver. A complete reconciliation will be provided in a subsequent Receiver report.

" It must be noted that the analysis and review of construction accounting is not complete. The amounts
reported herein are subject to change, pending the discovery of new information and completion of the
Receiver’s work in this area.
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Tartesso Elementary School
Contractor: Adolfson & Peterson
Architect: DLR Group

Total construction costs for Tartesso Elementary School, according to the GMP, were
expected to total $9,770,046. Of this amount, $9,598,771 was funded by SFB. As of
October 2, 2007, this project exclusive of furniture and fixtures has incurred over $10.7
million in construction and architecture and engineering (“A&E”) expenses. This project
has been completed. However, the building remains unoccupied due to lack of financial
resources and low student enrollment. The District has $1,592,913 in outstanding
invoices as of October 9, 2007. This balance is comprised of general contractor,
Adolfson & Peterson Construction (“A&P”) invoices, change orders, and A&E fees.
SFB has funded $675,353 of the total. An additional $153,315 of funding from SFB is
anticipated.

Winter’s Well Elementary School
Contractor: Turner Construction
Architect: DLR Group

Winter’s Well Elementary School was given a construction budget of $8,114,478
pursuant to the board’s approval on May 1, 2003. According to the Turner contract, the
construction budget, exclusive of change orders, was $8,289,947. This left an initial
deficit of funds in the amount of $175,469. According to the contractor, Turner
Construction Company, the District has incurred $8.9 million of expenses as of
September 19, 2007. In addition to construction costs, the District has also incurred A&E
fees of $445,456. It should be noted that the Receiver has been unable, thus far, to
completely reconcile to the vendor’s paid balances due to missing documentation at the
District office. Exclusive of furniture and fixtures purchased by the District, which
would drive costs even higher, the Winter’s Well project is over budget by $1.3 million.
As of October 9, 2007, the Receiver is aware of $445,233 of open invoices that have not
been paid by the District. Of this amount, $6,783 is the estimated amount of A&E costs
that are anticipated to be incurred. During the course of our review, the Receiver also
noted that over $64,000 of credits from March and May of 2007, were due to the District
from the construction contractor. These credits, that would reduce the remaining amount
owed to Turner, were never pursued by the District, further confirming our assessment
that controls were insufficient related to overall project accounting.
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Tartesso High School
Contractor: Adolfson & Peterson
Architect: DLR Group

Total construction costs for Tartesso High School are estimated to total $19,026,944;
however, there will be additional costs based on District-added adjacent ways and change
orders. Although this project has been placed on hold, the District has incurred
engineering fees of $599,356 that are currently unpaid. Of this amount, $210,000 relates
to pre-construction fees owed to the contractor, A&P. The remaining balance of
$389,356 is owed to the architecture firm DLR. The District has already received
$1,110,925 from SFB to fund pre-construction and A&E costs. Once the project enters
the construction phase, DLR has approximately $836,000 remaining on its contract.

Trillium Elementary
Contractor: Adolfson & Peterson
Architect: DLR Group

Total construction costs for Trillium Elementary are estimated to total $9,137,931;
however, there will be additional costs based on District-added adjacent ways and change
orders. As of the date of this Report, architecture and engineering fees have been
incurred, but construction has been suspended. Currently, the District has $246,910 in
outstanding invoices. Of this amount, $150,000 relates to pre-construction fees due to the
contractor, A&P. The remaining $96,910 is owed to the architect, DLR. The District has
already received $603,965 from SFB to fund pre-construction and A&E costs. Only an
additional $5,883 is expected to be funded in October 2007. Once the project enters the
construction phase, DLR has approximately $422,000 remaining on their contract.

2. Unfunded Construction Costs
The following table summarizes the amount of unpaid expenditures per construction

project. Estimated future architectural and engineering costs are subject to change and do
not include contractor costs to complete Tartesso High School and Trillium Elementary.
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TABLE 4

Saddle Mountain Unified School District
Accounting Construction Reconciliation and Amounts Due

Tobe | Construction Costs Currently Due
Funded Previously Total
by Funded by  Unrestricted  Adjacent Dueto
Project SFB SFB Capital Ways E-rate Contractors

Tartesso Elementary $ 153315 $ 675353 $ 331,794 $ 432451 $ - $ 1592913
Winter's Well Elem. 31,720 280,700 (18,686) 144,974 6,525 445,233
Tartesso High School - 599,356 - - - 599,356
Trillium Elementary - 246,910 - - - 246,910
Total $ 185035 $ 1802319 $ 313108 $ 577425 $ 6,525 $ 2,884,412
Total to be funded by SFB in the future 185,035
Total construction costs payable from Saddle Mountain funds $ 2,699,377
Funds available in Fund 695 for payment of construction costs (872,386)
Funds available in adjacent ways (577,425)
Funds available in E-rate (6,525)
Unfunded construction costs currently due to contractors and architects $ 1,243,041
Future costs on projects placed on hold:

Tartesso High School $ 836,423

Trillium Elementary 422 355

Total future costs on projects placed on hold: 1,258,778
Total District unfunded obligations related to construction projects $ 2,501,819
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SMUSD’s total obligation associated with the four construction projects is $2.5 million,
of which $1.24 million is currently due and payable to contractors and architects.

3. Failure to Provide Accurate Accounting and Record Keeping:
Missing Documentation in Files

During our review of the District’s construction accounting, several instances of poor
recordkeeping and maintenance of records were noted as follows:

) SFB pay applications not signed or dated by a District representative.

. SFB pay applications missing in either the “Accounts Payable” or “SFB
Requests” folder.

. Construction coding and requested amounts written on the SFB pay applications
were often crossed out and illegible.

. GMP’s and vendor contracts were not kept in a centralized location.
Miscoding

The Receiver noted several instances where checks written to vendors were coded to the
improper account. The majority of these discrepancies represented the District’s portion
of the construction costs that were not funded through SFB. The District portion was
requested from SFB via a pay application, but was properly rejected and thus, not funded.
Although these District amounts were not funded by the SFB construction account 695,
the checks were improperly written against it by the District. The net amount of
discrepancies noted was approximately $418,000. Winter’s Well accounted for $394,000
of this variance and the remaining $24,000 was attributed to Tartesso Elementary.
Details of these errors were provided to the District office on September 27, 2007, so that
an adjusting journal entry could be performed to rectify these miscodings.

Failure to Reconcile Construction Projects

The Receiver requested that the Former Superintendent reconcile SFB funding received
to the amount requested on the SFB pay applications. The Receiver obtained the
reconciliation from the Former Superintendent noting that this task was not accurately
and completely performed. A number of unreconciled and/or pending items dated July
21, 2007, were summarized by the Former Superintendent. However, there was no
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overall reconciliation which compared actual to budget by construction project. The
Receiver concluded that, given the amount of open items and the complexity of the
construction projects, the District failed to properly reconcile and maintain proper
controls over the construction accounting process.

Page 53 of 66



Saddle Mountain Unified School District #90
Receiver’s 120-Day Report and Financial Improvement Plan
October 22, 2007

VI.  FINANCIAL IMPROVEMENT PLAN

This section details the Receiver’s financial improvement plan. Included in this plan are
the action items detailed previously in this Report, noting the corrective actions the
Receive has taken on operational matters. The items proposed herein include: (A) cost
savings implementation; (B) unknown costs that may impact the 2007-2008 budget; and
(C) the Receiver’s recommendations.

A. Cost Savings Implementation
The Receiver has implemented a number of cost savings measures intended to improve

the District’s financial position and bring it closer to meeting its budget. Following is a
list of these items.

. Staffing levels are more reasonable given the growth in the District’s student
count.

. Contracts for internet and phone service have been renegotiated at lower rates.

. More stringent internal controls and proper oversight of the payment process have

eliminated waste.
° Personal use of District vehicles has been eliminated.

. To save costs in transportation, increase instructional time needed for primary
students, and improve bus routes, changes were made in dismissal times and
routes. Elementary students will all be dismissed at the latest dismissal times at
each school, resulting in more instructional time for K-2, and eliminating
duplicate dismissal routes. Also, junior high and some other riding times are
being shortened.

. Stipends paid to staff for extracurricular activities such as coaching have been cut.
Some stipends were totally eliminated.

. A new organization chart was implemented with the proper chain of command,
which promotes efficiency and personnel cost savings.

. Time clocks have been purchased for hourly employees to better monitor and
track actual time worked, rather than relying upon hand-written timesheets.
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. The District’s history of reimbursing employees for “after-the-fact” purchases has
ceased. Employees have been notified that if the proper process is not followed in
the expenditure of District funds, the employees will not reimbursed.

. Warranties on newly purchased equipment are being tracked so that warrantied
repairs are not paid with District funds.

. A District employee is currently seeking certification in water treatment. This
will eliminate the need to pay an outside firm to test the District’s potable water.

) Historically the District has not followed proper procurement procedures.
Internal controls have been implemented to better control the expenditure of
District funds.

o Newly hired employees are receiving starting salaries commensurate with current
District employees with the same years of work experience. This provides for an

equitable pay rate for both existing and new employees.

. The District’s former policy of hiring employees at pay levels above those
permitted by policy have ceased.

. Grant funds will be fully utilized for the proper purpose.

. E-Rate funds for both past and present years are being applied for which will
result in additional District resources.

o Expenditures are being coded to the proper accounts, which provides for accurate
expenditure tracking and budgeting.

. Each department now has a lead person who is responsible for that department’s
operations and budget. Employees are now required to follow the District’s

hierarchical structure when dealing with employment issues.

. Principals and department heads have been made aware of the budgetary items
that are within their control. This was not previously done in prior years.

Table 5 shows the District’s 2007-2008 expenditure budget compared with the 2006-
2007 AFR.
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TABLE 5

Saddle Mountain Unified School District
Comparison of Expenditures

2006-2007 2007-2008 Pctg
Expenditures AFR Budget Decrease

Regular education

1000 Classroom instruction $ 2,639,824 $ 3,041,335

2000 Support services 2,491,645 3,434,498
School-sponsored cocurricular activities 14,430 29,821
School sponsored athletics 112,957 100,804
Total regular education 5,258,856 6,606,458
Special education

1000 Classroom instruction 811,911 652,931

2000 Support services 321,772 262,519
Total special education 1,133,683 915,450

Total regular and special education expenditures $ 6,392539 $ 7,521,908

Student count [1] 1,149 1,513

Regular & special ed expenditure per student $ 5564 $ 4,972 -10.6%
400 Pupil transportation $ 644,647 $ 743,428

Student count [1] 1,149 1,513

Pupil transportation expenditure per student $ 561 $ 491 -12.4%
Total expenditures $ 7,037,186 $ 8,265,336

Student count [1] 1,149 1,513

Total M&O expenditure per student $ 6,125 $ 5,463 -10.8%
Notes

[1] For 2006-2007, the 100-day ADM is used. For 2007-2008, the student enroliment on 10-10-2007 is used.

It is important to note that at present, the District has an increase in student enrollment of
31.7 percent over the 2006-2007 100-day ADM. Even with this growth, the District is
expecting a 10.8 percent decrease in total M&O expenditures per student. These cuts
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have been implemented despite having opened one new school (Winter’s Well) and
possession taken of another completed school (Tartesso Elementary), both of which will
increase the District’s operating, maintenance and utility costs.

Other cost-saving measures that will be implemented include the following:
. Elimination of District vehicles contractually provided to employees. For the

2008-2009 fiscal year, District vehicles will no longer be part of employment
contracts for some positions.

) Leases on copiers will be renegotiated in an effort to reduce or eliminate such
payments.
) Equipment will be properly maintained to avoid the need for costly repairs.

. The IGA between SMUSD and Palo Verde Elementary District has provided
superior administration capacity to the District at a reasonable cost to the District.
This has reduced the time commitment of the Receiver to manage the daily
operational affairs of the District, which in turn will significantly save on
Receiver fees. Also, fees previously paid to outside consultants such as Heinfeld
Meech CPAs will be reduced, and eventually eliminated, as a result of the IGA.

. Efficiency of certain administrative positions relative to the salary levels paid for
those positions will be evaluated to ensure the District is receiving the maximum
benefit.

o Health insurance will be renegotiated and changed for the 2008-2009 fiscal year

to minimize costs.

o Legal counsel for the District will review the contract with Turner Construction as
it relates to the construction of the waste water treatment plant at Tonopah Valley
High School.

. The District’s agreement with Global Water for the water treatment facility at

Winter’s Well is currently under review. The initial cost to construct this facility
of approximately $500,000 has increased to $1.4 million. Engineers will be
reviewing the plans to ensure the District is not paying for treatment facilities
other than those used by the District and to identify the reason for the huge cost
increase.
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B.

An energy audit will be conducted to identify ways to hold down electricity costs.
Enlist the help of staff in making suggestions regarding budgetary cuts.
Arrange for the District to have prepaid legal services to minimize legal fees.

Consider other cost-savings measures as determined by the Interim Business
Manager, Interim Superintendent, and Receiver.

Unknown Future Costs

There are many unknown costs that will possibly impact the 2007-2008 budget, including
but not limited to the following:

Utilities and upkeep costs for Tartesso Elementary School

While these are new expenditures for the budget, there are no new revenues
sources associated with them. Therefore, this item is strictly a consumption of
District resources.

Utilities and upkeep costs for Winter’s Well Elementary School

There are many new costs associated with Winter’s Well, some of which are
unknown. For example, the utilities costs for the school for the current fiscal year
have been projected, but without a full year of actual expenditures, the accuracy
of the forecasted expenses is uncertain.

Future growth in student counts

The District has grown tremendously in the past three years—at 11.1 percent in
FY 2005-2006, 27.4 percent in FY 2006-2007, and at 31.7 percent in the current
year. It is unknown the extent to which the District will continue to grow in the
future.

Funding for sudden growth in the current fiscal year
The Budget Revenue Limit for this year is dependent upon funding for sudden
growth. At present the student counts upon which these revenues are calculated

are fluctuating due to parents removing their children from Winter’s Well because
of crowded classrooms and the use of long-term substitute teachers.
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. Possible denial of emergency funding costs

The extent to which SFB will reimburse the District’s requests for emergency
funding are unknown. The fiscal impact of SFB’s denial of such costs could
devastate the current budget proposal.

. Period to absorb revenue reductions for prior year overexpenditures

As will be discussed in the Recommendations section, the Receiver intends to
request a longer period over which the District must make its revenue correction
for past budget overexpenditures. If this extension or another form of relief is not
granted, the District will not meet its budget in 2007-2008.

) Cash flow shortage

For Districts that do not receive state assistance, the period between the May and
November tax levy payments can result in cash shortfalls. This was particularly
true with the District in 2007. The overexpenditures of $1.45 million in fiscal
year 2006-2007, combined with the opening of a new school (Winter’s Well
Elementary) and taking possession of another new facility (Tartesso Elementary)
created a significant strain on the District’s cash flow.

A request was made of Palo Verde Nuclear Generating Station in September 2007
to make its November tax payment early to provide the District with much needed
cash flow. As of the writing of this Report the outcome of that request was not
known.

° Recall election

The District has to fund the cost of the recall election, wherein three members of
the Governing Board are subject to recall. The total cost to the District for this is
unknown.

. General fixed asset accounting not completed

During the 2006-2007 fiscal year, the District did no accounting for general fixed
assets. This accounting is mandatory, and as such, costs will be incurred to record
fixed assets and provide the proper accounting in time for the annual audit. The
services of an outside accounting firm may be required to complete this in time
for the annual audit.
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. HB 2790 — Salary increases for non-administrative personnel

The Receiver became aware of this issue on October 9, 2007. The District failed
to implement HB 2790 salary increases for non-administrative personnel. This
may result in an additional undetermined amount of compensation cost for the
District in fiscal year 2007-2008. Additional details will be addressed in the next
Receiver’s report.

As the last point above indicates, the Receiver and interim administration continue to
uncover matters that impact the current budget. It is possible there are additional matters
not yet discovered that could negatively impact the financial assessment of the District.
The Receiver will update the SBE in its next report regarding the outcome of these
unknown items and the extent to which they will impact the 2007-2008 budget, as well as
any newly discovered items.
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VIl. RECEIVER’S RECOMMENDATIONS

The Receiver has recommendations for the SBE both in areas of addressing the Former
Superintendent’s gross mismanagement of the District’s financial matters, the operations
of the Governing Board, and for the future operations of the District.

A. Former Superintendent

The Receiver feels strongly that, like other licensed or certified professionals, there
should be consequences for egregious and irresponsible actions as those detailed herein
by Roxanne Morris, in particular considering the significant misuse of taxpayer dollars.
As a result, the Receiver recommends that the SBE consider the permanent revocation of
Mrs. Morris’s teaching, principal and superintendent certificates.

In addition, the Receiver recommends that the SBE consider other legal actions against
Mrs. Morris, as appropriate and justified under Arizona law.

B. Governing Board

The Governing Board consistently violates open meeting laws and has allegedly violated
executive session confidentiality. The Receiver recommends the Governing Board
receive education and training on the proper procedures for conducting Governing Board
meetings.

We also recommend the Governing Board receive education and training on fiscal and
budgetary matters, so that they can understand the factors that affect the budget with
greater clarity.

C. Financial Recovery of Saddle Mountain Unified School District

There is no easy solution to resolving the years of financial mismanagement of Saddle
Mountain Unified School District. The Receiver is presenting for the SBE’s
consideration four possible outcomes for resolution of the District’s prior year
overexpenditures.

1. No Change in the District’s Overexpenditure Correction Period

Under HB 2305, the District must correct its previous overexpenditures equally over a

five-year period. This currently represents a reduction through FY 2011-2012 of
approximately $912,000 per year—an amount the District cannot afford. Considering the
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many budgetary unknowns detailed previously, it will be impossible for the District to
meet its budget with the $912,000 reduction in 2007-2008. As Table 3 shows, M&O
costs per student already have been cut by 10.8 percent in FY 2007-2008. If the total
revenue reduction of $912,000 is implemented into the existing budget for FY 2007-
2008, the total M&O expenditure per student will drop by another 10 percent, making the
FY 2007-2008 per-student M&O expenditure more than 20 percent less than in FY 2006-
2007, in a period when the District opened a new school and took possession, including
complete maintenance, of a second facility. There is no way to balance the budget under
this scenario and maintain even minimal standards of educational quality.

It is unknown and unpredictable at this point in time during what year the District will be
in a position to absorb this amount of budget reduction and maintain operations within
the stipulated budget limits.

Timeline: If no change is granted to the District in its requirement to correct past year
overexpenditures over a five-year period, the Receiver anticipates it could possibly
require the full five-year period to reach a balanced budget with the absorption of the past
overexpenditure reductions in the budget.

2. Legislative Extension of Overexpenditure Correction Period

The District, as a minimal form of relief, needs an extension of the time over which it can
correct its prior year overexpenditures, as well as flexibility with respect to how much is
repaid in a given year. As the law currently exists, the District must correct its
overexpenditures equally over five years.

The Receiver has met with legislative representatives to discuss an extension of the time
to correct the overexpenditures to 10 years, without the requirement that the budget
reduction is equal in each year. This will allow the District the flexibility to devote
resources to its immediate needs of getting the water and fire systems in good working
order, as well as absorb the immediate impact of the Former Superintendent’s gross
financial mismanagement. When the District has returned to “normal” operations under
strong and prudent leadership, it can better afford to correct the past overexpenditures.

Timeline: The Receiver anticipates that with a 10-year period to correct the
overexpenditures, the District can achieve a balanced budget in FY 2008-2009, assuming
a favorable outcome to the District from the many unknown items previously detailed. It
is unlikely the District can reach a balanced budget in FY 2007-2008 with a 10-year
equalized correction period, given the current state of deteriorated facilities, new facilities
in the current fiscal year, and carryover obligations from the Former Superintendent that
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will impact the current year budget. If the proposed 10-year period allows for unequal
reductions, the District’s budget for 2007-2008 most likely can be balanced.

3. Merger and Abatement of Budget Overexpenditure Correction

The most favorable option to the District and its future is to obtain legislative abatement
for the past overexpenditures, while at the same time reorganizing the District to place it
in the hands of competent leadership. The foremost benefit of this plan is the continued
quality of education for the students.

The Receiver will seek legislation to merge Saddle Mountain Unified School District into
another district that has a strong educational record, competent leadership and a proven
track record of budgetary responsibility. When considering Saddle Mountain as a
candidate for merger, it has many appealing qualities. The District offers academically
performing schools, devoted teachers, beautiful new facilities, and a relatively low tax
base as a result of Palo VVerde Nuclear Generation Station.

The most significant hurdle to such a merger plan is the existence of a $4.5 million
budget correction over the next five years. It will be virtually impossible to find a district
willing to even consider such a merger with this level of future budget reduction. There
will have to be an abatement of this obligation in order for the District to begin a
recovery plan that considers merger as an option.

The Receiver sees this as the most feasible alternative for the survival of the District and
its quality of education. No other plan can ensure the quality of education achieved by
the District in the past.

Timeline: If legislation supporting this plan were passed in the current fiscal year, such
that the budget correction for past overexpenditures is returned to the District in FY
2007-2008, the District will most likely achieve a balanced M&O budget. The caveat to
this is the unknown element of repairs to deteriorated facilities and the willingness of
contractors to allow the District time to pay its construction debt.

4, Bankruptcy

This is certainly the least desirable of the options detailed herein. The Receiver has not
sought legal counsel on the possibility of bankruptcy of the District. All other avenues of
recovery will be fully exhausted before this issue is even remotely considered. There are
innumerable implications and legal considerations that would have to be researched
before this can be considered even a feasible option.
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VIII.

TIMELINE

Pursuant to A.R.S. 8 15-103(F), the Receiver intends to continue working on improving
the financial condition of the District. Following is the Receiver’s expected timeline for
implementation of the recovery plan detailed herein between the submission of this 120-
day report and its quarterly update in the future.

October 2007

Work with legislative representatives on legislation to benefit the District’s
financial improvement plan.

Work with District administration to further identify areas where financial
improvement goals can be implemented.

Continue working with SFB on the emergency funding for the deteriorated
facilities.

November 2007

Continue working with legislative representatives on legislation to benefit the
District’s financial improvement plan.

Continue working with District administration to further identify areas where
financial improvement goals can be implemented.

Meet with attorneys to begin research into the Turner Construction contract as it
relates to the waste water treatment facility at TVHS.

Work with SFB on the emergency funding for the deteriorated facilities.

Continue the reconciliation of construction accounting, including analysis of past
pay applications and change orders for accuracy.

Past year’s adjacent ways expenditures will be analyzed.

Examine contracts with various vendors for appropriateness.

December 2007

Continue working with legislative representatives on legislation to benefit the
District’s financial improvement plan.

Continue working with District administration to further identify areas where
financial improvement goals can be implemented.

Work with SFB on the emergency funding for the deteriorated facilities.

Complete and file any revisions to the FY 2007-2008 budget.

January 2008

Continue working with legislative representatives on legislation to benefit the
District’s financial improvement plan.
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. Continue working with District administration to further identify areas where
financial improvement goals can be implemented.
o Work with the District’s auditors as they complete their fieldwork.

. Work with SFB on the emergency funding for the deteriorated facilities.

This timeline will be updated with the SBE when the Receiver submits its updated report
in January 2008.
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IX. CONCLUSION

The Receiver will update this Report as mandated by A.R.S. § 15-103 with new
information and any corrections that are appropriate to the information disclosed in this
Report. The information contained herein is correct to the best knowledge and belief of
the Receiver as of this date.

Respectfully submitted,

W- mie 10/19/2007

John P. White, MBA, CPA/ABV, CBA, CFE, ASA, CrFA Date
Managing Director

Veriti Consulting LLC

Receiver for Saddle Mountain Unified School District #90

@Mﬁ W 10/19/2007

Elizabeth B. Monty, CPAYABV, CVA, CFE, CrFA Date
Managing Director

Veriti Consulting LLC

Receiver for Saddle Mountain Unified School District #90
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APPENDIX

Receiver Statutory Legend

This legend cross references the Receiver’s duties pursuant to A.R.S. § 15-103(F) to the

various sections of the Report where the scope of work was performed.

A.R.S. § 15-103(F) states that “on appointment, the Receiver shall begin a full review
and investigation of the school district’s financial affairs and submit to the state board of
education a detailed report listing the findings of that investigation that shall include a
financial improvement plan and budget that details how the school district will eliminate
any continued gross financial mismanagement and achieve financial solvency. The plan
shall include a proposed timeline for achieving financial solvency. The receiver shall
submit the report within one hundred and twenty days after the Receiver’s appointment.
The financial improvement plan approved by the state education may authorize the

receiver to do any of the following:

1. Override any decisions of the school district’s governing board or the school
district superintendent both, concerning the management and operation of the
school district, and initiate and make decisions concerning the management and

operation of the school district.

Receiver Report Sections: 1l. D — Intergovernmental Agreement

1V — Administration Assessment

2. Attend any and all meetings of the school district’s governing board and
administrative staff.

Receiver Report Sections: 111 — Educational Assessment

IV — Administration Assessment



3. Supervise the day-to-day activities of the school district’s staff including
reassigning the duties and responsibilities of personnel in a manner that, in the

determination of the Receiver, best suits the needs of the school district.

Receiver Report Sections: 11.D — Intergovernmental Agreement

IV — Administration Assessment

4. Place on extended leave, suspend or terminate for cause the school district’s
superintendent or chief financial officer, or both. A person terminated pursuant to
this paragraph may appeal the Receiver’s decision to the state board of education
if an appeal is filed with the state board within thirty days of receiving the

termination.

Receiver Report Sections: 11.D — Intergovernmental Agreement

1V — Administration Assessment

5. Authorize pupils to transfer from schools operated by the school district to
schools operated by another school district that is not currently in receivership.

Receiver Report Section: At this time, the Receiver has not prevented
students from transferring to other districts. We are aware that students are
attending school in other districts as a result of large class sizes, the decision

not to open Tartesso, and other personal decisions.
6. Appoint a chief educational officer who shall possess the powers and duties of a
school district superintendent. A chief educational officer who is appointed

pursuant to this paragraph shall hold a valid administrative certificate.

Receiver Report Section:  11.D — Intergovernmental Agreement.



7.

10.

11.

Appoint a chief fiscal officer who shall possess the powers and duties of the
school district’s chief school business official and any other duties regarding
budgeting, accounting and other financial matters that are assigned to the school

district by law.

Receiver Report Section:  11.D — Intergovernmental Agreement.

Appoint a competent independent public accountant to audit the accounts of the

school district.

The Receiver and the District has appointed Cronstrom, Osuch & Company.

Reorganize the school district’s financial accounts, management and budgetary
systems to improve the financial responsibility and reduce financial inefficiency

within the district.

Receiver Report Sections: V — Financial Assessment

VI - Financial Improvement Plan

Establish school district fiscal guidelines and a system of internal controls,

including internal administrative controls, with provisions for internal audits.

Receiver Report Sections: V — Financial Assessment

VI - Financial Improvement Plan

Cancel or renegotiate any contract, other than contracts of certificated teachers
who have been employed by the school district in the capacity of a certificated
teacher for more than one year immediately before the date the Receiver was
appointed, to which the governing board or the school district is a party, the
cancellation or renegotiation of the contract will produce needed economies in the

operation of the district’s schools. The Receiver may refuse to reemploy any



certificated teacher who has not been employed by the school district for more
than the major portion of three consecutive school years as provided in A.R.S. §
15-536.

Receiver Report Sections: 11.D — Intergovernmental Agreement

IV — Administration Assessment



