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The Minnegpolis Police Department received dlegations from a Chiron Charter School (Chiron)
Board member of a misappropriation of funds a Chiron. The State Auditor’s Office was asked
to review Chiron’sfinancia records*

The State Auditor's Office obtained and reviewed financiad documents from Chiron and from
entities Chiron had hired to assist Chiron with its financid management? We obtained
additiond Chiron financid information from the Center for Training and Careers (CTC), an
dternative school that attempted to take over management of Chiron in February 2005. We adso
reviewed information from financid indtitutions provided to us by lav enforcement. Findly, we
conducted interviews regarding some of the documentation we received.

Based upon our review, it appears that:

Chiron’s Managing Director fasdy reported the number of students atending Chiron to
the Minnesota Depatment of Educetion, resulting in over-payments to Chiron by the
Minnesota Department of Education.

The Managing Director fasdy reported to the Minnesota Department of Education how
federa grant funds were expended.

The Managing Director paid hersdf $7,150.00 more in Chiron funds than aleged “loans’
she made to Chiron.

The Managing Director pad hesdf $4,35288 in Chiron funds for unauthorized
“payroll” checks.

The Managing Director pad hesdf an additiond $7,312.05 in Chiron funds for
questionable “payroll” checks.

The Managing Director paid hersdf $7,568.03 in Chiron funds as reimbursements for
expenses for which we were unable to locate supporting documentation.

The Managing Director paid Chiron's Digtrict Secretary, a least $6,970.00 in Chiron
funds for unauthorized “ payroll” checks.

The Managing Director paid the Didrict Secretary an additiona $1,200.00 in Chiron
funds for questionable “payroll” checks.

! The State Auditor’ s Office has authority to review charter schools. See Minn. Stat. § 124D.10, subd. 8 (i)(2004).
2 According to Chiron Board member Chiron employee 4, we were provided with all financial-type documents that
were located at Chiron when it closed. We also obtained Chiron-related financial documents from Stenmark, Inc.,
Designsfor Learning, and a consultant working with Designs for Learning.
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The Managing Director paid the Didrict Secretary $1,055.11 in Chiron funds as
reimbursements for expenses for which we were unable to locate supporting
documentation.

The Managing Director paid other employees “sipends” “payroll advances’ and other
checks for which we were unable to | ocate supporting documentation.

The Managing Director did not provide the Chiron Board with accurate financia
information.

We found that adequate accounting and interna control procedures were lacking at Chiron.
l. Chiron Charter School - Background

Chiron was once a middle school in the Minnegpolis Public School Didrict. It was closed as a
traditiond public school after the 2002 school year, and re-opened in the fal of 2002 as a charter
school serving grades 6 - 8, sponsored by the Minneapolis Public School.®> The Minnegpolis
School Board decided not to renew its sponsorship of Chiron as of June 2004.*  Rillsbury United
Communities, a nonprofit organization, then became Chiron’s sponsor.®

On February 15, 2005, Center for Training and Careers (CTC), an dternative school, agreed to
take over Chiron's management and financid responshiliies. CTC deposted $80,000 into
Chiron’s account. Chiron’s bank took $51,666.49 of the CTC funds to pay off Chiron's loans
from the bank; and on February 18, 2005, CTC withdrew $28,000 from Chiron’s account. At a
February 18, 2005 Chiron Board emergency meeting, the Board voted to close Chiron, effective
February 25, 2005, because it was unable to meet its payroll obligations.®

Chiron had accounts a Wells Fargo Bank (WFB) and Community Nationd Bank (CNB).” The
Managing Director was added to the bank’s records as an aitthorized signer on Chiron’s checks
in August 20028 Only one signature was required on Chiron's checks, and the Managing
Director maintained Chiron’s checkbooks.

3 Chiron’s Articles of Incorporation are dated April 8, 2002.

* According to aletter to Chiron from the Minneapolis Public Schools dated April 7, 2004, the Minneapolis School
Board voted not to renew Chiron’s sponsorship because it was no longer a“conversion” charter school, where
experienced teachers continued at the school. According to the letter, “[c]ontinuity was prevented because the
experienced teachers separated from the school.”

® See August 30, 2004 L etter from the Minnesota Department of Education (approving Pillsbury United
Communities as Chiron’ s sponsor).

® See February 18, 2005 Chiron Board meeting minutes.

" Chiron’s WFB account was opened in 2002. Chiron’s CNB account was opened on February 23, 2004.

8 The Managing Director became the sole signatory on Chiron’s WFB bank account as of February 2004. The
Managing Director was also the signatory on Chiron’s CNB account when it was opened in February 2004. The
Managing Director began working at Chiron in 2002. In a staffing proposal adopted at the September 26, 2002
Chiron Board meeting, Sheisidentified as Systems Director and Instructor. In Chiron’s Financial Report for the
year ended June 30, 2003, sheisidentified as the Director of District Services. She became the Interim Managing
Director at the November 4, 2003 Board meeting. At the December 16, 2003 Board meeting, the title was changed
from Interim Managing Director to Managing Director.
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Chiron had contracts with Stenmark, Inc., and Desgns for Learning for various accounting
srvices.  In addition, Chiron was required to have an annud financid audit® Maloy,
Montague, Karnowski, Radosevich & Co. (MMKR) completed Financia Reports of Chiron for
April 9, 2002 (date of inception) through June 30, 2002, and July 1, 2002 through June 30,
2003.1° However, the Financid Reports for July 1, 2003 through June 30, 2004 were never
completed because Chiron's financia records were not in order.

. Minnesota Department of Education Paymentsto Chiron

The Minnesota Department of Education paid Chiron over $4 million between 2002 and 2005.1*
We compared payments made by the Minnesota Department of Education with deposts in
Chiron's bank accounts. We found that al Minnesota Department of Education payments to
Chiron were deposited in Chiron’s bank accounts.*

Many of the Minnesota Depatment of Education payments are based upon the number of
sudents attending Chiron (the Average Dally Membership or “ADM”). Each school reports the
number of gudents atending the school to the Minnesota Department of Educetion. Fasdy
inflating the number of dudents attending a school inflates the amount of money pad to the
school by the Minnesota Department of Education.

We obtained from the Minnesota Department of Education a copy of a report dated January 3,
2005 submitted by Chiron to the Minnesota Department of Education that clams Chiron had a
total ADM of 13233 The report was completed and verified by The Managing Director.

It is our underganding that, after Chiron closed, the Minnesota Depatment of Education
conducted a review of the ADM reported by Chiron. As a result, we did not separately review
thisissue. However, during our review of documents, we found the following:

9 Charter schools are required to submit an audit report to the Commissioner of Education by December 31 each
year. See Minn. Stat. § 124D.10, subds. 6aand 8 (i).
10 For the fiscal year ended June 30, 2002, the audit was not timely filed with the Minnesota Department of
Education. See Chiron Financial Report from April 9, 2002 (date of inception) to June 30, 2002 (Finding 2002-3).
1 State payments to Chiron were as follows:

2002 $ 91445191

2003  $1,751,630.21

2004  $1,216,540.10

2005 $ 160,293.78 (through February 24, 2005)

Total:  $4,042,916.00
1270 conduct our review, we compared alist of Minnesota Department of Education payments to Chiron with
depositsin Chiron’s accounts.
13 Notations on the report show that it was updated on January 5, 2005 to reflect atotal ADM of 129. Thereportisa
“second update” for payments to be made January 30 through April 15, 2005. Intheinitial estimate report dated
June 15, 2004, the Managing Director estimated that the school would have an ADM of 115; in thefirst update
dated September 30, 2004, the Managing Director reported an ADM of 117.
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According to the October 4, 2004 Managing Director's Report to the Chiron Board,
Chiron's enrollment on the firg day of school in fdl 2004 was not the 120 students
Chiron had anticipated.

According to the December 8, 2004 Board meeting minutes, the Director reported to the
Board that enrollment was holding steady at 80.

Caravan Kids Catering confirmed in a fax dated December 3, 2004 that the new count of
students at Chiron was 76.

A former employee informed us that she was responsble for mantaning Spreadsheets
liging sudents attending Chiron. She provided us with a copy of the spreadsheets.
They show approximatey 75 students at Chiron as of December 2004. The former
employee informed us that she would provide the spreadsheet to The Managing Director,
upon request, once or twice a year.

A conaultant for Designs for Learning, informed us that she learned in February 2005
from the Minnesota Department of Education that Chiron had reported 129 students for
the 2004-2005 school year, but she learned from Chiron Board members that the actud
number of students at Chiron for the 2004-2005 school year was between 60 and 83
students.

According to the February 18, 2005 Chiron Board emergency meeting minutes, Chiron’'s
report to the State of 129 students included 75 students that either never came to Chiron
or came only briefly to Chiron.

CTC representatives dtated that, in February 2005, Chiron told them that Chiron had
about 125 students as of February 2005; but a vist to Chiron indicated to CTC that
Chiron only had approximately 80 students.

Based upon the documents available to us, it gppears that the Managing Director fasdy reported
to the Minnesota Department of Education the number of students attending Chiron, resulting in
inflated payments to Chiron.**

[1. Chiron’s Use of Federal Funds

As a new charter school, Chiron was digible for, and received, grant funds under the federd
Public Charter Schools Program. Prior to opening, and in the fal of 2002, Chiron received
$140,000 as a planning or start-up grant.*® Chiron then received two implementation grants, the
first for $150,000 (known as Subgrant 2), and the second for $150,000 (known as Subgrant 3).1°

4 According to a Chiron School Review dated December 7, 2003 by a consultant to the Minneapolis Public Schools,
the Minnesota Department of Education had been paying Chiron at a higher level than justified by the student
estimates due to “an ADM reporting error”, and would be lowering its payment amounts, but no penalty or revenue
recapture would occur at that time.

15 payments to Chiron were approved by the Minnesota Department of Education on May 2, 2002 ($80,000),

October 7, 2002 ($10,000), October 28, 2002 ($10,000), and December 9, 2002 ($40,000).

16 payments to Chiron for Subgrant 2 were approved on January 24, 2003 ($60,000), March 27, 2003 ($60,000), and
June 30, 2003 ($30,000). Paymentsto Chiron for Subgrant 3 were approved on October 22, 2003 ($50,000),

January 28, 2004 ($50,000), July 13, 2004 ($10,000), September 9, 2004 ($10,000), and September 27, 2004

($30,000).
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The Managing Director was Chiron's contact person on these grants. The Managing Director
submitted reports to the Minnesota Department of Education explaning how the grant funds
were used. We found that the Managing Director submitted fadse reports to the Minnesota
Department of Education regarding the use of these federd grant funds.

Specificaly, we reviewed Chiron’s find report for Subgrant 3, dated August 17, 2004, submitted
by the Managing Director to the Minnesota Depatment of Education.!’”  Subgrant 3 was
effective October 29, 2003, and ended October 28, 2004. All funds received under Subgrant 3
had to be expended or encumbered between those dates.'® Based upon this find report, the find
$30,000 of Subgrant 3 funds were released to Chiron.

Chiron's find Subgrant 3 report contained a narrative description and a four-page spreadsheet
dlegedly describing, in detail, how Chiron used the $150,000 in Subgrant 3 funds. The
Joreadsheet lised individud check numbers dlegedly reflecting expenditures of the grant funds.
The detail contained in the report prompted the Minnesota Department of Education to thank the
Managing Director for her “thorou?h, comprenensve and honest summary” of Chiron's third
and find grant under this program.’® In a darification email dated September 1, 2004, the
Managing Director reassured the Minnesota Department of Education that “[e]veryone has been
paid under this grant agreement.”

We found that Chiron misrepresented to the Minnesota Department of Education how Subgrant 3
funds were used® In addition, we found that federal funds were used for unalowable costs
under the federd grant, such as day-to-day operaions, ongoing expenditures not directly related
to initial start-up costs, student instruction, student field trips, and gift certificates?

Specificaly, $91,100 in Subgrant 3 funds were alegedly expended for materids, supplies and
equipment.??  In the narrative description of the report, the main category of these purchases
($48,850) was described as the purchase of “curriculum and ingructiond materids’ “in al the
core academic areas as well as at.” Funds were dso dlegedly spent on the acquistion of
computers and the purchase of a new computer server and related software ($40,000). Findly,
the purchase of “noningructional supplies’ alegedly included the purchase of paper, report
cards, school forms, and other genera office supplies ($2,250).

17 see Public Charter Schools Program Progress Report (final): Subgrant 3.

18 Expenditures could not be charged to the grant before the grant’ s official start date. All grant funds had to be
fully expended no later than 90 days after the end date on the grant agreement, or the date of close-out, whichever
occursfirst.

19 See August 19, 2004 email from the Minnesota Department of Education.

20 Although not discussed in detail inthis report, we found that reports submitted for the planning grant and
Subgrant 2 also appear to contain misrepresentations.

21 See, e.g., Minnesota Department of Education’s Federal Public Charter Schools Program (PCSP) General
Overview (August 7, 2003) and Federal Charter Schools Program (CSP) General Overview FY 2004 (updated
December 2003) (allowabl e activities; allowable costs determined by approved budget; listing examples of
unallowable costs). Further guidance on unallowable costs for federal grant awards are found in the Office of
Management and Budget Circulars A-87 (Cost Principlesfor State, Local and Indian Tribal Governments), and A -
122 (Cost Principlesfor Non-Profit Organizations). See also No Child Left Behind Act of 2001 (PL 107-110), Title
V, Part B; available on the U.S. Department of Education’ s website, www.ed.gov.

%2 These expenditures comprised “Project 5" of the grant.



Chiron Charter School
August 25, 2006

Page 6

However, for the $48,850 dlegedly spent on ingructiond materias and curriculum, we found
expenditures for such items as hedth insurance, food, and carpet cleaning services. For example,
we found:

Payment of $7,000 to “Ddta Science® was reportedy made for “ingructiond
materiag/curriculum.”  However, the Chiron WFB check for $7,000, was actudly made
payable to “CKC.” CKC sands for “Caravan Kids Catering” and was one of Chiron’'s
food service vendors.

Payment of $6,003.04 to “Scholastic’ was reportedy made for “instructiond
materids/curriculum.”  However, the Chiron CNB check for $6,083.84 was actudly
made payable to Hedlth Partners for group hedth insurance.?®

Payment of $4,99225 to “CMP Mah” was reportedy made for “ingtructiona
materids/curriculum.”  However, the Chiron WFB check for $4,992.25 was made
payable to Hedlth Partners for group hedlth insurance

Payment of $4,200 to “Acceerated Reader” was reportedly made for “ingructiond
materids/curricullum.”  However, the Chiron CNB check for $4,200, was actualy made
payable to Chiron Charter School, and appears to have been deposited in Chiron’s WFB
account.?®

Payment of $2536 to “Read Naturdly” was reportedy made for “ingructiond
materid<curriculum.”  However, the Chiron CNB check was never issued; it was
origindly written to Chiron employee 1 for $1,200, but the check was crossed out and
remainsin Chiron’s checkbook.?®

Payment of $2,277.17 to “CPS’ with a Chiron check was reportedly made for
“ingructiond  materidscurriculum.”  However, the Chiron WFB check for $2,277.17,
was ectudly made payable to “Jugt Cdl Mike” From invoices that we found in
Chiron's documents, it gppears that Chiron has purchased a variety of supplies from Just
Cdl Mike.

Payment of $1831 to “CPS’ was reportedy made for “indructiond
materids/curriculum.”  However, the Chiron a WFB check for $1,831.93, was actudly
made payable to “Just Cal Mike.”

Payment of $1,86808 to “Math Press’ was reportedy made for “ingructiond
maerid<curriculum.”  However, the Chiron CNB check for $218 was actudly made
payable to Chiron employee 1.2’

Payment of $946.12 to “Target” with a Chiron was reportedly made for “ingtructiond
materids/curriculum.”  However, the Chiron CNB check was actudly for $1,200, made

23 \We found only one Chiron check to Scholastic during Subgrant 3'stime frame: Chiron WFB check for $218.23.

24 \We did not find any Chiron checks to CMP Math during Subgrant 3'stime frame.

25 |t appears that the deposit in Chiron’s WFB account was needed to cover Stenmark and Minnesota Child Support
payments, and a $70 check to the M anaging Director. In addition, two Chiron WFB checksto the City of
Minneapolis were returned as “nsf” after the $4,200 deposit was made in Chiron’s WFB account. We did not find
any Chiron checksto Accelerated Reader during Subgrant 3’ stime frame.

26 We did not find any Chiron checks to Read Naturally during Subgrant 3'stime frame.

27 We found only one Chiron check to “Math Teacher’s Press” during Subgrant 3'stime frame: A Chiron WFB
check for $35.75. Wedid not find any Chiron checksto “Math Press’ during Subgrant 3'stime frame.
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payable to Chiron employee 1, with a notation of “recruitment” in the memo section of
the check.

Payment of $170 to “Lancaster” with a Chiron check was reportedly made for
“indructiond materids/curriculum.”  The same Chiron check was aso reported later in
the report as a $170 payment to “Office Depot” for norringructiond supplies. However,
the Chiron WFB check was actudly for $170 made payable to “Lancaster Dry Carpet
Cleaning” for carpet cleaning services,

Payment of $175 to Chiron employee 2 with a Chiron check was reportedly made for
“LA. & Mah (Remburg)” as pat of the “indructiond materidscurriculum’
expenditures®®  However, the Chiron WFB check was made payable to a Chiron
employee, and the memo section of the check contains the notation: “2 period teaching 2
10 days”

Payment of $258.30 to Chiron employee 3 with a Chiron check was reportedly made for
“Science (Reimbursem)” as pat of the “indructiond materids/curriculum”  expenditures.
However, we found an undated Request for Check from Chiron employee 3, for a tota of
$258.30. The expenditures included $82.77 for bookcases and crates, $34.61 for 65
notebooks, and $48.36 for files from Office Max.

Payment of $258.65 to the Managing Director with a Chiron check was reportedly made
for “indructiona materid<curriculum.”  However, we found receipts that gppear to
support the reimbursement paid with the Chiron WFB check and they included such
items as gift cards, ice, drinks, tablecloths, and candy.?® A notation on the check register
Stub states that the check was for Chiron’s “Spring FHing.”

Payment of $132.86 to Chiron employee 4 with a Chiron check was reportedly made for
“Lab (Reimbursement)” as pat of the “indructiond materids/curriculum”  expenditures.
We found a Request for a Check from Chiron employee 4, for a tota of $132.86. The
expenditures were described as “decorations for tdent show” and “gift certificates” and
the attached receiptsincluded $99.96 for six Target gift cards.

Payment of $22.40 to Chiron employee 5 with a Chiron check was reportedly made for
“ingructiona  materidScurriculum.”  However, we found two handwritten requests for
reimbursement from Chiron employee 5 totding $22.40. The attached receipts reflect
rembursement for parking and postage expenses related to specid education work
performed by Chiron employee 5.

Payment of $106.60 to the Managing Director with a Chiron check was reportedly made
for “indructional materiaScurriculum.”  However, the Chiron WFB check for $106.60
was issued to the Managing Director with a notation on the memo section of the check:

“Sam’s Club.”*°

Payment of $659.79 to the Managing Director with a Chiron check was reportedly made
for “ingructiond materids/curriculum.”  However, it gopears that the Chiron WFB check
was voided, and another Chiron WFB check was issued to the Managing Director

28 “L.A.,

" appearsto be an abbreviation for language arts.

29 The specific purchases are listed on Attachment E.
30 We found no supporting documentation for the reimbursement.
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indead. According to a notation on the memo section of the check, the reimbursement
was for “food and field trips”*

Payment of $49.97 to Chiron Employee 4 with a Chiron check reportedly made for “Lab
(Reimbursement)” as pat of the “indructiond maerids/curriculum”  expenditures.
However, we found two Requests for Check forms from Chiron employee 4 totaing
$49.97, that included rembursement for $28 paid for lost books from the Minneapolis
Public Library.

Payment of $31.50 to Chiron employee 2 with a Chiron check was reportedly made for
“LA. & Mah (Remburg)” as pat of the “indructiond materidscurriculum’
expenditures.  However, we found a Request for Check from Chiron employee 2 for
$31.50. The attached receipts were for five $5 gift cards at Target, and 13 notebooks.
Payment of $784.33 to “CPS’ with a Chiron check was reportedly made for
“indructiond materid/curriculum” expenditures.  According to the invoices from CPS
Co-op supporting this expenditure, the items purchased were office supplies such as
paper, a 3-hole punch, trash bags, highlighters, tissue, and towels.>2

Payment of $29.99 to the Didrict Secretary with a Chiron check was reportedly made for
“L.A. (Reémbursement)” as pat of the “indructiona materids/curriculum”  expenditures.
However, we found a Request for Check from the Didrict Secretary for $29.99,
describing the item purchased as “ phone’.

Payment of $57.65 to Chiron employee 4 with a Chiron check was reportedly made for
“Lab (Rembursement)” as pat of the “indructiona materids/curriculum”  expenditures.
However, we found a Request for Check from Chiron employee 4 for $57.65, seeking
payment for three hours worked at the Shool Fair ($45), and reimbursement for baloons
purchased for the School Fair ($12.65).

Subgrant 3's detailed spreadsheet submitted by the Managing Director reported how $2,250 was
dlegedly spent for “nonringructional supplies”  According to the narative, “non-ingructiond
supplies’ included the purchase of paper, report cards, school forms, and other generd office
supplies. However, we found:

Payment of $450.10 to “Office Depot” with a Chiron check was reportedly made for
“nonringtructional supplies” However, the Chiron WFB check was actually for $450.10,
made payable to “All Metro Glass’ for replacing a broken door light.

Payment of $170 to “Office Depot” with a Chiron check was reportedly made for “non
ingructional supplies” However, as discussed previoudy in this report, the Chiron WFB
check was actudly for $170 made payable to “Lancaster Dry Carpet Cleaning” for carpet
cleaning sarvices.

Payment of $500 to “Just Cdl Mike” with a Chiron check was reportedly made for “non
ingructiond supplies” However, a Chiron WFB check does not appear to have cleared
Chiron's WFB account. The duplicate copy of the check found in the check book register
shows that the Chiron WFB check was made payable to a painting supplies and service

31 We found no supporting documentation for the reimbursement.
32 As discussed next in this report, Chiron reported $2,250 in Subgrant 3 expenditures on “non-instructional
supplies.”
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provider for $500. The check register stub for a Chiron WFB check has a notation of
“painting supplies™3

Payment of $180 to “Office Max” with a Chiron check was reportedly made for “non
ingructional supplies” However, the Chiron WFB was actudly for $180, made payable
to “Qwest.”

Payment of $70 to “Armor” with a Chiron check, dated May 6, 2004, was reportedly
made for “non-ingructiona supplies” However, the Chiron WFB check was actudly for
$70, made payable to a person we understand is the spouse of a Chiron employee.
Notations in the memo section of the check and on the check regiser stub date
“Locks.”3*

Payment of $708.87 to “Brite Lite’ with a Chiron check was reportedly made for “non
ingructional supplies” However, the Chiron WFB check was actudly for $732.40, made
payable to Brite Lite, an dectricad contractor, for eectricd work completed in Chiron's
cafeteria®

Subgrant 3's fina report gates that $9,000 of Subgrant 3 funds were spent on the evauation and
modification of Chiron’s curriculum.  According to the narrative report, the main use of these
funds was the modification of the curriculum “to make it suitable for low-level readers and non-
readers.” Four core-curriculum teschers dlegedly met weekly during the summer of 2004 with
the Managing Director and a representative of the Minnesota Association of Charter Schools
(MACS) to evauate and modify Chiron’s curricllum for reading and math.3® According to the
narrative report, the four teachers and the Managing Director adso conducted planning regarding
discipline problems and staff development. However, we found that:

Payments to five daf membes for “Evduation/Modification of Curriculum”  were
reportedly made with Chiron checks for a tota of $5,100. However, the Chiron WFB
checks were never issued.

Payment to Chiron employee 6 for “Evduaion/Modification of Curricullum” was
reportedly made with a Chiron check for $1,700. However, the Chiron WFB check does
not gppear to have cleared Chiron's account. Furthermore, “Crowne Theater” was
written in pen on the duglicate check contained in Chiron's WFB checkbook was written
on the check register stub.®”

33 We found that this person was paid atotal of $3,021.88 for painting supplies and services in three checks.
34 \We located an undated invoice in the Chiron documents that reflected a charge of $70 from this person for one
lock and for lock installation. 1n the Chiron documents, we also found 2003 invoices from Armor Security, Inc., for
work related to keys and doors.
35 The Brite Lite invoiceis dated February 12, 2004.
36 \We located a summary of a Chiron Student Discipline Workshop printed on MACS stationary with the MACS
representative’ s name on it, dated March 25, 2004. We understand that the MACS representative left MACSin
approximately July 2004. We found two Chiron payments to him for work that appears to have been performed
after Subgrant 3 funding had ended: Chiron CNB checks for work performed in November and December 2004
(and for one day, date unknown), asitemized in a December 9, 2004 invoice; and another Chiron CNB check for
$1,000 for work performed in January 2005, asitemized in a January 25, 2005 invoice. We found no other Chiron
gayments to the MACS representative.

” Chiron’s WFB checking account was closed on October 26, 2004. Although Chiron’s checkbook provides
“duplicate originals,” any original writing on a Chiron WFB check duplicateis not legible.
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Payment of $1,100 to Chiron employee 3 with a Chiron check was reportedly made for
“Evaudion/Modification of Curricullum.” However, the Chiron CNB check was actudly
for $1,182.20, and appearsto reflect Chiron employee 3's regular paycheck.
Payment of $1,100 to Chiron employee 7 with a Chiron check was reportedly made for
“Evduation/Modification of Curriculum.” The Chiron CNB check was actudly payment
to Chiron employee 7 of $1,000 for “40 Hrs @ $25 — Summer Stipen” (Sic).

While reviewing Chiron's documents, we found that some Chiron employees were pad for
curriculum development that may have qudified as Subgrant 3 expenditures for the evauation
and modification of curriculum. However, theses payments were not reported on Subgrant 3's
find report. For example, Chiron employee 3, Chiron employee 6, and Chiron employee 8
receved payments that were identified with a notation “fed grant school/program planning.”
Those checks, dated September 30, 2004, totaded $2,500. The checks were dated after the
August 17, 2004 find report was submitted to the Minnesota Department of Education, and after
the find Subgrant 3 funds were approved for payment on September 27, 2004.38 In addition, we
found that Chiron employee 6 received a check dated August 27, 2004 for $3,975 with a notation
of “159 hours’ in the memo section of the check. We found handwritten notes regarding the 159
hours, and some of the work appears to have been related to curriculum.®®  Similarly, Chiron
employee 2 was paid $1,312.50 for 52.5 hours of unspecified work in a check dated July 30,
2004.%° Those payments were not included on the Subgrant 3 final report.*

Subgrant 3's find report dates that $10,000 was used for printing costs, mailings, and
advertisng in various media, as part of Chiron’s efforts at marketing and recruiting. We found:

Payment of $2,646.42 to the Star Tribune was reportedly made with a Chiron check. We
found the invoice that appears to be related to that payment. The billing date of the
invoice is September 30, 2003, for ads that appear to have run in September 2003, prior
to the October 29, 2003 start date of Subgrant 3. The invoice dso included a baance
forward amount of $150.10.%2

Payment of $682 to “Dunwoody” was reportedly made with a Chiron check. We found
the invoice related to that payment. The billing was for behavior notice forms and
behavior reporting forms.

38 See Minnesota Department of Education Grant Agreement Payment Request dated September 27, 2004 (final
$30,000 approved).

39 The handwritten notes regarding Chiron employee 6's hours for June through August 13, 2004 do not specify how
many hours were spent on each type of work performed by Chiron employee 6 over the summer.

“0 The check includes payment for 52.5 hours at $25 per hour, plus reimbursement of $55.66 for supplies, according
to a notation in the memo section of the check. (52.5 hours X $25/hr = $1,312.50; $1,312.50 + $55.66 = $1,368.16)

We located alisting of 47.5 hours of work that Chiron employee 2 performed in July 2004, but the listing does not
identify how Chiron employee 2 spent her time.

1 \We found that other employees were paid for time allegedly spent “recruiting” during the summer of 2004. The
Subgrant 3 report has a separate section for the reporting of recruitment hours. Those payments are discussed later
in thisreport.

2 \We also located an invoice for $150.10. The balance on that invoice was included on the September 30, 2003
invoice, for atotal of $2,496.32. The amount paid in Chiron WFB check ($2,646.42) appearsto have paid the
$150.10 hilling twice. ($2,496.32 + $150.10 = $2,646.42)
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The find report for Subgrant 3 dates that payment of $2,500 was made to the Minnesota
Association of Charter Schools (MACS), for MACS membership, with a Chiron check.
However, we found that the Chiron WFB check was actudly for $900, made payable to a person
who did deaning for Chiron. We found only one Chiron check payable to MACS during
Subgrant 3's effective dates, a check for $25, which MACS informed us was payment for Board
training.** MACS confirmed that Chiron did not pay the MACS membership fee for either 2003-
2004 or 2004-2005.

We dso reviewed how much the Managing Director clamed that MACS was paid under dl
three of Chiron's federal grants (the planning grant, Subgrant 2, and Subgrant 3). Under the
planning grant, the Managing Director clamed that MACS was paid $4,000; under Subgrant 2,
the Managing Director claimed that MACS was paid $5,000** Therefore, under the planning
grant, Subgrant 2 and Subgrant 3, the Managing Director clamed that MACS was paid a total of
$11,500. MACS informed us that Chiron paid MACS only a tota of $5,125*° Therefore, under
the three federd grants, it gppears that the Managing Director over-reported payments to MACS
by $6,375.

The find report for Subgrant 3 states that Designs for Learning was paid a tota of $15,000:
$10,000 for work on an accountability system to produce an annua report for 2003 — 2004 that
addressed Chiron's improvement plan goads, and $5000 for grant adminidration related to
Subgrant 3. The payments were reportedly made in a Chiron check. A Chiron WFB check was
made out for $17,750 to Designs for Learning, but that check does not appear to have cleared
Chiron’s accounts. Instead, Designs for Learning was paid $750 in a WFB check and $17,000 in
a Chiron CNB check. From Designs for Learning, we obtained copies of invoices for Chiron and
Chiron's payment history. They show that the two checks Chiron wrote to Designs for Learning
during the Subgrant 3 time period were payments for work performed in August 2003 ($750),
and for work performed under Subgrant 2 ($17,000).*° Designs for Learning invoices under
Subgrant 3 remained unpaid.*’

We ds0 reviewed how much the Managing Director clamed Designs for Learning was pad
under dl three of Chiron's federd grants. Under the planning grant, the Managing Director
clamed that Designs for Learning was paid $15,000; under Subgrant 2, the Managing Director

“3 See Chiron WFB check # 1553. MACS confirmed that the $25 payment was the only payment MACS received
during Subgrant 3's effective dates.

44 The report for the planning grant did not reference specific checks. However, the Managing Director reported in
the final expenditure report for Subgrant 2 that MACS was paid $5,000 for MACS membership in a Chiron check.
However, the Chiron WFB check was actually for $750, made payabl e to the District Secretary.

S MACS also provided us with copies of unpaid Chiron invoices totaling $10,756.72.

46 See Designs for Learning invoices dated June 30, 2003 and December 15, 2003, each for $8,875 (each for 50%
progress billing on Subgrant 2 work). The documents also show that Designsfor Learning wrote off $750 from the
invoices as abad debt. ($8,875 + $8,875 = $17,750; Chiron paid $17,000, a difference of $750)

47 A Designs for Learning invoice dated M ay 10, 2004 covered 50% progress billing for Chiron’s annual reports for
2003 and 2004, and for financial administration of Subgrant 3. That invoice remained unpaid.
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camed that Designs for Learning was paid $15000.*% Therefore, under the planning grant,
Subgrant 2 and Subgrant 3, the Managing Director clamed that Designs for Learning was paid a
totd of $45,000. Designs for Learning's records show that, in total, Chiron only paid $32,750 to
Designs for Learning.*® Therefore, under the three federa grants, it appears that the Managing
Director over-reported payments to Designs for Learning by $12,250.

Subgrant 3's find report Sates that $6,000 was spent on “Equipment (Technology).”
Specificdly, CDWG was reportedly paid $6,000 for technology equipment in Chiron check #
4045 dated June 4, 2004. The Chiron CNB deck was actualy payable to the Digtrict Secretary
for $1,008.05. However, Chiron did pay $5,480.11 to CDWG in a different Chiron CNB check
after the August 17, 2004 fina report was submitted for gpprova to the Minnesota Department
of Education.™®

It dso gppears tha an amendment to Subgrant 3 was not properly signed. Subgrant 3 was
origindly for $125,000, but was later increased to $150,000. As a result, an amendment to the
origind grant agreement was required. The amendment appears to have been signed on June 23,
2004, by Chiron employee 3, who was also a Chiron Board member and the District Secretary.

Both Chiron employee 3 and the Didlrict Secretary’s title on the amendment agreement is dated
as “Boad” According to the meeting minutes, the Didrict Secretary was never a Board
member, and we know of no authori?/ for the Didrict Secretary to Sgn the amendment to the
grant agreement on behaf of the Board.®

V. Chiron Paymentsto The Managing Director

We reviewed originad cancelled checks, or copies of cancelled checks, written on Chiron's WFB
and CNB checking accounts®® The checks were signed by The Managing Director.  We found
the Managing Director was paid a totd of $177,195.52 during the time period January 1, 2003
through February 25, 2005. These checks were dlegedly for one of three purposes. loan
repayments, payroll, or the rembursement of expenses.

“8 The report for the planning grant did not reference specific checks. However, the Managing Director reported in
the final expenditure report for Subgrant 2 that Designsfor Learning was paid $5,000 for grant administrationin a
Chiron check. We found that the Chiron WFB check was actually for $200, and made payable to Chiron employee
4. The Managing Director reported in the final expenditure report for Subgrant 2 that Designs for Learning was also
paid $10,000 for an accountability system in a Chiron check. However, the Chiron WFB check cleared Chiron’s
account two times— according to Stenmark’ s records, the check cleared once as a $254.50 payment to the City of
Minneapolis, and once as a $489.24 payment to Citicapital Commercial. We did not locate the duplicate original of
the check(s), and the check register stub for the Chiron WFB check is blank.

49 Designs for Learning also informed us that unpaid Chiron invoices total $40,330.

%0 \We found no supporting invoice for the expenditure, although we located a charge of $13.65 for next day delivery
service on August 27, 2004 for amailing to CDW Government.

*1 The Minnesota Department of Education sent an email to the Managing Director confirming that two signatures
were needed on the amendment, and explaining that “usually it’s the board chair and treasurer or another board
officer.”

*2 The documents were obtained from Stenmark, Designs for Learning, CTC and Chiron.
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Based upon our review, it appears that 1) the Managing Director paid hersdf $7,150 more in
Chiron funds than any “loans’ she may have made to Chiron; 2) the Managing Director pad
hersdf $4,352.88 in Chiron funds for unauthorized “payroll” checks, 3) the Managing Director
pad hersdf an additiond $7,312.05 in questionable “payroll” checks, and 4) the Managing
Director paid hersdf $7,568.03 in reimbursements for which no supporting documentation was
found.

A. The Managing Director’s Alleged “Loan” to Chiron

During the time period January 1, 2003 through February 25, 2005, the Managing Director
received checks from Chiron dlegedly for payroll and for the rembursement of expenses. In
addition to these checks, the Managing Director received an additiond $48,450 from Chiron.
Severd of these additiond checks contained a notation from the Managing Director indicating
that the checks were repaying the Managing Director for a loan that the Managing Director
dlegedly made to Chiron.>® Based upon our review, it appears that some of The Managing
Director’s representations about loan repayments were fase, and resulted in payments to which
the Managing Director was not entitled.

According to Stenmark, Desgns for Leaning and Center for Training Caears (CTC)
representatives, the Managing Director informed them that she wrote hersdf checks from the
Chiron accounts to repay loans that she had made to the school. A Desgns for Learning
representative said that the Managing Director told her that the Managing Director had loaned
Chiron $23,000.00 during the 2003-04 school year. The CTC representative said that the
Managing Director told him the Managing Director had loaned Chiron $22,000, and she made a
check out to hersdf when she needed it.

We reviewed depodts into Chiron's accounts from the time period January 1, 2003 through
February 28, 2005.>* Basad upon the information available to us, it appears that the Managing
Director deposited $41,300.00 from her persona accounts into Chiron’s accounts. The results of
our review arereflected in Attachments A and B.

We then compared the $41,300.00 in deposits that the Managing Director appears to have made
into Chiron's accounts with payments Chiron made to Ms. Laxton. It gppears that the Managing
Director repaid hersdf at least $48,450.00 from the Chiron accounts. Based upon our review, it
gppears that some of The Managing Director’'s “loan repayment” clams were fdse, and resulted

53 For example, anotation on one of the Chiron checks the Managing Director wrote to herself states: “loan
repayment $12,000 of $23,000". Another check had a notation of “500.00 repayment of 5000.00, 4500 remain” on

the stub in the check register; however, Stenmark was later informed that the check was for “reimbursement for non-
classroom supplies”.

%4 We reviewed deposit information for Chiron’s CNB account from the date the account was opened (February 23,
2004) through February 28, 2005. We reviewed WFB statements from January 1, 2003 through October 26, 2004,

the date the account was closed. We received some, but not all, deposit detail from Chiron’s WFB account.
Complete deposit detail for Chiron’s WFB account should allow us to verify whether the depositsinto the account
were actually from the Managing Director or from another source.
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in payments to the Managing Director of at least $7,150.00 to which she was not entitled. The
results of our review are reflected in Attachment C.

One of the “loan repayment” checks to the Managing Director was written on a Chiron check
taken out of sequence, from the end of the checkbook. The check was a CNB check for
$1,000.00. The CTC representative said that he questioned the Managing Director about why
the check was written out of sequence, and from the back of the checkbook; the Managing
Director told him that she was repaying hersdf a loan. However, it appears tha this clam was
fdse because any “loans’ the Managing Director may have made to Chiron had aready been

fully repaid.

Dedgns for Learning, Stenmark, and the CTC representatives told us that they requested, but
never recaved, written documentation regarding the dleged “loans’ by the Managing Director.
The CTC representative told us that the Managing Director told him that the iecord of her “loan”
to Chiron was in the Chiron Board meegting minutes. We reviewed the Board meeting minutes
that Chiron provided to us®® They do not show Board discussion or approva of the aleged
“loans’ by the Managing Director.>® In addition, according to two Board Members, the Chiron
Board did not know about the Managing Director's dleged loans to the school until February
2005. We found no other documentation supporting the aleged “loans.”

B. “Payroll” Checksto The Managing Dir ector

Chiron hired Stenmark to prepare Chiron's payroll checks, and to provide other financia
savices to Chiron.  However, on severa occasons, the Managing Director did not use the
checks prepared by Stenmark. Instead, she wrote manua checks to pay herself and other Chiron
employees.

We reviewed Chiron “payrall” checks to the Managing Director for the time period January 1,
2003 through February 25, 2005, including both payroll checks created by Stenmark, and manua
checks that the Managing Director wrote to hersdf and identified as a form of compensation.
Based upon our review, it gppears that the Managing Director received $4,352.88 more in
“payroll” checks than she was authorized to receive®’ We found an additiona $7,312.05 in
“payroll” payments that are questionable. The results of our review are contained in Attachment
D.

%5 Minnesota law requires charter schools to maintain meeting munites. See Minn. Stat. § 124D.10, subd. 6a(2004).
%8 The Board meeting minutes reflect Board authorization for other loans received by Chiron. Specifically, the
Board approved Chiron obtaining aline of credit. See December 16, 2003 Chiron Board meeting minutes. On
February 23 2004, Chiron obtained Loan No. 30975 for $25,178.09 and a $100,000 line of credit (Loan No. 30976)
from CNB. According to aCNB commercial lending officer, Loan No. 30975 was used to pay off a Community
Loan Technologies loan to Chiron. According to the November 10, 2004 Chiron Board meeting minutes, the
Managing Director reported that the $100,000 line of credit was paid off, and she sought and obtained approval to
seek a$50,000 line of credit at CNB.

57 Chiron employees were to be paid every two weeks. We compared checks the Managing Director received asa
form of compensation with Chiron payroll dates from January 1, 2003 through February 11, 2005.
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Specificdly, we found $4,352.88 in “payrall” checks to the Managing Director that gppear to be
unauthorized:

In a handwritten check dated February 3, 2005, the Managing Director advanced herself
$600.00 for her February 11, 2005 paycheck, but then paid hersdf her full sdary on
February 11, 2005.°8

The Managing Director received two checks dated November 30, 2004, for the
December 3, 2004 payroll date, resulting in $1,876.00 in unauthorized payments.>®

The Managing Director received a handwritten payroll check dated April 16, 2004,
resulting in $1,876.88 in unauthorized payments. The April 16, 2004 check contained a
notation in the memo section of the check gating: “replace lost check.” The Managing
Director's Stenmark-prepared payroll check dated April 9, 2004 did not clear Chiron’'s
bank until June 1, 2004. Therefore, the April 9, 2004 check may have been “log”
temporarily, but was gpparently “found” and negotiated, resulting in double payment for
the April 9, 2004 pay period.®°

In addition to the $4,352.88 in unauthorized “payroll” payments, we question whether the
Managing Director was authorized to receive an additiond $7,312.05 in “payrall” payments.
Specificdly, we found:

The Managing Director paid hersdf an additiond $100 in the January 28, 2005 payroll
check. According to a note to Stenmark, who was preparing Chiron's payroll checks, the
additiona $100 was for “overtime pay 1-21-05” We question whether, as a sdaried
employee, the Managing Director was entitled to recelve this “overtime pay.”

The Managing Director paid hersaf $2,561.94 in a check dated December 17, 2004. The
Managing Director received the payment after she notified Stenmark, that she was to
recave payment for 15 vacation days that she had not taken. In the documents we
recaved from Stenmark, we found a letter on Chiron letterhead dated December 15,
2004, that is sgned with a Chiron's Board Chair's name, dating that the Managing
Director was to receive payment for 15 days of unused vacation from the 2003-2004
school year.®!

*8 The Managing Director's February 11, 2005 payroll check was prepared by Stenmark, based upon The Managing
Director’s authorization faxed to Stenmark on February 9, 2005.

%9 One of the checks was prepared by Stenmark, based upon The Managing Director's authorization faxed to
Stenmark on November 29, 2004; the other was handwritten by Ms. Laxton. The reverse side of the handwritten
check contained the following notice: “The undersigned Payee, in endorsing this check declares that the sameis

received

in payment of ajust and correct claim against CHIRON Charter School, and that no part of it hasheretofore

been paid.” See Minn. Stat. 8§ 124D.01, subd. 8 (i), 471.38 and 471.391. The handwritten check was endorsed by
the Managing Director. Any person who willfully and falsely makes the declaration provided for in Minn. Stat. 88
471.38 and 471.391 is guilty of afelony. Minn. Stat. § 471.392 (made applicable to charter schoolsin Minn. Stat. 8

124D.01,

subd. 8 (i)).

%0 The Managing Director also received a Stenmark-prepared paycheck for the following pay period ending April

23, 2004.

®1 During our review of documents, we also found an unsigned Settlement Agreement and Release of Claims. In
addition to having Chiron’s insurer pay the Managing Director $75,000.00, it appears that Chiron agreed to provide
the Managing Director with “ten additional personal daysto be taken at her discretion by December 31, 2004.”
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The Managing Director received $1,875.11 in a check dated September 5, 2003. We
found a note that afpeers to be written by Stenmark indicating that the check was for two
weeks of vacation.®

The Managing Director received $1,500 in a check dated February 11, 2003. In the
memo section of the check is a notation: “30 hrs @ 50" and “School Stipen” (sic).
However, the Managing Director received paychecks for the pay periods surounding
February 11, 2003, causing us to question the additional 30 hours of pay.®*

The Managing Director received $1,275 in a check dated January 3, 2003. In the memo
section of the check is a notation: “Stipen — Scheduling.” However, the Managing
Director recelved paychecks for the pay periods surrounding January 3, 2003, causng us
to question the additiona pay.®*

We did not find the Managing Director’s contract with Chiron in the documents we received.
However, we found “Projected Expenditures’ documents included with Chiron's Board of
Directors meeting minutes, and Chiron’s 2003-2004 projected budget submitted to the Minnesota
Department of Education as part of Chiron's 2002-2003 Annua Report®® The documents
provide gross sdaries for various Chiron employees. The Managing Director's gross sdary for
fiscal years 2003-2004 and 2004- 2005 is consistently reported as $52,500.%°

However, we found that Chiron paid the Managing Director more in compensation than the
$52,500 per year that she reported in Chiron's financid documents.  Specificdly, we found that
Stenmark first began to prepare payroll checks for the Managing Director for the two-week pay
period ending September 13, 2002. Based upon a fax authorized by the Managing Director,
Stenmark calculated the Managing Director’s pay to be $46,000, spread over 20 pay periods
(through June 20, 2003).°” Stenmark was then informed of a sdary change for the Managing
Director, retroactively effective to August 19, 2002. Stenmark was instructed to pay the
Managing Director $52,000. Stenmark first calculated the $52,000 spread over 26 pay periods (a

%2 We did not find an employment contract for the Managing Director in the documents we received. Therefore, we
were unable to determineif the additional vacation pay was authorized.

%3 The Managing Director received apayroll check for $1,600.92 dated February 14, 2003, and a payroll check for
$1,484.03 dated January 31, 2003.

%4 The Managing Director received apayroll check for $1,717.21 dated January 17, 2003, and a payroll check for
$1,596.69 that was also dated January 3, 2003. We noticed that on January 3, 2003, other Chiron employees also
received checksfor “stipens’ (sic). The January 2003 stipends ranged from $75 to $530.

%5 From the meeting minutes, it appears that the Managing Director prepared the documents and presented them to
the Chiron Board. The 2003-2004 budget adopted by the Board at its November 4, 2003 meeting differed from the
2003-2004 budget sent to the Minnesota Department of Education; the difference was based on the number of
students attending Chiron (85 or 75 students).

%6 See, e.g., FY 2003-2004 Projected Expenditures Revised 11/04/03 accepted at the November 4, 2003 Board
Meeting (see meeting minutesitem 5; budget revised to reflect 75 students); and FY 2004-2005 Projected
Expenditures August 14, 2004, adopted as Chiron’ s budget at the August 17, 2004 Board Meeting (see meeting
minutesitem 6). The FY 2003-2004 document expressly states that the $52,500 salary is for a52 week work
schedule. See also Chiron Projected Budget, 2003-2004 attached to Chiron’s 2002-2003 Annual Report (director
paid $52,500 for 52 week work schedule). Fiscal year 2004 - 2005 is July 1, 2004 through June 30, 2005; fiscal year
2003 — 2004 is July 1, 2003 through June 30, 2004.

%7 The fax was sent on September 11, 2002. $46,000/ 20 = $2,300. At $2,300 per two-week pay period, The
Managing Director’ s annual salary for 52 weeks would have been $59,800 ($2,300 X 26 pay periods = $59,800).
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full caendar year; $52,000 / 26 pay periods = $2,000 per pay period). However, Stenmark was
then ingructed to didribute the Managing Director's $52,000 sdary over 22 pay periods (10
months, the school year).®® Thus, Stenmark caculated the Managing Director’'s gross pay for
each two-week pay period to be $2,363.64.2° During the rest of her employment with Chiron,
the Managing Director continued to be pad at the rate of $2,363.64 per pay period. The
Managing Director was pad during the entire cdendar year. As a result, the Managing
Director's actud yearly gross contract salary amount was $61,454.64, not $52,500 as the
Managing Director reported to the Board, and as approved by the Board in Chiron’s budgets.”

However, in addition to recelving pay under her contract, the Managing Director receved
various other forms of compensation from Chiron. As a result, Stenmark reported The Managin
Director's gross pay for tax purposes as $67,363.74 for 2004, and $63,818.28 for 2003."
Based upon Stenmark’s cdculation, it gppears that the Managing Director understated her
compensation on the financid documents presented to the Board, by $14,863.74 in 2004 and by
$11,318.28 in 2003.

C. Questionable “Reimbur sements”

In addition to checks for “payroll” and “loan repayments” the Managing Director wrote hersdf
Chiron checks that alegedly were for the rembursement of expenses. These “reimbursement”
checks total $16,854.71 for the time period January 1, 2003 through February 25, 2005. The
results of our review are contained in Attachment E.

We reviewed the documentation supporting these reimbursements, including miscellaneous loose
receipts, provided to us by Chiron, CTC, Designs for Learning and Stenmark. We were unable
to find supporting documentation for $7,568.03 of the reimbursements.

When requesting reimbursement for expenses, Chiron employees were to complete a “Request
for Check” form describing the item purchased, and attaching receipts to the form.  The form
contained a space for the requester to dgn, cetifying tha the clam agangt Chiron for
reimbursement was true and correct. The form aso contained a space where the request could
then be approved for payment.

We found that the Managing Director issued rembursement checks to hersdf and to others
without consgently requiring completion of the “Request for Check” form or submisson of

®8 |n afax to Stenmark dated October 9, 2002, the Managing Director authorized a changein her pay to “The new
rate which you are aware of.” Using the 22 pay periods for the school year appears to be consistent with the
L eadership Staffing Proposal adopted at the September 26, 2002 Chiron Board meeting which statesthat the
groposal was based on the school year “ August 19, 2002 to June 18, 2002" (sic).

® $52,000/ 22 pay periods = $2,363.64.
70 $2 363,64 X 26 pay periods = $61,454.64.
" W-2 forms are used to report wages. For calendar year 2003, Stennerk also prepared a Form 1099 for individuals
paid miscellaneous, non-employee compensation by Chiron. Stenmark prepared W -2 forms for calendar year 2004,
but not Form 1099s because, as of July 1, 2004, Stenmark was only hired to prepare Chiron’s payroll, not to perform
general accounting services. No Form 1099 was found for the Managing Director for 2003.
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supporting receipts. At times, the Managing Director issued checks to hersdf without a second
person approving the payments.

Severd of the Managing Director's “rembursement” checks raise specific concerns beyond the
lack of supporting documentation for the dleged expenses and the lack of internal controls
reflected in the rembursement procedures. For example we found the following
rembursements:

The Managing Director was reimbursed $281.62 for “staff gifts”’® The purchases
induded gift cards. Generaly, public funds may not be used for enployee gifts”® We
found a reference to a December 15 Winter Frolic in the Managing Director’s Report to
the Chiron Board dated January 19, 2005. Specificdly, the Report stated that the Winter
Fralic had an excdlent turnout, and many families went home with gift certificates (one
per family). Therefore, we are unable to determine whether the gift cards were for Saff
members or for sudents families. In any event, we question the use of public funds for
gift certificates, even if the gift certificates were given to students’ families.”

The Managing Director was reimbursed $96.70 with no supporting documentation. The
memo section of the check indicated an asset & gift certificates were purchased. The
current location of the asset is unknown.

The Managing Director was reimbursed $179.99 for an assat. The current location of the
asst is unknown.

The Managing Director was reimbursed $950.00 for “Deposit for Dinner; Winter Frolic
12-15-04" with no supporting documentation. From the documents available to us, we
were unable to determine what deposit was required for this event.

The Managing Director was reimbursed $563.09. We did not locate a Chiron “Request
for Check” form for this rembursement. However, a Designs for Learning representetive
informed us that she found loose receipts when she went to Chiron in early 2005 and
attempted to organize Chiron’s records. For this reimbursement check, she found a
receipt totaling $565.19.”° The recdpt included the purchase of an asest.’”® We are
unable to verify a this time that the November 15, 2004 purchase was made by the

"2 See Chiron CNB check # 4533 to Kristin Laxton dated December 17, 2004.

"3 See, e.g., Ops. Att'y Gen 107-a-3 (January 22, 1980), 270-D (August 12, 1977)(prohibiting retroactive pay

increases or bonuses to public employees), 59-A-3 (May 21, 1948) and 59a-22 (December 4, 1934). See also

School District Expenditures, by Mark F. Kerr, Assistant Legal Counsel, State Auditor’ s Office at page 6 (available

at: http://www.osa.state.mn.us/other/educationalmaterials/public_purpose school _districts.pdf ).

" 1n contrast, the Interim Managing Director’ s Report for December 2003 solicits the donation of prizes for

Chiron’s Winter Family Fun Night to be held December 17, 2003. The donation of prizesis permitted.

> The Designs for Learning representative found no other receipts that appeared to support the reimbursement
reflected by Chiron check. There were also numerous |oose receipts in the documents we received from Chiron. We
found no other receipts that appeared to support this reimbursement.

" The total consists of merchandise of $536.80 and tax of $28.39 for a total of $565.19. The items purchased
included an asset for $399.99, an asset for $99.99, an asset for $15.83, and an asset for $20.99. According to the
receipt, $600 in cash was used to pay for the purchase. If this reimbursement is for the purchase, the amount of the
reimbursement is short by $2.10. [$565.19 — $563.09 (Chiron CNB check) = $2.10]]
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Managing Director for Chiron, or was reimbursed in the November 24 check. However,
the current location of the asset reflected in the receipt is unknown.””

The Managing Director was reimbursed $500.00 for “open house & painting,” according
to the notation on the memo section of the check. We question the even dollar amount of
this reimbursement with no supporting documentation.  In addition, we found other
Chiron checks that appear to have paid expenses rdated to the “open house” and painting
supplies.

The Managing Director was rembursed $200.00 for “supplies reimbursement,”
according to the notation on the memo section of the check. We question the even dollar
amount of this reimbursement with no supporting documentation. ’®

The Managing Director was reimbursed $746.38 for an asset and supplies.”® The current
location of the asset is unknown.%°

We suggested Interviews with former Chiron gaff may provide further indght regarding these
and other “reimbursement” checks received by the Managing Director.

V. Debits from Chiron’s Accounts

In addition to reviewing check activity in the Chiron accounts, we reviewed other debits from the
Chiron accounts. The results of our review are contained in Attachments F and G.

It appears that most of the debits are related to Chiron, or a known Chiron vendor. However, we
could not identify the following debits, and therefore we could not determine whether they were
personal expenditures, or Chiron expenditures:

$330.18 debit from Chiron's CNB account. The only explanaion for the debit on the
bank statement was. “Purpwer Speedpay Speedpay Purchase Power.” CNB was unable
to provide us with additiond information about the debit.

$1,477.35 debit from Chiron's WFB account on October 24, 2003 for “T-Mobile Pcs
Svc.” In a check dated October 15, 2003, Chiron reimbursed the Managing Director
$1,412.31 for portions from five months of The Managing Director's persond AT&T
cdlular tdlephone bills®®  Prior to August 2003, “Verizon Wirdess Epayments’ were
deducted from Chiron's WFB account. Additiond “T-Mobile Pcs Svc” debits from

" The Minnesota Department of Education informed us that they did not recall seeing the asset at Chiron when
Chiron closed. The Academy of Bioscienceinformed us that they did not receive any like assets.

8 Other checks to the Managing Director with even dollar amounts and no supporting documentation included
reimbursements of $70 and $45.

"9 See Chiron WFB check to the Managing Director for $3,505.12. The Request for Check form signed by the
Managing Director supporting this reimbursement included several supporting receipts, including a November 28,
2003 receipt for the assets.

8 The Minnesota Department of Education informed us that they did not recall seeing an asset at Chiron when
Chiron closed. The Academy of Bioscience informed us that they did not receive any assets.

81 See Chiron WFB check for $2,336.32. Documentation supporting the reimbursement was comprised of several
items, including the summary portion of The Managing Director's AT&T cellular telephone bills for March, April,
June, August and September 2003 totaling $1,412.31. No detailed statements itemizing the calls were provided.
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Chiron's WFB account occurred in January and April 2003. It is unclear which
telephone service(s) Chiron was actudly using.

We adso found that Chiron paid $2,366 in overdraft charges on its CNB account during the time
period February 23, 2004 through February 28, 2005. We found that Chiron paid $2,460 in “nsf”
(not sufficient funds) and overdraft fees on its WFB account during the time period January 2003
through October 2004. With proper fiscal oversight, Chiron would have avoided these charges.

VI.  Chiron Paymentsto Other Chiron Employees

During our review of Chiron's checking account activity, we found that several Chiron
employees received unauthorized “payroll” checks.  Specificaly, we found payments of $6,970
to the Didtrict Secretary that appear to be unauthorized, and additional payments of $1,200 that
gppear questionable.  We found that other employees received “sipends” “payroll advances’
and other payments for which we found no supporting documentation. Findly, we found
documentation that another employee appears to have made a“loan” to Chiron.

A. Paymentsto the District Secretary

We reviewed checks nade payable to Chiron's Digtrict Secretary, from Chiron's WFB and CNB
accounts for the time period January 1, 2003 through February 25, 2005 (when Chiron closed).
The Didrict Secretary received checks from Chiron for payroll and for the reimbursement of
expenses. The Managing Director sgned dl of the checksto the Didtrict Secretary.

1 “Payroll” CheckstotheDistrict Secretary

During our review, we found that the Digtrict Secretary gppears to have recelved a least $6,970
in unauthorized “payroll” checks. Our review isreflected in Attachment J.

The District Secretary was paid $15 per hour while employed a Chiron.%? As noted earlier in
this report, Chiron employees were paid every two weeks. The Didlrict Secretary’s gross pay,
therefore, for atwo-week pay period was $1,200 (80 hours X $15/hour = $1,200).

It gppears that the Didrict Secretary may have receved a least $6,970.00 in unauthorized
“payrall” payments. Specificdly, we found:

The Digtrict Secretary was paid $300.00 as an “advance’ for her February 11, 2005
paycheck; however, the Managing Director then reported to Stenmark that only $200 hed
been advanced to the Didrict Secretary, resulting in an unauthorized payment of $100 in
the Didtrict Secretary’ s February 11, 2005 paycheck.

The District Secretary was paid an “emergency advance’ of $1,700.00 in a check dated
January 28, 2005; that amount was not deducted in future paychecks.

82 We did not locate a contract between Chiron and the District Secretary in the documents that we reviewed. Most
full-time Chiron employees were salaried, rather than hourly, employees.



Chiron Charter School
August 25, 2006

Page 21

The Didrict Secretary was paid $600.00, dlegedly for forty hours, in a check dated
January 4, 2005; however, the Digtrict Secretary was paid for 80 hours in the pay period’'s
prior and subsequent to January 4, 2005.

The Didrict Secretary was paid $600.00, dlegedly for forty hours, in a check dated
September 16, 2004; however, the Didtrict Secretary was pad for 80 hours in the pay
periods prior and subsequent to September 16 2004.

The Didtrict Secretary was paid $120 for “8 hours recruiting” in a check dated August 10,
2004, and $600 for “40 hours recruitment” in a check dated July 30, 2004; however, the
Didrict Secretary was paid for 80 hours in the August 13, 2004 and July 30, 2004
paychecks.  Furthermore, a the Managing Director's and the finance committee's
request, the Didtrict Secretary’s podtion gppears to have been reduced from full-time to
Yrtime, according to the June 22, 2004 Chiron Board meeting minutes. The minutes
reflect that the Didrict Secretary’s postion was returned to full-time datus a the August
17, 2004 Chiron Board meeting. However, the payroll checks to the District Secretary do
not reflect these changes. Ingtead, the Digtrict Secretary was pad for full-time work, plus
48 additionad hours dlegedly spent recruiting.

The Didtrict Secretary was paid $300.00, dlegedly as a payroll advance, in a check dated
June 7, 2004; however, the Didtrict Secretary was paid for 80 hours in the pay periods
prior and subsequent to June 7, 2004.

The Didtrict Secretary was paid $600.00, dlegedly as a payroll advance, in a check dated
May 28, 2004; however, the District Secretary was paid br 80 hours in the pay periods
prior and subsequent to May 28, 2004.

The District Secretary was paid $375.00 in a check dated May 14, 2004 that appears to
have been coded as a payroll check by Stenmark; however, the Digtrict Secretary was
paid for 80 hoursin the pay periods prior and subsequent to May 14, 2004.

The Didtrict Secretary was paid $300.00, dlegedly for twenty hours of work, in a check
dated April 27, 2004; however, the Didrict Secretary was paid for 80 hours in the pay
periods prior and subsequent to April 27, 2004.

The Digtrict Secretary was paid $300.00 in a check dated April 15, 2004; however, the
Digtrict Secretary was paid for 80 hours in the pay periods prior and subsequent to April

15, 2004.

The Didtrict Secretary was paid $300.00 in a check dated February 24, 2003 (dthough it
appears that check date was actualy February 24, 2004) that was coded by Stenmark as a
check for “genera supplies’; however, we found no supporting documentation for any
generd supplies reimbursed by this payment. Based upon the dollar amount, this check

appears to be another unauthorized payroll check. The Didtrict Secretary was paid for 80
hours in the pay periods prior and subsequent to February 24, 2004.

The Didtrict Secretary was paid $375.00 in a check dited January 9, 2004; however, the
Digrict Secretary was paid for 80 hours in the pay periods prior and subsequent to
January 9, 2004.

During the two-week pay period ending November 7, 2003, the District Secretary appears
to have been paid for 60 hours of work in checks dated October 30, 2003 (handwritten

check for $600) and November 7, 2003 (payroll check for $261.75, based upon The
Managing Director's note to Stenmark that the Didtrict Secretary should be paid for 20
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hours of work). However, the Digtrict Secretary was paid an additiond $700 during that
pay period in a handwritten check dated October 31, 2004.

In addition to the $6,970 that agppears to be unauthorized “payroll” payments, we question the
following additiona “payroll” payments totaling $1,200:

The Didrict Secretary was paid $225 for “sub pay” in a check dated January 20, 2005;
however, the Didrict Secretary was pad for 80 hours in the paychecks prior and
subsequent to January 20, 2005. We question whether $225 in “sub pay” should have
been paid where the Didtrict Secretary was o paid for her regular full-time work.

The Digtrict Secretary was paid $975 in a check dated September 5, 2003 containing a
notation in the memo section of the check dating “65 Hours” However, the Didrict
Secretary was then paid for 40 hours of work in a September 12, 2003 payroll check
prepared by Stenmark based upon The Managing Director’'s  authorization that the
Digtrict Secretary be paid for 40 hours of work. We are unable to determine the number
of hours that the Didrict Secretary actualy worked during the two-week pay period
ending September 12, 2003.

For the two-week pay periods ending July 18, July 4, June 20, June 6 and May 9, 2003, the
Managing Director informed Stenmark that the Didrict Secretary should be paid for zero hours,
but the Didrict Secretary was paid by checks handwritten by the Managing Director. We are
unable to determine the number of hours the Didrict Secretary actualy worked during those pay
periods.

We recommended that the Digtrict Secretary be interviewed about these payments.
2. Expense Reimbursement Checksto the District Secretary

In addition to checks dlegedly for payroll during the time period January 1, 2003 through
February 25, 2005, the Didrict Secretary received $3,726.81 in checks dlegedly reimbursing the
Didrict Secretary for expenses. We reviewed the documentation supporting these
reimbursements, including Request for Check forms and miscdlaneous loose receipts provided
to us by Chiron, Desgns for Learning and Stenmark. We found no supporting documentation
for rembursements totaling $1,055.11. Our review is reflected in Attachment K.

B. Checksto the Spouse of a Chiron Employee

During our review of Chiron's expenditures, we found that the Managing Director wrote ten
checks from Chiron’s bank accounts, totding $3,334.08 to a person we understand to be the
spouse of a Chiron employee between April 8, 2004 and February 3, 2005. We found no
supporting documentation for $1,36208 of the payments. The checks are reflected in
Attachment L. From notations on the checks, and from the supporting documentation we did
find, the payments appear to be for repair work alegedly performed at Chiron.
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C. Other Questionable Employee Payments

Stenmark created payroll checks for Chiron. Every two weeks, Stenmark recelved a document
from Chiron for the two-week pay period, indicating whether each employee should receive
“norma” pay, or some other amount of pay. For hourly employees, the document identified the
number of hours that the employee worked during the pay period, and the employee's hourly pay
rate. The Managing Director sgned the document as the authorized sgnature.  Stenmark would
then calculate appropriate deductions, prepare the checks, and send the unsigned checks to the
Managing Director for her dgnature and didtribution.  However, rather than using the payroll
checks that Stenmark prepared, we found that the Managing Director often prepared handwritten
checksfor Chiron employees.

Previously in this report, we discussed questionable Chiron payments to the Managing Director
and the Didrict Secretary. However, we found that several other employees were dso given
handwritten checks described by the Managing Director as “dipends’ or “payroll advances.”
We found that some employees were pad more than therr contract sdary amount. We found
additional handwritten checks to employees for which we found no supporting documentation.

1 “Stipends’ and Other Special Compensation

We found severd ingtances where Chiron employees and Board members received handwritten
checks that were identified by the Managing Director as “sipends’ or other forms of specid
compensation. We were unable to locate Board authorization for these payments, or written
contracts supporting these payments.

a Coaching Stipends
Some of the dipends may have been for coaching responshilities.  According to the July 24,

2003 Chiron Board meeting minutes, the Board decided to pay coaches $1,500, consistent with
the practice of the Minnespolis Public Schools®?

8 According to the June 2, 2003 Chiron Board meeting minutes, aboys' baseball team and agirls’ softball team
were being organized, and stipends for coaches would be requested at the next Board meeting. According to an e-
mail from Designsfor Learning dated July 22, 2003, the subject of coach compensation was not addressed at the
Board' s June 23, 2003 meeting (for which we do not have minutes), but the e-mail expressed his view that

approving $1,500 for coaches would not require Board action unless it required amending the previously approved
budget. We disagree, and believe that coach appointments should have been approved by the Board and
documented in contracts. See Minn. Stat. § 124D.10, subd. 11(charter schools' authority to hire employees; board of
directors to decide matters relating to the operation of the school, including budgeting, curriculum and operating
procedures); Chiron Bylaws at Article 11, Section 1 (Board has general management and control of all Chiron
business and affairs) and Article 1V, Section 1 (Board may authorize, either generally or in specific instances, any
officer or agent to enter into any contract). We found no evidence that the Chiron Board generally delegated
employment contracts to the Managing Director; to the contrary, for some employment contractsin 2004, the
Managing Director sought Board approval. See, e.g., August 17, 2004 Board Meeting Minutes (Item 4). InaJune
2003 report, a Minneapolis School District consultant similarly concluded that the Board had not approved contracts
for Chiron’ s staff or administrators.
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For example, Chiron employee 9 was issued a check dated April 15, 2004 for $700 that
contained the notation “advance’” on the memo line of the check. However, a copy of the check
submitted to Stenmark had the word “advance” crossed out and replaced with the notation
“softball coach pay.” If the April 15, 2004 check was an “advance” it should have been
repaid.®* If the check was for coaching pay, it is unclear why the check amount was less than
$1,500.

Chiron employee 9 was dso issued a check dated March 5, 2004 for $750 that contained the
notation “Basketbdl Sipen” (sic) on the memo line of the check. Chiron employee 9 had
previoudy been issued a check for $500 dated January 13, 2004 that was described to Stenmark
as “extra pay Basketball Coach.”® We aso found that Chiron employee 9 was issued a check
dated July 15, 2003 for $650 that contained the notation “Stipen” (Sic) in the memo section of the
check. We found no contracts documenting Chiron employee 9's coaching respongbilities, and
we found no references in the Chiron's Board meeting minutes indicating that the Chiron Board
gpproved Chiron employee 9's coaching assignment(s).

We found that Chiron employee 10 was paid two $1,500 stipends:

In a check dated February 6, 2004, Chiron paid Chiron employee 10 $1,500. In the
memo section of the check is the notation: “stipen” (SiC).

In a check dated July 30, 2003, Chiron paid Chiron employee 10 $1,500. Stenmark was
told that this payment was a“gipen” (Sc).

If the payments were for coaching, we found no contracts documenting Chiron employee 10's
coaching responghilities, or Chiron Board gpprovad of his coaching assgnment(s). We found no
other documentation regarding these “ stipends.”

b. Additiond Compensation to Chiron Employees

We found other checks written to Chiron employees for work dlegedly performed in addition to
their contracted services.

For example, in addition to ther regular paychecks, Chiron employee 6 and Chiron employee 8
were each paid $1,200, and Chiron employee 3 was paid $100, in checks dated September 30,
2004. In a note to Stenmark, the three payments were described as “fed grant school/program
planning.” However, Chiron hired Chiron employee 8 in August 2004, and she then received
sdary payments according to her Letter of Understanding. In addition, we found notes from
Chiron employee 6 and Chiron employee 8 documenting hours worked between August 13 and
August 20, 2004. Those hours do not appear to equal $1,200 of pay.®® Furthermore, in addition

84 \We found no evidence that the funds were repaid or deducted from a subsequent paycheck.

8 |t appears that Chiron employee 9's total compensation for basketball coaching was $1,250 ($750 + $500 =
$1,250). Onceagain, it isunclear why the alleged coaching pay was less than $1,500.

8 Chiron employee 6 reported 32 hours for the week of August 16, 2004; Chiron employee 8 reported 41.75 hours
for August 13, 2004 through August 20, 2004. (32 hours X $25/hr = $800; 41.75 hours X $25/hr = $1,043.75)
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to her regular pay, Chiron employee 6 received a check dated August 27, 2004 for $3,975
containing a notation of “159 Hours’ in the memo section of the check?’” The handwritten
documentation submitted for the 159 hours covers the time period June 23, 2004 through August
13, 2004, and the work described appears to include school/program planning. Therefore, it is
unclear why Chiron employee 6 and Chiron employee 8 each received an additiona $1,200 for
school/program planning.  We found no other documentation supporting the three September 30,
2004 payments.®

We found that a least one Chiron employee was paid for work dlegedly peformed in the
summer of 2004 prior to the time that the Chiron Board authorized his employment.®® According
to the Chiron Board meeting minutes, the Managing Director requested and recelved permisson
on August 17, 2004 to offer contracts to new saff, including Chiron employee 8%° However,
prior to August 17, 2004, the Managing Director paid Chiron employee 8 $1,000 in a check
dated August 6, 2004. According to a note in the memo section of the check, the payment was
for “40 hrs @ $25 — summer dipen” (sic). We found a document itemizing 40 hours of work by
Chiron employee 8 between July 15, 2004 and August 6, 2004. It therefore appears that the
Managing Director paid Chiron employee 7 for work performed prior to the time that the Board
gpproved Chiron employee 7' s hiring.

We found that other Chiron employees were paid for work alegedly performed during the
summer of 2004.%' For example, Chiron employee 2 received a check for $1,368.16 dated July
30, 2004 that included payment for 52.5 hours of work performed in the summer. In addition,
Chiron employee 1 and Chiron employee 2 each recelved several checks, totaling $10,455.26,
for hours dlegedly spent recruiting in July, August and September 2004. It gppears that Chiron
employee 1 was even pad for vacaion days during the summer. Although the Chiron Board
meeting minutes reference summer  recruitment  efforts by the Managing Director, Chiron
employee 1 and Chiron employee 4, we found no contracts describing this employment.

As discussed earlier in this report, the Didtrict Secretary aso received “recruiting” pay during the
summer of 2004. Unlike Chiron employee 1 and Chiron employee 4 who were sdaried
employees with contracts covering the school year and not the summer months, the Didrict
Secretary was an hourly worker. The Didgtrict Secretary received pay for 40-hours of work each
week during the summer of 2004, in addition to hourly wages for her aleged recruiting. While
we found documentation from Chiron employee 1 and Chiron employee 4 regarding ther
summer hours, we found no Smilar documentation from the Didtrict Secretary.

87 $3,975 / 159 hours = $25/hour.

8 The May 2004 Managing Director’' s Report references planned curriculum review over the summer by the
Managing Director, Chiron employees 3, 4, and 6.

8 Similarly, Chiron employee 8 appears to have been offered employment in aletter dated August 13, 2004,
although the Board did not approve that offer until the August 17, 2004 Board meeting. Chiron employee 8
submitted hours for work beginning August 13, 2004.

9 We did not find a Letter of Understanding for Chiron employee 7 in the Chiron, Stenmark or CTC documents.
1 Most full-time Chiron employees signed aletter of understanding with Chiron that covered the school year.



Chiron Charter School
August 25, 2006

Page 26

We found that some Chiron employees were paid for work during the school year that was
dlegedly performed outsde the hours specified in their contracts. For example, Chiron checks
dated January 4, 2005 were issued to Chiron employee 1 for $50 and to Chiron employee 4 for
$100. A notetion in the memo section of each check dates “Staff Workroom.” A note in the
Desgns for Learning documents sates that these checks were dipends for helping outside
norma contract hours.  However, both of these employees letters of understanding for the 2004
— 2005 school year stated that al Chiron employees were expected to provide no less than 40
hours of service per week, plus any additional hours required to fulfill the terms of the letter
and/or as directed by Chiron's adminigration. Both of the letters of understanding listed various
reponsbilities,  including  “[o]ther duties and/or responghilites as assgned by the
adminigration.” We found no documentation supporting the additional hours reflected in these
checks.

We found that severd employees dso received “stipends’ in January and August 2003%% Again,
we found no contracts defining the services performed for the additiond compensation, and we
found no Board authorization for the payments.

C. Payments to Board Members

We found that some Chiron Board members aso received payments described as “stipends.” For
example, Board Member 1 was, a various times, the principa, superintendent, director, and
gpeciad education director for Chiron. Board Member 2 was a guidance counsdor with Chiron.
With the support of both, their contracts with Chiron were not renewed at the end of 2003 due to
fiscal concerns. They then joined the Chiron Board of Directors.

During the five months that Board Member 1 was on the Chiron Board, three checks totaling
$7,500 were issued to him, in addition to sdary checks. During the approximately 15 months
that Board Member 2 was on the Chiron Board, he was issued 17 checks totaing $18,145, in
addition to sdary checks. It appears that the rest of the Chiron Board was aware that Board
Membes 1 & 2 would continue working for Chiron even though their contracts were not
renewed.®® Furthermore, the Board “re-instated” them as part-time employees a a January 2004
Board meeting.%* However, we found no contracts setting forth the terms of their continued
employment with Chiron, and no itemization of the services performed.

92 The stipend payments were issued as separate checks in January 2003, and were included with the payroll checks
in August 2003.

93 See Chiron Board meeting minutes for November 4, 2003 (Item 4: Board members 1 and 2 would be “semi -

retired” but continue to offer their services through December 19, 2003).

94 See Chiron Board meeting minutes for January 27, 2004 (Item 6: Board members 1 and 2 reinstated as part-time
employees, agreeing to defer payment until Chiron financially stable).
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2. “ Advances’

We found that the Managing Director issued employees “advances’ on their pay. In severd
cases, employees were pad an “advance’ and then had the “advance’ deducted from future
paychecks. We know of no authority for the payment of payroll “advances’ with public funds®

However, we found seven instances where it gppears that the “advance” was not deducted from a
future paycheck, thus resulting in unauthorized additional compensation:*®

Chiron employee 4 appears to have recelved severd “advances” It appears that most of

the advances were deducted from future paychecks. However, we found no evidence that
two advances in November 2004, totding $1,500, were deducted from future paychecks:

a check to Chiron employee 4 for $300, dated November 19, 2004, with the notation
“Advance’ in the memo section of the check; and a check to Chiron employee 4 for
$1,200, dated November 30, 2004, with the notation “emergency advance’ in the memo
section of the check.

A check to Chiron employee 1 for $350 dated December 3, 2004 contained the notation
“Advance’ in the memo section of the check. Another check to Chiron employee 1 for
$235 dated June 18, 2004 contained no explanation for the check in the memo section of
the check. However, in a note to Stenmark, the check was identified as a payroll
advancee. We found no evidence that these advances were deducted from future
paychecks.

A check to Chiron employee 2 for $500 dated December 6, 2004 contained the notation
“Advance’ in the memo section of the check. We found no evidence that this advance
was deducted from future paychecks.

A check b Chiron employee 3 for $500 dated October 1, 2004 contained the notation
“Payroll Advance’ in the memo section of the check. We found no evidence that this
advance was deducted from future paychecks.

A check to Chiron employee 11 for $500 dated September 25, 2003 contained the
notetion “Advance’ in the memo section of the check. We found no evidence that this
advance was deducted from future paychecks.

We recommended that these former Chiron employees be interviewed about these payments.

95 Chiron’s 2003 — 2004 contract with Stenmark expressly provided that any payroll advances paid from a petty cash
account had to be recorded as advances so payroll records could be adjusted in the next payroll. See Stenmark, Inc.
Service Agreement with Chiron (July 2003) at |1.B.5 (page 3). Based upon notations we found in Stenmark’ sfiles,

it appears that Stenmark was not promptly notified by Chiron about some of the “advances” and was therefore
unable to deduct the advances from the next payroll check. Minnesotalaw permits nonprofit corporationsto
advance money to employees to cover reasonably anticipated expenses for which they would be entitled to
reimbursement in the absence of an advance. See Minn. Stat. § 317A.505. The statute does not authorize payroll
advances.

% Aspreviously discussed in this report, we found “advances’ to the Managing Director and the District Secretary
that also were not deducted from future paychecks.
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3. Payments In Excess of Contract Amounts

We found that two employees routingly received handwritten checks in addition to their regular
paychecks. We found no Board authorization for these payments.

We found that, in addition to her regular, authorized paychecks, Chiron employee 1 received a
handwritten check for about $265 in a least 16 pay periods during the 2003 — 2004 school
year.®” The Managing Director described the payments to Stenmark as “extra pay.”*® We found
no contract describing the extra work reflected in the extra pay. To the contrary, the letters of
understanding that we reviewed correspond to the sdary reflected in the regular, Stenmark-
prepared paychecks.

We found that during the 2003 — 2004 school year, Chiron employee 4 was operating under an
interim letter of understanding with a basdine sdary equivdent of $32,000 for the school yesr.
The interim letter of undergtanding was for only fourteen weeks, but Chiron employee 4's
employment with Chiron was then extended through the end of the school year. Her gross pay
for each pay period during the origind fourteen-week contract had been caculated usng a ten
month (22 payments) schedule ($32,000 / 22 payments = $1,454.55 gross pay). However,
Chiron employee 4 continued to be paid at that rate throughout the school year and during the
folowing summer, as if on a twelve-month (26 payments) schedule.  As a result, it appears that
Chiron employee 4 receved four extra, unauthorized summer payments for the 2003-2004
school year, for atotal of $4,254.40.%°

For the 2004 — 2005 school year, the Chiron budget approved by the Board reflected that Chiron
employee 4 was again to be pad a sday of $32,000. Smilaly, a facamile sent to Stenmark
dated August 24, 2004 had a notation indicating that Chiron employee 4 was to be paid $32,000
per year. Chiron employee 4 sdected to receive her sdary on a twelve-month (26 payments)
schedule during the 2004 — 2005 school year. As a result, Stenmark prepared Chiron employee
4s checks to spread her $32,000 sdary over 26 pay periods, which resulted in gross pay each pay
period of $1,230.77 ($32,000 / 26 pay periods = $1,230.77). However, in a letter of
understanding dated August 23, 2004, and agpparently signed by the Managing Director and
Chiron employee 4 on September 3, 2004, Chiron employee 4 was offered a sdary of $37,800
for the 2004 — 2005 school year.!°® Beginning with the November 19, 2004 paycheck, the
Managing Director wrote Chiron employee 4 an extra check each pay period for about $147,
making Chiron employee 4s pay period equa to that of the prior year's payments that had been

97 Each year, Chiron employee 1chose to be paid on aten-month schedule (22 payments, instead of a twelve-month
schedule with 26 payments). As previously discussed in this report, Chiron employee 1 then appears to have been
gaid during the summer of 2004 on an hourly basisfor recruiting.

8 One of the notations was “extra hours worked” instead of “extrapay.” See Chiron WFB check # 3255 dated
February 26, 2004.
99 |n addition to these salary paymentsin the summer of 2004, Chiron employee 4 also received the payments
discussed previously in this report for alleged summer recruiting hours.
190 \We did not find a copy of Chiron employee 4's 2004 — 2005 | etter of understanding in the Chiron or Stenmark
files. However, we obtained a copy of theletter from CTC.



Chiron Charter School
August 25, 2006

Page 29

based on 22 (instead of 26) payments.!® The extra payments raised Chiron employee 4s pay to
approximately the amount reflected in the August 23, 2004 |etter of understanding.*%2

4, Other Unexplained Employee Payments

We found the following employee payments, with evenrdollar amounts, for which we found no
supporting documentation or Board authorization:

Employee Check Date Check Amount
Chiron employee 4 dly 8, 2004 $ 700.001%
Chiron employee 12 March 10, 2004 $750.00
Chiron employee 13 September 15, 2004 $ 100.00%%4

In addition, we found no supporting documentation or Board authorization for the following
Chiron checks:

A handwritten check to Chiron employee 14 dated September 30, 2004 for $997 had a
notation of “payroll” on the copy of the check provided to Desgns for Learning.
However, Chiron employee 14 appears to have received her regular paychecks for the
pay period’ s prior and subsequent to September 30, 2004.

A handwritten check to Chiron employee 11 dated October 15, 2003 for $1,500 had a
notation of “retro pay increase’ in the memo section of the check.!®® However, the
Managing Director wrote a letter to Stenmark dated September 22, 2003 directing
Stenmark to revert Chiron employee 11 to her 2002-2003 sdary.

A handwritten check to Chiron employee 15 for $200 dated September 26, 2003
contained the notation “ Fed Tax Refund” in the memo section of the check.

We found one other ingtance of an dleged “loan” to Chiron. In the documents that we received
from Chiron, we found a copy of Chiron employee 10's persona check for $2,000 made payable
to Chiron dated July 22, 2003, with a handwritten note gtating: “loan to school.” We found a
deposit into Chiron’s WFB account for $2,000 on July 22, 2003. In a check dated July 30, 2003,
Chiron paid Chiron employee 10 $2,000. Therefore, it appears that the July 30, 2003 payment of

101 Because Chiron employee 4 selected a twelve-month payment schedule, she would have been paid through the
August 12, 2005 pay period, if Chiron had remained open.

102$37,800 / 26 weeks = $1,453.85 gross pay; $32,000/ 22 weeks = $1,454.55 gross pay.

193 During this same period of time, as previously discussed in this report, Chiron employee 4 received several
checksfor alleged recruiting. While this payment may also have been for alleged recruitment efforts, it was not
identified as such.

104 The minutes for the August 17, 2004 Chiron Board meeting state that Chiron employee 13 and the other member
of the janitorial staff wereto receive $5,000 each per year as pay increases. Each then had their two-week
pae/checks increased by $50. This $100 payment isin addition to those raises.

195 We found no mention of a pay increase for Chiron employee 11 in the Chiron Board meeting minutes that we
reviewed.
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$2,000 repad Chiron employee 10 for his “loan” to the school. We found no other
documentation for this “loan.”

We recommended that former Chiron employees be interviewed about these payments.

VII. Lack of Accounting and Internal Control Procedures

A Dedgns for Learning representative informed us that when she went to Chiron in 2005,
Chiron's records were in disaray. Smilaly, we were informed that CTC and a Chiron Board
member aso found Chiron's records in disarray in February 2005. Desgns for Learning and
CTC representatives found that invoices, receipts and other documents were in boxes. They
found that mail to Chiron had gone unopened, and hills had not been paid®® The Designs for
Learning representative said that the boxes contained dl of the mail that a school receives, as
well as some of The Managing Director’ s personal records, in no recognizable order.

We were provided with the financia records that remained a Chiron when it was closed. We
adso found tha the documents were not well organized. During our review, we aso found that,
in some ingtances:

Bills were unpaid for more than 45 days;*%’

L oose receipts were in the Chiron records;

Documents were not filed, or were not filed in the proper files;
Chiron checks were not recorded in Chiron’s checkbook registers,

106 \we were informed that the Managing Director had arule that she was the only person allowed to handle Chiron’s
mail. We were also informed that the Managing Director kept the Chiron checkbook in her purse.

197 Where a governing body meets at |east once amonth, vendors must be paid within 35 days of the receipt of the
goods, services or invoice (whichever islater) unless the contract with the vendor specifies otherwise. See Minn.
Stat. 88 124D.10, subd. 8(i) (charter schools subject to section 471.425) and 471.425, subd. 2 (pay within 35 days if
governing body meets at |east once a month; otherwise within 45 days). It appearsthat Chiron’s Board was to meet
monthly. See, e.g., September 26, 2002 Board Meeting Minutes (Item 11: — Board to meet on 4th Thursdays of the
month); August 17, 2004 Board Meeting Minutes (Item 9: Board to meet on first Wednesday of every month).
Chiron’sFinancial Report for year ended June 30, 2003, contained a finding that Chiron did not pay all vendor
obligationswithin 45 days. See Finding 2003-4. Chiron responded to the finding by stating that Chiron was
working towards meeting itsfinancial obligations within the 45-day time period. 1d.

Examples of late paymentsinclude TRA and PERA payments. We also found avariety of unpaid invoicesin the
documents we received from Chiron. For example, we found: an invoice dated January 22, 2005 from Sepler and
Associates, Inc., adding $83.08 in finance chargesto a bill of $564.59 owed from July 1, 2004; a collection letter
from the State Fire Marshal for $100 owed from an October 7, 2004 invoice; a February 15, 2005 letter from

Chiron’s food vendor Caravan Kids Catering (CKC) stating that $3,296.10 was still past due, even after a deposit of
$4,200 from Chiron in CNB check # 4603 dated February 15, 2005, and notifying Chiron that CKC would now
require COD payments from Chiron; a February 7, 2005 statement from McGraw-Hill for $2,581.11 from invoices
dated October 10, 15 and 28, 2003, and November 2, 2004; February 3, 2005 statements from PCI Educational
Publishing for $592.09 from invoices dated March 15 and 18, 2004, and for $283.18 from an invoice dated

November 22, 2004. See also April 8, 2004 letter to the Managing Director from the Minneapolis Public Schools,
enclosing an invoice dated January 21, 2004 for sponsorship fees of $3,600; Chiron paid the bill in May 2004. See
Chiron WFB check # 3377 dated May 12, 2004.
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Chiron checks were written out of sequence;
Chiron staff were given pre-signed blank checks;
Chiron checks were written for datesin the future;1%°

Chiron checks were written and then held before being issued;

Since a least July 1, 2004, Chiron did not maintan a forma reconciliation of the cash
balance on its monthly bank statements;

Chiron pad $4,826 in bank ndf and overdraft charges because Chiron did not have
sufficient fundsin its accounts*°

Electronic fund transfers were used by Chiron without datutorily required controls in
place, such as the approval of al such trandfers at the next regular board meeting; **

Federd taxes were not paid, or were not pad in a timey manner, resulting in interest
charges and pendties, and a totd federa IRS liability of $157,379.34 as of October 26,
2005;

Retirement fund payments were not pad, or were not pad in a timey manner, resulting
in ddinquency charges,

Child support payments were not forwarded, or were not forwarded in a timely manner,
to the Minnesota Child Support Payment Center;

Employees, at times, were paid their gross pay amount, instead of their net pay amount;

W-2 Statements prepared by Stenmark, and based upon information provided by Chiron,
may have inaccurately reported wages paid;

Employees received payroll advances,

Some employee advances were never recovered, becoming additiona, unauthorized
compensation;

Terms and conditions of employment for severd Chiron employees and consultants were
not documented in writing, or authorized by the Chiron Board, according to the Chiron
Board meeting minutes**

Hourly employees did not submit time sheets, and the brief handwritten ligting of hours
submitted by some hourly employees were not signed by the employee and approved by a
supervisor;

Reimbursements were paid without supporting documentation;

108

198 For example, it appears that on several occasions Chiron employee 10 was given asigned, blank check to
?urchase items at | ocations such as Office Depot.

9 For example, we found seven checks written in sequenceto “M.C.M.” It appears the checks were written to
Chiron’' s attorneys, MacKall, Crounse & Moore, to pay outstanding legal fees of $41,243.56. Although the checks
were written sequentially, they are dated one month apart, from October 30, 2004 through April 30, 2005, for atotal
of $40,000.

110 gee Attachments F and G of this report.

111 See Minn. Stat. § 471.38, subds. 3 and 3a (applicable to charter schoolsin Minn. Stat. § 124D.10, subd. 8 (i);
permitted uses of electronic fundstransfers, including vendor payments; only permitted if specific policy controlsin
place, including annual written delegation of authority, identification of initiator of electronic transfer, written
confirmation, and list of all electronic fund transfers submitted to school board at next regular meeting).

12 The Minneapolis School District Consultant concluded in his June 2003 report that the Chiron “Board did not act
on the employment of teaching staff, on the custodial staff or on the contracts of administrators.”
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Request for Check forms, itemizing dams and containing the declaration that the dam
was just and correct and no part of it had been paid, were not completed prior to dl
reimbursements;™*

Chiron's checks did not conggtently have a declaration on the reverse sde dating thet the
claim was just and correct and no part of it had been paid;*'*

Only one signature was required on Chiron’s checks,

The Managing Director wrote checks to hersdf, without anyone else authorizing the
payment;

Chiron funds were used for gifts for staff members;

Chiron took out one loan to pay off another loan.**®

Chiron was not usng basic internal control procedures. The procedures used by Chiron did not
segregate duties!'®  Some controls appear to have been routingly subject to The Managing
Director's management override’ The Chiron Board approved some Chiron contracts, but not
others.!*® The Chiron Board approved some of Chiron’s expenditures, but not others.*°

113 50 e.9., Attachments E and K of this report. Claims must not be allowed until the person claiming payment
itemizes the claim in writing and signs a declaration that the claim is just and correct and that no part of it has been
paid. See Minn. Stat. 88 124D.10, subd. 8 (i) (charter schools subject to section 471.38) and 471.38 (claims

payment procedures). Chiron’sfailureto comply with Minn. Stat. § 471.38 was an audit finding in 2002 and 2003.
Chiron Financial Report from April 9, 2002 (date of inception) to June 30, 2002 (Finding 2002-2); Chiron Financia
Report for year ended June 30, 2003 (Finding 2003-2).

114 see Minn. Stat. §§ 124D.10, subd. 8 (i) (charter schools subject to section 471.391) and 471.391 (form of
declaration on reverse side of check). In response to audit findings that Chiron was not obtaining the required
declaration, Chiron agreed to include the required declaration above the endorsement line on its manual checks. See
Chiron Financial Report from April 9, 2002 (date of inception) to June 30, 2002 (Finding 2002-2); Chiron Financial
Report for year ended June 30, 2003 (Finding 2003-2).

115 For example, aloan for $25,000 from the Minnesota Nonprofits Assistance Fund was obtained in January 2004,
and paid off with a subsequently obtained line of credit.

118 Chiron’ s audits noted Chiron’s limited segregation of dutiesin anumber of areas, due to the limited size of
Chiron’s office staff. See Chiron Financial Report from April 9, 2002 (date of inception) to June 30, 2002 (Finding
2002-1); Chiron Financial Report for year ended June 30, 2003 (Finding 2003-1). In response, Chiron stated that
Chiron’s management would attempt to maximize the segregation of dutiesin all areas within the limits of its
available staffing.

17 seg, e.g., failure to use the Request for Check form for reimbursements; Attachment E.

118 For example, according to the June 22, 2004 Board meeting minutes, expenditure of $4,155 was approved to
advertise Chiron on radio station B96. However, we found that three payments of $4,155 were actually made to
B96-Radio One. All three paymentsto B96-Radio One were in the form of cashier’s checks. Two of the three
cashier’s checks were purchased with Chiron CNB checks, both for $4,155, made payable to B96. The third

cashier’ s check to Radio Onefor $4,155 was dated September 23, 2004. The source of funds used to purchase the
September 23, 2004 cashier’ s check was not from Chiron’s WFB or CNB accounts. As previously discussed in this
report, Chiron did not approve many employment contracts. See also the Minneapolis School District Consultant’s
June 2003 report at page 6.

19 According to the June 2, 2003 Board meeting minutes, the Minneapolis School District Consultant informed the
Chiron Board that it needed to approve all expenditures.
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VIIl. Lack of Effective Board Oversight

Many of the issues identified in this report could have been avoided or mitigated if Chiron’'s
Board of Directors had exercised due diligence in their oversight role.

Chiron was in precarious financid shape at least as early as July 20031%° At both the September
25, 2003 and the December 16, 2003 mesetings, the Managing Director requested that Chiron
seek a line of credit to meet cash flow needs. In November and December 2003, correspondence
between Chiron’'s attorneys and the attorney for the Minnegpolis Public Schools showed that a
consultant to the Minnegpolis Public Schools had concerns about his ability to obtain financia
information from Chiron. In a December 7, 2003 Chiron School Review, the consultant warned
Chiron that the Minnesota Department of Education would be lowering its payment amounts
because it had been paying Chiron a a higher levd than judified by the Student estimates
previoudy reported by Chiron. At least two employment contracts were not renewed at the end
of 2003 due to fiscd concerns.'® A representative of the Minnesota Association of Charter
Schools (MACS) expressed concern to the Chiron Board in May 2004 that Chiron was fully
extended through its line of credit, and cautioned Chiron about entering into any new sarvice
contracts*>  Although the Minnegpolis School District Consultant concluded that Chiron was
financialy solvent through June 30, 2004, he noted that Chiron may need to do some short-term
borrowing for cash flow purposes.'?®

Despite these warnings, it gppears tha no one on Chiron's Board reviewed Chiron's actud
expenditures or financia procedures after June 30, 2003. There appears to have been no
effective oversaght of The Managing Director’ s actions.

A. Chiron’sBoard

As a nonprofit corporation under Minnesota Statutes Chapter 317A, Chiron’'s Board was
responsible for managing the business and affairs of the nonprofit corporation.’* The Board had
a fiduciary duty, including the duty of care to maintan an active role in Chiron's affairs to
ensure accurate record keeping, to be familiar with Chiron’s books and records, and to review

120 chiron’ s budget approved in July 2003 for the 2003-2004 school year was based on 160 students. See September
25, 2003 Chiron Board meeting minutes. According to the September 25, 2003 Chiron Board meeting minutes,
Chiron’s enrollment was at 70 students, and the Board would need to decide Chiron’ s future at the next Board
meeting, including the possibility of closing Chiron.

121 see Chiron Board meeting minutes for November 4, 2003 (Item 4).

122 5ee Chiron Board meeting minutes for May 19, 2004 (Item 4).

123 The Minneapolis School District Consultant’s December 7, 2003 Review actually concludes that Chiron will be
financially solvent through “June 30, 2003.” However, based upon aletter dated December 16, 2003 to Chiron and
Chiron’s attorney, from the District General Counsel for the Minneapolis Public Schools, and based upon the date of
the consultant’ s review, it appears that the consultant meant to conclude that Chiron’s financial condition was
adequate to support school operations through the end of the 2003-2004 school year, through June 30, 2004.

124 See Minn. Stat. § 317A.201. See also Minn. Stat. § 124D.10, subd. 11(charter schools' authority to hire
employees; board of directorsto decide matters relating to the operation of the school, including budgeting,
curriculum and operating procedures); Chiron Bylaws at Articlell, Section 1 (Board has general management and
control of al Chiron business and affairs).
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the performance of Chiron's officers?® It appears that the Chiron Board did not perform these
duties.

Chiron's Bylaws specified that the Board must have a treasurer who shal have custody of al
funds, subject to regulaions that may be imposed by the Board!*®  According to the Chiron
Board meeting minutes, when Chiron was first formed, a 7" grade student was appointed
Chiron's treasurer.’?”  However, the student was removed from the Board in July 2003, after
being absent from meetings'®  Theresfter, the minutes do not clealy define who, if anyone,
filled the role of treasurer.

Chiron's Bylaws provided that the Board could authorize, ether generdly or in specific
ingtances, any officer or agent to enter into any contracts or execute any indrument on behdf of
Chiron'*®  The Bylaws adso provided that Chiron checks could be signed by the authorized
officers or agents and in the manner as determined by resolution of the Board of Directors!® In
the absence of further determination by the Board, checks could be signed by any one of the
officers’®!  We found no evidence that the Managing Director was a Chiron officer. We found
no Boad resolution authorizing the Managing Director to enter contracts and to handle Al
financia matters on behdf of the Board.

We found that the financia reports the Managing Director provided to the Chiron Board did not
accurately reflect Chiron’sfinancid Stuation. For example, we found:

The 1|\3/Izanagi ng Director under-reported her compensation by approximately $9,000 each
year.

For the 2004-2005 school year, Chiron employee 4's sdlary appears to have been under-
reported.*3

125 gee Minn. Stat. §§ 317A.251 (standard of conduct for directors); 317A.257 (liability of directors and officers);
and 317A.361 (standard of conduct for officers). See also Fiduciary Duties of Directors of Charitable
Organizations, A Guide for Board Members From the Office of Minnesota Attorney General Mike Hatch, available
at: http://www.ag.state.mn.us/charities/charDuties.html .
126 Chiron Bylaws at Article 11, sections 1 and 7. See also Chiron Board meeting minutes for November 7, 2002
gltem 5: Board treasurer’ srole not reviewed).

27 See Chiron Board meeting minutes for April 8, 2002; April 17, 2002;
128 5ee Chiron Board meeting minutes for July 24, 2003.
129 see Chiron Bylaws at Article 1V, section 1.
130 see Chiron Bylaws at Article |V, section 2.
131 Id.
132 500, e.9., December 16, 2003 Chiron Board meeting minutes, FY 2003-2004 Projected Expenditures Revised
12/12/03 (Director 52 week work schedule salary of $52,500). See also Chiron’s Projected Budget, 2003-2004
submitted to the Minnesota Department of Education as part of Chiron’s 2002-2003 Annual Report (prepared by
Designsfor Learning) at pages 26-28; FY 2004-2005 Projected Expenditures October 4, 2004 (Laxton at $52,500
for 52 week contract).
133 5ee Budget approved at the August 17, 2004 Board meeting; FY 2004-2005 Projected Expenditures August 14,
2004 (Salary at $32,000); letter of understanding dated August 23, 2004 (Salary of $37,800). See also FY 2004
2005 Projected Expenditures October 4, 2004 (Salary at $35,000). Chiron employee 4 was a Board member at the
time.
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Additional compensation paid to Chiron employees was not included in the “Projected
Expenditures’ presented to the Chiron Board.

Unpad retirement fund, tax payments and pendties were not reported to the Chiron
Board.

Unpaid tax obligations were not reported to the Chiron Board.

Generd expenses such as telephone bills, repairs, and legd expenses were not included
on “Projected Expenditures’ presented to the Chiron Board.

“Nsf” and pendty charges were not reported to the Chiron Board.

The Managing Director’s dleged |oans were not reported to the Chiron Board.

The Managing Director's January 19, 2005 Managing Director's Report falled to mention
that Chiron’s required audit had not been completed.*3*

According to the Board meeting minutes, the Board was told that it needed to approve al
expenditures and contracts, and the Board discussed the need for more active participation.**®
However, we found that the Board did not approve al expenditures and contracts. Instead, it
gopears the Board rdied on The Managing Director's handling of Chiron's finances, without
exercisng effective oversight.

B. Financial Services Contracts

Chiron had contracts for financia services, but we found that the contracts were never fully
implemented.

Chiron had contracts with Stenmark for certain financid and business services*®  Spedificaly,
for fisca years 2002 — 2003 and 2003 — 2004, Stenmark was hired to perform payroll functions
for Chiron, to mantan account information based upon information provided by Chiron, to
reconcile Chiron’s bank accounts (up to two accounts) on a monthly basis, to prepare 1099s and
W-2s, to serve as the primary contact with Chiron’s audit firm at the end of the fiscd year, and to
process invoices or requests for payments for the issuance of system checks (Stenmark-prepared
checks, as opposed to manua checks).®®” During fiscd year 2002 — 2003, Stenmark issued
system checks for payroll and for various vendors. However, during fiscal year 2003 — 2004,
Stenmark found the recording of financid information into Chiron's books to be difficult

134 The December 8, 2004 Chiron Board meeting minutes mention that Chiron’ s audit is due December 31, 2004.

We had an agenda, but no minutes for the Board’ s January 19, 2005 meeting. The Managing Director’s January 19,
2005 Managing Director’s Report stated that the Managing Director did not “foresee needing to make further
reductionsin our expenses at thistime.”

135 See February 26, 2003 Chiron Board meeting minutes (Board training and the need for more active participation
discussed); June 2, 2003 Chiron Board meeting minutes (Minneapolis School District Consultant reports that Board
need to approve all expenditures).

138 During fiscal year 2002 — 2003, Stenmark al so agreed to provide up to two days of consulting to set up and
review procedures. We found a copy of Stenmark, Inc.’s Service Agreement with Chiron, July 1, 2002, signed by
the Managing Director, in Chiron’s documents. We found unsigned copies of Stenmark’s July 2003 contract with
Chiron. Except for Stenmark’ s Fee Schedule contained in Appendix A, the language of the two agreements appears
to bevirtually identical.

137Fiscal year 2002 — 2003 was from July 1, 2002 through June 30, 2003. Fiscal year 2003 — 2004 was from July 1,
2003 through June 30, 2004.
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because s0 many of Chiron's checks were manua checks, written by the Managing Director
without being processed through Stenmark. Beginning July 1, 2004, Stenmark’s relationship
with Chiron was terminated by Chiron, but Stenmark was then asked to process certain payroll
informetion.

It appears that Stenmark was unable to meet its contractua obligations because Chiron failed to
perform its duties under the fiscal year 2003 — 2004 Stenmark contract. As a result, Chiron’s
required audit for fiscal year 2003 — 2004 could not be performed.

Under the Stenmark contract, Chiron was required to provide Stenmark with, among other items,
information on the banks it used.**®® However, Chiron opened an account at CNB in February
2004, but Stenmark did not learn about the account until months later. Stenmark continued to
prepare payroll checks on the WFB account, only to discover that the Managing Director was
writing manua checks to employees from the CNB account. Stenmark continued to prepare
checks for retirement accounts, but we found severa unsgned retirement account checks in the
documents we recelved from Chiron. Under the contract, Chiron was required to provide
Stenmark with descriptions of the purpose for which payments were made®  However,
Senmak was ill seekin% information in January 2005 regarding some of Chiron's fisca year
2003 — 2004 payments.}*® Under the contract, Chiron was required to identify the source of all
funds recaved.**' However, in January 2005, Stenmark was il seeking information regarding
certain Chiron deposits**>  Under the contract, Chiron was required to provide Stenmark with a
copy of manua checks, and al supporting documents for the checks*® However, we found that
Chiron did not provide Stenmark with copies of al of Chiron's checks, and supporting
documents were lacking for many of the check copies that were provided to Stenmark.

We found no evidence that Stenmark informed the Chiron Board of the problems it was having
in obtaining timely information from the Managing Director, or in preparing for Chiron's audit.

Chiron dso had various contracts with Designs for Learning. In an August 17, 2004 Contract for
Consulting Services, for $25,000 ($2,500 per month), Designs for Learning agreed to provide

138 See Stenmark contracts section 11.B.1.

139 See Stenmark contracts section 11.B.1.

140 5ee e.g., Stenmark memorandum dated January 24, 2005. The Stenmark documents also contain a notation that
the Managing Director was asked to identify the items on November 24, 2004. Stenmark ran unidentified checks
through “clearing accounts” in order to produce bank reconciliations. As of December 30, 2004, debitsin the
clearing accounts totaled $490,578 and credits in the clearing accounts totaled $493,381. Stenmark could see
transactions from Chiron’ s bank statements, but had no idea what the transactions were for. As of December 30,
2004, Stenmark had unsuccessfully sought information from the Managing Director on at |east three different
occasions regarding the transactions in the clearing accounts.

141 See Stenmark contracts section 11.B.1.

142 50, .., Stenmark memorandum dated January 24, 2005. For example, in November 2004, Stenmark requested
information from Chiron on the CNB and the Community Loan Technologiesloans. Stenmark learned about the
CNB and Community Loan Technologies loans from the CNB bank statements.

143 See Stenmark contracts section 11.B.3.
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financid management, accounting and audit preparation services, among other services** More
specificaly, under the contract, among other things, Designs for Learning agreed to:

Assume respongibility for dl financia management functions of the schooal;

Pay bills regularly with school funds;

Manage the expense reporting process and procedures,

Reconcile bank statements on atimely bas's,

Prepare financid statements for interna and board review, at least three times per year;

Advise on cash flow, cash management, and credit issues,

Assg the director and board leadership with the preparation and maintenance of school
budgets.

Beginning in September 2004, Designs for Learning invoiced Chiron $3,325 per month for
“Financid Management, accounting, and audit preparation” and “Government Reporting.”**®
However, Designs for Learning did not peform the financid services itemized in the August 17,
2004 contract, and Chiron did not pay Desgns for Learning for the services hilled in these
invoices®  Designs for Learning informed us that it was unsuccessful in obtaining financia
documents from the Managing Director until December 2004. We found no evidence that prior
to that date, Designs for Learning reported to the Board on its unsuccessful attempts to
implement the new contract.™*’  We found no evidence that the Board questioned whether the
new Desgns for Learning contract had been implemented, even though the terms of the contract
had been reviewed with them in August. Rather than relying on the contracted financiad services
provided by Designs for Learning, it gppears that the Board approved a $50,000 line of credit at
its NO\ﬁrsnber 10, 2004 mesting based upon a report that the Managing Director provided to the
Board.

C. Chiron’s Sponsors

In a letter dated November 12, 2003, the Minneapolis School Didrict (Didrict) gave Chiron
notice of termination of its sponsorship because there had been a 50% reduction in Chiron's
enrollment that could cause a sudden closure, and Chiron had not provided financia information
requested by the sponsor. The notice of termination was withdrawvn after Chiron apparently
provided the information to the Didrict. The Minnegpolis School Didrict’'s consultant then
provided the Didrict with a report concluding that Chiron's financid condition was adequate to
support Chiron’s operations through the end of the 2003-2004 school year. The consultant's

144 See Contract for Consulting Services between Chiron and Designs for Learning (August 17, 2004). The contract
was approved at the August 17, 2004 Chiron Board meeting (Item 5).

145 «Financial Management, accounting, and audit preparation” serviceswere billed at $2,550 per month.
“Government Reporting” was billed at $775 per month.

146 Designs for Learning confirmed that the last payment it received from Chiron was on April 14, 2004.

147 A Designs for Learning representative was present at the February 18, 2005 Chiron Board meeting when Chiron
decided to close. Asnoted previously, we did not find January 19, 2005 Chiron Board meeting minutes. The
December 8, 2004 and November 10, 2004 Board meeting minutes do not mention anyone from Designs for

Learning or the Designs for Learning contract.

148 see Chiron Board meeting minutes for November 10, 2004, item 4.
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concluson gppears to have been based, in part, on information provided by the Managing
Director . The Minnegpolis School Board decided not to renew its sponsorship of Chiron as of
June 2004 because it was no longer a “converson” charter school since the experienced teachers
were no longer with Chiron.*4°

Rillsoury United Communities (Pillsbury) entered an agreement to become Chiron’s sponsor in
June 2004. Pillsbury provided Chiron with PFillbury’s Charter School Policy and Sponsorship
Guiddines™®  The Guiddines states that “[o]ne of the primary responsibilities of the sponsor is
to provide oversight to the school.”'®' The Guiddines dso state that Pillsbury offers “a high
quaity package of adminidratiive services” including accounting and asset management, to
charter schools it sponsors!®?  Pillsbury did not provide accounting and asset management
sarvices to Chiron.  Ingtead, the contract Chiron signed with Pillsbury placed the operation of
Chiron with Chiron's Board of Directors, and provided that Pillsbury had no authority, control,
power, or administrative or financia responsibility over Chiron.*>®

Unlike the reports the Minnegpolis School Didricts consultant prepared when the Minnegpalis
School District was Chiron's sponsor, we found no reports from Pillsbury.*™*  From the Chiron
Board meeting minutes available to us, it appears that between June 2004 and February 2005, a
Pillsbury representative attended only two meetings:  the August 17, 2004 meeting where Chiron
was welcomed to the Rillsbury family, and the February 18, 2005 meeting where the Rillsoury
representative recommended that another school (Minnesota Trangtions School) help trangtion
Chiron students when Chiron closed.**®

IX.  Misrepresentationsto CTC

It appears tha the Managing Director misrepresented Chiron's financid dtuation to CTC in
2005, in order to secure CTC's financid support. CTC informed us that they were approached
by Chiron, and were told that Chiron needed only $80,000 in order to meet its financid
obligations for the remainder of the 2004 — 2005 school year. CTC informed us that they gave
CTC $80,000 based upon those clams. However, CTC quickly discovered that Chiron’s debts
and payroll obligations exceeded $80,000. We confirm that Chiron's debts and payrall
obligations exceeded $30,000 at the time Chiron closed.

149 See L etter to Chiron from the Minneapolis Public Schools dated April 7, 2004,

150 The Charter School Policy and Sponsorship Guidelines (Pillsbury Guidelines) are dated March 2004, and were
agproved at the Pillsbury Board’s March 18, 2004 meeting.

151 See Pillsbury Guidelines at page 13.

152 see Pillsbury Guidelines at page 8. The financial management role of the sponsor includes sharing financial
information at each board meeting on current student enrollment (MARSS), other income, current expenses, an up-
to-date balance sheet, and any other financial related issues. See Pillsbury Guidelines at page 13.

153 See Charter School Contract between Pillsbury Untied Communities, Sponsor, and Chiron Charter School dated
June 30, 2004 at sections 4 (management and administration) and 5.2.

154 We found no evidence that Chiron paid Pillsbury any sponsorship fees. Compare Chiron WFB check

p@/i ng Minneapolis Public Schools $3,600 for January 21, 2004 invoice for sponsorship fees.

1551t appears there was no July 2004 meeting (June 22 minutes were approved at the August 17 meeting), and we
only found agendas for meetings set for September 6, 2004, January 19, 2005, and February 16, 2005. The agenda
for the February 16, 2005 meeting contains “Approve minutes from February 14 meeting” as an agendaitem.
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X. Conclusion

We found a lack of effective overdght and a lack of internd controls a Chiron. We found thet
the Managing Director misreported the number of students attending Chiron, resulting in Chiron
recalving public funds to which it was not entitted. We found that the Managing Director
misreported how federal funds were expended. We found that the Managing Director made
unauthorized and questionable payments to hersdlf, to Chiron employees, and to others.

This report is being referred to the Minneapolis Police Department, and has been filed with the
Hennepin County Attorney to institute such procredings as the law and public interest require°®

156 See Minn. Stat. 88 6.51, 6.715, subd 3.



