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March 11, 2008

Eric Prater, Superintendent
Byron Union School District
14301 Byron Highway
Byron, California 94514

Dear Superintendent Prater,

The purpose of this letter is to confirm the findings of the Fiscal Crisis and Management 
Assistance Team (FCMAT) with regard to the work performed for the Byron Union School 
District in February 2008. As defined in the study agreement, the scope and objectives of the 
study included the following:

1.	 Conduct a review of the district’s general fund first interim budget projections through 
June 30, 2008 to validate revenue and expenditure allocations and prepare a multiyear 
financial projection for 2008-09 and 2009-10 based on up-to-date variables released with 
the Governor’s proposed budget, the impact of declining enrollment, property values, 
impact of salary settlement, etc. 

2.	 Identify the amount of any budgetary shortfall that will need to be resolved through 
revenue enhancements or expenditure reductions by the district to sustain the minimum 
reserve requirement in the current and two subsequent years.

A FCMAT consultant worked at the district on February 4 and 5, 2008, to review audit reports, 
unaudited actuals, J-18/19s and other historical financial information pertinent to the study. An 
independent multiyear projection (MYP) was developed based on this information and with 
reports run as of January 31, 2008, to develop the base year of 2007-08. All applicable informa-
tion from the School Services Dartboard of January 2008 was used in developing the indepen-
dent MYP. 

Multiyear Financial Projection
FCMAT’s Multiyear Financial Projection (MYFP) reflects that the district is able to maintain the 
3% required reserve in 2007-08, but will not be able to maintain the reserve in either 2008-09 
or 2009-10 based on the Governor’s 2008-09 budget proposal. These projections are based on 
assumptions listed later in the letter but do not include any negotiation settlements in 2008-09 
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or 2009-10. Salary increases and/or health and benefit increases, as well as any other increased 
expenditures, would have a significant impact on the ending fund balance. FCMAT’s multiyear 
financial projection demonstrates this by assuming that the district will continue to operate in 
the same manner with the ongoing costs currently in place. These include the costs of step-and-
column adjustments, utilities and other ongoing expenditures such as encroachment from special 
education and transportation. The Governor’s 2008-09 budget proposal includes severe cuts to 
education, and these have been included in the multiyear projection. As the state budget contin-
ues to be revised, the district will need to continue to prepare updated projections.

As shown in the table below, the district would need to develop a recovery plan with budget 
reductions and/or revenue enhancements of approximately $38,218 in 2008-09 and $1,208,876 in 
2009-10 to maintain the 3% required reserve in each of those years, barring any other changes to 
the state budget and/or budget assumptions that FCMAT has used.

Multiyear Financial Projection Summary
Unrestricted General Fund
Description Base Year

2007-08
Year 1

2008-09
Year 2

2009-10

Total Revenues $10,227,162.33 $9,787,413.21 $10,019,718.75
Total Expenditures $9,295,734.00 $9,462,018.64 $9,770,856.16
Excess (Deficiency) $931,428.33 $325,394.57 $248,862.59
Total Other Sources/Uses -$1,261,468.00 -$1,340,210.56 -$1,407,757.06
Net Increase/Decrease -$330,039.67 -$1,014,815.99 -$1,158,894.47
Beginning Balance $1,686,475.00 $1,356,435.33 $341,619.34
Ending Balance $1,356,435.33 $341,619.34 -$817,275.13
Revolving Cash $3,000.00 $3,000.00 $3,000.00
3% Reserve $382,474.23 $376,836.95 $388,600.81
Other Designated $474,925.00 $0.00 $0.00
Undesignated $496,036.10 $0.00 $0.00
Negative Shortfall $0.00 -$38,217.61 -$1,208,875.94

2007-08 Budget Review and Multiyear Financial Projection
A historical analysis of enrollment to P-2 attendance was developed and birth rates gathered to pre-
pare an enrollment and ADA forecast for two subsequent years in the MYP. This analysis indicates 
a continued enrollment decline in 2008-09 but a flattening, or possible slight increase, in 2009-10. 

California school districts and county offices use many different methods and software products 
to prepare multiyear financial projections. The projections for the general fund were prepared 
using FCMAT’s Budget Explorer multiyear projection software, a Web-based forecasting tool 
that is available at no cost to all California school districts. The district’s 2007-08 preliminary 
second interim report was used for the 2007-08 base budget of the projection. FCMAT also uti-
lized a spreadsheet for account expenditures and other trends from prior years. The information 
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in both applications was then reconciled to forecast the 2008-09 and 2009-10 fiscal years based 
on trends and known assumptions. The final Budget Explorer projection is part of this manage-
ment letter.

There are inherent limitations with any forecast of financial data because forecasts are based 
on certain criteria and assumptions rather than on exact calculations. These limitations include 
issues such as accuracy of baseline data, unpredictable timing of negotiations, enrollment trends 
and changing economic conditions at the state, federal and local levels. Therefore, the budget 
forecasting model should be evaluated as a trend based on certain criteria and assumptions 
rather than a prediction of exact numbers. The projection should be updated throughout the year, 
including at least at each interim financial reporting period and before settling negotiations to 
maintain the most accurate and meaningful data.

To evaluate the multiyear projection, much attention is focused on the bottom line, which demon-
strates the district’s undesignated, unappropriated fund balance. If the bottom line demonstrates 
a positive unappropriated fund balance, this amount may be used by the Governing Board and/
or Superintendent to improve educational programs, increase employee compensation or spend 
in other categories. However, if the unappropriated fund balance is negative, the budget must be 
adjusted by the amount of the deficit spending to sustain the recommended reserve levels under 
AB 1200 guidelines. 

The projection must be viewed comprehensively, and the district must determine what com-
pounding effects using any or all of the unappropriated fund balance will have on the projection 
in the current and future years. The unappropriated balance and the corresponding compounded 
effect can be clearly determined as the years proceed.

The Governor’s 2008-09 budget proposal includes severe cuts to education, and those proposed 
cuts have been included in FCMAT’s multiyear projection. The projection reflects that the dis-
trict may not be able to meet its financial obligations in either subsequent year as a result of the 
budget proposal. As is true in every budget year, the proposed state budget will change in May 
and again when the final state budget is passed. As the state budget continues to be developed 
and further revised, the district will need to continue to prepare updated projections. At this time, 
it is best to assume that severe cuts will occur so that the district can plan appropriately.

Two major issues make planning for the budget and two subsequent years more difficult than 
usual. First, the estimated 6.5% reduction in categorical programs for 2008-09 will cause the 
district to lose funds that currently pay for permanent staff. If these positions are not reduced in 
affected categorical programs, encroachment will either increase or begin in other programs. An 
alternative is moving some of these positions to unrestricted funding, causing additional deficits 
in unrestricted funds. Secondly, the state is considering delaying revenue limit payments to dis-
tricts from July 2008 to September 2008. The district must be aware that any delay of payments 
could cause cash flow problems and the need to borrow dollars to pay expenditures through July 
and August. Options for borrowing include:
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	Internal borrowing between funds as authorized by Education Code Section 42603, •	
which allows LEAs to temporarily borrow between funds to address cash flow shortages. 
This is the most common method utilized by school districts, but it only works if cash is 
available in other funds to borrow. Specific limitations are associated with this type of 
borrowing regarding amounts available and timing of repayment.
	External borrowing from the County Office of Education (COE) as authorized under •	
Education Code Sections 42621 and 42622. This option depends on the COE’s willing-
ness and ability to provide funds for this purpose. 
	External borrowing from the County Treasurer, as authorized by Education Code Section •	
42620. Under Article XVI, Section 6 of the California Constitution, the County Treasur-
er must provide funds to an LEA should it not be able to meet its obligations. However, 
the County Treasurer cannot lend districts money after the last Monday in April of the 
current fiscal year, and there are additional requirements the district must follow. 
	Tax and Revenue Anticipation Notes (TRANs), another form of external borrowing. The •	
LEA must determine the cash flow needs to size the TRANs appropriately, as there are 
arbitrage penalties. Working with the district’s outside financial consultant can help to 
avoid potential problems. 

FCMAT reviewed the district’s records, spoke several times with the Chief Business Official and 
examined financial reports to gather the information needed for the multiyear financial projec-
tion. The review included a summary assessment of the district’s 2004-05, 2005-06 and 2006-07 
unaudited actuals, 2007-08 adopted budget, and the 2007-08 second interim budget information. 
Also included was a fiscal analysis of the projected revenues, expenditures, transfers and com-
ponents of the general fund ending fund balance. FCMAT’s multiyear analysis base year utilizes 
the district’s proposed preliminary second interim information. FCMAT reviewed the district’s 
various budget assumptions to validate the 2007-08 adopted budget and interim reports, includ-
ing multiyear financial projections for the two subsequent years, to determine the base budget for 
2007-08 to project two subsequent years.

The review of the 2007-08 budget produced few findings and recommendations, which is com-
mendable. This can be attributed to the expenditure controls in place, consistent budget monitor-
ing, constant review of revenues, enrollment and attendance analyses, built-in checks and bal-
ances of the financial system and experience level of the staff.

FCMAT’s budget assumptions depict conservative economic factors and estimates as outlined 
by School Services of California in the Financial Dartboard produced in January 2008 after the 
Governor’s 2008-09 budget proposal. The 0.5 deficit on the 2007-08 revenue limit was excluded 
based on updated information since that dartboard was released. 
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Additional Areas to Monitor
The district should monitor interdistrict transfers and may want to review board policies and 
consider implementing programs to reduce the number of students exiting the district. Students 
attending school outside the district take unrestricted dollars with them, so the district should 
endeavor to reduce the number of students leaving. This could be an important area of revenue 
enhancement.

The district’s special education encroachment is approximately 5.3% of its total expenditures. 
Although this is below the statewide average, it is a large percentage for the Byron district. The 
IEP and placement policies should be reviewed.

The percentage of the district’s total unrestricted expenditures for unrestricted salaries and ben-
efits was very close to the statewide average for 2005-06. The district should review the 2006-07 
data when it becomes available. The district’s unrestricted salaries and benefits have increased 
36.09% over the past four years. 

It is extremely important to analyze each categorically funded program for the current and two 
subsequent years. The proposed negative COLA on state categorical programs that currently 
sustain salaries and benefits may leave the programs without sufficient funding for personnel 
in the future. It is important to ensure that categorical restricted resources and other funds are 
self-supporting to limit general fund contributions. This should include paying for general fund 
overhead expenses, such as direct support, indirect costs, PERS revenue limit reduction, post-
retirement benefits and all other costs. The flexibility transfers from categorical dollars should be 
maximized, including mega item, AB 825 and federal transfers.

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
Chief Management Analyst

C:	 Ann Hern, Assistant Superintendent of Business Services	
	 Linda Grundhoffer, FCMAT Consultant
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