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MONTEREY PENINSULA UNIFIED SCHOOL DISTRICT D-2

TO: Board of Education

DATE: February 4, 2008

ITEM: RECEIVE: Fiscal Crisis Management and Assistance Team (FCMAT) Report

RECOMMENDATION

Receive the report from the Fiscal Crisis Management and Assistance Team.

DISCUSSION

The Fiscal Crisis Management and Assistance Team conducted a review of the District's current
financial status and future projections in October 2007, and submitted a preliminary report of its
findings on October 18, 2007. The scope and objectives of the review were to prepare a multi-
year financial projection to identify the financial condition of the District's general fund in 2008-09
and 2009-10 using identified industry variables; prepare a fiscal health analysis using the 18
factors included in the FCMAT FiscalHealth RiskAnalysismodel; and conducta review of the
District's budget development, monitoring, and update processes and procedures and provide
recommendations that, if implemented, would help insure that all budgets reflect current revenue
and expenditure expectations.

Attachedto the agendaare the preliminaryfindingsof the exit conferenceconductedby FCMATon
October 18. Michelle Plumbtree, FCMATFiscalIntervention Specialist, will present the final written
report, which was delayed to include the implications of the Governor's budget proposal to give the
Board a more accurate picture of the District's fiscal outlook.

FISCAL IMPACT:

Not applicable.

Je;j/1ie Fernandez
Adlninistrative Assistant
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FISCAL CRISIS & MANAGEMENT

ASSISTANCE TEAM

CSIS California School Information Services

October 25, 2007 ,..,-<\\\11:\"
\\\::.\]c, " ,~l~

Marilyn Shepherd, Superintendent
Monterey Peninsula Unified School District
700 Pacific Street

Monterey, CA 93940
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Dear Superintendent Shepherd:

The purpose of this letter is to confirm the preliminary findings of the exit conference
conducted by the Fiscal Crisis and Management Assistance Team (FCMAT) at the Monterey
Peninsula Unified School District on October 18,2007. As defined in the study agreement, the
scope and objectives of the review are to perform the following:

1. Prepare a multiyear financial projection using FCMAT's Budget Explorer software to
identify the financial condition of the district's general fund in 2008-09 and 2009-10
using identified industry variables. The projection will be based on a review of the
district's 2007-08 adoption budget and 2006-07 unaudited actuals report, as well as
revenue and expenditure trends of recent years.

2. Prepare a fiscal health analysis using the 18 factors included in the FCMAT Fiscal
Health Risk Analysis model, and identify the district's risk rating.

3. Conduct a review ofthe district's budget development, monitoring, and updating
processes and procedures and provide recommendations that, if implemented, will
help insure that all budgets reflect current revenue and expenditure expectations.

FCMAT visited the district October 9, 10, 11, 16, 17and 18,2007 to collect information
and conduct interviews. The team continues to review materials, analyze data and develop
recommendations to address specific issues. The following remarks summarize the major
issues discussed in the exit interview:

BudgetDevelopment
The Monterey Peninsula Unified School District lacks formal processes for developing,
monitoring, updating and validating the budget throughout the year. The district should
establish a comprehensive budget development process that utilizes categorical funds
appropriately and efficiently. This process should be implemented for the 2008-09 fiscal
year and should obtain input from all key stakeholders, including the board, Curriculum and
Instruction, Human Resources, Special Education, and school site administrators.
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In the past, the district has used rollover budgeting, which is based on prior-year budgets that
are reviewed for additions or deletions, instead of zero-based budgeting, in which the entire

budget is re-created and analyzed each year. This means that the budget is not a planning
document since it is based on the past instead of accurately representing the future direction of
the district. Effective budget development should include the participation of administrators from
Curriculum, Human Resources and Special Education as well as site administrators. All district
obligations should be reviewed to determine the appropriate funding source and impact on the
overall budget and to ensure the expenditures align with the board's goals.

2007-08 PreliminaryBudget Review
A preliminary review suggests that some ofthe district's 2007-08 accounts are not budgeted
appropriately. For example, the administrative salaries charged to the developer fee fund exceed
the 3% administrative expense allowed by law. In addition, FCMAT's review found many
accounts with a negative balance, including athletics and other expenditure categories. These
types of adjustments will negatively affect the general fund's ending fund balance unless a
way to offset them can be identified in the budget. In addition, other accounts appear to be
overbudgeted when compared with past-year actuals. FCMAT will continue reviewing the
current budget and identify categories with material differences in its final report. These issues
will be considered when preparing the multiyear projection.

CategoricalFunds
Based on the large carryover balances from previous years, the district does not maximize its
use of categorical funding. Categorical program fund carryovers and unearned income should be
monitored in the same manner as general fund unrestricted expenditures. The funds should also
be spent on the students generating the revenue unless the district has a savings plan over several
years for a large expenditure such as textbook adoptions.

Because categorical funds have a variety of compliance and accountability requirements, additional
oversight and approval should be required before the funds are expended. One of the three
administrators in charge of specific categorical programs should review and approve all purchase
requisitions and purchase orders charged to specific categorical funds before they are authorized for
processing or payment. This will ensure that program compliance and site plans are being followed.

BudgetRevisionProcess
At the time of FCMAT's review, some budgets exceeded allocations at the object level. This
demonstrates that the financial system allows purchase orders and/or expenditures to be
processed even if sufficient funds do not exist. If adequate funds are not available or the budget
code is invalid, the financial system should be modified to prevent the purchase order from being
finalized until an actual budget revision occurs.

Although budget revisions are submitted to the board at specific times during the year, the
revisions include little detail and do not conform to acceptable standards. Specifically, there is
no explanation of the changes made and the reason they occurred. These revisions should also be
submitted to the board more frequently. Many school boards establish a policy specifying how
often budget revisions should be received and the level of detail required.
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The Governing Board should be provided with monthly budget transfer reports, including
explanations on changes between major object codes. This will help keep the board apprised of
the district's budget and financial status.

PositionControl
Rolling over position control data provides the district with a starting point for developing its
budget. For a position control system to serve as an effective resource, all authorized positions
for the current fiscal year should be rolled into the upcoming budget year. Where appropriate,
positions should then be eliminated, and/or approved new positions should be added. The district
should also make any other adjustments that will affect the final calculation of budgeted salaries
and benefits for the upcoming year. At Monterey Peninsula Unified, it appears that reconciliation
has not occurred for the current and possibly past years since a large number of open, unfilled
positions exist in position control.

FCMAT is completing a reconciliation to ensure that in the FCMAT multiyear projection, only
authorized and open positions are included in both position control and the 2007-08 budget. If
positions that will not be filled are included, the salary and benefit portion of the budget would be
inflated and require adjustment.

There must be a distribution of labor between the Business and Personnel departments to help

provide the necessary internal control structure for the position control system. Effective checks
and balances should exist between personnel decisions and budgeted appropriations. Although
the district appears to have an unwritten process in this area, it should be reviewed, documented
and communicated so that both departments validate the data. This will ensure that the database
accurately reflects the positions approved by the board, those that are filled, and those that remain
open.

RetireeHealth Benefits
An actuarial study of retiree health liability was completed on June 2, 2007, focusing on the
retiree benefit program. The "pay-as-you-go" cost of providing retiree health benefits was
estimated at $1,708,289 as of March 1,2007. For current employees, the value of benefits
"accrued" in the year beginning on that date is $4,301,313.The actuarial report calculates the
annual cost to amortize the unfunded actuarial accrued liability using a 5% discount rate and
a 30-year amortization period at $3,442,255. This payment would increase each year based on
covered payroll. Combining the normal cost and the unfunded actuarial accrued liability in the
first year produces a total first year annual required contribution of $7,743,568.

The district does not have a plan to address retiree benefit liabilities. The individuals interviewed
have a limited understanding of GASB 45 gained primarily from newspapers and other entities.
The Governing Board, unions and all other stakeholders must be informed ofGASB 45, the
decisions the board must make to fund the liability, and the future consequences of those
decisions.
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Purchasing
The district needs to formalize purchasing rules, processes and procedures. This includes
procedures on the use of Cal-Cards and the supporting documentation necessary to make
payments on vendor invoices. There are also concerns about who has signatory approval for
contracts and whether bids are being utilized when appropriate.

Charter Schools
The Assistant Superintendent of Business, who is also the district's chief business official
(CBO), oversees the charter schools' budgets and financial matters. The CBO meets with charter
schools as issues develop rather than on a regular basis. A schedule should be established so
that meetings occur regularly for proper oversight and review. Meetings should occur at least
quarterly, but monthly if the charter school is deficit spending.

The Governing Board does not regularly receive information on charter schools. Information on
charter school status should be submitted to the board on a regular schedule throughout the year
for proper oversight and review. This would allow the board to make more informed decisions on
reauthorization and other matters.

Annual Audit
A review of annual audits since June 30, 2002 revealed a number of audit findings. Any district
should eliminate or minimize findings. Although many findings occurred in common audit
finding areas such as attendance and student body accounting, others were ongoing issues that
are not commonly found in other districts and may have a fiscal impact on Monterey Peninsula
Unified. They included the following:

. Payroll/Personnel Authorization-Personnel Action Forms: These forms are not being
completed when changes are made to a district employee's step/column classification or
position. This audit finding has occurred annually since June 30, 2004.

. Vacation Accrual-Vacation: The carryover policy is not enforced: Employees have
exceeded their maximum allowable vacation carryover. This audit finding has occurred
annually June 30, 2002.

. Instructional Time for School Districts: The business office does not perform a review of
the instructional minutes for all school sites or approve the calculation of these minutes.
If this review is not completed, there is no assurance that each site complies with state
requirements. This audit finding has occurred annually since June 30, 2004.

The district must reduce its number of audit findings, investing more time and attention into
becoming compliant in this area. Corrective action plans must be developed annually by law, but
they must also be implemented. The district must continuously review all audit findings to ensure
compliance and to ensure that these issues will not continue.
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FCMAT is continuing to analyze the 2007-08 budget. Once that is completed, the team will
analyze information from prior years and complete a multiyear projection for the current and
two subsequent years. In addition, a fiscal health analysis will be completed, and numerous other
areas will be reviewed. The final report will include complete findings and recommendations on
all areas reviewed by the team.

The FCMAT study team would like to thank you and the other employees interviewed for their
cooperation and assistance in this review.

If you have questions or require additional information about any of these issues, please do not
hesitate to contact me at (415)987-3104.

Sincerely,

~~
Michelle Plumbtree ~ .-

Fiscal Intervention Specialist

C: Debi Deal, FCMAT Fiscal Intervention Specialist
Linda Grundhoffer, FCMAT Consultant
Margaret Rosales, FCMAT Consultant
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