
FULLERTON SCHOOL DISTRICT BOARD AGENDA ITEM #2f 
 

DISCUSSION/ACTION ITEM 
 

DATE: March 13, 2012 
 

TO: Mitch Hovey, Ed.D., District Superintendent 
 
FROM: Susan Hume, Assistant Superintendent, Business Services 
 
SUBJECT: APPROVE THE DISTRICT'S SECOND INTERIM FINANCIAL REPORT WITH 

A QUALIFIED CERTIFICATION.  PER STATE GUIDELINES, A QUALIFIED 
CERTIFICATION INDICATES THAT, BASED UPON CURRENT 
PROJECTIONS, THE DISTRICT MAY NOT MEET ITS FINANCIAL 
OBLIGATIONS IN THE CURRENT OR SUBSEQUENT TWO FISCAL YEARS 

 
Background: The Second Interim Report is one of three financial reports that school districts 

are required to report to the State and provide to the public annually.  The 
report presents the results of actual financial operations through January 31 
and the projected budget for the fiscal year for all District funds.  A three-year 
projection for the General Fund is also included.  The complete Second Interim 
Report in the required State format, along with a descriptive narrative and 
comparative financial projections, is included for the Board's review. 

 
Rationale: The District is required by Education Code to submit periodic financial reports to 

its oversight bodies.  In order to judge a district's financial stability, these reports 
also include a three-year projection for the General Fund.  The District is 
required to certify its financial outlook as Unqualified, Qualified, or Negative. 

 
Funding: The District is projecting a 6.18% General Fund Unrestricted Reserve as of 

June 30, 2014, which is in excess of the State-required 3%. This projection is 
based upon the District’s successful negotiation of concessions from its 
employee associations for multiple years.  Additionally, this projection DOES 
NOT include a potential $4.9 million cut in State funding which could happen in 
the 2012/2013 school year.  Due to these uncertainties, the District is certifying 
its Second Interim Report as Qualified. 

 
Recommendation: Approve the District's Second Interim Financial Report with a Qualified 

Certification.  Per State guidelines, a Qualified Certification indicates that, 
based upon current projections, the District may not meet its financial 
obligations in the current or subsequent two fiscal years. 

 
SH:gs 
Attachment 



March 13, 2012 
 
 
To: Board of Trustees 
 Dr. Mitch Hovey 

From:  Susan Cross Hume, CPA, CIA 

Subject: Second Interim Report 
 
 
The District’s Second Interim Financial Report consisting of current year financial statements and 
budgets for all funds, as well as the required State reports, is attached.  This memo provides a 
narrative overview of the report. 
 
Background 
The District is required to formally report to our community, the Orange County Department of 
Education (OCDE), and the State of California our actual financial results of operations three times a 
year.  In addition to providing July 1 through year-to-date results, the reports also provide projected 
results for future periods.  The required reports are as follows: 
 
 Report Reports Actual Financial Results through: Due Date: 

First Interim October 31 December 15 
Second Interim January 31 March 15 
J-200 Unaudited Actuals June 30 September 15 
 
Financial Reports Included—Second Interim Report to Board 
The following reports are provided in this document: 

• Second Interim Budget Projections (showing the First Interim Budget and the revised Second 
Interim Budget) 

• Second Interim State Report (SACS format) 
• Cash Flow Projections 
• State Criteria and Standards 

 
Year-to-date financial statements reflect actual financial results from the District’s accounting system 
which is maintained through OCDE on the Bi-Tech accounting system.  For the First and Second 
Interim Reports, results are on a cash basis (no accruals are booked).  Accruals are recorded for the 
year-end financial statements. 
 
Current year budgets and multi-year projections are based on information provided by OCDE, the 
California Department of Education, School Services of California, and other relevant professional 
sources.  Additionally, when developing its projections, the District took into account the 
recommendations of its Budget Advisory Committee (a committee composed of parents, staff, and 
community members formed to advise the Superintendent on budget priorities and reductions). A 
summary of the various factors used is attached at the end of this memo.  Additional discussion is 
provided below. 
 
Current Year Budget 
At Second Interim, the District updates its 2011/2012 First Interim Budget (approved by the Board of 
Trustees on December 11, 2011) to reflect current financial projections.  The material adjustments 
are: 



• Mid-year “trigger” cut to the Revenue Limit imposed by State of California of $52.21 per 
Average Daily Attendance (ADA).  The total reduction to revenues is $699,821. 

In the original State budget, trigger cuts of up to $250 per student on the revenue limit, as well 
as a cut of one-half of the District’s transportation budget (approximately $37 per student) 
were possible.  Ultimately, the State did not enact the total possible cut.  It canceled the 
transportation cut and rolled it into a lower revenue limit cut resulting in an overall reduction of 
$52.21 per ADA. 

• Increase in interfund transfers in of $1,000,000 from Fund 17 (Special Reserve Fund).  This 
transfer increases the amount to be transferred from Mandated Cost Revenues previously set 
aside by the District. 

• Increase in State revenues of $489,000 for Deferred Maintenance Funding.  The District will 
use Tier Three Program flexibility and include the current year Deferred Maintenance funding 
in General Fund unrestricted revenues.  This is a change from prior years, when this funding 
has been recorded and restricted for use in the Deferred Maintenance Fund. 

• Increase in State revenues of $129,586 for estimated increased lottery revenue for the year. 
• Reduction in Special Education Encroachment of $311,166 due to decreased non-public 

school expenditures. 
• Reduction in salaries and related statutory benefit expenses of $690,047 based upon 

proposed furlough days to be negotiated for current year. 
• Reduction of health benefits expense of $600,000 due to final rates for health insurance 

coming in lower than original budget. 
 
Routine Second Interim Budget Adjustments:  In addition to the changes noted above, the District 
has also made routine, ongoing budget adjustments to reflect the following: 

• Categorical revenue accounts updated to most recent grant/entitlement letters and other 
information received from the State and federal governments.  Corresponding expenditure 
accounts are also adjusted accordingly.  Indirect costs are updated to reflect changes in total 
estimated expenditures. 

• Other income accounts analyzed and adjusted to reflect year-to-date receipts and estimated 
year-end amounts. 

• Revenues and expenditures of programs that encroach on the General Fund updated to 
current projections and encroachment accounts adjusted accordingly. 

• Salary and benefit accounts adjusted to reflect updated staffing levels and changes to benefit 
costs, including health insurance costs. 

• All expenditure accounts analyzed and adjusted to reflect year-to-date expenditures and 
estimated expenditures to finish the year. 

 
At First Interim, the District projected an Unrestricted General Fund net loss for the 2011/2012 fiscal 
year of ($3,231,622).  As a result of the adjustments noted above, the 2011/2012 updated Second 
Interim budget reflects a net loss of ($266,461).   
 
The ending unrestricted fund balance is projected at $12,382,953, or 11.5% of total General Fund 
expenditures.  This amount is $9,153,153 above the State-required 3% reserve. 
 
Multi-Year Projections 
The most important element of the Second Interim Report is the three-year projection for the General 
Fund.  In this forecast, the District projects its financial prognosis for the current and subsequent two 



years.  The purpose of the projection is to report to our stakeholders on the continued fiscal viability of 
the District.  The projection provides the rationale for the District’s choice of certification options 
(Positive, Qualified, or Negative) on its Certification of Financial Condition. 
 
Please refer to the attached summary for details of the significant variables and assumptions used in 
the preparation of the District’s three-year projection. 
 
The most significant factors in the projection are State-funded Cost of Living Allowance (COLAs) and 
District Average Daily Attendance (ADA). 
 
State Funding:  The District is using the variables as outlined in the OCDE Second Interim Budget 
Advisory Bulletin dated February 3, 2012, for revenue limit and State categorical funding COLAs and 
deficits.  

• For 2011/2012, a statutory COLA of 2.24% was reduced by a deficit factor of 20.602% to 
provide a net reduction of $52.21 from the prior year.  This reflects the original “flat funding” 
passed in the original State budget, less mid-year trigger cuts. 

• For 2012/2013, a statutory COLA of 3.17% is reduced by a deficit of 22.218%.  This provides 
for no change in funding from 2011/2012.  This projection assumes that the Governor’s 
November tax initiative passes. 

• For 2013/2014, a statutory COLA of 2.4% is projected.  With no change in deficit projected, 
this generates a net 2.4% increase. 

 
ADA:  The District is projecting flat ADA for the next three years (neither growth nor loss). 
 
Other material assumptions used in the District’s three-year projection include: 
 
State Flexibility:  As part of the State's "flexibility" package granted to school districts, revenues from 
those categorical programs identified as Tier Three may be swept for use to the District's Unrestricted 
General Fund.  The District has identified $3.1 million in ongoing dollars that will be reallocated from 
specific program budgets to the unrestricted fund to make up for State cuts.  As indicated above, the 
District has swept State Deferred Maintenance Funding into unrestricted revenues and intends to do 
so for the next three years.  A detailed list by program is attached. 
 
The State has also reduced the penalties normally associated with increasing class size from the 20:1 
mandate required by the K-3 Class Size Reduction Program (CSR).  The District has taken advantage 
of this flexibility provision at some sites. 
 
These State flexibility provisions are set to end (by statute) in either the 2013/2014 (K-3 CSR) or 
2014/2015 school year.  The District is in the planning stages in determining how to manage the end 
of the flexibility provisions in 2014/2015. 
 
Federal Education Jobs Funding:  The District has received $2,476,650 in Federal Education Jobs 
Fund entitlement funds.  The entire entitlement has been budgeted.  The funding will be used to retain 
existing employees.  Since this is one-time funding, it is reflected in the 2011/2012 budget only. 
 
State Transportation Funding:  The District has removed $1,000,000 in transportation funding from 
its State revenue budgets for 2012/2013 and 2013/2014.  The Governor has previously proposed 
these cuts in his January budget. 
 



Negotiated Adjustments to Salaries and Benefits:  The District has incorporated into its projections 
$2,288,000 in ongoing budget reductions starting July 1, 2012, to be accomplished through 
negotiations with its employee associations and management team. 
 
Change in Class Size:  The District has included in its projections a reduction in salaries of 
$1,500,000 for the effects of a reduction in teachers due to an increase in class size to 32:1. 
 
Potential Mid-year Cuts—2012/2013:  The Governor’s proposed 2012/2013 budget for the State 
(released in January) includes revenues to be raised through the passage of a ballot initiative in 
November, which will raise the income tax rate on high-income earners and increase the sales tax by 
one-half cent through 2016. 
 
If the Governor’s proposal passes as he recommends, per pupil revenue limit will be flat-funded for 
the 2012/2013 fiscal year.  As noted above, this is the assumption that the District has used in its 
three-year projection.  However, if the tax initiative does not pass, under the Governor’s January 
budget plan, automatic mid-year trigger cuts would impose an additional 7.4% cut on K-12 
education—an amount estimated at $370 per student.  This would amount to $4,932,100 in ongoing 
cuts (annually) to the District.   
 
Cash Flow:  The District is experiencing a decline in its cash balances due to the following reasons: 

• State budget cuts 

• Deferrals of State revenues:  Currently 42% of the District’s Revenue Limit dollars are received 
in the subsequent year 

• Shift in Redevelopment Agency (RDA) dollars from the RDAs to school districts:  The State 
has estimated an amount to be received by the District in redevelopment tax dollars, and has 
decreased its revenue limit apportionment accordingly.  However, this is an estimated amount, 
and the actual dollars will not flow to the District before year end, at the earliest. 

• Orange County’s reallocation of property taxes:  The State has indicated that it will back fill the 
tax dollars appropriated by the County from school districts, but this will not happen until the 
summer, at the earliest. 

 
The District is facing an approximate $2,000,000 cash shortage at the end of the current fiscal year, 
and an even bigger shortfall for fiscal 2012/2013.  The District can accommodate the current year's 
shortage with interfund borrowing.  However, for 2012/2013 it is anticipated that the District will use 
outside short-term financing through a Tax Revenue and Anticipation Note (TRANs).  The District will 
continue to closely monitor its cash accounts to ensure liquidity. 
 
Ending Fund Balances 
Taking into account all of these changes to the three-year projection, the District projects a net loss in 
the 2011/2012 school year, with continued deficit spending in future years.  The projected 
Unrestricted General Fund ending fund balance percents are as follows: 

 June 30, 2012 11.5% 
 June 30, 2013 9.4% 
 June 30, 2014 6.2% 
 June 30, 2015* 2.6% 
 

*Based upon the preliminary three year projection developed for the 
2012/2013 budget.  This projection will be published in June, 2012. 

 
 



As noted, the District is showing a 6.2% reserve balance for the final year of Second Interim 
projection, which is above the State requirement.  It is important to note the reasons for the District’s 
fund balance level: 
 

• Due to continuing and projected cuts from the State, the District is spending down its reserves.  
The 6.2% reserve is required to cover continued deficit spending in the 2014/2015 fiscal year.  
Although the District has not yet officially published its 2014/2015 projection, it will be required 
to do so in June. 

• The District’s projections are based upon the assumption of successful multi-year negotiated 
agreements with its employee associations and management team to provide budget relief.  If 
these negotiations do not turn out as projected, the District could potentially spend down its 
reserves at an even faster rate than reflected in the projections. 

• The District’s projections are based upon the assumption that the Governor’s January budget 
plan for the State plays out as he proposes, including the passage of his tax initiative.  If this 
plan changes significantly, or the Governor’s tax initiative does not pass and other sources of 
revenue are not found by the State, the District could experience further significant cuts from 
the State, requiring it to use its reserves. 

 
Certification 
Although the District is showing that it meets the 3% reserve requirement as of June 30, 2014, this is 
only possible based upon the assumption of successful multi-year negotiated concessions from its 
employee associations and management team.  The District also is utilizing assumptions regarding 
State revenues that are based on the Governor’s proposed January budget, including the passing of 
his November ballot initiative.  The District’s projections DO NOT include the possible effects of 
potential mid-year cuts that may occur if the initiative does not pass or if for some other reason, the 
State does not have the funds available to fund the Governor’s proposed budget. 
 
Based upon current projections and due to continuing uncertainties in State funding, the District is 
choosing to self-certify with a Qualified Certification.  Per State guidelines, a Qualified Certification 
indicates that, based upon current projections, the school district may not meet its financial 
obligations for the current fiscal year or subsequent two fiscal years. 
 
Conclusion 
The Second Interim Report is an important document in the District’s ongoing communications to its 
stakeholders.  The report and certification provide accountability and evidence of stewardship to our 
community. 
 
Like most California school districts, as well as the State itself, the District is facing continuing 
financial uncertainties.  However, the District is committed to continuing to address these uncertainties 
in a proactive manner, thus enabling it to continue in its mission of providing a high quality education 
to the students of Fullerton School District. 



 
Fullerton School District 

2011/2012 Budget Projection Assumptions for Second Interim 
Fiscal Years Ending June 30, 2012, 2013, 2014 

 
 

 2011/2012 2012/2013 2013/2014 
    
Revenue Limit    
 Statutory COLA 2.24%  3.17% 2.4% 
 Deficit 20.602%  22.218% 22.218% 
    
 Net Funded COLA - 0 -   - 0 - 2.4% 
    
 Dollars per ADA $4,963 $5,015 $5,136 
    
 Change from Prior Years ($52) $52 $121 
    
Funded ADA 13,330 13,330 13,330 
    
Categorical Program COLAs    
 Federal Programs None Projected None Projected None Projected 
 State Programs None Projected None Projected 2.4% 
 Special Education None Projected None Projected 2.4% 
    
Class Size Reduction $1,071 

per student 
$1,071 

per student 
$1,071 

per student 
    
Lottery (per ADA) $140.50 $140.50 $140.50 
    
Mandated Costs Income $262,785 - 0 - - 0 - 
    
Local Income—change - 0 - - 0 - - 0 - 
    
Interfund Transfers-in    
 Fund 17  $1,761,000 $1,000,000 $1,000,000 
  Special Reserve (Mandated Costs)    
 Fund 20  $580,000 $580,000 $580,000 
  Special Reserve Post Empl.  
  Benefits 

   

 Fund 21 $33,000 $19,900 - 0 - 
  Building Fund    
 Fund 40 $300,000 - 0 - - 0 - 
  Special Reserve—Capital Outlay    



Second Interim 2011/2012 Budget Projection Assumptions 
FY June 30, 2012, 2013, 2014 (continued) 

 
 
 

 
 
 
 

 2011/2012 2012/2013 2013/2014 
    

Encroachment: 
 Special Education 
 

Based on current 
revenue and excess 
cost estimates from 
SELPA and current 
expenditure 
estimates 

2.1% 2.4% 

    
 Routine Repair and Maintenance Based on current 2.1% 2.4% 
 revenue projected   
 expenditures   
    
Estimated Net Step and Column Increase 
(includes management) 

   

 Certificated 2.5% 2.5% 2.5% 
    
 Classified 1.5% 1.5% 1.5% 
    
 Benefits – Statutory 1.0% 1.0% 1.0% 
    
Estimated Increase 3.0% 6.0% 6.0% 
 for Health Insurance $318,493 $656,095 $695,458 
    
Estimated Change in FTE  Teachers 4.5 (25) - 0 - 
    
Employee Compensation Increase 
(other than Step and Column) 

- 0 - - 0 - - 0 - 

    
Supplies and Services Adjusted by CPI 2.1% 2.4% 
    
Estimated negotiated adjustments to 
salaries and benefits 

$690,047 $2,288,000 $2,288,000 



 
 
 

2011/2012 Budget Projection Assumptions for Second Interim 
Tier 3 Programs—Amounts Redirected to 

Unrestricted General Fund Budget 
 
 

The following Tier 3 categorical amounts, which were formerly restricted to specific use, have been 
reallocated to the District’s Unrestricted General Fund Budget for 2011/2012.  The budgeted amounts 
have been projected in the three-year projection to remain in the Unrestricted Fund for all three years. 

 
 

Supplemental Hourly Programs $ 295,457 
School Library Improvement Block Grant 200,057 
Supplemental School Counseling  186,133 
Professional Development Block Grant 592,394 
Targeted Instructional Improvement Grant 899,088 
Math and Reading Professional Development  117,242 
Pupil Retention Block Grant 4,348 
Instructional Materials 319,201 
Deferred Maintenance Grant 489,001 
 
 $3,102,921 
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