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Redbook 2013 FAQ Update

The following questions will be updated in the next iteration of the “Redbook 2013 Edition - Frequently Asked Questions” document posted on the KDE website at http://education.ky.gov/districts/finrept/pages/accounting-procedures-for-school-activity-funds.aspx .
The FAQs will be updated throughout the year so check back often for additional information as new questions are addressed.  

EXPENDITURES:

20.)  Can school activity funds be used to reimburse the district for costs incurred in transporting students to a student group activity?
The Redbook specifically allows school activity funds to be used to pay the travel expenses and meals consumed by the student members during an official school trip therefore reimbursement of transportation costs incurred would be allowable.  When district-owned buses are utilized, many districts use a per mile rate to determine the cost of the trip.   The rate charged to student groups for transportation should include only the cost of fuel.  The proportionate share of the driver’s salary/benefits for the time spent on the student group’s activity may also be charged to the student group.  No maintenance costs or depreciation of the buses should be included in the rate.  Maintaining a bus used in the operations of the district is an operating cost.  

Previously, the Redbook stated:  “School activity funds shall not be used to pay for basic routine operating expenses, renovations, or maintenance of school facilities and buildings.”  Consistent with that concept, the revised 2013 Redbook states: “Fundraising activities are to benefit students, so fundraisers to cover staff payroll and other operating costs are not permitted.”  (See item #5 under “Fundraising” on page 7.)  

Item # 3 under “Disallowed Expenditures” on page 17 of the Redbook states that school activity funds shall not be expended for “renovation or maintenance of school facilities or buildings”.   The list of disallowed expenditures is not an all-inclusive list but merely some examples of the types of expenditures for which school activity funds shall not be used.  Maintenance is an operating expenditure whether it is maintenance on buildings, grounds, equipment or vehicles used in the operations of the school district.  None of these would be permitted to be paid with school activity funds.

“Basic routine operating expenses” or “operating costs” include many things.  NCES defines “operating” as: “Operating transactions are incurred in the course of the operating activities of the institution.” Anything needed to operate the school district’s regular activities are disallowed under the Redbook and that premise has been applied to all the FAQs throughout this document.  Operating costs include textbooks, copier lease payments, and instructional supplies.  School activity funds may be used to pay for these items only if they are used solely and specifically by the group raising the funds (examples: textbooks specifically used by the academic team to prepare for competition).   

As discussed in FAQ #3 below under “Receipts”, some district activity funds have been deposited at the school level that were not required to be there resulting in funds other than those raised by students existing in the school activity fund bank balance. In many cases the budgetary issue created by this prohibition on school activity funds can be resolved by depositing funds in the appropriate place – if gate receipts, a district activity fund, are deposited at the district level then they may be used to pay for the entire cost of using a bus, including the maintenance component.  Conversely, if the school district chooses to deposit gate receipts into the school activity fund bank account, the district is willfully limiting the use of the funds and must comply with the Redbook.  See FAQ #3 under “Receipts” immediately following this section for more information regarding the difference between school activity funds and district funds.

RECEIPTS:
3.) What funds must be deposited into the school activity fund?
The school activity fund consists of funds deposited into the school activity fund bank account which could include district activity funds in addition to student activity funds.  
All funds derived from fundraising activities and fees sponsored under the auspices of the school by student clubs or student organizations are defined as student activity funds and must be deposited in the school activity fund bank account.  The school activity fund is reported on the district financial statements as a fiduciary fund because the expenditure of these funds is directed by student groups, not the local board of education.  
Examples of revenues that are student activity funds and therefore must be deposited in the school activity fund bank account include: fees collected and expended by student groups (band, FFA, photography club); fundraising activities for student groups.  (See item #1 under “Fundraising” on page 7 of the Redbook.)
	Examples of Student Activity Funds

	Art Club
	Drama Club

	Auto Club
	Foreign Language Club

	Cheerleaders Club
	Journalism Club

	Chorus Club
	Marching Band

	Class of 2xxx
	National Honor Society

	Fall Festival
	Pep Club

	Mrs. Smith’s 3rd Grade Class
	Photography Club

	Debate Club
	Student Council


 
 
District activity funds are used to support co-curricular and extra-curricular activities but are not raised and expended by student groups.  Historically, some district activity funds have been deposited into the school activity bank account for convenience or other reasons.  If district activity funds are deposited in the school activity fund bank account they become part of the school activity fund and are therefore subject to the Redbook requirements.  District activity funds deposited into the district bank account are not subject to the Redbook and may be expended with more flexibility than the school activity funds but must meet the “educational purpose” standard for all district expenditures.  Examples of district activity funds include: fees that are not expended by student groups (locker fees, textbook fees); fundraising activities sponsored by the district for general purposes instead of student group activities; advertising revenue.  If these funds are deposited into the school activity fund bank account, the school/district is willfully choosing to limit the use of the funds by identifying them as school activity funds which can be expended only for nonoperational costs with direct benefit to students at the school.
	Examples of District Activity Funds

	Athletics
	Music Concerts 

	Band Uniforms
	School Plays

	Book Fair
	Special Field Trips

	Lab, Locker, Parking Fees
	Picture Sales


 
Instead of depositing these funds into the school activity fund bank account, district activity funds may be deposited in the district bank account.  If so, they may be accounted for in either the general fund or the special revenue fund.  Generally accepted accounting principles allow a special revenue fund to be used for “the proceeds of specific revenue sources that are restricted or committed to expenditure for specified purposes other than debt service or capital projects” (National Committee on Governmental Accounting Interpretation 9).   Whether in the general or the special revenue fund, a unique project code in the range of 7XXX should be assigned to each activity to allow documentation of board- imposed restrictions on the expenditure of the funds, to prevent commingling with other funding sources, and to fulfill reporting requirements (such as Title IX).  
Another reason to account for district activity funds at the district level instead of depositing them in the school activity fund bank account is to accurately report per pupil expenditures. Expenditures made from the school activity fund bank account are not included in the school, district, or state per pupil expenditure figures published annually.  By understating the per pupil amounts, readers believe less is being spent on our students than is actually occurring.  The gap between the SEEK funding per pupil and the per pupil expenditures is also understated.  
 
If district activity funds are deposited at the district level in the future, cash flow of the remaining funds in the school activity fund bank account should be carefully monitored to ensure solvency.
(See also the National Center for Education Statistics guidelines regarding student and district activity funds at http://nces.ed.gov/pubs2004/h2r2/ch_8.asp .)
Some revenues associated with the schools are required to be deposited at the district level: day care fees; adult education fees; grants; tuition fees; and donations unless the local board has adopted a policy allowing donations to be accounted for at the school level.  (See item #15 under “Receipts, General Guidelines” on page 6 of the Redbook.)
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