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Auditor of State David A. Vaudt today released a reaudit report on the Iowa Association of
School Boards, (IASB) in Des Moines, Iowa for the period July 1, 2008 through June 30, 2009.
The reaudit also covered certain items to determine practices and review transactions applicable
to the years ended June 30, 2008 and June 30, 2010.

The reaudit was performed at the

request of former IASB Board President Jack Hill, on behalf of the IASB Board of Directors,
pursuant to Chapter 11.6(4)(a)(2) of Code of Iowa.
The reaudit report addresses Board governance in regard to Board oversight and internal
control. The reaudit report also addresses concerns regarding compliance with deposits and
investments, Federal grants, loans and transfers, and certain IRS reporting and related
compensation matters.

Vaudt also included recommendations in regard to certain IASB

programs. IASB responses to the reaudit findings and recommendations are included in the
reaudit report.
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OFFICE OF AUDITOR OF STATE
STATE OF IOWA
State Capitol Building
Des Moines, Iowa 50319-0004
Telephone (515) 281-5834

David A. Vaudt, CPA
Auditor of State

Facsimile (515) 242-6134

Auditor of State’s Report on Reaudit
To the Board of Directors
of the Iowa Association of School Boards:
We received a request to perform a reaudit of the Iowa Association of School Boards (IASB)
at the request of former IASB Board President Jack Hill on behalf of the IASB Board of Directors
under Chapter 11.6(4)(a)(2) of the Code of Iowa. The reaudit request is included as Exhibit 1. As
a result, we performed a limited review of the fiscal year 2009 audit report and selected
workpapers prepared by the IASB's independent auditors to determine whether the CPA firm may
have addressed any or all of the specific issues identified in the request for reaudit during the
annual audit of IASB. Based on this review and our review of the preliminary information
available, we determined a partial reaudit was necessary to further investigate specific issues,
including those identified in the request for reaudit. Accordingly, we have applied certain tests
and procedures to selected accounting records and related information of IASB for the period
July 1, 2008 through June 30, 2009. We also inquired and performed procedures for certain
items applicable to the years ended June 30, 2008 and June 30, 2010, including the findings and
recommendations included in IASB's fiscal year 2010 independent audit report available at
http://auditor.iowa.gov/reports/1033-0034-C000.pdf.
The procedures we performed are summarized as follows:
1.

We reviewed reports prepared by LWBJ Capital Advisors, LLC (LWBJ) and
performed a limited review of selected workpapers and documents obtained
by LWBJ.

2.

We inquired about the status of pending investigations by other external
departments and agencies.

3.

We inquired about the status of the 2009 IRS Form 990 and whether the 2008
IRS Form 990 was amended.

4.

We interviewed selected officials and employees of IASB.

5.

We obtained and reviewed selected IASB Board minutes to determine whether
the Board approved selected employment and/or other selected contractual
agreements.

6.

We obtained and reviewed copies of selected employment agreements, related
compensation and proper reporting of compensation for selected current and
former employees of IASB.

7.

We obtained, reviewed and tested selected transfers/loans between IASB and
its related organizations, if any, and transfers/loans between IASB and Local
Government Services, Inc. (LGS).

8.

We obtained copies of minutes or other documents regarding Board approval
of transfers/loans between IASB and its related organizations, including
LGS, including the terms, conditions and status of current outstanding
transfers and loans, if any.
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9.

We considered various current and prior investments made by IASB and/or its
related organizations for propriety with the deposit and investment
provisions of Chapter 12B of the Code of Iowa.

10. We inquired about the status of the Skills Iowa Grant findings and
recommendations included in the fiscal year 2009 and 2010 independent
auditor’s reports for IASB, including repayment of Federal awards, if any.
11. We inquired about and reviewed IASB's methodology and basis for its
valuation of the IGROWTH program.
12. We inquired about, reviewed the basis for and requested reconciliations to
determine the status of PaySchools Program financial performance and
profitability, including administrative fees retained by IASB.
Based on the performance of the procedures described above, we identified findings and
instances of non–compliance and have developed various recommendations for IASB. Our
recommendations pertaining to our findings and instances of non–compliance are described in the
Detailed Findings of this report. Unless reported in the Detailed Findings, items of non–
compliance were not noted during the performance of the specific procedures listed above.
The procedures described above are substantially less in scope than an audit of financial
statements made in accordance with U.S. generally accepted auditing standards, the objective of
which is the expression of an opinion on financial statements. Accordingly, we do not express an
opinion. Had we performed additional procedures, or had we performed an audit of IASB,
additional matters might have come to our attention that would have been reported to you. A
copy of this reaudit report has been filed with the United States Department of Education and the
Iowa Department of Education for their review and information. A copy of this reaudit report has
also been filed with the Polk County Attorney, the Legislative Government Oversight Committee
and the Internal Revenue Service.
We would like to acknowledge the assistance extended to us by personnel of IASB. Should
you have any questions concerning any of the above matters, we shall be pleased to discuss them
with you at your convenience.

DAVID A. VAUDT, CPA
Auditor of State

WARREN G. JENKINS, CPA
Chief Deputy Auditor of State

December 16, 2011
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Background and Detailed Findings
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Background

The Iowa Association of School Boards (IASB) is a nonprofit organization formed under the
Revised Iowa Nonprofit Corporation Act, Chapter 504 of the Code of Iowa. According to IASB's
Articles of Incorporation, IASB exists for the purpose of "operating to develop, strengthen, and
correlate the work of the school boards of the public schools in their efforts to promote the
educational interests of the State of Iowa and to provide such services as will enhance these
purposes."
A brief description of IASB's related organizations are listed below. In addition, IASB and its
related organizations offer a number of programs to school districts. A listing and more detailed
description of the programs and related organizations are summarized in a document presented to
the Legislative Government Oversight Committee on April 29, 2010 and included as Exhibit 2.
Local Government Services, Inc. (LGS) - a for-profit, wholly owned subsidiary of IASB created
under Chapter 490 of the Code of Iowa and operating to support IASB’s core non-profit activity
and services.
Iowa Schools Joint Investment Trust (ISJIT) - created pursuant to the provisions of Chapter 28E
of the Code of Iowa to allow Iowa schools to invest public funds pursuant to a joint investment
agreement.
Iowa School Boards Foundation (ISBF) - formed under the Revised Iowa Nonprofit Corporation
Act, Chapter 504 of the Code of Iowa, to serve and provide educational support to Iowa school
boards.
Iowa Joint Utility Management Program (IJUMP) - formed under the Iowa Nonprofit Corporation
Act, Chapter 504A of the Code of Iowa, in 2001 and formally dissolved as of June 30, 2009 was
established to provide energy and energy-related services to Iowa school districts, other public
agencies and nonprofit organizations.
Iowa Schools Cash Anticipation Program (ISCAP) - created pursuant to the provisions of Chapter
28E of the Code of Iowa to provide a General Fund cash flow and funding mechanism for Iowa
school districts.
Iowa Schools Employee Benefit Association (ISEBA) - created pursuant to the provisions of
Chapter 28E of the Code of Iowa to provide insurance to Iowa school employees.
Starting in the spring of 2009 and continuing into the fall and winter of 2009, IASB
experienced significant changes in management positions resulting in significant turmoil within
the organization. In a letter dated October 19, 2009, the then President of IASB requested the
Auditor of State to reaudit IASB for fiscal year 2009 for "all entities (related organizations) of the
Iowa Association of School Boards which includes Local Government Services (LGS)..." In
addition, the reaudit request was to "encompass an assessment of issues related to a significant
and rapid decline in association resources over the last five years, as well as an evaluation of
internal operations and procedures."
Subsequent to the request for reaudit, IASB again experienced significant changes in
management positions in early 2010 resulting from several questionable events, activities and
transactions. As a result, several investigations ensued and IASB called upon other organizations
for assistance.
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Consequently, the Auditor of State delayed the reaudit until IASB had time to reorganize
and respond to the other investigations. The delay was also, in part, to allow IASB’s independent
auditors ample time to assess the results of the other investigations and complete the annual
audits of IASB.
The fiscal year 2009 audit of IASB was not completed and released by IASB's independent
auditors until August 2010 due, in part, to additional audit work performed by the independent
auditors to address the questionable events, activities and transactions. Similar issues were
addressed during the fiscal year 2010 audit and are reported in the audit report of IASB available
on the Auditor of State's web site at http://auditor.iowa.gov/reports/1033-0034-C000.pdf.
A reaudit conducted in accordance with Chapter 11.6(4) of the Code of Iowa is not intended
to duplicate effort or provide a comprehensive "assessment of issues related to a significant and
rapid decline in association resources over the last five years, as well as an evaluation of internal
operations and procedures." In addition, since IASB's independent auditors are responsible for
review and follow-up of prior year findings in accordance with Government Auditing Standards,
this reaudit is not intended to provide an exhaustive or comprehensive review and determination
of the status of IASB's independent auditor’s fiscal year 2010 audit and related findings. Instead,
the reaudit procedures and related findings and recommendations address the current status of
selected matters and/or address matters not otherwise addressed by other investigations or
IASB's independent auditors.
Except as noted, the reaudit and following detailed findings pertain primarily to the
transactions, events and circumstances, which occurred under the IASB management and staff
during fiscal year 2009 and/or prior periods.

Detailed Findings

(A)

Governance: Board Oversight and Internal Control - Governance typically focuses
primarily on the fiduciary responsibility a governing body has in regard to exercising
authority over its funds and the public trust the organization owes those it serves that
the organization will efficiently and effectively achieve its mission. Oversight is typically
defined as the "watchful and responsible care" a governing body exercises in its
fiduciary capacity.
Internal control is defined as a process, implemented by an entity’s board of directors,
management and other personnel, designed to provide "reasonable assurance"
regarding the achievement of objectives in the following categories:
• Effectiveness and efficiency of operations,
• Reliability of financial reporting and
• Compliance with applicable laws and regulations.
Based on our observations and procedures performed, including the following findings
and those of IASB's independent auditors, the Boards of IASB, its subsidiary LGS and
its related organizations failed to exercise proper fiduciary oversight and implement
adequate internal control systems.

9

According to the job description, IASB's Executive Director had authority to hire and/or
terminate employees without Board approval. There was not always evidence of Board
approval in the appropriate Board minutes for wages and/or other compensation and
employment agreements or for transfers and loans between IASB, its wholly owned
subsidiary and related organizations.
The lack of appropriate Board fiduciary oversight and failure to ensure implementation of
adequate internal controls permitted employees to exercise too much power over the
operation of IASB, its subsidiary LGS and its related organizations, including the use of
IASB resources, in some cases to the detriment of IASB. As noted in the following
findings, the Board frequently relied on management representations without adequate
supporting documentation or information.
Recommendation – Board fiduciary oversight and proper internal control is essential and
should be an ongoing effort by all members of any governing body.
In the future, the Boards of IASB, its subsidiary LGS and its related organizations should
exercise prudent person due care. Boards should require and review pertinent
information and documentation prior to making decisions affecting the organization.
The Board should evaluate and establish procedures pertaining to authorization and
approval of the terms and conditions of employment, including salaries and benefits for
employees during the term of their employment. In addition, the Board should evaluate
and establish procedures pertaining to authorization and approval for hiring and the
termination of employees.
Appropriate operating and internal control policies should be adopted by the Boards of
IASB, its subsidiary LGS and its related organizations. IASB, its subsidiary LGS and its
related organizations should implement procedures to ensure compliance with
established Board policies and the Board should monitor compliance.
Response – Since the spring of 2010, the association has implemented a number of policy
and governance practices. The Board established three committees: Audit;
Compensation and Benefits; and Governance/By-Laws. These three committees meet
regularly to review, monitor and verify information relevant to their respective areas of
responsibility. Each committee annually reviews existing operating and internal control
policies to determine what modifications or additions should be made.
Conclusion – Response accepted.
(B)

Deposits and Investments – Prior CFOs of IASB, its wholly owned subsidiary LGS and its
related organizations invested in or had transactions involving hedging, derivatives and
futures. We did not confirm whether the applicable governing Boards authorized or
approved all investments and transactions. The following investment transactions have
resulted in losses, as subsequently described to IASB, its wholly owned subsidiary LGS
and/or its related organizations. In addition, Note 4 in the fiscal year 2010 audited
financial statements regarding "Concentrations" states, in part, "The Association
routinely has cash balances at financial institutions in excess of FDIC insured limits.
The Association has not experienced any losses as a result of this."
IASB operated the Iowa Joint Utility Management Program (IJUMP) prior to its dissolution
effective June 30, 2009 and, within that program, another component known as the
IJUMP Fleet Service program. Prior to IASB's dissolution of IJUMP, the IJUMP Fleet
Service program was reviewed by the Iowa Attorney General at the request of the Iowa
Department of Education and the Iowa Auditor of State. The Iowa Attorney General
issued a letter of advice dated October 6, 2004 responding to the propriety of using the
school district management levy to fund all or part of a school district's participation in
the IJUMP Fleet Service program. In addition, the letter of advice included the following
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caution concerning investments and Chapter 12B of the Code of Iowa.
advice states, in part:

The letter of

"Finally, I must note that IJUMP's proposed use of funds received from school
districts through the Fleet Service program risk management fee to purchase
financial instruments on the Chicago Mercantile Exchange raises additional
concerns. To the extent that IJUMP is holding and investing school district
management fees on behalf of schools, consideration must be given to the
limitation upon investment of public funds that are contained in Iowa Code
chapter 12B. The provisions of this chapter include a variety of limitations upon
the investments of public funds by political subdivision(s), including explicit
prohibitions upon "the trading of securities in which any public funds are invested
for the purpose of speculation and the realization of short-term trading profit" and
investments in "futures or options contracts."
Iowa code 12B.10(3) (last
paragraph; 12B.10(4) (paragraph following (g)(2003). This office has frequently
observed that, "public funds do not necessarily lose their public character merely
because a private entity happens to possess them." 2000 Op. Att'yGen.___ (#00-82(L)), (2000 WL 1576488); citing 1994 Op. Att'yGen. 71 and 1998 Att'yGen.___
(#98-1-3)."
A document titled "Various Issues Related to the Iowa Joint Utilities Management
Program (IJUMP) Notes" by Jen Albers (former IASB Accounting Manager) - April 4,
2010, states, in part, "IJUMP's gain or losses on derivatives had absolutely no affect
(effect) on IJUMP's income or loss for the fiscal year, but the gain or loss is required to
be booked as a gain or loss on the financials and disclosed in a note to the audited
financial reports. These derivatives were not investments. They were risk management
tools."
According to Note 13 of IASB's fiscal year 2008 audited consolidated financial statements,
"IJUMP entered into commodity derivatives to manage its exposure to natural gas price
fluctuations caused by commodity-price volatility. As of June 30, 2008, the derivative
instruments that had been settled resulted in a net realized loss of $1,003,275 in the
statement of activities. At June 30, 2008, IJUMP did not have any outstanding
commitments to purchase commodity derivatives."
Note 10 of IASB's fiscal year 2010 audited consolidated financial statements pertaining to
"On-Balance Sheet Derivative Instruments and Hedging Activities" states, in part:
"LGS has a stand-alone derivative financial instrument in the form of an interest
rate swap agreement, which derives its value from underlying interest rates. This
transaction involves both credit and market risk. The notional amount is an
amount on which calculations, payments, and the value of the derivative is based.
Notional amounts do not represent direct credit exposures. Direct credit exposure
is limited to the net difference between the calculated amount to be received and
paid, if any. Such difference, which represents the fair value of the derivative
instruments, is reflected on the Association’s balance sheet as a derivative
liability."
As a result, IASB had an unrealized loss relating to interest rate swap of $258,584, as of
June 30, 2010.
In spite of the Iowa Attorney General's 2004 letter of advice and caution regarding
investments, IASB participated in speculative investments and transactions. These
investments and transactions not only put public funds at risk of loss, but also resulted
in losses as previously noted. IASB's independent auditors reported on and disclosed
the investment losses in IASB's financial statements. According to current IASB staff,
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written guidance from legal counsel was not located in regard to these statutory
requirements.
Consistent with the Iowa Attorney General's 2004 letter of advice, if any of IASB's funds
are subject to Chapter 12B of the Code of Iowa pertaining to investments, it would also
appear to be subject to Chapter 12C of the Code of Iowa pertaining to deposits. As
such, IASB's deposits in excess of FDIC insured limits are potentially at risk of loss.
Recommendation – IASB should discuss the provisions of Chapter 12B and 12C of the
Code of Iowa with its legal counsel and with the Office of Treasurer of State, State of
Iowa to determine to what extent these statutes apply to IASB. If these statutes do
apply, IASB should liquidate any remaining noncompliant speculative investments as
soon as financially feasible and should refrain from entering into speculative
investments and transactions in the future.
IASB should implement internal control policies and procedures to ensure public funds
are not invested in a speculative instrument. Internal control procedures should be
implemented, including periodic monitoring of deposits and investment transactions for
compliance with IASB's investment policy and Chapters 12B and 12C of the Code of
Iowa, if applicable. IASB should also implement monitoring procedures to ensure
compliance with established requirements and Chapters 12B and 12C of the Code of
Iowa, if applicable.
IASB policies and procedures pertaining to deposits and
investments should be reviewed with IASB personnel responsible for deposits,
investments and related compliance.
Response – IASB has requested legal counsel to request a formal opinion from the Iowa
Attorney General's Office as to the applicability of Iowa Code Chapters 12B and 12C to
IASB investments made by the Association.
Once that opinion has been issued,
management will develop an investment policy consistent with the opinion. In the
meantime, the Association has ceased entering into any speculative investments and
transactions.
Conclusion – Response accepted.
(C)

Skills Iowa Grant - The fiscal year 2009 and 2010 audited financial statements of IASB
included several findings and recommendations pertaining to the Skills Iowa Grant,
including repayment of Federal awards. The United States Department of Education
(USDE) reviewed the independent auditor's findings and recommendations and
responded in a letter to IASB dated August 29, 2011, which is included as Exhibit 3.
In all matters reviewed by USDE, the independent auditor's findings were sustained
and USDE concurred with the independent auditor's recommendations. In addition, in
all matters reviewed by USDE, IASB's response and corrective actions to prevent
recurrence of the findings were accepted by USDE. As noted in the USDE letter, IASB
repaid a duplicate drawdown of $493,932 on April 14, 2010. In addition, an additional
repayment of $10,444 resulting from questioned costs was made on April 29, 2011.
Recommendation - IASB should implement internal control and monitoring procedures to
ensure compliance with established requirements and review and monitor compliance
with all state and federal grant requirements in a timely manner and to avoid possible
duplicate drawdowns.
IASB policies and procedures and grant compliance
requirements should be reviewed with IASB personnel responsible for grant compliance.
As noted in the USDE letter, IASB's independent auditors "will perform audit follow-up
procedures in subsequent OMB Circular A-133 audits to determine that actions have
been taken to correct the finding(s)."
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Response – The duplicate draw down error occurred on January 22, 2010 and the error
was discovered shortly thereafter. Repayment was made on April 14, 2010. At the
present time, all grants including Skills Iowa have ended with only the final reporting
and draws to be completed.
Conclusion – Response accepted.
(D)

IASB Loan to LGS and Incompatible Positions - Local Government Services, Inc. (LGS) is
a for-profit, wholly owned subsidiary of IASB established in the fall of 2005 to separate
the core for profit activity and transactions from non-profit activity and transactions for
tax purposes. Since the time LGS was established, IASB has loaned LGS over
$5,000,000 for cash flow purposes, purchase of the current IASB building and various
related operating and capital outlay expenditures. IASB's Board was involved in
establishing LGS in 2005 and in the purchase of the current IASB building in 2006.
According to IASB Board meeting minutes dated July 13-14, 2006, action was taken "to
approve the recommendation that IASB finance the build-out project by loaning the
money to LGS, Inc. at the current market rate." The amount of the loan approved, if
any, was not documented in these minutes and, as noted, loans/transfers were not
always approved by the appropriate Boards.
Additional background on LGS and the loans between IASB and LGS, including capital
contributions from IASB to LGS, are summarized in a document presented to the
Legislative Government Oversight Committee on April 29, 2010, which is included as
Exhibit 4.
IASB has continued to periodically loan IASB funds to LGS for cash flow and other
purposes, a portion of which has been periodically repaid by LGS. According to IASB,
the outstanding loan balance due IASB from LGS totaled $5,861,924 as of
December 31, 2010.
Various opinions of the Iowa Attorney General address the doctrine of incompatibility of
offices. According to the opinions and the Iowa Supreme Court, the common law
principle of incompatibility of offices was identified as:
“The test of incompatibility is whether there is an inconsistency in the functions of
the two, as where one is subordinate to the other and subject in some degree to
revisory power, or where the duties of the two offices are inherently inconsistent
and repugnant.”
Loans were made by former chief financial officers (CFOs Muller and Schick) without
Board approval or evidence of terms for repayment, including the period of the loan and
interest rate. Former IASB CFO Jon Muller also served as President of LGS until April
2009, Assistant Secretary for ISJIT, Treasurer for ISCAP, Secretary and Treasurer for
IJUMP and Treasurer for ISEBA. During his tenure, Mr. Muller authorized loans and
other transfers, as evidenced by his initials on supporting documents, between IASB
and its subsidiary LGS and other related organizations without Board approval and
while holding various offices with LGS and other IASB related organizations.
In addition, certain IASB staff represented consideration has been given to forgiving all or
a portion of the IASB loans to LGS. However, the IASB Board has not considered or
taken any action concerning forgiving all or a portion of the loans. Certain IASB staff
also represented the financial status of LGS indicated LGS would eventually be able to
repay the loans. However, the current IASB CFO represented repayment is not feasible
and repayment would not be an option. We did not attempt to determine the propriety
or effect on IASB's financial condition and legal status should the IASB Board forgive
the substantial outstanding loans.
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IASB staff represented all other interfund loans and transfers have been repaid.
Recommendation - Future loans, if any, should be authorized and approved by the IASB
Board and the terms for repayment, including the period of the loan and interest rate,
should be determined and documented as a condition of the loan. Employees and
officers should not be allowed to serve in multiple positions which permit the employee
or officer to perform incompatible duties, including the ability to execute loans and
transfers between IASB and its subsidiary or related organizations.
IASB should review and determine the current status of the outstanding loan balance
with LGS and the likelihood and feasibility of repayment and should consult legal
counsel before the IASB Board takes action regarding this substantial outstanding loan.
If IASB determines repayment is feasible and appropriate, the Board should determine
and document the terms for repayment, including the remaining period of the loan and
the interest rate.
Response – The employees in question are no longer with IASB. Although it is necessary
for employees and officers to sometimes serve in multiple capacities it will no longer be
allowed if the multiple positions result in the performance of incompatible duties. In
addition, future loans, if any, will only be authorized and approved by the IASB Board.
The amount of loan; terms for repayment; period of the loan; and interest rate will be
included in the written loan documents submitted to the Board for approval. The
current status of the loan balance of LGS has been forwarded to legal counsel for review
and recommendation regarding the feasibility of repayment.
Conclusion – Response accepted.
(E)

Transfers - In addition to the loan transactions with LGS, other transfers were made to
and from IASB and its related organizations, including ISJIT, ISEBA and IJUMP by
former CFOs (Muller and Schick) without Board approval. The purpose of the transfers
with the related organizations included payment of fees and expenses, loans and loan
repayments.
Certain unauthorized transfers were addressed in IASB's fiscal year 2009 and 2010
audited financial statements. However, transfers without Board authorization or
approval appear to have been a long-standing practice of IASB based on our review of
transfers for prior periods.
The unauthorized transfers noted in the fiscal year 2009 and 2010 audited financial
statements have been or are being repaid. According to IASB’s fiscal year 2010 audited
financial statements, $184,211 of the $500,000 unauthorized transfer from ISEBA to
IASB and LGS remained unpaid and was owed to ISEBA as of June 1, 2010. This
$500,000 was initially transferred on December 1, 2009 without ISEBA Board approval.
In lieu of correcting the unauthorized transfer immediately and in total, IASB
subsequently transferred back only $300,000 of the $500,000 with a documented date
of December 1, 2009 and is repaying the remaining balance by reducing the monthly
LGS fees and quarterly IASB sponsorship fees owed to LGS and IASB from ISEBA.
Although, IASB staff provided a copy of a resolution and a copy of ISEBA Board minutes
dated April 15, 2010, we were unable to determine whether the resolution was the final
resolution and which Boards, if any, approved the resolution. Based on our review and
inquiry and due to lack of documentation, the appropriate Boards did not appear to
have authorized or approved this method of repayment and according to IASB staff, the
balance of this transfer was made without developing a payment plan.
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Pursuant to an agreement approved by the IASB Board, IASB provided administrative
services, which included cash management services, to and received reimbursement
from the IJUMP program. In return for the cash management services, IJUMP paid an
annual fee to IASB. The annual fee was determined based on the amount borrowed by
IJUMP at a rate equal to the pooled investment rate earned by IASB accounts plus onequarter of one percent to reflect the increased risk IJUMP brought to the investment
pool.
Although all loans were repaid prior to the sale of IJUMP, it appears IASB exposed IASB
assets to potential loss in providing the cash management services for IJUMP. We
requested and received agreements between IASB and IJUMP. However, since the
agreements were not signed, we were unable to determine the propriety of the
agreements or whether final valid agreements existed.
A memo dated September 7, 2001 from former CFO Jon Muller to the IASB Board, states,
in part:
"IASB will need to pay IJUMP bills on a timely basis, but will receive
reimbursement from school districts on a schedule that lags the liabilities 7 to 30
days. Assuming an unusually cold winter, and unusually high prices, IASB would
need no more than $3.5 million for no more than 2 months to make timely
payments on behalf of IJUMP, Inc. A typical winter with typical prices might
require something closer to $1.0 million for as little as one month. The IASB
board needs to approve IASB's use of Safety Group reserves, for which IASB will
be reimbursed at a market rate at least as high as the current level."
The memo also discusses efforts to improve the cash flow of the IJUMP program. It
appears safety group program funds were used as seed (start-up and reserve) money for
IJUMP necessary to cover the time lag between payment of liabilities and participating
school district reimbursements. Loans frequently exceeded two months and, in one
instance, safety group program funds totaling over $2.8 million were held
approximately six months before partial repayment was made.
Except as otherwise noted, IASB staff represented all other interfund loans and transfers
have been repaid.
Recommendation - Transfers should be authorized and approved by the appropriate
Board(s).
As previously noted, for transfers representing loans, the terms for
repayment, including the period of the loan and the interest rate, should be determined
and documented as a condition of the loan.
IASB should have made a corrective transfer in the amount of the unauthorized transfer
at the time the unauthorized transfer was discovered. The balance of the remaining
transfer is, in substance, a loan from ISEBA, which should have been authorized and
approved by the ISEBA Board. The appropriate Boards should review and determine
the proper disposition of this outstanding loan. Once the appropriate Boards determine
the proper method of repayment, the Boards should determine and document the terms
for repayment, including the remaining period of the loan and the interest rate.
Response – Transfers will be authorized and approved by the appropriate Board(s). In
addition, future loans, if any, will only be authorized and approved by the Boards of the
lending and borrowing entity. The amount of loan; terms for repayment; period of the
loan; and interest rate will be included in the written loan documents submitted to the
Board for approval. At this time, all funds have been repaid to ISEBA and IASB.
Conclusion – Response accepted.
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(F)

Retention of IASB Property by Former Employees - Former IASB employees Ron Rice, Jon
Muller and Lawrence (Larry) Sigel were allowed to keep computer and/or office
equipment (property) upon their departure from IASB.
The May 14, 2009 IASB Board minutes included item #5 “Approve Agreement Between
Iowa Association of School Boards and ISFIS (Larry Sigel).” Those minutes stated, in
part, “Ron shared that Larry Sigel will be leaving IASB effective June 30, 2009 and
starting his own school finance consulting firm, Iowa School Finance Information
Service (ISFIS). Ron said the staff recommends contracting with his new firm to provide
various financial services to our member(s). There was discussion regarding who will
pay his fees (IASB, ISCAP, ISJIT) and it was determined the fee would be paid by IASB.”
The Board unanimously approved the agreement with IASB funding the entire fee.
Based on our review of the agreement between ISFIS and IASB, ISFIS (Larry Sigel)
would have provided services similar to those Mr. Sigel provided when he was employed
by IASB.
The agreement with ISFIS, effective June 1, 2009, provided for an annual fee of $100,000
to be paid by IASB to ISFIS and provided limited, required computer support to ISFIS.
We did not determine why the minutes stated June 30, 2009 when, according to IASB
staff, Mr. Sigel actually departed on May 31, 2009. Pursuant to the agreement, the first
installment of $62,500 was due and paid by IASB June 1, 2009 before any services
were provided by ISFIS. In addition, IASB agreed to transfer ownership of two laptop
computers, including preloaded hardware and software, along with all required
computer accessories and peripherals in possession of ISFIS (Larry Sigel) to ISFIS as of
June 1, 2009.
According to information provided by IASB staff, IASB sent letters dated August 24, 2010
from Veronica Stalker, Interim Executive Director, to the former employees informing
them the estimated fair market value for the IASB property they were allowed to retain.
•

•
•

The letter to former Executive Director Ron Rice included an estimated fair market
value of $1,150 for a laptop and printer retained by Mr. Rice. Other equipment,
including a docking station and monitor, may have been retained by Mr. Rice, but
IASB staff were unable to confirm this.
The letter to former CFO Jon Muller included an estimated fair market value of
$1,000 for a laptop retained by Mr. Muller.
The letter to former employee Larry Sigel included an estimated fair market value
of $2,250 for two laptops, printer, monitor, docking station and accessories
(network cables, webcam, USB cables and headset) retained by Mr. Sigel.

However, the letters provided were not on IASB letterhead or signed by Ms. Stalker.
According to the letters, the amounts were not reported as income in the former
employees' 2009 W-2. IASB did not amend the W-2’s but, instead, recommended these
former employees consult with their personal tax advisors regarding potential
implications.
Except as noted, we did not find evidence the Board authorized or approved the
contribution of IASB property to the former employees upon their departure from IASB.
In addition, it is unclear why IASB Board or staff permitted departing employees to
retain IASB property (computers and/or other office equipment) upon their departure.
According to the information provided by IASB staff, fair market value was estimated by
IASB staff in September 2009 based on eBay or similar web site prices. It is unclear
why fair market value was not reported on the former employees’ 2009 W-2 since fair
market value was considered and determined by IASB staff in September 2009. Due to
lack of documentation regarding the specific property, including age and original cost,
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we were unable to evaluate IASB's determination of estimated fair market value for the
property retained by the three former employees. However, fair market value of $2,250
for two laptop computers, including the preloaded hardware and software, along with
all required computer accessories and peripherals previously described appears to be
significantly understated.
We question why any former employees would have been allowed to retain possession of
IASB property. We were unable to determine whether the computers and accessories
had proprietary, sensitive and/or other IASB business information stored on them.
Article III, Section 31 of the Constitution of the State of Iowa provides public funds and
public property may only be used to benefit the public. Chapter 721.2(5) of the Code of
Iowa states, in part, “Any public officer or employee, or any person acting under color of
such office, or employment, who knowingly does any of the following, commits a serious
misdemeanor: Uses or permits any other person to use the property owned by the state
or any subdivision or agency of the state for any private purpose and for personal gain,
to the detriment of the state or any subdivision thereof.”
Recommendation - Since IASB is funded primarily through public funds, the Board
should consider the provisions and ramifications of Article III, Section 31 of the
Constitution of the State of Iowa and Chapter 721.5(2) of the Code of Iowa.
In the future, the Board should evaluate and establish procedures pertaining to
authorization and approval of the terms and conditions of employment, including
salaries and benefits for employees during the term of their employment, as well as
arrangements, if any, for retention of IASB property permitted upon departure. In
addition, the Board should evaluate and establish procedures pertaining to
authorization and approval for hiring, as well as the termination of employees, if any. If
determined to be appropriate and approved by the Board, IASB should report the
estimated fair market value of the property not paid for by the former employee as
income on the employee's IRS Form W-2.
If IASB property (particularly computer equipment) is gifted and/or otherwise given to
active or departing employees, the employees should not be allowed to retain
proprietary, sensitive or other IASB business information.
Response – The current IASB staff is aware that Iowa law prohibits the use of public
property for private purposes and agrees that this prohibition is also appropriate for
IASB property. Therefore, the retention of IASB property by employees after their
employment terminates will no longer be permitted. As stated in paragraphs A and E
above, the Board has established procedures pertaining to authorization and approval
of the terms and conditions of employment.
Conclusion – Response accepted.
(G)

Employees Paid as Independent Contractors - IASB paid and reported wages for
employees on IRS Form W-2, but certain employees also received an IRS Form 1099 for
services provided as independent contractors. IASB did not have documentation of an
IRS Form SS-8, "Determination of Worker Status for Purposes of Federal Employment
Taxes and Income Tax Withholding" for these employees.
In 1997, the Iowa Schools Cash Anticipation Program (ISCAP) and the Iowa Schools Joint
Investment Trust (ISJIT), in partnership with the Institute for Educational Leadership
(IEL) at the University of Northern Iowa, formed the Iowa School Financial and
Leadership Consortium (ISFLC). Former employees Jon Muller, Margaret Buckton and
Lawrence Sigel received payment from IASB as independent contractors for presenting
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at the ISFLC conference.
Although timesheets could not be located for these
individuals, the ISFLC conferences occurred during normal IASB working hours while
the individuals also received payment as employees of IASB.
Internal Revenue Code (IRC) 3121(c) pertaining to “included and excluded service” states,
in part:
"For purposes of this chapter, if the services performed during one-half or more of any
pay period by an employee for the person employing him constitute employment, all the
services of such employee for such period shall be deemed to be employment; but if the
services performed during more than one-half of any such pay period by an employee
for the person employing him do not constitute employment, then none of the services
of such employee for such period shall be deemed to be employment. As used in this
subsection, the term 'pay period' means a period (of not more than 31 consecutive days)
for which a payment of remuneration is ordinarily made to the employee by the person
employing him. This subsection shall not be applicable with respect to services
performed in a pay period by an employee for the person employing him, where any of
such service is excepted by subsection (b)(9)."
Recommendation - Employees should not receive pay as an independent contractor for
the same hours they are being compensated for as an employee. If employees are
eligible to be compensated for services performed as employees of IASB, that
compensation should be paid to IASB. In addition, consistent with IRC 3121(c), extra
payments to IASB employees who provide additional services to IASB, if any, should be
processed through IASB's regular payroll process and should be reported as wages on
the employee's IRS Form W-2.
Response – The practices set out in paragraph G of the re-audit will no longer be
permitted under current management. IASB employees will not receive any additional
compensation for work performed during their regular hours of employment. In
addition, all compensation will be included in employees' IRS Form W-2.
Conclusion – Response accepted.
(H)

Compensation - The fiscal year 2009 and 2010 audited financial statements of IASB
included several findings and recommendations pertaining to compensation.
In
addition to those findings and recommendations, we noted the following:
Executive Director: An agreement (consulting agreement) with Ron Rice, former IASB
Executive Director, provided for payment at "$800 per day for 52 days within the 200910 fiscal year for such services and shall provide suitable office space and equipment
(computer, phone, etc.), technology support, travel expenses and minimal secretarial
and legal assistance" to be provided by Mr. Rice beyond July 30, 2009, the last day of
employment as IASB's Executive Director. According to the IASB Board minutes dated
June 18, 2009, the Board unanimously approved the agreement. However, the copy of
the agreement provided was not signed or dated.
Current IASB staff represented no payments were made pursuant to the $800 per day
consulting agreement. However, pursuant to an IASB Board resolution unanimously
approved by the IASB Board at the June 18, 2009 meeting, Mr. Rice would remain an
employee of the Association through July 31, 2009. According to documentation
provided by IASB staff, Mr. Rice received $16,225 regular monthly salary plus an
additional $100 telephone allowance during the period July 1, 2009 through July 31,
2009. However, according to current IASB staff, Mr. Rice did not provide any services
to or for IASB during July 2009 in exchange for this payment, no timesheets were
completed and he was not scheduled for any activities or meetings during July 2009.
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CFO: On March 30, 2009, LGS provided written “Notice of Termination of Agreement” to
Jonathon A. Muller, former CFO. Article III, Section 11 of the LGS, Inc. Bylaws states,
in part, the LGS Executive Committee "...shall have and may exercise, when the Board
of Directors is not in session, the powers of the Board of Directors in the management
of the business and affairs of the corporation...." The termination notice stated, in part,
"upon authority of its Board of Directors" was signed by Ronald M. Rice, Executive
Director, IASB, and was dated March 30, 2009. While the LGS Executive Committee
approved the agreement, there was no evidence of LGS Board approval of this action.
Pursuant to the notice, Mr. Muller was immediately relieved of his duties and was to be
paid all amounts owing related to his base salary and benefits and the severance benefit
pursuant to his employment agreement.
On April 30, 2009, the termination notice was rescinded. The document evidencing the
rescission stated, in part, "upon authority of its Board of Directors" and included the
electronic signature of Vice Chair Scott Hansen. While the LGS Executive Committee
approved the agreement, there was no evidence of LGS Board approval of this action.
In addition, Mr. Muller's employment agreement was amended on April 30, 2009 by
adding certain provisions to section 10 of the agreement pertaining to "Termination by
Muller.” The document evidencing the amended employment agreement did not include
language referring to "upon authority of its Board of Directors." The amended
employment agreement included the electronic signature of Vice Chair Scott Hansen
and, while the LGS Executive Committee approved the agreement, there was no
evidence of LGS Board approval of the amended employment agreement. According to
minutes of the LGS Board of Directors meeting on May 13, 2009, "The Board received
an update on the resignation of Jon Muller ....", but no LGS Board action was taken or
documented.
Under the amended employment agreement, Mr. Muller received his regular salary of
$95,666 through June 30, 2009 plus a vacation payout of $15,454, telephone
allowance of $300 and severance pay of $143,499, for total payments of $254,919 for
calendar 2009. In addition, the amended employment agreement provided for a $1,000
payment to Mr. Muller upon execution of the agreement, but no explanation of the
reason or purpose for the additional $1,000 payment was included in the amended
agreement. According to the LGS Executive Committee meeting minutes dated April
29, 2009, “Jon requested $1,000 to use toward legal fees. This was not required in the
original employment agreement but it is not a bad thing as it helps LGS legally.” The
payment of $1,000 to Mr. Muller was not reported on Mr. Muller’s 2009 IRS Form W-2.
Since the payment was made directly to Mr. Muller, it should have been reported on
Mr. Muller’s 2009 IRS Form W-2.
Recommendation – Even though the Executive Committee acted pursuant to the Bylaws,
the Board should evaluate and establish procedures pertaining to authorization and
approval of the terms and conditions of employment, including salaries and benefits for
employees during the term of their employment. In addition, particularly in matters
pertaining to Board officers, the Board should evaluate and establish procedures
pertaining to authorization and approval for the hiring and the termination of Board
officers and/or employees. All income should be properly reported on IRS Form W-2.
Response – As noted in Paragraph A, the Compensation Committee reviews in detail
proposed employment agreements as well as proposed salary levels and benefits. In
addition, salary level comparisons are provided, reviewed and documented for each
employee hired. All employment agreements as well as salary levels are now reviewed
and approved by the IASB or LGS board.
Conclusion – Response accepted.
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(I)

IGrowth Assessment Services Valuation - As described in Exhibit 2, IGrowth Assessment
Services is a suite of tools which analyze student achievement growth. It was initially
developed under and held by the Iowa School Board Foundation (ISBF).
According to a spreadsheet prepared by former CFO Jon Muller pertaining to IGrowth
Tool Valuation Analysis (Analysis):
• Net revenues ranged from approximately $26,000 in fiscal year 2008 to a
projected amount of approximately $253,000 in fiscal year 2017.
• The asset was valued at $130,156 in fiscal year 2008, with a projected value of
$1,264,906 in fiscal year 2017.
• Net present value (NPV) in five years was estimated at $332,757. NPV in seven
years was estimated at $557,239 and NPV in ten years was estimated at
$871,823.
The ISBF minutes dated January 21, 2008 documented ISBF Board approval of an
agreement between IASB and ISBF for the transfer of IGrowth to IASB. These minutes
stated, in part, "Jon Muller discussed the transfer of IGrowth. A document was
distributed outlining the value of IGrowth, projecting the possible number of schools
involved and projected revenue. He noted that the auditors agreed that the value of
$557,000 for the tool is accurate. This transfer will not be a cash exchange but will
take place only in the accounting system. This transfer agreement is on the January
IASB agenda for approval, as well."
The IASB Board approved the agreement at its January 22-23, 2008 meeting, the
minutes for which stated, in part, "Jon Muller noted this agreement explains the
transfer of the software and intellectual property from ISBF to IASB. He noted IASB
staff worked with our auditors, Brooks Lodden, to determine the true value of the
transfer. The board members discussed the process used to determine the fair market
value."
According to representations by the independent auditors, "Brooks Lodden staff
discussed various valuation techniques; however, Brooks Lodden was not involved in
the final value or method. Brooks Lodden did not see the final valuation until the time
of the audit and after approval of both boards. Brooks Lodden's notes indicate that the
valuation would be reviewed during the audit and evaluate the revenue on this tool in
the future to determine if impairment exists; however for reporting purposes, this
transaction will be eliminated in the consolidation of IASB and ISBF."
The transfer of the IGrowth asset from ISBF to IASB resulted, in part, in the ISBF fund
balance increasing from a deficit balance of $426,018 at June 30, 2007 to a balance of
$76,972 at June 30, 2008. IASB experienced an opposite and adverse effect as a result
of this transfer. The independent auditors also indicated, "In lieu of exchanging the
IGrowth tool, the other option would have been for IASB to record a contribution to
ISBF to eliminate the payable due to IASB from ISBF (which would have been
eliminated in the consolidation of IASB and ISBF). The end effect would have been the
same."
Due to the lack of documentation, we were unable to review, evaluate and/or determine
the reasonableness of the assumptions, criteria and rationale used to arrive at the
initial estimated value of $557,000. Revised projections subsequently prepared by IASB
staff in February 2010 based on actual experience with eight schools resulted in a net
present value of negative $1,897 compared to Mr. Muller's projection of a positive value
of approximately $557,000. Independent consultants hired to assist IASB with cash
flow concerns recommended 100% impairment of the IGrowth asset in April 2010.
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According to Mary Delagardelle, former ISBF Director, the IGrowth tool is still available to
school districts but is priced to cover costs rather than resulting in a profit to IASB.
Recommendation - IASB should review the IGrowth tool transaction and determine
whether partial reimbursement from ISBF to IASB is required due to the significantly
overstated estimated valuation. If transfers occur in the future, the asset value should
be determined based on costs incurred and not on potential future earnings.
The IASB Board and the Boards of its related organizations should exercise caution and
ensure complete and appropriate supporting documentation is provided and reviewed
prior to Board authorization and approval.
Response – IASB has consulted with its independent auditor to determine whether partial
reimbursement from ISBF to IASB is required at this time and has been advised that
reimbursement is not required since IASB was financing the operations of ISBF. The
alternative treatment for the transaction would have been for IASB to give ISBF a
contribution in order to eliminate the amounts due from ISBF to IASB. The transaction
was eliminated in the consolidated financial statements for 2008. During the 2009
audit, the asset was evaluated for impairment by the Board and the asset was written
off. Therefore, there is no current value. If future transfers occur, IASB value will be
determined based on costs incurred and not on potential future earnings.
Conclusion – Response accepted.
(J)

2008 IRS Form 990 - Schedule J of IRS Form 990 is used to report key employees with
reportable compensation over $150,000 and also lists the five highest compensated
employees with reportable compensation of at least $100,000 who are not officers,
directors, trustees or key employees of the organization. We noted the following in our
review of the 2008 IRS Form 990, Schedule J (Schedule J) compared to the schedule
provided to the Legislative Government Oversight Committee on November 10, 2010
reportedly prepared from IRS Form W-2 (W-2 Schedule). The W-2 Schedule stated, in
part, "Employee wages may include any of the following: regular wages,
bonus/commission, vacation payout, severance arrangement, auto, insurance, or cell
phone allowances."
The following employees were reported as the five highest compensated IASB employees
in IRS Form 990, Part II of Schedule J with a comparison to their compensation
reported to the Legislative Government Oversight (LGO) Committee from the W-2
Schedule:
Name
Ron Rice

Schedule J
Total Compensation

Compensation Reported
to LGO Committee

$ 254,919

$218,963.80

Jon Muller

207,915

187,183.19

Lawrence Sigel

157,113

122,502.94

Margaret Buckton

152,496

128,855.80

Mary Delagardelle

152,391

120,557.16

According to IASB’s independent auditors, “The amounts recorded on Schedule J are
higher than the amounts reported to the Legislative Oversight Committee as W-2 wages
since the wages on Schedule J Column E also include insurance benefits and 401(k)
benefits for each of the respective individuals.”
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The compensation reported on Schedule J for Lawrence Sigel was overstated. The
$157,113 reported in Part II of Schedule J consisted of $143,309 of base compensation
plus $13,804 of other compensation for a total of $157,113. However, $143,309 was
the base compensation for LeGrande Smith. Mr. Sigel's salary should have been
reported as $136,151, consisting of $123,316 of base compensation plus $12,935 of
benefits.
The compensation of $143,309 reported for LeGrande Smith in Part VII of Schedule J did
not include benefits totaling $13,804, which was inconsistent with the total for
compensation and benefits reported for all other employees.
Recommendation - IASB should consult with its independent auditors to determine
whether the 2008 IRS Form 990 should be amended.
Response – The auditors have informed IASB that an amended 2008 IRS Form 990 has
already been filed.
Conclusion – Response accepted.
(K)

PaySchools Program – PaySchools is an online payment processing system which allows
schools to receive payments by e-check or credit card, giving parents flexibility and
control over paying their school-related fees. While initially created to serve Iowa
schools, the PaySchools program has expanded to serve schools on a nationwide basis.
During fiscal year 2009, the PaySchools program processed transactions exceeding
$36,000,000 with significant growth in users and related transactions in subsequent
periods. LGS charged and retained a specified percentage fee to schools based on the
previous month’s gross activity for this program. Bank and/or merchant fees were
charged to PaySchools on a monthly basis and were periodically and randomly
reimbursed by LGS.
We requested PaySchools reconciliations to document the program fees received and
retained by LGS compared to the banks and/or merchants fees reimbursed by LGS
since inception of the program, which should net to the administrative fees allowed to
be retained by LGS. The information provided to us consisted of a summary of monthly
sales, the program fees owed by schools and the date fees were received or invoiced, but
did not include information to reconcile these transactions to bank and/or merchant
fees charged to PaySchools and reimbursed by LGS.
IASB’s independent auditors provided an excel spreadsheet summarizing PaySchools
activity for fiscal year ended June 30, 2009, including receivables and payables.
However, the summary did not demonstrate a definitive reconciliation and as such, we
were unable to determine whether LGS reimbursed PaySchools for all bank and/or
merchant fees. Therefore, we were unable to determine whether LGS retained more
than it was entitled to and the effect, if any, on PaySchools Program financial
performance and profitability.
IASB’s independent auditors represented they have
been working with IASB to refine the reconciliation.
Recommendation - IASB and LGS should review and determine the financial performance
status of the PaySchools Program, including requiring separate financial reporting and
completion of accurate reconciliations in a timely manner. IASB and LGS should
perform an analysis of financial performance and review administrative fees retained by
LGS compared to the actual bank and/or merchant fees paid to determine the amount
LGS owes the PaySchools Program, if any. IASB should continue to work with the
independent auditors to develop a comprehensive reconciliation of PaySchools activity.
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Response – IASB has conferred with its independent auditors regarding the financial
reporting and reconciliations of the PaySchools Program. LGS staff have developed a
template in consultation with the independent auditors to assist in tracking the amount
owed to LGS and the amount owed to schools. In addition, LGS will utilize financial
software that will allow it to develop program-based financials.
Conclusion – Response accepted.
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