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Realignment Exercise (See Note)

Following the California Department of Education’s (CDE) guidance, the District initiated a
realignment exercise to address the negative fiscal impact brought about by the CDE decision
regarding proportionality.

Per CDE guidance, the realignment exercise reviewed prior year programs that may qualify as
Supplemental and Concentration (S&C) expenditures as well as existing and new programs that
were and can be redesigned to better serve targeted student populations. If approved, this
realignment process (incorporated in the fiscal plan) will enable the District’s estimated ending
balance to revert back to pre-CDE decision levels.

Please note that the realignment exercise will go through the LCAP update process which
involves stakeholder inputs and subsequent board approval.

(Dollars in Millions) 2016-17 2017-18 2018-19
Revised Ending Balance @ First Interim, after
Realignment Exercise (Pre-CDE decision level) $529.9 $280.0 ($252.0)

Fiscal Stabilization Plan

With inclusion of the results of the realignment exercise, the District is projected to have a
positive ending balance for 2017-18 but will still have a remaining $252.0 million deficit in
2018-19. In accordance with LACOE requirements, the District must submit a fiscal stabilization
plan. If approved, the realignment exercise and the proposed fiscal stabilization plan will allow
the District to address this deficit.

Proposition 55 (Proposition 30 Extension) Income Tax Increase Initiative

Proactively and preemptively addressing the deficit for 2018-19 will allow the District to use the
Proposition 55 revenue for instructional program support, expansions, and enhancements.
Assuming the current economic conditions hold and Proposition 55 revenues are incorporated
into the existing LCFF funding model, the District is estimated to receive an additional $120
million in 2018-19. Board-approved initiatives, such as the proposed instructional calendar
change and/or expanding magnet and dual language programs, could be funded using this
additional revenue.

Each of these steps is essential in stabilizing the District’s fiscal condition to ensure
sustainability, protecting school site resources, and enhancing instructional programs. The
District also continues to closely monitor other fiscal concerns such as changes in pension rates,
possible revision of the state’s Special Education funding formula, and developments in federal
education funding.

If you have any questions, please contact Megan Reilly at (213) 241-7888 or Luis Buendia at
(213) 241-2737.

c: Michelle King Jefferson Crain John Walsh
Dave Holmquist Frances Gipson Luis Buendia
Thelma Melendez de Santa Ana Nicole Elam-Ellis Cheryl Simpson
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Appendix | - Variances from Current Modified to First Interim

Table 1
Summary of 2016-17 General Fund Revenue
(inmillions)
Unrestricted Restricted

First Current Modified  Variance First Current Modified ~ Variance

Interim Budget (CMB) 1P w.CMB Interim Budget (CMB) 1P . CMB
LCFF Sources $5,44520 $ 543440 $ 10.80 $ - $ - $ -
Federal Revenues 8.20 8.20 - 613.10 723.20 (110.10)
Other State Revenues 204.10 202.60 1.50 799.40 806.50 (7.10)
Other Local Revenues 118.10 108.30 9.80 8.40 14.10 (5.70)
Total Revenues $5,775.60 $ 5,75350 $ 22.10 $1,420.90 $ 1,543.80 $(122.90)

Revenues

General Fund — Unrestricted revenue projections are higher than the Modified Budget
by a net amount of $22.1 million. This variance is due to a higher Local Control
Funding Formula (“LCFF”) entitlement of $10.8 million which pertains to a higher
than projected average daily attendance (“ADA”). Lottery revenue is also higher by
$2.0 million due to increased rates. In addition, Other Local Revenues are projected
to increase mainly due to charter school service fee revenue of $4.6 million and
interest income of $2.4 million.

General Fund — Restricted revenues are primarily categorical programs that may only
be recognized when expenditures are incurred. The projected First Interim Revenue
is lower than the Modified Budget by $122.9 million.
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Table 2
Summary of 2016-17 General Fund Expenditures
(in millions)
Unrestricted Restricted
First Current Modified  Variance First Current Modified  Variance
Interim Budget (CMB) 1P w.CMB Interim Budget (CMB) 1P . CMB
Certificated Salaries $2,076.10 $ 2,140.10 $ (64.00) $ 83780 $ 80880 $ 29.00
Classified Salaries 584.10 582.10 $2.00 395.00 417.10 (22.10)
Employee Benefits 1,127.00 1,196.10 ($69.10) 769.40 752.90 16.50
Books & Supplies 283.60 369.60 ($86.00) 125,50 283.30 (157.80)
Services & Operating Expense 400.00 431.60 ($31.60) 423.50 395.00 28.50
Capital Outlay 8.50 11.10 ($2.60) 21.60 11.00 10.60
Other Outgo 8.50 8.50 $0.00 - - -
Total Expenditures $4,487.80 $ 4,739.10 $(251.30) $2,572.80 $ 2,668.10 $ (95.30)

Expenditures

General Fund - Unrestricted expenditures in First Interim is lower by a net amount
of $251.3 million in comparison to the Modified Budget. The projected decreases
are primarily in the General Fund School Program and Targeted Student Population
Programs. These are carryover accounts for which expenditures will be recognized
when the costs are incurred. Other variances include:

= Lower projected expenditures in salaries such as contract pool teachers
($14.0 million) and Regional Occupational Programs-ROP ($2.0 million).

» Lower STRS contributions ($10.5 million) and lower workers’
compensation contributions ($5.0 million) resulting from lower projected
salaries.

= Lower Health and Welfare contributions from the General Fund ($43.2
million) due to increased Employer Group Waiver Plan (EGWP) revenues
and lower retiree count.

= Lower telephone costs due to lower rates ($13.0 million).

General Fund — Restricted funds expenditures in First Interim are projected to be
lower than Modified Budget by $95.3 million. The underspending is offset by
increase in carryover balances that will be recognized as revenues when
expenditures are incurred.
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Table 3
Summary of 2016-17 General Fund Other Financing Sources/Uses/Indirect Cost

(in millions)
Unrestricted Restricted
First Current Modified ~ Variance First Current Modified  Variance
Interim Budget (CMB) 1P \w.CMB Interim Budget (CMB) 1P w.CMB
IndirectCost $ 8620 $ 9060 $ (4.40) $ (65.90) $ (68.90) $ 3.00
Transfers In 25.10 25.10 - - - =
Other Sources 1.90 - 1.90 -
113.20 115.70 (2.50) (65.90) (68.90) 3.00
Transfer Out (82.30) (87.10) 4.80 - - -

Contribution ~ (1,185.40)  (1,158.10)  (27.30)  1,185.40  1,158.10  27.30

(1,267.70)  (1,245.20)  (22.50)  1,185.40 1,158.10  27.30

Net $(1,154.50) $(1,129.50) $ (25.00) $1,11950 $ 1,089.20 $ 30.30

e Net Contributions/Transfers' - The General Fund contribution to restricted programs
is higher by $27.3 million compared to the Modified Budget projections. The increase
is attributable to the Special Ed program, based on improved filling of vacant positions,
and increased expenditures for due process and non-public services. The interfund
transfer is lower to the Cafeteria Fund ($4.7 million), primarily due to lower food costs
than initially projected.

! Contributions represent amounts contributed within the General Fund when expenditures incurred for a given restricted
resource (e.g., Special Ed program) exceed the amount available for expenditure. Transfers are inflows/outflows of moneys
between funds (e.g. Cafeteria Fund) for various purposes including support for program activities.
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Table 4
Summary of 2016-17 General Fund Ending Balance
(inmillions)
Unrestricted Restricted
First Current Modified Variance First Current Modified Variance
Interim Budget (CMB) 1P . CMB Interim Budget (CMB) 1P w.CMB
Nonspendable $ 3110 $ 3110 $ - $ - $ - $ -
Restricted - 150.30 147.70 2.60
Assigned 877.60 683.90 193.70 -
Unassigned-Reserve for
Economic Uncertainties 73.40 73.40 - =
Unassigned/Unappropriated 267.10 212.40 54.70 =
2016-17 Ending Balance $1,249.20 $ 1,000.80 $248.40 $150.30 $ 14770 $ 2.60

Ending Balance

e Unassigned/Unappropriated - the unassigned/unappropriated ending balance in First
Interim compared to the Current Modified Budget projection is higher by $54.7 million.
In addition, there is an increase in unassigned/unappropriated ending balance of $48.3
million between Unaudited Actuals to Modified Budget, for a total of $103 million
which has been factored in future years.

e Assigned Ending Balance The projected assigned ending balance increased by $ 193.7
million. These account balances remain available to schools and offices for future use.
Carryover accounts include school donation accounts, General Fund School Program,
Targeted Student Population Program, English Learners, school determined needs
funds, and funds reserved for fire damage.
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APPENDIX Il - CHANGES IN 2017-18 AND 2018-19 UNRESTRICTED GENERAL
FUND (OUT-YEAR BUDGET PROJECTIONSYS)

First Interim before Realignment Exercise and Fiscal Stabilization Plan

The chart below provides an update of the multi-year projection using data from First Interim:

(Dollars in Millions) 2016-17 | 2017-18 | 2018-19 | ~ Cumulative
Balance

Estimated Ending Balance @ Year-End

(September) $164.1 | ($716.1) (827.1) ($1,379.1)

&Tg\:\i?ﬁs from Year-End to First $103.0 $78| ($189.8) ($79.0)

II\rI]?:r-i(;TL:mulatlve balance @ First ($708.3) | ($1,016.9) ($1.458.1)

Revised Ending Balance Prior to

Realignment $267.1 | ($441.2) | ($1,458.1)

New and/or additional expenditure and revenue information resulted in ending balances of
negative $441.2 million (-$708.3+267.1) in 2017-18 and negative $1,458.1 million in 2018-19.

Changes in Revenue - Revenues are estimated to increase by $8.7 million in 2017-18
and decrease by $9.7 million in 2018-19. The increases are mainly due to an adjustment
in estimated ADA for the two out-years based on 2016-17 Norm Day Enrollment data
and a change in lottery rate from $140 per ADA to $144 per ADA.

Changes in Expenditures and Contributions —Net increases in estimated expenditures
and contributions of $0.9 million in 2017-18 and $180.1 million in 2018-19 are projected
to change the estimated ending balance. Some of these changes are accounted for as
follows:

o Decrease in Health and Welfare contribution of $15.9 million in 2017-18 is

mainly due to higher estimate of EGWP reimbursement. Increase of $19.1 million
in 2018-19 is due to a change in the number assumed for retirees. Other Post-
Employment Benefits (OPEB) contribution of $151.9 million was also reflected
in 2018-19.

Increase in textbook adoption requirements of $39.8 million in 2017-18 and $30.7
million in 2018-19 was projected. Adoptions are for Grades 9-12 textbooks for
History, Social Studies, World Languages, Advanced Placements (AP) and Math
for school year 2018-19, as well as textbooks for Grades 9-12 Science and
Elementary History/Social Studies for school year 2019-20.

This expenditure increase is partially offset by increase in restricted lottery
revenues of $2.0 million in 2017-18 and 2018-19 (from $41 per ADA to $45 per
ADA).
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Lower utilities and other operating cost of $14.9 million in 2017-18 and $27.0
million in 2018-19 are mostly attributable to lower utility rate increase than earlier
assumed and completion of Proposition 39 related energy efficiency projects.

Lower telephone expenditure of $15.2 million in 2017-18 and $15.9 million in
2018-19 is due to a 60% drop in the negotiated rates.

Increase in software and hardware maintenance of $7.7 million and $10.4 million
is projected in 2017-18 and 2018-19 respectively.

Decrease of contribution to Cafeteria program by $20.7 million in 2017-18 and
$5.6 million in 2018-19 is due to operational efficiencies that lowered food cost.
There are offsetting increases in Special Education Program support of $14.9
million in 2017-18 and $13.8 million in 2018-19 due to an increase in non-public
services and due process costs. Ongoing & Major Maintenance (RRGM)
contribution also increased by $2.3 million in 2017-18 and $0.8 million in 2018-
19.

Change in the District’s indirect cost rate from 4.01% to 3.15% in 2018-19

resulted in a lower recovery of $4.2 million.

Realignment Exercise

The chart below provides an update of the First Interim multi-year projections after the

realignment exercise:

(Dollars in Millions) 2016-17 | 2017-18 | 2018-19 | Cumulative
Balance

ﬁﬁ;’:f;d Ending Balance @ First $267.1 | ($441.2) | ($1,458.1) ($1,458.1)

Change Due to Realignment Exercise* $262.7 | $458.4 $484.9 $1,206.0

Revised Ending Balance after

Realignment $529.9 | $280.0 | ($252.0) ($252.0)

*Includes decreases in 3% RRGM and 1% Reserve for Economic Uncertainty (REU) requirements, and

Affiliated Charter Schools proportionality.

Realignment of existing expenditures resulted in ending balances of positive $280.0 million

(-$441.2+ $262.7+$458.4) in 2017-18 and negative $252.0 million in 2018-19.

The realignment exercise reviewed prior year programs that may qualify as Supplemental and
Concentration (S&C) expenditures as well as existing and new programs that were and can be

redesigned to better serve targeted student populations.

e Per CDE’s guidance, the District re-identified $347.5 million of prior year (2015-16)
expenditures that qualify as Supplemental and Concentration (S&C) expenditures, which
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resulted in a decrease in proportionality requirements. These include teachers’ salary

increase and early education support.

e Newly redesigned programs that serve targeted student population in 2016-17 of $55.2

million are also counted as Supplemental & Concentration expenditures.

e An additional $64.5 million in 2017-18 and $9.1 million in 2018-19 existing programs
are scheduled to be realigned or redesigned to better serve targeted student population

needs.

e The above-mentioned expenditure changes will lower the requirement for affiliated
charter schools proportionality and statutory requirements for RRGM and Reserve for

Economic Uncertainties (REU).

Fiscal Stabilization Plan

It is important to note that after the realignment exercise, the District’s estimated ending balance
reverts back to the pre-CDE decision levels. The District will still need a fiscal stabilization plan
to address the remaining 2018-19 deficit of -$252.0 million. The proposed fiscal stabilization

plan is as follows:

(Dollars in Millions) 2016-17 | 2017-18 | 2018-19 Total
Revised Cumulative Ending Balance at First Interim after Realignment ($252.0)
Fiscal Stabilization Items:

Central Office Reduction and

Central Office Clerical Reduction

Allocated to Schools Sites ($4.1) ($4.1) ($8.2)
Resolution of Disproportionality Issue $20.0 $20.0 $20.0 $60.0
Shifting of Telecom Maintenance

Funding $4.2 $4.2 $4.2 $12.6
Change in RRGM Funding $5.0 $5.0 $5.0 $15.0
Total Fiscal Stabilization Items $29.2 | $105.1 $105.1 $252.3
Revised Cumulative Ending Balance after Fiscal Stabilization Plan $0.3

Proposition 55 (Prop 55) Income Tax Increase Initiative

Addressing the deficit for 2018-19 will allow the District to use additional Prop 55 revenue for
the expansion of instructional programs. Assuming that the current economic condition holds
and Prop 55 revenues are incorporated into the LCFF funding, the District is estimated to receive
an additional $120 million in 2018-19. This additional revenue could be used to fund some of

the Board-approved initiatives.
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(Dollars in Millions) 2016-17 | 2017-18 | 2018-19 Total
Estimated Increase to LCFF due to Prop 55 $120.0
Potential Program Use:

Proposed Calendar Change $42.0 $42.0
Magnet Expansion $22.0 $46.0 $68.0
Dual Language Expansion $10.0 $10.0
Total Potential Program Use $120.0
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