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|. Executive Summary

The Los Angeles Unified School District (‘LAUSD” or the “District”) has requested that Houlihan
Lokey Financial Advisors, Inc. (“Houlihan Lokey") prepare an analysis (the “Analysis”) and a
report (the “Report”) regarding LAUSD’s projected financial position of its “General Fund” for
fiscal years? 2018-19 through 2022-23 (the “Projections”). The issuance date of this report is
September 25, 2018 (the “Issuance Date”). We understand that the Report may be used to
assist LAUSD in analyzing its General Fund budget.

The Analysis examines certain implications on the General Fund’s Unassigned Ending Balance®
under two different forecasts of the Projections provided to us by the District, as described in
Section B below. More specifically, the Analysis examines the District's ability to meet its
statutory minimum reserve requirement of 1.0 percent* at the end of each projected fiscal year.
This statutory minimum reserve is defined as the Unassigned Ending Balances (inclusive of the
Reserve for Economic Uncertainties®) divided by the Total Expenditures and Other Financing
Uses.® We understand that failure to meet this reserve requirement may have implications in the
District's ability to meet its financial obligations in the short-term, including its ability to secure
budget approval from the Los Angeles County Office of Education (‘LACOE"). Furthermore,
should the District’s financial condition fall below California’s (the “State”) standards, the LACOE
is authorized to take corrective action including assuming management of that District's financial

affairs.”

We understand that the Projections are based on the General Fund’s unaudited financial resuits
for the 2017-18 fiscal year and may be subject to revisions once the audited financials become
available. We further understand that the Projections and supporting schedules, assumptions,
and documentation provided to us reflect a current view of the General Fund position for fiscal

{  See Appendix A for a general overview of LAUSD and Appendix B for a general overview of the
various components of LAUSD’s Total Budget, including the General Fund.

2 LAUSD's fiscal year begins July 1st and ends June 30th

3 See Section l.C.1.5

4 Per the California Code of Regulations, Section 15450, Reserves, districts with 400,001 and over
Average Daily Attendance must have, for any of the budget year or two subsequent fiscal years, no
less than 1 percent in Available Reserves as applied to Total Expenditures and Other Financing
Uses. The Available Reserves are the unrestricted amounts in the Reserve for Economic
Uncertainties and the Unassigned/Unappropriated accounts in the General Fund, as well as any
Special Reserve Fund for Other than Capital Outlay Projects.

The Reserve for Economic Uncertainties is a legally required reserve to offset the potential impact of
unanticipated expenditures or revenue shortfalls. Source: Superintendent’s Final Budget 2018-19:
Glossary and Abbreviations, Los Angeles Unified School District Budget Services & Financial
Planning Division, June 15, 2018, p. 1.

& See Section li.B.1.
! LAUSD Budget and Finance Policy (citing Education Code 42127 3).

152}
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"I. Executive Summary (cont)

years 2018-19 through 2022-23. The Projections contain certain updates and adjustments® not
reflected in the 2018-19 Superintendent’s Final Budget (approved by the LAUSD Board on June
19, 2018), which we understand was based on the 2018-19 Adopted State Budget.®

A. INFORMATION CONSIDERED

In connection with the Analysis, we have made such investigations, analyses and inquiries as
we have deemed appropriate under the circumstances and time frame of the engagement.

Among other things, we:

= researched and reviewed certain publicly available financial information relating to
LAUSD that we deemed to be relevant;

= analyzed certain information relating to the historical, current and future operations,
financial condition and prospects of LAUSD made available to us, including the
Projections, which were prepared by LAUSD management;

= spoke with certain members of the LAUSD management regarding the financial
condition and prospects of LAUSD and the General Fund;

= researched and reviewed publicly-available sources of information including, but not
limited to, LAUSD's historical budgets, press releases, websites, and other relevant
data: and

s conducted such other financial studies, analyses, and inquiries and considered such
other information and factors as we deemed appropriate.

Among other things, we have analyzed the following documents and electronic files:

» LAUSD General Fund multi-year projections and supporting schedules, assumptions,
and documentation for fiscal years 2018-19 through 2022-23,;

= [ LAUSD General Fund historical budgets for fiscal years 2014-15 through 2017-18;

&  Such adjustments include, but are not limited to, the Cost-of-Living Adjustment, the Consumer Price
index, and other Local Control Funding Formula factors such as enrollment rates and unduplicated
pupil percentages.

9 Per LAUSD's press release titled “Los Angeles County Office of Education Gives Conditional
Approval for L.A. Unified's 2018-19 Budget” dated September 11, 2018, LAUSD is required to provide
LACOE with more information on its 2018-19 budget and fiscal stabilization plan that it passed in
June 2018. The Board of Education must also pass a resolution outlining the changes needed to fully
implement the plan. LAUSD has to meet these requirements by October 8, 2018, according to State

law

»N
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I. Executive Summary (cont.)

s Forecasts prepared by LAUSD of the Local Control Funding Formula ("LCFF”) for fiscal
years 2018-19 through 2022-23, including supporting assumptions;

» Forecasts prepared by LAUSD reflecting the projected changes to the Unassigned
Ending Balances of the General Fund under various forecasts and other assumptions;

and

= Forecasts prepared by LAUSD reflecting the projected increases in Healthcare and
Welfare (“H&W”) expenditures for fiscal years 2020-21 through 2022-23"°.

B. OVERVIEW OF THE PROJECTIONS

We have reviewed the Projections prepared by LAUSD and provided to us containing the
General Fund’s forecasted Revenues and Other Financing Sources for fiscal years 2018-19
through 2022-23. The Projections also contain projected Expenditures and Other Financing
Uses as well as other projected components of the Total Ending Balance for the same period.
We received Projections for the two following forecasts:™

1. LAUSD Budget Forecast: the General Fund with an ongoing 3.0 percent wage
increase commencing in fiscal year 2017-18 and an additional ongoing 3.0 percent
wage increase commencing in fiscal year 2018-19, for the remaining bargaining units;

and

2. LAUSD “Restore to Full H&W Contribution Budget Forecast:” the General Fund
with an ongoing 3.0 percent wage increase commencing in fiscal year 2017-18 and an
additional ongoing 3.0 percent wage increase commencing in fiscal year 2018-19, for
the remaining bargaining units, as well as the “Healthcare and Welfare Cost Increase.’

1]

We have relied on the Projections in the Analysis and have assumed that the Projections have
been reasonably prepared based on currently available estimates by LAUSD of the future
financial results of the General Fund. The Analysis was based on these Projections and their
underlying assumptions and documentation. It was not within our scope of work to prepare
independent projections or make adjustments to the Projections or their supporting schedules

and assumptions.

10 The projected increase in H&W expenditures in fiscal year 2020-21 are not included in the Board-
approved budget, which includes fiscal years 2018-19 through 2020-21.

11 Each of which assumes implementation of the “Fiscal Stabilization Plan.” The two forecasts are
described in greater detail in Section IV.A. The Fiscal Stabilization Plan and the Healthcare and
Welfare Cost Increase are described in Section 1lI.C.
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[. Executive Summary (cont)

We have reviewed the Projections and supporting schedules and were able to confirm, based
on publicly available information, assumptions related to the LCFF such as the cost-of-living
adjustment (“COLA”) and the State’s Base Grant Funding rates per Average Daily Attendance
(“ADA”), which are specified by the State Department of Finance.'? Further, we have examined
a selection of the recent agreements between LAUSD and some of its bargaining units'® related
to wage increases and H&W benefits, and confirmed that the economic terms of these
agreements reconciled to assumptions in the forecasts. Lastly, we have looked at the
mechanical builds of various of the spreadsheets provided. We understand that many of the
formulae and calculations in these spreadsheets were, by necessity, hard-coded when
transferred from the LAUSD's system to Microsoft Excel format. As such, we have not tested
the underlying calculations of those hard-coded figures.

C. SUMMARY OF FINDINGS

As previously discussed, one of the critical considerations in LAUSD's ability to obtain budget
approval is the maintenance of a minimum 1.0 percent reserve requirement by the end of each
of the fiscal years included in the budget (i.e., three years). This reserve is determined based on
the General Fund's Unassigned Ending Balance.™ We understand that failure to meet the
reserve requirement may result in the future adoption of cost-cutting measures similar to those
in the Fiscal Stabilization Plan currently included in the 2018-19 budget.™

Our findings summarize the impact of the two forecasts on the District's Unassigned Ending
Balance against the 1.0 percent statutory reserve requirement.

1. LAUSD Budget Forecast

As shown on Figure 1 and Exhibit 18, under this forecast, the projected 2018-19, 2019-20 and
2020-21 fiscal years end with an Unassigned Ending Balance of $699.6 million, $365.7 million,
and $1.7 million, respectively. The minimum 1.0 percent reserve balance is satisfied in all of
these years, as shown on Figure 2. However, the Unassigned Ending Balance for fiscal years
2021-22 and 2022-23 is a shortfall position (deficit) of $418.9 million and $880.1 million,
respectively. Additionally, the 1.0 percent minimum reserve condition is not met commencing in
fiscal year 2021-22, as shown on Figure 2.

12 Sources: “Funding Rates and Information, Fiscal Year 2018—19.pdf” (California Department of
Education’s website) and “2018.07_LCFF Gap and COLA_California Dept of Education.docx.”

13 See Section lIl.C.

14 Consisting of the Reserve for Economic Uncertainties and the Undesignated/Unassigned Ending
Balances. The Ending Balance of the General Fund also consists of the Non Spendable (Inventories /
Cash / Others), Committed, Restricted, and Assigned ending balances (see Section I1.C). These
represent fund balances that are subject to internal policies and constraints or intended to be used for
a specific purpose, and as a result, may not be available to use for the District's ongoing
expenditures.

15 See Section lIl.C.1.

I~
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I. Executive Summary (cont)

2. LAUSD “Restore to Full H&W Contribution Budget Forecast”

As shown on Figure 1 and Exhibit 19, under this forecast, the projected 2018-19, 2019-20, and
2020-21 fiscal years end with an Unassigned Ending Balance of $699.6 million, $365.7, and
negative $111.5 million, respectively. The minimum 1.0 percent reserve balance is satisfied in
fiscal years 2018-19 and 2019-20 but it is not satisfied in fiscal year 2020-21. Since the LAUSD
Budget Forecast and the LAUSD “Restore to Full H&W Contribution Budget Forecast” contain
identical Projections in fiscal years 2018-19 to 2019-20, under these two forecasts the
Unassigned Ending Balance and Unassigned Ending Balance reserve percentages for fiscal
years 2018-18 to 2019-20 are shown as overlapping lines on Figures 1 and 2.

Under the LAUSD “Restore to Full H&W Contribution Budget Forecast’, the Projections for fiscal
years 2020-21 through 2022-23 include an additional $113.2 million, $168.2 million, and $225.7
million in H&W costs, respectively’®. As a result, under the “LAUSD Restore to Full H&W
Contribution Budget Forecast,” the Unassigned Ending Balance for fiscal years 2021-22 and
2022-23 result in a deficit of $700.4 million and $1,387.2 million, respectively. Under this
forecast, the 1.0 percent minimum reserve condition is not met commencing in fiscal year 2020-

21, as shown on Figure 2.

We note that under the LAUSD “Restore to Full H&W Contribution Budget Forecast”, the $45.9
million in cost savings'” expected to be implemented through the Fiscal Stabilization Plan will
not be sufficient to satisfy the 1.0 percent reserve balance requirement in fiscal year 2020-21

nor alleviate a deficit position in that year.
3. Additional General Observations

In addition to summarizing the impact on the General Fund's Unassigned Ending Balance from
the LAUSD Budget Forecast and the LAUSD “Restore to H&W Contribution Budget Forecast”,
Exhibits 18 and 19 show that expenditures were projected to exceed revenues throughout the
projected period (fiscal years 2018-19 through 2022-23). The imbalance caused by
expenditures being consistently greater than revenues causes reserves to continually decline
and has the ultimate effect of further reducing the Unassigned Ending Balance and impacting
the District's ability to meet its 1.0 percent minimum reserve requirement (commencing in fiscal
year 2021-22 under the LAUSD Budget Forecast and in fiscal year 2020-21 under the “LAUSD
Restore to H&W Contribution Budget Forecast.”)

16 Note: the Projections for fiscal year 2020-21 include a $113.2 million in H&W Cost Increase. This cost
increase is not included in the 2018-19 Board-approved budget since the current agreement between

LAUSD and HBC extends until calendar year 2020.
17 See Section I1I.C.1

(%3]
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I. Executive Summary (cont)

Figure 1. General Fund Unassigned Ending Balances™
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18 Source: Exhibits 18 and 19

19 Source: Exhibits 18 and 19. The Ending Balance reserve percentages are calculated, for each fiscal
year, as the General Fund Unassigned Ending Balance plus the Reserve for Economic Uncertainties,
divided by the Total Expenditures and Other Financing Uses.
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ll. LAUSD General Fund Overview

The General Fund is the largest of the four operating funds, which comprise LAUSD's total
budget, along with the “Adult Education Fund,” the “Child Development Fund,” and the

“Cafeteria Fund.”?® The General Fund covers the basic instructional and administrative
expenditures of LAUSD, and includes restricted and unrestricted funds that are used to support
various educational programs. The General Fund’s budget, which LAUSD prepares as part of its
annual total budget, is based on the General Fund’s proposed sources and uses of funds

across a wide range of categories, as defined below.

A. SOURCES OF FUNDS

1. Beginning Balance

The Beginning Balance reflects the ending balance of the prior year. It may also include
adjustments due to audit or restatements of amounts.?'

2. Revenue

The sources of revenue are classified based on the source of funds from the LCFF, Federal,
State, and Local Revenues.??

2.1 Local Control Funding Formula

The LCFF, implemented in fiscal year 2013-14 as a replacement to the Revenue Limit
calculation, dictates how California’s local education agencies (‘LEAs”) are funded.?® The goal
of the LCFF model is to simplify how state funding is provided to LEAs, to create transparency
of funding, and to grant local control of funds.?* The LCFF is built upon numerous assumptions,
including but not limited to, student enroliment per grade span,® percentage of disadvantaged
students, ADA, various types of funding by ADA (e.g., base, supplemental, and concentration
funding), and COLAs. While the LCFF determines the amounts that each LEA is entitled to
receive each fiscal year, this is ultimately realized from three main funding sources: (i) local
property taxes, (ii) state aid, and (iii) the Education Protection Act (‘EPA").® The LCFF is

20 See Appendix B for details.

21 Superintendent’s Final Budget 2018-19: Description of Funds, Los Angeles Unified School District
Budget Services & Financial Planning Division, June 15, 2018, pp. 5 - 6.

22 Ibid.

23 Superintendent’s Final Budget 2018-19: Local Control Funding Formula, Los Angeles Unified School
District Budget Services & Financial Planning Division, June 15, 2018.

24 Ibid.
25 In LCFF, it refers to the grouping of student grade levels such as K-3, 4-6, 7-8, and 9-12.

26 The EPA provides LEAs with general purpose state aid funding pursuant to Proposition 30. The EPA
funding is a component of an LEA's total LCFF entitlement. Source: Superintendent’s Final Budget

~l
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ll. LAUSD Budget Overview (cont.)

LAUSD’s largest source of revenue, accounting for approximately 75 percent of Total Revenues
and Other Financing sources in the 2018-19 budget.?

2.2 Federal Revenues

Federal Revenues represent certain entitlements or grants from the federal government, such
as the Federal Individuals with Disabilities Act (\DEA”") and Title | of the Elementary and
Secondary Education Act.?® Federal revenues represent approximately 9 percent of Total
Revenues and Other Financing Sources in the 2018-19 budget.?®

2.3 State Revenues

Similar to Federal Revenues, Other State Revenues represent certain entittements or grants
from the state government, including the Special Education Funding Assembly Bill (AB) 602 as
well as revenues from the California State Lottery.>® State Revenues represent approximately
13 percent of Total Revenues and Other Financing Sources in the 2018-19 budget.*’

2.4 Local Revenues

L.ocal Revenues include revenues from county and district taxes, revenues from special
education programs, sales of equipment and supplies, and other specific local sources such as
leases and rentals, donations, and filming revenues.® Local revenues represent approximately
2 percent of Total Revenues and Other Financing Sources in the 2018-19 budget.*

2018-19: Glossary and Abbreviations, Los Angeles Unified School District Budget Services &
Financial Planning Division, June 15, 2018, p. 1.

27 Source: “3a MYP General Fund, Unrestricted and Restricted.pdf”’

28 Superintendent's Final Budget 2016-17: Sources and Uses of Funds, Los Angeles Unified School
District Budget Services & Financial Planning Division, June 2016, p. 71.

29 Source: “3a MYP General Fund, Unrestricted and Restricted.pdf”’

30 Superintendent’s Final Budget 2016-17: Sources and Uses of Funds, Los Angeles Unified School
District Budget Services & Financial Planning Division, June 2016, p. 71.

31 Source: “3a MYP General Fund, Unrestricted and Restricted.pdf”

32 Superintendent's Final Budget 2018-19, Los Angeles Unified School District Budget Services &
Financial Planning Division, June 15, 2018, Attachment D, p. 1.

33 Source: "3a MYP General Fund, Unrestricted and Restricted.pdf”
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ll. LAUSD Budget Overview (cont.)

2.5 Other Financing Sources

Other Financing Sources include revenues from interfund transfers as well as revenues from
bond issuances.** They represent less than 1.0 percent of Total Revenues and Other Financing

Sources in the 2018-19 budget.®®

B. USES OF FUNDS

1. Expenditures and Other Financing Uses

This category reflects the amounts spent or to be spent based on the following types of
expenditures:®

1.1 Certificated Salaries includes salaries for positions that require a credential or permit issued
by the Commission on Teacher Credentialing such as salaries of school administrators,
teachers, librarians, counselors, nurses, and certificated central office administrators.®

1.2 Classified Salaries includes salaries for positions that do not require a credential or permit
issued by the Commission on Teacher Credentialing such as salaries of instructional aides,
school administrative assistants, bus drivers, carpenters, custodians, plumbers, and those
non-certificated employees who supervise their work.*®

1.3 Employee Benefits includes employers’ contributions to retirement plans and health and
welfare benefits for employees, their dependents, retired employees, and board members;

and other post-employment benefits.*®

1.4 Books and Supplies includes the cost of textbooks, instructional materials, general supplies,
and fuel *°

34 Superintendent’s Final Budget 2018-19, Los Angeles Unified School District Budget Services &
Financial Planning Division, June 15, 2018, SACS p. 16

35 Source: “3a MYP General Fund, Unrestricted and Restricted. pdf”’

36 Superintendent’s Final Budget 2018-19: Description of Funds, Los Angeles Unified School District
Budget Services & Financial Planning Division, June 15, 2018, pp. 5 — 6.

37 Ibid.

38 Ibid.

39 Ibid.

40 Ibid.
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Il. LAUSD Budget Overview (cont)

1.5 Services and Other Operating Expenses includes the cost of contracts, travel and
conferences, dues and memberships, utilities, rentals, leases, repairs, and professional or

consulting services.*!

1.6 Capital Outlay includes the cost of facilities (land and buildings), books and media for new
libraries or major expansion of school libraries, equipment, and equipment replacement.*?

1.7 Other Outgo includes pass through of apportionments to county-educated LAUSD-resident
students, transfers of taxes to direct-funded (fiscally-independent) charter schools, bond
redemptions and bond interest, and other service changes.*

1.8 Direct Support/Indirect Costs consists of business and administrative costs (e.g.,
accounting, budgeting, personnel, purchasing) that benefit the entire LAUSD.*

1.9 Other Financing Uses represents certain interfund transfers or expenditures initially
recorded in the General Fund and then transferred to a special fund in accordance with the

accounting requirement.*®

C. ENDING BALANCE

The Ending Balance is the ending fund balance for the fiscal year and is classified into various
categories. The Governmental Accounting Standards Board Statement No. 54 ("GASB 54")
implemented a five-tier fund balance classification that sets the parameters and spending

constraints as to the use of funds.*

1.1 Non-Spendable Fund Balance consists of funds that cannot be spent due to their form. This
includes inventory and prepaid items or funds that are legally or contractually-required to
remain intact, such as the principal of a permanent endowment.*’

41 Superintendent’'s Final Budget 2018-19: Description of Funds, Los Angeles Unified School District
Budget Services & Financial Planning Division, June 15, 2018, pp. 5 ~6.
42 Ibid.

43 Ibid.
44 Superintendent’'s Final Budget 2018-19: Glossary and Abbreviations, Los Angeles Unified School
District Budget Services & Financial Planning Division, June 15, 2018, p. 6.

45 Id., p. 7.
46 Superintendent’s Final Budget 2018-19: Description of Funds, Los Angeles Unified School District
Budget Services & Financial Planning Division, June 15, 2018, pp. 5 —6.

47 Ibid.
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Il. LAUSD Budget Overview (cont.)

1.2 Restricted Fund Balance consists of funds that are subject to externally-imposed and legal
constraints.*®

1.3 Committed Fund Balance consists of funds that are subject to internal policies and
constraints. These policies are self-imposed by the District's highest level of decision-
making authority.*

1.4 Assigned Fund Balance consists of funds that are intended to be used for a specific purpose
by the district’s highest level or an official with the authority to assign funds.*

1.5 Unassigned Fund Balance consists of residual fund balance that has not been classified in
the previous four categories. It represents resources available for future spending.®’

48 Ibid.
49 Ibid.
50 Ibid.
51 Ibid.
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[ll. Methodology

A. REVENUES AND OTHER FINANCING SOURCES

We analyzed LAUSD's forecasted “Revenues and Other Financing Sources” for fiscal years
2018-19 through 2022-23 and its supporting assumptions. Revenues include the following:
LCFF, Federal Revenues, Other State Revenues, Other Local Revenues, and Other Financing

Sources.®
1. Local Control Funding Formula (LCFF)

As shown in Exhibit 2, LCFF revenue was projected to decrease from $5,665.9 million in fiscal
year 2018-19 to $5,594.8 million in fiscal year 2022-23% due to the forecasted decline in K-12
enrollment. LAUSD utilizes live birth data in Los Angeles County as well as historical grade
retention ratios, economic factors, and other relevant information to forecast student

enroliment.>

Total norm day enrollment (a “norm day” is the fifth Friday of the school year),>® which
represents the number of actively-enrolled students as of norm day, was projected to decrease
from 484,642 in fiscal year 2018-19 to 431,148 in fiscal year 2022-23.%° This enroliment
corresponds to non-charter and locally-funded charter schools (also known as affiliated charter
schools),*” as shown in Exhibit 2.1. While norm enrollment in non-charter and locally-funded
charter schools was forecasted to decrease, enrollment in fiscally-independent charter schools
was projected to increase from 117,331 in fiscal year 2018-19 to 127,290 in fiscal year 2022-23.
Total LAUSD enroliment was projected to decrease from 601,973 in fiscal year 2018-19 to
558,438 in fiscal year 2022-23.

Norm day enrollment is subsequently converted into ADA, which constitutes the basis for
estimating the annual LCFF entitlement. Total funded ADA, including non-charter schools and

52 Other Financing Sources includes Transfers In (i.e., interfund transfers) and Other Sources.

53 Includes non-charter schools as well as affiliated charter schools. Per file “1 MYP Assumptions
(Expanded),” p. 1.

54 Superintendent’s Final Budget 2018-19: Assumptions for Estimated Revenues, Los Angeles Unified
School District Budget Services & Financial Planning Division, June 15, 2018, p. 1.

55 LAUSD Reference Guide. Norm Day and Classification Reports — Instructions and Schedules of
Electronic. CaptureRef-1819.15

56 LAUSD General Fund Assumptions for Multi-Year Projections. Fiscal Years 2018-19 to 2022-23 per
file “1 MYP Assumptions (Expanded),” p. 1.

57 Under State law, charter schools operate semi-autonomously of the District. A locally-funded
(affiliated) charter school continues to receive funding from the District but develops curriculum that
may differ from that of a non-charter school. A direct-funded (fiscally-independent) charter school
receives funding directly from the State and develops curriculum in compliance with state and federal
guidelines. Source: "Superintendent’s Final Budget 2018-19: Glossary and Abbreviations,” Los
Angeles Unified School District Budget Services & Financial Planning Division, June 15, 2018, p. 1.
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lll. Methodology (cont.)

locally-funded charter schools, was forecasted to decrease from 471,854 in fiscal year 2018-19
to 418,446 in fiscal year 2022-23,° as shown in Exhibit 2.2.

For each grade span (i.e., K-3, 4-6, 7-8, and 9-12), the State provides “Base Grant Funding” per
ADA that is composed of a base rate and a statutory COLA.>® The adjusted Base Grant Funding
per ADA for grades K-3, 4-6, 7-8, and 9-12 was forecasted to be $8,236; $7,571; $7,796; and
$9,268; respectively, for fiscal year 2018-19, as shown in Exhibit 2.3. The Base Grant Funding
per ADA was forecasted to increase to $9,184; $8,444; $8,694; and $10,336; respectively, in
fiscal year 2022-23.%°

In addition to Base Grant Funding, LAUSD receives “Supplemental Grant Funding” for each
targeted disadvantaged student (also known as unduplicated pupil). These are students who
are identified as either an English learner, meet the requirements for free or reduced-priced
meals, or are in foster care.®’ The 2018-19 LAUSD’s unduplicated student count percentage in
non-chartered schools and locally-funded charter schools was projected to be 85.86 percent
and 44.81 percent, respectively, as shown in Exhibit 2.3.2 These percentages were forecasted
to decrease slightly through the forecasted period.

Given that LAUSD’s unduplicated pupil percentage is greater than 55 percent, LAUSD is
entitled to receive additional funding known as "Concentration Grant Funding.” For each grade
span, Concentration Grant Funding is determined by multiplying the Base Grant Funding by the
unduplicated pupil percentage in excess of 55 percent times 50 percent.®

The sum of the Base Grant Funding, Supplemental Grant Funding, and Concentration Grant
Funding results in the “LCFF Target Entitlement,” as shown at the bottom of Exhibit 2.3. Note
that LAUSD’s LCFF Target Entitlement includes an additional annual “"Allowance and Add-on

58 LAUSD General Fund Assumptions for Multi-Year Projections. Fiscal Years 2018-19 to 2022-23 per
file "1 MYP Assumptions (Expanded),” p. 1.

59 Superintendent’s Final Budget 2018-19: Local Control Funding Formula, Los Angeles Unified Schoof
District Budget Services & Financial Ptanning Division, June 15, 2018, p. 2

60 LAUSD General Fund Assumptions for Multi-Year Projections. Fiscal Years 2018-19 to 2022-23 per
file “1 MYP Assumptions (Expanded),” p. 1.

61 Superintendent’s Final Budget 2018-19: Local Control Funding Formula, Los Angeles Unified School
District Budget Services & Financial Planning Division, June 15, 2018, p. 3.

62 LAUSD General Fund Assumptions for Multi-Year Projections. Fiscal Years 2018-19 to 2022-23 per
file “1 MYP Assumptions (Expanded),” p. 1.

63 Superintendent’s Final Budget 2018-19: Local Control Funding Formula” Los Angeles Unified School
District Budget Services & Financial Planning Division, June 15, 2018, p. 4.

~
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lll. Methodology (cont.)

Funding” of approximately $538.0 million from the Targeted Instructional Improvement Block
Grant (“TIIBG")* and the Home-To-School Transportation Funding.®®

As shown in Exhibit 2.3, LAUSD’s LCFF Target Entitlement for non-charter schools was
projected to be $5,287.8 million in fiscal year 2018-19 and was forecasted to decrease to

$5,173.8 million in fiscal year 2022-23.

2. Federal Revenues

As shown in Exhibit 3, Federal Revenues were projected to be $632.4 million in fiscal year
2018-19 and decrease to $620.5 by fiscal year 2022-23. LAUSD estimates “Federal Revenues
from Regular Programs™® to be $154.5 million in fiscal year 2018-19, which includes $113.9
million of “Federal IDEA Local Assistance” and approximately $6.6 million of “Federal Mental
Health Revenue.” Federal Revenues from Regular Programs were projected to decrease
slightly in the period 2019-20 through 2022-23 due to a forecasted decline in student enroliment.

“Federal Revenues from Specially Funded Programs™ were projected to be $477.9 million in
fiscal year 2018-19 and were projected to decrease to $466.4 million in fiscal year 2022-23,
Most Federal Revenue is categorized as restricted.

3. Other State Revenues

As shown in Exhibit 4, “Other State Revenues” were forecasted to be $962.6 million in fiscal
year 2018-19 and decrease to $826.9 by fiscal year 2022-23. LAUSD estimates “Other State
Revenues from Regular Programs” to be $815.7 million in fiscal year 2018-19, which includes:
(i) $360.9 million from “AB602 Funding,” (i) $35.6 million from “AB 3632 Mental Health
Funding,” (i) $98.3 million from the California State Lottery; and (iv) a mandated-cost
reimbursement®®, which includes a one-time discretionary funding of $105.9 million, among
other sources. Other State Revenues from Regular Programs were projected to decrease to
$722.9 million by 2019-20 and to continue to decline modestly through fiscal year 2022-23.

84 This grant funds the costs of ongoing desegregation efforts and, if funds remain, the needs of
underachieving schools. It replaces the Student Integration funding in the 2002-03 State Budget.
Source: Superintendent's Final Budget 2018-19: Glossary and Abbreviations, Los Angeles Unified
School District Budget Services & Financial Planning Division, June 15, 2018, p. 12.

5 “LCFF_Non-Charter Schools_2018-19_thru_2022-23_Data Request.xlsx”
Refer to Unrestricted/General Fund Programs. See Appendix B
Refer to Restricted/Specially Funded Programs. See Appendix B.

&8 Our understanding is that the California Constitution requires that the State of California reimburse
local governmental entities, including school districts such as LASUD, for the cost of complying with
State or court mandates. The reimbursement is known as a “Mandated Cost Reimbursement.”
Source: Superintendent’s Final Budget 2018-19: Glossary and Abbreviations, Los Angeles Unified
School District Budget Services & Financial Planning Division, June 15,2018, p. 7.
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Ill. Methodology (cont))

“‘Other State Revenues from Specially Funded Programs” were forecasted to be $146.9 million
in fiscal year 2018-19 and were projected to decrease to $107.3 million in fiscal year 2020-21
and remain at the same dollar amount thereafter.

4. Other Local Revenues

As shown in Exhibit 5, “Other Local Revenues” were forecasted to be $144.7 million in fiscal
year 2018-19 and decrease to $130.4 million by fiscal year 2022-23. LAUSD estimates “Other
Local Revenues from Regular Programs” to be $135.7 million in fiscal year 2018-19, which
includes: (i) $26.0 million from leases and rentals, (i) $28.1 million from interest from
investments and deposits, (iii) $41.4 million from various fees and contracts; and (iv) $39.6
million from miscellaneous funds, donations, and other local income. Other Local Revenues
from Regular Programs were projected to decrease to $126.3 million by 2020-21 and further
decrease to $121.3 million in fiscal years 2021-22 and 2022-23.

“Other Local Revenues from Specially Funded Programs” were projected to be $9.0 million in
fiscal year 2018-19 and projected to remain at $9.1 million for the forecasted period.

5. Other Financing Sources

“Other Financing Sources” were projected to be $20.3 million in fiscal year 2018-19 and
projected to remain at that level for the forecast period (as shown in Exhibit 6).

B. EXPENDITURES AND OTHER FINANCING USES

We analyzed LAUSD's forecasted “Expenditures and Other Financing Uses” for fiscal years
2018-19 through 2022-23 and its supporting assumptions. These include Certificated Salaries,
Classified Salaries, Employee Benefits, Books and Supplies, Services and Other Operating
Expenses, Capital Expenditures, Other Outgo, Direct Support/Indirect costs, and Other
Financing Uses.

1. Certificated Salaries

As shown in Exhibit 7, “Certificated Salaries” for fiscal years 2018-19 were projected based on
fiscal year 2017-18' salary expenditures adjusted for known changes such as “Step and Column
Salary Adjustments,” “Federal, State, and Local Grants,” as well as the forecasted decline in
student enroliment. Similarly, Certificated Salaries for fiscal years 2019-20 through 2022-23
were forecasted using the prior year level as the base and adjusted for similar changes.
Certificated Salaries were projected to decrease from $2,894.2 million in fiscal year 2018-19 to

$2,838.2 million in fiscal year 2022-23.
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lll. Methodology (cont)

2. Classified Salaries

“Classified Salaries’ for fiscal years 2018-19 through 2022-23 were forecasted similarly to
Certificated Salaries and use fiscal year 2017-18’s Classified Salaries expenditure as the
baseline expenditure. As shown in Exhibit 8, Classified Salaries were projected to decrease
from $1,007.2 million in fiscal year 2018-19 to $1,000.4 million in 2022-23.

3. Employee Benefits

Projected expenditures for “Employee Benefits” were based on salary estimates and
appropriate rates for retirement, workers’ compensation, and unemployment, as shown on
Exhibit 9. These include contributions to the California State Teachers’ Retirement System
(“CalSTRS”) and the California Public Employees’ Retirement System (“CalPERS”), as well as
Social Security, Medicare, and Worker's Compensation, among other benefits. Total Employee
Benefits were projected to increase from $2,090.4 million in fiscal year 2018-19 to $2,183.4

million in 2022-23.

4. Books and Supplies

Projected expenditures for “Books and Supplies” for fiscal years 2018-19 through 2022-23 were
derived using the 2017-18 expenditure level as the baseline and adjusted for changes in
inflation rates, textbook allocations, IT business projects, supplies, after school programs, digital
subscriptions, athletic uniforms, safe school programs, retirement programs, and several other
categories as shown on Exhibit 10. Total Books and Supplies expenditures were estimated to
decrease from $576.3 million in fiscal year 2018-19 to $423.0 million in 2022-23.

5. Services and Other Operating Expenses

Projected expenditures for “Services and Other Operating Expenses” for fiscal years 2018-19
through 2022-23 were determined using the 2017-18 expenditure level as the baseline and
adjusted year over year for certain changes to account for inflation on cost supplies and
materials, various expenditures of carryover programs, magnet school resources, and several
other miscellaneous expenses. As shown on Exhibit 11, Total Services and Other Operating
Expenses were projected to increase from $858.7 million in fiscal year 2018-19 to $939.3 million

in 2022-23.

6. Capital Outlay

“Capital Outlay” expenditures for fiscal year 2018-19 were derived based on fiscal year 2017-18
expenditures adjusted for inflation and changes in forecasted expenditures on data center
hardware and other categories, including expenses related to Proposition 39 Clean Energy and
bring-to-requirement programs. Capital Outlay expenditures for fiscal years 2019-2020 through
2022-23 were forecasted in a similar manner. As shown on Exhibit 12, Total Capital Outlay was
projected to decrease from $87.5 million in fiscal year 2018-19 to $28.8 million in 2022-23.
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lll. Methodology (cont)

7. Other Outgo

Exhibits 13 and 13.1 show forecast “Other Outgo” expenditures for fiscal years 2018-19 through
2022-23. Other Outgo expenditures were projected using the prior year expenditure level as the
baseline and adjusted for certain known changes. For fiscal year 2018-2019, the forecasted
Other Outgo expense was calculated by adding $2.4 million from LCFF County Office Transfers
and $0.5 million in Special Education Tuition to the 2017-18 levels. Other Outgo expenditures
for fiscal years 2019-20 through 2022-23 were forecasted using the prior year level as the base
with no known changes. As a result, Total Other Outgo expenses were projected to remain
constant at $8.1 million for the forecast period.

8. Direct Support / Indirect Costs

As shown on Exhibit 14, “Direct Support / Indirect Costs” were derived based on LAUSD's
estimated indirect cost rate, also known as the administrative cost rate.

A positive indirect cost rate was applied to Restricted programs to reflect their share of
districtwide expenditures that are not identifiable with particular programs but that are needed
for overall operations (such as payroll, accounting, etc.). Conversely, a negative indirect cost
rate was applied to Unrestricted programs because its expenditures are reduced
correspondingly®®. Indirect Costs for Restricted and Unrestricted programs tend to offset each
other and result in zero Indirect Costs. However, Total {ndirect Costs can result in a negative
number due to other operating funds (e.g., Aduit Fund, Cafeteria Fund, and Child Development
Fund) also paying their own share of the districtwide expenditures, which results in a further

expenditure reduction in the General Fund.

Totat Direct Support / Indirect Costs were projected to be negative $32.7 million in fiscal year
2018-19 and projected to decrease to negative $36.2 million in fiscal year 2022-23.

9. Other Financing Uses

“Other Financing Uses” estimates were based on LAUSD's projections for interfund transfers
and contributions. These were projected to increase from $61.9 million in fiscal year 2018-19 to
$71.6 million in 2022-23, as shown in Exhibit 15.

69 Per conversations with LAUSD management
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lll. Methodology (cont.)

C. KEY BUDGET CONSIDERATIONS

1. Fiscal Stabilization Plan

LACOE will require the District to address the 2020-21 fiscal year deficit through a fiscal
stabilization plan (the “Fiscal Stabilization Plan”).”® The goal of the plan is to address LAUSD’s
forecasted deficit in 2020-21 as a result of the continued increase in fixed costs and a declining
enroliment environment.”" The Fiscal Stabilization Plan implements cost-cutting measures that
will result in LAUSD meeting its 1.0 percent minimum reserve requirement decreed by the State

of California.”

As part of its Fiscal Stabilization Plan, LAUSD’s forecasted expenditures include $42.9 million in
central-office annual savings and $3.0 million in annual attendance incentive savings for the
fiscal years 2019-20 through 2022-23. These cross-cutting measures were forecasted to total

$45.9 million in each fiscal year.”

2. Healthcare & Welfare Plan

Historically, LAUSD has funded H&W costs on a pay-as-you-go basis, but the District is now
required to disclose the amounts that healthcare benefits are likely to cost in the future.” Plan
design changes are defined by the Health Benefits Committee (“HBC") with recommendations
from the benefits consultant who negotiates rates annually with LAUSD'’s health care vendors.”
The HBC is comprised of members from all of LAUSD's bargaining units. A recent agreement
between LAUSD and HBC established an annual cap to LAUSD’s contribution towards
employees and retirees’ healthcare benefits for calendar years 2018 to 2020.7 LAUSD
anticipates that healthcare costs beyond 2020 will be greater than its current budgeted annual
contribution towards such expense. As a result, LAUSD has projected the incremental
expenditures in H&W benefits required to offset the increase in healthcare costs forecasted for

fiscal years 2020-21 through 2022-23.

70 Letter from Scott S. Price (Chief Financial Officer) to Members, Board of Education and Austin
Beutner (Superintendent) re: Adoption of Superintendent's 2018-19 Final Budget, June 15, 2018, p. 1
(located in “Superintendent’s Final Budget 2018-19,” Los Angeles Unified School District Budget

Services & Financial Planning Division).
71 Id,p.3
72 Id.,p. 1

73 Per LAUSD management, other elements of the Fiscal Stabilization Plan have already been
incorporated under Total Expenditures for fiscal years 2018-19 through 2020-21.

74 Superintendent’s Final Budget 2018-19: Other Information, Budget and Finance Policy Summary, Los
Angeles Unified School District Budget Services & Financial Planning Division, June 15, 2018.

75 Los Angeles Unified School District, Benefits Administration’s web portal.
https://achieve.lausd.net/Page/6268

76 Ibid.
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Exhibit 17 shows LAUSD's projected incremental expenditure in H&W benefits starting in fiscal
year 2020-21 and continuing through fiscal year 2022-23. LAUSD'’s additional expenditure
reflects the expectation of raising healthcare costs and was estimated as the cost difference
between the flat cost and premium cost, assuming an annual premium increase of 4.5 percent
(see also Exhibit 17.1). The flat contribution of $1,114.7 million per year is determined based on
the contribution per participant group (i.e., Active, Pre-Medicare, Medicare) times the participant

count, based on the prior year participant count.
3. Salary Increase for Remaining Bargaining Units

LAUSD reached agreements with three of its bargaining units — SEIU Local 99, AALA, and
CSEA - which together represent more than 60.0 percent of LAUSD's workforce.”” The
agreements provide for an ongoing’® 6.0 percent increase in wages.”® As a result, the 2018-19
LAUSD budget incorporates a reserve set aside to offset potential wage increases for the
remaining bargaining units.® This reserve reflects an ongoing 3.0 percent wage increase
commencing in the 2017-18 fiscal year, as well as a one-time® 3.0 percent bonus increase
commencing in the 2018-19 fiscal year, which LAUSD has forecasted as ongoing.®

77 Per LAUSD's press release titled “Los Angeles Unified reaches tentative agreement with California
School Employees Association” dated July 30, 2018,

78 The term “ongoing” refers to revenue or expenditure line-items that were expected to continue into
the subsequent year.

79 Per LAUSD's press releases titled “Los Angeles Unified reaches tentative agreement with California
School Employees Association” dated July 30, 2018 and "Board of Education Approves Labor
Agreements with AALA, CSEA” dated August 21, 2018. SEIU and AALA reached an agreement for a
3.0 percent retroactive increase for fiscal year 2017-18, a 3.0 percent increase in fiscal year 2018-19,
and a supplemental one-time 3.0 increase in 2018-19, which LAUSD assumes will become ongoing
subject to certain trigger language in the negotiated contract. The CSEA’s agreement was for a 2.0
percent retroactive increase for fiscal year 2017-18, a 2.0 percent increase in fiscal year 2018-19, and
an additional 2.0 percent ongoing increase commencing in fiscal year 2019-20.

80 Letter from Scott S. Price (Chief Financial Officer) to Members, Board of Education and Austin
Beutner (Superintendent) re: Adoption of Superintendent’s 2018-19 Final Budget, June 15, 2018, p. 2
(located in “Superintendent’s Final Budget 2018-19,” Los Angeles Unified School District Budget
Services & Financial Planning Division).

81 The term "one-time” refers to revenue or expenditure line-items not expected to continue into the
subsequent year.

82 Per discussions with LAUSD’s management.
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IV. Financial Analysis

A. PROJECTIONS OVERVIEW

Based on the facts and circumstances described in the preceding sections, we have been
asked to prepare the Analysis regarding the General Fund's Unassigned Ending Balance in
fiscal years 2018-19 through 2022-23 under the following two forecasts:

LAUSD 2018-19 to 2022-23 General LAUSD 2018-19 to 2022-23 General
Fund budget® Fund budget®

Fiscal Stabilization Plan Fiscal Stabilization Plan

FY 2019-20 to 2022-23 FY 2019-20 to 2022-23

Budgeted Salary Increases for Budgeted Salary Increases for
Remaining Bargaining Units Remaining Bargaining Units

3% increase commencing in FY 2017-18 3% increase commencing in FY 2017-18
Additional 3% increase commencing in FY | Additional 3% increase commencing in FY
2018-19 2018-19

Healthcare & Welfare Cost Increase
FY 2020-21 to 2022-23

1. LAUSD Budget Forecast

Exhibit 16 displays a 3.0 percent ongoing wage increase commencing in fiscal year 2017-18
(fiscal year 2018-19 includes an additional 3.0 percent increase applied retroactively to fiscal
year 2017-18), as well as an additional ongoing 3.0 percent wage increase commencing in fiscal
year 2018-19. These increases represent a $330.9 milflion expenditure in fiscal year 2018-19
(excluding fringe benefits) and an additional $220.6 million expenditure in each subsequent
fiscal year for the period 2019-20 through 2022-23. Excluding the amounts set aside by LAUSD
for the CSEA and AALA wage increases, the incremental wage increase under this forecast is

83 Note: Per LAUSD management, the Projections for fiscal years 2018-19 through 2020-21 contain
certain updates and adjustments not reflected in the 2018-19 Superintendent’s Final Budget
(approved by the LAUSD Board on June 19, 2018). The Projections for fiscal years 2021-22 and
2022-23 were prepared per LAUSD management and are not included in the approved budget.

84 Ibid.
20
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IV. Financial Analysis (cont.)

$296.1 million in fiscal year 2018-19, $200.4 million in fiscal year 2019-20, and $205.5 miltion in
each subsequent year for projected fiscal years 2021-22 and 2022-23.

The LAUSD Budget Forecast also includes $45.9 million in annual savings from the Fiscal
Stabilization Plan.®

2. LAUSD “Restore to Full H&W Contribution Budget Forecast”

This forecast reflects the same wage increases as described under the LAUSD Budget Forecast
and includes an additional $507 million in aggregate Healthcare & Welfare expenditures over a
three-year period beginning in fiscal year 2020-21 (see Exhibit 19). This forecast also includes
the $45.9 million in annual savings from the Fiscal Stabilization Plan.

¥ Per LAUSD management, other elements of the Fiscal Stabilization Plan have already been
incorporated under Total Expenditures for fiscal years 2018-19 through 2020-21.
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V. Summary of Results

Exhibits 18 through 19 depict the Unassigned Ending Balances® of the General Fund for the
period 2017-18 to 2022-23 under the two forecasts analyzed; ending balances are also depicted

on Figures 3 and 4 below.

1. LAUSD Budget Forecast

As shown on Figure 3 and Exhibit 18, under this forecast, the projected 2018-19, 2019-20 and
2020-21 fiscal years end with an Unassigned Ending Balance of $699.6 million, $365.7 million,
and $1.7 million, respectively. The minimum 1.0 percent reserve balance is satisfied in all of
these years, as shown on Figure 4. However, the Unassigned Ending Balance for fiscal years
2021-22 and 2022-23 is a shortfall position (deficit) of $418.9 million and $880.1 million,
respectively. Additionally, the 1.0 percent minimum reserve condition is not met commencing in
fiscal year 2021-22, as shown on Figure 4.

2. LAUSD “Restore to Full H&W Contribution Budget Forecast”

As shown on Figure 3 and Exhibit 19, under this forecast, the projected 2018-19, 2019-20, and
2020-21 fiscal years end with an Unassigned Ending Balance of $699.6 million, $365.7, and
negative $111.5 million, respectively. The minimum 1.0 percent reserve balance is satisfied in
fiscal years 2018-19 and 2019-20 but it is not satisfied in fiscal year 2020-21. Since the LAUSD
Budget Forecast and the LAUSD “Restore to Full H&W Contribution Budget Forecast” contain
identical Projections in fiscal years 2018-19 to 2019-20, under these two forecasts the
Unassigned Ending Balance and Unassigned Ending Balance reserve percentages for fiscal
years 2018-19 to 2019-20 are shown as overlapping lines on Figures 3 and 4.

Under the LAUSD “Restore to Full H&W Contribution Budget Forecast”, the Projections for fiscal
years 2020-21 through 2022-23 include an additional $113.2 million, $168.2 million, and $225.7
million in H&W costs, respectively®”. As a result, under the LAUSD “Restore to Full H&W
Contribution Budget Forecast”, the Unassigned Ending Balance for fiscal years 2021-22 and
2022-23 result in a deficit of $700.4 million and $1,387.2 million, respectively. Under this

85 Exhibits 19 through 20 also show the General Fund Total Ending Balance, which is determined by
adding to the Unassigned Ending Balance the following additional components of the General Fund:
(i) Non Spendable Inventories/Cash/Others Balance; (i) Assigned Funds Balance; (iii) Restricted
Funds Balance; (iv) Committed Funds Balance; and (v) Reserve for Economic Uncertainties Balance
(As previously mentioned, Districts are required to maintain a reserve to offset the potential impact of
unanticipated expenditures or revenue shortfalls. For LAUSD, it is a minimum of 1.0 percent of the
General Fund Total Expenditures and Other Financing Uses. Source: “Superintendent's Final Budget
2018-19: Glossary and Abbreviations,” Los Angeles Unified Schoo! District Budget Services &
Financial Planning Division, June 15, 2018, p. 11).

87 Note that the Projections for fiscal year 2020-21 include a $113.2 million in H&W Cost Increase. This
cost increase is not included in the 2018-19 Board-approved budget since the current agreement
between LAUSD and HBC extends until the end of calendar year 2020
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V. Summary of Results (cont.)

forecast, the 1.0 percent minimum reserve condition is not met commencing in fiscal year 2020-

21, as shown on Figure 2.

We note that under the LAUSD “Restore to Full H&W Contribution Budget Forecast”, the $45.9
million in cost savings expected to be implemented through the Fiscal Stabilization Plan will not
be sufficient to satisfy the 1.0 percent reserve balance requirement in fiscal year 2020-21 nor

alleviate a deficit position in that year.

Figure 3. General Fund Unassigned Ending Balances®®

(dollars in mitlions)

52,000
$1,000 $702.9 $699.6
U B b
(%]
c
{0
.
- 50
£
=}
f=1
L
el
(7]
£ (51,000]
.
vy
1]
j=
=)
(52,000]
($3,000)
2017-18A 2018-19P

=@ LAUSD Budget Forecast

88 Source: Exhibits 18 and 19
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V. Summary of Results (cont.)

Figure 4. General Fund Ending Balance Reserve Percentages®
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89 Source: Exhibits 18 and 19. The Ending Balance reserve percentages are calculated, for each fiscal
year, as the General Fund Unassigned Ending Balance plus the Reserve for Economic Uncertainties,

divided by the Total Expenditures and Other Financing Uses.
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Appendix A. LAUSD Overview

The Los Angeles Unified School District (previously defined as LAUSD or the District) is the
nation’s second-largest public school system. As shown on Figure 5 below, it covers a total area
of 710 square miles and serves approximately 700,000 students across 26 cities and
incorporated areas of Los Angeles County. The District offers pre-K through 12th grade
education, as well as adult education, through a network of 1,302 regular schools, affiliated
centers, and independent charter schools. It counts with approximately 60,000 school district
employees, including teachers, administrators and support personnel, making it the second
largest employer in the Los Angeles County after the county government. Its 2016-2017 annual
operating budget, also known as the General Fund, was approximately $7.6 billion.

Figure 5. LAUSD Coverage Area

Cities Entirely Within L.A. Unified
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@ Culver City 9 Santa Clarita* &
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2 Inglewood € Torrance
(1) L A, Unifisd 20162018 Fingertip Facts,
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Appendix B. LAUSD’s General Fund Overview

Figure 6 below shows the hierarchy of LAUSD's fund structure.®® The budget is organized into
five main funds: the Operating Funds, the Capital Projects Funds, the Debt Service Funds, the
Internal Service Funds, and the Fiduciary Funds. The Operating Funds are used for the day-to-
day operation of LAUSD schools and offices, and are composed of the General Fund, the Adult
Education Fund, the Child Development Fund, and the Cafeteria Funds.

Figure 6. LAUSD Total Budget Structure

[ - District-defined Programs

The General Fund includes funds dedicated for the basic instructional and administrative
expenditures of LAUSD. It includes “restricted” and “unrestricted” funds. Restricted funds, such
as the AB 602 Special Education and Title | funds, are funds that must be used for specific
purposes, whereas “unrestricted” funds can be used for any general-purpose expenditure,
These include funds from the Local Control Funding Formula's Base Grant Portion and one-time
Mandated Cost Block Grant.

The General Fund is further divided into “District-defined Programs,” such as the General
Programs (unrestricted), the Special Education Programs (restricted). The General Fund
Regular Program includes most of LAUSD's K-12 operating programs such as funding for
teachers, administrators, clerical and custodial staff at schools, funding for school maintenance

90 “Superintendent’s Final Budget 2018-19: Introduction,” Los Angeles Unified School District Budget
Services & Financial Planning Division, June 15, 2018, pp. 1 = 3.
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Appendix B. LAUSD’s General Fund Overview (cont)

(repairs), funding for Regional Occupational Centers and Programs that provide career-oriented
courses, funding for recreation-oriented after-school programs, and funding for the
administration of LAUSD, including general management, finance, information technology, and
human resources. Special Education Programs provide instructional and other services to
students who have special needs resulting from physical, emotional, intellectual or learning
disabilities.
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Appendix C. Key Team Member Biographies

DANIEL B. BEAULNE, CPA, CA, CBV, CFA, CEIV

Mr. Beaulne is a Director of Houlihan Lokey’s Dispute Resolution Consulting & Financial Expert
Opinions practice. His primary responsibilities include providing valuation and financial
consulting services in connection with dispute resolution.

Mr. Beaulne has extensive experience testifying and consulting in matters related to valuation
and other complex financial issues in the Delaware Court of Chancery, United States
bankruptcy courts, various federal and state courts, and international venues in Europe and
Asia. He has provided dispute support on retrospective solvency, shareholder disputes, patent,
income and estate tax, business interruption claims, lost profits, fraud investigations, breach of
contract, and product liability disputes.

Mr. Beaulne has expertise in financial reporting and income tax valuations, including purchase
price allocations, goodwill impairment, stock option valuation, intellectual property valuation, and
valuations for estate and gift tax reporting. He has conducted M&A due diligence, performed
financial audits, and prepared numerous fairness and solvency opinions.

Before joining Houlihan Lokey, Mr. Beaulne served as a Managing Director in the Disputes &
Investigations practice at Duff & Phelps, LLC. He also served as a Director in the Valuation
Advisory Group for Standard & Poor’'s Corporate Valuation Consulting and as a Senior Manager
in the Corporate Finance Group of Ernst & Young.

Mr. Beaulne holds a Bachelor of Commerce from the University of Toronto. He is a Chartered
Professional Accountant, a Chartered Business Valuator, a Chartered Financial Analyst
charterholder, and is Certified in Entity and Intangible Valuation. He is registered with FINRA as
a General Securities Representative (Series 63) and a Limited Representative — Investment

Banking (Series 79).

CHRISTOPHER A. WILSON

Mr. Wilson is a Managing Director and the Co-Head of Houlihan Lokey's Training & Education
practice. During his three decade career in banking, Mr. Wilson has advised on a diverse set of
transactions, including public and private mergers & acquisitions, public and private debt and
equity fundings and various corporate restructurings, nearly entirely focused in the media,
telecommunications and education services industries.

In the education sector, Mr. Wilson's education transactions include the recapitalization of Nord
Anglia Education, the sale of Impero to Investcorp Technology Partners, the sale of The
Learning Experience to Norwest Venture Partners and a significant testing and assessment
carve out for Project CORE. Prior media and telecommunications transactions include the sale
of TelCove to Level 3 Communications, the sale of OnFiber Communications to Qwest, the sale

N
w
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Appendix C. Key Team Member Biographies (cont.)

of Dobson Communications to AT&T, the sale of Genesys SA to West Corp and the sale of
VStar Entertainment to Cirque du Soleil Entertainment.

Previously, in Houlihan Lokey’s Financial Restructuring Group, Mr. Wilson played a key role in
the restructurings of Education Management Corporation (EDMC), Cengage Learning,
Houghton Mifflin, WorldCom, Williams Communications, Metro-Goldwyn-Mayer (MGM) and a
number of other media and telecommunications companies since 2001.

Before joining Houlihan Lokey, Mr. Wilson was with Montgomery Securities (now BAML),
specializing in media and telecommunications, M&A, and corporate finance. He was also a
member of the Consumer Group of EVEREN Securities and in corporate finance with the Media
and Telecommunications Group of Union Bank. He also managed proprietary trading in foreign
exchange and derivatives at Drexel Burnham Lambert from 1986 until 1990.

TERENCE TCHEN

Mr. Tchen is Co-Head of Houlihan Lokey's Technical Standards Committee. He has more than
20 years of experience providing financial advisory services to public-company and private-
company clients as well as financial sponsors in connection with mergers and acquisitions,
leveraged buyouts, spinoffs, stock buybacks, recapitalizations, going-private transactions,
strategic alternative assessments, and capital-raising activities. These services include
rendering fairness, solvency, and other transaction-related opinions to companies, boards of
directors, special committees, and independent fiduciaries.

Mr. Tchen also analyzes and values closely held and publicly traded businesses, debt and
equity securities, derivative securities, structured securities (e.g., RMBS, CDO, CLO), non-
performing loan portfolios, private equity interests, intangible assets, and contingent liabilities for
transaction, tax, financial reporting, and litigation purposes. He has authored a chapter on the
valuation of stock options in an update to Financial Valuation: Businesses and Business

Interests.

Before joining Houlihan Lokey, Mr. Tchen was a systems programmer for the IBM Corp.
specializing in IBM mainframe operating systems and other IBM program products.

Mr. Tchen holds a B.S. in Mathematics and Computer Science from the University of lllinois at
Urbana—Champaign and an MBA from the University of California, Berkeley.

JOHN A. TAYLOR, ASA, CMC, MAE, MRICS

Mr. Taylor is a Managing Director of Houlihan Lokey’s Financial Advisory Services business. His
primary responsibilities include providing valuation and financial consulting services in
connection with strategic decision support, financial reporting, and dispute resolution. Mr. Taylor
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Appendix C. Key Team Member Biographies (cont,)

is a member of the firm’s Technical Standards Committee and is the global practice leader for
the firm’s Dispute Resolution Consulting & Financial Expert Opinions practice.

Mr. Taylor has extensive experience providing litigation support as both a valuation expert and
consultant in matters related to minority-interest buyouts, bankruptcy proceedings, management
efficacy, damages analysis and royalty disputes. He has helped U.S. and muitinational clients
with valuation analyses for tax and financial reporting purposes, including purchase price
allocations, goodwill impairment, stock option valuation, intellectual property valuation and
valuations for estate and gift tax reporting. Specializing in multinationals, Mr. Taylor has also
performed financial and strategic analyses related to business planning, acquisitions,
divestitures, post-acquisition and post-merger integration and the formation of joint ventures.

Before joining Houlihan Lokey, Mr. Taylor served as a managing director in Kroll Inc.'s Los
Angeles valuation services practice. Earlier, he served as the president of JT
PanglobalConsulting Inc., a boutique financial advisory and strategy consulting firm. He also
served as a Director of Strategic Financial Consulting and Finance Transformation Services for
Deloitte & Touchein the southwestern U.S. and as that firm's National Director of Valuation and
Realty Consulting practices for Japanese clients in the U.S.

Mr. Taylor received his B.A. from the University of Missouri, St. Louis. He is an Accredited
Senior Appraiser, Appraisal Review & Management, with the American Society of Appraisers; a
Certified Management Consultant, Strategy and Operations Consulting, with the Institute of
Management Consultants; a PractisingMember of The Academy of Experts; and a member of
the Royal Institution of Chartered Surveyors (Chartered Business & Intangible Assets Valuation
Surveyor). He previously served as chair of the Appraisal Review & Management Committee of
the American Society of Appraisers. He is registered with FINRA as a General Securities
Representative (Series 7 and 63) and a Limited Representative ~Investment Banking (Series

79).

HEATHER BOLNER

Ms. Bolner is a Vice President of Houlihan Lokey’s Dispute Resolution Consulting & Financial
Expert Opinions practice. She provides valuation and financial consulting services in connection
with dispute resolution from the nascent stages of case assessment all the way through trial and

appeal.

Ms. Bolner has provided dispute consulting for complex litigation involving commercial disputes,
shareholder disputes (appraisal and breach of fiduciary duty), business interruption claims, lost
profits, fraud investigations, and damage calculations.

She has experience in the Delaware Court of Chancery, the United States bankruptcy courts,
the Grand Court of the Cayman Islands, various state and federal courts, tax courts, and
international arbitrations and tribunals.
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Appendix C. Key Team Member Biographies (cont.)

Ms. Bolner has experience in many industries, with a concentration in the energy and mining
industries, including oil and natural gas exploration and production, mining, midstream, oilfield

services, power, and others.

Before joining Houlihan Lokey, Ms. Bolner served as a Director in the Disputes & Investigations
practice at Duff & Phelps, LLC.

Ms. Bolner holds a B.B.A. in Finance and Business Honors from The University of Texas at
Austin. She is a Certified Fraud Examiner.

JAVIER HERNANDEZ

Mr. Hernandez is an Associate of Houlihan Lokey’s Financial Advisory Services business. His
financial advisory work focuses on transaction opinions related to mergers and acquisitions,
dividend recapitalizations, and leveraged buyouts. Mr. Hernandez also specializes in the
valuation of derivative instruments, fixed-income, and equity securities for portfolio valuation and

financial reporting purposes.

Prior to joining Houlihan Lokey, Mr. Herandez worked as an expert consultant at a leading civil
engineering firm in Southern California.

Mr. Hernandez received his MBA from UCLA’s Anderson School of Management, where he
graduated as a Harold M. Williams Fellow. He also holds an M.S. in Civil Engineering from the

University of lllinois at Urbana—-Champaign.
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Los Angeles Unified School District

& o
333 S. Beaudry Ave., 24th floor ; ) =
Los Angeles, CA 90017 o) ‘ e
Phone: (213) 241-6766 3\ A
FAX: (213) 241-8952 QO <O
www.lausd.net 0 oF gouc”
FOR IMMEDIATE RELEASE Oct. 17,2018
Contact: Shannon Haber (213) 241-6766 #18/19-068

Statement by Los Angeles Unified School District

The Los Angeles Unified School District today requested that its differences with UTLA
be submitted to a Factfinding Panel. L.A. Unified remains committed to the lawful
bargaining process and will participate in good faith in Factfinding, and remains open to
any other way to resolve the issues fairly and transparently.

At every Los Angeles Unified school, there are great teachers. Los Angeles Unified
needs to pay teachers better and provide them with more support and more
professional development. That is why L.A. Unified has made a fair offer to UTLA to
provide all teachers with a six percent salary increase, provide additional pay for
teachers who take courses in areas aligned with student needs, add teachers and
reduce class size in high-needs schools and increase transparency in our labor
contracts.

L.A. Unified looks forward to the Factfinding process to confirm what independent, third
party experts have publicly stated repeatedly. The State Superintendent of Education,
the Los Angeles County Office of Education, two independent commissions established
by two previous Superintendents (Cortines in 2015, King in 2018) and a nationally
recognized financial firm (Houlihan Lokey) have all studied L.A. Unified’s finances and
stated that the school district will run out of money if changes are not made.

“Yes, my presence is indicative that this is serious.”

-- Nick Schweizer, Office of the State Superintendent of Education, Sep,
2018

--More--
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“The problem is that these reductions [L.A. Unified’s fiscal stabilization plan] do
not eliminate the structural deficit in the district’s budget, so there is more work
that needs to be done. The fact is that L.A. Unified [Budget] is *NOT* too big to
fail, so it is up to all of us to resolve the district’s fiscal challenges”

-- Candi Clark, CFO, Los Angeles County Office of Education, Aug, 2018

“As the District works to increase investments critical to student learning, it must
also address a looming, large budget deficit. LA Unified is facing a structural
budget deficit, which threatens its long-term viability and its ability to deliver basic
education programs. The District’'s own forecasts show it will have exhausted its
reserve fund balance by 2020-21, will have a budget deficit of $400 million in
2020-21 and therefore be insolvent.”

-- L.A. Unified Advisory Task Force (King Report), Jun, 2018

“The LAUSD is facing a significant structural deficit in its operating budget that
threatens the District’s long-term financial viability.”

-- Report of the Independent Financial Review Panel (Cortines Report),
Nov, 2015

“As shown on Figure 1 and Exhibit 18, under this forecast, the projected 2018-19,
2019-20 and 2020-21 fiscal years end with an Unassigned Ending Balance of
$699.6 million, $365.7 million, and $1.7 million, respectively. The minimum 1.0
percent reserve balance is satisfied in all of these years, as shown on Figure 2.
However, the Unassigned Ending Balance for fiscal years 2021-22 and 2022-23
is a shortfall position (deficit) of $418.9 million and $880.1 million, respectively.
Additionally, the 1.0 percent minimum reserve condition is not met commencing
in fiscal year 2021-22, as shown on Figure 2.”

-- Los Angeles Unified School District Projected Financial Position
Analysis, Houlihan Lokey, Sep, 2018

L.A. Unified and UTLA are each entitled to opinions, but both must deal with the facts.
UTLA continues to misrepresent L.A. Unified’s offer and the facts. We look forward to a
thorough review of the facts by the Factfinding Panel.

HH#tH
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INTEROFFICE CORRESPONDENCE

LOS ANGELES UNIFIED SCHOOL DISTRICT
OFFICE OF THE CHIEF FINANCIAL OFFICER

INFORMATIVE
TO: Members, Board of Education DATE: September 26, 2018
Austin Beutner, Superintendent

FROM: Scott S. Price, Ph.D. /
Chief Financial Officer,

SUBJECT: HOULIHAN AND LOKEY FINANCIAL CONSULTING
FIRM ANALYSIS

Spending savings to pay for reoccurring costs quickly exhausts reserves. The 2018-19 District
Budget demonstrates that the District reserves/savings drop from 10.26 % in 2018-19 to 1.04%
by the end of the 2020-21.

Although California only requires school districts to provide a three-year budget, a best practice
outside California in districts such as Philadelphia, Cleveland, and Palm Beach, is to extend
district budgets to five years to understand the long-term effects of revenue and spending trends.

To capture the longer-term effects of spending savings for ongoing, reoccurring expenditures,

District staff created a five-year budget outlook and extended the District’s reoccurring costs and
revenues into the 2021-22 and 2022-23 fiscal years. Through this process, staff calculated that if
the District continues spending more money than it brings in, savings/reserves will be exhausted
in the early months of 2021-22. At that point, the District will be bankrupt. This is caused by the
reoccurring deficit spending that ranges from approximately $450 million to $700 million a year.

If the District were able to function in bankruptcy, by the end of the 2022-23 fiscal year, the
District will be over $880 million in debt, or $1.4 billion if the District returns to contributing to
the full cost of health care when the current HBC agreement expires.

Because of the seriousness of the fiscal result of the five-year outlook, the District sought third-
party validation of its three-year budget and five-year outlook.

The District contracted with Houlihan and Lokey (H&L), a financial global consulting firm with
financial experts in accounting, valuation, and economic damages. H&L conducted an “ability
to pay” analysis that reviewed the District’s 2018-19 Budget and five-year outlook.

Through their analysis, H&L reviewed revenues, expenditures, and assumptions, confirming the
District’s Budget and outlook projections. H&L financial experts found that the District would
become insolvent in the 2021-2022 year if the current levels of spending continues and that the
decline will accelerate if the District adds other expenditures not already included in the Budget.

I have attached the Houlihan and Lokey analysis for your review. Please let me know if you have
specific questions or would like additional information.

¢: Rebecca Kockler Jefferson Crain
Dave Holmquist Pedro Salcido
Hilda Maldonado
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