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To THE LANCASTER [NDEPENDENT SCHOOL DISTRICT BOARD OF TRUSTEES (THE
“BoarDp™):

The Board hired our firm to investigate irregularities in the performance of
Superintendent Dr. Larry Lewis. The Board also asked us to determine whether Dr.
Lewis failed 10 provide timely and accurate information vital for Board knowledge and
oversight of the overall operations and finances of Lancaster 1.S.D. (the “District”). We
verbally reported preliminary findings to the Board on November 3, 2008 about & vanely
of issues. We make this final report to focus only on any ctitical, mdisputable failures of
Dr. Lewis,

L

DR. LEWIS FAILED TO ADEQUATELY AND TIMELY COMMUNICATE
WITH AND WITHHELD MATERIAL INFORMATION FROM THE BOARD

The most recent edition of the Board’s 2006 Code of Conduct and Standard
Operating Procedures (the “Code™) requires Dr. Lewis to flow weekly information o the
Board. and to “phone or e-mail all Board members any urgent situations that cannot wait
until the weekly update.” §VIL:G. Seection I:H of the Code requires the Superinténdent
and his team to ensure all information needed for informed decision-making is supplied
to each Board member at least five working days prior 10 a Board meeting. Dr. Lewis is
also supposed to accurately represent facts 1o the Board (District Policy DICF -
LOCAL).

Dr. Lewis withheld material and key information from the Board on more than
one occasion in 2008. By failing to communicate with the Board about eritical
information. Dr. Lewis caused his representations to the Board about budget and finances
to be rhaterially misleading.

Al D, Lewis Withheld the Preliminary TEA Audit Report from the Board

The TEA audited Lancaster LS.D, in October and Novemiber of 2007, The TEA
dated its Preliminary Audit Report (the “Preliminary Report™) on February 22, 2008. A
few days later, Dr. Lewis received one copy of the Preliminary Report in an envelape
with a lewer that read. “ce: Board Members™ This led Dr. Lewis to believe that {he
Board separately received their own copies. In reality, the TEA did not send copies tothe
Board.

Dr. Lewis called then-President 1d Kirkland to discuss the Preliminary Report. It
was at that time Dr. Lewis learned the Bourd had not received copies. Dr. [ewis verball 3
updated Mr. Kirkland on the contents of the report. but did not send him « copy. Mr.
Kirkland confirms he did not geta copy at that time. but that Dr. Lewis told him what it
said in basic terms,

At least five members of the prior Board conlirmed tha they never received a
copy of the Preliminary Report. Three of those people are strong Lewis supporiers. e
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find that na member af the Board ever received a full ser of copies of the Preliminary
Repori— ar any time.

Dr. Lewis could easily have attached a scanned version of the Preliminary Report
in an ¢-mail or mailed copies to the Board. His failure to do so was not mere aversight.
We know this because of how many times Dr. Lewis worked on drafts of a response 1o
the Preliminary Report. The Preliminary Report was clearly on Dr, Lewis” mind. He put
a areat deal of work into the response and clearly believed the response was eritical 1o the
District’s status with the TEA. Ultimately, as hindsight shows, Dr, Lewis failed to satisfy
the TEA with his response to the Preliminary Report: the final Audit Repor was not very
much different from the Preliminary Report and the District was forced to accepl a
conservator, The Board should have been able to view the Preliminary Report 1o assist in
the analysis and response.

Our inspection of Dr. Lewis’s e-mail revealed multiple revisions of the District's
proposed response to the Preliminary Report throughout March of 2008. Some of those
e-mails were sent very early in the day or very late. Dr. Lewis solicited input and
opinions from various employees about the language and substance of the response. Dr.
Lewis sent the actual response on March 21, 2008 at 5:05 p.m. 10 the TEA. During this
entire process. it would have been far better for Dr. Lewis to send u copy ol the
Preliminary Report (and the proposed response) to the Board.

It is easy 1o understand why Dr. Lewis might have been reluctant to bring the
Board up to speed on the Preliminary Report. The TEA's findings were not good news.
The Preliminary Report faulied the District for erroncous coding, being over budget by
more than 10%. irregular budget amendments. over-feporting of attendance. PEIMS
discrepancies, improper expenditures, unjustified purchase orders, lack of a fixed assel
ledger. unlawful per diem, credit card abuse. and misuse of bond procecds.

Since he is employed in a contentious environment, Dr. Lewis might have feared
leaks by Board members 1o the media. Another miotive might have been 1o increase his
chances of a salury raise. contract renewal, and confidence of the Board. (His contract
was renewed on March 11, 2008 at g rate of almost $200,000 a year: )

Regardless of his motives. Dr. Lewis did withhold the Preliminary Report, That
was improper. Even though the Board President knew about the Preliminary Report, it
was incumbent on Dr, Lewis to immediately make sure the Board had the Preliminury
Report verbatim.

B. Dr. Lewis Willfully Failed to Inform the Board About the Budget-to-Payvroll
Mismarch of 18 Employ ces

Siv unbudgeted employees were hired into the middle school dnd twelve
unbudgeted employees were hired into the high school for the 2008-2000 school year
Almost all of the |8 out-ol-budge eriplovees hired for the 2008-2009 schon| viear have
10-month contracts now.  These 18 out-pf~budget employees are due 10 receive aver
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$800.000 in aggregate salaries. which will in all likelihood mean o far greater budpet
shortfall.

On July 23, 2008 the middle school principal e-mailed administration (incl uding
Dr. Lewis) to complain about the breakdown in communication about the hiring process,
waming that the District would end up overstafted. The middle schoal principal faults
the hiring process as a “disorganized fiasco.” When he started in July, he did not know
how many vacancies he had, or how many teachers he needed 10 hire. Critical
information was not relayed. The result was “complete disorganization.”

The middle school principal remembers a meeting with Dr. Lewis where he 1old
Dr. Lewis he could not cut any vacancies because he was understaffed as it was. He
claims Dr. Lewis agreed to let him keep all his vacancies. Nothing in writing
memarializes this exchange. The middle school principal savs he never heard anything
about the matter again, and once he figured out exactly how many people he needed, he
stayed within his limit.

The high school principal also had trouble knowing how many cuts and hires he
had to make for 2008-2009. The principul says the high sthool had 33 vacancies in the
summer of 2008, In July, he remembers that Dr. Lewis called him and told him he had 10
cut 20 vacancies. The principal simply could not do it, because many of his vacancies
ware in legally required Math and Science spaces.

The high school principal remembers telling Dr. Lewis af the Staff’ Retreat in
Friseo in August that the high school could cut only 12 vacancies. The principal says Dr.
Lewis agreed to this. Neither of them pur the agrecment in writing. Later, afler sbme
schedule shifting. the principal was able to cut two more vacancies, bringing the total 1o
I4. The principal confirms that after the problem was revealed on October 1. 2008
nobody asked him to cut positions — and he does not have any 1o cur.

Pr. Lewis thought the principal initially told him: T have 15 math teachers, but
I live with 12 Another time Dr. Lewis told us the high school principal “was
supposed to give ug 17 cuts but he only gave us |1 — three in math.™

Sometime after September 26, 2008, but before October 1. 2008, the Pavroll
Manager discovered the fact that the Distriet had hired more people than the budget
allowed. The Payroll Manager informed the HR Director. the Budget Coordinator. the
CFO, and Dr. Lewis,

On or about October 1, 2008, Dr. Lewis took the Payroll Manager and the HR
Director 10 the high school to meet with the principal and repetitively go line by line
through the list of personnel to check on the issue. Everyone exeept Dr. Lewis confirms
that there was a moment of silence (one person said it was an “oh sh - moment and
another said it was an “oh hell™ moment) when all tour of them realized the Distriot had
gone over and omside the budger.

The manual mistake appears to have been made by the Budgel Coordinator, but
contributing causes appear to include o lack of amtomation in the position control process



(available software was not utilized) and a lack of coordination between Finance. Budget.
Payroll. HR. campuses, and superintendent. Not evervone agrees on who is to blame for
the initial manual error. Dr. Lewis blames the Payroll Manager, the Budget Coordinator,
the HR Director. and the high school principal. Evervone else, except the Budget
Coordinator., faults the Budget Coordinator, The Budget Coordinator blames HR.

Everyone, including Dr. Lewis himself, agrees that [r. Lewis never announced a
plan — formal or informal - to remedy the problem and never informed the Board about
the issue. in any way, at any time. No decision or plan to fix the over-budget error was
ever communicated to the Budget Coordinator.

All agree that:

. The numbers do not match up. There was a mismatch of 18 emplovees
unbudgeted for.

. Dr. Lewis knew about this mismatch as early as late September and no
later than the first dav of October.

. Dr. Lewis never communicated a plan to fix the problem.

. Pr. Lewis never forbade anyone 1o tell the Board about it but he himself
never informed the Board either.

. Ta this day, Dr. Lewis has not informed the Board about the mismatched.

unbudgeted 18 employees,

When asked whether Dr. Lewis should have told the Board right away, one
employee theorized: “Maybe Dr. Lewis wanted to avoid a state of panic.” as this
problem came right on the heels of the revenue shortfall presented by Dr. Lewis on
Tuesday October 14", The rimeline for this theory is wrang. Dr. Lewis knew about the
approximately S800,000 of extra our-uf-budget salaries since October 1, 2008,

One emplovee admitted it would have been better for Dr. Lewis just 1o tell the
Board about the issue. It might make the shortfall $2.3 million insicad of $1.5 million.”
She thinks Dr. Lewis™ “fix™ is to hope for other vacancies and hope for attrition,

When would Dr. Lewis have told the Board? His answer to us was uncledr. The
best inerpretation of what he said seems to be that if a shortfall remained and if this
mismatch contributed to any shorfall. ther he thinks he mi ght have told the Board. Dr.
Lewis appears to remain in denial about this issue. He told us' “If we were really an
extra 3815.000 short from these teachers, then how come we have a $382.000 balance™

As the most prominent leader of the District, Dr. Lewis is supposed to set an
example of honest and ethical behavior. Dr. Lewis failed 10 exercise good and sound
Judgment in failing to report the 18 emplovees who were “out of budget.™ District Policy
CAA (LOCAL) forbids “impropriety...in the reporting of District Ninancial transactions. ™
Silence about the signing of approximately $800,000 in unbudgeted salaries qualifies,
Dr. Lewis should have reported this problem o Mr. Damm and the Board in the first
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week of October 2008, For him to have the financial and budget conversations he weis
having during the eéntire month of October without revealing the “$800,000/18 employee
error” was misleading.

The superintendent failed to provide accurate, timely information to the entire
Board, including (a) failing to send entire copies of the Preliminary Report to the Board
(and advance copies of the proposed response to the TEA) and (b) fatling 1o alert the
Board at or before the next Board meeting in early October that the District had
mistakenly hired 18 employees outside the approved budget.

IL

DR. LEWIS APPROVED AND MADE ILLEGAL ZERO INTEREST LOANS
AND ADVANCES OF DISTRICT FUNDS TO DISTRICT EMPLOYEES

Loans or advances of Distriet fiinds are not permitted under District Policy DEA
(LEGAL), case law and the Texas Constitution, at Article 111, Section 52. The public
policy seems obvious, Why should a strugeling homeowner have 1o take out # second 30
vear morigage at 8 or 9 or 10% to pay his school taxes into public trust. only to have that
money be loaned out at zerd interest for unspecified reasons?

Nevertheless, Dr. Lewis allowed, approved, administered. and hid a zero interest
emplovee loan program that favored his inner circle of well-paid administrators. The
tollowing loans were made during 2008 alone:

Loan ;
Date At Check Inn approved Promissory w::t:i::':ﬂl::h' Repayment
N, Raie by P, Mote signed? o ferms
" District?
Lewis!
= - & - , Yes - for CFO and Payrol| .
10308 52.500 JOEI0E o Yes $3.000 Admip S312.50 a month
' . Yes - for CFCOY and Pavroll
i 3 1 75
| 0308 £3, 000 (1R300 (g Yes $3,000 + §3.000 Admin. £350 b month
Yis -
; Created (bt not 1%
. " 1 u .
225008 | $4.077.41 | 300151 | sy | Tundstohe |G et by Payroll Admin 1019350
withheld ;uk A manth
till Jumpe ¥
aveg | seoooore | 300577 | 00w Yes Yes ~FO nad Puyroll $186 n month
Admin.
408508 S 1000 30946710 - B
couss | s | e | on | v | Yoo | A s o | 550 o
. froll ¥ .
oranig | 0000 | 311468 ¥ payme
41 6/0R $2,000 00801 | o Yes Yes Payroll Admin. SA00 8 tharith
dhed toetbiad
H3.500 5 ST
42508 39910 | oo, Ves Vies CEOand Puyroll | o4 re0 mmonty
Admin,
S S1.700 JOSEK 0% Yis Ys Payroll Admin SHO6.67 @ month
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Losn . Who signed the
D Amaunt Cheek | Int. | approved Promissory ot ihia Repayment
e o No. Ruate by Dr, MNote signed? "';}I“r'm., - terms
Lewis? =
. - CFO and Pavrall £1,959 06 gne
5§73 g 3 b i !
S2308 S1,959 (6 11185 0 No Yes Rmin time payimeny
6/19/08 $500.00 | 311408 | o9 Yes Yey Payroll Admin.and | o5z micnth
Dr. Lewis
T 1808 54,622.53 EARE.1R Mk Xes Mone Mane Nimne
aizios | saoo0c | 32179 | 0w Yes Yes uro ot PO g1 000 monih

*This loan exceeds the emploves's net monthly sulary of 53,760, 45,
** This request mentioned only “urgent emergency matters” without explanation, She was paid the sarme day.
*** This loan was made to a high-ranking employvee who makes a six figure salary.

It is ¢lear that:

These payments were loans, A loan is any advance of money (hyt is
made to ar on behalf of an obligor, the principal amount of which the
obligor has an obligation to pay the creditor. Tex. Fin. Cobe § 301,002
(Vernon 2007). The instant the monev was paid to the employee, it was a
loan.

At least three zero interest Joan checks were paid to the District's CFO).
The loans are approved only by Dr. Lewis.

The promissory notes are prepared by the Payroll Manager. The District
Accounts Payable Clerk “staples together the manual check request, the
promissory note, and the method of pav back, which we call the
distribution report.” Dr. Lewis did know about the use of Promissory
notes — he even signed one of them.

The loans are paid from the District liability account.
The repayments were not all scheduled for the next pay period.

Chechs under $5,000 can have automated signatures. The Board members
who “signed” the checks had no knowledge of this practice; their
signatures were automated. The Board never authorized a loan program -
whether in the guise of loans or pay advances.

Dr. Lewis has inconsistently denied loan requests. For instance. in
September of 2008, an employee who faced “disconnection of my
electricity™ and asked for a “loan from my payroll™ was informed 10 1o
through the chain of command. Dr. Lewis received the e-mail (which



used the word “loan™) and e-mailed the emplovec's principal that “it is my
understanding we have helped her before? If so, T say no this time.”
(Othery received multiple loans far unspecified reasons).

. One employee in Finance says: “We shouldn't do these, becatise we are
not a bank.”

We found that Dr. Lewis moved pavday for the whole District up at times. In
January 2008, payroll should have occurred on 1/25/2008, but Dr. Lewis authorized early
pay on /182008 and in August. payroll should have occurred on 8252008, but the
District paid payroll on 8/22/2008. He lacked authority to do so.

Dr. Lewis also advanced pavehecks without promissory notes, including his own
in the following amounts on the following dates:

$3.000.00 (12/6/07)
S1.085.00 (10/22/07)
$8.233.33 (9/18/07)
$8,234.00 (8/7/07)

Other employees who received their paychecks early included the CFO, the
Acting Superintendent, the Payroll Manager and the HR Director.

In summary, Dr. Lewis routinely allowed and approved the gift and/or loan of
public funds in violation of state law. Dr. Lewis® “sweetheart™ seerel loan program and
routine pay advance program render him unfit to be g superintendent.

I,

DR. LEWIS PAID CASH AWARDS TO EMPLOYEES WITHOUT AUTHORITY
AND PROPER FUNDING

We looked into the way that Dr. Lewis funded cash awards for the employee of
the year program. Teachers of the Year are recognized at an April 22, 2008 banguet.
Twa of those teachers received the Class Aet Award [or Region 10 and attended a special
region-wide banquet and celebration. Emplovees of the Year are also announced at the
April Banquet along with the Teachers of the Year and the Class Act Award winners.

At the close of school convocation in late May. Dr. Lewis announced 1o the entire
District his intention to award cash prizes 1o the Class Act winners and Employees of the
Year. This would have been unbudgeted and unauthorized, However, Dr Lewis stated
he intended to get donations from local businesses for the cash. Dr. Lewis wanted (o
abtain the donation from Lawrence Engineering., 4 Dallas engineering firm that does
construction projects for local eities and school districts,

Nathing prevents Dr. Lewis from soliciting donations for the District. The Texas
Education Code, Sec. 45,163 states. “The board of directors may accept donations, gifis,






