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April 17, 2009

Kenneth Shelton, Assistant Superintendent, Business Services
Los Angeles County Office of Education
9300 Imperial Highway
Downey, CA 90242

Dear Assistant Superintendent Shelton:

The purpose of this letter is to provide the findings and recommendations identified by the 
Fiscal Crisis and Management Assistance Team (FCMAT) following completion of fieldwork 
conducted at the Wilsona Elementary School District. 

In February 2009, FCMAT was requested to perform the following as described in the study 
agreement:

Prepare cash flow projections of the Wilsona Elementary School District general fund 1.	
for the remainder of the 2008-09 fiscal year and the 2009-10 fiscal year. The team will 
apply assumptions and factors directly related to the state budget bill signed by the 
governor on February 20, 2009; variables included in the School Services of California 
Dartboard, where applicable; and budgetary reductions approved by the Wilsona 
governing board on or before March 2, 2009.

FCMAT visited the district in February and March 2009 to interview staff members, collect 
data, and review documents. Following the initial visit on February 25, it was determined that 
the cash flow projections would be completed based on the district’s 2008-09 second interim 
report which was presented to the governing board on March 19, 2009.

Introduction
The Wilsona Elementary School District is located in Los Angeles County and serves 
approximately 1,700 kindergarten through eighth grade students in two elementary, one 
middle, and one community day school. 

The district has experienced a decline in enrollment for the last six years. In addition, when 
closing the financial records for the 2007-08 fiscal year, the district staff discovered that some 
prior-year accounts receivable accruals were uncollectible and had to be written off. This 
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reduced the district’s 2007-08 general fund ending balance less than the recommended three 
percent minimum reserve for economic uncertainties. These factors, coupled with the economic 
crisis at the state and federal level, required the district to make difficult decisions to balance its 
budget. 

When completing its review of the district’s cash flow, the county office of education projected 
that the district would have a negative cash balance prior to the end of the 2008-09 fiscal year. 
FCMAT projections show that the district will have negative cash balances in the following 
months:

June 2009		  $1,025,816
July 2009		  $328,708
August 2009		  $872,931
September 2009	 $725,181
June 2010		  $596,872

In an effort to mitigate its projected cash flow shortages, the district issued a 2008-09 Tax and 
Revenue Anticipation Note (TRAN). In addition, the district indicates that it is working with the 
county office to obtain a 2008-09 midyear TRAN.

Cash Flow Projections
The purpose of a cash flow statement is to project the timing of receipts and expenses so an 
organization can understand its cash needs monthly or even daily. The cash flow statement 
reflects the district’s liquidity and ability to meet its current payroll and other required 
obligations. As an analytical tool, the cash flow analysis should not be confused with the district’s 
budget and fund balance; it excludes transactions that do not directly affect cash receipts and 
payments. Any forecast of financial data for cash flow purposes has inherent limitations, 
including issues such as unanticipated changes in enrollment trends and changing economic 
conditions at the state, federal and local levels. Therefore, the cash flow forecasting model should 
be evaluated as a trend based on certain criteria and assumptions rather than a prediction of exact 
numbers. Multiyear cash flow projections help provide for more informed decision making and 
the ability to forecast the fiscal impact of current decisions. The cash flow projections should 
be updated each month to accurately account for all revenues, expenditures and other changes 
related to cash.

In preparing cash flow projections for the district, FCMAT used the district’s 2008-09 second 
interim report as the basis for the 2008-09 and 2009-10 projections. The assumptions used by the 
district in preparing the second interim report are included as an attachment to this letter.

2008-09 Cash Flow Projection
The 2008-09 cash flow projection includes the district’s actual cash transactions through 
February 2009. The projection also includes the final payment for the 2008-09 Tax and Revenue 
Anticipation Note (TRAN) in April, 2009. The projection assumes that at this point in the year, 
all the prior year accounts receivable and accounts payable transactions have been received and 
paid. The district should review each prior year transaction and verify this assumption.
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A comparison of the monthly cash transactions for employee benefits with the second interim 
report found that the 2008-09 budget may be insufficient to support the remainder of the cost 
for this fiscal year. The district should review the 2008-09 budget for object range 3000-3999, 
employee benefits and analyze the projected budget compared with actual costs year to date. 
If the budget for employee benefits is insufficient to meet current year costs, this will have a 
negative impact on the projected cash flow. 

The district reported that an increase of $223,617.50 was made to the expense budget following 
the second interim reporting period for the one-time payment of an insurance settlement. This 
adjustment has been included in the cash flow projection.

As the state struggles with its own cash flow crisis, school district apportionments will be 
directly affected in 2008-09 and future fiscal years. The following deferrals have been enacted 
into state legislation and are included in the 2008-09 cash flow projection:

	 50% principal apportionment			  February 2009 to July 2009
	 100% principal apportionment		  June 2009 to July 2009
	 50% K-3 class-size reduction funding		 February 2009 to July 2009

The projection on the following page shows that the district will have a negative cash balance of 
approximately $1 million in June 2009. 
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5

2009-10 Cash Flow Projection
The 2009-10 cash flow projection is based on the second interim report. The following deferrals 
have been enacted into state legislation and are included in the projection:

	 60% principal apportionment			  July 2009 to October 2009
	 55% principal apportionment			   August 2009 to October 2009
	 50% principal apportionment			  February 2010 to July 2010
	 100% principal apportionment		  June 2010 to July 2010
	 50% K-3 class-size reduction funding	            February 2010 to July 2010

The projection on the following page shows that the district will have a negative cash balance at 
the end of July, August, and September 2009 and in June 2010.
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Cash Management Strategies
The district has made some difficult decisions to balance its budget in future fiscal years, but 
given current available budget information, the district will need to make additional decisions 
to ensure that its monthly cash balance is sufficient to meet required obligations and maintain 
financial solvency. Following are actions the district should evaluate and consider taking to meet 
payroll and other financial obligations.

Exemption from the July and August 2009 Deferrals
Districts may request an exemption from the July and August 2009 deferrals of the advance 
principal apportionment if they meet the criteria as specified in the application from the California 
Department of Education (CDE). Information regarding the exemption process is available from the 
CDE at http://www.cde.ca.gov/fg/fi/ir. The application deadline is May 15, 2009.

2008-09 Midyear and 2009-10 Full Year Tax and Revenue Anticipation Notes 
(TRANs)
TRANs consist of short-term borrowing, up to 15 months for maturity, and may be issued under 
tax-exempt status. A TRAN can be used for a single local education agency (LEA), or pooled 
with other LEAs to reduce costs. The notes can be sold competitively or negotiated, depending 
on market conditions and credit issues. A 2008-09 midyear TRAN should not be confused with 
a separate TRAN that may be needed to alleviate a 2009-10 cash flow deficit. A 2009-10 TRAN 
would be a completely separate legal obligation and would be calculated separately from a 2008-
09 midyear TRAN. Each TRAN is calculated and based on the financial status and cash flow 
needs of a particular fiscal year.

Internal Borrowing between District Funds
Borrowing between district funds is authorized by Education Code Section 42603, which allows 
LEAs to borrow temporarily between funds to address cash flow shortages. This is the most 
common method used by LEAs; however, it works only if cash is available in other funds.

This type of borrowing has several limitations, including that no more than 75% of the money 
held in any fund during the current fiscal year may be transferred. In addition, if the transfer is 
completed prior to the last 120 days of the fiscal year, the funds must be repaid by June 30 of the 
same fiscal year. If funds are transferred in the last 120 days of the fiscal year, repayment must be 
made prior to June 30 of the subsequent fiscal year.

The district is in the process of building a new elementary school and has received financial 
hardship funding from the state. However, it is unknown whether state funding will be sufficient 
to complete the new construction project.

Borrow from the County Office of Education
LEAs may borrow from the county office of education in accordance with Education Code Sections 
42621 and 42622. However, this option depends on the county office being willing and able to 
provide funds. Based on the current economic outlook, this may not be an option because county 
offices are monitoring their own cash balances and are often unable to accommodate these requests.
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Borrow from the County Treasurer
Education Code Section 42620 allows LEAs to borrow from the county treasurer. Under Article 
XVI, Section 6 of the California Constitution, the county treasurer must provide funds to an 
LEA if the LEA is unable to meets its obligations. However, the county treasurer cannot loan 
districts money after the last Monday in April of the current fiscal year. In addition, this type of 
borrowing requires the approval of the governing board by formal resolution. The loan cannot 
exceed 85% of the amount of money that will accrue to the school district during the fiscal 
year, and repayment must be made from the first monies received by the LEA before any other 
obligation is paid.

Recommendations
The district should:

Update its cash flow projections monthly.1.	

Review each prior year accounts receivable and accounts payable transaction that has not 2.	
been received or paid and determine whether it is still valid or needs to be written off.

Review the 2008-09 budget for employee benefits and determine whether it is accurate.3.	

Evaluate and consider taking action on available cash management strategies.4.	

On behalf of FCMAT, we appreciate the opportunity to serve the county office and the district 
and extend our thanks to the staff of the Los Angeles County Office of Education and the 
Wilsona Elementary School District for their assistance in providing information to the study 
team. Please contact me at (661) 821-0718 or dbranham@fcmat.org if you have any questions 
regarding the information contained in this letter.

Sincerely,

Diane Branham
Fiscal Intervention Specialist

C:	 Melvin Iizuka, Assistant Director, Los Angeles County Office of Education
	 David Andreasen, Superintendent, Wilsona Elementary School District
	 Jennifer Noga, Chief Business Official, Wilsona Elementary School District
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