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Interval Report Details Hide Section

Report Date: 06/04/2010 Report Type: Renewal

Charter Contract Information Hide Section
Charter Corporate Name: Heritage Academy, Inc.
Charter CTDS: 07-87-12-000 Charter Entity ID: 4336
Charter Status: Open Contract Effective Date: 08/21/1995
Authorizer: ASBCS Contractual Days:
Number of Schools: 1 * Heritage Academy: 145
Charter Grade Configuration: 7-12 Contract Expiration Date: —
FY Charter Opened: 1996 Charter Signed: 05/08/1995
Charter Granted: — Corp. Commission Status Charter Holder is in Good Standing
Corp. Commission File # 0711806-4 Corp. Type Non Profit
Corp. Commission Status Date 06/04/2010 Charter Enrollment Cap 600

Charter Contact Information

Mailing Address: 32 South Center Website: http://www.heritageacademyaz.com
Mesa, AZ 85210

Phone: 480-969-5641 Fax: 480-969-6972

Mission Statement: The purpose of education is to build strong character. Strong character is reflected in strong families, strong communities

and a strong nation. While teaching the academic disciplines, Heritage Academy is dedicated to instilling into the minds and
hearts of today's youth a knowledge of and respect for the ideals and values of the great men and women of history,
including those who founded the American nation. As today's rising generation gains an appreciation of these people of
accomplishment they will be ready to provide the selfless service to their fellow citizens and to their country which will be
required in the coming years to assist in restoring American greatness. Heritage Academy exists to this end.

Charter Representatives: Name: Email: FCC Expiration Date:

1.) Mr. Earl Taylor etaylor@mstar2.net —

Academic Performance - Heritage Academy

School Name: Heritage Academy School CTDS: 07-87-12-001
School Entity ID: 5509 Charter Entity ID: 4336

School Status: Open School Open Date: 08/21/1995
Physical Address: 32 South Center Website: -

Mesa, AZ 85210
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Phone: 480-969-5641 Fax: 480-969-6972
Grade Levels Served: 7-12 EY 2009 100t" Day ADM: 439.145
Academic Performance Per Fiscal Year Hide Section
FY AZ LEARNS Profile Met AYP
K-12 K12 10 358
2009 Excelling - - - Yes
2008 — Excelling — — Yes
2007 — — Excelling Excelling Yes
2006 - - Excelling Excelling Yes
2005 — — Excelling Excelling Yes

Charter/Legal Compliance Hide Section
Charter Corporate Name: Heritage Academy, Inc.
Charter CTDS: 07-87-12-000 Charter Entity ID: 4336
Charter Status: Open Contract Effective Date: 08/21/1995
Timely Submission of AFR Hide Section Timely Submission of Budget Hide Section

Year Timely Year Timely

2009 Yes 2010 Yes

2008 Yes 2009 Yes

2007 Yes 2008 Yes

2006 Yes 2007 Yes

2005 Yes 2006 Yes

Amendment Information Hide Section
Charter Corporate Name: Heritage Academy, Inc.
Charter CTDS: 07-87-12-000 Charter Entity ID: 4336
Charter Status: Open Contract Effective Date: 08/21/1995
Amendments Hide Section

Amendment Type Received Date Approval Date

School Governing Body Notification Request 04/01/2010 04/05/2010

Enrollment Cap Notification Request 07/29/2009 11/20/2009

Enrollment Cap Notification Request 06/24/2009 —

School Governing Body Notification Request 08/28/2008 09/03/2008

Enrollment Cap Notification Request 08/19/2008 08/22/2008

Charter Holder Status Amendment Request 09/11/2006 09/27/2006

Instructional Days Amendment Request 03/06/2006 03/13/2006

Audit and Fiscal Compliance Hide Section
Charter Corporate Name: Her‘itage Academy, Inc.
Charter CTDS: 07-87-12-000 Charter Entity ID: 4336
Charter Status: Open Contract Effective Date: 08/21/1995

http://online.asbcs.az.gov/reports/interval_report/27[6/4/2010 10:48:38 AM]





Five-Year Interval Report

Year
2009
2008
2007
2006
2005

FY

2009
2008
2007
2006
2005

FY

2009
2008
2007
2006
2005

Timely Submission of Annual Audit

Timely
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Yes

Audit Issues Requiring Corrective Action Plan (CAP)
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Internal Controls - Repeat

Internal Controls

Fingerprinting

Repeat Issues Identified through Audits
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Repeat Accounting Records

Repeat Accounting Records
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Heritage Academy, Inc. Charter Renewal 2010

Business Plan - Strength & Stability of the Charter Holder

Part | - Members of the Corporate Board of Directors

The Corporate Board of Directors for Heritage Academy, Inc. holds the charter with the Arizona State
Charter Board.

Name \ Role Expertise
Earl Taylor, Jr. President Financial and Education
Ruth Taylor Secretary Education and Administrative

This Board is aided by a certified public accountant, although this person is not a board member. Legal
and other subject matter experts are retained in as needed. A reputable external certified public
accounting firm assists the Board in preparing the annual reports, IRS filings and other financial
documents. This involvement ensures proper planning, risk, and controls are in place

Part Il & lll — Role of the Board and Responsibilities in Monitoring Academic Performance

The President of the Board of the Directors also acts as the Director and Principal of Heritage Academy.
In this dual role, the Principal reviews the results of local, state and national testing to ensure a)
compliance to standards and b) appropriate progress is taking place. This process is discussed in more
detail in Part IV — The Governing Body’s role in Academic Performance of the document titled “Business
Plan — Strength & Stability of the Governing Body.”

Additionally, the Principal / President of the Board visits every classroom each year to evaluate
performance. Personal interviews are also held with each teacher to listen, discuss concerns and
provide help throughout the year. With input from the department chairs and parents, feedback to
each teacher is provided annually. Continuous improvement opportunities are provided to strengthen
the quality of each teacher. (More information on teacher development is included in the Succession
Plan document.)
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Heritage Academy, Inc. Charter Renewal 2010

Business Plan - Facility Plan

Since 1996, Heritage Academy has operated from a single facility located at 32 S. Center, Mesa, AZ. In
the spring of 2009, an additional facility adjacent to the existing property was purchased. This facility,
located at 42 S. Center, Mesa, AZ, was remodeled to hold 11 classrooms. Classes started meeting in this
building in November 2009 after clearance from the City of Mesa and the State of Arizona.

This expansion enabled us to request an adjustment of our ADM limit from 460 to 600 in 2009. We
anticipate our enrollment to continue to swell, but not to more than 600 at this site. Year after year,
Heritage enjoys strong demand to attend classes. In the 2009-2010, the waiting list never fell below 40
students. As of early March, over 145 students had submitted applications for 115 seventh grade seats.

Although some discussions are being held with the City of Mesa concerning rental of fields for our
athletics programs, no new facilities or campus expansion plans for the next three years are currently
underway. Some funds will be used to improve existing facilities and potential rental fields for athletics.

Parents of current students and members of the community regularly submit requests for Heritage to
open new campuses in the Glendale, Gilbert, Show Low, Flagstaff and other places. We are flattered
and encouraged by the ongoing demand for our educational formula. At some point in the future, an
additional campus may be considered, but no plans for expansion within in the next three years are
anticipated.
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Heritage Academy, Inc. Charter Renewal 2010

Business Plan - Strength & Stability of Governing Body

Part | — Heritage Academy Governing Body — Roles and Expertise

Name Role Expertise

Earl Taylor, Jr. President & Principal Financial, Education

Wade Melchin Clerk Education, Athletics

Gary Helmbold Rotating member (Parent and/or Teacher) Education, Performing Arts
Marie Renard Rotating member (Parent and/or Teacher) Education, Languages
Ellen Burgoyne PTO President (pending amendment approval) | Parents and families

In addition to the individuals listed above, a certified public accountant from Gallacher, Bosen &
Goodman and legal counsel support the Governing Body and attend meetings as the agenda requires.

The Governing Body reviews the annual audits and financial statements submitted to the State of
Arizona Department of Education and the Arizona State Board for Charter Schools. Open Meeting Laws
are strictly followed. Members of the Governing Body receive no compensation or special benefits from
Heritage Academy by virtue of their membership. All members of the Governing Body are required to
have a current Fingerprint Clearance Card issued by Arizona Department of Public Safety.

Part Il - Recruitment, Selection and Development of Governing Body

Recruitment and selection processes exist to accommodate changing circumstances. For example, as
the seat occupied by a Heritage parent becomes vacant, another parent is nominated and voted on by
the Governing Body in a regularly scheduled meeting.

Nominees are sourced by word of mouth from our stakeholder community and qualified based on the
expertise needed by the School. The seat reserved for the PTO President is filled by the individual
elected to this position through the PTO’s own election process.

New members receive training by the President and/or Clerk within 30 days of their election. This
training includes education on the history and mission of the school, its financial operations, decision
making processes, and their role on the Governing Body.
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Part lll - Governing Body Operating Model

The chart below illustrates the communication and organization of the governing entities of Heritage
Academy.

Arizona State Board for Charter Schools

Heritage Academy, Inc.
Corporate Board of Directors

L J
s A
Heritage Academy
Charter School Governing Body
L J

p

Heritage Academy Administration
-Principal, Asst. Principal, Bus. Manager

\ J
|
| |
Instructional Staff (37) Non-Instructional Staff (4)
Includes Principal and Asst. Principal Includes Business Manager

Although some members of the Corporate Board of Directors for Heritage Academy, Inc. are directly
involved with the school, primary decision-making authority on all academic and operational matters
resides with the school’s Governing Body.

The Governing Body at Heritage Academy, Inc. provides direction on many topics including financial
statements, curriculum development, and other administrative matters. Annual budgets, audits of
financial and compliance processes provided to the AZ State Charter Board are reviewed and accepted
by the Governing Body with a majority vote.

Open Meeting Laws are strictly followed. Robert’s Rules enable a free-flow of discussion and decision
making within the Governing Body. Copies of the meetings notes are taken by the Secretary and made
publicly available on demand. All members of the Governing Body are required to have a current
Fingerprint Clearance Card issued by the Arizona Department of Public Safety.
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Part IV — The Governing Body’s role in Academic Performance

The Governing Body has primary oversight of all academic and extra-curricular performance at Heritage
Academy. They monitor academic performance in a number of ways.
a. All board members with specific concerns related to academic performance are encouraged to
share these concerns and corresponding recommendations to resolve the matters.
b. Concerns from parents are shared via the PTO President’s seat on the board.
c. Concerns raised through the community may also be reviewed by the board.

External assessments are summarized in a spreadsheet and reviewed by the members of the Board.
Below is a sample of the spreadsheet used in the annual review process.

Heritage Academy AIMS/Terra Nova Test Results Percentages

Grade > 7 AIMS DPA Nat 8 AIMS DPA Nat 9 TerraNova 10 AIMS 11AIMS 12 AIMS

Year FFBEA M E PrcntilieffFBEA M E Prcntile]l MedianNat.% ( # FFBA WM E |# FFBA M E |# FFBA M E
P

04-05

Readingl 0 &5 73 22 316 70 M 748 0 6 79 15 0 17 67 17 0100 0 0
P | Writing 0 4 92 5§ 0 8 93 0 76.5 (Lang) 0 5 72 23 20 20 60 O 0 50 50 0
Math 0 7 @6 27 3 20 66 M 723 8 3 42 47 0 5 84 M 17 17 67 0
[
b 05-06
b Readingl 0 11 73 16 78 0 7 87 7 75 79 49 0 4 B84 12| 3 33 67| 2 50 50
f | Writing 1 0 85 4 B06 1 1 87 1 803 73 49 2 6 76 16] 1 100 0 2 100
Math 1 13 64 22 697 2 6 74 18 758 74.3 43 B8 4 58 29| 6 17 33 17 33 0O
P

06-07

Readingl 0 & 75 20 793 0 12 &6 22 77 78.3 65 0 5 79 17 5 0 20 60 200 3 0O 0100 O
P | Writing 0 5 8% 7 T4 0 4 52 4 783 764 65 0 2 77 22/ 5 0 0100 Of 3 0 0100 0O
Math 2 7 57 33 "3 3 6 69 22 76 79.3 63 2 3 81 14| 3 0 0 67 33 0
a
b 07-08

Readingl 0 3 86 12 817 0 4 76 21 746 822 73 0 1 82 16 & 0 17 33 50 1 0 0100 0O
' Writing 0 6 81 3 80 0 2 98 6 803 837 73 0 1 82 16 2 0 5 50 0 2 0 0100 0O
Math 03 7 27 I 013 ¥0 17 7O 77 3 01 3 71 25 3 0 0 1 2 0
P Science 5 9 40 46 72 B 17 32 43

This data is also distributed annually to the teachers for review and analysis. Teachers also review the
more detailed results related to their specific discipline and identify areas for improvement.

From all these reviews, feedback and concerns are discussed between members of the Board and the
instructional faculty on how to increase the quality of our educational programs at Heritage.

Items of a significant nature may require board action. In these cases, recommendations and corrective
action plans are discussed and voted on by a majority of the board members.

To support the annual review process, regular follow up on actions with teachers and department chairs
occur throughout the year.
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Business Plan - Organizational Chart

Arizona State Board for Charter Schools

Heritage Academy, Inc.
Corporate Board of Directors

\ J
s A
Heritage Academy
Charter School Governing Body
\ J

.

Heritage Academy Administration
-Principal, Asst. Principal, Bus. Manager

L J
|
| |
Instructional Staff (37) Non-Instructional Staff (4)
Includes Principal and Asst. Principal Includes Business Manager

On 8 May 1995, Heritage Academy, Inc. received a charter from the Arizona State Board for Charter
Schools. The Corporate Board of Directors for Heritage Academy, Inc. consists of a President and
Secretary. As a 501(c)3 entity, this Corporation focuses entirely on the Charter School by the same
name, Heritage Academy.

The Charter School Governing Body reports to the Heritage Academy, Inc. Corporate Board of Directors.
The School Governing Body consists of the five positions below:

1.

e WwN

President and Director

Clerk or Secretary

Parent and/or Teacher (rotating members every two years)

Parent and/or Teacher (rotating members every two years)

Parent Teacher Organization President (rotating members each year)

Heritage Administration reports to the Governing Body and consists of the positions listed below:

1.

2.
3.
4

Director and Principal
Assistant Principal
Business Manager
Executive Assistant

By design, the Corporate Board, Governing Body and Administration share key personnel enabling fast
decision making and reduced overhead. Operating in a flat structure enables more effective leadership
and frees up more resources for the classrooms and teachers.
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Business Plan - Succession Plan

Section A: Charter Holder — Board of Directors

To strengthen the Corporate Board, the number of Directors will expand to four members by the end of
2010. The President and Secretary will serve as the nominating committee and the newly elected
members will be added by a unanimous vote. Members will be considered based on their professional
experience and alignment with the mission of Heritage Academy.

The two new members will serve as a First Vice Chairman and Second Vice Chairman. In the case of a
departure by the President, the first vice chairman will serve as the president of a three-person
nominating committee. The nominating committee will identify candidates who may replace the
President. After discussions and interviews with the candidates, the top candidates will be referred to
the remaining Board of Directors for an election. The President will be elected by a majority of the
remaining Board members.

Where other members of the Board of Directors depart, the President of the Board will serve as the
Chairman of the nominating committee. The nominating committee will identify candidates and
present the top candidates to the Board for discussion and election. The new member of the Board will
be elected by a majority of the remaining Board members.

Section B: Instructional Leadership

Heritage regularly receives valuable feedback on the quality of the instructors. Many ways to improve
exist, but Heritage is grateful for the many kind words expressed about the teachers. Finding master
teachers continues to be the greatest task and also the most strategic competitive advantage.

"I would like to take a moment to express my appreciation to you and all the faculty of
Heritage Academy for the caring influence you have had on our son, John's [name
changed] life.... | have heard other students express that they felt like a valued human
being at Heritage, not just a number. Keep up the good work...."

Actual parent feedback

Career development

Heritage believes in promoting from within. Priority for department chair positions is given to existing
instructors. At the same time, we continuously monitor the competition and private industry for
individuals who would make qualified and motivating instructors. Essential to this success are new ideas
and innovation. Talented individuals from outside also strengthen the quality of instruction.

Although administrative positions are often filled by teachers, most teachers chose to grow within the
discipline rather than into administrative positions.
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Incentive plans

Heritage employs full-time and part-time teachers and provides a few incentives to encourage growth
and promote a healthy work-life balance.

To allow for flexibility, some teachers will be full time in a particular year, but move to part time the next
year and back to full time the following year.

As a benefit, Heritage pays 100 percent of the cost of a top-rated Health Savings Account Plan for its
employees. Family plans are also extended with the employee paying for additional family members.

Money from Proposition 301 goes directly to teacher salaries as intended. Additionally, money left over
at the end of the year is divided equally between the faculty as a bonus payout.

Professional development

Each employee develops his or her own ongoing development plan. This plan will be reviewed with the
Principal before the end of the school year for the upcoming school year.

Heritage Academy will provide funding for the implementation of the employee’s plan, up to $500 per
employee per year, as agreed upon between principal and staff member. Teachers have used these
funds to attend conferences, update certifications, or other continuing education activities.

Standards for hiring qualified personnel

Heritage complies with all local, state and federal employment laws including the standards set forth in
No Child Left Behind. As such, highly qualified teachers are diligently recruited. With very low turnover
and a reputation as an employer of choice, many qualified teachers submit resumes and request
interviews.

The most important standard for teaching at Heritage is the enthusiasm and capability to deliver on the
mission statement. Indispensible to success as an instructor at Heritage is personal integrity. Additional
standards and qualities include, but are not limited to, responsiveness to parent and student concerns,
enforcement of the discipline code, enthusiasm for helping young people grow, and a desire to
personally improve as a professional teacher.

Resources and processes for bringing in new personnel
Succession plans for the instructional team is based on a talent review process. This process is modeled

after talent acquisition processes used at Fortune 500 companies such as Motorola, Honeywell, and
General Electric. Below is a summary of this process.

1. Annual Talent Reviews: As part of a regular business review process, the administration reviews
each instructor and discusses how to help them grow and develop.
2. Identify Flight Risks: Two main risks are identified in this process. First, highly-recruited master

teachers are identified within each department. Master teachers receive additional support and
recognition to mitigate the risk of departure. Second, individuals which may consider leaving
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due to retirement, health, or furthering education are also identified. An open dialogue is
initiated to gain factual information and communicate support.

3. Build Bench Strength: On an ongoing basis, discussions are held with potential educators from
the professional or educational industries. Many come through the doors while others are
proactively searched out. An assessment of their interest and readiness to teach at Heritage is
determined. Individuals who are a good match receive invitations to apply when teaching
positions open.

Through this process all of the teachers are given ongoing feedback from the administration, mentoring
by more senior teachers & the department chair, and competitive compensation to ensure quality
instruction in the classroom.

Although final hiring decisions are made by the Principal, input from teachers and administration are
vital. The Business Manager offers professional expertise and dedicated time to ensure the talent
acquisition and development processes succeed in hiring top talent.

Over the years, Heritage has enjoyed very little turnover and high retention rates. Further, high
employee engagement levels exist within the faculty. Departures have not typically been for negative
reasons such as poor performance or termination. Although many opportunities for improvement exist,
these processes have produced a robust formula for a quality education in the classroom.
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Heritage Academy, Inc.
Renewal Executive Summary Report

. Sources of Evidence for this Document

A.R.S. 15-183.1 states that “[a] charter school that elects to apply for renewal shall file an
application for renewal...which shall include a detailed business plan for the charter school, a
review of fiscal audits and academic performance data for the charter school and a review of the
current contract between the sponsor and the charter school.”

The Arizona State Board for Charter Schools (ASBCS) determined that renewal of a charter is
based on affirmative evidence in three areas:

e Success of the academic program, including academic achievement

e Viability of the organization, including fiscal management and compliance

e Adherence to the terms of the charter, including contract and legal compliance

Evaluation of the charter holder's success in these three areas is based on a variety of information
that will serve as sources of evidence in determining renewal. These sources include:

Written application for renewal
Student performance data
Independent financial audits

Five year interval summary reviews
Site visit reports

Monitoring reports

1. School Profile

Heritage Academy, Inc. was granted a charter by the ASBCS, effective on the first day of the
operation of the school which was August 21, 1995. Heritage Academy, Inc. is a non-profit in
good standing with the Arizona Corporation Commission. The charter representative is Earl
Taylor. The school, also named Heritage Academy, is located at 32 South Center in Mesa,
serves 7-12, and had a FY10 ADM of 506.822.

Mission Statement:

The purpose of education is to build strong character. Strong character is reflected in strong
families, strong communities and a strong nation. While teaching the academic disciplines,
Heritage Academy is dedicated to instilling into the minds and hearts of today's youth knowledge
of and respect for the ideals and values of the great men and women of history, including those
who founded the American nation. As today's rising generation gains an appreciation of these
people of accomplishment they will be ready to provide the selfless service to their fellow
citizens and to their country which will be required in the coming years to assist in restoring
American greatness. Heritage Academy exists to this end.





I11. Academic Performance

Fiscal Year AZ LEARNS Adequate
Yearly
Progress
(AYP)
2009 Excelling Yes
2008 Excelling Yes
2007 Excelling Yes
Status 2009 2008 2007
Scores
Elementary 96 97 91
Reading
Elementary 94 92 91
Math
High School 93 97 94
Reading
High School 97 96 94
Math
% of students school-wide who passed AIMS.
Student 2009 2008 2007
Growth
Percentile
(SGP)
Reading 46 55 58
Math 33 42 46
% of students demonstrating typical growth compared to similar students.

IV. Fiscal Compliance

The charter holder has timely submitted the annual audit for the past five years. The fiscal year
2009 audit identified repeat weaknesses in internal controls relating to segregation of duties,
which required the charter holder to submit a corrective action plan (CAP). The charter holder
submitted a satisfactory CAP. Additionally, the fiscal year 2005 audit identified an issue
requiring a corrective action plan. Repeat issues were identified in fiscal year 2005 and fiscal
year 2008.

Heritage Academy, Inc. has received exceptions from the Uniform System of Financial Records
for Charter Schools and State procurement regulations.





V. Legal and Contractual Compliance

The charter holder has timely submitted the Annual Financial Report and Budget for the past five
years. All Declarations were submitted to the Arizona Department of Education (ADE in a
timely manner. The Highly-Qualified Teacher report, updated on May 7, 2010, indicated 27 core
teachers with 12 being reported as non-highly qualified. In 2004-05 noncompliance with the
Individuals with Disabilities Education Act (IDEA) was determined by ADE Exceptional
Student Services and a Corrective Action Plan was required. A Five-Year Interval Review by
ASBCS took place in 2006.

V1. Renewal Application
A. Education Plan

Academic performance of the schools operated by the Charter Holder met the Board’s level of
adequate academic performance, including status and growth measures, for each of the previous
three years. Therefore, the Charter Holder was not required to submit any portion of the
academic section of the renewal application.

B. Detailed Business Plan

Organization
The Corporate Board of Directors for Heritage Academy, Inc. consists of a president and

secretary. The charter school governing body reports to the corporate board and school
administration reports to the governing body. The organization’s boards and administration
share key personnel in order to reduce overhead. According to the application, operating in a flat
structure frees up more resources for the classrooms and teachers. The application also includes
a graphic depiction of the organizational structure.

Sustainability

Fiscal Viability
Heritage Academy has established controls, process and procedures to manage the cash flow,
accounts payable, general ledger, audit and other financial activities of the organization. Fiscal
authority is distributed between the members of the administration with final approval by the
director/principal. Department chairs have authority to request expenditures within their budget,
but do not have final authority to spend funds. Personnel with authority to permission
expenditures include the business manager, assistant principal and director/principal.

Various fundraising methods support Heritage Academy’s academics and extracurricular
activities. Approximately 3 percent of total revenue comes from fundraising contributions.
Additionally, over the last few years, several individuals and businesses have supported the
school. Even with the added emphasis on fundraising, the application states that Heritage





Academy ensures its operations can be fully funded by state funds without relying on additional
grant funding from state or federal sources.

Another measure of fiscal viability is the number of students exceeding capacity who wish to
enroll in the school. Heritage Academy has a waiting list that exceeds 40 students throughout the
year.

For fiscal year 2008 and fiscal year 2009, the independent certified public accountant issued an
unqualified (or “clean”) opinion on Heritage Academy’s financial statements. In each fiscal year,
the charter holder ended the year with positive net assets. The Budget Plan submitted as part of
the renewal application indicates that Heritage Academy’s ending net assets will increase
between fiscal year 2010 and fiscal year 2012. According to the assumptions provided, the three-
year Budget Plan incorporates anticipated State cuts to education funding.

Strength and Stability of the Governing Body
The Governing Body at Heritage Academy, Inc. provides direction on many topics including
financial statements, curriculum development, and other administrative matters. Although some
members of the Corporate Board of Directors for Heritage Academy, Inc. are directly involved
with the school, primary decision-making authority on all academic and operational matters
resides with the school’s Governing Body. Annual budgets, audits of financial and compliance
processes provided to the AZ State Charter Board are reviewed and accepted by the Governing
Body with a majority vote.

Heritage Academy Governing Body members:
Earl Taylor, Jr. — President and Principal
Wade Melchin — Clerk
Gary Helmbold — Rotating Member
Marie Renard — Rotating Member
Ellen Burgoyne — PTO President

The Governing Body has primary oversight of all academic and extra-curricular performance at
Heritage Academy. The application states that the board monitors academic performance in a
number of ways.

a. All board members with specific concerns related to academic performance are
encouraged to share these concerns and corresponding recommendations to resolve the
matters.

b. Concerns from parents are shared via the PTO President’s seat on the board.

c. Concerns raised through the community may also be reviewed by the board.

External assessments are summarized in a spreadsheet and reviewed by the members of the
Board. Teachers review the information, too. From these reviews, feedback and concerns are
discussed between board members and instructional faculty on how to increase the quality of
instructional programs at the school.

Strength and Stability of the Corporate Board
Heritage Academy, Inc. Corporate Board members:





Earl Taylor, Jr. — President
Ruth Taylor - Secretary

The President of the Board of the Directors also acts as the Director and Principal of Heritage
Academy. In this dual role, the principal reviews the results of local, state and national testing to
ensure a) compliance to standards and b) appropriate progress is taking place. This process is
discussed in more detail in the Strength & Stability of the Governing Body section of the
application.

Additionally, the principal, also president of the board, visits every classroom each year to
evaluate performance. Personal interviews are also held with each teacher.

Succession Plan

Charter Holder: To strengthen the corporate board, the number of directors will expand to four
members by the end of 2010. The President and Secretary will serve as the nominating
committee and the newly elected members will be added by a unanimous vote. Members will be
considered based on their professional experience and alignment with the mission of Heritage
Academy. The two new members will serve as a First Vice Chairman and Second Vice
Chairman. In the case of a departure by the president, the first vice chairman will serve as the
president of a three-person nominating committee. The nominating committee will identify
candidates who may replace the corporate president. After discussions and interviews with the
candidates, the top candidates will be referred to the remaining Board of Directors for an
election. The president will be elected by a majority of the remaining board members.

When other members of the Board of Directors depart, the board president will serve as the
chairman of the nominating committee. The nominating committee will identify candidates and
present the top candidates to the board for discussion and election. The new member of the
board will be elected by a majority of the remaining board members.

Instructional Leadership: Heritage believes in promoting from within. Priority for
department chair positions is given to existing instructors. The school also monitors the
competition and private industry for individuals who would make qualified and
motivating instructors. Although administrative positions are often filled by teachers,
most teachers chose to grow within the discipline rather than into administrative
positions.

Heritage employs full-time and part-time teachers. To allow for flexibility, some teachers will
be full time in a particular year, but move to part time the next year and back to full time the
following year. As a benefit, Heritage pays 100 percent of the cost of a health savings account
plan for its employees. Additionally, money left over from Classroom Site Funds at the end of
the year is divided equally between faculty members as a bonus.

Each employee develops his or her own ongoing development plan and is reviewed with the
Principal before the end of the school year for the upcoming school year. Heritage Academy
will provide funding for the implementation of the employee’s plan, up to $500 per employee per





year, as agreed upon between principal and staff member. Teachers have used these funds to
attend conferences, update certifications, or other continuing education activities.

The application states that highly qualified teachers are diligently recruited.® According to the
application, over the years, Heritage has experienced very little turnover and high retention rates.
Departures have not typically been for negative reasons such as poor performance or termination.

According to the application, the succession plan for the instructional team is based on a talent
review process. This process is modeled after talent acquisition processes used at Fortune 500
companies such as Motorola, Honeywell, and General Electric. The application provides detail
on the aspects of the process used by the school. Final hiring decisions are made by the principal
with input from teachers, administration, and the business manager.

Facilities Plan

For most of the duration of the charter, Heritage Academy has operated from a single facility
located at 32 S. Center, Mesa, AZ. In the spring of 2009, an additional facility adjacent to the
existing property was purchased. This facility, located at 42 S. Center, Mesa, AZ, was
remodeled to hold 11 classrooms. Classes started meeting in this building in November, 2009,
after clearance from the City of Mesa and the State of Arizona.

The expansion enabled the school to request an increase in the enrollment cap from 460 to 600 in
2009. While the school anticipates enrollment will grow, the site cannot accommodate more
than 600 students. Parents of current students and members of the community regularly submit
requests for Heritage to open new campuses in the Glendale, Gilbert, Show Low, Flagstaff and
other places. At some point in the future, an additional campus may be considered, but no plans
for expansion within in the next three years are anticipated. Some funds will be used to improve
existing facilities and potential rental fields for athletics.

VI1. Staff Recommendation
Based upon the information in the application, academic performance over the charter term,

fiscal compliance, and legal and contractual compliance, | move to approve the renewal
application and grant a renewal contract for Heritage Academy, Inc.

1 On May 7, 2010, the school reported to ADE that it has 27 core teachers with 12 as non-highly qualified.
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Business Plan - Organization’s Fiscal Viability

Part | - Please see the budget template uploaded to online application tool.

Review of audit findings

In the 2008 and 2009 audits, two findings have appeared. Below is an outline of the findings and the
actions Heritage has taken to demonstrate continuous improvement and compliance.

1. Findings related to Financial Reporting: see Reference 08-02' and Reference 09-02" in audit reports

2008 Finding

Date & Action Taken

Results

individuals that posses the
competencies required to prepare

an independent review of the

disclosures...for completeness,
consistency and compliance with
generally accepted accounting
principles.

1. Management is not comprised of

full disclosure financial statements in
accordance with generally accepted
accounting principles. Additionally,

financial statements and all related

2008 — Qualified certified public
accountant (CPA) from Gallacher,
Bosen & Goodman" was retained to
help with preparation of data for
financial statements and

independent reviews.

Finding did not appear in
20009 audit.

2. Property, plant, and equipment

the assets still physically exist.

was not calculated or recorded.

(PPE) listing were not reviewed for
impairment to determine whether

Additionally, depreciation expense

2008 - CPA from Gallacher, Bosen &
Goodman was retained to assist
management in reviewing PPE
impairment and depreciation
expense recording.

Finding did not appear in
2009 audit.

3. Certain duties were not
adequately segregated.

2008 - Duties related to payroll,
timesheets, and expenses were
divided up.

Most of finding
reappeared in 2009 audit.

Additional action taken in
2009 includes: Director
reviews and initials
expenses before
disbursements and
deposits are made.

register balance on the bank
reconciliation.

4. Balance sheet did not agree to the

Internal review of general ledger was
conducted and corrections made.
Adjustments were validated by CPA
from Gallacher, Bosen & Goodman.

Finding did not appear in
20009 audit.

5. Membership and/or absences

(ADE) SAIS report.

were not regularly reconciled to the

2008 - Internal process created to
conduct more regular reconciliation
of data.

Finding reappeared on
2009 audit. (See #3 below
for additional action.)
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2009 Finding Date & Action Taken Results
1. Certain duties were not 2009 - Director reviews and initials Pending 2010 audit.
adequately segregated. expenses before disbursements and

deposits are made.

2. Journal entries are not
independently reviewed and
approved prior to posting.

2009 - Internal review of general
ledger by Director/Principal and CPA
from Gallacher, Bosen & Goodman.

Pending 2010 audit.

3. Membership and/or absences
were not regularly reconciled to the
(ADE) SAIS report.

2009 - Internal process reexamined
to understand flaws. Improvements
implemented and a Business
Manager hired to administer state
data and attendance reconciliation.

Pending 2010 audit.

1. Findings related to the Control Environment: see Reference 08-01" and Reference 09-01" in audits

2008 & 2009 Findings

Date & Action Taken

Results

1. Composition of the corporate
board* does not include at least one
financial expert capable of providing
oversight of financial statements,
including the application of
generally accepted accounting
principles.

*Although the wording in the audit
was “Corporate Board” this phrase
means the Governing Body of the
school.

2008 - CPA from Gallacher, Bosen &
Goodman was retained to assist he
Governing Body.

Finding does not appear on
2009 audit.

2. Management is dominated by a
single individual capable of exerting
substantial influence over the
entity’s affairs.

2008 - Risks associated with the
deficiency were assessed. The cost
of mitigating the risks exceeded the
benefits to be derived. Heritage is
willing to accept the risks. Per audit,
“corrective action is not
necessary.”"

Finding reappears on 2009
audit.

Similar action was taken
and concluded that
“corrective action is not

»Vii

necessary.

Additional discussion on
this matter is below.

Circumstances related to the structure of the school and its commitment to a low-overhead operation
help to put the second finding in context. Heritage Academy operates one campus as a public charity
with an educational purpose. Heritage engages many qualified resources to deliver on its educational
mission and follows all local, state and federal laws.

When originally chartered, it was common for an individual to indemnify all legal and financial risk as the
charters were only granted for five years. Although charters were extended to 15 years, the legal notes
with our financial institution are still co-signed by a single individual. As the key stakeholder in the
organization and operation of the school, it is deemed fair and appropriate by the Corporate Board of
Directors and Governing Body for this person to play a role equal to the investment in the operations of
the school.
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A variety of indicators are used to ensure fiscal viability remains high.

1. Year-over-year financial strength as disclosed in our financial statements.

2. Low overhead, fast but thoughtful decision making and responsiveness to the financial

environment.

3. Ongoing independent audits ensure complete transparency of our operations.

4. Strong waiting lists and parental support.
Parents repeatedly express appreciation for the efficiency of the school and the low overhead used in
delivering our services. Parents appreciate the extra investment going to the classroom and our
teachers.

Although Heritage has hired a Business Manager and has engaged external consultants, Heritage
remains committed to a flat and efficient organization.

Further, Heritage believes in continuous improvement methodologies to control our processes and
ensure integrity and quality. Combined with our internal controls, these tools enable us to provide a
transparent and controlled environment capable of immediately responding to variation in the
processes or environmental conditions.

Part Il — Heritage Academy, Inc. continues a strong fiscal position within the AZ Charter School
Industry. With conservative planning and financial practices, Heritage has remained financially strong
year after year.

In 2009, Heritage expanded its existing facility to accommodate more students. Continued expansion
and solvency in the face of significant budget concerns has also shown the strength of the fiscal viability
at Heritage.

Accounting procedures

Pursuant to the charter contract, Heritage follows the Generally Accepted Accounting Principles. A
number of controls, processes, and procedures are used to manage the cash flow, accounts payable,
general ledger, audit and other financial activities of the organization to ensure financial integrity.

To begin with, general ledger and payroll responsibilities primarily reside with the Executive Assistant.
Fiscal authority is distributed between the members of the administration with final approval by the
Director/Principal.

To ensure payroll, expenses and capital improvement projects can be fully funded, cash flow reports are
reviewed at least monthly sometimes weekly. Where risk is identified, immediate adjustments are
made in spending to ensure continuity in teacher compensation and classroom activities.

In the past, two different accounting firms have provided ongoing financial accounting and audit
support. These firms have been John C. Todd llI, P.C."" and Gallacher, Bosen & Goodman, CPA.™ One
firm has assisted management in preparing the annual financial statement and conducting the annual
audits. The other firm has helped management with general ledger and other accounting matters
throughout the year. Going forward, we may use different firms as circumstances and needs dictate.
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Processes used in fiscal decision-making

Fiscal decision-making processes are established to manage faculty expenditures and reimbursements.
For example, when a teacher needs classroom supplies, they record the needed items and the costs on a
Purchase Request Form. This request is reviewed and signed by the department chair and then
reviewed by the Principal. Once approved by the Principal, the teacher is authorized to place the order.
Having two signatures helps to control department and campus-wide expenditures.

Another important process is to multi-source large expenditures. Generally, at least two reputable
guotes are received on expenditures larger than $1,000 to ensure the proper quality at the lowest price
possible.

Site-level personnel with fiscal authority

Personnel with authority to permission expenditures include the Business Manager, Assistant Principal,
and Director/Principal. Department chairs have authority to request expenditures within their budget,
but do not have final authority to spend funds.

The Executive Assistant has authority to place routine office supply orders. Larger or irregular orders
must be approved by the Business Manager, Assistant Principal, and Director/Principal

The organization’s fiscal viability related to fundraising

A variety of fundraising methods support Heritage academics and extra-curricular activities. These
include school dances, plays, sporting events, PTO events, and tax credits. Alumni, parents, corporations
and other community stakeholders generously contribute cash and in-kind donations to Heritage.

Fundraising efforts are reviewed by key faculty and administration for solvency and integrity in the
accounting. These efforts include work by the Parent Teacher’s Organization, the Student Council as well
as with the Heritage Academy accounts. Approximately three percent of the total revenue comes from
fundraising contributions.

Philanthropic support from the community

Below are just a few of the individuals and businesses that have supported Heritage Academy over the
last few years.

e Data Protection e Superior Equipment e Mesa T-Shirt Co.
Specialists e Neds's Krazy Sub e Hansen, Dalton &

e Milano’s Music Center e Ditigal Mamo Associates

e Peters’ Concrete e Higley Feed e Desert Voyagers

e Wallin Esthetic Family e Wayne & Ann Sherwood e lLegend Express
Dentistry e Whiting Dental e Sterling Investment

e Braintree Forms e Intel Corporation e Foresight Chiropractic
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e Sweet Cakes Café e Waysher Construction e DKP & Co., Concrete
e Golfland e Dr. Thomas Hale e Big O Tires
e Squeegee Steve’s e Overleys e True Imaging

Heritage expressed thanks and gratitude for the many generous supporters throughout the years.
Additionally, Heritage is building more capacity to request and receive more sizable grants and planned
giving. This additional fundraising capacity will enable additional philanthropic support from Heritage
supporters.

Even with this added emphasis on fundraising, Heritage ensures its operations can be fully funded by
state funds (e.g. equalization, classroom, instructional) without relying on additional grant funding from
State or Federal sources.” This approach has proven effective in withstanding the recent reductions in
State funding as evidenced by our year ending net assets have increased from $307,279 to $422,991
from 2008 to 2009 respectively.”

'See “Heritage Academy Inc., Independent Auditors’ Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters in Accordance with Government Auditing Standards, June 30, 2008,” John C. Todd
II. P.C. Certified Public Accountants, p. 6-7

"See “Heritage Academy Inc., Independent Auditors’ Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters in Accordance with Government Auditing Standards, June 30, 2009,” John C. Todd
II. P.C. Certified Public Accountants, p. 6-7

" http://gallachercpa.com/index.php

" See “Heritage Academy Inc., Independent Auditors’ Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters in Accordance with Government Auditing Standards, June 30, 2008,” John C. Todd
II. P.C. Certified Public Accountants, p. 5

¥ See “Heritage Academy Inc., Independent Auditors’ Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters in Accordance with Government Auditing Standards, June 30, 2009,” John C. Todd
1. P.C. Certified Public Accountants, p. 5

¥ Ibid 2008 audit, p. 5

"' Ibid 2009 audit, p. 5

" http://www.jctodd2cpa.com/

" http://gallachercpa.com/

“Heritage did accept ARRA funding in October 2009 at the same level as would have been the State funding level.
See “Heritage Academy Inc., Independent Auditors’ Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters in Accordance with Government Auditing Standards, June 30, 2009,” John C. Todd
Il. P.C. Certified Public Accountants, p. 5




http://www.jctodd2cpa.com/

http://gallachercpa.com/
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Budget Plan: Heritage Academy, Inc.
Projected Financial Information

ADM:

REVENUE
State Equalization Assistance
Classroom Site Fund
Instructional Improvement Fund
Federal Funds/Grants
Other State Funds/Grants
Food Service (e.g., NSLP, food sales)
Earned Interest
Other Income (fees, sales, etc.)
Other
TOTAL REVENUE

EXPENSES

Instructional
Salaries
Payroll Taxes
Employee Benefits
Purchased Services (Consultants)
Purchased Services (Special Education)
Technology
Textbooks/Curriculum/Library
Instructional Supplies
Professional Development
Travel
Other

Total Instructional

Non-Instructional
Salaries
Payroll Taxes
Employee Benefits
Purchased Services
Rent/Bond Payment
Repairs and Maintenance
Property, Casualty, Liability Insurance
Interest/Property Taxes
Internet
Utilities
Telephone
Furniture and Other Equipment
Note/Loan/Non-Facility Lease Payments
Audit
Legal
Advertising/Marketing
Travel
Printing and Postage
Supplies
Food Service
Transportation
Other

Total Non-Instructional

TOTAL EXPENSES

Increase (Decrease) in Net Assets
Net Assets, Beginning of Year
Net Assets, End of Year

NOTES/ASSUMPTIONS

Actual
Note  FY 2008-09
! 439.15

2 $2,747,790
$162,418

$17,841

$0

$0

$0

$1,615

$132,333

8 $74,670
4 $3,136,667

° $1,570,681
$192,407

6 $249,401
$1,076

$50

$18,136

$36,885

$98,357

$1,870

$9,680

$117,080

4 $2,295,622

$182,643

$44,758

$27,711

$12,754

8 $214,725
$36,272

$20,701

o $19,727
$2,078

$34,475

$4,565

10 $0
$58,542

$9,000

$0

$0

$677

$1,722

$40,766

$8,689

$0

" $48,322
$768,129

$3,063,751
$72,916
$307,279

$380,195

FY 2009-10
513.00

$3,354,151
$162,000
$18,000
$261,177
$0

$0

$1,500
$211,381
$71,000
$4,079,210

$1,834,836
$220,180
$293,574
$1,257
$58
$21,186
$43,088
$114,898
$2,500
$11,308
$121,000
$2,663,886

$264,643
$52,286
$32,372
$14,899
$316,162
$40,000
$21,000
$23,045
$2,428
$40,273
$5,332
$10,000
$60,000
$10,514
$0

$0

$791
$1,800
$47,622
$10,151
$0
$56,449
$1,009,766

$3,673,652

$405,557

$380,195

$785,753

FY 2010-11
550.00

$3,492,500
$163,000
$19,000

$0

$0

$0

$1,500
$220,000
$80,000
$3,976,000

$1,950,000
$228,000
$304,000
$1,468

$68
$24,749
$45,000
$110,000
$3,000
$13,210
$123,000
$2,802,495

$273,906
$61,079
$37,816
$17,405
$371,472
$42,000
$22,000
$230
$2,836
$47,046
$6,229
$5,000
$63,000
$12,282
$0

$0

$924
$1,900
$55,631
$11,858
$0
$65,942
$1,098,556

$3,901,051

$74,949

$785,753

$860,701

FY 2011-12
600.00

$3,810,000
$164,000
$20,000

$0

$0

$0

$1,500
$250,000
$90,000
$4,335,500

$2,100,000
$240,000
$320,000
$1,715

$80
$28,911
$50,000
$112,000
$3,500
$15,432
$125,000
$2,996,638

$283,492
$71,351
$44,176
$20,332
$371,472
$44,000
$23,000
$230
$3,313
$54,958
$7,277
$5,000
$66,000
$14,347
$0

$0
$1,080
$2,000
$64,987
$13,852
$0
$77,032
$1,167,900

$4,164,538

$170,962

$860,701

$1,031,664

1. Growth estimates based on waiting lists that consistently exceed 40 students throughout the year despite ongoing acceptance of new students.
2. Some growth in revenue anticipated due to forecasted growth in ADM. However, growth rate in revenue not proportional to ADM due to
anticipated cuts to education funding by State. Projections for Classroom and Instructional Fund are based on a similar approach.

3. Other contributions include donations and contributions (e.g. tax credits) for extracurricular actitivies.

4. Difference between Financial Statement Total unrestricted revenues and Revenue Total above is due to a $42,1795.53 adjustment by ADE on
15 September 2009 after Financial Statements were created.

5. Salary growth includes small increase for inflation and net increase of instructor FTEs per year.
6. Unclear how to forecast health benefits in light of the new federal legislation.
7. Instructional Other includes expenses relative to science and history tours and physical education facility/rental fees

8. Increasing rent payments due to purchase of building in 2009. Full 12 mo. Payment estimates for 2011 & 2012 years.

9. Reduction due to 2009 legislation reduces property tax liability by 99% to be passed on to the school. Application pending.
10. Increase due to furniture acquisition to build out new facility (e.g. desks, whiteboards, projectors, computers, phones, etc.)

11. Non-instructional Other includes non-audit accounting services, workman's compensation insurance, banking fees, donations, dues &
memberships, awards & scholarships, refunds on collected fees, clothing, and depreciation.
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