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To the Board of Education
Livonia Public Schools

We have recently completed our audit of the basic financial statements of Livonia Public Schools (the
“School District”) as of and for the year ended June 30, 2017. In addition to our audit report, we are

providing the following results of the audit, other recommendations, and informational items which impact
the School District:
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We are grateful for the opportunity to be of service to Livonia Public Schools. We would also like to extend
our thanks to Alison Smith and the entire business office for their assistance and preparedness during the
audit. We recognize that preparing for the audit is carried out in addition to your staff’'s normal daily
activities. Should you have any questions regarding the comments in this report, please do not hesitate to

call.
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September 21, 2017

To the Board of Education
Livonia Public Schools

We have audited the financial statements of Livonia Public Schools (the “School District”) as of and for the
year ended June 30, 2017 and have issued our report thereon dated September 21, 2017. Professional
standards require that we provide you with the following information related to our audit.

Our Responsibility Under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated May 25, 2017, our responsibility, as described by professional
standards, is to express an opinion about whether the financial statements prepared by management with
your oversight are fairly presented, in all material respects, in conformity with U.S. generally accepted
accounting principles. Our audit of the financial statements does not relieve you or management of your
responsibilities. Our responsibility is to plan and perform the audit to obtain reasonable, but not absolute,
assurance that the financial statements are free of material misstatement.

As part of our audit, we considered the internal control of Livonia Public Schools. Such considerations were
solely for the purpose of determining our audit procedures and not to provide any assurance concerning
such internal control.

We are responsible for communicating significant matters related to the audit that are, in our professional
judgment, relevant to your responsibilities in overseeing the financial reporting process. However, we are
not required to design procedures specifically to identify such matters.

Our audit of the School District’s financial statements has also been conducted in accordance with
Government Auditing Standards, issued by the Comptroller General of the United States. Under Government
Auditing Standards, we are obligated to communicate certain matters that come to our attention related to
our audit to those responsible for the governance of the School District, including compliance with certain
provisions of laws, regulations, contracts, grant agreements, certain instances of error or fraud, illegal acts
applicable to government agencies, and significant deficiencies in internal control that we identify during
our audit. Toward this end, we issued a separate letter dated September 21, 2017 regarding our
consideration of the School District’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to you in
our meeting about planning matters on August 21, 2017.


Chris.Krumpos
Auburn Hills

Chris.Krumpos
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To the Board of Education September 21, 2017
Livonia Public Schools

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. In accordance with
the terms of our engagement letter, we will advise management about the appropriateness of accounting
policies and their application. The significant accounting policies used by the School District are described
in Note | to the financial statements. As described in Note |, the School District changed accounting
policies related to financial statement disclosure of tax abatements impacting the School District in
accordance with GASB 77 requirements.

We noted no transactions entered into by the School District during the year for which there is a lack of
authoritative guidance or consensus.

We noted no significant transactions that have been recognized in the financial statements in a different
period than when the transaction occurred.

Accounting estimates are an integral part of the financial statements prepared by management and are
based on management’s knowledge and experience about past and current events and assumptions about
future events. Certain accounting estimates are particularly sensitive because of their significance to the
financial statements and because of the possibility that future events affecting them may differ significantly
from those expected.

The most sensitive estimate affecting the financial statements was the School District’s share of the MPSERS
pension plan net pension liability recorded on the government-wide statements for the implementation of
GASB Statement No. 68. The School District’s estimate as of June 30, 2017 is $278,547,083, based on data
received from the Office of Retirement Services. We evaluated the key factors and assumptions used to
develop the pension liability in determining that it is reasonable in relation to the financial statements taken
as a whole.

The disclosures in the financial statements are neutral, consistent, and clear. Certain financial statement
disclosures are particularly sensitive because of their significance to financial statement users. The most
sensitive disclosures affecting the financial statements relate to potential contingent liabilities.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and completing our
audit.

Disagreements with Management
For the purpose of this letter, professional standards define a disagreement with management as a financial
accounting, reporting, or auditing matter, whether or not resolved to our satisfaction, that could be

significant to the financial statements or the auditor’s report.

We are pleased to report that no such disagreements arose during the course of our audit.



To the Board of Education September 21, 2017
Livonia Public Schools

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during the
audit, other than those that are trivial, and communicate them to the appropriate level of management.
The School District omitted a disclosure from the financial statements which was requested to be disclosed
for a potential range of loss on a lawsuit. Management has determined that its effects are immaterial, both
individually and in the aggregate, to the financial statements taken as a whole.

Significant Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, business conditions affecting the School District, and business plans and strategies that may affect
the risks of material misstatement with management each year prior to our retention as the School
District’s auditors. However, these discussions occurred in the normal course of our professional
relationship and our responses were not a condition of our retention.

As required by 2 CFR Part 200, we have also completed an audit of the federal programs administered by
the School District. The results of that audit are provided to the board in our report on compliance with
requirements applicable to each major program and on internal control over compliance in accordance
with 2 CFR Part 200 dated September 21, 2017.

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated September 21, 2017.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application
of an accounting principle to the School District’s financial statements or a determination of the type of
auditor’s opinion that may be expressed on those statements, our professional standards require the
consulting accountant to check with us to determine that the consultant has all the relevant facts. To our
knowledge, there were no such consultations with other accountants.

This information is intended solely for the use of the Board of Education and management of the School
District and is not intended to be and should not be used by anyone other than these specified parties.

Very truly yours,
Plante & Moran, PLLC

K Vager

Lisa Vargo



Other Recommendations




Livonia Public Schools

Other Recommendations

Food Service Fund Balance

We noted that the fund balance of the Food Services Fund continues to grow toward the U.S. Department
of Education’s maximum allowance of three months’ worth of operating expenditures. The School District
should use this opportunity to upgrade or replenish equipment utilized by the food service department in
order to reduce the fund balance in that fund. Furthermore, we would like to remind the School District
that School Food Authorities (SFAs) are required to obtain prior written approval of its awarding agency
before incurring the cost of a capital expenditure. For the purpose of obtaining prior approval, equipment
is defined as any item of nonexpendable personal property with a useful life of one year or longer and an
acquisition cost which equals or exceeds the federal per-unit capitalization threshold of $5,000, or a lower
threshold set by the State or local level regulations. However, to help mitigate the burden of the approval
process, a pre-approved list of assets has been provided by the USDA which do not require separate
written approval.
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Informational Items

State Aid Funding

State Aid and the Foundation Allowance

State of Michigan funding for public schools continued to focus on several recurring themes for the fiscal
year ended June 30, 2017: limited increases in the foundation allowance, additional funding boosts for
districts at the minimum foundation, continued student count blending formula, and additional resources
dedicated to assisting with funding the district’s retirement/postretirement healthcare obligation (MPSERS).
One change worth noting was the increase in the number of required school days to 180, up from 175
days, but without a change in the number of required hours of instruction. Many districts were already
providing 180 days of instruction, and for those districts, the change did not have an impact.

2016-2017 Foundation: For the 2016-2017 fiscal year, the base foundation increased by $60, from $8,169
to $8,229. The State continued its use of the “2X” formula, providing districts at the minimum foundation
with an increase of $120 per pupil to $7,51 |. The School District’s foundation allowance was increased to
$8,229. For comparison purposes, the School District's foundation prior to the $470 cut was $8,277,
meaning the current foundation is $48 per pupil below the 201 | foundation allowance. In the 2016-2017
State Aid Act, a minimum funding provision continued (Section 20f). This section recognizes that the funding
shift toward paying the growing MPSERS expense could significantly harm some districts. Just as in 2015-
2016, this categorical guarantees at least a $25 per pupil increase after giving account to the funding
changes. For many districts, the increase in the per pupil foundation was significantly offset by the previous
elimination of best practice and performance funding. The School District's net increase exceeded the $25

minimum and no additional funding was provided under this section. This provision continues for 2017-
2018.

2017-2018 Foundation: For the 2017-2018 fiscal year, the base foundation, once again, increases by $60,
from $8,229 to $8,289. Additionally, using the “2X formula,” the minimum foundation allowance increases
by $120 per pupil to $7,63 1. Based on these changes, your School District will receive a $60 increase in its
foundation allowance, representing an increase of | percent. New for 2017-2018, an additional per pupil
allocation, Section 22n, was created for students counted in high school. For those students, a new
categorical providing additional funding of $25 per pupil was created. This funding is not rolled into the
foundation calculation.

Pupil Membership Blend for 2016-2017 and 2017-2018: The method for counting students was the same
for 2016-2017 and for 2017-2018. The funding formula uses calendar year counts with a weighting of 90
percent of the fall count and 10 percent of the February count. 2016 calendar year counts were used for
the 2016-2017 fiscal year funding and 2017 calendar year counts are used for the 2017-2018 fiscal year
funding. One significant change for 2017-2018 was an enrollment count cap of .75 for students enrolled in
a shared-time program. As a result, the district cannot generate more than a .75 FTE for a student
participating in a shared-time program.

At-Risk Funding: For 2017-2018, several changes were made to the funding and use of At-Risk funds. A
few key items include: an increase of about $120 million allocated to At-Risk (approximately a 30 percent
increase), use of funds to support third grade reading proficiency and eighth grade math proficiency,
definition of eligible pupils expanded to include all pupils considered economically disadvantaged, and
inclusion of Hold Harmless and Out-of-Formula districts in the At-Risk funding formula for the first time,
but at 30 percent of the funding that what would otherwise be available.
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Informational Items (Continued)

MPSERS Cost Support: Retirement system contributions are a significant part of a district’s labor costs.
The contribution rate the School District is required to pay continues to rise, though the growth rate has
slowed. The School District has no ability to influence the rate and no choice regarding its participation in
the program. To aid a district in meeting its obligation, the 2016-2017 State Aid Act continued to include
funding to help pay for some of the increased cost. The categorical aid is formula driven using the School
District’s MPSERS payroll participation data. This funding is provided in two separate sections of the State
Aid Act: Section 147a and Section 147c. The School District received a total of $1,311,020 of 147a and
$11,617,921 of 147c categorical aid to help offset the impact of its retirement costs. Section 147c was
designed to fund approximately |0 percent of covered payroll and does not increase district resources.
Instead, the funding is recognized as revenue and then returned directly to the retirement system. In
general terms, this means that the total cost of the retirement system contributions in 2016-2017,
representing approximately 36 percent of covered payroll, is recognized as an expenditure in the School
District’s financial statements along with related revenue that was previously considered state support to
the system. The net effect is that the School District is responsible for approximately a 26 percent
contribution to the retirement system. The School District budgeted for additional state revenue and
additional retirement expenditures in order to accommodate this funding mechanism, but may encounter
some budget variances due to the fact the state revenue provided is based on prior year School District
payroll information.

This retirement funding approach will continue into 2017-2018. However, there are key changes that will
impact retirement contributions. The first is the fact that the assumed rate of return within the retirement
plan will be decreasing to 7.5 from 8 percent. When this assumption is reduced, it has the net effect of
increasing the value of the retirement obligation for the plan. This then increases the required contributions
to fund the plan. A total of $48 million has been provided in 147a to pay school districts to offset the impact
of this change. Second, for staff hired on or after February |, 2018, the default employee election will be
into a defined contribution (DC) plan; however, an employee can elect the hybrid plan within a specified
timeframe. District contributions and state support are also modified for employees electing the DC plan.
This will create a change in the district’s cost of the benefit for employees new to the retirement system
in February 2018. Additional funding is provided under a new State Aid Act, Section|47e, to help support
the shift to the new design.

Other State Aid Act Changes Impacting 2017-2018

The amendments to the State Aid Act made several other changes impacting school districts. Several
changes we identified that could impact the School District include the following:

Partnership Model - Section 2 | h provides new funding to assist districts assigned by the MDE to participate
in a partnership to improve student achievement, including funds for professional development, increased
instructional time, mentors, and other costs impacting student achievement.

MEAP/M-STEP - The MDE is required to make the Kindergarten Entry Assessment (KEA) available to
districts in 2017-2018.

Enrollment after Fall Count Day - After the 2016-2017 school aid amendments were passed, which
eliminated the ability to prorate a pupil enrolled after the count day, a supplemental appropriation (HB
5291) was passed, reinstating the opportunity to prorate a student added after the count day. For 2017-
2018, the ability to prorate student count for pupils added after the count day continues.
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Informational Items (Continued)

Transparency Reporting Requirements - These content posting requirements continue and include, but are
not limited to, deficit elimination plans, enhanced deficit elimination plans, district credit card information,
budget information, procurement and reimbursement policies, and out-of-state travel information.
Transparency reports must be updated on the district’s website within |5 days of the change.

Adult Education - Several changes were made to the funding formula and eligibility requirements. From
now to 2019-2020, funding will shift toward allocations to prosperity regions and subregions. As a result,
for districts with significant adult education programs, a careful review of the changes will be important for
planning future operations.

State Aid Planning Considerations for 2018-2019 and Beyond

Michigan’s economy is steady, but based on Revenue Estimating Conference predictions, there are financial
challenges ahead for the State. As we have seen by the School Aid Fund, revenue continues to grow at a
slow pace, but the General Fund projections are at a slower pace. The governor’s executive
recommendations and legislative actions have provided some increases for general operations, but for
many districts, actual increases to support general school operations have been at or below inflation rates.
In the last few years, increases have been concentrated in early childhood, At-Risk, and in funding for the
increasing retirement obligation. While the final State Aid Act amendments provided additional funds for
operations in 2017-2018, because of the elimination of performance funding and best practices, for many
the net increase in funding was $25/pupil from the levels in place when best practice and performance
were provided. In addition, since the 2017-2018 amendments to the State Aid Act were not signed until
July 2018, it is possible the revenue estimates used in the initial 2017-2018 school district budget may need
to be revised. As the legislature and governor continue to modify tax policy, plan for State General Fund
resource needs, modify the retirement system benefits, and revisit School Aid Fund resource allocations,
the growth and availability of School Aid Fund resources to fund K-12 operations is likely to continue to be
less than the rate of inflation.

Clearly, the key issue facing the future of school funding is the need to cover the cost of the retirement
system. For 2017-2018, modifications to the retirement system have projected to create significant
increased costs. While it appears the legislature has provided resources through the School Aid Fund to
cover the cost, it means those resources are not available to fund other K-12 operations. The funding
theme in the future will likely continue to be how to use School Aid Fund resources to cover the retirement
obligation. Funding this obligation will continue to impact the School District’s ability to receive additional
resources to fund general education initiatives, and monitoring legislative action in this area will be
important in predicting future resource available for the School District.

Careful planning will continue to be key for the School District to create a cost structure that is sustainable.
The use of budget modeling will be essential, especially as the district looks to determine actual state
funding available to fund operations. In addition, it is important to segregate resources required to fund
specific activities, such as federal funding, special education, or At-Risk, when assessing the resources
available to fund continuing operations. We recommend the School District fully analyze the projected
revenue available to fund operations when entering into multi-year expenditure agreements.
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Informational Items (Continued)

School Aid Fund Dynamics

In the last six years, public education has seen more change in the substance of school funding than in the
last 14 years. Proposal A, as passed, was a K-12 funding mechanism. Prior to 201 |, there were a series of
small changes to the funding model. Some activities, previously funded with the State’s General Fund, were
moved to school aid. General Fund earmarks for the School Aid Fund have been reduced since 1994.
Prorations became commonplace as the School Aid Fund’s ability to generate new revenue slowed. Over
time, some categorical revenue was eliminated and some was created. During the downturn, federal funds
were added on a temporary basis to supplement state funding shortfalls. Essentially, the changes were
viewed as incremental modifications.

Beginning with the 2011-2012 amendments to the State Aid Act, we experienced a redefinition of the
funding model. Districts experienced a $470 per-pupil funding cut which actually “revalued” the foundation
and created a new base. Along with the governor’s education initiatives, the concepts of “best practice”
and “rewarding” student performance were entered into the funding scheme, and then removed.
Furthermore, the increased cost of the retirement system diverted funds that would have been available
to fund operations. And most significantly, the funding for higher education was moved from the General
Fund into the School Aid Fund along with a restructuring of tax policy. This comprehensive view and
approach to the management and funding of education created a new definition of reality for Michigan
schools. This new reality continued into the amendments to the State Aid Act for 2017-2018.

Implications from the restructure of the State’s funding approach are substantial and impact how a district
will be able to generate additional state funding into the future. The additional revenue identified after the
May 2017 Revenue Estimating Conference created a 2X funding formula increase of $60-$120 per pupil,
similar to the previous year. As part of the restructure, a funding floor categorical allocation was added. It
provides a minimum per-pupil increase of $25 per pupil. Once again, more funds were also set aside to
provide additional contributions to the retirement system. It is clear, based on future projections from the
retirement system, including the implications from the restructure of the hybrid plan and the reduction in
the assumed rate of return, that the increased costs of the system will absorb significant resources from
the School Aid Fund or from district operating budgets. Based on the funding priorities from this legislative
session, it appears the focus will continue to be on the costs of the retirement system, and real dollar
increases to fund general operations are likely to be limited.

As the School District continues to evaluate and select its operational and educational initiatives, it will be
increasingly important to monitor the implications from legislative action. As the governor and legislature
move forward with their education agenda and attempt to balance it with growing General Fund needs, it
is likely there will be new elements producing a significant impact on the funds received by the School
District from the State. The key question will continue to be “what resources will be available for the
district to fund its recurring operations?”

Transparency Reporting

Public Act 5 of 2015 requires the following transparency reporting on the School District’s website:

e Budgets and budget amendments must be posted within 15 days of their adoption (formerly 30 days)
e The School District’s written policy governing procurement of supplies, materials, and equipment
e The School District’s written policy establishing specific categories of reimbursable expenses
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Informational Items (Continued)

e The School District’s accounts payable check register for the most recent fiscal year or a statement of
the total amount of expenses incurred by board members of School District employees that were
reimbursed by the School District for the most recent fiscal year

¢ Any deficit elimination or enhanced deficit elimination plan the School District was required to submit

¢ Identification of all credit cards maintained by the School District as School District credit cards, the
identity of all individuals authorized to use each credit card, the credit limit on each credit card, and
the dollar limit, if any, for each individual’s authorized use of the credit card.

In addition, the School District is also required to provide the following:

Pie charts for personnel expenditures and district expenditures

Links to collective bargaining agreements, healthcare plans, bids, and financial statement audit report
Compensation and benefits for the superintendent and employees with salaries over $100,000
Amounts for dues, lobbying, out-of-state travel

Noncompliance with the requirements could result in withholding of 10 percent of state aid otherwise
owned to the district. The Michigan Department of Education regularly reviews district websites to
determine if the requirements are met. Maintaining this information requires the district to maintain
additional processes and commit or redirect staff resources.

Early Warning Legislation

“Early Warning Legislation,” a 10-bill package of bills, was enacted in 2015. This legislation is designed to
identify districts that may be showing signs of fiscal distress, creates a system of reporting this situation
sooner than in the past, and requires those districts deemed to be in distress to remit more frequent
financial data to Treasury. The entire early warning system is under the supervision of Treasury to monitor
and assist local districts and charter schools.

One key item was the identification of those districts and charter schools whose total General Fund balance
was less than 5 percent of General Fund revenue in each of the last two years. The definition of revenue
for the purpose of this test focuses on General Fund unrestricted revenue. Districts that meet this criteria
are required to remit the budgetary assumption and expenditure per-pupil information to CEPI as the first
step in the process. For 2017, this information was due by July 7, 2017, requiring affected districts to
compute certain information only one week after their fiscal year ends.

Once remitted, the state treasurer, through the Office of School Review and Fiscal Accountability (OSRFA),
may conclude that the potential for fiscal stress may exist. At that time, the School District may conclude
to contract with the ISD (or the authorizing body for charter schools) to review the School District’s
financial records and offer recommendations to avoid a deficit. The review would need to be concluded
within 90 days of entering into the contract, and requires quarterly reporting to Treasury on the status of
implementation of the recommendations.
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Informational Items (Continued)

In their oversight role, OSRFA uses a fiscal projection model to historical financial information database
(FID) data. The projection model incorporates four key financial indicators, which are enrollment, revenue,
expenditures, and fund balance. School districts are sent a communication to determine if a corrective
action plan had been implemented, or if there was an explanation for a decrease in General Fund fund
balance. OSRFA reviews each school district’s response and financial data to determine whether potential
fiscal stress existed in the school district. If fiscal stress is not declared, then they follow up on the district’s
corrective actions. If fiscal stress is declared, the district and others are notified, and the district may
contract with the ISD for an administrative review. As of January 2017, there were |5 districts labeled
with potential fiscal stress.

For the years ended June 30, 2017 and 2016, the General Fund fund balance was 10.55 and 5.49 percent
of unrestricted General Fund revenue, respectively. The School District should continue to monitor this
figure closely so any required reporting can be done in accordance with the required timelines.

Food Service Fund Bad Debt Policy Requirements

The School District should ensure that its policies include guidelines on the treatment of bad debt in the
School Meals Program. Per 2 CFR §200.426, bad debts arising from uncollectible accounts are unallowable
costs. Given that these costs are unallowable, any bad debts should be transferred out of the Nonprofit
School Food Service Fund.

The Michigan Department of Education has clarified its position on this topic in Administrative Policy No. 6
(school year 2016-2017). A distinction is made between delinquent debt and bad debt. An account is
deemed to be bad debt when it is uncollectable at the end of the school year in which the debt was
incurred. Any costs incurred to collect on these bad debts would also be unallowable. On the other hand,
delinquent accounts that occur periodically during the year are not considered bad debt until an assessment
is done at the end of the school year. With this definition of bad debt, an adjustment to the School Food
Service Fund is not needed until the end of each fiscal year.

Once an account is determined to be bad debt, a nonfederal funding source must reimburse the School
Food Service Fund for the total amount of the bad debt. The district has discretion on how it will handle
the bad debt once it is transferred out of the School Food Service Fund. Additional collection procedures
may take place, but they cannot be at the expense of food service. Any future collections on the bad debt
would belong to the fund into which it was transferred (i.e., the General Fund). The district should also
make sure the point of sale system reflects any adjustments for bad debt transferred.

The School District should have a written policy to address food service bad debt. This should be included
in the School District’s meal charge policy as required under the Healthy, Hunger-Free Kids Act of 2010.
Additional guidance can be found in USDA Memo SP 46-2016 Unpaid Meal Charged: Local Meal Charge
Policies.



Livonia Public Schools

Informational Items (Continued)

Fund Balance

During the 2016-2017 fiscal year. the School District faced continued financial challenges due to declining
enrollment and inflationary cost pressures. The outlook for 2017-2018 and beyond suggests future funding
increases for operations will not be significant. This continues to put substantial pressure on districts’
operating budgets and fund equity.

During the 2016-2017 school year, the School District's General Fund revenue exceeded expenditures by
approximately $8.4 million. This resulted in increasing the General Fund equity to approximately $16.7
million at June 30, 2017. We feel that it is important for the School District to maintain its fund equity at an
appropriate level. The benefit to the School District of maintaining appropriate fund equity is the ability to
meet unforeseen circumstances, like the implementation of state aid proration, without significantly
affecting the level of programs for the year. This gives the School District time to work out financial changes
without the need for sudden or drastic reactions to adverse circumstances. The need for fund equity will
continue to be important due to the funding caps imposed by school finance reform, increasing retirement
and healthcare costs, other cost pressures the School District is facing, and cash flow needs due to the fact
about 18 percent of the School District’s state aid is received after the school year has ended, as well as
concerns over the allocation of resources within the School Aid Fund in the future, and the fact that the
State is increasing its monitoring of each school district’s financial health, including implications from the
Early Warning requirements.

Fund balance goals are often stated in terms of a percentage of total expenditures. As a point of reference,
the statewide average for school districts at June 30, 2016 (excluding Detroit) is approximately 11.37
percent of expenditures (excluding transfers out). Fund equity of 5.5 percent of expenditures would
approximately equal the School District's average accounts payable and payroll for a three-week period,
while || percent would approximately equal six weeks. The School District's fund equity percentage is
I'1.11 percent and equals approximately six weeks of operation. Given the continued uncertainties with
state funding and lack of significant growth in per pupil school aid funding, budget planning and fund balance
management will continue to be essential elements for the School District’s success.

Budgeting for Sustainability

With stagnant revenue and costs that have already been cut and revised year after year, it becomes
increasingly more difficult to budget for sustainability. The State has put an emphasis on striving for
sustainability. Through the Early Warning legislation, any indicators in decline, even in budgets, are being
closely scrutinized by the State Treasury. Many districts continue to use fund balance, an unsustainable
practice. Looking forward, districts must evaluate long-term plans, including technology plans, capital plans,
staff contract plans, and what needs the district will have. It must then be assessed with revenue
projections, based on facts as we know them, to determine if the district will be able to address these
needs. In order to maintain a healthy fund balance, the district must be proactive and plan strategically in
managing contracts, offering programs to attract students, and investing in technology and infrastructure.
Districts are faced with the challenge of thinking outside the box in order to find ways to compose
sustainable budgets for the future. As the School District pursues its financial management, we encourage
a continued focus on sustainability.
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GASB Statement No. 75 - Postemployment Benefits Other Than Pensions (OPEB)

Effective for the School District’s June 30, 2018 financial statements is GASB Statement No. 75, Accounting
and Financial Reporting for Postemployment Benefits Other Than Pensions. This upcoming GASB addresses
reporting by governments that provide postemployment benefits other than pensions (OPEB) to their
employees and for governments that finance OPEB for employees of other governments. This OPEB
standard will require the School District to recognize on the face of the government-wide financial
statements its proportionate share of the net OPEB liability related to its participation in the MPSERS plan.
The statement is expected to have a similar impact on the statement of net position as did GASB No. 68
when it was adopted in 2015. Just like GASB No. 68, it is not expected to have an impact on the modified
accrual funds (General Fund), and should not impact the School District’s budget process. The statement
also enhances accountability and transparency through revised note disclosures and required
supplementary (or supplemental) information (RSI).

GASB Statement No. 77- Tax Abatement Disclosures

GASB Statement No. 77, Tax Abatements, is effective for the first time in the School District’s June 30, 2017
financial statements. GASB No. 77 is unique in that there will be no accounting impact to the district’s
financial statements; however, there will be a new disclosure in the notes to the financial statements. The
disclosure focuses on the amount of property tax revenue that was forgone due to tax abatements that
were entered into by the taxing authorities within the boundaries of the district. The district will have to
work with the local taxing authorities in order to obtain the taxable value of the properties within district
boundaries for which a tax abatement may apply and then it will be up to the district to calculate the impact
on property tax revenue. The district is also required to disclose whether any of the lost property tax
revenue will be reimbursed by other governmental agencies.

ITITEMS
Cyber Security

Public schools are not exempt from cyberattacks in which systems and critical data are compromised.
School systems store personal information of staff, underage students, and students’ parents in addition to
other confidential data. It is important that schools protect themselves from both external and internal
threats whether they are intentional or accidental threats. For example, ransomware attacks are on the
rise and gain media attention with their ability to cripple an organization, including schools and universities.
It may be the hacks of large, multimillion dollar companies that we see exposed on the evening news, but
public schools can be an enticing target with the amount of data and limited budget to protect themselves.

Here are some questions to think about regarding cybersecurity issues:

Do you receive a lot of junk email?

Are you allowed to access risky or unsafe websites?

Have you attended any security awareness trainings?

In the event of an incident, are you familiar with who should be contacted?
Is there a plan in place in the event of a breach and student records are lost?

Because of the many access points within a school district’s IT environment, continued assessment of
cybersecurity issues is an essential part of the district’s overall data security assessment.
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Electronic Cash Receipts

Managing cash collections has always been a challenge for school districts. During the year, cash is collected
in multiple locations for a myriad of purposes. Insuring the cash is collected, receipted, deposited, and
applied to the correct activity is time consuming and can yield inaccuracies. It also presents a unique fraud
risk that can leave the district vulnerable to theft. More and more schools have been looking for methods
to improve this process. Online payment systems provide a real opportunity for schools in this area.

Since the internet has become accessible to more people, schools have been looking to further enhance
their communication distribution channel. Many districts now allow users to make payments to the district
online. Using this technology, the district can increase the speed of collection, improve recordkeeping,
reduce the burden at the service delivery site, improve accountability, provide user access to payment
history, and utilize a single system for electronic receipts.

Online payment systems can be used for numerous functions within the district; potential uses for the
system include the following:

Breakfast and lunch payments
Athletic gate receipts

Field trip fees

Schools store purchases
After-school program fees
And many more

Several deployment options exist for online payment systems. These solutions can be integrated into the
district’s website and directly managed by the district’s IT department, provided as a stand-alone solution
via a third-party vendor, or provided via an integrated module as a component of the district’s student
information system or financial management system. Additional complexity is presented when determining
the environment in which the solution is run, specifically whether it operates on the district’s infrastructure
or in the cloud. Regardless of the solution and deployment model, certain key factors must be given
consideration:

e Security: Any organization handling payment card transactions has a responsibility to ensure that the
solution is compliant with payment card industry (PCI) standards and that transactional data is secure.
The specifics of that responsibility vary based on the solution and model with which it has been
deployed. In a model where the online payment system is running in the district’s environment, the
district must ensure that not only is the system itself secure, but any elements of technical infrastructure
that will handle transactional data are also appropriately secure. In a cloud-based solution, the
responsibility for compliance is transitioned to the vendor providing the solution; however, the district
still has a responsibility to perform the due diligence necessary to ensure that the vendor is compliant
with PCI standards.

Costs: The various deployment options for online payment systems present different cost structures
that must be considered. Purchasing a solution often represents a higher initial cost with lower long-
term maintenance costs, while cloud solutions typically require lower initial costs and higher long-term
costs.

¢ Integration: Regardless of the solution and deployment model selected, integration into the district’s
financial management system is also a key consideration to ensure that receipts are applied to the
correct activity or account.
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While it is unlikely the remote location cash receipts can be eliminated, it is likely that once implemented,
an online payment system can significantly reduce staff burden and accounting risks inherent in the cash
collection process.

We understand the School District is actively reviewing online payment system options. We compliment
the School District for its efforts thus far and believe a well-implemented strategy will yield the benefits
discussed above.

Multi-line Phone Systems and Enhanced 911

For the past several years, the State of Michigan has been seeking to adopt legislation regarding the
capabilities of multi-line telephone systems (MLTYS) to provide location information on where calls originate
from when calling 91| for emergency services. Under the new legislation, any call placed to 911 must
include specific location information to emergency dispatchers, beyond the basic address information that
has been provided in the past. This information is to include detail on the location of the origination of the
call within the building from which it was dialed. An example follows:

Originating Number

Customer’s Name

Address

Location

City and State

Requirement Prior to
New Legislation

Main Phone Number
(248)555-1000

Anytown School District

Address of Primary Switching
Equipment
[23 Main St.

Not Required

City and State of Primary Switching
Equipment
Anytown, M| 12345

Requirement Under
New Legislation

Actual Originating Number or
Extension
(248)555-1234
or
(248)555-1000 ext. 1234

Anytown School District
Address of Call Origination
[23 Main St. - Building B

Physical Location of Originating
Phone
West Wing, 2™ Floor, Room 201

City and State of Originating Phone
Anytown, M| 12345
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This example highlights a critical challenge that many districts are facing, in particular those districts that
operate aging phone systems. Many older phone systems are not capable of storing specific location
information for all phones, nor are they capable of automatically sending that information to emergency
dispatchers when a 91| call is placed, resulting in districts being compelled to invest in new phone systems.

The new legislation is currently planned to be enforced beginning December 31, 2019. While enforcement
has already been deferred several times, this is a critical item that should be included in your budget planning
to ensure that the School District is compliant.

ORS 3 Percent Healthcare Contribution

Effective July I, 2010, Public Act 75 required school districts withhold 3 percent from each employee’s
compensation and forward it to the Michigan Office of Retirement Services (ORS) for deposit into a
healthcare trust. In 2012, the Michigan legislature passed Public Act 300, which changed employee
retirement and retiree medical alternatives. Under the retiree medical alternative, an employee could elect
to continue the 3 percent contribution.

Initially, there was much uncertainty regarding the taxation and withholding requirements related to the 3
percent contribution. Law firms have provided guidance that the required contribution is not subject to
federal, state, or FICA taxation, and therefore is not subject to withholding; Plante & Moran, PLLC supports
this conclusion. However, many districts withheld FICA taxes as a result of the tax treatment uncertainty.
Some of these districts have filed FICA refund claims with the IRS, and some have not. Some districts
continue to withhold FICA taxes pending (1) final conclusion of the appeals process related to the
constitutionality of the withholding, and (2) IRS determination of the 3 percent contribution tax treatment
through a private letter ruling request. At this time, each district’s tax treatment of the 3 percent
contributions should generally have merit and support; the basis for the district's decision on this issue
should be documented in their files.

In April 201 I, the Michigan Court of Claims ruled withholding of the 3 percent contribution, required under
Public Act 75, is unconstitutional. However, the court required districts to continue withholding and
forwarding the funds to ORS, but provided that the funds were to be placed in a special escrow account
and the funds cannot currently be used to pay benefits. In August 2012, the Michigan Court of Appeals
affirmed the decision by the Court of Claims. This decision was appealed to the Michigan Supreme Court.

Also, Public Act 300 was challenged in the Michigan courts. In January 2014, the Michigan Court of Appeals
ruled that the Public Act 300 changes made to employee contribution options under MPSERS did not
interfere with teacher union contracts. This decision was appealed to the Michigan Supreme Court. On
April 8, 2015, the Michigan Supreme Court upheld the constitutionality of Public Act 300 and the 3 percent
retiree healthcare contributions made by public school employees beginning with the first payroll in
February 2013.

On June 30, 2015, the Michigan Supreme Court remanded the Public Act 75 issue to the Michigan Court
of Appeals with direction to reconsider Public Act 75 in light of the Supreme Court’s ruling on Public Act
300. In June 2016, the Michigan Court of Appeals ruled Public Act 75 was unconstitutional and ordered
return of the 3 percent contributions, with interest, to employees. On July 19, 2016, the State of Michigan
filed a request with the Michigan Supreme Court to hear an appeal of the June 2016 decision by the
Michigan Court of Appeals. On May 31, 2017, the Michigan Supreme Court agreed to hear the State’s
appeal. Consequently, the constitutional status of 3 percent contributions made prior to the first payroll
in February 2013 remains unclear.

18



Livonia Public Schools

Informational Items (Continued)

During 2016, the Internal Revenue Service (IRS) flip-flopped on the tax treatment of the 3 percent
contributions. During the first few months of 2016, the IRS informed some Michigan school districts the
Public Act 300 3 percent contributions were subject to income and FICA tax withholding. By August 2016,
the IRS reversed its position and was regularly issuing refunds of FICA taxes paid on 3 percent contributions.
We are aware the IRS has consistently refunded FICA taxes on 3 percent contributions for the period from
the first payroll in 2013 through December 31, 2015. Also, some school districts have applied for and
received FICA tax refunds for 3 percent contributions withheld in 2016. The IRS denied a request by the
State of Michigan for a private letter ruling on the taxation of the 3 percent contributions under both Public
Act 75 and Public Act 300 because the State was not the employer of employees subject to the 3 percent
contributions. Consequently, a Michigan school district is requesting an IRS private letter ruling on the
taxation of the 3 percent contributions. Also, the IRS has informed some districts a decision about taxation
of Public Act 75 3 percent contributions will be held in abeyance pending final resolution of the validity of
these contributions in the Michigan courts.

Districts had until April 15, 2017 to file amended Forms 941 to recoup 2013 FICA tax collected and paid
to the IRS, if necessary. Alternatively, a district can file a protective claim to extend the deadline for filing
a refund request for FICA collected. Protective claims for 2013 were required to be filed with the IRS by
April 15, 2017. A protective claim for FICA paid in 2014 is required to be filed with the IRS by April |5,
2018. There are specific steps required to claim these refunds, so we recommend the School District ask
for assistance, if necessary.

Cost Saving Observations and Suggestions

As part of the audit process, we attempt to identify opportunities to help the School District optimize its
resources. The following are some areas of potential benefit to the School District:

Cost Containment - Privatization and Consolidation of Services

With little effective change in state funding provided to fund district operations, we believe that the School
District should continue to explore strategies for reducing and/or containing costs. While difficult to
implement, privatization of support services (food service, transportation, and custodial) is an option that
many districts have implemented. Privatization of transportation services typically results in savings of 20 -
25 percent; privatization of custodial services typically results in savings of 40 to 50 percent. Typical sources
of savings include a reduction in benefits including retirement, lower pay rates for custodial staff, and, less
frequently, increased efficiencies. Privatization may also allow the School District to tap into unique skills
and leverage technology. An example is the use of an employee benefit administrative service including an
employee-driven website to manage their benefits. By using resources like these, the School District can
reallocate internal staff resources and potentially simplify administration of the activity. When considering
cost containment, the School District should include privatization in the list of options discussed. Similarly,
the consolidation of services can provide significant cost savings to districts. The goals of service
consolidation include leveraging district resources, collaboration, reducing staff burden, spreading the cost
of asset/service acquisition, talent sharing, and cost containment. Like privatization, service consolidation
requires a cost benefit analysis. If, based on that analysis, the School District can either save or improve
the use of resources while meeting School District goals, it is likely worth further pursuit.
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Energy Costs

School districts are continuously monitoring energy costs and reviewing different opportunities to reduce
these costs. School districts continue to face challenges in managing energy usage and reducing energy
costs. Effective April 20, 2017, Act No. 341 was passed which could inhibit the School District’s ability to
utilize Electric Choice, which has proven to be a significant cost saver to the School District. The act keeps
a |0 percent cap on energy choice and establishes a |15 percent renewable requirement by 2021. The
School District should evaluate if this act will have a significant impact on its energy costs and continue to
look for ways to reduce energy costs.

Allowable Use of School Funds

In April 2015, a new law was passed on the allowable use of school funds. This law defines items that the
School District cannot expend its funds on. It states a person shall not use district funds or other public
funds for purchasing alcoholic beverages, jewelry, gifts, fees for golf, or any item the purchase or possession
of which is illegal. However, this does not prohibit the use of funds for a trophy or plaque for award
recognition of an employee, as long as the purchase does not exceed $100. Violation of this law is a
misdemeanor. Often, school districts are requesting clarification on the types of transactions the district is
allowed to execute. This law serves to answer some of those questions, but likely not all. The School
District should carefully review this law to ensure it is in compliance with its requirements.

Sinking Funds

In November 2016, a long-awaited amendment to the Sinking Fund Law was approved by the governor,
and took effect in March 2017. The State of Michigan Sinking Fund legislation (Sec 1212) was amended to
expand what levied dollars are authorized to pay for, as well as placing new limits on the number of mills
allowed and the duration those mills can be levied.

Authorized purchases under the law now include:

I) Acquisition or upgrading of technology (consistent with the definition of technology under 1351a bond
programs)

2) School security improvement, which includes capital improvements, as well as mobile telephone
applications to provide the capability for personnel to communicate on-site and connect to 91 |

The tax levied cannot exceed 3 mills (was 5 mills), and the levy cannot exceed |0 years (was 20 years).

This was exciting news for districts that are planning to put sinking fund millage requests out to their
community for vote. Unfortunately, the law amendment is not retroactive and the attractive amendments
apply only on a prospective basis (new sinking funds approved by voters after March 2017). Districts that
already have a sinking fund in place have an opportunity to potentially layer on an additional sinking fund
and take advantage of the new authorized purchases. If you are considering the School District’s ability to
utilize a sinking fund in the future, or want to strategize how a new sinking fund may work best in
conjunction with an existing one, please contact us.
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Federal Programs

Written Procedures for Grants - Required for District Federal Grant Participation

As part your annual single audit, we are required to assess the written procedures that exist related to the
specific compliance requirements for the federal programs that are selected for testing. The Federal
Uniform Guidance, which was effective during the 2014-2015 school year, outlines various requirements
related to written procedures and policies. It is important for the School District to be aware of the
comprehensive list of required written (board) policies and (administrative) procedures required for federal
grant participation. These requirements are described in 2 CFR Part 200 and include the following:

e  Written Cash Management Procedures [§200.302(b)(6)]: To implement the requirements of §200.305
payment

e  Written Allowability Procedures [§200.302(b)(7)]: To determine the allowability of costs in accordance
with Subpart E- Cost Principles

e  Written Travel Policy [§200.474(b)]: To ensure costs incurred by employees for travel are reasonable
and allowable

e  Written Conflict of Interest Policy [§200.3 18(c)]*: To maintain standards of conduct covering conflicts
of interest and governing the actions of its employees engaged in the selection, award, and
administration of contracts

e  Written Procurement Procedures [§200.319(c)]*: To ensure that all solicitations include the following
requirements:

i.  Incorporate clear and accurate descriptions of technical requirements for the material product
or service to be procured
ii.  Identify all requirements which must be fulfilled
iii.  Ensure that all prequalified lists of persons, firms, or products which are used in acquiring goods
and services are current and include enough qualified sources to ensure maximum open and
free competition

e  Written Procedures for Conducting Technical Evaluations of Proposals and Selecting Participants
[§200.320(d)(3)]*: To maintain a method for evaluation proposals received

*In the Federal Register published on September 10, 2015 (Vol. 80, No. 175), the procurement
procedures noted above were formally delayed via an initial two-year grace period. On May 17, 2017,
the OMB extended the delay of implementation for an additional year. Therefore, the School District
is not required to implement these requirements until July |, 2018. However, if the extended delay is
elected, the School District must document this in writing.

The School District should be aware that the aforementioned requirements for written procedures are
more extensive in nature than those required for a financial statement audit, which focuses on key controls
related to grants management. The Michigan Department of Education has indicated that districts that do
not have the requisite written policies and procedures in place may be excluded from future participation
in the grants program. In addition, absence of policies and procedures required under the Uniform
Guidance could result in single audit findings.
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We encourage the School District to review its policies and procedures to ensure that the items listed
above have been addressed and are easily accessible for use and in the event of a fiscal monitoring. Many,
if not all, of the items may already be addressed in various forms throughout the School District’s policies
and procedures; however, it is important the School District be aware of where the written documentation
resides. If any items are not currently addressed, we recommend the School District establish the required
procedures and document them accordingly.

If you would like further guidance on the requirements related to written policies and procedures, please
let us know; we would be happy to provide you with some guidance and resources. Additionally, a group
consisting of personnel from various districts throughout the state, audit firms, and MDE representatives
was formed to update the model procedures manual. Once completed, the manual will be available on
the Michigan School Business Officials website. This tool will provide information about the changes
required and how to utilize the manual to assist with customizing your existing policies and procedures.

Procurement Methods

Procurement reform under the Uniform Guidance requires revisions to district purchasing policies and
practices when using federal funds. In addition, the Uniform Guidance requires districts to maintain
standards of conduct covering conflicts of interest and to maintain specific written procedures for
procurement transactions and bid evaluation. The new procurement standards include the following five
methods as outlined in 2 CFR Part 200:

e Micro-purchases [§200.320(a)]: Acquisition of supplies or services that does not exceed the Micro-
Purchase Threshold (outlined in §200.67 Micro-purchase)

e Small purchases [§200.320(b)]*: Procurement of services, supplies, or other property that does not
exceed the Simplified Acquisition Threshold (outlined in §200.88 Simplified Acquisition Threshold)

e Sealed bids [§200.320(c)]*: Bids are publicly solicited for a fixed price contract and awarded to the
lowest bidder

In order for sealed bidding to be feasible, the following conditions should be present [§200.320(c)(I)]:

i. A complete, adequate, and realistic specification or purchase description is available
ii.  Two or more responsible bidders are willing and able to compete effectively for the business
iii.  The procurement lends itself to a firm fixed-price contract and the selection of the successful
bidder can be made principally on the basis of price.

If sealed bids are used, the following requirements apply [§200.320(c)(2)]:

i.  Bids must be solicited from an adequate number of known suppliers and the invitation for bids
must be publicly advertised.
iv.  The invitation for bids must define the items or services and include any specifications and
pertinent attachments.
v.  All bids will be opened at the time and place prescribed in the invitation for bids.

vi. A firm fixed price contract award will be made in writing to the lowest responsive and
responsible bidder.
vii.  Any or all bids may be rejected if there is a sound documented reason.
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o Competitive proposals [§200.320(d)]*: Offers are solicited for either a fixed-price or cost-
reimbursement contract. This method is typically used when it is not appropriate to use the sealed bids
methods. The following requirements apply to this method:

i.  Requests for proposals must be publicized and identify all evaluation factors.

ii.  Proposals must be solicited from an adequate number of qualified sources.

iii.  The nonfederal entity must have a written method for conducting technical evaluations of the
proposals received and for selecting recipients.

iv.  Contracts must be awarded to the responsible firm whose proposal is most advantageous to
the program, with price and other factors considered.

v.  The nonfederal entity may use competitive proposal procedures for qualifications-based
procurement of architectural/engineering professional services whereby competitors'
qualifications are evaluated and the most qualified competitor is selected.

e Noncompetitive proposals [§200.320(f)]: Procurement through solicitation of a proposal from only
one source. This method may be used only when one or more of the following circumstances apply:

i.  The item is available only from a single source.

i.  The public exigency or emergency for the requirement will not permit a delay.

iii.  Authorized by the federal awarding agency or pass-through in response to a written request.
iv.  After solicitation of a number of sources, competition is determined inadequate.

* Purchases made using either the small purchase, sealed bids, or competitive proposals methods
should also consider any state and local purchasing requirements. The State of Michigan Bid Threshold
(MCL 380.1274) would apply to purchases of goods. The School District cannot increase the mandated
thresholds; however, school district polices could be more restrictive than the federal requirements.
The School District should ensure that all relevant thresholds are considered when drafting and
implementing policy revisions.

Provisions of the Uniform Guidance allowed entities to elect a delay in the adoption of the procurement
provisions and for school districts, the required implementation date is July I, 2018. The School District
has elected the delay and is working to finalize policy and procedure revisions to comply with the new
requirements.
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