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California’s Unemployment Rate
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California’s Unemployment Rate vs. Other States -

3
Where We Are
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.my is doing better but not out of the woods yet



Long-Term Revenue Forecast 4

From 2013-14 through 2017-18, the Administration’s DOF forecasts moderate
growth in General Fund revenues, reflecting an improving overall economy

General Fund Revenues: Three Major Taxes*
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* Personal income tax, sales and use tax, and corporation tax




Proposition 30 Revenue Gain and Loss

(In billions)
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Proposition 30 Taxes Are Temporary

Proposition 30, approved by voters in November 2012, temporarily increased
the state sales tax and income tax rates for high-income earners to address
state revenue shortfalls stemming from the Great Recession

The higher rates boosted revenues $7.1 billion in 2013-14 and are forecast to
provide $7.4 billion in 2014-15

Unless extended by the voters, these higher taxes will expire as follows:
A The 0.25% sales tax increase expires in 2016 (i.e., the 2016-17 fiscal year)

A The personal income tax increase expires in 2018 (i.e., the 2018-19 fiscal
year)
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Local Control and Accountability Plan (LCAP) 7

2014-15 is the first year for which the Local Control and Accountability Plan
(LCAP) guides expenditures

A And the differences between district funding levels and flexibility are
dramatic

A The State Board of Education (SBE) is struggling with demands for more
flexibility on one hand and tighter restrictions on the other

A Permanent SBE requirements are still evolving, but emergency regulations
are effective for this year

For high-funded districts, about two-thirds of the new money is targeted for
improved or increased services to students

A The targeted funding can be used for across-the-board salary increases in
only very limited circumstances

A If the targeted funds are to be used for compensation, they have to be tied

.tmalctivities that “increase or improve” services to students




Major Proposition 98 Changes - Spending

The LAO’s 2014-15 General Fund revenue forecast is $2.2 billion higher than the DOF’s, but the
Governor ultimately prevailed in negotiations with the Legislature, and the State Budget is
based on the lower DOF forecast

A K-14 education could receive an additional $880 million if the LAQO’s forecast proves correct

The level of the Proposition 98 guarantee in the enacted State Budget is the same as proposed
in the Governor’s May Revision

The Legislature, however, increased 2014-15 spending above the May Revision by reducing
funding for the buy back of apportionment deferrals

Major Proposition 98 spending changes from the May Revision include:

A LCFF - $250 million above the May Revision, bringing total new funding to $4.75 billion

A K-12 mandate reimbursements - $400.5 million in one-time funds to pay prior year mandate
claims

A Career Technical Education Pathways Program - $250 million in one-time funds to support
a second cohort of competitive grants to K-12 and community college local educational

Wncies (LEAs)




“Rainy Day Fund” 9

In conjunction with the 2014-15 Budget Act, the Legislature and the Governor

agreed to place a proposition before state voters to amend the existing

Budget Stabilization Account (BSA) —“Rainy Day Fund” - enacted by

Proposition 58 under Governor Schwarzenegger

Proposition 44 would amend the existing requirements as follows effective

beginning in 2015-16:

A Reduce annual contributions to the Fund from 3% to 1.5% of General Fund
revenues

A To address revenue volatility, require contributions to the Fund equal to the
amount of capital gains revenue in excess of 8% of General Fund revenue

A Limit the Fund to 10% of General Fund revenue
A Require 50% of contributions to the Fund to be used to repay prior years’
obligations

‘Rr;;quire legislation to suspend contributions to the Fund
| 3




Proposition 98 Reserve 10

In addition to amending the state-level Rainy Day Reserve, Proposition 44
would establish a Proposition 98 Reserve (officially called the Public School
System Stabilization Account) effective beginning in 2015-16

Establishment of the reserve would not affect the calculation of the
Proposition 98 minimum guarantee

Transfers to the reserve would be based on capital gains collections and
would only occur if specified conditions are met

A The Proposition 98 Maintenance Factor as of June 30, 2014, which is
estimated at $6.6 billion, is fully repaid

A Proposition 98 funding is based on Test 1
A Full funding for enrollment growth and COLA are provided

Transfers out of the Proposition 98 Reserve would be made during years in
which the growth in the minimum funding guarantee is insufficient to fund

Wcted enrollment growth and inflationary adjustments




Cap on Local Reserves 11

In a controversial, last-minute proposal advanced by the Governor, the
Legislature adopted severe limits on LEAs’ local reserves

Senate Bill (SB) 858, the omnibus education trailer bill, requires the following:

A If a district adopts a budget with an ending fund balance in excess of the
minimum reserve specified in SBE regulations (1% to 5%, based on district
size), the district must:

Identify the minimum reserve level applicable to the district
Identify the amount in excess of the minimum
Prepare a statement that substantiates the need for the excess

A These needs could include one-time expenditures for infrastructure,
maintenance and repair, technology, contributions to unfunded
liabilities such as Other Post Employment Benefits (OPEB), or other

. needs as determined by the local board




Why Do Districts Need Adequate Reserves?

The SBE is charged with establishing minimum reserve levels — and their
recommendation is just that — the minimum

All districts need to maintain additional reserves to protect against:
Economic downturns and state-level budget cuts

Volatility in LCFF gap closure funding

Declining enroliment and loss of funding

Unplanned expenses, for example, CalSTRS cost increases
Carryover balances for schools and departments

Cash shortages

Other projected needs for additional one-time funding

Layoffs and program reductions by providing lead time to make budget
adjustments

We advocate for spending today’s dollars on today’s students
A But not at the expense of tomorrow’s students
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LCFF Revenues Present More Risk 13

LCFF funding levels have no predictable anchors in statute or in the

Constitution

A Beyond the extremely weak protection of Proposition 98, the annual LCFF
contribution is at the discretion of the state

A As a result, districts that plan and make long-term commitments based
upon state projections are at risk if those projections are revised

Just a few days ago, the state reduced its planned gap funding increase
for 2015-16 by 33%, from 30.39% to 20.68%

Districts that based expenditures on the higher amount now face budget
reductions

Our advice continues to be to hold one year’s worth of planned LCFF
increases in reserve over and above the Reserve for Economic Uncertainties
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CalSTRS Rate Increases — Schedule 14

Pre-PEPRA  Post-PEPRA
Year  Employer

The final plan has a smaller Employees  Employees
employer contribution rate 201415  8.88% 8.15% 8.15%
increase in 2014-15 and

consistent increases up to 2015-16  10.73% 9.20% 8.56%
final implementation 2016-17  12.58% 10.25% 9.205%
Once the statutory rates are  017.18  14.43% 10.25% 9.205%
achieved, CalSTRS will have

the authority to increase or 2018-19  16.28% 10.25% 9.205%
decrease the employer and 2019-20 18.13% 10.25% 9.205%
state contribution rates 2020-21  19.10% 10.25% 9.205%

A State rate increases 4.311 %over three years

A Employer rate increases from 8.25%to 19.1%over seven years
A Employee rate increases from 8%to 10.25

Impact of STRSRate Increases on SLUSD

$257,000

$764,000

2014 - 2015 2015 - 2016 2016 - 2017

$774,000



Mandated Programs — Outstanding Debt 15

The enacted State Budget provides $400.5 million in one-time funds to
reimburse K-12 LEAs for the costs of state-mandated programs

The distribution of the mandate reimbursements is on a per-ADA basis,
regardless of whether or not LEAs had prior-year claims

A The apportionment will be based on the 2013-14 P-2

The Budget trailer bill includes intent language that LEAs prioritize these
funds for implementation of the CCSS

A This is not a mandate and the funds can be used for “any one-time
purpose, as determined by the governing board”

Note: SLUSD estimated mandated dollars: $547,000




Negotiations — Then and Now

Revenue Limits LCFF
Categorical Programs Targeted Funds
® Any increase was restricted and ® Any increase used to fund LCAP
not generally available for strategies
negotiations

® Must negotiate issues within the
scope of bargaining

Base Revenue Limit Base Grant

e :
® Annual COLA always available for Alnnual mc,'.rabsle :0 base gtratl?t
negotiations always available Tor negotiations

The local school board is the sole arbiter of any “gray areas” of expenditure and the
.AP is.the board’s expression of that decision




The 45-Day Budget Revision 17

E.C. 42127 specifies the requirement that districts adopt a budget for the
following year by July 1

For districts that have elected the single budget adoption

A E.C. 42127(i)(4) states that, not later than 45 days after the Governor signs
the annual Budget Act, the district shall make available for public review
any revisions in revenues and expenditures that it has made to its budget
to reflect the funding made available by that Budget Act

The State Budget was signed on June 20, 2014
45 days falls on Monday, August 4
For districts that have elected the dual budget adoption

A E.C.42427(e) requires revisions by September 8




SSC Financial Planning Dartboard 18
Factor 2013-14 2014-15 2015-16 2016-17 2017-18 2018-19
LCFF Planning SSCLCFF SSCLCFF SSCLCFF SSCLCFF SSCLCFF SSCLCFF
Factors Simulator™ Simulator™ Simulator™ Simulator™ Simulator™ Simulator™
Statutory COLA 1.56% 0.85% 2.10% 2.30% 2.50% 2.60%
California

Consumer Price 1.50% 2.40% 2.60% 2.70% 2.70% 2.60%
Index

UOIEE 2.70% 2.80% 3.20% 3.30% 3.40% 3.30%
Treasuries

CalPERS Rates 11.442% 11.771% 12.60% 15.00% 16.60% 18.20%
CalSTRS Rates 8.25% 8.88% 10.73% 12.58% 14.43% 16.28%
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LEARNING

TO MAKE A DIFFERENCE

Questions?




