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Introduction

During the 77" regular session of the Texas Legislature (2001), Senate Bill 218 was
passed and Governor Perry signed it into law shortly thereafter. This law requires each school
district to prepare an annual financial accountability report, effective no later than September 1°
each year. TEA issued the preliminary and final financial accountability ratings for the 2009-
2010 fiscal year in June and August of 2011. The District’s final rating of “Above Standard
Achievement” is included in this report.

Many business-related issues are covered in this report. The primary reporting tool,
however, is the Financial Accountability Ratings Worksheet. This worksheet was developed by
representatives of the Texas Education Agency (TEA), the Texas Business & Education Council
(TBEC) and the Texas Association of School Business Officials (TASBO). It is administered by
TEA and calculated using information submitted to the Agency via our PEIMS submission each
year and other documentation procured by TEA. The accuracy of PEIMS data has always been
critical on the student side of the submission, and this reporting requirement adds a high degree
of importance to our financial submission each year.

The TEA has adopted additional refinements to the School FIRST process in response to
comments received from stakeholders, most of which will not be effective for the 2009-2010
ratings. The changes are implemented as an amendment of Title 19 Texas Administrative Code,
Chapter 109, Budgeting, Accounting, and Auditing, Subchapter AA, Commissioner’s Rules
Concerning Financial Accountability Rating System. The adjustments include deletion of the
indicator that refers to academic rating (effective 2012), fund balance and cash management
indicators adjustments (effective 2013, 2014). The adjustments avoid penalizing districts that
must expend a portion of their fund balance as a result of current economic conditions.

The worksheet consists of 22 criteria, each given a specific weight from 0-5 points. The
first six (6) indicators are considered the Critical Indicators. The critical indicators are #1, #2, #3
or #4 and/or #5 and #6 together. These first six criteria are of utmost importance since an
automatic rating of Substandard Achievement is given if a “No” response is awarded to any of
these critical indicators. Indicator #7 stands alone in the determination of ranking.

Currently, DeSoto ISD enjoys a rating of “Above Standard Achievement”, scoring 70
out of a possible 80 points and answering “Yes” to all critical indicators and indicator #7 on the
financial accountability worksheet. The reductions in this year’s score were due to what is
considered by TEA an excessive use of fund balance, even though the district passed the
indicator referencing adequate fund balance, and below expected return on investments, which
were the result of market conditions rather than mismanagement of funds. The worksheet itself
and a discussion of each of its prominent points follow.
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Financial Integrity Rating System of Texas

2008-2009 DISTRICT STATUS DETAIL

Name: DESOTO ISD(057906) Publication Level 1: 6/17/2011 12:03:10 PM

Status: Passed Publication Level 2: 8/30/2011 4:06:59 PM

Rating: Above Standard Achievement Last Updated: 8/30/2011 4:06:59 PM

~ District Score: 70 7 Passing Score: 56

© # - Indicator Description : Updated © Score

~ Was The Total Fund Balance Less Reserved Fund Balance  4/25/2011 ~ Yes
Greater Than Zero In The General Fund? 2:39:02 PM

~ Was the Total Unrestricted Net Asset Balance (Net of - 4/25/2011  Yes
Accretion of Interest on Capital Appreciation Bonds) In 2:39:02 PM
the Governmental Activities Column in the Statement of
Net Assets Greater than Zero? (If the District's 5 Year %
Change in Students was 10% more)
Were There No Disclosures In The Annual Financial 4/25/2011 Yes
Report And/Or Other Sources Of Information Concerning 2:39:03 PM
Default On Bonded Indebtedness Obligations?

Was The Annual Financial Report Filed Within One Month 4/25/2011 Yes

- After November 27th or January 28th Deadline : 2:39:03PM -

: Depending Upon The District's Fiscal Year End Date (June

- 30th or August 31st)?

 Was There An Unqgualified Opinion in Annual Financial - 4/25/2011 . Yes
Report? 2:39:03 PM

" Did The Annual Financial Report Not Disclose Any - 4/25/2011 * Yes
Instance(s) Of Material Weaknesses In Internal Controls? 2:39:03 PM



https://tuna.tea.state.tx.us/first/forms/main.aspx�
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Bankruptcy%20Avoidance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Bankruptcy%20Avoidance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Unrestricted%20Net%20Asset%20Balance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Unrestricted%20Net%20Asset%20Balance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Unrestricted%20Net%20Asset%20Balance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Unrestricted%20Net%20Asset%20Balance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Unrestricted%20Net%20Asset%20Balance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Mortgage%20Paid
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Mortgage%20Paid
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Mortgage%20Paid
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Filing%20Timeliness
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Filing%20Timeliness
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Filing%20Timeliness
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Filing%20Timeliness
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Clean%20Audit
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Clean%20Audit
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Internal%20Controls
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Internal%20Controls
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Internal%20Controls

Did the Districts Academic Rating Exceed Academically

- Was The Three-Year Average Percent Of Total Tax

Collections (Including Delinqguent) Greater Than 98%7?

" Did The Comparison Of PEIMS Data To Like Information

In Annual Financial Report Result In An Aggregate

Variance Of Less Than 3 Percent Of Expenditures Per

Fund Type (Data Quality Measure)?

Were Debt Related Expenditures (Net Of IFA And/Or EDA
Allotment) < $350.00 Per Student? (If The District's Five-

Year Percent Change In Students = Or > 7%, Or If

Property Taxes Collected Per Penny Of Tax Effort >

Was There No Disclosure In The Annual Audit Report Of

Did The District Have Full Accreditation Status In Relation

To Financial Management Practices? (e.g. No Conservator

Was The Aggregate Of Budgeted Expenditures And Other

Uses Less Than The Aggregate Of Total Revenues, Other

Resources and Fund Balance In General Fund?

y
Unacceptable?
8
‘9
10
$200,000 Per Student)
1
Material Noncompliance?
1o
Or Monitor Assigned)
13
"

If The District's Aggregate Fund Balance In The General

Fund And Capital Projects Fund Was Less Than Zero,

Were Construction Projects Adequately Financed? (To
Avoid Creating Or Adding To The Fund Balance Deficit

Situation)

1

Multiplier
Sum
4/25/2011 5
2:39:03 PM
© 4/25/2011 5
2:39:04 PM
© 4/25/2011 | 5
2:39:04 PM
4/25/2011 5
2:39:04 PM
- 4/25/2011 5
2:39:04 PM
. 4/25/2011 5
2:39:05 PM
 4/25/2011 5
2:39:05 PM
- 4/25/2011 5
2:39:05 PM



https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Academic%20Rating
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Academic%20Rating
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Tax%20Rate
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Tax%20Rate
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Matching%20Data
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Matching%20Data
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Matching%20Data
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Matching%20Data
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Mortgage%20Affordability
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Mortgage%20Affordability
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Mortgage%20Affordability
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Mortgage%20Affordability
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Mortgage%20Affordability
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Compliance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Compliance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Accreditation
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Accreditation
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Accreditation
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Budget%20Discipline
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Budget%20Discipline
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Budget%20Discipline
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Construction%20Financing
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Construction%20Financing
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Construction%20Financing
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Construction%20Financing
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Construction%20Financing

=15=

Was The Ratio Of Cash And Investments To Deferred

Revenues (Excluding Amount Equal To Net Delinquent

Taxes Receivable) In The General Fund Greater Than Or

Equal To 1:1? (If Deferred Revenues Are Less Than Net

Delinqguent Taxes Receivable)

16

Was The Administrative Cost Ratio Less Than The
Threshold Ratio?

17

Was The Ratio Of Students To Teachers Within the
Ranges Shown Below According To District Size?

18

Was The Ratio Of Students To Total Staff Within the
Ranges Shown Below According To District Size?

19

Was The Total Fund Balance In The General Fund More
Than 50% And Less Than 150% Of Optimum According
To The Fund Balance And Cash Flow Calculation

Worksheet In The Annual Financial Report?

fop

Was The Decrease In Undesignated Unreserved Fund

Balance < 20% Over Two Fiscal Years?(If 1.5 Times

Optimum Fund Balance < Total Fund Balance In General

- 4/25/2011

Fund Or If Total Revenues > Operating Expenditures In

The General Fund,Then District Receives 5 Points)

21

Was The Agdgregate Total Of Cash And Investments In
The General Fund More Than $0?

22

Were Investment Earnings In All Funds (Excluding Debt

Service Fund and Capital Projects Fund) More Than $20
Per Student?

2:39:05 PM
4/25/2011 5
2:39:06 PM
4/25/2011 5
2:39:06 PM
4/25/2011 5
2:39:06 PM
4/25/2011 5
2:39:06 PM

 4/25/2011 O
2:39:07 PM
4/25/2011 5
2:39:07 PM
4/25/2011 0
2:39:07 PM

70
Weighted
Sum



https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Overpayment%20Ratio
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Overpayment%20Ratio
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Overpayment%20Ratio
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Overpayment%20Ratio
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Overpayment%20Ratio
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Administrative%20Cost%20Ratio
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Administrative%20Cost%20Ratio
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Student%20Teacher%20Ratio
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Student%20Teacher%20Ratio
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Student%20Staff%20Ratio
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Student%20Staff%20Ratio
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Appropriate%20Fund%20Balance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Appropriate%20Fund%20Balance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Appropriate%20Fund%20Balance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Appropriate%20Fund%20Balance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Stable%20Fund%20Balance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Stable%20Fund%20Balance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Stable%20Fund%20Balance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Stable%20Fund%20Balance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Stable%20Fund%20Balance
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Cash%20and%20Investments
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Cash%20and%20Investments
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Earnings%20Per%20Student
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Earnings%20Per%20Student
https://tuna.tea.state.tx.us/first/forms/Tests.aspx?year=2008&district=057906&test=Earnings%20Per%20Student

~ Multiplier

Sum

7 70 Score

- DETERMINATION OF RATING

©A. Did The District Answer 'No' To Indicators 1, 2, 3 Or 4? OR Did The District Answer
E - 'No’ To Both 5 and 6? If So, The District’s Rating Is Substandard Achievement.

B. Determine Rating By Applicable Range For summation of the indicator scores
- (Indicators 7-22)

Superior Achievement 72-80 and Yes to indicator 7
; Above Standard Achievement ; 64-71 or >= 72 and No to indicator 7
Standard Achievement ; 56-63

Substandard Achlevement ‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ <56 or No to one default indicator

INDICATOR 17 & 18 RATIOS

Indicator 17 Ranges for Indicator 18 Ranges for
Ratios Ratios
District Size - Number of ) District Size - Number of : i
: Llow : High @ : : Low : High
: Students Between . : Students Between
< 500 7 22 < 500 5 14
500-999 10 22 500-999 5.8 14
1000-4999 11.5 22 1000-4999 6.3 14
- 5000-9999 - 13 © 22 °© 5000-9999 - 6.8 14
~ => 10000 135 22 =>10000 7.0 14




Overview of the Worksheet

Critical Indicators

Criteria #1 through #6 are the critical indicators. Any “NO” response in this category is a signal
indicator of fiscal distress. These six criteria revolve around the audit report, fund balance and
the auditor’s findings. If General Fund Balance is greater than zero and the auditors issue a
“clean” opinion, a District will pass the critical indicators. For the 2009-2010 fiscal year,
DeSoto ISD had a General Fund Balance of $5,823,231 and passed all other critical indicator
criteria.

Fiscal Responsibility and Academic Performance

Criteria #7 through #12 concern fiscal responsibility and academic performance. DeSoto ISD
had an Academic Rating of “Acceptable” and thus passed criterion #7. DeSoto ISD’s average
percentage of tax collections for the prior three years was 99.53%, up from 99.26% in 2009.
This exceeds the minimum standard of 98%. Typically, the District’s tax collections have
exceeded 100%, and it is expected that they will return to that level. The District’s variance on
indicator #9 was 0%, easily passing that indicator. DeSoto ISD is essentially exempt from
criterion #10 due to its percentage change in students over five years of 7.56% being greater than
7% threshold to be considered fast growing, and the property taxes collected of $217,723 per
penny of tax effort is greater than $200,000. Criteria #11 evaluates whether any areas examined
in the audit attained the status of “Material Noncompliance.” The district received a score of “5”
out of a possible “5” points. Indicator #12 is very similar to the Critical Indicators and DeSoto
easily passed these two on audit disclosures and full financial accreditation status.

Budgeting

Criteria #13 through #15 concern budgeting, management and cash flow practices of the District.
Indicator #13 evaluates whether the district has enough resources to fund the adopted budget.
Indicator #14 is passed if the district has a fund balance greater than $0. A score greater than
zero on indicators #14 and #15 confirms that the District adequately funds its budget and capital
projects. Most importantly, as addressed in Criterion #15, the District does not spend cash it
cannot afford to spend or cannot recognize as revenue.

Personnel

Items #16 through #18 address staffing patterns. For the 2009-2010 fiscal year, the District’s
administrative cost ratio was below the State standard of 12.5% at 8.7%. This percentage is
down from a high of 11.12% in 2002-2003. This item will be addressed in more detail later in
the report. Items #17 and #18 deal with staffing patterns, specifically students to classroom
teachers and students to total staff. A district must fall into a certain range to meet these criteria,



so understaffing or overstaffing can trigger a “NO” response. DeSoto ISD falls safely within the
prescribed ranges for each criterion at 14.72 students per classroom teacher and 7.83 students per
employee. Both of these numbers are in alignment with the state mean of 14.8 students per
classroom teacher and 7.94 students per employee. The full 5 points were awarded on each of
these indicators.

Cash Management

The final four criteria deal with cash management practices. Criterion #19 concerns the fund
balance figure and whether it is too high or too low. DeSoto’s General Fund Balance for the
2009-2010 fiscal year was $5,823,231, which falls within the range for the TEA-Calculated
optimum fund balance. The Optimum Fund Balance according to the Annual Financial Report
was $10,653,479. To receive the maximum number of point the 2009-2010 fund balance would
need to be between $5,326,740 and $15,980,219. DeSoto ISD’s fund balance is 54% of
optimum and thus received 5 points for this indicator. Item #20 deals with any decrease in
General Fund Balance over the last two years. This is the other area where DeSoto received 0
out of 5 possible points. The Fund Balance two years ago was $14,717,019 and the $8,893,788
decrease in fund balance over the last two years was 62.5% and resulted in the score of “0”.
Cash and investments were greater than $0 in indicator #21, and during this period of historically
low interest rates and investment yields, investment earnings (excluding Debt Service and
Capital Projects) were approximately $7 per student, which falls well below the minimum
standard of $20 per student set forth in criterion #22.

New Reporting Requirements

The following information is in response to reporting requirements added in 2006-2007 by the
TEA. These items concern the superintendent’s current employment contract, reimbursements
received by the superintendent and board members, outside compensation received by the
superintendent, and business transactions between the member of the board of trustees and the
district. The legal basis for this information is found in Title 19 Texas Administration Code
Chapter 109, Budgeting, Accounting, and Auditing Subchapter AA, Commissioner’s Rules
Concerning Financial Accountability Rating System, Section 109.1005. (Summary of all
requirements attached)

Superintendent’s Current Employment Contract

A copy of the superintendent’s current employment at the time of the School FIRST hearing is to
be provided. In lieu of publication in the annual School FIRST financial management report, the
school district may choose to publish the superintendent’s employment contract on the school
district’s internet site. If published on the internet, the contract is to remain accessible for twelve
months.

10



Reimbursements Received by the Superintendent and Board Members

The following chart represents all “reimbursements” expenses, regardless of the manner of
payment, including direct pay, credit card, cash, and purchase order. Items reported per category

include:
o Meals — Meals consumed out of town, and in-district meals at area restaurants
(outside of board meetings)
. Lodging — Hotel charges
. Transportation — Airfare, car rental (can include fuel on rental, taxis, mileage
reimbursements, leased cars, parking and tolls)
. Motor Fuel — Gasoline
o Other — Registration fees, telephone/cell phone, internet service, fax machine,
and other reimbursements to (or on-behalf of) superintendent and board
member not defined above.
Description of Board Board Board Board Board Board Board
Reimbursement Superintendent Member 1 Member 2 Member 3 Member 4  Member 5 Member 6 Member 7
Treadwell Krohn/Wheeler Lemons/Stripling K. Moore S. Sternes  D. Trimble ~ W. Seay D. Gant
Meals $ 33122 $ 7633 $ 48.89 $ 7189 $ - $ 6889 $ 4889 $ 35556
Lodging $ 207904 $ 1,227.03 $ 19205 $ 40006 $ 88653 $ 600.09 $ 103339 $ 509.94
Transportation $  9,063.10 $ 31932 $ - % 7560 $ 27825 $  47.00 $ - $ 1,651.26
Motor Fuel $ - $ - $ - $ 3721 % - $ -
Other $ 8087.00 $ 72000 $ - $ 28500 $ 28500 $ 33500 $ 28500 $ 860.00
Total $ 1956036 $ 234268 $ 24094 $ 83255 $ 1,486.99 $ 1,050.98 $ 136728 $ 3,376.76

Outside Compensation and/or Fees Received by the Superintendent for Professional

Consulting and/or Personal Services

No verifiable outside compensation was discovered for the twelve-month period ending August

31, 2010.

Business Transactions Between School District and Board Members

No verifiable business transactions occurred between the District and Board Members for the

period ending August 31, 2010.

Note: Any amounts reported under the disclosure are not to duplicate the items disclosed in the
summary schedule of reimbursements received by board members.

11



Other Data Concerning the District’s Operations

The purpose of this section of the report is to discuss other aspects of our business operations not
covered by the worksheet, but suggested by law as items of significance meriting discussion.
We should view the worksheet as a good basic tool with which to assess our primary business
practices. However, we should not stop there! We should always be working towards
improvement in all aspects of our operation to maximize funds available to campuses for
educational purposes and to our ancillary departments that support our campuses. In the
following section we will briefly review a number of areas that relate to our current business
practices not covered by the Financial Accountability Worksheet directly.

Financial Strength

The state of Texas recommends that we discuss the financial strength of the district in this report;
however, they give no indication as to what criteria should be considered in that discussion.
There are many measures of financial strength, other than the fund balance, and it is difficult to
determine which will provide the best measure of overall financial strength and position. For the
purposes of this report we will be considering the District’s ability to meet its cash flow needs
from September to December each year without borrowing money as the most significant
financial strength indicator. In the past 13 years, DeSoto ISD has not had to borrow funds for
operating purposes prior to the tax collection season, which tells us that we have adequate
financial strength and liquidity at this time. While the District understands the concerns about
the fund balance, it should be noted that the current fund balance is still within TEA’s acceptable
levels. District administration has made great strides toward halting the reduction of the fund
balance, and at the time of this report believes that any fund balance needed to balance the 2010-
2011 operating budget will be minimal, and the Board of Trustees has adopted a balanced budget
for the 2011-2012 fiscal year. To continue to have success we must continue to be vigilant in
our savings and continue to look for more effective and efficient ways to operate our schools.
The goal now is to begin rebuilding DeSoto ISD’s fund balance to the optimum level.

Operating Cost Management

As has been discussed on numerous occasions, only a small portion of our total General Fund
expenditures are flexible or variable in nature (less than 5%). Salaries and benefits comprise the
biggest expenditure each year (over 83%), and while utilities fluctuate in any given year, they
still make up a large single expenditure (more than 4%). After removing these two items from
the equation, there is only a small portion of the budget that retains some semblance of control.
Supplies, materials, travel and a few contracted services comprise this relatively small remaining
balance. These costs are considered to be controllable operating costs. The chart below
demonstrates how our total operating costs per student have changed only slightly over time, and
is lagging behind the state average.

12



Operating Costs Comparison
Operating Costs $ Change %Change  State
Year per student from prvyr fromprvyr avag. Variance
2003-04 $6,953 $109 1.59% $7,708 ($755)
2004-05 $6,609 ($344) (4.95%)  $7,084 ($475)
2005-06 $6,716 $107 1.62% $7,229 ($513)
2006-07 $6,818 $102 1.52% $7,466 ($648)
2007-08 $6,906 $91 1.33% $7,826 ($920)
2008-09 $6,906 $0 0% $7,786 ($880)
2009-10 $6,980 $74 1.07% $7,579 ($599)

Another measure the state of Texas uses to evaluate operating cost efficiency is the
administrative cost ratio. Texas has a legal cap on administrative costs and a formula for
calculating the percentage that is mandated by law. Simply, it takes the operating expenditures
in general administration (Function 41) and instructional leadership (21) and divides this number
by the expenditures in instruction (11), instructional resources/media (12), curriculum and staff
development (13), and guidance and counseling (31). Based on DeSoto’s size, our
administrative cost ratio limit is 12.5%. This criterion is covered in the worksheet for the 2009-
10 year only, but due to the fact that it deals with the sensitive issue of administrative costs, it
seems prudent to demonstrate how DeSoto ISD’s ratio has been reduced over the past several
years.

Administrative Cost Comparison

Year State Limit District Actual $ Under Limit State Avqg.
2003-04 12.5% 10.34% $648,957 8.33%
2004-05 12.5% 10.88% $489,735 8.27%
2005-06 12.5% 10.67% $577,636 8.22%
2006-07 12.5% 10.49% $757,073 8.23%
2007-08 12.5% 8.83% $1,574,947 8.13%
2008-09 12.5% 8.87% $1,597.945 8.12%
2009-10 12.5% 8.69% $1,673,491 8.17%

In a time of rising salaries, increased costs, and increasing state mandated administrative
functions, DeSoto ISD has actually managed to reduce or maintain administrative costs as a
percentage of instructional costs for the fifth consecutive year; however, when compared with
state averages we can still see that there is still room for improvement. Over the last three years
the District has made a conscious and concerted effort to contain, or reduce, administrative costs
while funneling every possible dollar to the campuses to serve the needs of the students first.
2011-2012 should see a major reduction in this category.
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Personnel Management

The job of attracting and retaining a quality teaching staff is second only to our students’ welfare
and education at DeSoto ISD. The Human Resources Department of DeSoto I1SD is constantly
aware of the need to maintain a competitive salary so that we may attract and retain quality
professionals to the district. This job is made particularly challenging given our proximity to the
Dallas-Fort Worth Metroplex. All areas of our compensation structure, from teachers to
administrators to support personnel, are market-based and are geared to enable the district to be
competitive in all areas of hiring. The District has a quality benefits program that compares very
favorably with surrounding districts from a benefits coverage and employee contribution
standpoint. While there is still much work to be done, there have been major strides towards a
competitive professional salary structure made over the last several years.

Debt Issuance and Debt Management

Debt management has been made significantly more difficult in DeSoto ISD over the last several
years due primarily to the steadily decreasing property values. One of the worksheet criterion
deals with this issue. While the District’s debt burden as a percentage of taxable debt has
increased over the last several years with the sale of bonds, the district has managed to control
the increase of debt payments by refunding of higher interest rate bonds and receiving below
average interest rates on new sales. The District’s financial advisor has played a key role in this
prudent debt management process over this period of time.

In 2010, the District refunded $40,486,462 in Unlimited Tax Building and Refunding Bonds to
take advantage of lower interest rates and reduce the district’s interest payments. The refunding
was undertaken to reduce the District’s total debt service payments by approximately $5 million
and to obtain an economic gain of approximately $858,418.

In prior years, the District has defeased other bond series in advance refunding transactions. On
August 31, 2010, $200,224,670 of bond principal remains outstanding.

Cash Management

The worksheet addresses some cash and investment issues, but only in a very basic nature. The
worksheet criteria essentially require that a district have cash available, and that a minimal rate
of return is earned. In practice, our investment and cash management program is much more
complex.

First, we have a state and local board policy that requires us to invest funds with six objectives in
mind. In order of importance, those six objectives are: liquidity, diversity, suitability,
marketability, and yield. State and local policy specify what types of securities the District can
purchase within the parameters set forth in these objectives. The finance department does not
purchase any securities which do not fall within our interpretation of these policy restrictions.
We strive to maintain diversity in our portfolio, balancing cash in the bank with money invested
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in two different investment pools. To enhance the portfolio’s diversity we also purchase
Certificates of Deposit when there is a favorable short-term or long-term yield.

Additionally, we will benchmark our portfolio’s yield to the Federal Funds rate and the 90-day
Treasury Bill rate. These comparisons are used only to determine if the District’s portfolio is
yielding comparable market rates of return.

Lastly, the Board of Trustees receives a quarterly investment activity and performance report, as
required by law.

Budgetary Planning and Financial Allocations

The finance department strives to begin the budget process in January or early February each
year. During the first month of planning, budget allocations are developed for each campus and
department; the budget documents are updated and distributed to all budget managers. Most
school districts have some rational basis for allocating funds to campuses and departments. In
DeSoto ISD we have historically allocated funds to campuses based on their number of students
in attendance. Support departments get funds based on previous year’s budgets (up or down) for
future needs. In March, we will begin attempting to calculate state and local revenues and the
budget starts to take a recognizable form. June is the month when we can give the Board and the
public a preliminary glimpse into how next year’s budget will look. Of course it has to be taken
into consideration that on odd-numbered years the legislature is in session and that typically
complicates and delays the budgeting process. July and August are spent fine-tuning the budget
and finalizing revenue estimates in time for August adoption by the Board of Trustees.

The District makes every effort to make the budget process proactive and highly participatory.
Campuses and departments are given a great deal of discretion as to how to budget their funds.
After the final budget is adopted, each campus or department is given equal latitude regarding
amending their budget when plans or needs change. This decentralized style of budget
management is required by the state of Texas to a certain degree. It is an integral part of site-
based decision making. Most importantly, it is a system of empowerment that works best in the
long-run by allocating resources where they are needed, by the people who use them, even when
those needs change.

Other Issues

DeSoto I1SD finance department is always looking for new and innovative ways to improve our
overall business management practices. On occasion we codify new ideas into formal Board
goals. More often, however, we make changes to our practices based on what we learn from our
school business peers, who struggle with the same issues on a day-to-day basis. We continue our
learning process at seminars clinics, and workshops. The Texas Association of School Business
Officials (TASBO) provides many of our best learning opportunities. Our external auditors also
provide us with an annual check-up on our practices and procedures, suggesting improvements
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during the course of their audit procedure, and formal suggestions in the form of a management
letter.

For a number of years now, Texas has been a leader in data management, collection and quality
of comparability. Texas’ Public Education Information Management System (PEIMS) is far
ahead of other state’s data collection and comparability modules for financial, student, staffing,
attendance, and academic achievement data. The quality of the financial data collected in
PEIMS has taken on a new significance now that it is incorporated into one of the FIRST criteria,
covered earlier in the report. Financial data submitted via the PEIMS system must closely match
that in the audit report in order to satisfy the requirement in criterion #9. We will continue to
closely monitor all of the District’s data submissions in recognition of the importance of this
state requirement.

Summary

The finance department is very proud of the tradition of “Superior Achievement” that the district
has received over the last twelve year. We are disappointed in the current ranking of “Above
Standard Achievement” and will continue to strive to bring the district back to that status. We
will continually seek improvement in our practices and procedures. We will adapt to the
constantly changing circumstances which surround the school finance landscape, and strive to
overcome obstacles that lay in the path of the District’s mission. The DeSoto ISD School Board,
administration and the community have worked very hard to improve and maintain the financial
position of the District over the last 10 years, despite continued student growth, and reduced state
funding. This report should demonstrate the commitment of the DeSoto ISD Board of Trustees
and the district administration to be outstanding stewards of the public’s finances, while
maintaining total transparency in all financial matters.
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Annual Financial Management Report
(Summary of Requirements)
The annual financial management report prepared by the school district must include:

(1) a description of the district's financial management performance based on a
comparison, provided by the Texas Education Agency (TEA), of the district's
performance on the indicators established by the commissioner of education and reflected
in 8109.1002 of this title (relating to Financial Accountability Ratings/2009 Report will
report 2007-08 FIRST Rating). The report will contain information that discloses:

(A) state-established standards; and

(B) the district's financial management performance under each indicator for the
current and previous years' financial accountability ratings;

(2) any descriptive information (2007 — 08 fiscal year) required by the commissioner of
education, including:

(A) a copy of the superintendent's current employment contract. The school
district may publish the superintendent's employment contract on the school
district's Internet site in lieu of publication in the annual financial management
report;

(B) a summary schedule for the fiscal year (12-month period) of total
reimbursements received by the superintendent and each board member, including
transactions resulting from use of the school district's credit card(s) to cover
expenses incurred by the superintendent and each board member. The summary
schedule shall separately report reimbursements for meals, lodging,
transportation, motor fuel, and other items (the summary schedule of total
reimbursements is not to include reimbursements for supplies and materials that
were purchased for the operation of the school district);

(C) a summary schedule for the fiscal year of the dollar amount of compensation
and/or fees received by the superintendent from another school district or any
other outside entity in exchange for professional consulting and/or other personal
services. The schedule shall separately report the amount received from each
entity;

(D) a summary schedule for the fiscal year of the total dollar amount by the
executive officers and board members of gifts that had an economic value of $250
or more in the aggregate in the fiscal year. This reporting requirement only
applies to gifts received by the school district's executive officers and board
members (and their immediate family as described by Government Code, Chapter
573, Subchapter B, as a person related to another person within the first degree by
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consanguinity or affinity) from an outside entity that received payments from the
school district in the prior fiscal year, and gifts from competing vendors that were
not awarded contracts in the prior fiscal year. This reporting requirement does not
apply to reimbursement of travel-related expenses by an outside entity when the
purpose of the travel is to investigate or explore matters directly related to the
duties of an executive officer or board member, or matters related to attendance at
education-related conferences and seminars whose primary purpose is to provide
continuing education (this exclusion does not apply to trips for entertainment-
related purposes or pleasure trips). This reporting requirement excludes an
individual gift or a series of gifts from a single outside entity that had an
aggregate economic value of less than $250 per executive officer or board
member; and

(E) asummary schedule for the fiscal year of the dollar amount by board member
for the aggregate amount of business transactions with the school district. This
reporting requirement is not to duplicate the items disclosed in the summary
schedule of reimbursements received by board members; and

(3) any other information the board of trustees of the district determines to be useful.

(4) The board of trustees of each school district shall hold a public hearing on the report.
(A)The board shall give notice of the hearing to owners of real property in the
district and to parents of district students. In addition to other notice required by
law, notice of the hearing must be provided:

(1) to a newspaper of general circulation in the district; and
(2) through electronic mail to media serving the district.

(5) After the hearing, the report shall be disseminated in the district in the manner
prescribed by the commissioner.
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Glossary

Academic Excellence Indicators System (AEIS): A system of indicators established by the Legislature
and adopted by the State Board of Education to help determine the quality of learning on a campus and in a
school district. The indicators include passing rates on the state assessment test, attendance, graduation
rates, dropout rates, and scores on college entrance exams. The state will assess district and school
performance compared with state-level standards. AEIS is the foundation for a school district's
accountability rating.

Accountability Rating: Rates campuses and districts as exemplary, recognized, acceptable, and low
performing based on the percentage of students who pass the state assessment instruments and the
dropout/completion rate.

Accrual Basis of Accounting: A method of accounting that recognizes the financial effect of transactions,
events, and interfund activities when they occur, regardless of the timing of related cash flows.

Allotment: Portion of an annual budget appropriation allocated to an interim period.

Assessed Valuation: A valuation set upon real estate or other personal property by a government as a
basis for levying taxes.

Average Daily Attendance (ADA): A method of counting student for the purpose of providing state aid to
school districts. Currently, Texas counts students in attendance each day and averages the attendance
count over the year.

Basic Allotment: The initial or starting number that, after adjustment, is used to calculate foundation
program costs and state aid to school districts.

Board of Education: The elected or appointed body which has been created according to State law and
vested with responsibilities for educational activities in a given geographical area. These bodies are
sometimes called school boards, governing boards, boards of directors, school committees, school
trustees, etc.

Bond: A written promise, generally under seal, to pay a specified sum of money, called the face value, at a
fixed time in the future, called the date of maturity, and carrying interest at a fixed rate, usually payable
periodically.

Bonds Authorized and Unissued: Bonds which have been legally authorized but not issued and which
can be issued and sold without further authorization.

Budgetary Basis of Accounting: The method used to determine when revenues and expenditures are
recognized for budgetary purposes.

Budgetary Reporting: The requirement to present budget-to-actual comparisons in connection with
general purpose external financial reporting. Budgetary reporting is required in connection with the basic
financial statements for both the general fund and individual major special revenue funds with legally
adopted annual budgets.

Capital Assets: Land, improvements, easements, buildings, building improvements, vehicles, and
equipment and furniture having a unit cost of $5,000 or more with a useful life of more than one year.

Cocurricular Activities: Direct and personal services for public school pupils, such as interscholastic
athletics, entertainments, publications, clubs, band, and orchestra, that are managed or operated by the
student body under the guidance and direction of an adult, and are not part of the regular instructional
program.
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Compensatory Education: The State Compensatory Education Allotment provides additional financial
support to school district to teach educationally disadvantaged pupils and underachieving students. A
program of compensatory education should provide additional services and instructional support, beyond
the regular program, to help students compensate for academic deficiencies and may include programs for
at-risk student. The allotment is based upon the number of student participating in the federal free or
reduced-price lunch program.

Completion Rate: A longitudinal measure that shows the status of students expected to graduate, starting
with their first attendance in ninth grade.

Comprehensive Annual Financial Report (CAFR): A financial report that encompasses all funds and
component units of the government. The CAFR is the governmental unit’s official annual report and also
should contain introductory information, schedules necessary to demonstrate compliance with finance-
related legal and contractual provisions, and statistical data.

Contracted Services: Labor, material, and other costs for services rendered by personnel who are not on
the payroll of the local education agency.

Cost of Education Index (CEI) or Adjustment: An index the state uses to adjust the basic allotment to
account for geographic or other cost differences beyond local school district control. The current index has
not been updated since 1990.

County Appraisal District: Each county has established an appraisal district office that is responsible for
maintaining taxable real and personal property records and placing a value on all property for taxation
purposes.

Debt Service: (See “Interest and Sinking Fund”)

Disciplinary Alternative Education Program (DAEP): The law requires school districts to set up an
educational setting for students who engage in certain illegal conduct or for students who violate certain
provisions of the school district's code of conduct. The DAEP must provide for students’ educational and
behavioral needs. Districts must allocate to DAEP the same expenditure per student that would be
allocated if the student were attending the regularly assigned program, including special education
programs.

District-Level Decision-Making Process: The school board annually approves district and campus
performance objectives and assures that district and campus plans are mutually supportive and, at
minimum, meet the state’s educational goals. Each district has a district improvement plan that is
developed, evaluated, and revised each year by the superintendent, with the assistance of the district-level
decision-making committee.

Dropout: A student who is absent without an approved excuse or document transfer and does not return to
school by the fall of the following year, or if he or she completes the school year but fails to reenroll the
following school year. School districts report the status of all students enrolled in grades 7 through 12 in the
district during the prior school year in one of two ways: as being in school or as having left school. The
“leaver record” provides 13 possible reasons for leaving school.

Dropout Rate: The count of official dropouts summed across all grades (7 through 12) divided by the
number of students summed across all grades (7 through 12). The annual dropout rate is different than the
longitudinal rate, which compares the number of students who began school together in the seventh grade
and who eventually graduate.

Education Service Center (ESC): In 1967, twenty (20) state service centers were established by the

Texas Legislature to provide districts with professional development training and technical assistance that
support statewide goals for school improvement.
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Estimated Revenue: When the accounts are kept on an accrual basis, this term designates the amount of
revenue estimated to accrue during a given period regardless of whether or not it is all to be collected
during the period.

Expenditures: This includes total charges incurred, whether paid or unpaid, for current expense, capital
outlay, and debt service.

Existing Debt Allotment (EDA) Program: In 1999, the Legislature added Subchapter B to Chapter 46 of
the Texas Education Code (TEC) to create the EDA program. The EDA provides tax rate equalization for
local debt service taxes, operates without applications, and has no award cycles. Each school district is
guaranteed a specified amount per student in state and local funds for each cent of tax effort to pay the
principal and interest on eligible bonds. Only General Obligation Bonds are eligible for the program. The
current existing debt tax rate may not exceed $0.29 per $100 valuation.

Fiscal Year: A twelve month period of time to which the annual budget applies and at the end of which a
local education agency determines its financial position and the results of its operations.

Function: As applied to expenditures, this term has reference to an activity or service aimed at
accomplishing a certain purpose or end; for example, Instruction, Instructional Administration, Plant
Maintenance and Operations.

Fund: A sum of money or other resources set-aside for specific activities of a school district. The fund
accounts constitute a complete entity and all of the financial transactions for the particular fund are recorded
in them.

Fund Balance: The excess of assets of a fund over its liabilities and reserves. During the fiscal year prior
to closing, it represents the excess of the fund’'s assets and estimated revenues for the period over its
liabilities, reserves, and appropriations for the period.

General Fund: A fund used to finance the ordinary operations of the local education agency. It is available
for a legally authorized purpose and consists of money not specifically designated for some other particular
purpose.

General Obligation Bonds: Bonds backed by the full faith and credit of the government.

Independent School District (ISD): The Texas Constitution permits the state Legislature to create school
districts. Each district operates it schools and taxes property within the district to support, in part, the
schools. The term independent refers to the fact that the school district is not a part of city or county
government and has independent budgeting and taxing authority. ISD’s are governed by locally elected
boards of trustees.

Individuals with Disabilities Act (IDEA): This act : (1) ensures that all children with disabilities have
available to them a free appropriate public education which emphasizes special education and related
services designed to meet their unique needs; (2) ensures that the rights of children with disabilities and
their parents or guardians are protected; (3) assists States, localities, educational service agencies and
Federal agencies to provide for the education of all children with disabilities; and (4) assesses and ensures
the effectiveness of efforts to educate children with disabilities.

Instructional Facilities Allotment (IFA): Since 1997, the IFA has provided funds to school districts to help
pay debt service. The mechanism for computing the state and local share of the IFA payment is
guaranteed-yield formula. Low-wealth school districts and school districts not already participating in the
IFA program have priority in receiving IFA funding for construction or lease purchase of new instructional
facilities.
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Interest and Sinking Fund (I1&S): Also called the debt service tax. A tax levied by school districts to pay
for bonded indebtedness, usually for construction of facilities, and other capital needs.

Juvenile Justice Alternative Education Program (JJAEP): In counties with populations greater than
125,000, the juvenile board must develop a JJAEP approved by the Texas Juvenile Probation Commission.
In these larger counties, students who engage in conduct requiring expulsion under Chapter 37 of the
Texas Education Code must be placed in a JJAEP.

Maintenance and Operations (M&O) Tax: A local school district property tax rate that raises revenues to
be used for any legal purpose to operate and maintain the district’'s schools.

Meritorious Budget Award (MBA): Designed by the Association of School Business Officials International
and school business management professionals to enable school business administrators to achieve a
standard of excellence in budget presentation. The program helps school systems build a solid foundation
in the skills of developing, analyzing, and presenting the budget. The Meritorious Budget Award is only
conferred to school systems that have met or exceeded the Meritorious Budget Award Program criteria.

Modified Accrual Basis of Accounting: Basis of accounting according to which (a) revenues are
recognized in the accounting period in which they become available and measurable and (b) expenditures
are recognized in the accounting period in which the fund liability is incurred, if measurable, except for
unmatured interest on general long-term debt and certain similar accrued obligations, which should be
recognized when due.

Object: A term used in connection with the classification of expenditures. The article purchased or the
service obtained, rather than the purpose for which the article or service was purchased or obtained.

Public Education Information Management System (PEIMS): A data management system that includes
information on student demographics, performance, school district budgets, teacher salaries, etc. The
information for PEIMS is transmitted from local school district to the Texas Education Agency by the
education service centers.

Public Information Act (PIA): defines public information as information collected, assembled, or
maintained under law or in connection with a governmental body’s transaction of official business. PIA
provides that public information must be made available to the public upon request during the normal
business hours of the district, unless an exception applies that allows or requires that the information not be
made public.

Rollback: A taxpayer relief mechanism that allows local voters to contravene the school board’'s M&O tax
rate if it exceeds a certain level. If the school board adopts an M&O tax rate that exceeds the rollback rate,
the district must call an election so voters can determine whether to ratify the adopted tax rate. The rollback
rate is equal to the tax rate that would provide the same local taxes and state aid per weighted average
daily attendance (WADA) as was available the previous year plus $0.04.

Target Revenue: The amount of revenue a district is determined to need by the Texas Education Agency
to operate on a basis of equity with other like districts. The target revenue is comprised of state funding and
local tax revenues (without regard to how it is achieved) to reach the target level.

Teacher Retirement System (TRS): TRS delivers retirement and related benefits authorized by law for
members and their beneficiaries.

Technology Allotment: This allotment is part of the state textbook fund and can be used to purchase
electronic textbooks or technological equipment that contributes to student learning or teacher training. The
2007-08 allotment is $30.00 per ADA.

Texas Assessment of Knowledge and Skills (TAKS): TAKS replaced the Texas Assessment or
Academic Skills (TAAS), a criterion referenced test used in Texas school for 12 years. TAKS began in
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spring 2003, with tests in reading in grades 3 through 9; language arts in grades 10 and 11; writing in
grades 4 and 7; science in grades 5,10, and 11; social studies in grades 8,10 and 11; and mathematics in
grades 3 through 11. The 11" grade exit level test assesses English Ill, Algebra |, Geometry, Biology,
Integrated Chemistry and Physics, Early American and U.S. History, World Geography, and World History.

Texas Education Agency (TEA): The administrative and regulatory unit for the Texas public education
system managed by the commissioner of education. TEA is responsible for implementing public education
policies as established by the Legislature, State Board of Education, and commissioner of education.

Wealth: In school finance, the wealth of a district is measured in taxable value or property per Weighted
Average Daily Attendance (WADA).

Weighted Average Daily Attendance: In Texas, students with special educational needs are weighted for
funding purposes to help recognize the additional costs of educating those students. Weighted programs
include special education, career and technology, bilingual, gifted and talented, and compensatory
education. A weighted student count is used to distribute funding and establish Chapter 41 thresholds.

Source: Texas Association of School Boards, A Reporter's Guide to Texas Public Education
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