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Significant Changes since First Interim
Governor’s Budget Proposal

On January 9, 2014 Governor Brown’s administration released its 2014-15 budget
proposal, which includes significant increases in Proposition 98 funding levels for 2012-
13, 2013-14, and 2014-15 relative to the funding contained in the 2013-14 Adopted
Budget. Highlights of the proposed uses of these new resources in K-12 education for
2014-15 are as follows:

e K-12 Interyear Deferral Funding — Provides for the elimination of all
remaining interyear deferrals by the end of 2014-15.

e School District and Charter Local Control Funding Formula (LCFF)
Funding — Provides an increase of approximately $4.5 billion for
continued implementation of LCFF for school districts and charter schools
in 2014-15 (a 10.9% overall or total increase). This increase also reflects
an adjustment to LCFF funding targets through the application of a 0.86%
cost of living adjustment.

e County Office of Education LCFF Funding — Provides an increase of
$25.9 million for continued implementation of LCFF to county offices of
education in 2014-15.

e Charter School Growth — Provides an increase of $74.3 million to
support projected charter school average daily attendance (ADA) growth.

e Cost of Living Adjustment for Categorical Programs - Provides $33.3
million to support an 0.86% cost of living adjustment for categorical
programs that remain outside the LCFF, including Special Education,
Child Nutrition, American Indian Education Centers, and the American
Indian Early Childhood Education Program.

e Emergency Repair Program — Provides an increase of $188.1 million in
one-time Proposition 98 General Fund resources to meet the Williams
Emergency Repair Program obligations.

More detail on how these proposals will impact district LCFF revenue calculations,
multi-year projections (MYPs), and cash flow projections are contained in subsequent
sections.

The Governor also proposes reforms including:

¢ Rainy-Day Fund — An enhanced rainy-day fund including the creation of
a Proposition 98 reserve, whereby spikes in K-14 funding, produced in



years when capital gains revenue exceeds 6.5% of total general fund
revenue, would be saved for future years when revenues are declining.

e LCFF Continuous Appropriation — Under current law, prior-year LCFF
appropriations are continuously appropriated, but any year over year
increases in LCFF funding are made at the discretion of the Governor and
the Legislature. The Governor proposes a set percentage (as yet
unspecified) of Proposition 98 funding to be automatically dedicated to
LCFF each year, thereby providing for automatic LCFF growth in years
when Proposition 98 is increasing.

e Independent Study — The Governor proposes to increase flexibility and
streamline the administrative work for independent study programs by
allowing LEAs the option to translate a course into an equivalent number
of hours for the purposes of generating funding. (See the dedicated
Independent Study section for details).

e School Facilities — The Governor does not endorse a 2014 statewide
school facilities bond. Instead he proposes the creation of a 2014 Five
Year Infrastructure Plan to continue a dialogue on the future of school
facilities funding, including consideration of what role, if any, the state
should play. The Governor asserts that any future program should be
designed to provide districts with the tools and resources to address their
core facility gaps. Any future facilities program should also avoid an
unsustainable reliance on state debt issuance that characterizes the current
school facilities program. The Budget includes the following more
concrete school facilities proposals:

o Transfer $211 million of remaining School Facility Program bond authority
from the Seismic Mitigation ($163 million), Career Technical Education ($3
million), High Performance Incentive Grant ($35 million), and Overcrowding
Relief Grant programs ($10 million), to the core New Construction ($105.5
million) and Modernization ($105.5 million) programs.

o Dedicates $188.1 million of one-time Proposition 98 General Fund to the
Emergency Repair Program. Schools previously identified by the California
Department of Education as ranked in deciles one, two, or three based on the
2006 Academic Performance Index are eligible for funding.

CalSTRS Unfunded Liability — The Governor calls for the development of a plan to
address the STRS unfunded liability to be included in the 2015-16 budget, stating that “A
new funding strategy should phase in contribution increases for employees, employers,
and the state to allow parties to prepare for cost increases. Because retirement benefits are
part of total compensation costs, school districts and community colleges should
anticipate absorbing much of any new CalSTRS funding requirement. The state’s long



term role as a direct contributor to the plan should be evaluated.” (See the STRS / PERS
section for more details on this issue.)

Proposition 98 Revenues

Fiscal Year Projected Proposition Property tax State Non- Ending
2012-13 Statewide 98 Calculation portion of Budget Proposition 98 | Balance
Revenue Prop 98 portion of Budget
Prop 98
January $95.4 53.6 16.1 37.5 55.4 .8
2013
May 98.2 56.5 16.1 40.4 55.2 .9
Adopted 98.2 56.5 16.1 40.4 55.2 0
January 99.9 58.3 16.1 42.2 54.4 2.3
2014
(all numbers in billions)
Fiscal Year Projected Proposition Property tax State Non- Ending
2013-14 Statewide 98 Calculation portion of Budget Proposition 98 | Balance
Revenue Prop 98 portion of Budget
Prop 98
January $98.5 56.2 15.4 40.9 56.8 1.6
2013
May 97.2 55.3 16.0 39.3 57.0 1.7
Adopted 97.1 55.3 16.3 39.0 57.2 1.7
January 100.1 56.8 15.9 40.9 57.6 3.9
2014
(all numbers in billions)
Fiscal Projected Proposition 98 | Property tax State Non- Ending
Year Statewide Calculation portion of Budget Proposition 98 | Balance
2014-15 Revenue Prop 98 portion of Budget
Prop 98
January $106.1 61.6 16.5 45.1 61.7 3.2
2014
(all numbers in billions)




For the prior year (2012-13), the current year (2013-14), and the budget year (2014-15,)
state revenues are projected to increase significantly in all three years, in comparison to
the current year state adopted budget. As a result, Proposition 98 jumps $1.8 billion and
$1.5 billion, attributed to 2012-13 and 2013-14 respectively. However, despite the
increase to $56.8 billion in 2013-14, Proposition 98 funding remains down from 2012-13
levels. For the budget year, Proposition 98 totals rise to $61.6 billion, which is an
increase of $6.3 billion above the adopted current year total of $55.3 billion.

Despite the significant revenue increase from the adopted 2013-14 budget to the proposed
2014-15 budget, the Department of Finance (DOF) numbers are more conservative than
the Legislative Analyst’s Office’s November projection.

LCAP / Supplemental and Concentration Regulations

LCAP Overview

The Local Control and Accountability Plan (LCAP) represents a fundamental shift in
how LEAs will plan for, and be held accountable for, LCFF funding for all pupils. As
such, LEAs will develop budgets and plans in 2014-15 reflecting LCFF funding and
structures. The State Board of Education’s (SBE) approved spending regulations and
template are intended to guide expenditure plans according to locally defined goals and
actions for all students, with particular emphasis on English learner, low income and
foster youth pupils.

Further, the LCAP will demonstrate how services are provided to meet the needs of
unduplicated pupils and improve the performance of all pupils in the state priority areas.

While revenues are growing, LEAs are unlikely to have enough new money to restore all
the cuts made since 2007-08, and to meet all the competing demands for increased
spending. LEA leadership will need to proactively involve stakeholders in a transparent
and inclusive LCAP and budgeting process to obtain the consensus needed to make the
right investments in the educational mission while maintaining fiscal solvency and
flexibility.

The LCAP will describe stakeholder engagement and local goals and actions that are
aligned with the state’s priorities. The three-year plan is intended to promote and
demonstrate:

e Local stakeholder engagement

e Simplicity

e Transparency

e Performance-focused outcomes

e Equity and support for all students



e Accountability
e Locally defined flexibility

Emergency Spending Regulations

On January 16, 2014, the State Board of Education (SBE) adopted Emergency
Regulations for Additions to the California Code of Regulations, Title 5, Sections 15494-
15497. In so doing the SBE committed to providing coherence between the spending
regulations, templates, and the forthcoming evaluation rubric. The adopted emergency
regulations covered both the spending requirements for supplemental and concentration
grants and the LCAP template. The SBE will likely adopt permanent regulations within
180 days and is scheduled to do so by spring or summer.

Procedures for determining whether the district meets the SBE spending regulations will
be included in the state audit guidelines. For 2013-14, the audit procedure will not have
financial consequences. See the Audit Requirements section for details.

State Prioritiesfor All Pupils

The state’s priorities, as identified in Education Code Sections 52060 and 52066, are
categorized into three areas:

e Conditions of Learning

o Basic — appropriately credentialed and assigned teachers; access to
standards-aligned instructional materials; facilities in good repair
(Priority 1)

o Implementation of State Standards — implementation of academic
content and performance standards adopted by the state board (Priority
2)

o Course Access — pupil enrollment in a broad course of study that
includes all of the subject areas described in EC 51210 (Priority 7)

o Expelled pupils (COEs only) — coordination of instruction of
expelled pupils (Priority 9)

o Foster youth (COEs only) — coordination of services including
working with the county child welfare agency to share information,
responding to the needs of the juvenile court system, and ensuring
transfer of health and education records (Priority 10)

e Pupil Outcomes

o Pupil achievement — performance on standardized tests; API scores;
college and career readiness; share of English learners becoming
proficient; advanced placement pass rates (Priority 4)



o Other pupil outcomes — outcomes, if available, in specific subject
areas for grades 1-6, (EC 51210) and grades 7-12, (EC 51220)
(Priority 8)

e Engagement

o Parent involvement — efforts to seek parent input in decision making,
promotion of parent participation in programs for unduplicated pupils
and special needs (Priority 3)

o Pupil engagement — school attendance rates, chronic absenteeism
rates, middle school dropout rates, high school dropout rates, high
school graduation rates (Priority 5)

o School climate — pupil suspension rates, pupil expulsion rates, other
local measures including surveys of pupils, parents and teachers on the
sense of school safety and school connectedness (Priority 6)

LCAP Definitions

State priority areas means the priorities identified in Education Code Sections 52060
and 52066. For charter schools, “state priority areas” means the priorities identified in
Education Code Section 52060 that apply for the grade levels served or the nature of the
program operated by the charter school.

Unduplicated pupil means any of those pupils to whom one or more of the definitions
included in Education Code Section 42238.01 apply, including low income (LI), English
learner (EL), and foster youth (FY).

Services as used in Education Code Section 42238.07 may include, but are not limited to,
services associated with the delivery of instruction, administration, facilities, pupil
support services, technology, and other general infrastructure necessary to operate and
deliver educational instruction and related services.

To improve services means to grow services in quality.
To increase services means to grow services in quantity.

LCAP Template

During the recent SBE hearing to adopt the emergency spending regulations and LCAP
template, the LCAP was described as intended to encourage the telling of a story of
support, impact, and improvement for all pupils with an emphasis on good planning,
communication, and engagement. LEAs were encouraged to organize their planning
around the template design.

The template includes three sections and each section provides an overview, a set of
instructions and guiding questions.

1. Stakeholder Engagement



2. Goals and Progress Indicators

3. Actions, Services, and Expenditures

Section 3A — describes actions for the goals described in Section 2

for all pupils

Section 3B — describes actions for the goals described in Section 2
for EL, LI, and FY, above what is provided for all pupils, including
pupils re-designated as English proficient.

In both 3A and 3B, actions are to be listed by year, along with
anticipated expenditures and where they can be found in the LEA’s
budget. The LCAP is not limited to services supported by LCFF
funds. Therefore, anticipated expenditures in the LCAP may include
other funding sources, such as federal and local funding.

Section 3C — describes the increase in supplemental and
concentration grant funding. Also included will be a description of
how the LEA anticipates expending funds in the LCAP year,
including justification for districtwide, countywide, schoolwide or
charterwide expenditures.

Section 3D — describes how services for EL, LI, and FY are
increased or improved in accordance with the minimum
proportional percentage increase, as calculated in CCR 15496(a)(1-
8). Section 3D further identifies the percentage of increase and
describes how proportionality is met using a quantitative and/or
qualitative description for EL, LI, and FY pupils as compared to
services provided to all pupils in the LCAP year.

Conditionsfor Districtwide, Schoolwide, Countywide, and
Charterwide Use

In both 3C and 3D, LEAs may demonstrate they have increased or improved services for
unduplicated pupils by using funds apportioned for EL, LI, and FY pupils to upgrade the
entire educational program of a school site, a school district, a charter school, or a county
office under the following conditions:

Districts with an enrollment of unduplicated students in excess of 55% of total enrollment
can spend supplemental/concentration funds districtwide if two criteria are met in the

1. Description of the services being provided on a districtwide basis

2. Description of how services are directed toward meeting the district’s
goals for unduplicated students in the state priority areas



Districts with an enroliment of unduplicated students less than 55% of total enroliment
can spend supplemental funds districtwide if three criteria are met in the LCAP:

1. Description of the services being provided on a districtwide basis

2. Description of how services are directed toward meeting the district’s
goals for unduplicated students in the state priority areas

3. Describe how the services are the most effective use of funds to meet
the district’s goals for its unduplicated pupils in the state priority areas

Districts with an enrollment of unduplicated students at a school that is in excess of 40%
of the school’s total enrollment can spend supplemental/concentration funds schoolwide
if two criteria are met in the LCAP:

1. Description of the services being provided on a schoolwide basis

2. Description of how services are directed towards meeting the district’s
goals for unduplicated students in the state priority areas

Districts with an enrollment of unduplicated students at a school that is less than 40% of
the school’s total enrollment can spend supplemental funds schoolwide if three criteria

are met in the LCAP:
1. Description of the services being provided on a schoolwide basis

2. Description of how services are directed towards meeting the district’s
goals for unduplicated students in the state priority areas

3. Describe how the services are the most effective use of funds to meet
the district’s goals for its unduplicated pupils in the state priority areas

A county office of education expending supplemental and concentration grant funds on a
countywide basis or a charter school expending supplemental and concentration funds on
a charterwide basis shall do all of the following:

1. Identify in the LCAP those services that are being provided on a
countywide or charterwide basis

2. Describe in the LCAP how such services are directed toward meeting
the county office of education or charter school’s goals for its
unduplicated pupils in the state priority areas
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Can LEAs upgrade the entire educational program using supplemental &
concentration funds?

¢ Describe the services being provided on a districtwide basis

% ES ¢ Describe how services are directed toward meeting the
district's goals for unduplicated students in the state priority
Does your district have areas
an unduplicated count

in excess of 55%7

¢ In addition to the two steps listed above, also...
* Describe how the services are the most effective use of funds

to meet the district's goals for its unduplicated pupils in the
state priority areas

¢ Describe the services being provided on a schoolwide basis

YES ¢ Describe how services are directed toward meeting the
district's goals for unduplicated students in the state priority

Does your district have areas
a school site with an

unduplicated count in
excess of 40%? ¢ In addition to the two steps listed above, also...
* Describe how the services are the most effective use of funds
to meet the district's goals for its unduplicated pupils in the
state priority areas

Can a COE or charter
school expend
supplemental and YES
concentration grant
funds on a countywide
or charterwide basis?

e |dentify in the LCAP those services that are being provided
on a countywide or charter-wide basis

¢ Describe in the LCAP how such services are directed towards
meeting the COE or charter school's goals for its
unduplicated pupils in the state priority areas

10
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Calculating the Minimum Proportionate Percentage (M PP)

The MPP includes three data sources: LCFF targets, prior year expenditures, and
statewide implementation percentage (gap percentage). The LCFF Calculator, Version
15.1 (released February 12, 2014), includes this minimum proportionate percentage
calculation.

For Districts and Charters:

e Estimate the total 2014-15 LCFF Funding (Cell Q78 on the Calculator
Tab of the LCFF Calculator), then

1. Estimate the LCFF supplemental and concentration grant targets, at
full implementation (Cell O16 + P16, on the Calculator Tab of the
LCFF Calculator).

2. Determine prior year expenditures to support unduplicated pupils. This
amount shall be no less than the amount of Economic Impact Aid
(E1A) expended in 2012-13.

3. Subtract the estimated 2013-14 unduplicated pupil expenditures
determined in Step 2 from the supplemental and concentration grant
target determined in Step 1.

4. Multiply the difference by the Department of Finance’s gap percentage
funding for the year in which the LCAP is adopted.

5. Add to the LEA’s prior year estimated unduplicated pupil expenditures
from Step 2 to the amount calculated in Step 4.

6. Subtract the amount in step 5 from the total 2014-15 LCFF funding.
7. Divide the amount from step 5 by the amount in step 6.

8. If the amount in step 3 is less than or equal to zero, or when the LCFF
is fully implemented statewide, then the proportion is calculated by
dividing the total supplemental and concentration grants at target by
the remainder of the LCFF funding, excluding add-ons for Targeted
Instructional Improvement Grant (T11G) and Home-to-School
Transportation.

LCAP Requirements & Process Elements

The LCAP is a 3-year rolling plan that is updated annually.

A Local Control and Accountability Plan (LCAP) must be adopted by June 30 prior to
the fiscal year for which it is created, starting with 2014-15. Plans must be aligned and
adopted with the LEA’s budget.

11



12

For districts and charter schools, the LCAP shall include all pupils for which they are
direct funded, including pupils served by another agency by agreement, contract or
individual education plan (IEP), such as services provided under regionalized service
plans within Special Education Local Plan Areas (SELPAS).

COEs and school districts may additionally coordinate and describe services provided to
pupils funded by a school district but attending county-operated programs, including
special education programs.

Before the governing board of a school district adopts an LCAP or annual update,
the following must occur:

e Use of the SBE approved LCAP Template

e Meaningful engagement of parents, pupils, and other stakeholders,
including the translation of documents according to Education Code
section 48985.

e Superintendent presents the LCAP to the Parent Advisory Committee and
the English Learner Parent Advisory Committee. The superintendent must
respond, in writing, to comments received from both of these Advisory
Committees.

e Consultation with local bargaining units in developing the local control
and accountability plan.

e Superintendent shall notify members of the public of the opportunity to
submit written comments regarding the LCAP or annual update, using the
most efficient method of notification possible. Printed or mailed notices
are not required.

e Superintendent shall review school plans for district schools to ensure they
are consistent with strategies included in the LCAP.

e Include a listing and description of the expenditures for the fiscal year
implementing the specific actions and the expenditures for the fiscal year
that will serve unduplicated pupils and pupils redesignated as fluent
English proficient.

e Align LCAP goals, actions and supporting expenditures to the annual
budget.

Public Hearings
e Ataminimum, one public hearing must be held by the district governing
board to solicit recommendations and comments from the public prior to

adoption of the LCAP. The LCAP and Budget public hearings must be
held at the same meeting.

12
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The public hearing must take place in advance of and at a meeting
separate from the Board meeting to adopt the LCAP and the district’s
annual budget (E.C. 42127 and 52062).

LCAP & Budget Adoption

Adoption of the LCAP (and LCAP annual updates in subsequent years)
shall be at the same meeting but prior to the adoption of the annual budget.
(E.C. 42127 and 52062).

Adopt a budget that includes expenditures necessary to implement the
local control and accountability plan or the annual update to a LCAP that
is effective during the subsequent fiscal year.

Not later than five days after adoption of a LCAP or annual update to a LCAP, the
governing board of a school district shall file the LCAP or annual update to the LCAP
with the county superintendent of schools.

LCAP Revisons

Revisions to the LCAP are permitted during the period it is in effect but only after it has
been adopted, and the revisions must be adopted by the governing board in a public

meeting.

Establishment of Committees

The governing board of a school district must establish a Parent Advisory
Committee to provide advice to the governing board and the
superintendent.

The Parent Advisory Committee must include parents or legal guardians
of pupils that meet one or more of the definitions in Section 42238.01.

If a Parent Advisory Committee already exists and meets the specified
requirements, the district is not required to establish a new committee.

The governing board must establish an English Learner Parent Advisory
Committee if the enrollment of the school district includes at least 15%
English learners and has at least 50 pupils who are English learners.

If an English Learner Parent Advisory Committee already exists and meets

the specified requirements, the district is not required to establish a new
committee.

13
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Annual Updates

The annual update will be developed using a template provided by the State Board of
Education (SBE) and include all of the following:

« Arreview of any changes in the applicability of the annual goals as set
forth by the prior year’s LCAP.

e Areview of the progress toward the goals (assessment of the effectiveness
of the existing LCAP and a description of changes to be made as a result
of the review and assessment).

o Alist and description of the expenditures for the fiscal year implementing
the specific actions included in the LCAP as a result of the review and
assessment.

e Reference all fund sources used to support actions and services. Note that
no changes to the California School Accounting Manual (CSAM) or
Standardized Account Code Structure (SACS) coding are anticipated.
LEAs may choose to utilize locally identified SACS coding if desired.

County Office Approval and Assistance

The County Superintendent shall approve a district’s LCAP, provided the district has
done all of the following:

1.
2.

The district adheres to the template adopted by the State Board of Education.

The budget includes expenditures sufficient to implement the specific actions and
strategies included in the local control and accountability plan

The local control and accountability plan adheres to the expenditure requirements
for funds apportioned for English Learners, Low Income and Foster Youth
Students.

If a district’s LCAP fails in any of the above areas, the County Superintendent shall
provide technical assistance including:

Identification of the school district’s strengths and weaknesses in regards to the
state priorities

Assignment of an academic expert(s)

Request the SPI to assign the California Collaborative for Educational Excellence
(CCEE) to provide advice and assistance

Further, EC 42127(d)(1) states the county superintendent of schools shall disapprove a
budget if the county superintendent of schools determines that the budget does not
include the expenditures necessary to implement a LCAP or an annual update to the
LCAP. However, if the sole reason for a budget being disapproved is the lack of an

14
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approved LCAP or annual update, the requirement for formation of a budget review
committee is waived.

California Collaborative for Educational Excellence (CCEE)

The CCEE will be comprised of a five-member governing board. This board will contract
with a local education agency (or consortium) to operate as a fiscal agent of the
collaborative. This fiscal agent will contract with individual LEAS or organizations with
expertise and record of success to carry out the purposes of the LCAPs.

If over a four-year period interventions are not successful and the CCEE makes a
determination that a school district’s “inadequate performance is so persistent and acute
that state intervention is required,” the Superintendent of Public Instruction may, with the

approval of the State Board, do one or more of the following:
e Make changes to an LCAP.

e Develop and impose a budget revision that would allow for improved
outcomes for all pupil subgroups.

e Stay or rescind an action (if that action is not required by a local collective
bargaining agreement) that would prevent the district from improving
outcomes for all pupil subgroups.

e Appoint an academic trustee.

Summary

Local Control Accountability Plans are intended to address the needs of all students by
clearly defining the investments the LEA will make, and the actions it will take, to
support student success. An effective LCAP process engages stakeholders, supports
transparency and promotes accountability at the local level. Such a process will assist an
LEA in preparing a performance based plan that addresses the local needs, aligned with
local approaches and local conversations. The result is a local story that emphasizes a
progression of continuously improving services to promote student success over the three
years covered by the LCAP.
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Guidance for Second Interim Reports

Stuational Guidance to Digtricts and Multiyear
Projections
The LCFF uniquely impacts each district and, consequently, budget guidance must be

situational. Our office will contact each school district’s chief business official to discuss
situational guidance for the second interim report.

Key MYP Variables Under the LCFF:

e The LCFF is new and unfamiliar, which adds increased uncertainty in assessing
risks.

e Each district will have a unique set of financial risk factors.

e Thereis a varying impact of projected state revenue increases from district to
district.

e Districts must assess the impact of increased or improved services to EL, LI, and
FY students.

Shift in Funding Creates a Shift in Managing Risks

Districts have typically managed economic risks largely through projections of revenues.
Under the LCFF the most effective way to manage financial risks will be within the
expenditure side of the budget. The following highlights are further described in detail
below.

e The Administration’s commitment to close the LCFF gap, as fortified by an
improved economy and projected Proposition 98 growth creates high expectations
to incorporate additional revenue into MYP budget.

e Effective economic risk management necessitates a shift to the management of
risk onto the expenditure side of the budget - districts will need to carefully
manage MYP expenditure commitments.

e New funding is not likely to be sufficient to meet competing demands for
increased expenditures.

e The changing environment creates a greater need for contingency reserves.
Each district will have a unique set of financial risk factors. These risk factors are

critically important in determining appropriate reserve levels and contingency
planning. Best practices for assessing district risk factors begin with using the Fiscal
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Crisis and Management Assistance Team’s (FCMAT’s) Key Fiscal Indicators (Appendix
B).

Since 2008-09, most district budget decisions have been driven by the fact that revenues
were generally falling and districts were forced to react by cutting expenditures. Those
districts that came into the recession with low reserve levels and or structural deficits
experienced the greatest disruption to their educational programs. Going forward,
districts will need to change the budgeting discussion to one focused on how to prioritize
the use of new resources on expenditures most needed to meet the needs of all students,
and especially the needs of students who are foster youth, low income, or English
language learners.

Available information indicates with a high degree of certainty that most districts in the
state will receive significantly more funding next year, and further revenue growth in
2015-16 also appears likely. It is also clear the new funding will not be sufficient to meet
all the competing demands for increased expenditures. Funding for most districts will
remain below 2007-08 levels. Districts will need to prioritize new expenditures based
upon the LCAP while still maintaining fiscal flexibility and solvency.

Notwithstanding the improving revenue outlook, districts should be cautious about
making ongoing expenditure commitments based upon projections unless they have the
financial flexibility to maintain the core educational program, and fiscal solvency, even if
those projections do not come to fruition. Financial flexibility can be achieved by having
the ability to reduce expenditures quickly without doing significant harm, or by having
reserves sufficient to absorb unanticipated changes.

Multiyear Projections

Districts are required by law to project revenues and expenditures for the budget year and
the two subsequent fiscal years. In order to make multi-year projections districts rely on a
variety of assumptions and sources of information available as of the point in time
creating the projection.

The further into the future a projection is made, the greater the likelihood that the
variables used to create the projection will deviate from assumed values. Subsequent year
projections are predicated on trying to forecast variables that are entirely outside the
control of the district, including the actions of current and future elected officials and the
direction of the global, national and state economy. The implementation of LCFF has in
some ways increased the uncertainty for districts due to the simple fact that it’s new and
unfamiliar, and it has a varying impact from district to district.

MY Ps have always been challenging, but districts are faced with two key challenges
related to MYPs in the current environment.

1. How does the district approach planning, budgeting, and MYPs in such an
inherently unfamiliar environment?

17



18

2. How does the district approach planning, budgeting, and MYPs while complying
with the requirements under LCFF and LCAP to make decisions in a transparent
and locally inclusive manner?

Some possible approaches to answering these questions are listed below, and while the
list is by no means comprehensive it does cover many common practices that districts
have been implementing successfully for many years. These include:

e Gathering and documenting the best information available about all the known
factors that will impact future revenues and expenditures

e Making reasonable, supportable, and conservative assumptions about how these
factors will impact future revenues and expenditures

e Using the best tools available to model the impact of these assumptions on future
ending fund balances and cash flows

o Assessing the district’s ability to absorb unanticipated changes in future revenues
or expenditures by modeling varying assumptions and scenarios

« Maintaining budget flexibility to allow for possible unanticipated changes by:
o Maintaining adequate reserves

o Building in room for contingencies in expenditure plans, including
collective bargaining agreements if possible

o Not using one-time resources for ongoing commitments

o Not locking in ongoing spending commitments that the district can only
afford in the future if projections play out exactly as predicted (or better)

e Clearly documenting assumptions

o Clearly communicating and explaining assumptions to stakeholders including the
ability to respond in a reasoned, transparent, and logically justified manner if
assumptions are challenged

o Making sure expenditure plans are aligned with the educational mission of the
districts as delineated in the LCAP

Projecting Expenditures

Districts are well versed in the task of projecting known costs including personnel costs
like step and column movement associated with existing bargaining agreements, and
other well established costs and associated inflation trends such as utilities, insurance
premiums, consumable materials, existing contracts for services, and non-voter approved
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debt service, etc. The challenge comes in trying to estimate changes in expenditures that
are likely and yet not known with certainty, and to build in flexibility for contingencies.

Risk factors districts would be wise to incorporate in MYPs under the ‘likely and not yet
known with certainty’ category include:

Costs associated with implementing locally established priorities as documented
in the LCAP.

Costs associated with providing increased or improved services associated with
MPP requirements.

Costs associated with meeting adequate progress towards class size requirements
for the LCFF K-3 grade span adjustment (GSA).

Costs associated with maintaining programs that were previously funded out of
categorical funding and now must be funded out of unrestricted funds if they are
to continue. Examples include instructional materials, career technical education
(CTE), deferred maintenance, various professional development programs,
additional instructional programs in support of gifted students, etc.

Increases in PERS contribution rates - recent actuarial forecasts from CALPERS
have projected employer contribution rates rising to as high as 20% for the
schools pool by 2020. Districts can expect the CALPERS Board to make progress
towards those projected rates in each of the next two years.

Increases in STRS contribution rates - The Governor called for action to address
the STRS unfunded liability in 2015-16. Subsequently the LAO recommended
action in 2014-15, and the Speaker of the Assembly introduced legislation to that
effect. At a minimum districts would be wise to build in projected rate increases
for 2015-16.

Increased administrative costs associated with the Affordable Care Act including
staff time and possible penalty fines and taxes.

Depending on district bargaining agreements and employment practices, possible
increased costs associated with Affordable Care Act requirements to extend
coverage to all “full-time equivalent” employees.

Costs associated with implementing Common Core State Standards and SBAC.

Requirements to increase Routine Restricted Maintenance back to the 3%
minimum level in 2015-16.

Long term maintenance costs and facility repairs.
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o Costs associated with meeting maintenance of effort requirements and shifting
cost structures for regionally provided programs under LCFF.

Factors districts may want to incorporate in MYPs under the “contingency” category
include costs associated with possible legal claims, accidents or natural disasters, changes
in the cost of borrowing for cash flow or other non-bond funded purposes, and a host of
other possible local risk factors.

Projecting Revenues

There are several calculations that determine the amount a district will receive in a given
year under the LCFF. The core components of this formula are the calculation of each
district’s Floor, Minimum State Aid (commonly referred to as “hold harmless™), LCFF
Target, and Economic Recovery Target (ERT), if eligible. Each calculation is separate
and distinct and contributes to the determination of funding for each district. Some
districts will receive no additional funding, while others are receiving substantial
increases in funding.

The LCFF Calculator located on the FCMAT website is the tool recommended for
calculating and assessing a district’s sensitivity to risk factors. This calculator provides
input fields for modeling varying scenarios. These variable input fields include ADA,
unduplicated percentages, gap percentages and COLA percentages, allowing districts to
create multiple models when building MYPs. These models will assist in planning and
assessing risk levels by calculating various scenarios.

The current DOF estimates for LCFF gap funding for 2013-14, 2014-15, 2015-16 and
2016-17 are as follows:

Year 2013-14 | 2014-15 | 2015-16 | 2016-17
Gap Funding | 11.78% | 28.05% | 33.95% | 21.67%

In forecasting state general fund revenues and the share attributable to Proposition 98, the
Department of Finance (DOF) relies on conventional best practices for economic
projections. They build sophisticated economic models based on the available data and
make assumptions about future trends centered on historical experience and commonly
accepted economic principles (e.g. mean reversion). The DOF’s models and projections,
just like district MYPs, rely in part upon data that is largely outside the control of the
administration, such as forecasts for the national and state economy. The DOFs
projections for the portion of Proposition 98 that will be dedicated to LCFF
implementation, and the resulting LCFF gap funding projections, are based on the
administration's proposals and the Governor’s stated commitment to prioritize the
implementation of LCFF.

Under the current administration, DOF projections have generally been conservative, and
alternate forecasts from the LAO and other sources such as UCLA would seem to
indicate that this continues to be the case.
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Based on the information above, it would appear that DOF’s projections for LCFF gap
funding percentages are reasonable and supportable. Districts that use factors other than
those provided by the DOF will need to be prepared to communicate and justify
alternative projections to their communities in a transparent manner.

The 2014-15 gap percentage is based on the approximately $4.5 billion for LCFF
implementation included in the Governor’s Budget Proposal. The LCFF Calculator is
pre-loaded with the DOF gap factors. Districts can change the factors in the calculator to
model alternate scenarios, however, it is important to be aware that changing assumptions
about gap funding will drive changing assumptions about the Minimum Proportional
Percentage and associated spending requirements. Additionally, changes to gap
percentages will influence the calculations performed on the LCFF Calculator that set the
threshold for making progress towards K-3, 24:1 Class Size. Ultimately, both the MPP
and the calculation for making progress toward K-3, 24:1 Class Size will be the most
recent gap percentage calculated by the Department of Finance for the fiscal year in
which the LCAP is adopted.

Other key factors for LCFF revenue projections are dependent on the specific
circumstances of a given district, including variations in base funding, minimum state
aid, ADA trends, and unduplicated count percentages and trends. The information in the
Special Circumstances and LCFF section (and subsections) address other LEA specific
situations. In addition, the Funding Outside of LCFF section of this document (and
subsections) contain guidance on projecting non-LCFF revenues.

A Note about the Shift from Revenue Limit to LCFF

Historically, projected COLAs and deficits were the standard for building MYPs. The
application and significance of COLAs takes on new meaning under the LCFF. Under
revenue limits, year-to-year funding changes were the result of ADA growth or decline
and funded COLAs. In contrast, during implementation of the LCFF, year-to-year
funding changes will be the result of ADA growth or decline, COLAs, unduplicated EL,
LI and FY counts, and the percentage of implementation (gap) funding.

Upon full implementation of the LCFF, year-to-year funding changes will be the
result of ADA growth or decline, COLAs, and unduplicated EL, LI and FY
counts.

Reserves

The revised 2009-10 enacted budget lowered the minimum reserve requirements for
economic uncertainties to one-third of the percentage levels adopted by the State Board
of Education as of May 1, 2009. SB 70 extended this provision for both 2010-11 and
2011-12. However, school districts were required to make progress in the 2012-13 fiscal
year to return to compliance with the specified standards and criteria adopted by the State
Board of Education. By the end of the current fiscal year, 2013-14, school districts must
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meet compliance and restore the reserves to the percentage levels adopted by the State
Board of Education prior to May 1, 2009.

Unfortunately, the experience of the past six years has clearly demonstrated that these
minimum levels are not sufficient to protect educational programs from severe disruption
in the event of an economic downturn. The typical 3% reserve minimum represents less
than two weeks of payroll for most districts. Many LEAs have established reserve
policies calling for higher than minimum reserves. The adequacy of a given reserve level
should be assessed based on the LEA’s own specific circumstances, but numerous
reasonable models are available for consideration. Examples included:

e The Government Finance Officers Association recommends reserves equal to two
months of average general fund operating expenditures, or about 17%.

e Rating agencies like Fitch or Moody’s typically assess the adequacy of a district’s
reserves by comparing them to statewide averages, which have hovered around
15% for California unified schools districts in recent years.

e School Services of California recommends “one year’s increment of planned
revenue growth” above minimum legal requirements.

e FCMAT emphasizes the need to assess not only fund balance but also actual cash
on hand.

There are multiple benefits to carrying higher than minimum reserves. These
include:

e Financial flexibility to absorb unanticipated expenditures without significant
disruption to educational programs

e Protection against exposure to significant one-time outlays such as disasters,
lawsuits, or material audit findings

e Protection against the volatility of state revenues

e Protection against the volatility of property tax revenues for basic aid districts
e Cash management / avoiding the cost of borrowing for cash flow purposes

e Protection against declining enrollment

This is in no way an exhaustive list. Of all the reasons for carrying higher than minimum
reserves, however, protecting against state revenue volatility is one of the most
compelling. This is especially true during LCFF implementation, because gap percentage
funding is directly tied to the state’s ongoing ability to fund the LCFF through
Proposition 98 growth. Most importantly, by providing a buffer from volatile state
revenues, maintaining higher than minimum reserves creates a more stable educational
environment for students.
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Negotiations

School districts are accustomed to periods of uncertainty, especially over the past five-
plus years. However, the LCFF adds a new type of uncertainty. While the state is
providing additional revenue for the first time in many years, its distribution is vastly
different than it was under revenue limit funding. This, coupled with an uncertain
economic recovery, creates an environment of caution for school districts considering a
multiyear contract.

Districts need to exercise caution and maintain flexibility through contingency language
that protects the district from cost increases and/or revenue shortfalls beyond their
control.

Local Control Funding Formula
LCH- Overview

The LCFF is intended to provide a funding mechanism that is simple and transparent
while allowing local educational agencies (LEAs) maximum flexibility in allocating
resources to meet local needs. While the formula itself is relatively straightforward, the
transition from revenue limit funding to the LCFF is very complex. The primary cause
for this complexity is the state’s commitment to ensuring all LEAs are funded at no less
than they received in 2012-13 and that it will take eight years to fully fund the LCFF.
This is simple in concept and initially complex in application. The following describes
only the basic components of the formula and transition into the LCFF. The complexity
of the transition funding is best captured in the LCFF Calculator located on the FCMAT
Local Control Funding Formula Resources website. Additional information about LCFF
can be found at http://www.cde.ca.gov/fg/aa/lc/.

The most distinct difference between revenue limit funding and the LCFF relates to the
role and impact of COLA during the transition years. Under revenue limit funding,
COLAs (and their deficits) played the central role in determining increases in year-over-
year funding. Under the LCFF, COLAs are one step in the formula’s calculation and have
four driving factors:

e ADA - Similar to revenue limits, funding is calculated on ADA
e Annual COLA

= Determined by the implicit price deflator as set in May for the budget
year and estimated by the DOF for the two subsequent years for use in
MY Ps

= Applied to Grade Level Base Grants, which then drives grade span
adjustment and Supplemental and Concentration grant calculations
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=  DOF currently estimates 2014-15 COLA at 0.86%, 2015-16 COLA at
2.12% and the 2016-17 COLA at 2.3%

e Unduplicated Percentages - Certified with Fall 1 CALPADS data (applied
to Supplemental and Concentration Grant calculations)

e Percentage of Gap Funding During Transition

= Set by the DOF for the current year and estimated by the DOF for the
two subsequent years for use in MYPs

= Current year gap funding is 11.78%; estimated 2014-15 gap funding is
28.05%; estimated 2015-16 gap funding is 33.95%; estimated 2016-17
gap funding is 21.67%

New Funding Formula Introduces New Terminology

e Minimum State Aid - previously referred to as “hold harmless” funding
as received in 2012-13

e Floor - Transition base funding

e Transition Entitlement - the amount an LEA will receive during
transition

e Base Grants - Grade level base grants established for K-3, 4-6, 7-8, 9-12

e Grade Span Adjustments (GSA) - K-3 and 9-12 additional funding for
class size and CTE

e Base Grade Span - Base grants plus GSA

e Supplemental Grants - Additional 20% of Base Grade Span for
percentage of unduplicated students

e Concentration Grants - Additional 50% of Base Grade Span for
percentage of unduplicated students above 55%

e ERT - Economic Recovery Target

Economic Recovery Target (ERT)

For some districts and charter schools, their per ADA 2012-13 undeficited funding is
higher than their LCFF per ADA entitlement at full funding. In these instances, districts
and charter schools with undeficited 2012-13 base revenue limit, general purpose and
categorical funding per ADA that is equal to or below the 90th percentile of LCFF per
pupil funding when fully funded (estimated at approximately $14,500), and that exceeds
their uniquely computed LCFF entitlements at full implementation, will be restored to
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their undeficited funding through a supplemental economic recovery target (ERT)
payment. ERT payments are calculated as follows:

Districts and charter schools that are eligible for ERT funding will receive the difference
between their LCFF target and their LEA’s 2012-13 undeficited funding, multiplied by
2013-14 COLA of 1.57%, multiplied by a COLA of 1.94% for each year between 2014-
15 through 2020-21. This amount is then divided into one-eighth payments beginning
with one-eighth in 2013-14, increasing by one-eighth annually until the full payment
becomes a permanent add-on, starting in 2020-21. This calculation is built into the LCFF
Calculator.

Transtioning to the LCH-

During the transition period a district’s LCFF grant starts with historical funding for state
aid, as amended for growth (or decline) in ADA, and for most state categorical programs.
This total is then subtracted from the district or charter school’s target LCFF grant
amount to measure the funding gap. The percentage of gap funding provided in this
year’s budget is then added to the historical base to arrive at the LCFF transition grant for
2013-14.

Beginning in 2014-15, the prior year’s gap funding is added to the historical 2012-13
base after adjusting for growth or decline in ADA. The 2012-13 base is then measured
against the LCFF target to determine the new gap. The funded gap is added to the base to
arrive at the total LCFF transition grant for that year. This cycle continues, adding gap
funding to the base as ongoing revenues, until the LCFF is fully funded.

The LCFF relies on year-to-year growth in Proposition 98 revenues to fund the gap each
year until the LCFF is fully funded. The enacted budget provides $2.1 billion toward
first-year implementation. This is sufficient to fund 11.78% of the gap in 2013-14. The
Governor’s 2014-15 budget proposal provides an additional $4.5 billion for LCFF
implementation, which would be sufficient to fund an estimated 28.05% of the remaining
gap.

Further, the Governor’s 2014-15 budget proposal includes continuous appropriation
language intended to provide further funding certainty for the LCFF to ensure the
formula continues to be implemented in future years.

Specific areas of the LCFF including Charter Schools, K-3 24:1 class size, and Basic Aid
are covered in greater detail following this section.

Treatment of ADA under the LCH-

While many of the elements used to calculate ADA remain unchanged under the LCFF,
the basic calculation of the target grant begins with a measurement of ADA by grade
span.

For all districts, and especially declining enrollment districts, begin with the ADA by
grade span for the prior year. The LCFF Calculator has been constructed to allow ADA
entry by grade span or as ungraded for each type of ADA currently reported as ungraded.
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Enter ADA. Calculator will use greater of current or prior year ADA,
Enter Regular ADA by grade span. Enter 'Ungraded' ADA EITHER by
grade span OR onthe Ungraded rows

ADA ADAtouse: 2012-13  2013-14 2014-15 2015-16
Grades K-3

p-2
Grades 4-6 (annual for District ADA funded
SDC ext.
Grades 7-8 ex on better of current or

year) .
Grades 9-1 prior year

Ungraded (enter here
ORin spans above)

NPS, NPS-LCI, CDS:

K-3
4-6 -
Annual District ADA funded
7-8 on current year
9-12 Annual

Ungraded (enter here ORin spans
above)

COE operated (Community School, Special Ed):

K-3
P-2 / Annual COE operations
78 funded on current
9-12 year
Ungraded (enter here ORin spans
above)

Under current language of the LCFF, non-mandatory ADA served in county operated
programs are reported as district ADA. Under the revenue limit, any such ADA was
included in the district’s total ADA to calculate the revenue limit apportionment. The
resulting apportionment was then transferred to the COE. Under the LCFF,
apportionments generated by county operated ADA remains with the district. The CDE is
working with the DOF in an effort to provide an option to follow the prior practice of
state level revenue transfers for this apportionment. There is, however, no process for this
in 2013-14. For comparative purposes, the LCFF Calculator allows exclusion of county
operated ADA to provide a closer estimate of funding that replicates the previous
apportionment transfer practice.
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CALCULATE LCFF TARGET

Unduplicated as % of
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o -g o Q <I o
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Total, ADA Total, ADA

TOTALS rotal ADA Total, ADA Total, ADA X X Total
ot XBase = XGSA Base

{(BGS + Supp} (BGS + Con}
Targeted Instructional Improvement Add-on
Transportation Add-on
Total
LOCAL CONTROL FUNDING FORMULA (LCFF} TARGET Target

LCH- Calculator

The LCFF Calculator has been developed in consultation with the California Department
of Education (CDE), the Department of Finance (DOF), and the State Board of Education
to ensure the calculator accurately reflects the LCFF legislation.

The most recent version of the LCFF Calculator has been posted to the FCMAT website
at www.fcmat.org. Version V.15.1 of the Calculator incorporates proposed legislation
from the LCFF Technical cleanup trailer bill and reflects the most recent thinking of the
FCMAT, the county superintendents’ external services subcommittee working group, the
DOF, the CDE and the SBE related to creating revenue estimates, multiyear financial
projections and estimating minimum proportionality percentages.

The following statement can be found on the FCMAT website:

While the state transitions to the Local Control Funding Formula, it is likely that there
will be additional changes in policy and in the fiscal application of the law that will affect
the function of the Calculator. This, in turn, will impact budget development and fiscal
projections at district and charter schools. As those changes become available, FCMAT
will revise the Calculator and provide the field with update notification using the new
LCFF Listserve.
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The LCFF Calculator link on FCMAT’s Local Control Funding Formula Resources web
page (http://www.fcmat.org/stories/storyReader$23157) provides access to the latest
LCFF Calculator, V15.1. The Calculator Caveats link provides access to “Calculator
Caveats”, an attempt to identify known issues, assumptions and unique situations that are
common to the current version of the LCFF Calculator, which has been updated to reflect
current conditions. Please consider the information contained in this document when
utilizing the LCFF Calculator. The LCFF Calculator is designed to do the heavy lifting of
calculating the LCFF and includes a series of arrays and lookup formulas, specific to
each LEA. Because of this, the LCFF Calculator is password protected to protect the data
from inadvertent formula errors.

The LCFF Calculator is designed to calculate the LCFF for 2013-14, 2014-15, 2015-16
and 2016-17. The calculator continues to accommodate all types of districts, including
basic aid districts and charter schools. Further, it provides input fields to incorporate
year-to-year changes in COLA, ADA, property taxes, unduplicated counts and LCFF
implementation (gap funding). Additional features include K-3 Grade Span Adjustment,
ERT payments and graphical demonstrations of multiyear funding. The calculator also
incorporates the minimum state aid calculations of the LCFF.

Version 15.1 of the LCFF Calculator incorporates the following major changes:

2013-14 | 2014-15| 2015-16 | 2016-17

Annual COLA 1.57% 0.86% 2.12% 2.30%
(prefilled as calculated by the Department of
Finance, DOF)

LCFF Gap Closed Percentage 11.78% 28.05% 33.95% | 21.67%
(prefilled as calculated by the Department of
Finance, DOF)

e Updated with assumptions from the Governor’s Budget Proposal:

o Revised 2014-15 Minimum State Aid (MSA) calculation effective 2014-
15 for Charter Schools per proposed E.C.47635(a)(4)

o New entry in the Categorical section on the 2012-13 Awards tab for
Agriculture Vocational Education and Specialized Secondary Education
programs, effective 2014-15.

o Added E.C. reference for cleanup on the fair share calculation included in
version 14.4 for districts that received one-time residual RDA assets in
2012-13 effective in 2014-15

o Added E.C. reference for cleanup of the ERT calculation included in
version 14.4

e Adds calculations for 2016-17 for 2014-15 Budget Adoption multi-year

projections

e Clarified Minimum State Aid Funding per ADA calculation for School Districts
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e Incorporated the necessary elements to properly calculate the LCFF for districts
that received Charter Block Grant Offset funding in 2012-13

e Adds an LCAP MP% tab to assist you in determining the Minimum
Proportionality Percentage — the percentage by which your district or charter
school will increase expenditures or improve services for the pupils generating
supplemental and concentration grants.

e Adds a Summary tab to help you easily identify the LCFF Target grant, LCFF
Entitlement grant, the sources that make up the Entitlement by object code to
assist in budgeting, and a summary of the Minimum Proportionality Percentage
and associated supplemental and concentration grants.

e Adds an Assumptions tab to provide all basic assumptions in one easily
identifiable and printable place. Formulas throughout the workbook have been
updated to refer back to the assumptions tab.

e Adds two new unprotected ‘Local’ tabs to allow the user to pull data from
elsewhere in the workbook to build their own analysis and summary tools.

e Added the ability to enter a title on the Instructions tab that flows through to the
other tabs.

Cost of Living Adjustments

During the transition to full LCFF implementation, COLA is not the key determinant of
increases in funding. The difference between a district’s starting point, its LCFF target
(gap) and the state’s LCFF gap percentage funding are the drivers of funding for all
districts until full implementation.

Under the LCFF, the 2013-14 COLA of 1.57% is applied to the entitlement targets.
Districts are funded at 11.78% of the difference between 2012-13 revenues and the target
amounts. The FCMAT LCFF Calculator will yield specific projected dollars and
percentage funding increases for individual districts and charter schools.

Districts whose current funding exceeds their LCFF target amount (hold
harmless/minimum state aid) will not receive an increase attributed to the COLA
percentage. Annual COLAs are applied to LCFF target amounts. Once the LCFF is fully
funded, the base LCFF amounts will receive annual COLA increases.

The DOF estimates the 2014-15 COLA as 0.86%, the 2015-16 COLA as 2.12%, and the
2016-17 COLA as 2.3%. The Situational Guidance and Multiyear Projection section also
discusses potential COLAs in the subsequent years and their impact.
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Supplemental and Concentration Grants

Education Code Section 42238.02 increases the LCFF base grant by a supplemental grant
and a concentration grant. These are determined by the district’s or charter school’s
unduplicated count of pupils who are eligible for free and reduced price meals, or who
are classified as English Learners, or as Foster Youth. The use of these funds is subject to
the regulations adopted by the State Board of Education at its January 16, 2014 meeting.
See the LCAP / Supplemental and Concentration Regulations section for more details.

The Superintendent of Public Instruction will annually compute the percentage of
unduplicated count using the criteria above and utilizing data reported through the
California Longitudinal Pupil Achievement Data System (CALPADS). A pupil who is
identified in more than one category will only be counted once in determining the
unduplicated pupil count. This data is subject to annual review and verification by the
county office of education and is subject to audit under the state audit guidelines (see
Audit Requirements section for details).

The unduplicated pupil count percentage is computed as follows:

1. For the 2013-14 fiscal year, divide the sum of unduplicated pupils for
the 2013-14 fiscal year by the sum of the total pupil enrollment for the
2013-14 fiscal year.

2. For the 2014-15 fiscal year, divide the sum of unduplicated pupils for
the 2013-14 and 2014-15 fiscal years by the sum of the total pupil
enrollment for the 2013-14 and 2014-15 fiscal years.

3. For the 2015-16 fiscal year and each fiscal year thereafter, divide the
sum of unduplicated pupils for the current fiscal year and the two prior
fiscal years by the sum of the total pupil enrollment for the current
fiscal year and two prior fiscal years.

The supplemental grant is equal to 20% of the grade span base grant as increased by the
grade-span adjustments of 10.4% in K-3 and 2.6% in 9-12, multiplied by the
unduplicated pupil count percentage calculated above.

If the LEA’s unduplicated pupil count percentage exceeds 55% then the district or charter
school will receive a concentration grant. The concentration grant is equal to 50% of the
grade span base grant for each applicable grade level, after being increased by the
additional adjustments for the K-3 and 9-12 grade span adjustments. For example, an
LEA with a 60% unduplicated percentage would receive a concentration grant for 5% of
its ADA.

For a charter school physically located in only one school district, the charter school’s
percentage of unduplicated pupils in excess of 55% used to calculate the concentration
grant cannot exceed the percentage of unduplicated pupils in excess of 55% of the school
district in which the charter is located. For a charter school physically located in more
than one school district, the charter school’s percentage of unduplicated pupil count in
excess of 55% cannot exceed that of the school district with the highest percentage of
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unduplicated pupil count in excess of 55% of the school districts in which the charter
school has a school facility.

Minimum State Aid (Hold Harmless)

Per the LCFF, LEAs are to receive minimum state funding of no less than the total
received in the 2012-13 fiscal year, as adjusted for changes in ADA and property taxes.

Total minimum state aid is a combination of the following funding sources:

o All revenue limits received in 2012-13 adjusted for ADA and current year
property taxes (including in-lieu taxes).

o All 2012-13 state categorical funding for the categorical programs are now
included in the LCFF. Beginning in 2014-15, the Governor's Budget proposal
adds categorical funding for Specialized Secondary Education and Agriculture
Vocational Education to the categorical programs included in the LCFF.

o See Appendix A for full list of categorical programs included in the
calculation.

o The LCFF calculator has a detailed tab dedicated to categorical
funding sources called 2012-13 Awards, which includes prefilled data
direct from CDE sources.

o For basic aid districts, categorical programs are subject to an 8.92% fair share
reduction, calculated on the 2012-13 revenue limit entitlement.

Per the 2014-15 budget proposal, the Basic Aid fair share calculation is to be
adjusted in 2014-15 for one-time receipt of liquid asset recovery revenue
received in 2012-13 due to the dissolution of redevelopment agencies. More
information on this topic can be found in the Basic Aid section of the
Common Message.

« For charter schools, all charter general purpose block grant, categorical block
grant, supplemental categorical block grant, and in-lieu property tax funds
received in 2012-13, divided by 2012-13 ADA, multiplied by current ADA.

e Per the Governor’s 2014-15 budget proposal, if a charter school’s total in lieu,
plus Minimum State Aid (MSA\) is greater than its LCFF entitlement, the
MSA will be offset by the excess amount.

Hold harmless minimum state aid provisions specific to certain programs/funding types
have been enacted per the LCFF. Greater detail of these programs and how they are
affected by the minimum state aid provisions can be found in the sections of this message
that are dedicated to the program/funding type (e.g., Pupil Transportation and ROC/P).
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Also, the LCFF Calculator provides a section on the “calculator” tab reflecting the
minimum state aid calculations.

K-3 Grade Span Adjustment

The base grant for the K-3 grade span increases by an add-on of 10.4%. The intent of this
adjustment is to cover the costs associated with smaller class sizes in grades K-3,
including transitional kindergarten, to an average by school site of no more than 24:1 (or
a locally bargained alternative ratio) at full implementation of the LCFF.

During implementation of the LCFF, and as a condition of receipt of this adjustment,
districts will be required to either:

1. Have a class size ratio of 24:1 or less at each school site in 2013-14
and maintain that ratio in the future,

2. Collectively bargain an alternative class size ratio for this grade span,
or

3. Show adequate progress toward meeting the goal of 24:1 each year
until full implementation of the LCFF.

LCH- Calculator

As a means of managing this risk, LEAs may choose to utilize the LCFF Calculator to
help determine if adequate progress is made toward the ratio of 24:1 for each school site.
By modeling different school site staffing scenarios, LEAs can compare any calculated
funding loss with the cost of hiring additional staff. Districts that meet the requirements
of above referenced number 1 and/or number 2 above are exempt from the requirements
of number 3. However, school districts must maintain class enroliment per school site of
not more than 24 unless collectively bargained.

The K-3 GSA is a conditional apportionment dependent on the district making adequate
progress at all school sites toward a class size of 24:1. The class size tab in the calculator
has been designed to remove the K-3 GSA if a district fails to make adequate progress.
Districts also have the option to collectively bargain an alternate ratio, in which case they
must meet this ratio. There are no criteria to allow a district to make progress toward its
collectively bargained ratio, and the class size tab of the calculator would not be
applicable. In addition, the condition of apportionment does not apply to charter schools;
therefore, there is no need to use the class size tab for charter school calculations.

M ethod for M aking “Progress Toward”

Districts that do not meet number 1 and/or number 2 above will be required to
demonstrate adequate progress toward reducing class sizes to 24:1. If a district’s LCFF
gap funding is negative or zero, the district must maintain the same class enrollment for
each school site in the 2013-14 year, unless there is a collectively bargained alternative
ratio. Adequate progress is determined by multiplying the gap between the district’s
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current average class size by site by the percentage of LCFF gap funding provided in the
state budget.

1. Determine each school site’s 2012-13 average class enrollment for
grades K-3.

2. Subtract the target average class enrollment of 24 from the averages
determined in Step 1 above to determine the difference at each school
site.

3. Multiply the difference calculated in Step 2 by the gap percentage for
that year to determine the amount class size should be reduced
(adequate progress). The LCFF Calculator Class Size Tab allows
the user to override the percentage to conduct a sensitivity analysis
for the out years.

4. Subtract the adequate progress in Step 3 from the prior year’s average
class size. This provides the maximum class size necessary to meet
the K-3 GSA condition of apportionment.

For example, if a district’s total funding gap is $1 million, it receives $100,000 in 2013-
14 as funding to close that gap and has a class size ratio of 30:1 for grades K-3 in 2012-
13, the 2013-14 class size adjustment would be calculated as follows:

1. 2012-13 class size (30) minus target class size (24) =6

2. Adjustment that must be made to 2013-14 class sizes to receive
funding - 6 x 11.78% = .70

3. Class size ratio necessary to receive funding in 2013-14 =30 - 0.7 =
29.3

Note that the calculation will be re-benched each year, so a district that makes more than
adequate progress will not get credit for that progress in the subsequent year (e.g., the
district in the example above goes to a 28:1 ratio in 2013-14). Class sizes for grades K-3,
as established by this section, are no longer subject to waiver by the State Board of
Education pursuant to Section 33050 or by the Superintendent of Public Instruction.

Beginning in 2014-15, LEAs that fail to meet the above requirements will lose 100% of
the additional funding. During implementation, the loss will be proportional to the
amount of gap funding the LEA would otherwise receive by reducing the LCFF target.
However, it is important for districts to be aware that until the LCFF is fully funded,
failure to meet the requirements in one year will negatively impact future year funding
because it will lower a district's prior year base funding for the purpose of LCFF gap
calculations.
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For the 2013-14, procedures for determining whether the district meets the new
requirements will be included in the state audit guidelines. For 2013-14 the audit
procedure will not have financial consequences. See the Audit Requirements section for
details.

Targeted Instructional Improvement Grant; Home-to-
School Trangportation

The enacted budget maintained the Targeted Instructional Improvement Grant (TI1G) and
Home-to-School Transportation as permanent add-ons to LCFF Target entitlements.

The two programs have been repealed although the funds are made available to the
school districts, county offices of education and charter schools that previously received
this funding in the form of a hold harmless. The funds will be treated as a permanent add-
on under the LCFF. The July budget trailer bill clarifies that small school district
transportation is included in the transportation add-on.

The use of the funds was intended to be flexible for any educational purpose. However,
the budget contains transportation maintenance of effort language [see Education Code
2575(K)(1) and Education Code 42238.03(a)(6)(B)]. Of the funds received for home-to-
school transportation, a school district is required to expend no less than the amount of
funds the school district expended for home-to-school transportation in the 2012-13 fiscal
year or the amount of revenue received in 2013-14, whichever is less. The MOE
requirement only applies to spending up to the amount of the transportation entitlement
received in 2012-13; contributions to transportation programs above the amount of the
entitlement are not subject to MOE. Unlike the JPA requirements (see below) and similar
ROC/P and Adult Education MOE provisions that sunset in two years, this requirement is
ongoing.

The enacted budget also maintains separate MOE requirements related to transportation
JPAs, requiring of districts and COEs that “For the 2013-14 and 2014-15 fiscal years
only, a school district that, in the 2012-13 fiscal year, from any of the funding sources
identified in paragraph (1) or (2), received funds on behalf of, or provided funds to, a
home-to-school transportation joint powers agency established in accordance with Article
1 (commencing with Section 6500) of Chapter 5 of Division 7 of Title 1 of the
Government Code for purposes of providing pupil transportation shall not redirect that
funding for another purpose unless otherwise authorized in law or pursuant to an
agreement between the home-to-school transportation joint powers agency and the
contracting school district.”

School districts and county offices of education should review district and local priorities
in assessing the use of these funds. No COLA will be added to these funds in the future.
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CALPADS

The LCFF provides supplemental funding for students that are eligible for free and
reduced price meals (FRPM), are English Learners (EL), or are foster youth. Itis
imperative for districts to develop or refine their system for accurately gathering,
reporting, and certifying data in CALPADS. Districts should print the CALPADS report
and compare it to the FRPM and EL counts reported in their student information system.
Additionally, districts should consider having the EL coordinator and administrator of the
child nutrition program review and certify that the CALPADS report accurately reflects
the student population.

In Flash #83, the CDE noted that data from the CALPADS certification report will be
used as the basis for the supplemental and concentration funding at the 2013-14 Second
Principal Apportionment on or before July 2, 2014. The CDE will make adjustments to
the district unduplicated pupil count for disadvantaged students that are attending a COE
operated program and students identified through a statewide foster youth match of
records from the California Department of Social Services.

Flash #75 notes that LEAs may determine whether a student meets the income
requirements for NSLP eligibility using an alternative process to the NSLP application
process, and may submit NSLP program records to CALPADS for these students.

On October 25, the CDE released five sample alternative forms that can be accessed on
their website. Links and descriptions of the forms are provided in the Provision 2 & 3
section below.

Audit guidelines have been developed for inclusion in the 2013-14 Supplemental Audit
Guide and were approved by Education Audit Appeals Panel on January 27, 2014. The
procedures are intended to verify the unduplicated pupil counts - see the Audit
Requirements section of this document for details. LCFF does not require that LEAS be
audited on the income verification process used to determine eligibility, but it does
require that annual audits verify that CALPADS counts are consistent with pupil records.

Fall 1 Late Correction Window

Because of the increased importance of the CALPADS date this year, on February 10,
2014 CDE issued a letter offering LEAS the opportunity to use a late correction window
for the Fall 1 Certification on request.

“Between February 14 and March 21 LEAs (including those with Provision 2 or 3 schools) that opt to
use the late correction window must submit a service request to the CALPADS Service Desk in
order for the snapshot reports to be enabled. In the service request, please indicate why additional
time is needed, and provide an estimate for when the LEA plans to recertify. LEAs that have already
submitted an extension request do not need to send in another. LEAs must recertify their Fall 1
submission no later than March 21, 2014.”

County Operated Enroliment

Students served in county programs who are otherwise funded through their district of
residence under the LCFF will ultimately be assigned by the COE to the appropriate
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district of residence. Currently there is no mechanism for COEs to report these students
by district of residence within CALPADS, but it is expected for 2014-15. Consequently,
for the 2013-14 year, COEs will manually report this data through the Principal
Apportionment Data collection software as part of the P-2 data collection. (See the
County Office of Education Revenue Transfers section for further details on this issue).

Juvenile court schools are no longer required to submit FRPM student records. This
decision was made because all juvenile court school students are funded as
“disadvantaged students” under LCFF, and because most of these students are not
continuously enrolled. All other county office school types are still required to submit
FRPM eligibility records.

CALPADS Data Use

The data certified in the CALPADS annual submissions are used for many purposes
including funding calculations for various state and federal programs. FCMAT/CSIS has
prepared a table of CALPADS submissions, how data reported to CALPADS are used to
meet state and federal requirements, and the consequences for failure to certify by the
deadline (see Appendix E).

CALPADS now includes Education Program Code 185 to capture transitional
kindergarten participation, which is required to be reported beginning in 2013-14.

New federal verification reporting requirements necessitate identifying students that are
directly certified as eligible for FRLP through the SNAP and TANF programs. This
requires coordination with the Department of Health Care Services and California
Department of Social Services to expand the reporting protocols. A table in Flash #76
fully explains the expanded CALPADS codes.

Difference in Socioeconomically Disadvantaged Definitions

On May 10, 2013, the CDE provided information on the difference in socioeconomically
disadvantaged definitions through CALPADS Update Flash 74. The SED NCLB
subgroup displayed on CALPADS reports cannot be compared to the total FRPM count
displayed on Report 5.1a — Free or Reduced Price Meal Eligibility — Count, because:

e The NCLB subgroup includes parent education level in the definition of
SED. Therefore, students with parents whose highest educational level is
“not a high school graduate” are included in the NCLB subgroup; and

e The NCLB subgroup includes students with an FRPM program record,
and it does not include students who were directly certified, or who are
migrant, homeless, or foster, unless those students also have an FRPM
program record.

Provison 2 and 3 Schools

LEAs that process FRPM or alternative forms after census day in October, but before the
end of CALPADS Fall 1, may update CALPADS with these records with an effective
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date of the student’s enrollment date for that school year. CALPADS will only include
students enrolled on Fall 1 census day in the FRPM counts.

Schools with a National School Lunch Program (NSLP) Provision 2 or 3 status are
prohibited from collecting FRPM applications for individual students. On May 30, 2013,
the CDE released CALPADS Update Flash #75, which provides guidance for reporting
socioeconomically disadvantaged (SED) students in Provision 2 and 3 schools for
accountability purposes. Guidance has changed beginning in the 2013-14 school year, as
LEASs should no longer submit NSLP records for all students in Provision 2 and 3
schools. The CDE will use the following student data from CALPADS for accountability
purposes:

1. Students who are eligible for FRPL based on application for the NSLP
or who are determined to meet the same income eligibility criteria for
NSLP through their local schools.

2. Students who are automatically eligible for free meals based on their
foster, migrant, or homeless status.

3. Students who are directly certified as being eligible.

4. Students with parents whose highest educational level is “not a high
school graduate.”

Flash #75 notes that LEAs may determine whether a student meets the income
requirements for NSLP eligibility using an alternative process to the NSLP application
process, and may submit NSLP program records to CALPADS for these students.

Audit guidelines intended to verify unduplicated pupil counts were adopted by EAAP on
January 27, 2014. See the Audit Requirements section of this document for details.

California School Information Services (CSIS) developed a sample alternative form that
is available at http://csis.fcmat.org/Pages/Tools-Samples-Links.aspx.

On October 25th, the CDE released sample alternative forms that school districts can use
to collect income eligibility for LCFF.

Sample 1: This form collects information for multiple children in a household.
Parents/guardians would calculate their annual income and select among income ranges.

Sample 2: This form collects information for multiple children in a household.
Parents/guardians would list their income sources and amounts. The school would
determine whether the income falls within specified ranges.

Sample 3: This form collects information for multiple children in a household.
Parents/guardians would select among income ranges, which are presented for various
frequencies of payment (weekly, monthly, yearly, etc.).
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Sample 4: This form collects information for one child. Parents/guardians would provide
their total income and household size. The school would determine whether the income
falls within specified ranges.

Sample 5: This form collects information for multiple children in a household.
Parents/guardians would list their income sources and amounts. The school would
determine whether the income falls within specified ranges. The form includes other
information that the school may wish to collect, such as eligibility for benefits under
various federal programs.

Special Circumstances and the LCFF
Adult Education

Adult Education funds are folded into the LCFF and are intended to be flexible for any
educational purpose. However, the enacted budget changed provisions for adult education
from the status quo to a maintenance of effort model for two years. For the 2013-14 and
2014-15 fiscal years only, the district or county office of education shall expend no less
for the Adult Education program than the amount spent in the 2012-13 fiscal year. SB 97
clarified that school districts and county offices of education will satisfy the maintenance
of effort requirement if they collectively maintain Adult Education countywide.

The 2013-14 budget requires the Chancellor of the Community Colleges and the state
Department of Education to jointly provide two-year planning and implementation grants
to regional consortia and community college districts to develop regional plans to better
serve the education of adults.

The regional consortia shall consist of at least one community college district and at least
one school district within the boundaries of the community college district, and either
entity may serve as the fiscal agent. Consortia may include other entities providing adult
education courses, including but not limited to correctional facilities, other local public
entities and community based organizations.

It is the legislation’s intent for consortia to work toward developing common policies and
full articulation agreements between adult education coursework and Career Technical
Education coursework or college coursework, as well as fee and funding levels. For more
information on the implementation of the planning grants and consortia see
http://ab86.cccco.edu/Home.aspx.

In his 2014-15 budget proposal, the Governor signaled his intent to create a new adult
education categorical program in 2015-16:

“Adult education consortia plans will be completed by early 2015, and the
Administration intends to make an investment in the 2015-16 budget for adult
education, including adult education provided in county jails, through a single
restricted categorical program. The Administration will continue to work jointly with
the State Department of Education and the California Community Colleges
Chancellor’s Office to complete the adult education consortia plans, while working
with the Legislature to ensure that any legislation pertaining to adult education aligns
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with and supports the planning process currently underway, and provides consistent
guidance to the K-12 and community college districts.”

Basc Aid

Under the LCFF, the determination of a basic aid district is made exclusive of funds
received through the Education Protection Account (EPA) and further excludes revenues
received through the LCFF hold harmless calculation, including previously received
categorical funds.

A basic aid district is defined as a district that does not receive state aid to fund the floor
entitlement for transition to the LCFF or any portion of the LCFF at full implementation.

Basic aid districts will receive minimum state aid (MSA) funding (Hold Harmless) of no
less than the amount received in 2012-13. The MSA amount will be calculated based on
the categorical allocation net of 8.92% fair share reduction. However, the fair share
reduction is limited by the district’s property taxes in excess of the 2012-13 revenue limit
and by the total of all categoricals enumerated by the LCFF. Due to the dissolution of
RDAs, many districts experienced an increase in their fair share reduction as a result of
the increase in property taxes. Trailer bill language released by the Department of
Finance on January 31, 2014 will correct this in the 2014-15 year by removing one-time
redevelopment agency liquid asset recovery revenue from the fair share calculation.

Each basic aid district is uniquely funded. Some are only in basic aid status because the
LCFF is not yet fully funded, while others are and will remain basic aid under full
implementation of LCFF. Also, basic aid districts receive varying levels of categorical
funds, as reduced by the fair share calculation.

Through the minimum state aid language of the LCFF, each basic aid district will be
guaranteed to receive state aid equal to its 2012-13 categorical funding, after fair share
reductions calculated at 8.92%.

Basic aid districts will be subject to the Local Control and Accountability Plan (LCAP)
and Supplemental and Concentration Grant regulations under LCFF. See the Local
Control Accountability Plans and Supplemental and Concentration Grants sections for
guidance.

Miscellaneous Basic Aid Revenues
e Minimum guarantee of $120 per ADA (remains unchanged).
e EPA $200 per ADA ongoing funding is dependent on basic aid status,
until EPA’s temporary taxes expire (see EPA section), and is in addition to

the $120 basic aid guarantee.

e District of Choice credit is at 70% of district of residence LCFF base
grants transitional or funded amount until full implementation (excluding
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supplemental and concentration grants). Education Code Section 48310
becomes inoperative on July 1, 2016.

e Charter School Basic Aid Supplement is at 70% of district of residence
LCFF base grants transitional or funded amount until full implementation
(excluding supplemental and concentration grants).

e Court-ordered is at 70% of district of residence LCFF base grants
transitional or funded amount until full implementation (excluding
supplemental and concentration grants). These students will be included in
the receiving district’s unduplicated pupil count. Districts that are in Basic
Aid status should report these students as court-ordered to receive the 70%
of the funding. Once a district transitions to LCFF funding, these students
should be reported as district students.

Education Protection Account (EPA)

Consistent with the current provisions of the EPA, all districts are guaranteed a minimum
of $200 per ADA beginning in 2012-13 and each year thereafter through 2018-19. For
state funded districts, EPA is an offset to state aid. Because basic aid districts do not
receive state aid, they receive this minimum EPA funding of $200 per ADA as additional
revenue.

Through the implementation of the LCFF, basic aid districts that lose their basic aid
status may receive a proportionate offset to the $200 per ADA minimum in EPA funding
as state aid revenues grow. The LCFF Calculator includes this offset calculation. During
the period when a basic aid district transitions from basic aid to state funded, however,
the additional EPA minimum revenue should not be budgeted until this calculation is
fully vetted with the CDE.

Cash and Reservesfor Basic Aid Districts

Basic aid districts should carry higher than minimum reserves. Dependence on property
taxes means dependence on assessed property values. Greater than minimum reserves
provide a buffer should assessed values fall short of projections. Moreover, basic aid
districts whose student population is growing do not receive additional funding.

With the LCFF implementation, those districts that became basic aid by virtue of the
deficit factor under revenue limit may convert to being state funded through the LCFF.
Districts are advised to be cautious in planning for this possibility. Cash flow will be
seriously affected for districts transitioning out of basic aid status. For 2013-14, the CDE
is providing apportionments based on the funding status of the district in 2012-13.
Although this is problematic in “normal” years, it will have a longer cash flow impact in
2013-14. This could mean a district will be treated as a basic aid district by the CDE and
an LCFF district by its county controller. All basic aid districts are advised to work
closely with our office in projecting their current and future basic aid status.
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Charter Schools

LCFF for charters continues to be largely identical to district funding, except that in
certain circumstances charter funding will be constrained by factors related to the district
in which the charter is physically located. Furthermore, under the current emergency
regulations, LCAP requirements for charter schools differ from the requirements
specified for school districts.

Funding

Similar to school districts, charters will receive a base rate for each of the four grade
spans, and add-on funding for the K-3 GSA for class size reduction (10.4%) and 9-12
GSA for Career Technical Education (2.6%). However, charter schools are not subject to
the 24:1 K-3 class size requirement as a condition of apportionment.

Charters will also receive supplemental and concentration grants based on their
unduplicated pupil counts (see Supplemental and Concentration Grants section and
CALPADS section for more information), but a charter school’s concentration grant
percentage will be limited to the percentage associated with the school district where the
charter school physically resides. If the charter school is physically located in more than
one school district, then the charter’s percentage cannot exceed that of the school district
with the highest percentage. Other aspects of charter school funding remain unchanged in
the Governor’s 2014-15 Proposed Budget, including in-lieu property tax transfers, and
the use of current year ADA, even in the case of declining enrollment.

Section 15496 of the LCFF regulations require both charter schools and school districts
to calculate the proportion of funds that must be dedicated to increasing or improving
services for those high need pupils who generated supplemental and concentration grants
under LCFF. Charter school requirements on the use of targeted funds are contained in
regulation Section 15496(b)(5), and the requirements for districts are found in Section
15496(b)(1-4). Charter schools tend to operate at the school level, and therefore, the
requirements for charters to use weighted funds are specific to the school level.

e Section 15496(a)(2) of the regulations requires charter schools and
districts to establish the prior levels of resources committed to serving
high need pupils as the base from which to track increased efforts.

e The minimum level of resources allowed as the starting point is funding
received for Economic Impact Aid (EIA) in 2012-13.

e Under the prior block grant system (EC 47634.1), charter schools received
funds in lieu of EIA in a general purposed block grant that could be used
“for any educational purpose.” Regardless, annual progress toward
proportional resources to targeted pupils will still be calculated under the
formula in the SBE regulation for charter schools that will result in
incremental increases.
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LCAP for Charter Schools

The Governor’s 2014-15 Proposed Budget requires charters to abide by some of the
elements as required in the district’s Local Control and Accountability Plans (LCAP), but
not all. Charter schools will be required to develop an LCAP focusing on the eight key
state priority areas that apply for the grade levels served at the charter, or the nature of the
program operated. The charter school must also consult with its school community in
developing and annually revising its LCAP. However, LCAP requirements for charter
schools are contained in different sections of the current emergency regulations than the
regulations for school districts.

Specifically, pursuant to EC Section 47605, 47605.5, and 47606.5, charters must describe
goals and specific actions to achieve those goals for all students and each subgroup of
pupils identified in EC 52052, including students with disabilities, for each of the state
priorities as applicable and any locally identified priorities. The inclusion and description
of goals for state priorities in the LCAP may be modified to meet the grade levels served
and the nature of the programs provided, including modifications to reflect only the
statutory requirements explicitly applicable to charter schools in the Education Code.

The LCAP must be reviewed and revised annually by the charter’s governing body and
submitted to its authorizer.

COE Revenue Transfers

Traditionally, revenue limit for students in county-operated special day classes and
community schools had been transferred to COEs based on the revenue limit of the
student’s district of residence. However, under the LCFF, these funds instead flow to the
student’s district of residence, requiring a manual transfer to the COE at the local level.
The funding will be accounted for as part of a district’s funding under the LCFF.

For students that are mandatorily expelled, probation-referred, on probation or parole, or
incarcerated and served by the county office of education, the COE receives funding
directly from the state. If a COE enrolls a student not funded pursuant to these four cases,
any attendance generated by that student is credited to the school district of residence. To
calculate the percentage of unduplicated students for supplemental and concentration
grants per Education Code Section 42238.02, the CALPADS data collection process will
need to be updated so the enrollment of these students can be attributed to the school
district of residence.

LCFF provides that if a district enrolls its students in a COE program, the district will
need to transfer the revenue for those students to the COE. Previously this was done by
the CDE. The CDE is working with the DOF in an effort to provide a process for such a
transfer at the state level. Currently, there is no statutory authority for the CDE to
continue to transfer the funding at this time. Therefore, the CDE will not facilitate these
transfers under the LCFF for the 2013-14 year.

For the 2013-14 advance apportionment, which is based on the prior year, funding for
county office funds transfers is equal to 2012-13 P-2 amounts. Because the changes for
LCFF apportionments have not yet been made, the advance apportionment maintains the
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cash flow status quo (transferring the funds to COEs and reducing district
apportionments). The adjustment of cash flow will not be made until the apportionment
calculated with LCFF funding is certified, at the Second Principal Apportionment in July
2014. This impacts various programs operated by the COE: Special Day Class,
Opportunity and Community “A” & “B” students, etc. A communication letter from the
CDE is anticipated by the end of February to clarify this change in revenue transfers of
funding and the impact to LEAs’ cash flow.

Independent Study

Increasing Instructional Flexibility — Independent Study

The Governor’s Budget proposes the addition of two new instructional options to
increase instructional flexibility: Grades 9 through 12 Course-Based Independent Study
and School Site-Based Blended Learning. These new options are governed by a new
learning agreement in place of the written agreement required for current independent
study. If the Governor’s Budget is adopted as written, districts potentially will be able to
offer up to three different independent study options: ongoing Independent Study under
modified current law, the proposed Course-Based Independent Study for grades 9-12 and
the proposed School Site-Based Blended Learning for grades K-12.

The Governor’s Budget also proposes to increase flexibility in the current Independent
Study instructional setting by amending EC 51747.5 with a subdivision stating that pupil

work products do not have to be signed and dated when assessing the time value of the
pupil’s work. The following chart highlights the differences between the three settings:

Traditional Independent Study

Grades 9-12 Independent Study

School Site-Based Blended

For grades K-12

For grades 9-12

Learning
For grades K-12

Independent study

Course by Course Independent
Study

School site-based blended learning
courses

Instruction occurs anywhere

Instruction occurs anywhere

Instruction on physical school site

Board policies follow
applicable statute including,
but not limited to, EC 51745
through 51749.3

Board policies follow EC
51749.5 through 51749.7

Board policies follow EC 51749.5
through 51749.7

Written Agreement per 51747

Learning Agreement per 51749.7

Learning Agreement per 51749.7

Not valid for any period
longer than one semester, or
one-half year for year-round
school.

Shall not exceed a school year or
cross over multiple school years.

Shall not exceed a school year or
cross over multiple school years.

Must specify manner, time
and frequency of student
contact

Pupil and teacher shall
communicate in-person,
telephone or any other live visual
and/or audio connection at least

Pupil and teacher shall
communicate in-person, telephone
or any other live visual and/or
audio connection at least once per
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once per week.

week.

Evaluation of whether or not
the pupil should be allowed to
continue in independent study
is triggered by number of
missed assignments

Evaluation of whether or not the
pupil should be allowed to
continue in independent study is
triggered when the pupil does not
make satisfactory educational
progress

Evaluation of whether or not the
pupil should be allowed to continue
in independent study is triggered
when the pupil does not make
satisfactory educational progress

Teachers must be
appropriately credentialed
employees

Teachers must be appropriately
credentialed AND meet the
federal definition of highly
qualified teachers

Teachers must be appropriately
credentialed AND meet the federal
definition of highly qualified
teachers

Proposal: Pupil-to-
certificated employee ratios
shall be applied by grade span
and may be collectively
bargained to an alternative
ratio.

Pupil-to-certificated employee
ratios shall be applied by grade
span and may be collectively
bargained to an alternative ratio.

Pupil-to-certificated employee
ratios shall be applied by grade
span and may be collectively
bargained to an alternative ratio.

Must ensure same access to all
existing services and resources
as is available to all other

pupils

Board must annually certify rigor
and educational quality of the
program is equivalent to
classroom based instruction

Board must annually certify rigor
and educational quality of the
program is equivalent to classroom
based instruction

Grades 9-12 Independent Study

School Site-Based Blended

Traditional Independent Study

Supervising teacher assigns
time value to pupil work
products. Samples of pupil
work to be retained in file.
(Proposal eliminates need for
teacher to sign and date work)

Evidence of satisfactory
educational progress shall include
a grade book or summary that,
for each course, lists all
assignments, exams, and
associated grades

Learning

Evidence of satisfactory
educational progress shall include a
grade book or summary that, for
each course, lists all assignments,
exams, and associated grades

May be combined with other
authorized instructional options
to meet minimum instructional
minutes per day and per year and
for purposes of computing
average daily attendance.

May be combined with other
authorized instructional settings to
meet minimum instructional
minutes per day and per year and
for purposes of computing average
daily attendance.

Regional Occupational Programs/ Career Technical

Education

The enacted budget includes ROC/P as part of the LCFF base for districts and county
offices that received the Tier Il funding directly from the state. However, the budget
included maintenance of effort requirements stating that, “for the 2013-14 and 2014-15
fiscal years only, of the funds a school district (or COE) receives for purposes of regional
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occupational centers or programs [...] the school district shall expend no less than the
amount of funds the school district expended for purposes of regional occupational
centers or programs [...] in the 2012-13 fiscal year.”

The LCFF cleanup bill, SB 97, clarified that school districts and county offices of
education will satisfy the MOE requirement if they collectively maintain ROC/P
spending countywide, including CTE expenditures. Specifically the bill states, “a school
district may include expenditures made by its county office of education within the
school district [and vice versa for COEs] for purposes of regional occupational centers or
programs so long as the total amount of expenditures by the school district and the county
office of education equal or exceed the total amount required to be expended for purposes
of regional occupational centers or programs” ... pursuant to Section 2575(k)(3) (COE
requirement) and Section 42238.03(a)(7) (district requirement).

SB 97 also maintains and clarifies the separate MOE requirements related to ROC/P
JPAs.

While the original LCFF proposal required the 2.6% augmentation to the high school
grade span base grant to be used to promote “college and career readiness” (see Section
42238.02.d.4. B-D), cleanup bill SB 91 removed these restrictions. Nonetheless, the
intent of this funding remains to allow districts to provide for CTE in a manner consistent
with the LCFF’s focus on flexibility and local control. In addition, beginning in 2014-15,
a CTE component will be a required element of Local Control and Accountability Plans.
SB 97 clarified that LCAPs should include goals related to the percentage of pupils that
complete “career technical education sequences or programs of study that align with state
board-approved career technical educational standards and frameworks.”

Another significant CTE related provision of the enacted budget is the inclusion of $250
million in one-time funding for Career Technical Education Pathway Grants to be
competitively awarded for work-based learning programs. The Request for Applications
(RFA) for these funds was released on January 21, 2014, and applications are due March
28, 2014. See http://www.cde.ca.gov/fg/fo/r17/ccptldrfa.asp for details.

Federal CTE funds, including Perkins funding, are not part of LCFF and continue to be
subject to all existing compliance and reporting requirements.

Revenue Limit Transition / Advance
Apportionment

The LCFF eliminates revenue limits and corresponding add-ons and adjustments. This
includes elimination of the revenue limit adjustment for State Unemployment Insurance
(UI), PERS Reduction, Meals for Needy Pupils, and Beginning Teacher Salary. The
current level of funding for these programs is folded into the LCFF. These amounts will
no longer be adjusted for changes in districts’ Ul expenditures or in PERS contribution
rates.
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Districts are expected to cover any increased costs associated with unemployment
insurance expenses, PERS rates or other district-specific adjustments as currently applied
to district revenue limit calculations.

The CDE anticipates calculating LEA funding using the new LCFF formula in the 2013-
14 P-2 apportionment, which will be certified on or before July 2, 2014.

Cash Management

At their peak in 2011-12, K-12 deferrals totaled $9.4 billion. For 2013-14, cross fiscal
year deferrals totaled $5.6 billion. The Governor’s 2014-15 Budget proposes to eliminate
the remaining $5.6 billion in cross fiscal year deferrals.

Education Protection Account (EPA)

A significant change to LEA cash flows occurred in 2012-13 with the passage of
Proposition 30, which established the Education Protection Act (EPA) whereby
temporary sales tax and income tax revenues are collected and distributed to schools.
EPA will be apportioned quarterly in September, December, March, and June. EPA
entitlement and apportionment details may be accessed at:
http://www.cde.ca.gov/fg/aa/pa/epal3l4.asp. LEAs may also find more information
about EPA on the CDE’s frequently asked questions webpage:
http://www.cde.ca.gov/fg/aa/pa/pafaq.asp.

Although the LCFF is effective beginning in 2013-14, EPA entitlements will continue to
be calculated on the revenue limit formula.

Cross Hscal Year Principal Apportionment Deferrals

K-12 principal apportionment cross fiscal year deferrals have declined from $7.4 billion
in 2012-13 to $5.6 billion in 2013-14 (see table below). The Governor is proposing to
eliminate all cross fiscal year deferrals in 2014-15. Please see Appendix B for a graphic
illustration of statewide principal apportionment deferrals in 2013-14.

Time Frame 2012-13 2013-14 2014-15

$531.720 million | Rescinded
February to July

$1.029 billion Rescinded
March to August

$763.794 million | Rescinded
April to August
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$594.748 million | $917.5 million | Elimination proposed
April to July

$1.977 billion $2.352 billion | Elimination proposed
May to July

$2.5 billion $2.352 billion | Elimination proposed
June to July

$7.4 billion $5.6 billion $0 (proposed)

Deferred across fiscal years

The State Treasurer’s Office and the State Controller’s Office have agreed on the
following K-12 deferral payment dates:

K-12

o April 2014 — 7/14/2014

e May 2014 — 7/14/2014

e June 2014 — 7/24/2014

Our office recommends the following next steps for school districts:

e Revise 2013-14 and 2014-15 cash flow projections to reflect the
appropriate cross fiscal year deferral reductions.

o 42.21% of the April P-1 apportionment will be deferred to July.

o 100% of the May P-1 apportionment will be deferred to July.

o 100% of the June P-2 apportionment will be deferred to July.

e Update cash flow projections to reflect EPA in 2013-14 and 2014-15.

e Create two cash flow projection scenarios for 2014-15. The first scenario
should assume the continuation of some 2013-14 deferrals and the second
scenario should assume that all of the deferrals are eliminated.

e Evaluate cash flow projections as soon as possible and develop a plan of
action to address cash shortfalls. Options include:
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o Temporary interfund borrowing (Education Code Section 42603).
o Cross fiscal year tax revenue anticipation notes (TRANS).

o A temporary transfer from the county treasurer (Education Code
Section 42620).

Education Protection Account

The Education Protection Account (EPA) provides local educational agencies (LEAS)
with general purpose state aid funding pursuant to Proposition 30, the Schools and Local
Public Safety Protection Act of 2012, approved by the voters on November 6, 2012.
These temporary taxes are set to expire as follows:

e 2016, additional ¥ cent sales tax expires.
e 2018, increase to personal income tax for high income earners expires

The California Department of Education posts information and frequently asked
questions on the EPA. The_Education Protection Account (EPA) Web page provides
information on LEAs” EPA entitlements, the resulting impact to state funding, and FAQs.

The language in the constitutional amendment requires that funds shall not be used for
the salaries and benefits of administrators or any other administrative costs. LEA boards
must make annual spending determinations in an open session at a public meeting.
Districts are also required to annually post on their website an accounting of how much
money was received from EPA and how that money was spent.

The EPA funding is a component of an LEA’s total revenue limit or charter school
general purpose entitlement. EPA entitlements will continue to be calculated on revenue
limit entitlements even under the LCFF.

Consistent with the current provisions of the EPA, all districts are guaranteed a minimum
of $200 per ADA beginning in 2012-13 and each year thereafter through 2018-19. For
state funded districts, EPA is an offset to state aid. Because basic aid districts do not
receive state aid, they receive this minimum EPA funding of $200 per ADA as additional
revenue.

The LCFF Calculator will generate estimated EPA revenue for budgeting purposes.

Funding Outside of LCFF
Categoricals/ Regulated Programs

The enacted State Budget eliminates most state categorical program funding, except for a
few programs funded outside the LCFF. See Appendix C for a list of the programs folded
into the LCFF.
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The State Budget maintains funding and program requirements for the following
categorical programs (Regulated Programs):

Resource | Program Name
6013 Adults in Correctional Facilities (2014-15 COLA .86%)
6010 After School Education & Safety Program
Agricultural Vocational Education (proposed to be rolled into LCFF in
7010 2014-15)
7210 American Indian Early Childhood Education (2014-15 COLA .86%)
0000 Assessments
0000 gemo/eor)ican Indian Early Childhood Education Program (2014-15 COLA
7365 Foster Youth Services Programs (2014-15 COLA .86%)
7220 Partnership Academies
7400 Quality Education Investment Act
22(1)8' Special Education (2014-15 COLA 0.86%)
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Specialized Secondary Programs (proposed to be rolled into LCFF in
73170 2014-15)

6055 State Preschool

Programs categorized as Tier 11 under SBX3 that have been flexed since 2008-09 are
eliminated, including program requirements, and combined into the base in calculating
the LCFF. Tier 111 public hearings as required under SBX3 are no longer required
beginning in 2013-14.

Williams Act: Funding is absorbed by the LCFF, but the requirements are still in place.
It is expected that LCFF funds will be used to meet the requirements.

Deferred Maintenance: Education Code Section 17582 is amended. While funding for
deferred maintenance is part of the base in the LCFF, the responsibility for maintaining
district facilities becomes part of a district’s Local Control Accountability Plan (LCAP).

Economic Impact Aid (EIA) Funding: EIA is now one of the categorical programs
included in the LCFF formula. Currently the requirement to post expenditure data to the
LEA’s website under Education Code 54029 is still in effect. Districts should continue to
post expenditures until cleanup language is completed. Carryover funds from EIA
entitlements for 2012-13 and any previous fiscal years are still subject to the former EIA
restrictions.

Lottery: Lottery funding is calculated in the same manner as prior years. The CDE
estimates that the lottery will provide $156 per ADA ($126 per ADA in unrestricted
lottery revenues and $30 per ADA in Proposition 20 revenues) for 2013-14.

Mandated Costs: The adopted budget increases the Mandate Block Grant (MBG)
allocation by $50 million, and the funds will be distributed to districts with high schools
for graduation requirements. The budget suspends a variety of other mandates outside the
MBG. Districts opting to accept the MBG will receive $28 per ADA for grades K-8, and
$56 per ADA for grades 9-12. Charter schools will receive $14 per ADA for grades K-8,
and $42 per ADA for grades 9-12. COEs will receive $29 per ADA grades K-8 and $57
per ADA grades 9-12. The Governor proposes adding three additional mandates to the
block grant starting in 2014-15 - Uniform Complaint Procedures, Public Contracts, and
Charter Schools 1V - without proposing any increase to the amount of the block grant.

LEAs that do not opt to receive funding through the MBG will need to continue to collect
data and submit for reimbursement. However, the budget does not include funding for
mandated cost claims, although the Governor does suggest plans to retire outstanding
claims in the 2015-16 through 2017-18 timeframe.

Routine Restricted Maintenance: LEAs continue to have flexibility to reduce the
contribution to 1% (or 0% if in compliance with Williams) through 2014-15, and then the
3% requirement returns. The requirements under the Williams Act remain. Districts
should review their routine maintenance needs and ensure that Williams Act

50




51

requirements are met and that students are housed in facilities that are safe, clean and in
good repair.

Regional Programs: Because the LCFF permanently eliminates a wide range of regional
programs as separate identified funding streams, districts receiving regionalized services
or funding through another LEA should be aware that the regional provider may not be
able to sustain these services indefinitely without district contributions. Examples of
programs that are often operated regionally include ROC/P, Beginning Teacher Support
and Assessment (BTSA), and California Technology Assistance Project (CTAP), among
others. All former Tier III regional programs may be diminished over time by rising costs
and competing priorities under the LCFF’s flexibility.

Child Care

The 2014-15 budget does not include funding for cost of living adjustments (COLA) for
child development programs. Fees still must be assessed and collected for families with
children in part-day preschool programs, families receiving wraparound childcare
services, or both; fees cannot exceed 10% of the family’s total income. The budget
includes $10 million to serve an additional 3,300 full-day children in general child care
programs, alternative payment programs, and migrant child care.

FY 2014-15 Budget Proposal for Child Care and ECE

e General Child Care: $478 million. Slight decrease to CCTR programs
($4.9 million).

e State Preschool: $509 million. Slight increase to Part-Day CSPP ($2.1
million). Continues one-time only funding from 2013-14. Reflects a
growth of 0.42%.

e Alternative Payment: $179 million. Slight decrease to APP ($1.8
million).

e CalWORKSs Child Care: Funded based on use/demand projections. Right
now: Stage 1 decrease ($22 million). Stage 2 slight increase ($6 million).
Stage 3 slight increase ($2.7 million).

e Migrant Day Care: $26.8 million. Slight decrease ($0.2 million).

e Quality Improvement: $49.8 million. Slight decrease ($1.5 million).

e Resource and Referral: $18.7 million. Remains flat.

e COLA: None, except for American Indian Early Childhood Education,
American Indian Education Centers, Child Nutrition, and Special
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Education. (COLA for General Child Care programs eliminated until
2015-16.)

e Growth: The population of children 0-4 years has increased slightly and,
therefore, a growth factor (0.42%) is applied.

e Reimbursement: No change to standard reimbursement rate or regional
market rate. However, 2004 market (2005 survey) is still the basis of
reimbursement cap.

On January 6, 2014, Senate Democrats introduced SB 837 (Steinberg), the Kindergarten
Readiness Act of 2014, which calls for an expansion of Transitional Kindergarten (TK) to
all 4-year-olds over a five year phase-in, starting in 2015-16 and continuing through
2019-20. However, the Governor did not include the TK expansion in the budget
proposal.

Common Core Implementation Grant

To support the implementation of the Common Core State Standards, apportionments
were made from funds provided in Assembly Bill (AB) 86, Section 85. Apportionment
letters were issued August 23, 2013.

School districts, county offices of education, charter schools, and state special schools
receiving these funds may encumber the funds any time during the 2013-14 or 2014-15
fiscal years. LEAs shall expend funds for any of the following purposes:

e Professional development for teachers, administrators, and
paraprofessional educators or other classified employees involved in the
direct instruction of pupils that is aligned to the academic content
standards adopted pursuant to Sections 60605.8, 60605.11, 60605.85, and
60811.3 of the Education Code.

e Instructional materials aligned to the academic content standards
referenced above.

e Integration of the academic content standards through technology-based
instruction for purposes of improving the academic performance of pupils,
including, but not limited to, expenditures necessary to support the
administration of computer-based assessments and provide high-speed,
high-bandwidth Internet connectivity for administering computer-based
assessments.

As a condition of receiving these funds, the LEA must develop and adopt a plan
delineating how funds shall be spent. The plan shall be explained in a public meeting of
the LEA’s governing board before its adoption in a subsequent public meeting and can be
as simple as stating that the funds will be spent on the categories allowed (see above).
Even if the details of a district’s Common Core implementation needs are unknown at
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this time, districts are encouraged to move forward with board adoption of a high level
plan per the broad categories above to ensure compliance with the plan requirement.
Detailed expenditure information is due to the CDE at the end of fiscal year 2014-15. The
method for this report has yet to be determined.

Per AB 86, CDE allocated per-pupil funding based on prior-year enrollment data. The
per-pupil award amount is $200.96 per pupil using CALPADS fall enrollment data as of
October 2012 that was certified on or before May 24, 2013. The first half of the
allocation was received August 2013 and the final allocation was received October 2013.

These funds should be accounted for using Resource Code 7405 and Revenue Object
Code 8590. Expenditure of funds will be subject to the annual audit required by EC
41020. Indirect costs are allowed at the LEA approved rate.

Federal Funding / Sequestration

On January 18, 2014, the President signed the Consolidated Appropriations Act, which
finalized Fiscal Year (FY) 2014 funding for all government agencies including Education
and ends the possibility of further sequestration cuts in FY 2014. However, the Budget
Control Act is still in effect until 2023, and its sequestration elements still could come
into play in future years.

The Labor, Health and Human Services and Education section of the Consolidated
Appropriations Act funds Title I at $14.38 billion with a $624.5 million increase above
the FY 2013 sequestration level. IDEA funding for FY 2014 is $11.4 billion with a
$497.9 million increase above the FY 2013 sequestration level. This represents a 4.5%
funding increase for Title | and IDEA above the FY 2013 sequestration level. These
increases partially restore the 5.23% sequestration cuts these programs experienced in FY
2013. Districts receiving Impact Aid funding will see the FY 2013 5.23% sequestration
cuts restored in FY 2014 because Impact Aid is now funded at $100 million above its
pre-sequestration FY 2013 level.

An early estimate for FY 2014 is that California schools should receive an increase of
approximately $60 million for Title | and $50 million for IDEA above the FY 2013
sequestration levels. California will need to submit a competitive application to obtain
funding for a newly enacted preschool Early Childhood program, which will be jointly
administered by the Departments of Health and Human Services and Education.

For Second Interim Budget development and multiyear planning, continue to assume the
5.2% reduction in all federal education programs (child nutrition is exempt) for the 2013-
14 school year. Federal funds received during school year 2013-14 were funded in FY
2013 and were subjected to the Budget Control Act sequestration cuts.

For the 2014-15 school year, which is funded with FY 2014 funds, it is recommended
that districts expect a 4.5% increase in funding for Title | and IDEA above the FY 2013
sequestration levels. The Perkins Career and Technical Education program will be
funded at 5.0% above the FY 2013 sequestration levels. For years subsequent to 2014-15,
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it would be prudent to plan for possible additional reductions in federal funding until
Congress resolves the federal deficit issues that led to sequestration.

Foster Youth Services

The state Foster Youth Services program provides support services for foster children,
who often experience multiple placements in foster care. The State Budget removed
Foster Youth Services from the list of categorical programs that are rolled into the LCFF.
County superintendents retain the responsibility to coordinate services for foster youth
between child welfare agencies, schools, juvenile court and probation. This also includes
the efficient transfer of health and education records between those agencies.

Students identified as foster youth are included in the unduplicated counts used in
calculating supplemental and concentration grants. The Governor also now includes
foster youth as a subgroup in the Academic Performance Index that is subject to growth
targets as set by the State Board of Education.

AB 97 required the state Department of Social Services to enter into an MOU with the
CDE to share data related to pupils in foster care. The CDE is then required to inform

LEAs, at least weekly, of any pupils enrolled in their schools who are in foster care to

ensure these students receive the appropriate educational support and services.

CDE and the California Department of Social Services (CDSS) have entered into an
MOU to conduct statewide matching of student data to foster data to ensure that foster
youth are included in the unduplicated count. Any matches that are not already reported
as foster youth in an LEA’s Fall 1 CALPADS data will be included in the LEA’s
unduplicated count by CDE.

CDE and CDSS are still working to amend the initial MOU to enable the weekly re-
disclosure of foster data to LEAs, and CDE is simultaneously developing the required
CALPADS functionality. Implementation of this new functionality is scheduled for late
fall 2014.

M edi-Cal Administrative Activities

In June 2012, the Centers for Medicare and Medicaid Services (CMS) notified the
California Department of Health Care Services (DHCS) that because of a federal review
conducted in spring 2012, all School Based Medi-Cal Administrative Activities (MAA or
SMAA) claims were deferred pending an agreement with CMS to provide additional
source documentation. In July 2012, DHCS requested that California be allowed to
“interim claim” for 2012-13. California was given that approval provided DHCS moved
toward a new claiming methodology for 2013-14.

In the meantime, DHCS collaborated with the Local Educational Consortiums (LECs)
and Local Government Agencies (LGAS) to develop and implement the Random Moment
Time Study (RMTS) methodology. However, due to concerns raised by various school-
based associations, this process has taken longer than anticipated and California was
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unable to finalize the new plan prior to the 2013-14 claiming year. Therefore, DHCS
requested California be allowed to interim claim another year.

In October 2013, CMS granted conditional approval of interim claiming for 2013-14 and
included a timeline delineating the milestones that must be met by DHCS to ensure
implementation of the new RMTS claiming plan by July 1, 2014. Unfortunately, the
submission of the revised RMTS claiming plan to CMS was delayed to mid-January to
allow time for further discussions about the proposed plan with certain school-based
associations. On Friday, January 24, 2014, DHCS reported that submission of required
documentation to CMS was completed and that LECs/LGASs could continue the RMTS
RFP process.

In response to the field DHCS is working hard to enhance the communication among all
stakeholders in the SMAA program and has been posting updates on the SMAA website
every Friday afternoon. The link for this site

is _http://www.dhcs.ca.gov/provgovpart/Pages/SMAAWNhatsNew.aspx. The first
meeting of the new SMAA stakeholder forum is scheduled for Wednesday, February 12,
2014. Email DHCS at smaa@dhcs.ca.gov for pertinent details.

For MAA claims in 2013-14, CMS required a Reasonableness Test Criteria (RTC)
process to be developed and applied to all the deferred and subsequent year invoices. The
RTC certification process was developed and posted. LEAs are advised to work closely
with their LEC/LGA SMAA coordinators to ensure their invoices are processed with the
RTC criteria. The link for this information is
http://www.dhcs.ca.gov/provgovpart/Pages/ParticipantUniverse.aspx. The state has
established a SharePoint site and will provide training for LECs/LGASs to submit large
files for the RTC process.

DHCS has offered LEAS the option of netting invoices if they owe money back to DHCS
from those deferred and subsequent years’ invoices. The netting of invoices may prevent
districts from having to physically write checks back to the state for disallowed claims.
Depending on the local circumstances, LEAS should contact their LECs/LGAs if they
plan to submit all the invoices in a package to utilize this option.

Proposition 39

SB 73 (Chapter 29/Statutes 2013) is the implementation bill for Proposition 39, the
California Clean Energy Jobs Act. Proposition 39 provides for the creation of clean
energy jobs, including funding energy efficiency projects and renewable energy
installations in public schools, universities, and other public facilities.

For five fiscal years, 2013-14 through 2017-18, funds will be provided for K-14 schools.
In 2013-14 the total funding is projected to be $428 million. K-12 education (school
districts, charter schools, and county offices of education) will be allocated $381 million
of the total, with LEA distributions based 85% on a per-ADA allocation (second principal
apportionment of prior year) and 15% on the basis of free and reduced price meal-eligible
students (prior year). The CDE has posted 2013-14 entitlement amounts, but specifies
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that these amounts are subject to revision. They are available at:
http://www.cde.ca.gov/fg/fo/r14/prop39ccejal3result.asp.

Minimum grants will be $15,000 plus free and reduced priced meals (FRMP) allotment
for LEAs with 100 or less prior year P2 ADA, no less than $50,000 plus FRPM allotment
for LEAs with more than 100 to 1,000 prior year P2 ADA, and no less than $100,000
plus FRPM allotment for LEAs with more than 1,000 but less than 2,000 prior year P2
ADA. In addition, LEAs with 1,000 or less prior year P2 ADA may receive advances on
future allocations, allowing them to bundle two years of funding.

Note that the Proposition 39 legislation and the associated audit procedure (see Audit
Requirements section state that “an LEA may not use a sole source process to award
funds, and that an LEA may use the best value criteria as defined in paragraph (1) of
subdivision (c) of Section 20133 of the Public Contract Code.” Clarification of the
legislative intent is being sought, but at for now LEAs may want to seek legal counsel,
and at a minimum will need to document that an appropriate competitive process is used
in awarding any Proposition 39 funds.

LEAs with 2,000 or more prior year P-2 ADA will receive their allocation based on a
per-ADA allocation. LEAs that receive more than $1 million must spend at least 50% of
the funding on projects larger than $250,000 that achieve substantial energy efficiency,
clean energy and jobs benefits.

LEAs may pursue other programs and incentives to leverage Proposition 39 awards such
as but not limited to: Bright Schools Program, California Conservation Corps, bond
funding and local government program.

LEAs are expected to provide specific data to the Energy Commission including but not
limited to an Energy Expenditure Plan with specific required elements, access to all
utility data for the past 12 months, benchmarking data, cost efficiency analysis, and
ongoing analysis.

Allowable uses of Proposition 39 funds include:
e Energy planning activities occurring on or after July 1, 2013
e Energy audits and energy surveys/assessments
e Proposition 39 program assistance

e Hiring or retaining of an energy manager with a maximum cost of 10% of
the award or $100,000 each year

e Energy-related training for classified employees

The California Energy Commission (CEC) released guidelines in December 2013 that
outline an eight-step process for participating in the Proposition 39 program, which
includes an audit step. These guidelines are available
at:_http://www.energy.ca.gov/2013publications/CEC-400-2013-010/CEC-400-2013-010-

CME.pdf
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LEAs should not commit the anticipated funds until they are familiar with the final
guidelines and the criteria to enable them to apply and collect the funds.

The following websites contain additional information regarding the funding:
CDE: http:www.cde.ca.gov/fg/aa/ca/prop39cceja.asp

California Energy Commission:
http://www.energy.ca.gov/efficiency/proposition39/faq.html

Redevelopment Agencies

AB 1484 prescribed the time frame during which the RDA pass-through payments will
cease to be made to local governments by successor agencies that have assumed the
responsibilities and obligations of former RDAs, including previously determined
financial obligations. Specifically, AB 1484 added subdivision (b) of Section 34187 of
the Health and Safety Code, which states:

“(b) When all the debt of a redevelopment agency has been retired or paid off, the
successor agency shall dispose of all remaining assets and terminate its existence
within one year of the final debt payment. When the successor agency is
terminated, all pass-through payment obligations shall cease (emphasis added)
and no property tax shall be allocated to the Redevelopment Property Tax Trust Fund
for that agency.”

Staying current with the amounts and types of revenues received from successor
agencies, whether those revenues come as pass-through payments, Educational Revenue
Augmentation Fund (ERAF) monies, residual revenues or dollars from asset sales, is
critical to ensure accurate budgeting and long-term forecasting, especially if those
revenue streams are counted on for debt service and/or ongoing operational expenditures.
In addition, keeping current on the status of debt payments and other recognized
obligations of any successor agency from which payments are received is critical so that,
if warranted, LEAs can begin initiating plans for the early termination of those payments.
Any district utilizing pass-through payments for debt service and or ongoing operational
costs should pay particular attention to the estimated life of the applicable projects within
any former RDA and develop contingency plans to service debt or transfer operational
costs as the district’s situation may warrant.

Districts should work closely with successor agency staff, the county auditor, county
office staff and/or redevelopment consultants to ensure accuracy in amount of
redevelopment dollars received and the accurate reporting of such.

REMINDER: All local successor agencies are scheduled to be consolidated into one
countywide successor agency in July 2016. Districts are encouraged to review annually
all their redevelopment revenues to allow sufficient time to work with the local
agency(ies) to address any local tax sharing discrepancies that may exist. The opportunity
for these local conversations is quickly closing as the termination date for local successor
agencies draws near.
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Special Education

Special education will continue to be funded outside the LCFF. For 2014-15 the
Governor proposes funding a 0.86% COLA, which is estimated to be $4.39 per ADA.

The State has convened a Special Education Task Force to focus on identifying the vision
and mission for students with disabilities, and to propose possible reforms. See
http://www.cde.ca.gov/be/pn/pn/ssetfprojectsummary.asp, and
http://www.smcoe.k12.ca.us/spedtf/Pages/default.aspx for more details. The Task Force
IS expected to issue recommendations in late 2014.

Other Issues
Audit Requirements

The Enacted Budget and subsequent cleanup legislation call for multiple new or revised
audit requirements. Proposed audit procedures to implement the legislative requirements
will be developed by the K-12 Audit Guide Committee convened by the State
Controller’s Office. The Committee’s recommendations ultimately must be approved by
the Education Audit Appeals Panel (EAAP). Some of the new requirements have been
adopted as emergency regulations for the 2013-14 audit guide, while others will be
adopted through the standard regulatory process for implementation in 2014-15.

EAAP adopted a set of emergency regulations to effect changes to the 2013-14 Audit
Guide at meetings on January 27 and February 10' 2014. Per the notice posted on EAAP’s
website at http://eaap.ca.gov/audit-guide/rulemaking-activities/ the public has the
opportunity to make written comments regarding the proposed changes to the Office of
Administrative Law (OAL) and simultaneously to EAAP by no later than 5 p.m. on
Monday, February 24, 2014.

A summary of the proposed changes is provided below:

2013-14 Audit Guide Amendments and Deletions

e Section 19815(e)(4) and 19816(i)(2). Amend for a technical change (title
of report OMB A-133 Report).

e Section 19824. Instructional Time. Procedures for auditing instructional
time requirements will be updated to reflect enacted budget changes to
Education Code 46207 and the addition of 46208, including procedures
distinguishing between districts that are fully funded at their LCFF Target
and those that are not (See the Instructional Days section for more on this
subject).

e Section 19828.4. Instructional Materials. Amend procedures to reflect how

findings are reported. Because there is no longer any program funding
(merged into LCFF), findings will simply report noncompliance.
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e Section 19845.2. Class Size Reduction. Remove procedures.

e Section 19850. Contemporaneous Records of Attendance (Charter
Schools). Amend procedures to reflect Assembly Bill 86 requirements.
Section 19850 will be amended to require that auditors (highlights):

o Verify that charter ADA is calculated by dividing the charter school’s
total number of pupil-days of attendance by the number of calendar
days on which school was taught in the charter school through the
Second Principal and Annual apportionment periods, and that the
divisor used matches the school calendar.

o Verify that no pupil generated more than one day of attendance in a
calendar day.

o Verify that ADA was calculated separately for each track.

e Multiple Sections. Attendance Amendment for Grade Span and Ungraded
ADA. Amend procedures to reflect grade span reporting and
proportionally allocate ungraded disallowed ADA.

2013-14 Audit Guide New Procedures
e Local Control Funding Formula - New procedures (Includes K-3 GSA)

For 2013-14 only the following procedure covers LCFF compliance requirements
including adequate progress toward the 24:1 K-3 class size ratio as required for
the K-3 GSA. For 2013-14 the audit procedure will only require a verification that
the LEA is aware of the LCFF requirements, and the audit procedure will not
have funding consequences.

New procedures will be instituted in 2014-15 that will, among other things,
require LEASs to demonstrate that they have made adequate progress toward the
24:1 class size ratio equivalent to the gap percentage funded for both 2013-14 and
2014-15, or risk losing all K-3 GSA funds.

The entire 2013-14 procedure is reproduced below.
8§ 19843. Local Control Funding Formula Certification.

For the 2013-14 fiscal year, perform the following procedures:

(a) Verify that the school district, county office of education, or charter
school has confirmed in writing its awareness of the requirements of the Local
Control Funding Formula pursuant to Education Code Sections 2574, 2575,
42238.02, 42238.03, and 42238.07, as applicable, for the 2013-14 fiscal year. A
written certification signed by each school district’s, county office of education’s,
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or charter school’s superintendent, administrator, or authorized designee shall be
deemed sufficient verification. (An example of an acceptable certification can be
found on CDE’s website under Local Control Funding Formula).

(b) If the auditor is unable to perform the verification in paragraph (a)

include a finding in the Findings and Recommendations section of the audit
report that states the school district, county office of education, or charter school
did not confirm in writing its awareness of the requirements of the Local Control
Funding Formula for fiscal year 2013-14 and recommend compliance with those
requirements in the 2014-15 fiscal year.

Common Core State Standard - New procedures. Proposed new
procedures for Common Core funds include (highlights):

o 2013-14 — Determine if the LEA had any expenditures of Resource
7405 funds. If not, no further procedures are needed for 2013-14. If the
district did expend from 7405, then:

= Determine if the LEA adopted an expenditure plan as required by
law.

= Sample expenditures to confirm they were for allowable categories
of expense per AB 86.

= Findings in 2013-14 related to the procedures above would
recommend adopting an expenditure plan if needed, and making
correcting journal entries if funds were expended on unallowable
items.

Unduplicated Pupil Counts (Local Control Funding Formula) - New
procedures. The proposed procedures call for auditors to obtain a copy of
the LEA’s CALPADS “1.17 - FRPM/English Learner/Foster Youth -
Count” report and sample the FRPM (non-direct certified), EL, and EL
and FRPM populations to verify that the LEA has appropriate supporting
documentation for the classification(s). The full procedure as proposed:

§ 19849. Unduplicated Local Control Funding Formula Pupil Counts.

(a) Obtain a copy of the LEA’s certified “1.17 — FRPM/English
Learner/Foster Youth — Count” report. For every school tested for
attendance in Section 19817.2 or Section 19850, obtain a copy of the school’s
certified “1.18 — FRPM / English Learner / Foster Youth — Student List”
report. For each student list obtained:

(1) Select a representative sample, to achieve a high level of assurance, from
the students indicated as a “No” under the “Direct Certification” column,
that are only free or reduced priced meal eligible (FRPM) identified under the
“NSLP Program” column and verify there is supporting documentation such
as a Free and Reduced Price Meal (FRPM) eligibility application under a
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federal nutrition program or an alternative household income data collection
form that indicates the student was eligible for the designation.

(2) Select a representative sample, to achieve a high level of assurance, from
the students that are only English Learner (EL) eligible as identified under the
“ELAS Designation” column and verify there is supporting documentation
that indicates the student was eligible for the designation.

(3) Select a representative sample, to achieve a high level of assurance, from
the students indicated as a “No” under the “Direct Certification” column,
that are both included in the “NSLP Program” column and the “ELAS
Designation” column and verify that there is supporting documentation for at
least one of the designations as required by steps (a)(1) or (a)(2).

(b) For any errors noted in testing procedures described in subdivision (a),
determine the total impact of that error on the specific section tested and the
individual school site. This determination should be made either by an
extrapolation of the impact of the error, further audit procedures, or testing of
100 percent of the population where the error was discovered.

(c) Based on the results of the procedures described in subdivisions (a) and
(b), select additional schools as deemed necessary, e.g., if similar errors of
inaccuracy or miscalculation would be likely to produce material results in
those schools, and perform those procedures on each additional school.

(d) If any of the unduplicated pupil counts were inappropriately reported,
prepare a finding and report the method for determining the total impact of
the finding on the LEA, and include a schedule of unduplicated pupil counts
summarizing the results of the procedures and displaying any inappropriately
reported unduplicated pupil counts in the Findings and Recommendations
section of the audit report. The schedule should include the LEA’s certified
total unduplicated pupil count and enroliment count as reported in the
California Longitudinal Pupil Achievement Data System (CalPADS), show
increases or decreases to the unduplicated pupil count based on any audit
adjustments by including the following: unduplicated pupil count adjustment
based on eligibility for FRPM; unduplicated pupil count adjustment based on
eligibility for EL funding, unduplicated pupil count adjustment based on
eligibility for both FRPM and EL; and the adjusted total unduplicated pupil
count and enrollment counts of each school tested and of the entire LEA.

(e) Charter schools should be presented separately and should not be
combined with district or county office of education (COE) data on this
schedule. For COEs and charter schools that operate COE programs,
separately report pupils funded pursuant to Education Code Section
2574(c)(4)(A), juvenile court pupils funded pursuant to Education Code
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Section 2574(c)(4)(B), and all other pupils. For COEs, the district of
residence needs to be identified for pupils in the “all other pupils” category.

NOTE: Authority cited: Section 14502.1, Education
Code. Reference: Sections 14502.1, 14503,
2574(b)(3)(C), 44238.02(b)(3)(B), and 41020, Education Code.

e California Clean Energy Job Act - New procedures. See full procedure
below (bold added for emphasis):

§ 19844. California Clean Energy Job Act.

(@) Select a representative sample of California Clean Energy Jobs Act
expenditures and verify they were consistent with the plan, and any
amendments, approved by the California Energy Commission pursuant to
Section 26235(f) of the Public Resources Code, and applicable California
Energy Commission implementation guidelines.

(b) Verify that the total expenditures for planning funds did not exceed the
planning fund award amount.

(c) Verify that the LEA was in compliance with Section 26235(c) of the Public
Resources Code which states that an LEA may not use a sole source process
to award funds, and that an LEA may use the best value criteria as defined in
paragraph (1) of subdivision (c) of Section 20133 of the Public Contract
Code.

(d) If any California Clean Energy Jobs Act expenditures are found to have
been made for nonqualifying purposes or not in accordance with law, list such
expenditures by type and amount, and state the total in the Findings and
Recommendations section of the audit report.

NOTE: Authority cited: Section 14502.1, Education Code. Reference:
Sections 14502.1, 14503 and 41020, Education Code; Section 26240, Public
Resources Code.

e Charter School Facility Grant - New procedures. Proposed procedures
include verifying that grant funds were used for costs associated with
facilities rents and leases of charter school facilities.

2014-15 Procedures in Development

e Local Control and Accountability Plan — Procedure to verify that
expenditures are aligned with the LCAP.

e K-3 GSA — Procedure to verify that the LEA has made adequate progress
toward the 24:1 K-3 average class size.
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e SB 379 Middle College ADA

e Common Core: Add procedure verifying required expenditure report was
submitted, and modify 2013-14 procedure to disallow expenditures if LEA
did not comply with plan adoption requirement and/or used the funds for
disallowed categories of expense.

Instructional Days

Education Code 46201.2 authorized school districts, county offices of education and
charter schools to reduce up to five days of instruction or the equivalent number of
instructional minutes without incurring penalties or reduction in the longer day/year
incentive funding for the 2009-10 through 2014-15 school years. The Adopted Budget
continues to provide all school districts, county offices of education and charter schools
with school year reduction flexibility through 2014-15. The link below provides guidance
on how to make the reduced instructional minutes calculation.

http://www.cde.ca.gov/fg/au/ag/reducingit.asp

Education Codes 46207 and 46208 have been added, requiring districts whose funding
equals or exceeds their LCFF target to offer the statutorily required instructional minutes
and 180 days or more of instruction, but the flexibility to reduce the year by up to five
days provided in Education Code 46201.2 remains through 2014-15. Both 46207 and
46208 provide for the withholding of LCFF apportionment from school districts offering
less than the minimum instructional minutes or days.

Because of the sunset of Education Code 46201.2 flexibility along with the new
provisions above, all basic aid districts, and any district or county office of education
participating in the longer day/year incentive program, will need to plan to restore the
180-day school year and the annual instructional minutes requirement in the 2015-16
fiscal year.

The instructional days requirement for charter schools remains at 175 days. A school
district or charter operating as a multitrack year-round school is in compliance with the
180-day requirement if it certifies to the Superintendent of Public Instruction that it is a
multitrack year-round school and maintains its school for a minimum of 163 school days.

Education Code Sections 46207 and 46208 have been added to include instructional day
regulations for LEAs not participating in the longer day/year incentive program. Once an
LEA equals or exceeds its LCFF target, as a condition of apportionment it shall offer 180
days or more of instruction per school year. This provision affects 13 school districts and
18 county offices. The CDE list of school districts and county offices can be found at
http://www.cde.ca.gov/fg/au/ag/nolongdyr04.asp.
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Retirement

With the passage of the Public Employees’ Pension Reform Act of 2013 (PEPRA) and
the continuing audit of State Teachers Retirement System reporting, it is more important
than ever that school districts follow Government and Education Code in hiring, paying
and reporting employee wages. A summary of recent developments in CalPERS and
CalSTRS and how they may impact LEA budgets follows.

CalPERS

The CalPERS employer contribution rate for 2013-14 is 11.442% as approved on June
18, 2013.

Expected rate increases due to the new amortization and smoothing policy can be
estimated based on the asset volatility ratio (AVR) of the pool. PERS estimates that for
2015-16, the contribution rate will be 13.30%. With an AVR of 4.6, schools can
anticipate approximately 1.1% increase to the contribution rates annually. Without a
statutory cap on PERS contributions, an LEA’s exposure to the increasing contribution
rates is not limited. Additional employer contributions should be anticipated in creating
multiyear projections.

PERS Circular 200-002-14: Post Service Retirement Employment Requirements, dated
January 14, 2014, is a checklist for hiring a PERS retiree in compliance with PEPRA and
PERS regulations. The Circular letter can be found on the PERS website by using the
following link: http://www.calpers.ca.gov/index.jsp?bc=/employer/cir-ltrs/2014-cir-
Itrs.xml

Note the following cautions when hiring a CalPERS retiree:

1. The retiree cannot be hired into a permanent position without
reinstatement from retirement.

2. CalPERS determines that if a common law employer-employee
relationship exists, then the employment is subject to retirement law
requirements — reporting to PERS, 180-day wait period after
retirement, 960-hour limit — even though the worker was hired as an
independent contractor, consultant or contracted through a third party
employer.

3. The retiree must not have received unemployment insurance payments
for previous retired annuitant work with any CalPERS employer for
the previous 12-month period.

4. There are a few exceptions to the requirement that CalPERS retirees
not be employed with any public agency for 180 days after their
retirement date. The public agency or school employer must certify the
nature of the employment, that the appointment is necessary to fill a
critically needed position, and the appointment must be approved by
the governing board in a public meeting on a separate agenda item (not
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on the consent calendar). The resolution must be approved by the
county office of education, and the school district certification and the
resolution must be received by CalPERS before the hire date of the
retiree.

5. There can be no exception to the 180-day wait period if the retiree
accepted a Golden Handshake or any other employer retirement
incentive.

6. Public school retirees are limited to 960 hours of public employment
in a fiscal year.

7. The compensation paid to a retiree must be within the monthly range
paid to other employees performing comparable duties. If the retiree is
paid hourly, the hourly rate is the monthly rate divided by 173.333
hours.

CalSTRS

On August 29, 2012, CalSTRS issued Employer Information Circular 12-1, which
clarified “creditable service” as defined in Education Code 22119.5. EIC 12-1
(http://www.calstrs.com/sites/main/files/file-attachments/eicvol28iss1.pdf) listed
positions that CalSTRS has determined are not creditable for the CalSTRS retirement
system — Chief of Police; Director of Buildings, Grounds, and Maintenance; Director of
Human Resources; Chief Information Technology Officer; Director of Payroll Services
and Chief Financial Officer.

Some members of CalSTRS expressed concerns because they had accepted positions
named above with the understanding that they were subject to CalSTRS reporting and
were not provided a form to elect to remain in CalSTRS service (Form ES372) within the
60-day timeline for filing. To address those concerns, CalSTRS published Employer
Circular 13-3, Right of Retirement System Election when Changing Positions:
http://www.calstrs.com/sites/main/files/file-attachments/eicvol29iss3.pdf

CalSTRS will allow a one-time window of 180 days from the date of the EIC for
members to make the election to continue to participate in CalSTRS. It is recommended
any district that employed CalSTRS members in classified positions who were not
offered the opportunity to elect to remain in CalSTRS take this opportunity to correct the
error. Send election forms to all affected employees, former employees or retirees for
their signature and submit to CalSTRS to be received before May 23, 2014.

In his Proposed Budget, the Governor indicates his intention to move to a fully funded
retirement system for CalSTRS with a “plan of shared responsibility.” Assembly Speaker
John Perez has announced hearings to address the funding shortfall, estimated at $71
billion. The first hearing is scheduled for February 19, 2014.
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Districts need to exercise caution in preparing multiyear projections due to the potential
for increased costs for both STRS and PERS employer benefit contributions in the
coming years.

Property Taxes

School districts are advised to use the 2013-14 P-1 property tax estimates when preparing
the 2013-14 Second Interim report. The Orange County Auditor-Controller will provide
2013-14 P-2 property tax estimates in April 2014.

Interest Yield Projections

The current year-to-date gross yield (through January 2014) is 0.29% for the Orange
County Educational Investment Pool. The Orange County Treasurer-Tax Collector
forecasts a gross yield for 2013-14 of slightly lower than 0.37% based on the continued
low short-term interest rates.

Summary

Funding is slowly being restored to pre-recession levels, but LEAs cannot simply return
to pre-recession practices and programs if the promise of the LCFF is to be realized. For
decades LEAs have been asking for more flexibility to let local communities decide how
to use education funding. Now that this request has been granted, it is imperative that the
education community demonstrates that local control produces better educational
outcomes for all students.
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Appendix A - List of Programs Folded into the LCFF
Program

Remedial Program (Supplemental Instruction)

Retained and Recommended for Retention (Supplemental Instruction
Low STAR Score and at Risk of Retention (Supplemental Instruction)
Core Academic Program (Supplemental Instruction)

Regional Occupational Centers/Programs

COE Fiscal Oversight

Middle & High SchoolCounseling

2012-13 Budget Act Reference
6110-104-0001(1)
6110-104-0001(2)
6110-104-0001(3)
6110-104-0001(4)
6110-105-0001(1)
6110-107-0001(1)
6110-108-0001

Pupil Transportation Home-to-School & Severely Disabled/Orthopedically Impaire(6110-111-0001(1)

Small District/COE Bus Replacement
Gifted and Talented Education
Economic Impact Aid (EIA)
Math & Reading ProfessionalDevelopment
Math & Reading ProfessionalDevelopmentEnglish Learners
AdministratorTraining Program
Adult Education
EducationTechnology CTAP
EducationTechnology SETS
Deferred Maintenance
Instructional Materials Fund Realignment Program
Community Day School Additional Funding
BilingualTeacher Training
Peer Assistance & Review
Reader Services for Blind Teachers
National Board Certification
California School Age Families Education(Cal-SAFE)
CaliforniaHigh SchoolExit ExamIntensivelnstruction
Center for Civic Education
PENDINGTeacher Dismissal Apportionments (SCO) *
Charter School Categorical Block Grant
Charter School In-Lieu of EIA
New Charter Supplemental Categorical Block Grant
CommunityBasedEnglishTutoring
School Safety Block Grant(Districts)
School Safety Block Grant(Counties)
Class Size ReductionGrade 9
International Baccalaureate
Advance Placement Fee Reimbursement
California Assoc. of Student Councils
PupilRetentionBlock Grant
TeacherCredentialingBlock Grant
TeacherCredentialingBlock Grant Regional Support
ProfessionalDevelopmentBlock Grant
TargetedInstructionallmprovementBlock Grant
School &LibrarylmprovementBlock Grant
SchoolSafetyCompetitiveBlockGrant
School Safety Competitive Regional
PhysicalEducation Teacher Incentive
Arts and Music Block Grant
WilliamsCountyOversight
ValenzuelaCounty Oversight
Certificated Staff Mentoring
Oral Health(District)
Oral Health (COE)
PENDINGStandards for Preparation and Licensing of Teachers (CTC) *
Community Day School Additional Funding for Mandatory Expelled Pupils
Class Size ReductionKindergarten-Grade 3
Proposed for 2014-15

Agricultural Vocational Education - Resource 7010

Specialized Secondary Programs - Resource 7370

6110-111-0001(2)
6110-124-0001
6110-128-0001
6110-137-0001
6110-137-0001 (Prov.3)
6110-144-0001
6110-156-0001(1)
6110-181-0001
6110-181-0001
6110-188-0001
6110-189-0001
6110-190-0001
6110-193-0001(1)
6110-193-0001(2)
6110-193-0001(3)
6110-195-0001
6110-198-0001(1),(2),(3)
6110-204-0001
6110-208-0001
6110-209-0001
6110-211-0001(1)
6110-211-0001(2)
6110-212-0001
6110-227-0001
6110-228-0001
6110-228-0001 (Prov.2)
6110-232-0001
6110-240-0001(1)
6110-240-0001(2)
6110-242-0001
6110-243-0001
6110-244-0001
6110-244-0001 (Prov.1)
6110-245-0001
6110-246-0001
6110-247-0001
6110-248-0001
6110-248-0001 (Prov.1)
6110-260-0001
6110-265-0001
6110-266-0001
6110-266-0001 (Prov.1)
6110-267-0001
6110-268-0001
6110-268-0001
6360-101-0001

EC 48915(c)

SB 1016; Sec 91 (Chp 38, 2012)

2012-13 PCA Reference
23807
23834
24228
23740
23707
23633
24805
23366
23123
23856
23654
24389
24854
24390
23616
23975
24194

24418
23141
23786
24034
23438
24042
24000/24001/24054
24732
24122

23721
24994
25154
24918
23718
24528
23498
23901
23900
24120
24715
24714
24713
24716
24717
24718
24847
23854
24806
24807
24808
24942
24856
24879
24879

10127
25201



Appendix

Fiscal Health Risk Analysis FCMAT

Key Fiscal Indicators FISCAL CRISIS & MANAGEMENT
ASSISTANCE TEAM
The Fiscal Health and Risk Analysis was developed by FCMAT as a CSIS California School Information Services

management tool to evaluate key fiscal indicators that will assist a school
district in measuring its financial solvency for the current and two
subsequent fiscal years as recommended by AB 1200. The presence of any single criteria is not necessarily an
indication of a district in fiscal crisis. However, districts exceeding the risk threshold of six or more “No” responses
may have cause for concern and require some level of fiscal intervention. Diligent planning will enable a district to
better understand its financial objectives and strategies to sustain its financial solvency. A district must continually
update its budget as new information becomes available from within the district or from other funding and
regulatory agencies.

The Fiscal Health and Risk Analysis includes 17 components of key fiscal indicators to measure a district’s
potential risk. Any of the 17 individual components receiving a simple majority of “No” responses to the
questions it contains should be rated with an overall “No” response.

Is the district’s fiscal health acceptable in the following areas? Yes No N/A
1. Deficit Spending [
* Is the district avoiding deficit spending in the currentyear? . . . . . . . . . 0O Q Q

U
U
U

Is the district avoiding deficit spending in the two subsequent fiscal years?

Has the district controlled deficit spending over the past two fiscal years? . . . . QO Q Q

Is the issue of deficit spending addressed by fund balance, ongoing revenues,
or expenditure reductions? . . . . . . . . . . . . . . . . . . .0Q a a

- Has the board approved a plan to eliminate deficit spending?

2. Fund Balance a a a
* |s the district’s fund balance at or consistently above the recommended
reserve for economic uncertainty? . . . . . . . . . . . . . . . .0Q Q Q
* |s the fund balance stable or increasing due to ongoing revenues and/or
expenditure reductions? . . . . . . . . . . . . . . . . . . . .0Q a a
* Does the fund balance include any designated reserves for unfunded
liabilities or one time costs above the recommended reserve level? . . . . . . Q a a
3. Reserve for Economic Uncertainty N

* |s the district able to maintain its reserve for economic uncertainty in the current and
two subsequent years based on current revenue and expenditure trends? . . . . O Q Q

* Does the district have additional reserves in Fund 17, Special Reserve for
Non Capital Projects? . . . . . . . . . . . . . . . . . . . .4a 4o 0Q

* If not, is there a plan to restore the reserve for economic uncertainties in the
district’s multiyear financial projection? . . . . . . . . . . . . . . .0Q a a
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Is the district’s fiscal health acceptable in the following areas? Yes No N/A
4. Enroliment a a a
* Has the district’s enrollment been increasing or stable for multiple years? . . . . QO a a
* |s the district’s enroliment projection updated at least semiannually? . . . . . . QO a a
* Are staffing adjustments for certificated and classified employee groups
consistent with the enrollment trends? . . . . . . . . . . . . . . . 0O Q Q
* Does the district analyze enrollment and average daily attendance (ADA) data? . . . O Q Q
* Does the district track historical data to establish future trends between
P-1 and P-2 for projection purposes? . . . . . . . . . . . . . . . .0Q3 a a
* Has the district implemented any attendance programs to increase ADA? . . . . O a a
* Have approved charter schools had little or no impact on the district’s
student enrollment? . . . . . . . . . . . . . . . . . . . . .04 a a
* Does the district have a board policy that attempts to reduce the effect
that transfers out of the district have on the district’s enrollment? . . . . . . . QO a a
5. Interfund Borrowing a 4 Q
e Can the district manage its cash flow in all funds without interfund borrowing? . . . O a a
* |s the district repaying the funds within the statutory period in accordance
with Education Code section42603? . . . . . . . . . . . . . . . .0O Q Q
6. Bargaining Agreements a O Qa
* Has the district settled the total cost of the bargaining agreements at or
under COLA during the current and past threeyears? . . . . . . . . . . Q1 a a
* Did the district conduct a pre-settlement analysis identifying an ongomg
revenue source to support the agreement? . . . . . . I a a
* Did the district correctly identify the related costs above the COLA,
(i.e. statutory benefits, step and column)? . . . . . . . . . . . . . .0Q a a
* Did the district address budget reductions necessary to sustain the total
compensation increase including a board-adopted plan? . . . . . . . . . . QO Q a
* Did the superintendent and CBO certify the agreement prior to ratification? . . . . O Q Q

* Is the governing board’s action consistent with the superintendent’s/CBO’s
certificaton? . . . . . . . . . . . . . . . . . . . . . . .4 4o a

* Did the district submit to the county office of education the
AB 1200\2756 full disclosure as required? . . . . . . . . . . . . . . 0O a a
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Is the district’s fiscal health acceptable in the following areas? Yes No N/A
7. General Fund a a J
* |s the percentage of the district’s general fund unrestricted budget
allocated to salaries and benefits at or under the statewide average? . . . . . . 0O a a
Salary and Benefit Expense as a Percentage of Total Expense
Unrestricted General Fund Total General Fund

Statewide Averages  2006-07 2007-08  2008-09 2006-07 2007-08 2008-09

Unified 90.84%  91.77% 9216% 8214%  8212% 83.00%

Elementary 89.56%  90.51%  90.77% 80.94% 80.96% 82.05%

High School 87.83%  89.19%  89.20% 79.61% 80.60% 81.81%

Source: School Services of California

* |s the district making sure that only ongoing restricted dollars pay for
permanentstaff? . . . . . . . . . . . . . . . . . . . . . .4Qa 4o Q

* Does the budget include reductions in expenditures proportionate to one-time
revenue sources, such as parcel taxes, that will terminate in the current or two

subsequent fiscal years? . . . . . . . . . . . . . . . . . . .00 a a
* |f the district receives redevelopment revenue that is subject to AB 1290 and
SB 617, has it made the required offset to the revenue limit? R 0 0
8. Encroachment a a J

* Is the district aware of the Contributions to Restricted Programs in the
current year? (Identify cost, programs andfunds) . . . . . . . . . . . . 0O Q Q

* Does the district have a reasonable plan to address increased encroachment
trends? . . . . . . . . . . . . . . . . . . . . . . . . .40 o 0

* Does the district manage encroachment from other funds such as Adult,
Cafeteria, Child Development,etc.? . . . . . . . . . . . . . . . .0O 0 0

L
L
L

9. Management Information Systems

* |s the district’s financial data accurate and timely? .
* Are the county and state reports filed in a timely manner?

* Are key fiscal reports readily available and understandable?

U o0 dJd
U o0 dJd
U o0 dJd

* |s the district on the same financial system as the county?

* |f the district is on a separate financial system, is there an automated
interface with the financial system maintained by the county?

L
L
L
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Is the district’s fiscal health acceptable in the following areas? Yes No N/A
10. Position Control - - -
* Does the district maintain a reliable position control system? S a a

U
U
U

* Is position control integrated with payroll?

* Does the district control unauthorized hiring? . . . . . . . . . . . . . 0O a a
* Are the appropriate levels of internal controls in place between the
business and personnel departments to prevent fraudulent activity? . . . . . . QO a a
* Does the district use position control data for budget development? . . . . . . 0O a a
* |s position control reconciled against the budget during the fiscalyear? . . . . . QO Q Q
11. Budget Monitoring a O Qa
* Are budget revisions completed in a timely manner? . . . . . . . . . . . 0O a a
* Does the district openly discuss the impact of budget revisions at the board level? . . O Q Q
* Are budget revisions made or confirmed by the board at the same time
the collective bargaining agreement is ratified? . . . . . . . . . . . . . 0O a a
* Has the district’s long term debt decreased from the prior fiscalyear? . . . . . QO a a
* Has the district identified the repayment sources for long term debt or
non voter-approved debt, i.e. certificates of participation, capital leases? . . . . . O Q Q
* Does the district’s financial system have a hard coded warning regarding
insufficient funds for requisitions and purchase orders? . . . . . . . . . . QO Q Q
* Does the district encumber salaries and benefits? . . . . . . . . . . . . 0O a a
12. Retiree Health Benefits a a a
* Has the district completed an actuarial valuation to determine the unfunded
liability under GASB 45 requirements? . . . . . . . . . . . . . . .0 a a
* Does the district have a plan for addressing the retiree benefits liabilites? . . . . O Q Q
* Has the district conducted a re-enrollment process to identify eligible retirees? . . . QO Q Q
13. Leadership/Stability a O Q

* Does the district have a superintendent and/or chief business official that
has been with the district more thantwoyears? . . . . . . . . . . . . 0O a a

* Does the governing board adopt clear and timely policies and support
the administration in their implementation? . . . . . . . . . . . . . . 0O a a
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Is the district’s fiscal health acceptable in the following areas? Yes No N/A
14. Charter Schools e

* Has the district identified a specific employee or department to be
responsible for oversight of the charter? . . . e e . . . . . . . . .0 a a

L
L
L

* Has the charter school submitted the required financial reports?
* Has the charter school commissioned an independent audit? . . . . . . . . 0O a a

* Does the audit reflect findings that will not impact the fiscal certification of the
authorizingagency? . . . . . . . . . . . . . . . . . . . . .4 4o 1

* |s the district monitoring and reporting the current status to the board to
ensure that an informed decision can be made regarding the

reauthorization of the charter? . . . . . . . . . . . . . . . . . .11 a a
15. Audit Report I

* Did the district receive an audit report without material findings? . . . . . . . 0O Q Q
* Can the audit findings be addressed without impacting the district’s

fiscal health? . . . . . . . . . . . . . . . . . . . . . . .0Q a a
* Has the audit report been completed and presented within the statutory

timeline? . . . . . . . . . . . . . . . . . . . . . . . .0Q a a
* Are audit findings and recommendations reviewed with the board? . . . . . . . 0O Q Q
* Did the audit report meet both GAAP and GASB standards? . . . . . . . . . 0O Q Q

16. Facilities [

* Has the district passed a general obligationbond? . . . . . . . . . . . . 0O a a
* Has the district met the audit and reporting requirements of Proposition 39?7 . . . . O a a
* |s the district participating in the state’s School Facilities Program? . . . . . . . QO a a
* Does the district have sufficient personnel to properly track and account for

facility-related projects? . . . . . . e a a
* Has the district met the reporting requirements of the Williams Act? . . . . . . QO a a
* Is the district properly accounting for the 3% Routine Repair and

Maintenance Account requirement at the time of budget adoption? . . . . . . . QO Q Q
* |f needed, does the district have surplus property that may be sold

or used for lease revenues? . . . . . .o e a a
* |f needed, are there other potential statutory options? . . . . . . . . . . . 0O a a

- Joint Use: Can the district enter into a joint use agreement with some entities
without declaring the property surplus and without bidding?

- Joint Occupancy: The Education Code provides for a joint venture that can
authorize private development of district property that will result in some
educational use.

Rev. 5/7/07
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* Does the district have a facilities master plan that was completed or updated
in the last two years? . . . - Q Q
17. General Ledger aJ O 0O
* Has the district closed the general ledger (books) within the time prescribed
by the county office of education?? : . a a a
* Does the district follow a year-end closing schedule? . . Qa a a
* Have beginning balances in the new fiscal year been recorded correctly for
each fund from the prior fiscal year? . Qa Q a
* Does the district adjust prior year accruals if the amounts actually received (A/R)
or paid (A/P) are greater or less than the amounts accrued? . o . a a a
* Does the district reconcile all payroll suspense accounts at the close of the
fiscal year? Ce e . Qa a a
RISK ANALYSIS Total“No”

1. Total the number of component areas in which the district’s fiscal health is not acceptable (“No” responses).
2. Use the key below to determine the level of risk to the district’s fiscal health.

0-4 5-9 10-14 15-17
Low Moderate High Extremely High

Responses
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Appendix C
2014-15

Delayed Principal Apportionment Funding

201213 2014-15 Governor’s Budget

a Feb to Jul
$532M

2013-14

distributed on a quarterly basis and is estimated to generate $6.262B. Since the
EPA estimate for 2013-14 increased by $690M, the green bags for January
through June were increased accordingly.

a ——————— fertolul ______ *‘ The 2013-14 State Budget Act, rescinded deferrals from the months of Febru- £d8------- fertoll ______
#594.7M ary and March and also rescinded deferrals to August of the following year. 5917.542M
May to Jul Since categorical programs are included in the Local Control Funding For- May to Jul
------------ . mula, the administration has added two new deferrals to account for the cate- —---=------%
$1.9778 & gorical deferrals that have been in place for several years. $2.1524308
E é May to Jul E é
E Green - For 2013-14, Education Protection Account (EPA) apportionments will be - ‘52‘0;“"" - -

Jun tolJu

(RN g R RN RN

‘ Blue - Ongoing deferrals pursuant to Education Code 14041.5(e), 14041.6(e)and
H 14041.6(f). For 2013-14, the February to July, March to August, and April to Au-
of P-2; gust deferrals were rescinded. The April to July deferral increased by $323M and $1.601655
the May to July deferral increased by $175M in 2013-14.

__________________________ ———e—p é Orange- These bags represent categorical program deferrals for programs that -
$1.0298 are rolled into the Local Control Funding Formula beginning in 2013-14
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April to Aug (Education Code 14041.6(g)).
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Mar Apr May Jumn Jl:l Aug Sep Oct MNow Dec Jan Feb MNar Apr May Jun Jugl Aug
| Feb-2013 End of Fiséal Year ﬁ a a Q a a a a a @ a Sep- 2015
E | | | | ! | 1 | | | | |

2 | 1 | 1 | | 1
i 464M 464m abam 4 580M 580M 580M 580M ($580M)
:($¢64M) ($abam) (S ¢ ) (8 ﬁ ) (Sﬁ ) (5 t64M) ($5§0M) ($ x ) ($ 0 ) ($ % ) (8 P ) t

R 2 VI ¥ o ____ -
($542m) ($542M) ($542M)  ($542M)

$1.389B $1.389B $1.74B $1.74B

$6.509B

January 29, 2014
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January 29, 2014

Delayed Principal Apportionment Funding

2014-15 Governor’s Budget
2014-15

.>
: a The 2014-15 Governor’s Budget proposes to eliminate $5.6 billion in deferrals.

Green — Education Protection Account (EPA) apportionments will be distributed
on a quarterly basis and are estimated to $6.262B in in 2013-14 and $6.45 billion
in 2014-15.

‘ Blue - Ongoing deferrals pursuant to Education Code 14041.5(e), 14041.6(e)and
14041.6(f). For 2013-14, the February to July, March to August, and April to Au-
gust deferrals were rescinded. The April to July deferral increased by $323M and
the May to July deferral increased by $175M in 2013-14.

Orange- These bags represent categorical program deferrals for programs that
are rolled into the Local Control Funding Formula beginning in 2013-14 (Education
Code 14041.6(g)).
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ADA
BASC
BGS
BOE
CDE
COE
CY
DOF
EC
EL
ERT
FRPM
FY
GSA
LAO
LEA
LCAP
LCFF
LI
NSLP
NSS
PY
RL
SACS
SBE
SDC
SED
TIBG

LCFF Acronyms

Average Daily Attendance

Business and Administration Steering Committee
Base Grade Span

Board of Education (LEAS)
California Department of Education
County Office of Education

Current Year

Department of Finance

Education Code

English Learners

Economic Recovery Target

Free and Reduced Priced Meals
Foster Youth

Grad Span Adjustment

Legislative Analyst’s Office

Local Educational Agency (Districts, Charters, & COES)
Local Control Accountability Plan
Local Control Funding Formula

Low Income

National School Lunch Program
Necessary Small School

Prior Year

Revenue Limit

Standardized Account Code Structure
State Board of Education

Special Day Class
Socioeconomically Disadvantaged

Targeted Instructional Improvement Block Grant

Appendix

C
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Appendix E

How Certified CALPADS Data are Used and Consequences

The data certified in the CALPADS Annual Submissions are used for many purposes, including funding calculations for various State and Federal
programs. Note that if an LEA does not certify one or more of the Annual Submissions they will be higher on the list for a compliance audit.

Annual Submission it:;:rg: State/Federal Data Usage LEA Impact if Not Certified
DataQuest (Enrollment, Graduates, Dropouts, EL and FEP Counts, and SNOR) 0 counts
School Accountability Report Card (SARC) No SARC pre-population
0 counts & impact on funding for
Economic Impact Aid (EIA) Program funding calculation COEs opera'Flng Juvenile Court schools
and EIA-designated small rural
Fall 1: State districts
2013-14 enrollment Department of Finance for LCFF Supplemental and Concentration Funding 0 counts & impact on funding
counts Quality Education Investment Act (QEIA) funding 0 counts & 0 funding
2012-13 Grads & Department of Finance for budget projections 0 counts
Dropouts To address requests from policy makers, researchers, and other entities 0 counts
Immigrant counts . . 0 counts & 0 funding for COEs and
Free and reduced meal Title  and Title I Direct Funded Charter schools
counts NCLB Consolidated State Performance Report (CSPR) 0 counts
English Language Federal NCLB Title 11l Limited English Proficiency Program 0 counts & 0 funding
Acquisition Status NCLB Title Ill Immigrant Program (SNOR) 0 counts & 0 funding
Titles VI & IX reports for the Civil Rights Act of 1964 0 counts
Individuals with Disabilities Education Act (IDEA) 0 counts
Various U.S. Department of Education (ED) organizational websites 0 counts
Both Eligibility to apply for various state and federal grants (especially those based on counts | 0 counts and ineligibility to apply for
of socioeconomically disadvantaged students) grants
Fall 2: State DataQuest (Teacher Counts, Course Enrollments, and EL Services) 0 counts
Staff assignments CCR Title V, Section 97 (certificated staff) 0 counts
Student course NCLB Consolidated State Performance Report (CSPR) 0 counts
enrollments Federal 0 counts and potential placement on
English Learner services Highly Qualified Teacher (HQT) sanction list
Highly Qualified Teacher

September 2013
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How Certified CALPADS Data are Used and Consequences

EOY-1: State DataQuest (Course Completion & CTE) 0 counts
e Course completion 0 counts & grant eligibility
e Career Technical
Education (CTE) Federal | Carl Perkins Program (CTE Concentrators and Completers)
concentrators and
completers
EOY-2: State DataQuest (Programs and Homeless) 0 counts
* Program participation Elementary and Secondary Education Act (ESEA) Title 1, Part A Neglected 0 counts & grant eligibility
e Homeless enrolled Federal | EDEN (Education Data Exchange Network) Reporting 0 counts
counts NCLB Consolidated State Performance Report (CSPR) 0 counts
State DataQuest (Discipline) 0 counts
EOY-3: NCLB Consolidated State Performance Report (CSPR) 0 counts
e Student discipline Federal NCLB Title IX - At Risk/Persistently Dangerous Schools 0 counts
ESEA Title IV, Part A, Subpart 3, Section 4141 (e) - Firearm Offenses 0 counts
Gun Free Schools Act Annual Survey 0 counts
EQY-4: 0 counts
e Student waivers and State DataQuest (Waivers and Exemptions)
exemptions
State School Accountability Report Card (SARC) Assessment data is not certified, but if
Academic Performance Index (API) Base and Growth students groups Suspense records are not fixed counts
will be lower.
Enrollment and Exit data in the
CALPADS Operational Data Store is
Assessments used to determine continuous
Federal | Adequate Yearly Progress (AYP) targets

enrollment; STAR and CAHSEE scores
of students not continuously enrolled
will not be included in APl and AYP
calculations

September 2013
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