STATE OF MICHIGAN
DEPARTMENT OF EDUCATION

RICK SNYDER LANSING BRIAN J. WHISTON
GOVERNOR STATE SUPERINTENDENT
MEMORANDUM
DATE: March 7, 2017
TO: House and Senate K-12 Appropriations Subcommittees
FROM: Brian Whiston, State Superintendent

SUBJECT: Quarterly Report to the Legislature on Deficit Districts

OVERVIEW

Pursuant to language in Section 1220(2)(a) of the of the Revised School Code (MCL
380.1220), the Michigan Department of Education is required to report quarterly to
the Legislature on school districts incurring year-end deficits and the progress in
reducing those deficits. In this second quarterly report for FY 2016-2017, an analysis
of the projected FY 2016-2017 financial data has been completed for those school
districts that ended FY 2015-2016 with a deficit. The analysis is conducted using
data collected from Deficit Elimination Plans (DEPs) and required monthly budget
control reports. It should be noted that since 1976, the Department has provided the
Legislature with an annual report on local school districts in financial deficit. This
second quarterly report for FY 2016-2017 can appropriately serve as the required
annual report due March 1, 2017, given the proximity of this presentation to the
annual deadline.

Note: This report was prepared with data as of February 21, 2017.

Section 1220(2)(a) of the Revised School Code (PA 451 of 1976, as amended)
states:

“(2) Not later than March 1 of each year, the department shall prepare a report of
deficits incurred or projected by school districts, intermediate school districts, and
public school academies in the immediately preceding fiscal year and the progress
made in reducing those deficits and submit the report to the standing committees of
the legislature responsible for K-12 education legislation, the appropriations
subcommittees of the legislature responsible for K-12 school aid appropriations, the
house and senate fiscal agencies, the state treasurer, and the state budget director.
The department also shall submit quarterly interim reports concerning the progress
made by school districts, intermediate school districts, and public school academies
in reducing those deficits to the standing committees of the legislature responsible
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for K-12 education legislation, the appropriations subcommittees of the legislature
responsible for K-12 school aid appropriations, the house and senate fiscal agencies,
the state treasurer, and the state budget director. On a quarterly basis, the
superintendent of public instruction shall publicly present those reports to the
appropriations subcommittees of the legislature responsible for K-12 school aid
appropriations.”

The following narrative provides relevant information regarding the deficit district
process and requirements. The attached analysis provides specific information about
existing deficit districts.

MICHIGAN DEPARTMENT OF EDUCATION PROCESS

Under Governor Snyder’s Good Government initiative, the Department has included
the following financial metric on its Scorecard related to DEPs: “Percent of DEPs
reviewed within 30 days of receipt from districts.” The Department continues to
achieve 100% on this metric.

The law requires deficit districts to submit a DEP to the Department. We have a
formal process in place to ensure that school districts develop and implement DEPs to
eliminate their general fund deficits. Long-standing Department procedures ensure
that districts are treated fairly throughout the deficit elimination process. Deficit
district requirements and contact information may be found on the Department’s
website here. We provide considerable technical assistance to districts during the
DEP development and submission process. When necessary, the process may
include requiring district representatives (i.e., administrators, local board of
education members, and union representatives) to attend a meeting(s) in Lansing to
discuss requirements in the law (see following section), status of the district’s
financial situation, possible modifications to the district’s DEP, and answer questions.
The desired outcome of such a meeting is for all of the district’s key representatives
to leave with a mutual understanding related to what is in the law and what is
required of deficit districts. The Department stresses that because Michigan is a
locally controlled state, district officials must make the difficult decisions that will
eliminate the deficit. We also include Department of Treasury (Treasury) staff in
these meetings to discuss how processes within Treasury regarding the State Aid
Note Borrowing Program and the Emergency Loan Program relate to and affect a
district’s deficit status. It is imperative that district representatives understand that
borrowing through Treasury for cash flow purposes does not negate the need to
reduce expenditures in order to eliminate the deficit. The Department invites the
Office of Retirement Systems to these meetings, should there be an issue with
MPSERS payments. The Department of Licensing and Regulatory Affairs is also
invited, should the district have reimbursement issues related to Unemployment
Insurance.

Public school academies (charter schools) are treated the same as traditional districts
when faced with a deficit situation. Charter schools must submit a DEP to the
Department and they receive technical assistance as necessary.
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REQUIREMENTS IN LAW

DISTRICT REQUIREMENTS

Michigan is a locally controlled state; Sec. 1220(1) of the Revised School Code [MCL
380.1220(1)] states:

“A school district, intermediate school district, or public school academy shall not
adopt or operate under a deficit budget, and a school district, intermediate school
district, or public school academy shall not incur an operating deficit in a fund during
a school fiscal year. If a school district, intermediate school district, or public school
academy has an existing deficit fund balance, incurs a deficit fund balance in the
most recently completed school fiscal year, or adopts a current year budget that
projects a deficit fund balance, all of the following apply:

(a) The school district, intermediate school district, or public school academy shall
notify the superintendent of public instruction and the state treasurer immediately
upon the occurrence of the circumstance. A school district shall provide a copy of the
notice under this subdivision to the intermediate superintendent of the intermediate
school district in which the school district is located. A public school academy shall
provide a copy of the notice under this subdivision to the authorizing body of the
public school academy.

(b) Within 30 days after making notification under subdivision (a), the school district,
intermediate school district, or public school academy shall submit to the
superintendent of public instruction in the form and manner prescribed by the
department an amended budget for the current school fiscal year and a deficit
elimination plan approved by the board of the school district, intermediate school
district, or public school academy, with a copy to the state treasurer. A school district
shall transmit a copy of the amended budget and the deficit elimination plan to the
intermediate superintendent of the intermediate school district in which the school
district is located. A public school academy shall transmit a copy of the amended
budget and the deficit elimination plan to its authorizing body.

(c) The department may withhold and release some or all of the money payable to
the school district, intermediate school district, or public school academy as provided
under section 102(1) of the state school aid act of 1979, MCL 388.1702.

(d) The superintendent of public instruction may require a deficit elimination plan to
include an academic plan for the school district, intermediate school district, or public
school academy.

(e) After the superintendent of public instruction approves a school district's,
intermediate school district's, or public school academy's deficit elimination plan, the
school district, intermediate school district, or public school academy shall post the
deficit elimination plan on the school district's, intermediate school district's, or public
school academy's website.”
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The Uniform Budgeting and Accounting Act places the burden for eliminating a
district’s deficit on the local board of education.

MCL 141.436(7) — “Except as otherwise permitted by Section 102 of the State
School Aid Act, 1979 PA 94, MCL 388.1702, or by other law, the legislative
body shall not adopt a general appropriations act or an amendment to that act
which causes estimated total expenditures, including an accrued deficit, to
exceed total estimated revenues, including an available surplus and the
proceeds from bonds or other obligations issued under the Fiscal Stabilization
Act, 1981 PA 80, MCL 141.1001 to 141.1011, or the balance of the principal of
these bonds or other obligations.”

MCL 141.437(2) — “If, during a fiscal year, it appears to the chief
administrative officer or to the legislative body that the actual and probable
revenues from taxes and other sources in a fund are less than the estimated
revenues, including an available surplus upon which appropriations from the
fund were based and the proceeds from bonds or other obligations issued
under the Fiscal Stabilization Act, 1981 PA 80, MCL 141.1001 to 141.1011, or
the balance of the principal of these bonds or other obligations, the chief
administrative officer or fiscal officer shall present to the legislative body
recommendations which, if adopted, would prevent expenditures from
exceeding available revenues for that current fiscal year. The
recommendations shall include proposals for reducing appropriations from the
fund for budgetary centers in a manner that would cause the total of
appropriations to not be greater than the total of revised estimated revenues
of the fund, or proposals for measures necessary to provide revenues sufficient
to meet expenditures of the fund, or both. The recommendations shall
recognize the requirements of state law and the provisions of collective
bargaining agreements.”

MCL 141.438(3) — “Except as otherwise provided in Section 19, an
administrative officer of the local unit shall not incur expenditures against an
appropriation account in excess of the amount appropriated by the legislative
body. The chief administrative officer, an administrative officer, or an
employee of the local unit shall not apply or divert money of the local unit for
purposes inconsistent with those specified in the appropriations of the
legislative body.”

MICHIGAN DEPARTMENT OF EDUCATION REQUIREMENTS

Penalties in law (see the statutory language below) that may be imposed on deficit
districts: (1) withholding state school aid [MCL 388.1702(1)]; and (2) reporting a
violation to the Attorney General who will review the report and determine whether
or not to act [MCL 388.1761].

MCL 388.1702(1) — “If a district or intermediate district is required to submit a
deficit elimination plan under section 1220 of the revised school code, MCL
380.1220, and the district or intermediate district fails to submit a deficit
elimination plan or the deficit elimination plan is not approved, the department
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may withhold some or all of the money payable to the district or intermediate
district under this article, in an amount the department determines necessary
to incentivize the district or intermediate district to eliminate the deficit, until
the district or intermediate district submits to the department for approval an
amended budget for the current school fiscal year and a deficit elimination plan
in the form and manner prescribed by the department or until the deficit
elimination plan is approved by the department, as determined by the
department.”

e MCL 388.1761 — “A school official or member of a board or other person who
neglects or refuses to do or perform an act required by this act or who violates
or knowingly permits or consents to the violation of this act is guilty of a
misdemeanor, punishable by imprisonment for not more than 90 days, or a
fine of not more than $1,500, or both.”

There has been no instance where, as State Superintendent, | have asked for the
Attorney General’s involvement regarding deficit districts.

EARLY WARNING LEGISLATION

Legislation to address districts and charter schools that trigger “early warning”
indicators of financial stress was signed into law by Governor Snyder on July 7, 2015.
The law is intended to allow school districts to receive assistance from their
Intermediate School District and the Department of Treasury prior to facing a
financial emergency.

The law expands the role of the Department of Treasury, including oversight of
districts that have been in deficit or project to be in deficit for more than five years.
These districts are required to submit an Enhanced Deficit Elimination Plan to
Treasury. Of the 27 operating districts that were in deficit at June 30, 2016, 13 fall
under Treasury’s oversight:

Beecher Community School District
Benton Harbor Area Schools

Bridgeport Spaulding Community School District
Detroit City School District (Old Co.)
Hazel Park City School District

Highland Park City Schools

Mackinaw City Public Schools

Mt. Clemens Community School District
Muskegon Heights School District

New Haven Community Schools

Pontiac City School District

Vanderbilt Area Schools

Westwood Community Schools

In addition to the transfer of the above districts to Treasury’s oversight, pursuant to
the Early Warning legislation, that legislation also called for the development of
metrics that could be used to help predict the possibility of other districts going into
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deficit. Department staff has worked with Treasury staff and independently to
determine those metrics.

Department staff will monitor districts that have recently eliminated their deficits, in
an effort to prevent them from returning to deficit.

DEFICIT DISTRICT DATA
Attachments A and B provide the financial analysis for FY 2016-17.

Questions about this report should be directed to Phil Boone, Office of State Aid and
School Finance, at BooneP2@michigan.gov or 517-335-4059.

Attachments


mailto:BooneP2@michigan.gov

Attachment A

DEFICIT DISTRICT QUARTERLY REPORT
TO THE HOUSE AND SENATE K-12 APPROPRIATIONS SUBCOMMITTEES

FINANCIAL ANALYSIS OF MICHIGAN DEFICIT SCHOOL DISTRICTS
PROJECTED 2016-2017

An analysis of the projected fiscal year 2016-2017 (FY 2017) financial data has been
completed for those districts that ended fiscal year 2015-2016 with a deficit. The
analysis is conducted using data collected from Deficit Elimination Plans and required
monthly budget control reports.

There were 29 districts and charter schools that ended FY 2016 in a deficit position.
Experiencia Preparatory Academy closed at the end of FY 2016, and Albion Public
Schools annexed with another district at the start of FY 2017. There were 41
districts and charter schools that ended FY 2015 in a deficit position. One was a
public school academy that closed at the end of FY 2015.

Of the 27 operating districts that ended FY 2016 in deficit:

e 9 districts are projecting to eliminate their deficit in FY 2017
o Attachment B, Category 1

e 15 districts are projecting to reduce their deficit in FY 2017
o0 Attachment B, Category 2

Detroit Public Schools, Muskegon Heights School District, and Highland Park City
Schools ended FY 2016 in deficit (Attachment B, Category 5). Their deficits are being
eliminated through the capture of school operating taxes. Detroit Public Schools
Community District replaced Detroit Public Schools at the beginning of FY 2017. The
original Detroit Public Schools exists to pay off its accumulated deficit, while the new
Detroit Public Schools Community District provides educational services. Muskegon
Heights School District and Highland Park City Schools were converted to public
school academy systems in FY 2013.

At this time, there are no districts that began FY 2017 in deficit and project to end
the year with a greater deficit (Attachment B, Category 3). We are also not aware of
any district that began FY 2017 with a positive fund balance but projects to end the
year in deficit (Attachment B, Category 4). This may change as the year progresses
and districts submit their annual financial data due November 1, 2017.



CATEGORY 1 — Districts that

Attachment B

roject to eliminate their deficit at June 30, 2017.

% Fund
Projected Projected Balance
June 2015 June 2016 June 2017 2017 GF is of
1SD/School Name Fund Balance Fund Balance Fund Balance Revenues Revenues
Cheboygan Area Schools ($382,004) ($103,283) $68,394 $17,486,477 0.39%
Pinckney Community Schools ($1,464,141) ($691,231) $61,196 $28,661,541 0.21%
New Haven Community Schools ($296,246) ($65,100) $50,663 $12,153,490 0.42%
Sarah J. Webber Media Arts Academy ($36,052) ($52,189) $55,633 $2,381,693 2.34%
Taylor International Academy $67,946 ($50,896) $30,858 $3,774,595 0.82%
Blanche Kelso Bruce Academy $85,036 ($1,766,588) $109,880 $5,383,951 2.04%
Dearborn Heights School District 7 ($1,252,341) ($705,615) $592,650 $26,022,921 2.28%
Garden City Public Schools ($3,160,516) ($581,639) $1,662,788 $44,897,915 3.70%
Grosse lle Township Schools $187,441 ($152,299) $543,578 $20,436,402 2.66%

CATEGORY 2 — Districts that began FY 2017 in deficit and project to

with a reduced deficit.

end the year

Projected Projected % Deficit
June 2015 June 2016 June 2017 2017 GF is of

1SD/School Name Fund Balance Fund Balance Fund Balance Revenues Revenues
Bay City Academy ($1,359,477) ($1,155,456) ($1,129,737) $3,034,314 -37.23%
Benton Harbor Area Schools ($14,752,759) ($11,675,305) ($9,227,759) $31,000,000 -29.77
Mackinaw City Public Schools ($588,173) ($507,379) ($374,090) $2,395,416 -15.62%
Posen Consolidated School District No. 9 ($49,041) ($65,006) ($29,620) $2,197,901 -1.35%
Vanderbilt Area Schools ($137,361) ($55,429) ($10,997) $1,339,199 -0.82%
Iron Mountain Public Schools ($558,152) ($248,744) ($173,815) $7,426,468 -2.34%
Beecher Community School District ($1,822,400) ($1,932,459) ($1,530,168) $12,267,277 -12.47%
Mt. Clemens Community School District ($1,300,205) ($2,168,202) ($1,618,174) $14,172,804 -11.42%
South Lake Schools ($1,131,425) ($1,296,368) ($1,213,908) $19,708,781 -6.16%
Frederick Douglass International Academy $0 ($84,119) ($82,203) $1,356,012 -6.06%
Hazel Park City School District ($8,018,036) ($5,961,520) ($4,358,388) $37,810,041 -11.53%
Pontiac City School District ($33,399,710) ($25,085,066) ($24,376,766) $79,227,700 -30.77%
g?s‘:rgiif ort Spaulding Community School ($1,692,848) ($506,666) ($50,482) $15,914,390 -0.32%
Detroit Public Safety Academy ($763,191) ($714,854) ($584,379) $2,821,449 -20.71%
Westwood Community Schools ($2,911,117) ($1,730,216) ($900,716) $22,373,090 -4.03%

CATEGORY 3 — Districts that began FY 2017 in deficit and project to end the year

with a greater deficit.

1SD/School Name

June 2015
Fund Balance

June 2016
Fund Balance

Projected
June 2017
Fund Balance

Projected
2017 GF
Revenues

% Deficit
is of
Revenues

N/A

CATEGORY 4 — Districts that began FY 2017 with a positive fund balance but project

to end the year in deficit.

1SD/School Name

June 2015
Fund Balance

June 2016
Fund Balance

Projected
June 2017
Fund Balance

Projected
2017 GF
Revenues

% Deficit
is of
Revenues

N/A




Attachment B

CATEGORY 5 — Districts with deficits being eliminated by the capture of school

operating taxes through the Department of Treasury.

Projected Projected % Deficit
June 2015 June 2016 June 2017 2017 GF is of
1SD/School Name Fund Balance Fund Balance Fund Balance Revenues Revenues
Muskegon Heights School District ($1,779,531) ($2,007,918) ($1,962,998) $1,258,230 -156%
Detroit Public Schools ($207,577,903) ($251,587,254) ($111,834,234) $66,000,000 -169%
Highland Park City Schools TBD TBD ($7,340,500) $1,496,350 -491%

SUMMARY
No. of
Districts | Cat. | Description

9 1 Districts that project to eliminate their deficit at June 30, 2017.

15 2 Districts that began FY 2017 in deficit and project to end the year with a reduced deficit.
3 Districts that began FY 2017 in deficit and project to end the year with a greater deficit.
4 Districts that began FY 2017 with a positive fund balance but project to end the year in deficit.

3 5 ?:Z;riitl’svaith deficits being eliminated by the capture of school operating taxes through the Department of
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