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Mr. Donald I. Palmer
Solicitor

Montour School District

c/o Goehring Rutter & Boehm
Frick Building

437 Grant Street, 14" Floor
Pittsburgh, PA 15219-6107

Dear Mr. Palmer:

You have asked us to perform investigative accounting services in connection with the evaluation
of facts and circumstances relating to the business activitics of Montour School District
(Montour or District) for the 2003-2004 through 2009-2010 school years. The scope of services
and procedures that we performed arc outhined in Schedule A.  This report contains our
comments and findings based on the results of the work that you asked us to perform.

The procedures performed do not constitute an audit. review or compilation of the information
provided by Montour. Thus, we do not express a conclusion or provide any other (orm of
assurance on the completeness or accuracy of the information. Rather, our assistance was
directed to the financial information that you identified as being of concern to you. We
performed inquiries and analyscs based on the information made available to us. In performing
our work, we relied on the sufficiency, accuracy and reliability of information provided by
Montour,

The nature and extent of the procedures performed were limited to those set forth in Schedule A.
Therefore, fraud, errors or other significant items of interest may exist that we were not able to
identify during the performance of the procedures performed. You conlirm that the procedures
performed were consistent with those requested by you.

The contents of this report represent our comments and lindings based on the results of work
performed to date. We have no responsibility to update our report for events and circumstances
that occur after October 28, 2011. Should additional information become available or we are
asked to perform additional analysis. we reserve the right to amend, revise or supplement this
report, as necessary,
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Executive Summary

Schneider Downs was engaged by Montour School District to perform an exhaustive
investigation into certain aspects and functions of the Montour business office for the school
years from 2003-2004 through 2009-2010.,

We identified numerous issues and shortcomings that one would not expect to find in a business
office that was being run in an efficient and professional manner, and these issues are identified
and explained throughout the body of the report. These items include, but are not limited to:
lapses in internal control, duplicate payments, unnecessary work performed and paid for, failure
to collect all taxes due, unnecessary interest charges incurred, lack of adequate recordkeeping,
and lack of evidence of bid solicitations and board approvals.

We have identified the more significant findings noted during our engagement, in this section of
the report. This Executive Summary should be read in conjunction with the entire report. Some
of our more significant findings are summarized as follows:

Loss

Description Year (s) Estimate
Duplicate payments - copier lease 2009-2010 $ 85,000
Release of confidential payroll 2007 N/A
information
Unnecessary stadium asbestos 2009 Unknown
remediation work perforimed
(Total paid - $247,361)
Purchase and lease of equipment 2007-2008 113,000
Interim tax billings not prepared 2005-2009 49,000
Local service tax revenues not 2008-2009 250,000

~collected

Real estate tax penalties not collected 2003-2010 100,000
Estimate of quantifiable losses - 2007-2010 135,000
Reichl report
OnDemand - lost interest income 20,000

$§ 752,000



October 28, 2011
Mr. Donald J, Palmer

Duplicate Payments - Copier Lease

Montour made payments to two lessors for copier machines from July 2009 until the initial lease
was satisfied by the copier equipment vendor, Ford Business Machines (Ford) in August 2010.
Ford delivered a check to the District in May 2010, which partially offset the payment
duplications. As a result, Montour is currently owed approximately $85,000, resulting from the
duplication of payments for copiers.

Release of Confidential Payroll Information

Mr. Samuel Reichl, who served as Director of Fiscal Management from March 2003 until he was
placed on administrative leave in May 2010 and terminated in October 2010, provided
confidential payroll information to a member of the public without following “Right to Know”

protocol.

Stadium Asbestos Abatement

In April 2009, MS Consultants, a contractor hired by Montour, informed the District that there
was certain asbestos remediation work that needed to be performed related to the Stadium
renovation project. MS Consultants also coordinated the solicitation of related bids from
contractors. Montour hired the firm identified by MS Consultants as the low bidder for the
project and paid the firm to perform the asbestos remediation work only to later learn that much
of the work performed was unnecessary because actual asbestos levels in the area did not require
a significant amount of remediation work.

Purchase and Lease of Equipment

Four checks, totaling approximately $1.3 million and drawn on a construction bank account, for
purchases of buses and computer equipment in 2007 and 2008, were not approved by the Board
prior to issuance. Additionally, the issuance of checks from a construction account for the
purchase of non-construction-related items is unusual. At a later date, Montour approved and
entered into lease agreements with Vision Financial (Vision) where Vision reimbursed Montour
for the purchase price of the equipment and leased the equipment to the District. Montour will
incur interest charges of $113,374, over the length of the applicable leases.

Interim Tax Collection

Mr. Reichl was paid $49,000 from 2003 through 2009 in compensation “for the extra duties with
the collection of interim taxes.” In our discussions with the Robinson Township and Kennedy
Township tax collectors and review of Mr. Reichl’s files, we did not find any evidence that Mr.
Reichl performed such duties with respect to Robinson and Kennedy townships.
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The Robinson Township Tax Collector collected interim taxes related to Robinson Township
properties. Based on information provided to us, the Kennedy Tax Collector prepared 20 interim
tax bills (17 of which were prepared in April and May 2010) from 2005 through 2010, totaling
approximately $90,000. There was a total of 300 occupancy permits issued in Kennedy
Township from 2005 through 2010. Therefore, there were up to 280 interim billings that were
not prepared for Kennedy properties for the period from 2005 through 2010.

As indicated above, the Robinson Tax Collector prepared and collected interim tax billings for
applicable Robinson properties, a significant volume of Kennedy interim tax bills were not
prepared or collected and information available on file at Montour and in its accounting system
indicated that Montour did not collect interim tax proceeds directly. Therefore, it appears that
Mr. Reichl was paid $49,000 to perform duties that he did not execute related to the collection of
interim taxes.

Local Service Tax Revenues

The District failed to transmit the necessary filings to the Pennsylvania Department of
Community and Economic Development (DCED) in a timely manner in late 2007 in order to
receive a portion of local services tax (LST) collected by District municipalitics. We estimate
that the District has lost at least $250,000 in tax revenues that it has been unable to collect from
2008 through 2010 because of the failure to file on time.

Furthermore, it is our understanding, based on discussions with Montour’s solicitor, that
Montour is not able to collect the LST either retroactively or prospectively because of the initial

oversight in failing to file the necessary information in a timely fashion.

Real Estate Tax Penalties

It is possible that up to approximately $100,000 in Robinson real estate tax penalties were not
collected from 2003 through 2010 ($70,000 for years 2003 through 2005; and $30,000 for years
2006 through 2010).

Reichl Report - Dated September 24, 2010

We previously assisted the District in investigating other specific issues relating to the business
office during the tenure of Mr. Reichl. A copy of our report, dated September 24, 2010 was
released to the public on September 16, 2011. Significant relevant findings contained in that
report are summarized below for reference:

a) Internal control weaknesses - lack of review of journal entries, bank account
reconciliations, and payroll disbursements prior to transmission of funds;

b)  Chart of accounts errors;

¢)  Persistent lack of response to Management Advisory Comments published by the
District’s auditor;
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d)

€)

g)
h)

Grant proceeds of $25,000 that were required to be returned to funding authority because
required reporting was not completed in a timely fashion;

Montour initially failed to apply for eligible reimbursement of approximately $1.1 million
from the Pennsylvania Department of Education for related bond payments from 2004
through 2010 until May 2010, resulting in estimated lost interest income in excess of
$100,000;

Failure to transfer or reserve for portions of the general fund balance in accordance with
Board directives;

General fund inconsistencies between audited financial statements, Pennsylvania Annual
Financial Reports and Act 48 certifications;

Reichl was overpaid by approximately $5,000 because of annual raises that were granted
prior to dates established and documented in employment agreements on file; and

Reichl was reimbursed by the District for Continuing Professional Education courses that
did not relate to District business.
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The balance of the report contains additional items noted during the course of our engagement, as
well as more background on the issues presented in the preceding Executive Summary.

Detailed Findings

1)  Vendor relationships

We obtained a download of operating account check activity for the school years 2005-2006
through 2009-2010 from Montour’s accounting system and uploaded this data into a database. In
2005-2006, Montour had performed a system upgrade, and earlier transactional data was only
available in back-up form in various .pdf files for 2003-2004 and 2004-2005 fiscal years. We
uploaded the related operating disbursement data into the database that was discussed above.

After creation of the consolidated database, we analyzed activity by vendor and identified 60
vendors for which we traced applicable transactional activity to applicable bidding, purchase
order and/or other files containing authorization for such purchases, where the information was
available.

Significant exceptions (where information did not match, was not approved, was missing a
purchase order, missing agreements, etc.) are summarized in Schedule B. The volume of errors
and omissions found would not be expected to occur in a well-run business office.

Additionally, there was other vendor activity where we performed additional work due to the
volume and/or unusual nature of certain transactions. Outlined below are details and findings

related to this work.

OnDemand Energy Solutions

Montour entered into a contract with OnDemand Energy Solutions (OnDemand) effective
February 1, 1999 and extended the contract effective February 1, 2009 for an additional three-
year term. The primary purpose of the agreement was for the procurement of gas and electric
utility service for District facilities.

The contract stipulated that Montour was to remit monthly baseline fees for utilities determined
at the beginning of each contract year beginning February 1 and be entitled to a percentage of
“Annual Energy Savings,” based on the positive difference (if any) between the total of monthly
baseline fees and the sum of all Energy Payments and Weather Premiums incurred by OnDemand
in securing utility service on behalf of Montour. OnDemand was to retain 100% of annual
energy savings up to $100,000 per contract year and pay to the District 30% of all annual energy
savings.



