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C384L 25
Synopsis as Enacted

Brief Description: Providing temporary interfund loans for school districts.

Sponsors. Senate Committee on Early Learning & K-12 Education (originally sponsored by
Senators Robinson, Chapman, Nobles and Saldafia).

Senate Committee on Early Learning & K-12 Education
House Committee on Education

Background: Binding Conditions and Enhanced Financial Oversight. Binding Conditions.
School districts must annually prepare and submit a balanced budget to the Office of the
Superintendent of Public Instruction (OSPI) in which expected expenditures do not exceed
expected revenues. If a school district is not able to submit a balanced budget, the school
board may deliver a petition to OSPlI requesting permission to include receivables
collectible in future years in order to balance the budget. If such permission is granted, it
must contain binding conditions designed to improve the district's financial condition.
Binding conditions typically take the form of benchmarks the district must achieve through
actions that are locally determined by the school board, such as reaching a certain general

fund balance by a defined date.

Enhanced Financial Oversight. If a school district has been on binding conditions for two
consecutive years and is unable to prepare a satisfactory financia plan, or is reasonably
foreseeable and likely to have a deficit general fund balance within three years and is unable
to prepare a satisfactory financial plan, the school district is considered financialy
insolvent. In these circumstances, afinancia oversight committee must review the financial
condition of the school district and recommend either enhanced financial oversight or
dissolution of the district. Enhanced financial oversight may include, but is not limited to,
appointing a specia administrator, approving or limiting hiring and personnel actions,
approving or limiting a district's authority to enter into contracts, and liquidating or

disposing of fixed assets and contractual liabilities.

Interfund L oans. State rule alows temporary interfund loans between school district funds,
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with the requirement that the loan be completely liquidated in less than one year. Interfund
loans are allowable from a district's general fund and capital projects fund, and may be
received by a district's general fund, capital projects fund, transportation vehicle fund, or
debt service fund. Interest must be paid by the borrowing fund to the loaning fund at a rate
that is not less than the current warrant interest rate in the county in which the school
district is located. Loans may not be made to the detriment of any function or project for
which afund was established.

The board of directors of a school district must adopt a resolution before any interfund loan
may take place. The resolution must contain the amount of the loan, the funds involved, the
specific source of funds for repayment, the schedule for repayment, and the interest rate.
School district financial reports must specify all outstanding interfund loans and all interest
charges involved with those loans.

Under state law, the proceeds of an interfund loan may not be used to balance the budget of
the borrowing fund, except in fiscal year 2024 when loans could be used to address budget
destabilization in the aftermath of the COVID-19 pandemic.

Summary: Interfund Loans. A school district that is in binding conditions or under
enhanced financial oversight may take a temporary interfund loan from its capital projects
fund, subject to the following conditions:
* the borrowing fund must repay the full loan amount within one calendar year;
* theloaning fund may not charge interest on the loan;
* the loan may not be made to the detriment of any function or project for which the
loaning fund was established; and
 the school district's financial reports must specify all outstanding interfund loan
balances.

The board of directors of a qualifying school district must adopt a resolution to approve a
temporary interfund loan transaction. The resolution must specify the amount of the loan,
the funds involved, the source of funds for repayment, and the schedule for repayment. If a
school district is under enhanced financial oversight then the transaction must additionally
be approved by the appointed special administrator.

Proceeds from these interfund loans may be used to balance the budget of the borrowing
funds, and an exception is added to state law to allow loans for this purpose.

OSPI is directed to adopt rules necessary to implement this new authority.

Financia Oversight Committee. Enhanced financial oversight may include directing the
sale of real property or assets of the school district and the deposit of sale proceeds into a
fund selected by the financial oversight committee.

The board of directors of a school district may sell district real property when authorized by
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afinancial oversight committee, and the proceeds may be deposited into a fund selected by
the financial oversight committee.

Office of the Superintendent of Public Instruction Authorization. The board of directors of a
school district in binding conditions may request authorization from OSPI to sell district
real property. OSPI may grant the authorization if the school district demonstrates that the
sale is necessary to restore financial stability and prevent adverse impacts to student
learning. The school district must also demonstrate that the proceeds of the sale will only be
used to alleviate or conclude the financial burdens that caused the district to enter binding
conditions, or for the purposes of atemporary interfund loan.

OSPI must adopt rules to implement this new authority, including rules that prohibit a
school district from receiving an authorization to sell real property more than once in a ten-
year period.

This new authorization does not exempt school districts from complying with applicable
requirements related to selling real property acquired through condemnation.

Votes on Final Passage:
Senate 30 19
House 60 36 (Houseamended)
Senate 29 20 (Senateconcurred)

Effective: July 27, 2025
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