Fiscal Health Analysis of
Colorado School Districts

August 2009

OFFICE OF THE
STATE AUDITOR



LEGISLATIVE AUDIT COMMITTEE
2009 MEMBERS

Representative Dianne Primavera
Chair

Senator David Schultheis

Vice-Chair
Senator Jim Isgar Representative Joe Miklosi
Representative Jim Kerr Senator Shawn Mitchell
Representative Frank McNulty Senator Lois Tochtrop

OFFICE OF THE STATE AUDITOR

Sally Symanski

State Auditor

Dianne Ray
Deputy State Auditor

Crystal Dorsey
Legislative Audit Manager

Gina Faulkner
Legislative Auditor

The mission of the Office of the State Auditor is to improve the efficiency, effectiveness,

and transparency of government for the people of Colorado by providing objective
information, quality services, and solution-based recommendations.



Sally Symanski, CPA

STATE OF COLORADO State Auditor

OFFICE OF THE STATE AUDITOR Legislative Services Building

303.869.2800 200 East 14th Avenue

FAX 303.869.3060 Denver, Colorado 80203-2211
July 20, 2009

Members of the Legislative Audit Committee:

This report contains the fiscal health analysis performed by the Office of the State Auditor of
Colorado’s 178 school districts. The analysis was conducted using information obtained from the
school districts’ audited financial statements submitted to the Office of the State Auditor as required
by the Local Government Audit Law, Section 29-1-601 et seq., C.R.S. The report presents our
analysis and results and the responses of the Colorado Department of Education and selected school
districts.
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Glossary of Terms and Abbreviations

Audit Division — Office of the State Auditor Local Government Audit Division, a division within the
Office of the State Auditor.

Audit Law — Local Government Audit Law, Section 29-1-601 et seq., C.R.S., the statute that outlines
requirements for local governments to obtain an audit of their financial statements to be conducted by a
certified public accountant.

CDE - Colorado Department of Education, the state agency responsible for oversight of school districts
and K-12 public education across Colorado.

FTE - Full-time equivalent. An FTE of 1.0 means that the person is equivalent to a full-time worker,
while an FTE of 0.5 signals that the worker is only half-time.

GAAP - Generally accepted accounting principles.

K-12 — Kindergarten through twelfth grade.

OSA - Office of the State Auditor, State of Colorado.

PPOR - Per pupil operating revenue.

TABOR - Tax Payer Bill of Rights, Article X, Section 20, of the Colorado Constitution.

Financial Ratios:

ASR - Asset Sufficiency Ratio. The ratio indicates whether the school district’s total assets are adequate
to cover all of its obligations or amounts owed. This ratio divides general fund total assets by general
fund total liabilities.

DBR - Debt Burden Ratio. The ratio indicates whether the school district’s annual revenue will cover its
annual debt payments including principal and interest. This ratio divides total government revenue of
funds paying debt by total governmental debt payments.

ORR - Operating Reserve Ratio. The ratio indicates the school district’s reserve to cover future
expenditures. This ratio divides fund balance of the general fund by total general fund expenditures (net
of transfers).

OMR - Operating Margin Ratio. The ratio indicates the amount added to the school district’s reserves
for every $1 generated in revenue. This ratio subtracts general fund total expenditures (net of transfers)
from general fund total revenue and divides by general fund total revenues.

DFBR - Deficit Fund Balance Ratio. The ratio indicates the portion of annual revenue the school district
must generate simply to cover an existing deficit fund balance in a governmental fund. This ratio is only
calculated when a net deficit fund balance exists. This ratio subtracts the fund balance of the general
fund, if the balance is positive, from the total deficit fund balances (shown as an absolute value) and
divides the total by the total revenue in the deficit funds.

CFBR - Change in Fund Balance Ratio. The ratio indicates whether the school district’s reserves in its
general fund are increasing or decreasing. This ratio subtracts the prior year fund balance of the general
fund from the current year fund balance and divides by the prior year fund balance.



Fiscal Health Analysis of Colorado
School Districts

Background

This report provides information on the Fiscal Health Analysis of the State’s
school districts performed by the Local Government Audit Division of the Office
of the State Auditor (OSA). The Fiscal Health Analysis provides a set of
financial indicators for each school district that may be used by the Colorado
Department of Education (CDE), school districts, local government officials, and
citizens to evaluate the financial health of Colorado’s school districts. These
financial indicators can warn of financial stress that may require examination and
remedial action by the appropriate parties.

In Colorado, 178 school districts provide public education to more than 800,000
children enrolled in kindergarten through twelfth grade (K-12). Funding for each
school district’s total program is provided first by local sources of revenue,
primarily through a property tax levy to finance the district’s local share. The
General Assembly provides additional funding to supplement local revenue in
order to fully fund the district’s program. This additional funding is based on a
formula that considers, in part, the school district’s annual pupil count, as well as
the district’s local share of revenues. In Fiscal Year 2008, the General Assembly
provided more than $3 billion to school districts as the state share of districts’
total program funding.

Roles of CDE and the Audit Division

CDE and OSA’s Local Government Audit Division (Audit Division) provide
different, yet complementary, roles in providing support to school districts across
Colorado. CDE is responsible for overseeing and monitoring districts, including
their financial operations, while the Audit Division is responsible for ensuring that
local governments comply with the Local Government Audit Law, as described
below.

Role of CDE

As the administrative arm of the Colorado State Board of Education, CDE is
responsible for overseeing K-12 education on a statewide basis.  This
responsibility includes supervising many aspects of school district administration
and accreditation. Accreditation requires school districts to comply with many
factors, such as ensuring that students meet state academic standards and are
prepared for post-secondary education. Accreditation also requires compliance
with financial and audit requirements.
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Accreditation assesses the quality of education and learning in the public schools
and administration of school districts. In 2003, Senate Bill 03-248 added a
financial component to CDE’s accreditation assessment of Colorado school
districts that linked districts’ accreditation to their compliance with statutorily
required budget and accounting policies. CDE also considers the OSA Fiscal
Health Analysis in the accreditation assessment. Failure to comply with
accreditation requirements may result in removal of accreditation and
reorganization of the district. For more information on accreditation, see CDE’s
web site at: http://www.cde.state.co.us/cdefinance/Accreditation.htm.

Role of the Audit Division

OSA’s Local Government Audit Division ensures that Colorado’s local
governments, including school districts, provide current financial reporting, as
required by the Local Government Audit Law (Audit Law) (Section 29-1-601 et
seqg., C.R.S.). The Audit Law requires each local government to contract with a
certified public accountant for an annual audit of its financial statements.

School districts are required to complete their financial statement audits within
five months following the end of the fiscal year and to submit their audit reports
to the OSA Audit Division within 30 days of completion. If a school district
cannot meet the deadline, it may file for an extension of up to 60 days. If a
district does not submit its audit report by the statutory deadline, the Audit
Division has the authority to direct the county treasurer to prohibit the release of
all property taxes collected on behalf of the school district until a satisfactory
audit is submitted.

Once the school district submits its audit report, the Audit Division reviews the
report for deficiencies, contacts the auditor or the school district for further
information (if needed), and prepares a letter to the school district and its auditor
if deficiencies are found. A deficiency may be related to noncompliance with
statutory requirements, such as failure to adopt a budget; or noncompliance with
generally accepted accounting principles (GAAP), such as the requirement that
the audit report include both budgetary and actual information for certain funds.

Development and Description of the Fiscal Health Analysis

The Audit Division’s Fiscal Health Analysis comprises a set of financial
indicators by which to assess the financial health of Colorado school districts.
The Audit Division first developed these indicators by researching school district
analyses conducted by other states, state agencies, and public accounting firms
and developed a set of financial health ratios appropriate to school districts.
These ratios, when tracked over time, offer trend information that can warn of
potential financial deterioration in a particular school district. The Fiscal Health
Analysis uses a three-year period to evaluate trends.
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The Fiscal Health Analysis focuses on the areas of highest risk for school
districts. Accordingly, the analysis focuses primarily on each school district’s
general fund, because this fund accounts for state funding and local property tax
revenues received and expended for operations and discretionary items. The
analysis also focuses on the school districts” debt and includes any fund balance
deficits. For the purpose of this analysis, we excluded proprietary funds, such as
the school lunch program, because school districts can usually address deficits in
these funds through increases in charges.

Financial Ratios and Indicators

The Fiscal Health Analysis uses six ratios to assess school districts’ financial
health. Following are general descriptions of the six ratios, together with the
associated warning trends which are indicators of potential financial stress when
evaluated over a three-year period. Appendix A contains further information on
each ratio and the associated warning trend.

Ratio 1: Asset Sufficiency Ratio (ASR)

The ratio indicates whether the school district’s total assets are adequate to cover
all of its obligations or amounts owed. This ratio divides general fund total assets
by general fund total liabilities.

Formula:
General fund total assets
General fund total liabilities

Warning trend: A consistent deficit in assets” adequacy to meet obligations over
the three-year period.

Ratio 2: Debt Burden Ratio (DBR)

The ratio indicates if the school district’s annual revenue will cover its annual
debt payments, including principal and interest. This ratio divides total
government revenue of funds paying debt by total governmental debt payments.

Formula:
Total governmental revenue of fund(s) paying debt
Total governmental debt payments

Warning trend: Annual revenues consistently below the annual debt payment for
each of the three years.
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Ratio 3: Operating Reserve Ratio (ORR)

The ratio indicates the school district’s reserve to cover future expenditures. This
ratio divides fund balance of the general fund by total general fund expenditures
(net of transfers).

Formula:
Fund balance of the general fund
Total general fund expenditures net of transfers

Warning trend: A reserve that covers less than one week of future expenditures,
which is the equivalent of .0192, or 1/52, for each of the three years.

Ratio 4: Operating Margin Ratio (OMR)

The ratio indicates the amount added to the school district’s reserves for every $1
generated in revenue. This ratio subtracts general fund total expenditures (net of
transfers) from general fund total revenue and divides by general fund total
revenues.

Formula:
General fund total revenue — (general fund total expenditures net of transfers)
General fund total revenues

Warning trend: A loss in reserves for each of the three years.

Ratio 5: Deficit Fund Balance Ratio (DFBR)

This ratio indicates the portion of annual revenue the school district must generate
simply to cover an existing deficit fund balance in a governmental fund. This
ratio is only calculated when a net deficit fund balance exists. This ratio subtracts
the fund balance of the general fund, if the balance is positive, from the total
deficit fund balances (shown as an absolute value) and divides the total by the
total revenue in the deficit funds.

Formula:
Total (absolute value) deficit fund balance(s) — positive fund balance of the general fund
Total revenue in deficit fund balance(s)

Warning trend: The portion of annual revenue needed to cover the deficit fund
balance is increasing over the three-year period.
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Ratio 6: Change in Fund Balance Ratio (CFBR)

The ratio indicates whether the school district’s reserves in its general fund are
increasing or decreasing. This ratio subtracts the prior year fund balance of the
general fund from the current year fund balance and divides by the prior year fund
balance.

Formula:
Current year fund balance of the general fund — prior year fund balance
Prior year fund balance of the general fund

Warning trend: Consistent decreases in reserves.

Trend Analysis

The purpose of the Audit Division’s trend analysis is to specifically identify
school districts whose ratios indicate a warning trend over the three-year period.
The Audit Division established this analysis as a baseline to see how school
districts are performing financially over the period through the latest audited
fiscal year, which, for this report, is the year ending June 30, 2008. Future
analyses will be conducted annually and will examine the most current rolling
three-year period. CDE has stated that even though it receives and reviews
information on a more detailed basis prior to the release of the Fiscal Health
Analysis, the multiple-year view of a district’s fiscal health is valuable for the
Department’s analysis. The Fiscal Health Analysis provides a listing of districts
with two or more indicators, showing trends that might not have surfaced in
CDE’s review of prior year financial data.

The Fiscal Health Analysis has some limitations when identifying financial stress
within a school district. First, the analysis does not highlight school districts that
show a warning indicator for only one or two of the three years included in the
review. For example, one school district has been on CDE financial accreditation
watch since 2006 because of several factors, including deficit fund balances,
expenditures in excess of budgeted amounts, and failure to comply with TABOR
requirements. Our analysis did not identify a warning trend for this district
because only the first two years of the three-year period showed deficit fund
balances. However, because of the severity of the issues identified, CDE has
continued the financial accreditation watch to provide further oversight and
support.  This is one of two districts that CDE has placed on financial
accreditation watch.
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A second limitation is that the analysis does not take into consideration is any
current budgetary actions the district has taken that may affect the school district’s
financial condition. For example, if the district has significantly cut expenditures
in Fiscal Year 2009, the changes would not appear until the actual results were
reported at the end of the year in the 2009 audited financial statements. These
financial statements will not be due to the Audit Division until December 2009.
Finally, since the analysis is based on historical data, it does not consider school
districts’ financial condition at the current point in time, nor does it reflect recent
actions a school district might have taken that will have an impact in future years.

Evaluation of the School Districts

Our Fiscal Health Analysis revealed that of the State’s 178 school districts, 43 had
one or more warning indicators. Of these 43 school districts, 28 districts had one
warning indicator, 13 districts had two warning indicators, 1 district had three
warning indicators, and 1 district had four warning indicators. The following
table demonstrates the number of school districts with indicators:
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State of Colorado
Fiscal Health Analysis
School Districts With Warning Trend Indicators
For Fiscal Years 2006, 2007, and 2008
Number of Districts with
Fiscal Health Ratio Indicator®
Ratio 1: Asset Sufficiency Ratio 2
Ratio 2: Debt Burden Ratio 7
Ratio 3: Operating Reserve Ratio 2
Ratio 4: Operating Margin Ratio 33
Ratio 5: Deficit Fund Balance Ratio 0
Ratio 6: Change in Fund Balance Ratio 17
Total Indicators 61
Total Districts With One or More Indicators 43
Source: Analysis performed by the Office of the State Auditor, Local Government Audit
Division using data from audited financial statements submitted by school districts.
! Some districts had indicators in more than one category.

The table shows that most of the warning indicators occurred in operating margin
and change in fund balance. These ratios are designed to identify growth or
decline in school districts’ operations or reserves. A warning indicator identifies
a decline over the three-year period, which could result from a deliberate
spending down of fund balance to supplement operations or from planned capital
project expenditures that used reserves established for that purpose.

The presence of one or more fiscal health warning indicators may not mean that a
school district is facing financial stress. Nonetheless, a warning indicator should
prompt further examination by the decisionmakers of the school district to
determine what led to the indicator. The more indicators a school district has, the
more likely it is to be experiencing financial stress. Continued financial stress
could cause a school district to reduce or eliminate programs and jobs and may
affect the quality of education. Appendix B provides further information
regarding the 13 school districts with two warning indicators, including
explanations from the districts.
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School Districts with Three or More Indicators

Our analysis identified two school districts with three or more warning indicators.
The Audit Division discussed these warning indicators with CDE and the school
districts to obtain information about potential financial strain and about the steps
CDE and the districts are taking to correct the situation. These two districts are
discussed below, along with responses from CDE and the districts. For detailed
information about these two districts’ ratios, please see Appendix C.

Centennial School District No. R1, Costilla County:

Centennial showed four warning indicators—in the areas of asset sufficiency,
operating reserves, operating margin, and change in fund balance. In November
2008, CDE placed Centennial on financial accreditation watch, the second district
to be placed on watch.

CDE Actions:

The Department of Education’s involvement with Centennial School
District has been more extensive than with any other school district in
regards to the level of monitoring of the district’s finances and other
requirements imposed on the district. The State Board of Education was
asked by the district for financial assistance through the Public School
Fund Contingency Reserve. The State Board provided a loan in the
amount of $321,993, to be fully repaid prior to June 30, 2010. The
extended repayment timeline was contingent on the district’s entering into
a Memorandum of Understanding (MOU) with the Commissioner, which
set forth conditions related to compliance and accreditation. In addition to
strict monitoring of financial activities, multiple areas related to academic
reporting and accountability were included in the MOU due to serious
deficiencies in both areas. Specific expectations of the district and related
timelines were listed in the MOU.

Centennial School District provided an update on the completion and/or
continuing compliance with the expectations specified in the
Memorandum of Understanding. The district has complied with all
expectations to date. Department staff has been heavily involved in
providing technical assistance and monitoring of all activities.

Centennial School District No. R1 Response:

The major underlying causes of the warning indicators are primarily the
school district’s overspending and not appropriately supervising and
planning for the future financially. This, coupled with the increasing
difficulty of delinquent property taxes, helped to create the warning
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indicators. The school district currently has approximately $127,000 in
delinquent taxes from 2008 and is approximately 5 percent behind in
receiving property taxes for 2009. If this trend continues, the district
could have another $130,000 in delinquent property taxes. The district is
communicating regularly with the Costilla County Treasurer to collect
current and delinquent property taxes.

Several steps have been taken and are being taken to correct the warning
indicators. First, the district has reduced expenses during the 2008-2009
school year by more than $230,000. This was accomplished for the most
part by eliminating one-time expenditures. Also the district reduced staff
by approximately seven FTEs in the second semester of the 2008-2009
school year and carried the reductions into the 2009-2010 school year. By
making these cost reductions along with staff reductions, the school
district is adopting a balanced budget for the 2009-2010 school year that
eliminates the $180,518 deficit.

The district is also continuing to work positively and cooperatively with
CDE through the Memorandum of Understanding, signed in November
2008, and through current appropriate communications not only to bring
about the balanced budget and elimination of the deficit, but also to begin
to build up the fund balance and to become a permanently fiscally strong
school district.

Branson Reorganized School District No. RE-82, Las Animas County:

Branson showed three warning indicators—in the areas of asset sufficiency,
operating reserves, and change in fund balance. Branson was showing steady
decline in the fund balances, and this declining trend was exacerbated by a CDE
audit of Branson’s pupil count. CDE found deficiencies that resulted in
Branson’s owing just over $661,000 to CDE for overstated pupil counts. Branson
recorded the liability, resulting in a negative fund balance as of June 30, 2008.
The CDE audit resulted in terms enabling Branson to repay the amount due of
$661,276, interest-free, at any time before April 25, 2016. Interest will begin to
accrue on that date.

CDE Actions:

The Public School Finance Unit became aware of Branson School
District’s general fund negative fund balance upon receipt of the district’s
Fiscal Year 2008 financial audit. The Department recognized that the
district had undergone a five-year pupil count audit and has to repay the
Department $661,276 by April 25, 2016. The district’s auditor recognized
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the repayment as a current-year liability, which caused the deficit fund
balance. We viewed the liability as a long-term liability, based on the
repayment terms, and decided the district would be able to meet its
obligations over that extended time period. Therefore, we did not view the
deficit fund balance as an accreditation issue. Had the liability been
recorded as a long-term liability, the current liability portion, assuming a
monthly payment schedule, would have been approximately $117,000 for
Fiscal Year 2008. The district’s fund balance prior to the inclusion of the
entire audit liability would have been $492,423, an amount sufficient to
cover the short-term portion. Pursuant to Section 22-2-112 (4)(9)(11)(B),
C.R.S., the period during which the Commissioner shall not recover an
interest fee pursuant to sub-subparagraph (A) of this subparagraph (1)
shall be a period that is equal to the number of years and any fraction of a
year between the settlement date of the audit in which the overpayment to
the school district was determined and the settlement date of the
immediately preceding audit of the district. The period shall begin on the
final settlement date of the audit in which the overpayment to the district
was determined.

Branson Reorganized School District No RE-82 Response:

The numbers in the Fiscal Health Analysis are directly related to
decreased student enrollment and an audit conducted by CDE. The CDE
audit was conducted and the district was told that it must return money to
the State in unauthorized per pupil operating revenue (PPOR) funds for
the last five years. The CDE Financial Office and Branson School District
were able to reduce the refund to the State to just over $661,000 thanks to
both state and local staffs working together to clear enrollment
discrepancies.  Meanwhile, the district's enrollment plummeted in
successive years, resulting in the reduction of staff in both the online and
brick and mortar schools over the last two years.

CDE has given the district just over six years to repay the debt. The local
board has placed $100,000 in a separate account to earn interest and plans
to continue to add to that account as funds become available to meet the
CDE payback deadline. Our board members have decided on a corrective
action plan to resolve this issue, and the district is on the right track to
repay the debt and continue to function as a district.

In addition, the local board has taken a conservative approach to spending.
No pay raises have been given in two years, and enrollment versus teacher
contract renewals is closely monitored. The board has made every effort
to conserve. Funding comes down to student enrollment. Declining
enrollment could not have come at a worse time. Branson operates an
online school, and many districts have started their own online schools
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which provide competition for student enrollment. Five years ago there
were five online schools, now there are more than 20. The budget is
balanced for Fiscal Year 2010 and going forward and is based on realistic
prospective enrollment. Competition for students, recruitment of students,
and retention of those online students has become critical to the district’s
future.

Conclusion

Financial trend analysis is an important analytical tool because it serves as an
early warning system for CDE, the school districts, and citizens in identifying
areas of concern. The analysis allows CDE and school district officials to take
prompt action when there is an indication of financial stress. CDE has stated that
the analysis provides a short list of districts that CDE staff can work with to
assure that thoughtful financial decisions are being made by districts and warning
trends will not continue. Failure to take appropriate action could lead to further
decline in the financial health of the district and may cause a district’s
accreditation to be compromised. Our intent in performing this analysis is to
assist school districts in understanding financial information and to communicate
this information to the appropriate parties.




Appendix A
School District Fiscal Health Analysis
Understanding the Fiscal Health Ratios and Indicators
Fiscal Years 2006, 2007, and 2008

The following table provides a description of the ratios, calculations, benchmarks, and warning

indicators:
Ratio Calculations
Asset
Suffluency General fund total assets
1| Ratio General fund total liabilities
(ASR)
Debt
Burden Total governmental revenue of fund(s) paying debt
2 | Ratio Total governmental debt payments
(DBR)
Operating
Res_e rve Fund balance of the general fund
3 | Ratio Total general fund expenditures +/- Net transfers
(ORR)
Operating
Margin .
4 | Ratio General fund total revenue — (general fund total expenditures +/- Net transfers)
(OMR) General fund total revenues
Deficit
Fund
Balance Total [absolute value] deficit fund balance(s) — fund balance of the general fund, if
Ratio positive
5 (DFBR) Total revenue in deficit fund balance(s)
*This ratio is only calculated when the
numerator is positive, or a net deficit fund balance exists in governmental funds.
Change in
Fund
Balance .
6 | Ratio Current Year fund balance of the general fund — prior year fund balance
(CFER) Prior year general fund balance
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School District Fiscal Health Analysis
Understanding the Fiscal Health Ratios and Indicators
Fiscal Years 2006, 2007, and 2008

Description

Benchmark

Warning Indicators

Indicates the coverage of
general fund assets to general
fund liabilities.

An ASR of 1 would
indicate that total assets
equals total liabilities

ASR<1.0
(liabilities exceed
assets) for 2006
with declines in all
subsequent years

Decline in ASR
ratios for 2007 and
2008, with 2008
ratio < 1.0

Indicates the coverage of
revenue of fund(s) paying debt
service to the annual principal
and interest payments, including
leases.

A DBR of 1 would
indicate that debt service
equals the annual revenue
of the fund supporting the
debt

DBR < 1.0 (debt
service exceeds
revenue) for 2006,
2007 and 2008

Decrease in DBR
ratios for 2007 and
2008, with 2008
<1.0

Indicates the amount the general
fund ending fund balance will
cover of the current year
general fund expenditures,
including transfers.

An ORR of .0192 (1/52,
or one week) equates to

one week of reserves for
current expenditures and
transfers

ORR <.0192 for
2006, 2007 and
2008

Decrease in ORR
for 2007 and 2008,
with 2008
<.0192

Indicates the amount added to
reserves for every $1 in total
general fund gross revenue.

An OMR of 0.01 would
indicate that $.01 would
result in net income for
every $1 produced in
gross revenue

OMR < 0.00 for
2006, 2007 and
2008

Decrease in OMR
for 2007 and 2008,
with 2008 < 0.00

Indicates the portion of annual
revenue required to cover the
deficit fund balance in a
governmental fund (in excess of
the deficit covered by the
existing fund balance of the
general fund) Only calculated
when a net deficit fund balance
exists in governmental funds.

An increasing DFBR
indicates a greater length
of time each year to cover
the deficit fund balance
with existing revenue in
the subsequent years.

Deficit fund
balances for 2006,
2007 and 2008

Increase in DFBR,
for 2007 and 2008

Indicates the change in the fund
balance of the general fund
from one year to the next in
relationship to the prior year
fund balance

A CFBR of 0 would
indicate that the fund
balance had not changed
from the prior year

CFBR <0 for
2006, 2007 and
2008, with the 2008
fund balance <0
(i.e., a negative
fund balance)

Decrease in CFBR
for 2007 and 2008,
with the 2008 fund
balance < the 2006
beginning fund
balance




Appendix B
School District Fiscal Health Analysis
School Districts with Two Warning Indicators with Responses

Ratio Ratio Ratio Ratio Ratio Ratio

1 2 3 4 5 6
ASR DBR ORR OMR DFBR CEBR
County School District Name Year Ratio Ratio Ratio Ratio Ratio Ratio
Adams Adams-Arapahoe 28J School District 2006 2.71 8.02 0.1668 0.03 0 0.23
Arapahoe  (Aurora Public Schools) 2007 2.2 1.77 0.1071 -0.04 0 -0.27
2008 1.55 1.55 0.0433 -0.06 0 -0.57

Source: Analysis performed by the Office of the State Auditor, Local Government Audit Division using data from audited financial
statements submitted by school districts.

Shaded columns are ratios where the district has warning indicators. See Appendix A for explanation of ratios and indicators.

Adams-Arapahoe 28J Response:

The district indicated the two main factors contributing to the decrease in fund balance were two years of significant enrollment
decline, and the launch of the district’s strategic plan that was approved in November 2006. The district has taken steps to correct the
negative indicators. The local board approved a $14.7 million mill override measure that was placed on the November 2008 ballot to
shore up revenues and to initiate several programs including full-day kindergarten district-wide. The election was successful and the
district started receiving additional property tax revenue in the spring of 2009. In addition, the district experienced an enrollment
increase of 1,000 students over projections in October 2008. The district is on target to end the Fiscal Year 2009 budget year with a
$16 million fund balance in the general fund. This will exceed the minimum requirement of 5 percent of ordinary revenues that is in
policy. The board has been aware of the planned fund balance spend-down since December 2006. The board approved the required
“Use of a Portion of Beginning Fund Balance” resolutions; participation in the State’s Interest Free Loan Program; $10 million in
general fund budget cuts for the Fiscal Year 2009 school year; and a conservative Fiscal Year 2010 budget based on flat enrollment
and funds from rescissions and restricted reserves not being available for operations.

B-1
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School District Fiscal Health Analysis
School Districts with Two Warning Indicators with Responses

Ratio Ratio Ratio Ratio Ratio Ratio
1 2 3 4 ) 6

ASR DBR ORR OMR DFBR CEBR
County School District Name Year Ratio Ratio Ratio Ratio Ratio Ratio
Adams Strasburg School District No. 31J 2006 4.03 1.25 0.2737 0.01 0 0.05
Arapahoe 2007 3.66 1 0.2543 0 0 -0.01
2008 2.81 1.09 0.1759 -0.05 0 -0.22

Source:

Analysis performed by the Office of the State Auditor, Local Government Audit Division using data from audited financial
statements submitted by school districts.

Shaded columns are ratios where the district has warning indicators. See Appendix A for explanation of ratios and indicators.

Strasburg 31J Response:

The district indicated that three years ago it made a decision to lower the district’s ending fund balance. The district built a new 6
through 8 grade middle school; added staff to maintain the building; replaced HVAC units; replaced gym bleachers in the high school;
replaced asphalt that had not been replaced in 25+ years; moved administrative offices to provide classroom and high school space;
refinished gym floors; and installed a new track. The district passed a bond for a new school in 2005 which included a mill levy
override. The mill levy override will allow the district to correct the negative indicators. The local board made a decision to phase in
the mill levy override over three years to minimize the impact to the district’s taxpayers. This was anticipated and the district spent

monies from the general fund that will now be covered by its annual revenues.
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Appendix B

School District Fiscal Health Analysis
School Districts with Two Warning Indicators with Responses

Ratio Ratio Ratio Ratio Ratio Ratio

1 2 3 4 5 6
ASR DBR ORR OMR DFBR CEBR
County School District Name Year Ratio Ratio Ratio Ratio Ratio Ratio
Baca Pritchett School District No. RE-3 2006 13.79 0 1.112 0.05 0 0.05
2007 10.29 0 1.0083 -0.03 0 -0.03
2008 10.93 0 0.857 -0.11 0 -0.1

Source:

Analysis performed by the Office of the State Auditor, Local Government Audit Division using data from audited financial
statements submitted by school districts.

Shaded columns are ratios where the district has warning indicators. See Appendix A for explanation of ratios and indicators.

Pritchett RE-3 Response:

The district indicated that the local board is very aware of the declining fund balance and reduction in operating margin. Previous
boards had intentionally built up a more than healthy fund balance that has provided a tremendous resource in the current
environment. The district has been faced with horribly declining enrollment. For Fiscal Year 2008, funded pupil count was 72, and it
is estimated to be significantly lower in the coming year. The district is in a rural area, and the entire county has few children. The

board is doing everything it can to cut costs, but in the end, funding depends on increasing enrollment.

B-3




Appendix B
School District Fiscal Health Analysis
School Districts with Two Warning Indicators with Responses

Ratio Ratio Ratio Ratio Ratio Ratio

1 2 3 4 ) 6
ASR DBR ORR OMR DEBR CEBR
County School District Name Year Ratio Ratio Ratio Ratio Ratio Ratio
Douglas Douglas County School District No. RE-1 2006 2.49 8.60 0.1092 0.02 0 0.17
Elbert 2007 2.27 8.62 0.0998 0 0 -0.02
2008 1.62 8.26 0.0499 -0.04 0 -0.43

Source: Analysis performed by the Office of the State Auditor, Local Government Audit Division using data from audited financial
statements submitted by school districts.

Shaded columns are ratios where the district has warning indicators. See Appendix A for explanation of ratios and indicators.

Douglas County RE-1 Response:

The district indicated that the draw-down of the beginning fund balance was intentional. The district has availed itself that each year’s
beginning fund balance will complement expected current year revenues, with the fiscal plan relying upon a combination of student
growth and mill levy override elections to restore future-year ending fund balances. However, the variances between budgeted and
actual student counts and PPOR have negatively impacted the district’s finances. The State’s mid-year rescissions to PPOR have
caused increased fiscal stress. Also, CDE’s pupil count/transportation audit and the Colorado Community College audit for the years
2005-2007 resulted in a reduction to 2008 district revenue. District administration has asked individual schools and departments to
reduce spending to help offset this unexpected decrease in revenue. While district enrollment continues to climb, the district has also
significantly reduced hiring. In addition, for Fiscal Year 2010 — pursuant to Section 22-45-105(1)(c.5)(1l), C.R.S. — the district intends
to use a letter of credit issued to fund its emergency reserve as allowed by Section 20(5) of Article X of the State Constitution
beginning July 1, 2009. For Fiscal Year 2010, the district has taken actions to correct the issues addressed by the negative indicators,
including: (i) preparations for additional in-year cuts should they be necessary; (ii) detailed department and school budget reductions;
and (iii) a districtwide salary freeze. Underlying the district’s current fiscal challenges is the failure of the district to secure a
favorable vote on its mill levy override question submitted to district voters in November of 2008. All matters related to the district’s
ending fund balance are routinely discussed with the district’s local board. Since October 2007, projections of ending fund balance
have been included in the quarterly financial reports and in the budget updates, including ongoing five-year plans. Discussions of
current year and forecasted ending fund balances have been highlighted for the board, as the district has managed its budget, five-year
plan, and election efforts.
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Appendix B

School District Fiscal Health Analysis
School Districts with Two Warning Indicators with Responses

Ratio Ratio Ratio Ratio Ratio Ratio

1 2 3 4 5 6
ASR DBR ORR OMR DFBR CEBR
County School District Name Year Ratio Ratio Ratio Ratio Ratio Ratio
El Paso Lewis Palmer 38 School District 2006 2.68 1.75 0.2608 -0.01 0 -0.05
2007 2.4 1.57 0.1965 -0.05 0 -0.19
2008 1.64 6.26 0.1287 -0.05 0 -0.28

Source:

Analysis performed by the Office of the State Auditor, Local Government Audit Division using data from audited financial
statements submitted by school districts.

Shaded columns are ratios where the district has warning indicators. See Appendix A for explanation of ratios and indicators.

Lewis-Palmer #38 Response:

The district indicated that the underlying cause of the negative indicators was a desire by the local board prior to the 2006-2007 school
year to spend down fund balances that were growing at a rapid pace due to growth in student population. Unfortunately, expenditures
of fund balance were made for staff increases, resulting in an ongoing expense. The district had a $1.7 million dollar deficit for Fiscal
Year 2007. After years of fund balance growth, the board had a difficult time with the fact that slowing enrollment and too many staff
members were causing increased deficit spending. The current board and district administration have now taken steps to correct the
negative indicators. For example, midway through Fiscal Year 2008, cuts were implemented, positions were frozen, and the board
adopted a five-year plan. In Fiscal Year 2009 the district opened a new high school and placed a mill levy override on the ballot to
absorb additional fixed costs associated with it. When the mill levy override failed, the district acted on its alternative plan by cutting
approximately $3 million dollars for the Fiscal Year 2010 budget to absorb projected declining enrollment and rescissions and the new
school. The board has an official reserve plan to hold 3 percent TABOR reserve, an additional 3 percent reserve, plus a $1 million

economic reserve. The district’s Fiscal Year 2010 budget shows a $600,000 increase in fund balance.
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Appendix B
School District Fiscal Health Analysis
School Districts with Two Warning Indicators with Responses

Ratio Ratio Ratio Ratio Ratio Ratio

1 2 3 4 5 6
ASR DBR ORR OMR DFBR CEBR
County School District Name Year Ratio Ratio Ratio Ratio Ratio Ratio
El Paso Widefield 3 School District 2006 4 1.59 0.4664 0.02 0 0.05
2007 3.05 1.18 0.3988 -0.05 0 -0.1
2008 2.68 1.23 0.239 -0.12 0 -0.31

Source: Analysis performed by the Office of the State Auditor, Local Government Audit Division using data from audited financial
statements submitted by school districts.

Shaded columns are ratios where the district has warning indicators. See Appendix A for explanation of ratios and indicators.

Widefield 3 Response:

The district indicated that the underlying cause of the negative indicators was that the board had strategically and purposely reduced
fund balance by incurring expenditures to prepare and improve infrastructure for all students, existing and new. The most significant
item in Fiscal Year 2008 was the planned expenditure of just over $4.5 million specifically to build a new transportation/staff
development center. At the end of Fiscal Year 2006, the general fund balance for the district was over 45 percent of general fund
expenditures. In addition, the district had been previously notified by CDE that the fund balance was too high. The district will be the
second most impacted school district by the arrival of military troops to Fort Carson under Base Realignment and Closure 2005
(BRAC 2005), with an influx of approximately 2,000 more students by the year 2011. There is no correction to past years because,
once again, the spending approved by the board was planned and necessary preparation for growth. The board and the administration
monitor revenues, expenditures and fund balance closely, especially during these tough economic times and the uncertainty of public
school finance funding. The board and the administration believe that maintaining between $11 million and $12 million in fund
balance, or 15 percent, is a healthy fund balance for our district. With this goal in mind, the board has again planned ahead, exercising
good stewardship and foresight for the years to come. The Fiscal Year 2010 budget includes expenditure reductions of approximately

$2.5 million that are balanced and measured across the district. The one-time expenditures to prepare for growth have already
occurred.

B-6



Appendix B
School District Fiscal Health Analysis
School Districts with Two Warning Indicators with Responses

Ratio Ratio Ratio Ratio Ratio Ratio

1 2 3 4 ) 6
ASR DBR ORR OMR DFBR CEBR
County School District Name Year Ratio Ratio Ratio Ratio Ratio Ratio
Las Animas  Hoehne Reorganized School District No. 3~ 2006 7.21 17.11 0.6113 -0.07 0 -0.09
2007 6.75 17.98 0.497 -0.1 0 -0.15
2008 3.57 1.31 0.4165 -0.09 0 -0.17

Source:

Analysis performed by the Office of the State Auditor, Local Government Audit Division using data from audited financial
statements submitted by school districts.

Shaded columns are ratios where the district has warning indicators. See Appendix A for explanation of ratios and indicators.
Hoehne Reorganized 3 Response:
The district indicated that the underlying causes of the negative indicators were declining enrollment, maintenance costs that had

previously been deferred, and bond debt payments made from the general fund. In order to correct the situation, the district has sent

open enrollment notices out to the surrounding community to increase enrollment, secured grants that have reduced match
requirements, instituted staff reductions, and begun to pay debt services from the bond fund instead of the general fund.
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Appendix B
School District Fiscal Health Analysis
School Districts with Two Warning Indicators with Responses

Ratio Ratio Ratio Ratio Ratio Ratio

1 2 3 4 ) 6
ASR DBR ORR OMR DFBR CEBR
County School District Name Year Ratio Ratio Ratio Ratio Ratio Ratio
Logan Plateau RE-5 School District 2006 12.31 2.16 0.9353 0.01 0 0.01
2007 5.87 17.03 0.6884 -0.09 0 -0.08
2008 9.13 16.31 0.5742 -0.11 0 -0.14

Source: Analysis performed by the Office of the State Auditor, Local Government Audit Division using data from audited financial
statements submitted by school districts.

Shaded columns are ratios where the district has warning indicators. See Appendix A for explanation of ratios and indicators.

Plateau RE-5 Response:

The district indicated that the $136,145 decrease in fund balance for Fiscal Year 2007 was mainly due to the purchase of a house
(approximately $90,000) for the incoming superintendent and computer upgrades for the district’s main lab (approximately $30,000).
The $240,866 decrease for Fiscal Year 2008 was solely the result of the renovation/expansion of the school cafeteria and the addition
of the preschool to the existing K-12 facility. This $650,000 project was mostly paid for from capital construction grants from CDE
and a $200,000 grant from Department of Local Affairs. In order to address the decreasing fund balance, the district will be pursuing
a mill levy override in the November 2009 election. The additional revenue will be used to (1) offset decreasing student enrollment,
(2) improve the school’s facilities, (3) update technology and curriculum and (4) enhance the salary schedules for teacher retention.
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Appendix B
School District Fiscal Health Analysis
School Districts with Two Warning Indicators with Responses

Ratio Ratio Ratio Ratio Ratio Ratio

1 2 3 4 ) 6
ASR DBR ORR OMR DFBR CEBR
County School District Name Year Ratio Ratio Ratio Ratio Ratio Ratio
Morgan Briggsdale RE-10 School District 2006 3.67 9.74 0.1751 0.01 0 0.05
Weld 2007 3.06 4.48 0.1451 -0.02 0 -0.12
2008 1.9 1.06 0.0665 -0.08 0 -0.52

Source:

Analysis performed by the Office of the State Auditor, Local Government Audit Division using data from audited financial
statements submitted by school districts.

Shaded columns are ratios where the district has warning indicators. See Appendix A for explanation of ratios and indicators.

Briggsdale RE-10 Response:

The district indicated the causes of the negative indicators are a student count audit by CDE that resulted in $35,000 in funding owed
to CDE, and expenditures for completion of a construction project. In Fiscal Year 2008 the district offices were in a new building for
the first full year. Additionally, there were budget shortfalls caused by actual revenues that were less than expected and expenditures
in excess of the budget plan. In order to correct the situation, the local board will establish a fund balance amount that is appropriate
for the district based on the revenues available, amounts needed for future expenditures, and the challenges the district may need to
address. The district used the previous year information to budget for the new building and the additional expenses more accurately,
as well as to achieve a more accurate revenue budget for the upcoming years. The district has also evaluated numerous areas of its

expenditures to improve the fiscal position of the district.
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Appendix B
School District Fiscal Health Analysis
School Districts with Two Warning Indicators with Responses

Ratio Ratio Ratio Ratio Ratio Ratio

1 2 3 4 ) 6
ASR DBR ORR OMR DFBR CEBR
County School District Name Year Ratio Ratio Ratio Ratio Ratio Ratio
Park Park County School District No. RE-2 2006 5.25 1.17 0.3451 0.05 0 0.19
2007 5.14 10.69 0.3261 0 0 0.01
2008 3.59 1.01 0.2471 -0.07 0 -0.21

Source:

Analysis performed by the Office of the State Auditor, Local Government Audit Division using data from audited financial
statements submitted by school districts.

Shaded columns are ratios where the district has warning indicators. See Appendix A for explanation of ratios and indicators.

Park County RE-2 Response:

The district indicated the underlying cause of the negative indicators is a lack of school district funding to cover current school district
expenditures. The steps being taken to correct the negative indicators are to reduce school district costs as much as possible.
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School District Fiscal Health Analysis
School Districts with Two Warning Indicators with Responses

Appendix B

Ratio Ratio Ratio Ratio Ratio Ratio

1 2 3 4 ) 6
ASR DBR ORR OMR DFBR CEBR
County School District Name Year Ratio Ratio Ratio Ratio Ratio Ratio
Rio Blanco Rangely School District No. RE-4 2006 3.05 1.08 0.1998 0.05 0 0.38
2007 2.87 1.17 0.185 -0.01 0 -0.05
2008 1.64 1.34 0.0699 -0.11 0 -0.58

Source: Analysis performed by the Office of the State Auditor, Local Government Audit Division using data from audited financial
statements submitted by school districts.

Shaded columns are ratios where the district has warning indicators. See Appendix A for explanation of ratios and indicators.

Rangely RE-4 Response:

The district indicated that the negative indicators were caused by a reduction in general fund formula revenue due to a decline in
enrollment; a decline of approximately $75,000 in mineral lease payment and impact fee revenue; an increase of approximately
$45,000 in transportation fuel costs; an increase in the statutory allocation to the capital reserve fund; and an increase in salary and
benefit expenditures of approximately $257,000. In order to take the necessary steps to deal with these issues, the district has closed
an elementary school and consolidated a middle school and high school. The district also plans to reduce staff through attrition and

retirements, reduce maintenance costs with the building consolidation, and eliminate in-town bus routes.
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Appendix B
School District Fiscal Health Analysis
School Districts with Two Warning Indicators with Responses

Ratio Ratio Ratio Ratio Ratio Ratio

1 2 3 4 5 6
ASR DBR ORR OMR DFBR CEBR
County School District Name Year Ratio Ratio Ratio Ratio Ratio Ratio
SanJuan  Silverton 1 School District 2006  15.85 0 1.257 0.06 0 0.05
2007 17.22 0 1.2944 0 0 0
2008 13.78 0 1.0717 -0.17 0 -0.12

Source: Analysis performed by the Office of the State Auditor, Local Government Audit Division using data from audited financial
statements submitted by school districts.

Shaded columns are ratios where the district has warning indicators. See Appendix A for explanation of ratios and indicators.

Silverton 1 Response:

The district indicated that the cause of the negative indicators was an increase in special education costs in Fiscal Year 2008. The
district had two special education students who needed to be transported to Durango each day for class (100 miles round trip). This

also required hiring two full-time special education aides. The local board is aware that the district has spent part of its savings. To
correct the situation the district has been on a spending freeze since January 2009.
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Appendix B
School District Fiscal Health Analysis
School Districts with Two Warning Indicators with Responses

Ratio Ratio Ratio Ratio Ratio Ratio

1 2 3 4 ) 6
ASR DBR ORR OMR DFBR CEBR
County School District Name Year Ratio Ratio Ratio Ratio Ratio Ratio
Weld Gilcrest Weld County Reorganized 2006 3.91 1.09 0.3485 -0.05 0 -0.12
School District No. RE-1 2007 3.21 0.53 0.2653 -0.07 0 -0.21
2008 2.73 0 0.1991 -0.07 0 -0.25

Source:

Analysis performed by the Office of the State Auditor, Local Government Audit Division using data from audited financial
statements submitted by school districts.

Shaded columns are ratios where the district has warning indicators. See Appendix A for explanation of ratios and indicators.

Gilcrest Weld County RE-1 Response:

The district indicated that from Fiscal Year 2002 to Fiscal Year 2005, t