PIEDMONT UNIFIED SCHOOL DISTRICT

M E M O R A N D U M

TO:

Board of Education

FROM:
Randall Booker, Superintendent



Ruth Alahydoian, Chief Financial Officer



Cheryl Kaiser, Manager, Fiscal Services

DATE:
December 11, 2019
RE:
REVIEW THE 2019-20 FIRST INTERIM FINANCIAL REPORT OF THE DISTRICT; DETERMINE A POSITIVE CERTIFICATION SIGNIFYING THAT THE DISTRICT WILL MEET IT’S FINANCIAL OBLIGATIONS FOR CURRENT YEAR AND SUBSEQUENT TWO FISCAL YEARS; AND AUTHORIZE APPROPRIATE BUDGET TRANSFERS.


I. SUMMARY

The First Interim Report for Fiscal Year 2019-20 provides an update of actual expenditures and revenues through October 31, 2019, and a projection of the budget adjustments necessary to get to the end of the year.  The First Interim also includes a multiyear projection (MYP) to serve as an early warning system about the direction of the District’s spending over the following two years.
The Board must certify the District’s financial condition as Positive, Qualified or Negative, depending on whether the budget for the current year and the following two years shows that the District will, may not, or will not meet all of its financial obligations, including the required minimum reserve.
Thanks to the passage of Measures G and H by Piedmont voters, the District will meet the 3% reserve in the current and two subsequent fiscal years.  As a result, we recommend that that the Board certify the First Interim as “Positive”.
II. ATTACHED DOCUMENTATION
Attached to this memo are the following items that make-up this Board item:

· 2019-20 1st Interim Report in State Accounting Code (SACS) format (all funds are included)

· Graphs and Table of Revenues and of Expenditures of the General Fund.

· Multiyear Projections table for the General Fund.
· Summary tables for each fund.

III.
BACKGROUND 

Governing Boards are required to certify the financial condition of each school district at two intervals during the school year, though the Board routinely reviews the budget more often.  Per the requirements of AB 1200, the District declares its ability to meet its financial obligations through one of three self-certifications: 
· Positive Certification means that the District believes it can meet its financial obligations for the remainder of the current fiscal year and subsequent two fiscal years; 

· Qualified Certification indicates a district may not be able to meet its financial obligations in the current and two subsequent fiscal years; 

· Negative Certification is used when a district will not be able to meet its financial obligations for the remainder of the current year nor for the subsequent two fiscal years
The First Interim Report provides projections for budgets for 2019-20 through 2021-22 based on conditions as of October 31, 2019.  In compliance with Education Code EC 42131(a)(1) requirements, Assembly Bill (AB)  AB 1200, and AB 2756, the Piedmont USD is certifying a positive certification for its 2019-20 First Interim Report. After approval by the Board, the report will be submitted to the Alameda County Office of Education (ACOE) by December 16, 2019.
IV.  
2019-20 BUDGET INFORMATION
The budget documents presented in this First Interim report continue to serve as a reflection of the District’s goals and philosophy of providing a high quality educational experience to the students of Piedmont.  They reflect the tremendous support of the community by way of Parcel Taxes, the Piedmont Educational Foundation, and parent and community donations through various fundraising efforts.  

The salary settlements recently approved by the Board are not yet incorporated into the budget, however funds are set aside in the fund balance for 2019-20, and the increase is incorporated into the multiyear expenses.  All other projections are based on the most current information available.  

The General Fund is the primary fund for the District, from which most expenses are paid.  When expenses exceed revenues, the District is “deficit” spending.  In 2019-20, the District’s expenses are expected to exceed revenues by $525,848 (before accounting for the salary increase).  Some of the deficit is created by spending down revenues not spent in the prior year (i.e., spending ‘carryover’).  Because funds are available in the fund balance to absorb the deficit, the district is able to maintain it’s 3% reserve in 2019-20, and because Piedmont voters have approved Measure H, additional revenues are anticipated in 2020-21 and subsequent years to eliminate the deficit.

The Ending Fund Balance for 2019-20 is projected to be $1,938,575, of which $472,736 is set-side for the salary settlements and $1,273,189 is set-aside as the required reserve for economic uncertainty.  
Revenues:  Since the budget was adopted on June 26, 2019, revenues have been adjusted to reflect the actual State-adopted budget and the changes to LCFF and Other State funding based on enrollment. Those changes were reported to the Board in August and October.  Additional revenues have been added, including parent donations through the on-line Piedmont Store and a $100K temporary transfer in from Fund 40.  The major differences in revenues since the budget update provided at the October 10, 2019, board meeting are as follows: 

· Local Revenues:

· $152K - Piedmont Store revenues for fieldtrips, yearbooks, athletics, and other specific student activities and classes were recognized as revenue, with corresponding expenses also added. 
· $23K - Other donations for the Wellness Center and Principal’s funds and grants from Voya, PADC and Makers were recognized as revenue, with corresponding expenses also added. 

· $50K - Over the summer, summer school costs exceeded budget by $50K. PEF reimbursed the District for the additional costs. 
· Transfer In - A temporary transfer from Fund 40 of $100K to cover the computer storage array purchase is included as revenue.  The actual expense will be transferred to Fund 11 and the temporary transfer will be reversed before year end.
Expenditures:  Since the budget was adopted on June 26, 2019, budgeted expenditures have been increased by approximately $312K to reflect the restricted and committed funds not fully spent in the prior year (carryover), the cost of additional staff and approximately $100K for textbook adoptions.  The major differences in expenditures since the budget update provided at the October 10, 2019, board meeting are: 

· Certificated salaries have been recalibrated to reflect the actual people in positions.  The net change is an increase of $224K.  This includes the additional summer school costs offset by revenue, stipends and professional growth that were not included in the original budget, and coverage for leaves of absence.
· Benefits, including the STRS and PERS pension and health benefit payments, were adjusted based on actual people in positions.  The net change is a decrease of $229K.  The reduction of PERS pension costs is about $100K and reduction in health costs based on an employee’s choice of plans is $50K.  
· The combined increase of $623K in Books and Supplies and Services and Other Operating Expenses is the increase in revenues identified above from the Piedmont Store and other donations ($175K), the purchase of the computer storage array, which will be moved to Fund 11 ($100K), the cost of the parcel tax election ($125K) and an increase in special education related costs ($213K).
Fund Balance:  The Ending Fund Balance, which is the bottom line of what is left in the District’s General Fund at the end of the year, is projected to decrease by $526K to $1,938,575.  The salary settlements approved by the Board on December 3 will be paid from this fund balance, leaving $1,292,054, or 3.044% available as a reserve.
V.  
MULTIYEAR PROJECTIONS (MYP)
The First Interim Report includes multiyear projections (MYP) for two additional years – 2019-20 and 2020-21.  The MYP is built on the current year budget, with adjustments for any known changes, including eliminating one-time expenditures in 2019-20 from the 2020-21 budget.  The following assumptions were used:
	Assumption
	2019-20
	2020-21
	2021-22

	Enrollment
	2,567
	2,535
	2,472

	Cost of Living Increase (COLA) for LCFF per pupil funding
	3.26%
	3.00%
	2.80%

	COLA for increase in other State revenues and various costs
	3.26%
	3.00%
	2.80%

	Natural progression (Step & Column) in Employee Salaries
	1%
	1%
	1%

	STRS Rate
	17.10%
	18.40%
	18.10%

	PERS Rate
	19.72%
	22.80%
	24.90%


Enrollment is projected to decline over the next two years.  As a result, the District will rightsize staffing to maintain appropriate class sizes and staffing ratios.   

The passage of Measure G and H allows the District to assume the continued parcel tax revenues from Measure G and the added revenues from Measure H in the MYP.  The amount to be collected from Measure H is estimated to be $2.6 million.  Based on an MOU between the District and the employee bargaining units, Measure H will be used for employee compensation and retention strategies that will be negotiated.  Any funds not spent will be carried over and held for that use.
To preserve all of Measure H for new compensation initiatives, the District will need to further identify budget balancing solutions. This is the result of confluence of a 2% salary increase, a 1%-2% decline in enrollment, and a 7% increase in benefit costs.   

With only the rightsizing reductions, the District will still have $1.6 million in additional resources in 2020-21 that will grow to $3.4 million if unspent by 2021-22.  

VI.  
STATUS OF OTHER FUNDS  
In addition to the General Fund, the District also maintains nine other funds to track restricted revenues and the associated expenses. Reports are provided for each of the funds in the Standardized Account Code Structures (SACS) format required by the State of California and in a one-page table.
The beginning balances, revenues, expenditures and ending fund balances for all funds are shown in the table below.  For those funds with budget changes since budget adoption, a description is provided in the narrative below the table. 

[image: image1.emf]Fund # Fund Name

Beginning 

Balance Revenues Expenditures

Ending Fund 

Balance

11 Adult Education 421,376 $       613,493 $         754,427 $          280,442 $           

13 Cafeteria 815,994          615,295            839,989             591,300              

14 Deferred Maintenance 161,722          50,000              112,876             98,846                

17 Special Reserve-Noda 104,881          1,009               -                    105,890              

17 Special Reserve-Parcel Tax -                 -                   -                    -                     

21 Building Fund 16,776,790     30,172,608       36,505,400        10,443,998         

35 State School Fac 3,579              45                    3,369                 255                    

40 Reserve-Cap Facilities 444,763          3,692               127,359             321,096              

51 Bond Repayment 8,920,097       11,108,202       10,436,702        9,591,597           

67 Self Insurance 7,284              59                    3,823                 3,520                 

27,656,486 $  42,564,403 $    48,783,945 $     21,436,944 $      


Adult Education Fund – Fund 11.  The District runs an adult education program and keeps funds designated for that program in Fund11.  The revenues are from two sources: the Adult Education block grant for high school credit completion courses, and the community-based program of local interest courses.  Although not yet reflected in the First Interim Budget, the District will be purchasing computer storage arrays through Fund 11 for critical data storage purposes, including the long term digital storage of graduate information.
Cafeteria Fund – Fund 13.  The food service operations of the District are run through Fund 13.  Revenues are from food sales at the middle school and high school, and from a portion of the food sales at the elementary schools.  The District also participates in the federal milk program, which generates approximately $7,000 in reimbursements for milk purchases.  Starting this year, we have included a portion of cost for noon-time supervision at the elementary schools from this fund.  Over the past few years, the fund has built a comfortable reserve.  Pending Board approval, a loan will be made from the reserves for a facilities project, to be repaid over 10 years with interest.

Building Fund – Fund 21.  The bond proceeds from the Measure H1 bond program are held in Fund 21, and all expenditures for the program are recorded here.  The H1 Bond program is a $66 million program that spans at least 5 years.  This summer, the second of three series of bonds were issued, providing $30 million of the $66 million to the program.  The last and final series of $10 million will be issued in early 2021.

Special Reserve for Capital Facilities – Fund 40.  Over the years, the District has set-aside funds from facilities rentals and other sources as a reserve for capital needs.  The balance as of July 1, 2019, is $444,763.  A temporary transfer of $100,000 has been made to the General Fund that will be reversed by 2nd Interim.

VII.
RECOMMENDATION:  APPROVE POSITIVE FIRST INTERIM
Upon review of the 2019-20 PUSD First Interim Report, approve a Positive certification of the District’s ability to address and meet its financial obligations for the current year and subsequent two years and make all budget transfers as required.
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