THE ScHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
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Emergency Manager
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Nick A Khouri Brian J. Whiston
State Treasurer State Superintendent of Education
Michigan Department of Treasury Michigan Department of Education
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Lansing, MI 48909
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State Senator State Representative
PO Box 30036 P.0.Box 30014

Lansing, Michigan 48909 Lansing, MI 48909-7514

RE: Quarterly Report Regarding Financial Condition
Dear Distinguished Stakeholdexs:

Enclosed for your review and consideration is my Quarterly Report regarding the financial condition of -fhe
School District of the City of Highland Park (the “District”), that I’m submitting in accordance with Section
9(5) of Public Act 436 02012, as amended (“PA. 4367).

This report includes a current (unaudited) cashflow historical statement and proj ection g“Cash Flow™) for
this fiscal year ending June 30, 2017, and 2 statement of the debt obligations of the D1s1nc.t. These are two
of the important financial indicators for the District and our efforts to understand its ﬁnanc_1al pealth. Bas_ed
on review of those statements, this report summarizes the current assessment of the District’s financial
condition based on: (1) current cash position, (2) debt obligations and (3) the challenges that need be
addressed to retun the District to financial stability.

Overview
Cash Flow

The District’s goal has been to balance cash to properly manage fimds for necessary op.eraﬁonal costs and
debt service payments. The attached cash flow statement shows the movement of cash in the general fumd.
Below are highlights and challenges to managing cash at the District.



Baltznce_ of District Operations (annual operating cash surplus) — As a result of decisions and
cost cutting measures implemented since 2012, the District’s annual expenditures for operations no
longer exceed annual revenues. For fiscal year ending Fune 30, 2017, the District projects a cash
suplus after operating costs of approximately.$823,000.

Unfunded Debt Obligations results in sustained structural deficit— Scheduled annual debt service

payments, if made, would result in a general fimd cash deficit for the fiscal year. The District
currently projects making payments on approximately $1,688,000 in outstanding debt this fiscal
year ending June 30, 2017. If all payments are made, the District’s general fund cash balance
decreases approximately $254,000 this fiscal year. This estimate does not take into consideration
outstanding ORS payments, which have been deferred to date.

Accuracy of Historical Data — The District is in the process of reconciling historical account data
to accelerate completion of the District’s outstanding Certified Audited Financial Statements (the
“Audits™) for fiscal years ended 2015 and 2016. Subject to completion of those andits, certain
assumptions were made regarding historical data.

Status of Fund Balance — As of the end of the 3rd quarter of this fiscal year, the District hasn’t
completed the outstanding Audits for fiscal years ended June 30, 2015 and 2016. With financial
support from the Michigan Department of Treasury (“Treasury™), the District has engaged the
certified public accounting firm, The Clairmount Group, PLC, to complete a forensic reconciliation
of the District’s accounts and fund balances. By investing the resources to reconcile all accounts,
the District has the ability now to expedite completion of the outstanding prior year audits. The
District’s independent auditing firm, Yeo & Yeo, expects to have outstanding prior year Audits
completed before June 30 of this year.

The benefits of investing these resources now are: (1) the District will then be cumrent on all
statutorily required audits, (2) would be prepared to finalize and approve its'budget for fiscal year
2017-18, and (3) will be in position to start preparing the Audit for this fiscal year 2016-17 that
will be due in November 2017.

Debt Service Statements

" The attached debt service documents show the District’s obligations as of March 31, ._'20 17. ']_.“he _Emergency
Mamager is working with the District’s debtors to reduce the amount of the outstanding obligations.

Other Highlights

Over the past six (6) months the District has taken the following actions to begin the process towards the
optimal goal of becoming solvent:

Secured a no cost settlement with Robert Davis for dismissal of all claims against the District,
resulting in elimination of approximately $240,000 in anmual legal expenses.

Assessed the current operations of the District with the goal of reducing the number of non-qp@tical
administrative staffing hours and staffing costs. Eliminated additional bookkeeper staff position.

Reduced the District’s budgeted annual labor costs by employing all District contract employees
through 2 new staffing company charging 50% lower comxmission rates.

2



* Initiated negotiations with unsecured creditors (vendors, utility providers) with the possibility that
the Emergency Manager may impose reductions on unsecured amounts by authority of Public Act
436. '

* Undertaken review of all settlement options for ORS and UIA obligations.

* Replaced the District’s bookkeeping and accounting staff with a contract for onsite accounting and
back office and bookkeeping support from CPA. firm, The Clairmount Group. We expect this
change will result in greater bookkeeping integrity and efficiency, better compliance, lower
administrative costs, and ultimately more accurate and current financial Information that will help
us negotiate and make informed decisions to address the debt obligations that remain for the District
before my term expires.

Respectfully submitted,

L A L
Kevin A_ Smith

Emergency Manager

Enclosures

cc: Eric Scorsone, Senior Deputy State Treasurer
Paul Conmors, Director, Office, of School Review and Fiscal Accountability
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