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Deficit Rules & Legislation

State School Aid Act
Section 102
ÈMCL 388.1702 ïcannot 

adopt a deficit budget 

Local Government And

School District Fiscal 

Accountability Act

Public Act 4

ÈEnrolled house bill 
No. 4214

Uniform Budgeting and 
Accounting Act

ÈMCL 141.436 ïcannot 
adopt a negative 
budget 

ÈMCL 141.438 ïcannot 
spend greater than 
budget

ÈMCL 141.439 ïcannot 
authorize expenditure 
not in the budget
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State School Aid Act
Section 102

ÈMCL 388.1702 

A district or intermediate district receiving money 
under this act shall not adopt or operate under a 
deficit budget, and shall not incur an operating deficit 
in a fund during a school fiscal year. A district having 
an existing deficit or which incurs a deficit shall not 
be allotted or paid a further sum under this act 
until the district submits to the department for 
approval a budget for the current fiscal year and a 
plan to eliminate the deficit not later than the end of 
the second fiscal year after the deficit was incurred. 
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State School Aid Act

Section 102 of the State School Aid Act (MCL 
388.1702) states that a deficit is to be eliminated 
"not later than the end of the second school fiscal 
year after the deficit was incurred." However, it also 
grants the superintendent of public instruction the 
authority to extend this time period if the district is 
unable to comply. If you would like to use this form 
to extend your Deficit Elimination Plan beyond 2 
years, please submit a written request that states the 
extenuating circumstances that cause the district to 
require additional time. Please be aware that plans 
that extend beyond two years are subject to 
increased scrutiny by the department.
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48
(Not Including Bedford)

Michigan Public Schools with Deficits for 
Fiscal Year Ending June 30, 2011 and 

Projections for Fiscal Year 2012
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MDE Responsibility on Deficit Districts

ÈMDE does not make decisions related 
to the actual expenditures or programs 
that a district experiencing a deficit will 
cut to achieve the positive fund 
balance.  Those decisions remain the 
responsibility of the local school board 
and administration.

6



ÈEstablishing Deficit Elimination Plan 
procedures and forms used to monitor 
districts that encounter a deficit fund 
balance

ÈDetermining which districts are in a 
deficit condition

ÈCollecting, analyzing and determining if 
a Deficit Elimination Plan is reasonable

MDE Responsibility on Deficit Districts
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ÈMonitoring a districtôs adherence to a 
Deficit Elimination Plan by reviewing 
budgetary control reports

ÈEnforcing penalties on districts that fail 
to comply with laws related to its 
fiduciary responsibility

ÈReporting to the Legislature the status 
of districts with deficit fund balances 

MDE Responsibility on Deficit Districts
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Local Government Fiscal Responsibility Act

ÈUsed as a last resort

ÈLists triggers that can result in the 
determination of serious financial problem

ÈThe State Superintendent notifies the 
Governor and the State Board

ÈThe Governor appoints a Review Team

ÈThe Review Team has 30 days to report
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Local Government Fiscal Responsibility Act

ÈFollowing the Review Teamôs report the 
State Superintendent makes final 
determination

ÈCan result in the appointment of a 
Financial Manager at the districtôs expense
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1. A district that fails to meet the MDE deadline 
for submission of a DEP, or

2. A district that meets the deadline for 
submission of the DEP but the plan is 
unapprovable or

3. A district that, after having its DEP approved, 
fails to submit monthly Budgetary Control 
Reports.

Withholding Of Future State School Aid 
Payments
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