HOUSE BILL REPORT
HB 2593

As Reported by House Committee On:
Education
Appropriations

Title: An act relating to school district accounting, budgeting, and reporting requirements.

Brief Description: Addressing school district accounting, budgeting, and reporting
requirements.

Sponsors. Representatives Rude, Callan and Pollet; by request of Superintendent of Public
Instruction.

Brief History:
Committee Activity:
Education: 1/26/26, 2/3/26 [DPS];
Appropriations. 2/6/26, 2/9/26 [DP2S(w/o sub ED)].

Brief Summary of Second Substitute Bill

* Requires the Office of the Superintendent of Public Instruction to place
school districts on formal financial monitoring if districts ending general
fund balances fall below defined thresholds.

HOUSE COMMITTEE ON EDUCATION

Majority Report: The substitute bill be substituted therefor and the substitute bill do pass.
Signed by 11 members. Representatives Santos, Chair; Rude, Ranking Minority Member;
Keaton, Assistant Ranking Minority Member; Callan, Donaghy, Eslick, Ortiz-Self, Pollet,
Reeves, Scott and Stonier.

Minority Report: Do not pass. Signed by 3 members: Representatives Shavers, Vice
Chair; Bergquist and Rule.

This analysis was prepared by non-partisan legislative staff for the use of legidative
membersin their deliberations. Thisanalysisis not part of the legislation nor does it
constitute a statement of legidative intent.
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Staff: Ethan Moreno (786-7386).
Background:

Among other requirements, school district budgets must be prepared, submitted, and
adopted in aformat prescribed by the Office of the Superintendent of Public Instruction
(OSPI), and in conformity with an extensive accounting manual published by the OSPI and
the Office of the State Auditor.

School district budgets, which must be adopted annually by the applicable school district
board of directors, must include various funds and subfunds for the receipt, deposit, and
authorized use of district moneys. Examplesinclude:
» agenera fund to account for all financial operations except those required to be
accounted for in adifferent fund,
 alocal revenue subfund of its general fund for the financial operations that are paid
from local revenues; and
» acapital projectsfund for major capital purposes, including major renovations and
replacements of facilities and systems.

School district funds may have restrictions that limit the permitted uses of resources within
the fund. These restrictions may be externally imposed, such as by government or creditor
requirements, or internally imposed by the district's board of directors.

Summary of Substitute Bill:

Minimum Balances for General Funds.

Each school district with 2,000 or more average annual full-time equivalent (FTE) students
must have a general fund year ending balance of no less than 6 percent of their prior year's
state apportionment. For other school districts, their general fund year ending balance must
be no less than 8 percent of their prior year's state apportionment. The required minimum
amounts—or fund balance thresholds—must be calculated by Office of the Superintendent
of Public Instruction (OSPI) for each school district for review and adoption by its board of
directors.

Formal Financial Monitoring.

Beginning in the 2027-28 school year, the OSPI must place school districts with general
fund balances that are below required minimums at the end of the year on formal financial
monitoring.

School districts placed under formal financial monitoring, beginning in the 2028-29 school
year, must submit monthly financial datato the OSPI. The data must include the following
information for each fund of the school district:

» monthly expenditures;
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monthly revenue;

end-of-month cash balance;

interfund loan activity; and

any other debt or borrowing transactions.

For each school district placed under formal financial monitoring, the OSPI must:

provide technical assistance to support the school district and avoid the imposition of
binding conditions; and

specify whether the school district has failed to meet the minimum general fund
balance threshold in the district's financial health indicators.

Substitute Bill Compared to Original Bill:

In comparison to the original bill, the substitute bill:

removes provisions requiring school districts to implement minimum general fund
bal ance requirements by the 2030-31 school year, and instead requires the Office of
the Superintendent of Public Instruction (OSPI), beginning in the 2027-28 school
year, to place school districts with general fund balances that are below required
minimum amounts at the end of the year on formal financial monitoring;

removes provisions establishing maximum allowable amounts for general fund
balances;

removes provisions establishing allowable uses of restricted fund balance resources,
including requirements for resolutions by the school district's board of directors and
fund repayment plans approved by the OSPI;

requires school districts that have been placed under formal financial monitoring to
meet specified monthly financial reporting requirements;

removes provisions authorizing the OSPI to withhold monthly apportionment
payments if a school district under formal financial monitoring fails to submit
required monthly financial data within 45 days of the end of areporting month;
requires the OSPI to provide technical assistance to each school district placed under
formal financial monitoring to support the school district and avoid the imposition of
binding conditions, and to specify in the school district's financial health indicators
whether a school district has failed to meet minimum general fund balance
requirements; and

makes nonsubstantive technical and grammar edits, such as changing "2,000 average
annual full-time equivalent students or greater” to 2,000 or more average annual full-
time equivalent students,” and permitting agency rules to be adopted by the "Office
of" the Superintendent of Public Instruction.

Appropriation: None.

Fiscal Note: Available.
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Effective Date of Substitute Bill: The bill takes effect 90 days after adjournment of the
session in which the bill is passed.

Staff Summary of Public Testimony:

(In support) The Prescott School District isfacing potential dissolution because of financial
insolvency. During the interim, lawmakers worked on ideas for preventing a growing trend
of school districts entering into binding conditions. The goal in sponsoring the bill isto
prevent these situations, which are disruptive to families and communities.

This bill sets a minimum fund balance requirement, 6 percent for large districts, and 8
percent for small districts. During the last 15 to 20 years, the Legisature has pushed some
of the state apportionment out of the regular school year and into later months. This bill
suggests that school districts should have a minimum fund balance at the beginning of the
year to help mitigate cash flow issues and ensure that they can take care of emergencies. It
al so establishes maximum balances to make sure that money provided to school districtsis
used for education purposes and not put in the bank.

(Opposed) The bill does not address the inequity of funding in our state, which isthe
primary reason school districts are facing significant financial challenges. The minimum
balance proposed in the bill is not fair, and the maximum is not workable if the school
district is saving funds for alarge project.

This bill would immediately place many school districts, especially small and rural districts,
at odds with rigid fund balance requirements. This bill further reduces flexibility and
increases cash flow risks for school districts. Local school boards are in the best position to
determine appropriate fund balances based on their unique needs and circumstances.

This bill removes a significant amount of local control from elected school boards and shifts
the authority to the state. Thisbill, with its one-size-fits-all approach and preapproval and
penalty provisions, will limit the ability of school boards to act responsibly in real-world
situations.

Financial instability is hard for students, families, and educators. While seven school
districts are currently in binding conditions, 288 are not. Instead of creating new reporting
requirements and more state management, stakehol ders recommend a more targeted
approach using the OSPI's financial indicator data to identify school districts that might
need a bit more assistance. Another option to consider is requiring school board training for
school districts showing signs of financial stress.

(Other) The mechanics of thisbill create unique challenges for certain school districts.
Some school districts maintain higher fund balances to be prepared for unexpected federal
actions, including delays of federal impact aid payments. The bill does address issues that
can come up, such as unexpected windfalls or surprise savings, and in many years would
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require school districts to reduce their fund balance because of the cap.

School districts are not facing financial stress because they are ignoring fund balances or
fiscal planning. The challenges school districts face are the result of the environment they
arein, with accelerating costs and increasing expectations. Mandating minimum and
maximum fund balances does not address the underlying systemic challenges. A more
effective approach would focus on adequately funding basic education, aligning resources
with expectations, and using existing data to provide targeted support where needed.

Persons Testifying: (In support) Representative Skyler Rude, prime sponsor; and Shawn
Lewis, Office of Superintendent of Public Instruction.

(Opposed) Julie Salvi, Washington Education Association; Eric Pickens, Port Angeles
Education Association; Jim Kowalkowski, Rural Education Center; and Ronda
Litzenberger, Washington State School Directors Association (WSSDA).

(Other) Jeff Snell, Washington Association of School Administrators; and Amber Porter,
Oak Harbor School District.

Persons Signed In To Testify But Not Testifying: None.

HOUSE COMMITTEE ON APPROPRIATIONS

Majority Report: The second substitute bill be substituted therefor and the second
substitute bill do pass and do not pass the substitute bill by Committee on Education.
Signed by 28 members:. Representatives Ormsby, Chair; Gregerson, Vice Chair; Macri,
Vice Chair; Couture, Ranking Minority Member; Connors, Assistant Ranking Minority
Member; Penner, Assistant Ranking Minority Member; Schmick, Assistant Ranking
Minority Member; Berg, Burnett, Callan, Corry, Cortes, Doglio, Dye, Fitzgibbon, Keaton,
Leavitt, Lekanoff, Manjarrez, Marshall, Peterson, Pollet, Ryu, Springer, Stonier, Street,
Thai and Valdez.

Minority Report: Without recommendation. Signed by 1 member: Representative
Bergquist.

Staff: James Mackison (786-7104).

Summary of Recommendation of Committee On Appropriations Compared to
Recommendation of Committee On Education:

The Appropriations Committee recommends.
* removing references to proposed minimum general fund balance amounts or
requirements that the Office of the Superintendent of Public Instruction (OSPI) must
calculate and that school districts must meet, and instead referring to "fund balance
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thresholds' calculated by the OSPI for school districts;

e removing aprovision requiring school districts to review, and their boards of
directors to adopt, minimum fund balance thresholds calculated by the OSPI;

* removing aprovision requiring the OSPI to cal culate school districts general fund
year ending balance thresholds based on prior year state apportionment as cal cul ated
no later than April 30;

* defining the duration of formal financial monitoring imposed upon school districts as
aone-year period, which the OSPI may extend for additional one-year increments
until the school district meets the fund balance thresholds; and

* correcting nonsubstantive grammar and technical references.

Appropriation: None.
Fiscal Note: Available.

Effective Date of Second Substitute Bill: The bill takes effect 90 days after adjournment
of the session in which the bill is passed.

Staff Summary of Public Testimony:

(In support) Establishing fund balance triggers for review strengthens fiscal accountability
in school districts. Theincreased stress and consequences of financial difficultiesin
districts fall on students and communities. Several school districts have entered binding
conditions in recent years. Binding conditions reduce local control, and recovery is more
disruptive to students and the community. Thisbill provides a proactive early warning
system to avoid financial challenges. When a district's fund balance falls below a defined
threshold, additional financial reporting and technical assistance from the OSPI are
triggered. There are currently 34 school districts below the fund balance thresholds in the
bill.

(Opposed) None.
Persons Testifying: Tyler Muench, Office of Superintendent of Public Instruction.

Persons Signed In To Testify But Not Testifying: None.
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