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ARIZONA DEPARTMENT OF EDUCATION
The Audit Unit
1535 W. Jefferson St, Bin 19 « Phoenix, AZ 85007
Phone (602) 364-2097 Fax (602) 542-4056

October 8, 2010

Ms. Patty Shaw, President
Intelli-School, Inc.

1107 E. Bell Rd., Ste. 109-A
Phoenix, AZ 85022

Dear Ms. Shaw:

The Arizona Department of Education Audit Unit has conducted an audit of the Intelli-School, Inc.’s
Average Daily Membership for Fiscal Year 2009. The purpose of the audit was to determine whether the
School complied with statutory attendance requirements and to determine if it received the correct
amount of Basic State Aid.

The audit found that the School inappropriately allowed students to make up their absences, accrue
instructional hours to cover firture absences, and receive instructional time for working at off-site jobs.

As a result of these practices, the School substantially under-reported its absences and was overpaid
about $100,000 in Basic State Aid.

The audit becomes final 30 days after issuance, unless the School files an appeal. Appendix A in the
report provides rules governing the appeal process.

We appreciate the excellent cooperation and assistance provided by the School’s administration and staff
during the course of the audit. My staff will be pleased to discuss or clarify items in the report.

B

Arthur E. He
Chief Auditor
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INTRODUCTION AND BACKGROUND

The Arizona Department of Education (ADE) Audit Unit has conducted an Average Daily Membership
(ADM) audit of Intelli-School, Inc. (School) pursuant to Arizona Revised Statutes (A.R.S.) §§ 15-239,
15-901 (A) (2) and 15-915. The audit focused on whether the School accurately reported enrollment and
attendance data to ADE and received the correct amount of Basic State Aid for FY2009.

Average Daily Membership audit conducted—ADM audits help ensure the appropriate distribution of
~ Basic State Aid provided annually to school districts and charter schools. Schools receive Basic State
Aid based on several factors related to student attendance. To receive funding, schools report enrollment
and attendance data to ADE. ADE then processes that data, determines payment amounts according to

the relevant statutory funding formulas and distributes payments to school districts and charter schools
up to twelve times each year.

!

Audit and appeal processes—The ADM audit process determines whether payments were correct or if
an adjustment is needed pursuant to A.R.S. § 15-915, and provides for an appeal process if the schoot
disagrees with the audit findings. ADM audits compare the school’s reported information to the original
records kept at the school. If the audit finds that the school’s reported information does not match the
original documentation, the audit will identify and report the funding adjustment needed to the school’s
Basic State Aid. These funding adjustments can be positive or negative, depending upon the audit
findings.

The audit is an appealable action. A.R.S. § 41-1092.03 provides schools that disagree with the audit
{indings the opportunity fo file a formal appeal within thirty (30) days after the report was issued. The
school and ADE may reach agreement in an informal settlement conference. If not, the appeal will be
adjudicated by the Office of Administrative Hearings. If ADE has determined that a school received
excess Basic State Aid, AR.S. § 15-915 directs that corrections to schools’ funding be made in the
current budget year. In case of hardship, schools may request that the Superintendent of Public

Instruction allow a correction to be made partly in the current budget year and partly in the following
budget year.

School financial and other information—The School is located in North Phoenix and consists of one
high school that offers computer-based education to students enrolled in grades nine through twelve. The
School is overseen by a site administrator. For FY2009, the School reported a fall enroliment of 156
students and employed six full time equivalent (FTE) teachers. Table 1 (see page 2) provides the
School’s student, staffing, revenue and expenditure information for FY2007 through FY2009.



Table 1

Intelli-School, Inc.
Students, Number of Teachers, Revenues and Expenditures
FY2007, FY2008 and Y2009
(Unaudited)
FY2007 FY2008 FY2009
Number of Students 150 171 156
Teacher FTE 5 6 6
Revenue
Local $98,301 $49,434 $24,831
State 1,078,297 1,193,640 1,159,265
Federal 16,427 45.893 47.500
Total Revenues $1.193.025 $1.288.967 31,231,596
Total Expenditures $1,367,663 $1,329.320 S1255350 |

Source: Annual Report of the Arizona Superintendent of Public Instruction for FY2007, FY2008 and FY2009.



SCOPE AND METHODOLOGY

The audit focused on whether the School accurately reported attendance data to ADE and received the
correct amount of Basic State Aid in accordance with statutes for FY2009.

To determine whether the School received the correct amount of Basic State Aid based on its reported
student attendance, auditors used a variety of methods. To gain an understanding of how the School
recorded student attendance and how it reported this information to ADE, auditors interviewed School
personnel and reviewed School records, the School’s Parent/Student Handbook, statutes and polices.
Auditors also reviewed the School’s original attendance records and compared them to the attendance
data submitted to ADE.

Additionally, auditors reviewed the School’s absence data to determine if the School was reporting its
absences correctly to ADE. Because auditors determined that the School had exceeded the State’s
statutory absence threshold of 8.5 percent for FY2009, they were required to adjust the School’s ADM to
account for the excessive absences. Specifically, auditors multiplied the School’s reported attendance by
a statutorily-prescribed weight to arrive at the “Adjusted ADM”. After performing these calculations,
auditors determined the amount of the School’s funding adjustment by comparing the School’s reported
ADM and its audited adjusted ADM.

The Audit Unit expresses its appreciation to Intelli-School, Inc.’s administrators and staff members for
their cooperation and assistance during the course of the audit.



FINDING 1: THE SCHOOL UNDER-REPORTED
STUDENT ABSENCES RESULTING IN AN
OVERPAYMENT OF ALMOST $100,000

The Audit found that the School significantly under-reported its student absences and as a result, was
overpaid almost $100,000 in Basic State Aid for FY2009. The School improperly allowed students to
make up their absences and bank time to cover for future absences, both of which are not allowed by
State statute. Additionally, the School improperly allowed students to participate in a work study
program that gave them instructional time for working at an off:site job. As a result of these
inapproptiate practices, the School substantially under-reported its absences to ADE and was overpaid

$97,984.89 in Basic State Aid. Pursuant to AR.S. §15-915, ADE is required to recoup these funds from
the School. :

The Schooil Failed to Comply with Statutory
Attendance Reporting Requirements

The School did not adhere to statutory attendance requirements. First, the School improperly allowed
students to make-up both their excused as well as unexcused absences. In addition, the School allowed
students to bank hours to use in the future to compensate for excused and unexcused absences. Further,
the School facilitated a program where students could work at jobs away from the School, which was
used to substitute for instructional time and reduce their absences. Since the audit, the School has
discontinued allowing students to either make up or bank hours but still allows students to receive
instructional credit for working,

School should not have allowed students to make-up absences—The School improperly allowed
students to make up their absences so that they did not miss instructional time. According to the School’s
site administrator, students who arrived to school late or were absent for a day were allowed to make up
their missing hours by attending additional time at a later date. For example, if a student was absent on
Monday, they could attend twice as long on Tuesday to make up the instructional hours that were missed
the day before. However, the students were required to make these absences up by the end of the register
period, which occurred every 20 days.!

Although the School allowed students to make up absences within each 20 day register period, statute
does not allow this practice. According to AR.S. § 15-901 (A) (6) (d), .. .the attendance of a pupil shall
not be counted as a full day unless the pupil is actually and physically in attendance and enrolled in and
carrying four subjects, each of which, if taught each school day for the minimum number of days
required in a school year, would meet a minimum of one hundred twenty hours a year, or the
equivalent...” As a result, students who are not actually and physically in attendance at school should
have been recorded as absent and should not have been allowed to make up their time at a later date.

' At the end of each register period, the School sent its attendance information to its corporate office.



School improperly encouraged students to bank hours—In addition to allowing students to make up
their absences, the School also encouraged students to earn or bank instructional hours to compensate for
future absences. According to the School’s Parent/Student Handbook, this banked time was referred to
as Additional Instructional Time (AIT) and was intended to allow students to create and maintain a
supply of instructional hours to cover their absences up to 20 days in the future. The Handbook states
that “students who do not take advantage of this supplemental time run the risk of not completing
coursework, not obtaining academic gains/credits and/or withdrawal. For example, if a student was
going to miss school for a vacation or a doctor’s appointment, the School allowed them to stay for an
extra session of time to cover the future day they plan to miss. According to the School’s Parent/Student
Handbook, this banked time could have been used to cover excused as well as unexcused absences.

Although the School allowed students to bank attendance hours up to 20 days in the future, statute does
not allow this practice. According to A.R.S. § 15-901 (A) (6) (d), «...the attendance of a pupil shall not
be counted as a full day unless the pupil is actually and physically in attendance and enrolled in and
carrying four subjects, each of which, if taught each school day for the minimum number of days
required in a school year, would meet a minimum of one hundred twenty hours a year, or the
equivalent...” As a result, students who are not actually and physically in attendance at school must be
recorded as absent. Statute does not provide for students to accrue instructional time for ADM purposes
outside of the scheduled instruction time.

School improperly allowed work study to count as instructional time—In addition to allowing students
to make up absences and bank hours, the School inappropriately allowed students to receive

" instructional time for working at jobs away from the School. The School had a program called work

study that included 13 different assignments that each student had to complete in order to receive
instructional credit, banked instructional time or both.? Tn addition to completing the assignments, the
students had to provide the School with pay stubs showing that they worked at least 100 hours along
with an employee evaluation sheet completed by their supervisor. The School then provided students
who performed this work with instructiopal time and also allowed their work time to count as
instructional time to substitute for an absence.

However, unless a school is operating a specific career and technical education (CTE) program,
students’ time spent in work programs should not be allowed to count as attendance hours for funding
purposes. Statute includes an exceptxon for students in career and technical educational programs that
have been approved by ADE.” Since the School did not have an approved CTE program at the time of
the audit, it was not allowed to use these hours for attendance. Similar to allowing students to make up
absences, statute requires students to be actvally and physically attending school in order to be

In order for a student to receive .5 instructional credit, the school required students to complete all 13
assignments in the work study packet. In order for a student to receive the instructional credit and four banked
days for future use, the student would have to complete the assignments, provide a completed Employee
Evaluation Sheet, a copy of his/her pay stubs documenting that at least 100 hours were worked and the
completed work study packet.

ARS. §15-802 (D) (5) presents exceptions to the requirement that all students have to attend school and
receive instruction, One of the exceptions is if the child is enrolled in a work training, career education, career
and technical education, vocational education or manual training program which meets the educational
standards established and approved by the department of education.
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considered as attending school.* As a result of not having an approved CTE work program, students who
attend the School and work at a job off-site can neither be counted towards School attendance nor should
they have their work hours count as instructional time.

School has since corrected most of these problems—Since the School’s internal auditors brought these
issues to the School’s attention, the School has ceased two of these three practices. First, according to
School officials, the School no longer allows students to bank attendance hours. Additionally, the School
applied to and received approval from the Arizona State Board for Charter Schools for FY2010 to
operate an alternative calendar, This will allow students to bank hours within the same week and not
accrue absences if at least 20 hours of instructional time are met. However, School officials disagreed
with ADE auditors’ disallowance of the work study time counting for instructional time, and felt that this

was a common practice that was acceptable. At the time the audit was completed, the School still
continued this practice.

Non-compliance Resulted in
incorrect Number of Absences
Reported to ADE

As a result of improperly allowing students to make up absences, bank instructional time and count
working time as instructional time, the School significantly under-reported the number of its student
absences to ADE for FY2009. It is important that schools accurately report their student absences to
ADE because absence reporting can impact the amount of Basic State Aid a school receives if its
absence rate exceeds a certain statutory threshold.

Improper attendance practices led to significant absence under-reporting—Due to its improper
attendance practices, the School did not report its absences correctly to ADE. Auditors reviewed all of
the School’s student attendance records for FY2009. While performing this review, auditors identified
many absences that the School failed to report to ADE. Specifically, auditors reviewed the School’s sign
in sheets to determine if each student was actually in attendance each school day. For days where the
sign in sheet did not include a particular student’s information, auditors recorded this student as being
absent rather than in attendance.

After auditors reviewed the School’s attendance information and identified absences that the School
failed to record, auditors compared this information to the data found in ADE’s Student Accountability
Information System (SAIS). This review found that the School significantly under-reported its student
absences to ADE for FY2009. As show in Table 2 (see pagé 7), the School reported 705 absences for

FY2009. However auditors found that the School’s actual absences were 2,359 and were under-reported
by 1,654,

According to A.R.S. §15-901(A) (6) (d), “for high schools or ungraded schools in which the pupil is at least
fourteen years of age by September 1, the attendance of a pupil shall not be counted as a full day unless the

“pupil is actually and physically in attendance and enrolled in and carrying four subjects, each of which, if taught
each school day for the minimum number of days required in a school year, would meet a minimum of one
hundred twenty hours a year, or the equivalent...”
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Table 2

Intelli-School, Inc
Reported and Audited Absences
FY2009
Reported Absences 705
Audited Absences 2.359
Ender-reported Absences 1,654

Source:  Auditor analysis of SAIS reports and School
attendance records for FY2009.

Correct absence information critical to ensuring correct payment—It is important that school districts
and charter schools report their student attendance and absences accurately to ADE because their overall
absence rate may affect the amount of Basic State Aid they receive. Specifically, if a school district or
charter school’s absences are excessive and exceed a statutory threshold, its ADM and finding will be
calculated using adjusted ADM.’

Since auditors determined that the School’s absence rate for FY2009 exceeded the statutory threshold of
8.5 percent, auditors were required to adjust the School’s ADM to be based on Average Daily
Attendance (ADA) to account for the excessive absences. After making these adjustments, auditors

determined that the School’s audited adjusted ADM was overstated, which led to an overpayment of
Basic State Aid for FY2009.

The School Was Overpaid $97,984.89
In Basic State Aid Funding

Since the School significantly under-reported its absences to ADE for FY2009, it received an
overpayment of Basic State Aid. As shown by Table 3 (see page 8), the School’s ADM was overstated
by 14.904, which resulted in it receiving an overpayment of $97,984.89, which ADE must recoup.

According to AR.S. §15-902 (A) and (B), if a school district’s or charter school’s Average Daily Attendance (ADA)
exceeds the ADM by a specific percentage (8.5 percent for a high school district or charter school, or 6.0 percent for an
elementary or unified district or charter school), its ADM must be adjusted. To adjust a school district’s or charter school’s

ADM for excessive student absences, multiply the ADA by 1.085 or 1.060 to determine the adjusted ADM that will be
fimded. '



Table 3

Intelli School, Inc.
Reported and Audited ADM, ADA, Funding and Adjustments
FY2009
ADM ADA Funding
Reported 160.415 150,657 $1,093,897.11
Audited 145.511 134.112 $ 99591222
Adjustment 14.904 16,545 $ 97984389

Source: Auditor analysis of School records and SAIS data for FY2009,

Recommendations:

1. ADE is required to recoup $97,984.89 in overpaid Basic State Aid from the School for its
incorrectly reported attendance in FY2009.

2. In the future, the School should ensure that it does not use make-up time or bank time when
calculating student absences reported to ADE.

3. The School should cease the practice of substituting students’ work time for instructional
hours.




Appendix A

State Rules for Appealing Audits

The audit determination pursuant to A.R.S. § 15-915 is an agency action for which you can file an
appeal. The audit report and cover letter, along with this information, serves as notice of your appeal
rights under A.R.S. § 41-1092.04, Your right to a hearing and right to an informal settlement conference
are described below in the Arizona Revised Statutes.

ARS. § 41-1092.03. Notice of appealable agency action; hearing; informal settlement
conference; applicability

Al An agency shall serve notice of an appealable agency action pursuant to section 41-1092.04.
The notice shall identify the statute or rule that is alleged to have been violated or on which
the action is based and shall include a description of the party's right to request a hearing on
an appealable agency action and to request an informal settlement conference pursuant to

: section 41-1092.06.

B. A party may obtain a hearing on an appealable agency action by filing a notice of appeal
with the agency within thirty days after receiving the notice prescribed in subsection A of
this section. The notice may be filed by a party whose legal rights, duties or privileges were
determined by the appealable agency action. A notice of appeal also may be filed by a party
who will be adversely affected by the appealable agency action and who exercised any right
to comment on the action provided by law or rule, provided that the grounds for appeal are
limited to issues raised in that party's comments. The notice of appeal shall identify the party,
the party's address, the agency and the action being appealed and shall contain a concise
statement of the reasons for the appeal. The agency shall notify the office of the appeal and
the office shall schedule a hearing pursuant to section 41-1092.05, except as provided in
section 41-1092,01, subsection F.

C. If good cause is shown an agency head may accept an appeal that is not filed in a timely
manner.

AR.S. § 41-1092.06. Appeals of agency actions; informal settlement conferences; applicability

A. If requested by the appellant of an appealable agency action, the agency shall hold an
informal settlement conference within fifteen days after receiving the request. A request for
an informal settlement conference shall be in writing and shall be filed with the agency no
later than twenty days before the hearing. If an informal settlement conference is requested,
the agency shall notify the office of the request and the outcome of the conference, except as
provided in section 41-1092.01, subsection F. The request for an informal settlement
conference does not toll the sixty day period in which the administrative hearing is to be held
pursuant to section 41-1092.05.

B. If an informal settlement conference is held, a person with the authority to act on behalf of
the agency must represent the agency at the conference. The agency representative shall
notify the appellant in writing that statements, either written or oral, made by the appellant at

a-



the conference, including a written document, created or expressed solely for the purpose of
settlement negotiations are inadmissible in any subsequent administrative hearing. The
parties participating in the seftlement conference shall waive their right to object to the
participation of the agency representative in the final administrative decision.
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