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Mr. Chair, Members of the Committee: 

 

Thank you for the opportunity to comment on SB 505. When KASB visited with consultants from Alvarez and 

Marsal prior to the Legislature session and when the report was released during the first week of the session, 

KASB stated that we do not oppose a reasonable limit on cash carryover in operating funds. We appear in 

opposition to SB 505 because we do not believe it reflects the totality of the A&M report in this area, and we do 

not agree with this method of capturing school district balances. 

 

The following is KASB’s summary of the entire A&M report on Proposal 1. Reduce Excess Cash Carryover 

Balances. 

 

The report cites the Government Finance Officers Association (GFOA), which recommends school districts maintain a 

balance of at least 10 percent of their general operating fund for “minimal risk.” For “low to moderate risk” reserves should 

be between 10 percent and 15 percent; for “moderate to high risk” between 15 percent and 25 percent; and for “high risk” 

greater than 25 percent. 

 

The report then compares July 1, 2014, school district balances - “adjusted” to exclude federal funds, capital outlay, 

gifts/grants and bond and interest funds - to operating budgets (not defined but presumably excluding capital construction and 

equipment costs and debt services) for three enrollment categories. Group I was enrollment less than 1,000; Group II was 

enrollment between 1,000 and 5,000, and group III was enrollment greater than 5,000. 

 

The report suggests cash balances in operating funds should be a minimum of 10 percent and a maximum of 15 percent. 

Based on A&M’s analysis of July 1, 2014, balances, 68 districts are below 10 percent; 77 districts are between 10 and 15 

percent, 92 districts are between 15 percent and 25 percent and 49 districts are above 25 percent. 

 

A&M recommends the following: 

 Development of a comprehensive policy on the target level of ACB that should be maintained by the school districts 

including: The appropriate uses of cash balance; who can authorize the use of cash balance; and guidance on how 

the cash balance will be brought back to target levels if it falls out of range. 

 

 Establish quarterly reporting of cash balances for each school district. (This is already required. Monthly balances 
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are submitted to KSDE by districts and shared with the Kansas Legislative Research Department.) 

 

 Establish a committee made up of representatives from KSDE and school districts to review quarterly cash balance 

reports and identify quarter-to-quarter material variations and underlying reasons for such material change. The 

magnitude of “material change” should be a subject of further study. 

 

 At the end of each school fiscal year, compare the lowest monthly cash balance for the four reported quarters with 

the annual expenditure for each district. If the cash balance exceeds the target level, calculate the excess cash carried 

over by the district. 

 

 Estimate the adjustment in funding required for districts with excess cash. Reduce the following years funding by 20 

percent of the excess cash balance upon the committee’s approval, while taking any exceptions into consideration. 

(This suggests that if a district’s lowest monthly balance in operating funds was determined to have $1,000,000 over 

the target level, the district’s state aid would be reduced $200,000 the following year.) 

 

Based on a suggested Adjusted Cash Balance target of 15 percent, A&M estimates excessive balances of $193 million (for 

Fiscal Year 2014). Spread over the next five years, the estimated savings would be $40 million per year until FY 2021, when 

it would be $33 million. 

 

 

We strongly disagree with the idea that school districts have been and are currently in a “low to moderate 

risk” financial environment. 

 

The report suggests a target based on “low to moderate risk,” and found almost half of districts above this total. 

However, since 2009, school districts have faced mid-year reductions in funding in 2009, 2010 and 2015, and 

reduced funding from the prior years in 2010, 2011 and 2012. The state general fund has been below the statutory 

7.5 percent ending balance in 2009, 2010, 2011, 2015 and 2016 (projected). There have been repeated proposed 

and enacted changes in the school funding system, which is also under legal challenges. Current funding levels 

require significant transfers from other state funds, and the Legislature has had to pass three major tax increases to 

avoid further cuts. We do not find it surprising that about half of districts have reserved the GFOA deems 

appropriate for “moderate to high” or “high” risk, rather than “low to moderate.” 

 

New limits on cash balances should not be imposed if the state fiscal situation is unstable. 

 

The report makes a “key assumption” that “Stability of funding for the school districts by the state during the 

school fiscal year would be prerequisite to local school boards accepting the targeted (average cash balance) in the 

10 percent-15 percent range.” However, nothing in this bill addresses this issue. One option might be to waive the 

cash balance limit in any year the state general fund is either projected or actually does fall below the statutory 7.5 

percent ending balance requirement. 

 

To illustrate recent changes in school district balances, we prepared the following chart: 

 

The solid blue line compares the State General Fund ending balance plus annual certificates of indebtedness with 

SGF expenditures. We include the certificates because this is essentially borrowing from other state funds. The 

dotted red line compares the total of unrestricted school district cash balances at the beginning of the year with the 

total USD general fund, special education and local option budget expenditures.  
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The A&M report says it excludes only bond and interest, capital outlay, federal and gifts and grant funds from its 

calculation of percentage of operating budgets. We excluded some additional funds. First, those associated with 

restricted local mill levies (special liability, special assessments, no fund warrant and adult basic education), plus 

school retirement, special reserve funds for insurance programs and textbooks (because many districts build up 

balances for major book purchases). 

 

As the chart shows, school district balances were in what GFOA calls the “low to moderate” range prior to the 

Great Recession, then jumped into the “moderate to high” range during the most turbulent period of state fiscal 

history in decades, and have gradually been declining. 

 

Note also that school districts began raising the cash balance percentage when the SGF balance was declining 

(indicating greater risk in funding), and after state funding stabilized and balances increased, school district 

balances began to decline. In short, school districts did exactly what prudent financial management would 

indicate. 

 

Districts should not be financially penalized for “excessive” balances when the state has not previously 

defined “excessive.” 

 

In fact, the Legislature most recently removed any limits on contingency funds. If the state sets a maximum for 

cash balances, districts should have the ability to spend down balances on district priorities to reach that level, not 

lose state aid. We do not object to the idea of having limits on cash balances, but districts should know what those 

limits are before being penalized for exceeding those limits retroactively – which is what this bill does. This bill 

imposes a penalty for what was not a crime. 
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The funds excluded from a percentage limit should be increased. 

 

The A&M recommendation excludes federal funds, capital outlay, gifts/grants and bond and interest funds from 

its calculation of excessive balances. This bill does not specifically exclude ANY funds. 

 

By including all cash balances, districts would be penalized for having money in bond and interest funds (which 

must be on hand for construction costs or bond payments) and savings for capital outlay projects. Districts would 

be further penalized by losing state aid for general operating funds that cannot be replaced by balances raised 

from dedicated mill levies approved by voters or restricted revenues (such as federal aid, food service and student 

fees) that cannot be used for general operations. 

 

We believe any funds should be excluded that are not tied to general operating expenditures. An important 

example is the special reserve for school district self-insurance programs. The balances in these funds should be 

based on actuarial requirements. Textbook funds should be allowed to grow for large purchases every several 

years. Funds based on local mill levies for special purposes outside of general operating funds should be 

excluded. We suggest using the funds previous designated by the Legislature for flexibility in SB 111. 

 

The bill does not consider cash flow needs. 

 

Unlike the full A&M recommendation, the bill does not base the calculation of “excess” revenues on the lowest 

percentage of expenditures during the year, which means districts would be penalized for cash flow requirements. 

(Similarly, the state general fund requires borrowing from other state funds, called “certificates of indebtedness,” 

to balance revenues and expenditures during the year.) This ignores a key part of the A&M recommendation. 

 

If adopted, the Legislature should consider a different phase-in approach to allow districts to make 

prudent use of accumulated funds. 

 

The proposed policy appears to penalize every district above the target by 20 percent per year, regardless of the 

percentage in excess of the target. An alternative would be to phase-in the targets or cap; for example, 35 percent 

in FY 17, 30 percent in FY 18, 25 percent in FY 19, 20 percent in FY 20 and 15 percent in FY 21. KASB does not 

object to districts losing cash balances that are in excess of specific state policy, but we believe districts should be 

given time to spend accumulated balances to meet those limits. 

 

The bill does not provide any appeal or waiver process for local circumstances. 

 

The report calls for development of a comprehensive policy on cash balances, and establishment of a committee 

to review quarterly cash balances. It is somewhat unclear exactly what the role of such a committee would be, but 

says reductions in state aid would occur “upon the committee’s approval, while taking any exceptions into 

consideration,” suggesting it should have authority to waive the requirement for all or individual districts. As 

noted, we suggest districts should either be able to waive these requirements or appeal for exceptions based on 

local circumstances. 

 

Thank you for your consideration. 
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