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	SUBJECT

Proposed Revisions to the Fiscal Criteria and Standards Used By School Districts and County Offices of Education to Determine Solvency When Reviewing Budgets and Interim Financial Reports.
	 FORMCHECKBOX 

	Action

	
	 FORMCHECKBOX 

	Information

	
	 FORMCHECKBOX 

	Public Hearing


	RECOMMENDATION


The California Department of Education (CDE) recommends that the State Board of Education (SBE) adopt the revised fiscal criteria and standards. Once adopted, these changes will be incorporated into Title 5 of the California Code of Regulations (Attachment 6). Note: Attachment 6 also includes changes previously approved by the SBE.
	SUMMARY OF PREVIOUS STATE BOARD OF EDUCATION DISCUSSION AND ACTION


The fiscal criteria and standards were originally adopted by the SBE in May 1989 (Chapter 1462, Statutes of 1988) and were revised in 1999, 2000, and 2005.
	SUMMARY OF KEY ISSUES


Annually, local educational agencies (LEAs) develop a budget, revise the budget throughout the year, and develop projections for subsequent year budgets. Fiscal criteria and standards were established, per statute, to be used by an LEA in developing its budget and to provide a standard by which budgets will be assessed for solvency by an oversight agency.

The county superintendent of schools has fiscal oversight responsibility over school districts in the county, and the State Superintendent of Public Instruction (SSPI) has fiscal oversight responsibility over all county offices of education. The county superintendent has authority to disapprove a school district’s budget, or during the year, authority to declare a district in jeopardy of meeting its financial obligations, e.g., through a qualified or negative certification at interim financial reporting periods. Such actions result in various authorized forms of intervention on the part of the county, including assigning external consultants, requiring a district fiscal recovery plan, or even disallowing certain district expenditures. The SSPI has similar authority to intervene in fiscal matters of the county office of education.

	SUMMARY OF KEY ISSUES (CONT.)


The fiscal criteria and standards guide the LEA in the above budget development process and periodic self-evaluations of solvency, and are put to use by the county superintendent of schools and the SSPI in their monitoring and oversight roles. In assessing a district’s financial health, the county superintendent will use the district criteria and standards. Similarly, the SSPI will use the county office criteria and standards to assess the county office. If there is disagreement between the district and county office about a district’s financial condition and the associated intervention, the matter may be elevated to the SSPI for a final determination.

The criteria and standards were last revised pursuant to Assembly Bill (AB) 2756 (Chapter 52, Statutes of 2004), as the result of several emergency loans to school districts. Consequently, the Legislature added new criteria and standards to expand the information requested in the criteria and standards and improve the identification of fiscal warning signs. The legislation directed the CDE to reconvene the criteria and standards committee to implement the changes. 

Because of the magnitude of the 2005 criteria and standards changes, the CDE recognized that it may be desirable to revisit and revise the criteria and standards in the near future; these proposed changes are the result of that process. The changes proposed here are primarily technical; most of the revisions will adjust the standards, or thresholds, as they are currently resulting in a very high “failure” rate which is not necessarily indicative of fiscal distress. These changes should produce more balanced results and a better warning system. The proposed regulations in Attachment 6 include these current revisions, as well as the revisions approved by the SBE in 2005.
These revisions were developed through the collaborative effort of an advisory committee, which met twice and reached consensus on the attached revisions. The committee was comprised of representatives from the following organizations and agencies:
Association of California School Administrators

California County Superintendents Educational Services Association

California Federation of Teachers

California School Boards Association

California Teachers Association

California Department of Finance

California Department of Education

Fiscal Crisis and Management Assistance Team

	SUMMARY OF KEY ISSUES (CONT.)


Also invited, but not in attendance, were the following organizations and agencies:

California Association of School Business Officials

California State Controller’s Office

Legislative Analyst’s Office

Small School Districts’ Association

State Board of Education

	FISCAL ANALYSIS (AS APPROPRIATE)


Revising the criteria and standards will result in an estimated one-time cost to CDE of $20,000 for an external contractor to program the changes in the state software used by LEAs. The state software is accessed by LEAs for budget development, interim financial reporting, and submitting annual financial data. The software includes modules to report financial data (in the standardized account code structure) and modules for the standards and criteria. There will also be additional duplication and postage costs to provide new guidance to the field.

	ATTACHMENT(S)


Attachment 1:  
Summary of Changes to Criteria and Standards (2 Pages)

Attachment 2:
Criteria and Standards for School District Budgets (5 Pages)
Attachment 3:
Criteria and Standards for School District Interim Reports (4 Pages)
Attachment 4:
Criteria and Standards for County Offices of Education Budgets
(5 Pages)
Attachment 5:
Criteria and Standards for County Offices of Education Interim Reports 


(4 Pages)
Attachment 6:
Proposed Revisions to the California Code of Regulations, Title 5, 

Education (40 Pages)
SUMMARY OF CHANGES TO CRITERIA AND STANDARDS
Following is a summary of the changes made to the criteria and standards. There are minor differences in how the criteria and standards are worded for the budget reports compared to the interim reports, and minor differences in the criteria and standards for school districts and county offices of education. The more substantive changes are explained below; for purposes of this summary the nonsubstantive changes are indicated as no change. For additional detail, attachments two through five illustrate all text changes.
	Criterion

	Average Daily Attendance (ADA)
	No Change

	Enrollment (School Districts Only)
	No Change

	ADA to Enrollment (School Districts Only)
	No Change

	Revenue Limit
	Minor change to add threshold of plus or minus one percent for basic aid districts and those funded by necessary small school formulas.

	Salaries and Benefits
	Standard will measure the ratio of unrestricted salaries and benefits to unrestricted expenditures, rather than comparing the ratio of total salaries and benefits to total expenditures. Allowable variance was increased from two percent to the greater of three percent or the districts recommended reserve level.

For county offices of education (COEs), criterion compares budgeted salaries and benefits to prior year amounts.

	Other Revenues and Expenditures
	Variance threshold is increased from five percent, to change in population and funded cost of living adjustment (COLA) plus or minus ten percent. Also includes other minor changes in how criterion will be evaluated.

For county offices of education, variance threshold does not consider change in population.

	Facilities Maintenance
	No Change

	Deficit Spending
	Standard will measure unrestricted deficit spending, rather than total deficit spending. Threshold will increase to one-third of the available reserves.

	Fund Balance
	No Change

	Reserves
	Thresholds remain the same, but available reserves will be reduced by the amount of any negative balances in restricted resources.

	Cash Balance (Interim Period Only)
	No Change

	Supplemental Information

	Contingent Liabilities
	No Change

	Use of One-Time Revenues for Ongoing Expenditures
	No Change

	Use of Ongoing Revenues for One-Time Expenditures (Budget Period Only)
	No Change

	Contingent Revenues
	No Change

	Contributions
	Threshold changed to require an explanation if contributions changed by more than $20,000 and more than 10 percent ($20,000 threshold is new).

	Long-Term Commitments
	Standard no longer compares changes in commitments to changes in ongoing revenues. Now explanations are required to explain how all increases in commitments will be funded, and how decreases in existing funding sources will be replaced.

	Unfunded Liabilities
	Language clarified for both other postemployment benefits (OPEB) and other self-insurance programs.

	Status of Labor Agreements
	No Change

	Temporary Interfund Borrowings (Interim Period Only)
	No Change

	Status of Other Funds (Interim Period Only)
	No Change
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