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SAN MATEO
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Anne E. Campbell + County Superintendent of Schools

January 22, 2018

Ana Maria Pulido

President, Governing Board

Ravenswood City Elementary School District
2120 Euclid Avenue

East Palo Alto, CA 94303

RE: 2017-18 First Interim Financial Report

Dear Ms. Pulido:

In accordance with Education Code Section 42127, the County Superintendent of Schools Office
has examined the First Interim Financial Report of Ravenswood City School District (District)
for fiscal year 2017-18 to determine if it complies with the Criteria and Standards established

pursuant to Education Code Section 42131.

The District has submitted a positive certification for the First Interim report which means the
District has certified it will meet its financial obligations for the current fiscal year and
subsequent two fiscal years. However, on the basis of the San Mateo County Office of
Education (SMCOE) review and analysis of the District’s First Interim reports, the County
Superintendent of Schools initially had difficulty concurring with the District’s positive
certification. This was due to concerns about the reasonableness of the budget assumptions
reflected in the District’s multi-year projections that have potential adverse impact on the
financial condition of the District if not fully implemented.

On January 18, 2018, the County Superintendent and staff met with the District Superintendent
and staff to discuss details of the District’s fiscal solvency plans and to obtain assurance on
implementation timelines. Based on additional information provided by the District, the County
Superintendent concurs with the District's positive certification at First Interim with the
understanding that the commitments and action plans will be carried out within the timelines

indicated by the District. -

It is the primary respongibility of the District Governing Board through the District
Superintendent and staff to develop and monitor a budget that maintains the fiscal
integrity of the District.
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Should any of the proposed budget undertakings not be implemented within the timelines
committed by the District, the County Superintendent will take immediate action within its
authority to ensure that the District meets its financial obligations and avoids the risk of
fiscal insolvency.

The material uncertainties noted by the County Office on the District’s First Interim
budget assumptions and corresponding District’s proposed fiscal solvency plans are
summarized below:

I.  SMCOE FINDINGS/COMMENTS

The County Office concern about the financial condition of the District is predicated on
the fact that the District has no other savings, reserves, or other funding sources
elsewhere to mitigate the significantly declining fund balance because of deficit spending
in the General Fund.

e Multi-Year Projections (MYP) — Unrestricted General Fund

The First Interim projections submitted by the District for the Unrestricted General fund
included approximately $4.9 million in combined certificated staffing reductions and
budget cuts in fiscal year 2018-19 and approximately $2.0 million additional ongoing
reductions in 2019-20. The County Office has serious concerns about the District’s
ability to implement the planned reductions for 2018-19 if no action has vet been taken
by the District during the First Interim period.

Due to significant structural deficits, the Unrestricted General Fund will have a negative
ending balance of approximately $3.3 million in 2018-19 and $10.0 million in 2019-20 1f
the proposed reductions are not implemented, as shown below:
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Estimated Beginning Balance $3.583.086 | $1,745178 | ($3,288,934)

Revenues & Other Financing Sources 24,699,211 21,519,824 20,356,206
IE{);gzlggi(‘)tzzes & Other Financing Uses Before 26,53 8,019 26,553,935 27,132,069
Net increase (Decrease) (1,838,808) | (5,034,111) |  (6,775,863)
Projecied General Fund Ending Balance $1,745,178 | (83;288,934)| '($10,064,796)
Funded-ADA for LCET rovenue projeciions | 291597 | 554289 | 2,403.29
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e Parcel Tax Expiration

‘I'here is a potential loss of funding for the District due to the expiration of Parcel Tax
Measures B and M in June of 2018. Each parcel tax measure generates $98 per parcel for
combined revenues of approximately $1.1 million. The multi-year projections for First
Interim assume parcel tax revenues will be re-authorized by voters at the current year
level and are included in Local Revenues budget for 2017-18 through 2019-20. Should a
replacement parcel tax not be approved by voters, the District will need to implement

additional budget cuts of $1.1 million.

e Leases and Rentals

Beginning in the 2017-18 fiscal year, revenues from leases and rentals of over $992,000
that were previously booked in the Capital Facilities Fund (Fund 25) for facilities use are
now budgeted as revenues in the General Fund as reflected in the First Interim multi-year
projections. In effect, while the General Fund is receiving an additional subsidy for
general district operations, the District is unable to balance the budget and continues to
show operating deficits for 2017-18 through 2019-20 necessitating significant budget
reductions to meet the minimum 3% State-required reserve level.

e Status of Collective Bargaining Negotiations

The District has not settled negotiations with its certificated and classified bargaining
units for the 2016-17 and 2017-18 fiscal years. There is no provision for compensation
increases in the budget and no amounts set aside for future negotiation settlements.
Employer costs of any negotiation settlement in the future will have an adverse impact on
the current financial condition of the District and may necessitate additional budget cuts

to maintain fiscal solvency.

¢ General Fund Cash Flow Projections

During First Interim review, the County Office noted the General Fund has a negative
cash balance and the District’s cash flow projection shows estimated cash balance at the
close of the 2017-18 fiscal year to be significantly low compared to its average ending

cash balances in prior years.

The District is encouraged to plan ahead, analyze its cash position and obtain interfund or
outside borrowings, if necessary. The District is reminded that the San Mateo County
Controller’s Office does not allow any district account to have a negative cash
balance at vear-end. It is also critical to address any potential cash shortfall early to
avoid a State takeover which is a consequence of obtaining a State emergency loan.
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Other District Funds

Below is a summary of the revenues, expenditures, and fund balance in other District

Funds:
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12 Child Development 1,848,840 2,128,914 280,074 $8,032
13 Cafeteria 335,883 | 2,793,780 2,960,062 300,000 469,601 |
14 Deferred Maintenance 225,442 2,000 0 0 227,442
21 Building 13,257,314 150,000 7,012,160 0 6,395,154 |
25 Capital Facilities 4,120,003 70,000 80,000 (414,376) | 3,695,827
67 Self-Insurance (343,223) | 1,141,150 645,834 0 152,092

The First Interim reports show significant contributions from the General Fund to the

Child (Fund 12) and Cafeteria (Fund 13) programs. It is highly recommended that the
District closely monitor the budget for these programs and bring revenues and -
expenditures into balance to avoid significant transfers/contributions from the General

Fund in the future.

The County Office noted that the negative ending fund balance in Fund 67-Self Insurance
Fund has been eliminated at First Interim. Revenues from In-District Premiums
Contributions are increased by $726,000, from approximately $400,000 during budget

adoption to $1.1 million in revenues at First Interim. The District is urged to review and
validate the funding sources for its workers comp liabilities and make adjustments in the

budget, as necessary.

DISTRICT FISCAL SOLVENCY PLANS & TIMELINES:

At the January 18, 2018 meeting with the District Superintendent and staff, details and
additional information on the District’s fiscal solvency plans were provided, as follows:

e Proposed Staffing & Budget Reductions — FY 2018-19

The District has indicated that the reduction in certificated staffing of approximately $1.6
million is due to the projected decline in enroliment. The proposed staffing reductions
equate to fifteen (15) certificated positions and an additional eight (8) difficult to fill
positions that are currently filled through contracts with outside agencies.
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For the $3.3 million proposed on-going budget reductions, the District provided the
County Office with a detailed list of certificated, classified, and management/confidential
positions that will be presented to the District Board for approval; layoffs are planned to
take effect in fiscal year 2018-19. The budget reductions include elimination of programs
that require high contributions from the General Fund beginning in the 2018-19 fiscal
year. Should the District’s parcel tax renewal fail, the District will implement additional
reduction in certificated positions of approximately $1.1 million. The total staffing
reductions including potential loss of parcel tax revenues is approximately $5.4 million.

The District hired an independent agency, School Services of California (SSC), to
conduct a comprehensive review of the District budget and financial condition. The SSC
report was presented to the District Governing B oard at the January 18, 2018 Board
Meeting. SSC concurred with the very serious financial condition of the District and
pointed out that now is the time to implement budget reductions. SSC further stated that
the District will be faced with insolvency within the next school year, about November
2018, if significant budget reductions do not occur.

The proposed timelines for discussion/implementation of the District’s fiscal solvency
plans with the District Governing Board are, as follows:

o TFebruary 8, 2018 — District staff to present fiscal solvency plans & budget
reduction proposals for Board review and approval

o February 22, 2018 — Board Resolution to implement layoffs

o March 8, 2018 — All certificated and classified layoffs processed and ready
for implementation; Second Interim Financial Reports to be presented to
the Board approval

o March 15, 2018 — Issue layoff notices to certificated staff

o District is required to inform the County Office of any special Board
meetings to discuss items related to the fiscal solvency plans

The County Office agrees the proposed plans are feasible. However, it will take strong
commitment, dedication and cooperation from all stakeholders to implement the

proposed reductions.

e Parcel Tax Expiration

The District Board has approved and is actively pursuing another parcel tax measure for
the June 2018 election. The District hired a firm to conduct a survey related to the parcel
tax. The District proposes to implement additional staffing reductions of approximately
thirteen (13) certificated positions in the event the parcel tax measure is not approved by

voters.

101 Twin Dolphin Drive - Redwood Cify + CA - 94065-1064 - 650-802-5300 + www.smcoe.org




Ravenswood City Elementary School District
January 22,2018
Page 6

Assuming the District successfully obtains voter approval for a new parcel tax, the
District must be vigilant in observing the San Mateo County Controllet’s timelines for
submission of required documentation for tax levy to ensure continuance of funding for
the District in the following fiscal year.

¢ l.eases and Rentals

The District will place revenues from leases and rentals in the General Fund and use them
for any educational purpose.

With the transfer of revenues for non-capital purposes, the District is encouraged to
assess its facilities needs to ensure adequate funds are available in the future.

o Self-Insurance Fund (Fund 67)

The District plans to transfer $550,000 that has been accumulated and set aside in the
General Fund for workers® compensation liability. The District is also anticipating
approximately $200,000 refund from Alaska National for 2017-18 workers’
compensation premiums.

e General Fund Cash Flow Projections

The District has indicated that it will utilize temporary interfund borrowings from the
Building Fund (Fund 21) at year-end to address cash shortfall in the General Fund.

The District is also reminded that a Board Resolution is required authorizing the District
to implement short-term interfund borrowing by year-end.

IM. NEXT STEPS:

A Second Interim Report for the period ending January 31, 2018, must be prepared and
approved by the District Governing Board and submitted to SMCOE no later than

March 19, 2018. This report must be completed in the SACS software. All required forms
must be presented to the District Governing Board for review and approval.

For Second Interim reports, the County Superintendent requires the District to strictly
“adhere to the Education Code Section 42131 standards and criteria in the
determination of a positive, qualified or negative certification of Distriet’s financial
condition:
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e A positive certification shall be assigned to any school district that, based on
current projections, will meet its financial obligations for the current fiscal year

and subsequent two fiscal years.

e A qualified certification shall be assigned to any school district that, based on
current projections, may not meet its financial obligations for the current fiscal

year or subsequent two fiscal years.

o A negative certification shall be assigned to any school district that, based on
current projections, will be unable its financial obligations for the remainder of

the fiscal year or the subsequent fiscal year.

The District is cautioned not to include in the 2017/18 and 2018-19 Second Interim
projections any proposed budget or staffing reductions that have not yet been approved

by the District Governing Board.

Due to the seriousness of the District’s fiscal condition, the District is also required to
implement the following steps prior to Second Interim submission and provide regularly-

scheduled updates to the County Office:
®  On the 1% and 15" of the month, the District must provide the County
Superintendent with a written progress report listing specific timelines and
actions taken or to be carried out that will ensure full implementation of the
proposed fiscal recovery plans.

®  Weekly meetings between District and County Office staff must be held. At a
minimum, the presence of the District Chief Business Official and County Office
Deputy Superintendent at these weekly meetings is required; however, other
agencies/stakeholders may be invited if necessary.

m  Review, analyze, and validate all outstanding prior year general ledger accounts.
Balances that are no longer valid and enforceable must be cleared and adjusted in the

District’s books.

m  Continue to encumber all contracts and other obligations. The position control system
must be used for all classified and certificated staffing positions. Vacant positions
included in the budget savings for the current and subsequent fiscal years must be
monitored strictly and coded properly in the system to ensure no additional costs will
be incurred and carried over to the subsequent fiscal years.

m Clear prior year due to/from between district funds and post planned interfund

transfers and contributions between unrestricted and restricted programs prior to
Second Interim to properly evaluate the District’s true cash position and assess

borrowing needs, as necessary.
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s Conduct a thorough cashflow analysis and update cash flow proj ections based on
latest information available. For temporary interfund borrowings, a Board resolution
must be submitted authorizing the temporary loan. Cutoff time and deadlines must be
established to ensure all bills, invoices, contract payments, and other operational costs
incurred in the current year are accounted for by year end.

m  To ensure adequate classroom staffing, the District is required to conduct a study of’
actual student count and make reasonable projections of appropriate class sizes for all
grade levels in the subsequent fiscal years taking into consideration the projected
decline in enrollment and the proposed staffing reductions.

m Review and analyze student enrollment and attehdance proj ections for the current and
subsequent two fiscal years and make changes in the assumptions, as necessary.

In the event any of the proposed fiscal solveney plan is not implemented during the
timelines specified by the District, the County Sup erintendent shall exercise the
authority to call a Lack of Going Concern issue for the District or immediately change
the District’s positive certification, as appropriate.

It is incumbent upon the District Governing Board to promote the successiul
implementation of proposed fiscal recovery plans to improve the _ﬁscal condition of the
District. The County Office reiterates its commitment to support the District in this

process.

GENERAL COMMENTS:

Charter Schools

The District is the authorizing agency for Aspire East Palo Alto Charter School (Aspire) and
KIPP Bay Area Schools (KIPP). The District maintains fiscal oversight responsibilities,
particularly in the key areas of accounting, attendance reporting, budgeting and payroll. Itis
important the District monitor carefully the charter school’s fiscal activities to ensure fiscal
solvency.

o Aspire East Palo Alto Charter School
The 2017-18 First Interim multi-year projections for Aspire shows operating deficits
each year although the deficit is declining significantly in the subsequent fiscal year
projections. LCFF-funded ADA is proj ected to increase from 695.8 ADA in 2017-18
10 732.25 ADA in 2019-20. Total available reserves for 2017-18 fiscal year which
include Reserve for Economic Uncertainties and Unassigned/Unappropriated
amounts in the Unrestricted General Fund ending balance is approximately $2.8
million or 26% of the total General Fund budget.
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e KIPP Valiant Community Preparatory Charter School
The 2017-18 school year is the first year of operation for KIPP as a charter school.
The First Interim report shows a balanced budget for fiscal years 2017-18 through
2019-20 with a projected ending balance in the Unrestricted General Fund of
approximately $633,000 or 20.66% of the total General Fund budget. LCFF-funded
ADA is projected to increase from 214.54 ADA in 2017-18 to 512.99 ADA in 2019-
20 as the charter school plans to add one grade level each year in its enrollment

projections.

The District must closely monitor the charter school LCAPs and budgets to ensure that
sufficient funds are maintained to support all goals, actions and services included in the

LCAP for 2017-18 through 2019-20.

Should any circumstances arise related to the charter school that would negatively impact the
financial condition of the District, please notify the County Office of Education as soon as

possible.

Public Disclosure of Voter and Non-voter-Approved Debt

Districts are reminded to review the requirements for public disclosure of voter and non-
vyoter-approved debt. Voter-approved debts include General Obligation Bonds and Capital
Appreciation Bonds. Non-voter-approved debts include Certificates of Participation (COPs),
Tax Revenue Anticipation Notes (TRANs), Bond Anticipation Notes (BANs), revenue bonds
or any other debt instruments not requiring voter approval.

In accordance with AB2197, Education Code Sections 17150, 42133.5 and 17150.1, thirty
(30) days prior to the District Governing Board’s approval, all districts, regardless of
certification status, are required to submit to the County Superintendent of Schools and the

County Auditor the following information (as applicable):

1)  Repayment schedule for debt obligation.
2)  Evidence of the district’s ability to repay the obligation.
3)  Disclosure of General Obligation Bonds (GOBs) and Capital Appreciation Bond

(CABs) Refinancing.

The County Superintendent of Schools and the County Auditor may comment publicly
within 15 days of receipt of the information.

The 30 day advance notice will require careful planning by the school district in order to
comply with the disclosure requirements. The use of debt proceeds is detailed under
Education Code 42133.5, which prohibits school districts from using the proceeds from

specific debt instruments for general operating purposes.
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Fiscal Distress Notification

In compliance with Assembly Bill 2756, districts are required to submit to the County
Superintendent of Schools any study, report, evaluation or audit that was commissioned by
the district, the Superintendent of Public Instruction or State control agencies that shows
evidence of fiscal distress under the Standards and Criteria adopted in Section 33127, or any
report on the school district by the County Office, Fiscal Crisis and Management Assistance
Team or any regional team created pursuant to subdivision (1) of Section 42127.8. The
County Superintendent i$ required, in turn, to consider the findings of such report(s) in the
analysis of the district’s financial status (Reference: Education Code Section 42127.6).

BUDGET RECOMMENDATIONS:

The Governor’s 2018-19 State Budget includes a proposal to fully fund LCFF in 2018-19 fiscal
year. While this brings increased funding for non-Basic Aid districts for the budget year, LCFF
funding for subsequent fiscal years will only increase by COLA and changes in average daily
attendance (ADA) and unduplicatéd pupil percentage (UPP) which will not be adequate to cover
the growing costs of providing education to students. It is important to manage fund balance
and financial resources wisely to maintain fiscal solvency and stability.

The Governor also reminded the public of the volatile economic structure in California and urged
everyone to be prepared in the event of economic downturn. It is critical for school districts to
maintain healthy reserves for future contingencies.

Enclosed is a summary of the District’s financial profile. Also enclosed is a historical =~
spreadsheet that shows actual and estimated General Fund revenues, expenditures, and fund
balances from fiscal year 2008-09 through 2017-18. The District may find this document useful
in analyzing fiscal trends; the most critical information is reflected on Lines C, E and F2 of the
spreadsheet '

We appreciate the cooperation and assistance provided by the District Superintendent and staff
during the review process. If youhave any questions, please feel free to contact me at
650.802.5511 or dporterfield@smcoe.org.

Sincerely,

Denise Porterfield

Deputy Superintendent, Business Services Division
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Enclosures

c: Dr. Gloria Hernandez-Goff, Superintendent, Ravenswood City ESD
Steve Eichman, Chief Business Official, Ravenswood City ESD

Anne Campbell, Superintendent of Schools, SMCOE
Priscilla Aquino-Dichoso, Administrator, District Business Services, SMCOE
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