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PAJARO VALLEY UNIFIED SCHOOL DISTRICT’
MISSION STATEMENT

The Mission of the Pajaro Valley Unified School District is to educate and to support
learners in reaching their highest potential. We prepate students to pursue successful

futures and to make positive contributions to the community and global society.

February 6, 2013
BOARD STUDY SESSION
DISTRICT’S MULTI-YEAR FISCAL OUTLOOK
MEASURE L BOND PROGRAM UPDATE
6:00 PM - 9:.00 PM
DISTRICT OFFICE

BOARDROOM
292 Green Valley Road, Watsonville, CA 95076

OPENING CEREMONY -~ MEETING OF THE BOARD IN PUBLIC - 6:00 P.M.

1.1

Pledge of Allegiance

1.2 Welcome by Board President

Trustees Kim De Serpa, Leslie DeRose, Maria Orozco, Lupe Rivas, Karen Osmundson,

Jetf Ursino, and President Willie Yahiro

Approval of the Agenda

STUDY SESSION: District’s Multi-Year Fiscal Qutlook

Facilitated by Brett McFadden, CBO
Questions/Comments from the Board

Public comment

Update on Measure L. Bond Program

Facilitated by Dennis Dunston, Bond Program Manager
Questions/Comments from the Board

Public comment

Adjournment
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February 6, 2013

Board Study Session — District’s Multi-year Fiscal Outlook

The passage of Proposition 30 and the governor’s recently proposed Local Control
Funding Formula have altered the fiscal landscape facing California school districts.
Although fiscal conditions facing districts have likely stabilized, the govemor’s
funding proposal creates a number of questions regarding how additional state
investments in public education will be made in the future. In response, district staff
has begun developing possible scenarios for its 2013-14 budget. In addition, the
district has initiated the collective bargaining process with both employee unions
pursuant o law.

The board’s role in these processes is to establish policy parameters and direction for
staff analysis, policy development, and implementation. Board members have
requested a special study session to further analyze the district’s multi-year fiscal
outlook. District staff will present updated information and data for the board’s
analysis. Staff will seek general direction and input regarding the board’s possible
policy priorities and future policy action.

Attached is the County Office of Education’s (COE) recent review of the district’s
First Interim Budget Report. The review outlines the COE’s concerns and issues it
will require the district to address prior to negotiated settlements with employee
unions as well as adoption of the 2013-14 budget.

Report and discussion only.

Prepared By: Brett W. McFadden, Chief Business Officer and Helen Bellonzi, Director of

Finance

Superintendent’s Signature; Y EIma ng@éw
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January 24, 2013

Mr. Willie Yahiro, President
Governing Board

Pajaro Valley Unified School District
8101 B East Lake Ave.

Watsonville, CA 95076

Re:  2012-13 1% Interim Review and Comments

Dear Mr. Yahiro:

Thank you for the submission of the district’s 2012-13 1st Interim Budget. In accordance with
Education Code Section 42131, the Santa Cruz County Office of Education has reviewed the
First Interim Financial Report for the Pajaro Valley Unified School District for fiscal year 2012-
13. The Education Code requires that the County Superintendent review the district Interim
Report and concur or not concur with the district certification of the financial status based on the
following:

Determine whether the financial report complies with the standards and criteria
established pursuant to Education Code Section 33127.

Determine whether the Interim Report indicates that the district will be able to meet its
financial obligations during the current fiscal year and subsequent two fiscal years.

Based upon our review, we concur with the Positive certification of the 2012-13 First Interim
Financial Report for the Pajaro Valley Unified School District. Please see the attached
documents for additional information.

With the passage of the Proposition 30 tax initiative in November 2012, there is clearer direction
for districts to use in budgeting for the current and future years. For Pajaro Valley Unified
School District, the passage of the initiative has improved the financial position of the district ,.
On June 27, 2012, the Governor signed the State Budget Act, AB1464 and Education Budget
Trailer Bill SB 1016. Our review utilizes the revised Education Code provisions of the State
Budget, current COLA projections based on School Services and the passage of Proposition 30.

As approved by the district’s Governing Board, the budget and multi-year projections indicate
the district will have sufficient funds to balance the budget in 2012-13, 2013-14 and 2014-15 -
We caution the district in making future financial decisions, including entering into costly
bargaining- unit agreements, untii after further details of the Governor's Proposed Budget for
2013-14 are known and there is
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a clear understanding of the effect the Local Control Funding Formula may have on the district,

which may not be completely understood for several more weeks or longer.

The review of the Ist Interim Budget is based on an assessment and analysis of the following
additional major components of the district’s budget: '

® ® @ ¢ @ @© @

Average Daily Attendance (ADA) & Enrollment Projections
Revenue and Expenditure Projections/Deficit spending
Negotiations Status

Long Term Debt

Reserves

Cash Flow

Charter Schools

The budget is a dynamic document that reflects the Governing Board’s plan for receipt of
revenues and utilization of expenditures to meet the goals and financial obligations of the school
district in the coming yeéar, based on the information known to the district and board at the time
of approval. To ensure that the budget continues to reflect that plan, the following items should
be taken into consideration:

¢

AVERAGE DAILY ATTENDANCE (ADA) & ENROLLMENT PROJECTIONS
The district is projecting 2012-13 P-2 ADA of 17,158 which is a 40 ADA decrease over prior
year actual ADA, and a 189 ADA increase compared to the 2010-11 actual ADA.

Compared to the enrollment projection of18,064, the district is anticipating an attendance
ratio of 95% for the current year. This ratio is the same as the actual ADA ratio in the prior
fiscal year.

We recommend that the district continue to closely monitor changes in attendance and
enrollment throughout the fiscal year. If the projected ADA or enrollment does not
materialize as anticipated or grows, the board will need to adjust the budget and future
projections accordingly.

UNRESTRICTED REVENUE AND EXPENDITURE PROJECTIONS/DEFICIT

- SPENDING

Our review indicates that the district has budgeted for flat state aid funding levels for 2012-
13. The district is projecting unrestricted expenditures to exceed revenues by $5.6 million in
the current fiscal year. The district is continuing this trend of deficit spending in fiscal year
2013-14 by $6.9 million and in fiscal year 2014-15 by $11 million. The SCCOER seriously
cautions the district on this ongoing trend of deficit spending. Over the long term it will cause
the district to be fiscally unstable if not addressed with ongoing budget adjustments or ongoing
increased revenue streams. Anticipated deficit spending should be for one-time, non-recurring
expenditures to avoid depletion of the district’s unrestricted ending fund balance.
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NEGOTIATIONS STATUS

The information submitted with your 1st Interim Budget indicates that salary negotiations
have been concluded for the 2012-13 fiscal year. As mentioned above, the SCCOE would
recommend caution in negotiations at this time as there are still many unknowns in the state’s
fiscal future.

The majority of a school district’s budget is spent on salaries and benefits 90.3% of the
(Unrestricted funds). The state’s established standard is based on an average of the district’s
prior three years of unrestricted salaries to total unrestricted expenditures,

LONG TERM DEBT

The Ist Interim Budget includes non-voter approved long-term debt (COPS) of $2.6 million
which constitutes 1.5% of the district’s general fund budget. The debt repayment is budgeted
in both the General Fund and the Adult Education Fund. The district should closely monitor
the revenue stream of these fund(s) to ensure adequate revenues are received to cover the
current and on-going debt repayment schedules for principal and interest payments. Any
district with a debt ratio to the general fund of greater than 25% is recommended to increase
their minimum unrestricted reserve levels to twice the state standard to ensure funds will be
available to meet the repayment obligations.

RESERVE FOR ECONOMIC UNCERTAINTIES

The state requires the district to maintain a Reserve for Economic Uncertainties equal to 3%
of expenditures. We believe that this level represents the minimum reserve leve] that a school
district should maintain. The district is currently meeting the minimum reserve level for
2012-13, 2013-14 and 2014-15.

CASH FLOW

Qur office reviewed the district’s anticipated 2012-13 cash flow projections. It appears based
on the current projection, that the district will have funds available in funds other than the
General Fund to cover current year cash flow issues. We caution the district to continually
monitor cash flow as they spend down balances in all funds.

CHARTER SCHOOLS

@ As the chartering authority of a Charter School, Education Code Section 47604.32 requires
that:

e . .each charter school under its authority complies with all reports required of charter
schools by law and use these reports to monitor the Siscal condition”,

Your district, as the chartering authority, has oversight responsibilities similar to a county
office of education over a K-12 school district, Chartering authorities not providing on-
going oversight responsibilities and authority over their chartering entities could become
fiscally responsible should the charter become fiscally insolvent, if this oversight is not
properly documented by the district,

o The district has reviewed the fiscal and budgetary condition of the below listed Charter
School. Qur office recommends that each district also submit a copy of the letter to the
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charters approving or disapproving the Ist Interim Budget and any concemns to be

addressed during the current fiscal year. The district has submitted a letter.

* Ceiba Preparatory Charter

MULTI YEAR PROJECTICN
As discussed earlier in this letter, the district projects to meet the reserve requirements in all

three years.

Please address any questions concerning the review of the district’s 2012-13 st Interim Budget
to me at (831) 466-5602.

Sincerely,

Mary Hart
SCCOE Associate Superintendent/CBO

MH/mmm
Attachments

c¢: Michael C. Watkins, County Superintendent of Schools
Dorma Baker, Superintendent/Pajarc Valley Unified School District
Brett McFadden, Chief Business Official, Pajaro Valley Unified School District
Helen Bellonzi, Director of Finance, Pajaro Valley Unified School District
Jean Gardner, SCCOE, Director/Fiscal Services
Rema Kumar, SCCOE Finaneial Analyst
Marilyn Latorraca, SCCOE Financial Analyst
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REVIEW AND APPROVAL OF FISCAL YEAR 2012/2013 1ST INTERIM REPORT

TO THE GOVERNING BOARD: Pajaro Valley Unified Schoo! District

FROM: Michael C. Watkins, County Superintendent of Schools
Santa Cruz County Office of Education

In accordance with the provisions of Education Code Section 42131, this office has completed
a review of the FIRST INTERIM report for your district. A report on that review follows,

TYPE OF APPROVAL

The Interim budget has been certified as POSITIVE,
Based on current projections, this district will meet its financial obligations for the current fiscal year and
subsequent two fiscal years.

The Interim budget has been certified as Qualified,
Based on current projections, this district may not meet its financia} obligations for the current fiscal year and
subsequent two fiscal vears.

The Interim budget has been certified as Negative. ‘
Based on current projections, this district will be unable to meet its financial obligations for the remainder of
the fiscal year or for the subsequent fiscal year.

RESERVES

We have made the following computation of budget year reserves based upon updated prior year information.
Adjustments made after this date could further impact the projected ending reserve fund balance.

el
. . , _ " Unrestricted Restricted
Beginning fund balance per unaudited actuals; $ 39,516,356 | $ 5,132,350
’ Projected Increase/decrease in fund balance per 1st Interim: (5,687,908)| (4,786,681)
Ending fund balance per 1st Interim: $33,828,448 $345,669 |
State required unrestricted reserves; i$5,441 083
District Reserves for Economic Uncertainty (9788): $5,441,983
Il REU percentage per state criteria and standards: 3.00%
District REU percentage per 1st interim: 3.00%
Resfricted/Nonspendable Reserves 448 994 $345 669
Assigned / CommittedReserves 3,690,803 |
__Unassigned Reserves - .| 24246668 | '

Warwhatiuserdata\DistricAccountingSharedDistrict Reviewst2012-130012-13 15t interim\Pajare Valley Uniflad School District
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3. STATEWIDE CRITERIA AND STANDARDS (Ed. Code 33127)

We have reviewed your board st Interim report evaluation based upon state mandated budget criteria and
standards for fiscal stability, including narvative(s), if any. ]‘

. We accept your Summary Review Document caloulations as complete and narrative(s) as reasonable.
We have made recalculations based upon updated information for the prior fiscal year. See attached.

We were unable to base our evaluation on the criteria and standards, as the information was not completed,
The district provided no narratives.

4, RECOMMENDATION AND TECHNICAL CORRECTIONS
A, Unrestricted Reserves Available through 2014-15

Appear to be adequate (as recalculated) for the current fiscal year.

D Are below state recommended levels for your size district (See Section 5, below).
Level: 3% ofbudgeted expenditures or:  § N/A » whichever is greater.

|
i B. Revenue and Expenditures through fiscal year 2014-15
‘ D The revenue appears to be overstated (see Section 5, below),
D The total expenditures appear to be understated (see Section 5, below),
The proposed expenditures and transfers out exceed the estimated total revenue.
Total available reserves appear adequate to offset this condition.

[:] Total available reserves do not appear adequate to offset this condition,
(see Section 5, below), [

. ADA! We recommend budgeting no more revenue limit fanding than the state guarantee {prior
year ADA). The average daily attendance upon which this budget is based: 17,158

ADA budgeted represents the state guaranteed level of ADA reveme limit funding.

With our prior concurrence, this level of ADA is above the state guaranteed level of revenue fimit

funding by ADA. Actual AD4
This level of ADA exceeds the state guaranteed level of revenue limit funding by ADA
{see Section 5, below). —

. Other Recommendations

See Section 5 for details,

Rm A A s s e o o .
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E. Technical Corrections

D Other technical corrections have been noted in out review as explained in Section 5, below.

DESCRIPTION OF RECOMMENDATIONS AND TECHNICAL CORRECTIONS

SECTION &
COMMENT

NUMBER

DESCRIPTION

B-1

C-1

D-2

The district is projecting to deficit spend in the unrestricted resources in the current year
by 85.7 million, in 2013-14 by $6.9 million and in 2014-15 by $11 million. This would

amount to 60% of the district's uprestricted beginning find balance in 2012-13.1t does not “
appear that the district can maintain this level of deficit spending beyond 2014-13,

As the district spends down its fund balance, this will deplete the amount of cash the
district has available. As we continue to state, cash is still a critical concern, even with the
passage of Propos‘ition 30. The district must address the level of deficit spending noted
above in order to maintain a Positive certification as well as a positive cash flow position.

The district has experienced a decrease in enrollment in the current year of 40 studens.
Enrollment is projected to decrease again by 40 students each year in both 2013-14 2014-
15, This loss represents the students the district expects to lose to the Ceiba charter school
in all three years of the multi-year projections. Loss of ADA to a district-sponsored
charter school reduces the P-2 guarantee for the district.

Contributions from the unrestricted general fund to restricted programs (encroachment)
are projected to increase by 22% in the current year over prior year actuals, The district is
projecting an increase in contributions of 5.7% in 2013-14 and 3.5% in 2014-15. The
district's contributions in the current year are primarily due to the cost of Special
Education (53%), Transportation (23%) and the contribution to the Routine Restricted
Maintenance Account (21%). The district's contributions in the current vear total $19.4
million. Shouid future contributions increase at current year projected levels, this may
negatively impact the district's unrestricted general fund.

The district is also projecting to deficit spend in the restricted resources in the current
year, spending down $4.8 million and leaving a projected restricted ending fund balance
of $345,000. We note that most districts will fully budget restricted funds and that the
district may not spend down this entiré balance, Should these funds be exhausted, and if
expenses increase in the restricted programs with no change in the revenue (or if revenue
were to decrease), the district might need to make additiona} budget reductions. Should
budget reductions be insufficient, this could potentially result in an increase in
contributions, impacting the unrestricted general fund.

Health and welfare benefit costs in the district are projected to increase by 10% in each
year of the multi-year projections.

Continued on next page...

WNarwhaluserdata\DistricAccountingSharet\District Reviews\012-1 3204213 18t Interim\Pajere Vattay Unifled Schinol District
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SECTION&]
COMMENT

DESCRIPTION

D-4

D-7

Continued from previous page. .

The district is projecting to deficit spend in most of its fimds in the current year Across aiﬂ
funds, the district is projecting that deficit spending will total $16 million in the current
year. As we have noted in the past, there have been healthy cash balances in the district's
other funds that the district has available to borrow against for cash flow needs for péyroﬁ
and vendor payments. With the decline in the district's general fund cash balance as
noted above, the district's cash needs may be greater than in past years. The district
should continue to monitor cash balances in all fands to determine if available cash
balances will be adequate to cover all the districts obligations. Currently, the district is
not projecting to have a cash flow problem in the current fiscal year, although cash
deferrals imposed by the state are straining districts state-wide.

We note that the district's unrestricted salary and benefit ratio to total unrestricted
expenditures is projected at 90.3% in the current year, 92.2% in 2013-14 and 92.4% in
2014-15.

‘f

The district currently has $475,000 in outstanding temporary cash loans from the General
Fund to the Child Development fund. These loans will need to be repaid within the
current fiscal year,

The district has settied negotiations with both bargaining units; no potential ncreases '1
beyond step and column are budgeted in the multi-year projections.

The district is projecting to continue the K-3 Class Size Reduction (CSR) program beyond
2013-14 for its QEIA schools. Depending on the outcome of the Governor's budget
proposals and the Locat Control Funding Formula, many scenarios are possible and i is
unknown at this time whether the current flexibilty will be continued beyond 2013-14 or if]
this program will be folded into the LCFF. » ,

The district is projecting that FTE's will remain flat in the multi-year projections, but is
projecting some reduction in budgeted salaries due potential reductions in non-FTE
salaries.

‘Continued on next page...
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SECTION &
COMMENT
NUMBER

m 1

e e e e e o e sy

DESCRIPTION

EXAMINED BY COUNTY SUPERINTENDENT GF SCHOOLS:

BY:

<ol

D-10

D-12

Continued from previous page...

According to the district's most recent actuarial study dated April 1, 2011, the district has
an unfunded actuarial accrued liability (UAAL) for other post-employiment benefits
(OPEB) of $53 million. The district implemented Government Accounting Standards
Board (GASB) Statement 45 in the 2007-08 fiscal year, which required the district to
include as a liability within its financial statements the annual contribution necessary to
fund this liability over 30 years. According to the district's 2011-12 audit report, the
district's annual required contribution (ARC) in that year was $7.8 million. The district
made contributions of  $4.5 million and therefore has a net OPER obligation for that
year of $3.3 million. The net OPEB obligation at the beginning of 2011-12 was $13.9
million bringing the end of year net OPER obligation to $17.2 million. At this time, the
district has instituted a "payroll tax" to fund only the pay-as-you-go portion of this
liability. The pay-as-you-go amounts based on the actuarial report ave estimated at $5.5
million in 2012-13, $5.6 million in 2013-14 and $5.9 million in 2014-15.

Until the district is able to fund this obligation at the calculated annual amount, it will
continue to increase its net liability in this area and this will eventually impact the district’s
ability to borrow or secure additional debt. The district will need to develop a plan to
fund this obligation.

According to the district's cash flow projections for 2012-13, the district is projecting to
have negative cash in the months of March and May. The district does have internal fundsij
from which to borrow. As we have noted previously, many districts throughout the state
are experiencing more significant cash flow issues than any other time in recent history
due to the extreme deficits to public education, deferrals from the state, declining
enroliment resulting in further reductions in funding and the spending down of find
balances and reserves in all funds, The district should continue to carefully monitor cash
flow.

The COE has requested from each district, as part of the 1st Interim submission, cash flow
projections for both the current fiscal year and for 2013-14. The district is projecting that |
it will need to borrow $4.7 million in November, 2013, $8.5 million in March, 2014 and |
$87.8 million in May, 2014. The district will typically borrow cash when needed from ﬂ
its Fund 67, although may have cash availble in other funds, as well. The district should
confirm its cash flow projections for its other funds to ensure it can meet its cash flow
needs.

%

Date: ,/f/ Q%fé 3

Mary H

Associate Superintendent, Business Services

District Superintendent
District Business Office
County Business Office

ral
1

vld: 142006 ]
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Governor's 2013-14 January Budget Proposal (Part Deux)

Marissa Boyd, Legislative Intern ACSA Government Relations
January 15, 2013

Governor Brown released his annual January budget proposal last Thursday. The following
is an updated analysis of the components of the governor’s budget.

Overall Budpget

The governor does not identify any budget deficit associated with the state budget. Recall
that the Legislative Analyst’s Office believed that the state was facing a budget deficit of $1.9
billion. Instead the governor notes that his proposal is a multiyear balanced plan. The overall
General Fund spending for 2013-14 will be approximately $97.7 billion up from $93 billion in
the current year. However, the governor acknowledges that the 2013-14 budget will be balanced
without a significant reserve. Therefore, the governor proposes several adjustments in order to
create a $1 billion reserve. These adjustments include:

s Suspending four newly identified mandates - $104 million

¢ Using the overappropriation of Proposition 98 minimum guarantee to prepay
obligations to schools under the CTA vs. Schwarzenegger settlement - $172 million

* Use the miscellaneous state highway account revenues to pay for transportation bond
debt service - $67 million

* Extending the hospital quality assurance fee - $300 million
¢ [Extending the gross premiums tax on Medi-Cal managed care plans - $364 million

In addition to investing in K-12 education, the governor is proposing substantial
investments in higher education. The budget proposes to provide stable funding in an effort to
prevent further tuition and fee increases. To this end, the budget proposes to provide 5 percent
growth funding to each segment of higher education (University of California, California State
University and California Community Colleges).

The governor also proposes to expand health care coverage in an effort to meet the state’s
commitment to implementing federal health care reform. To this end, the budget includes $350
million to pay for this expansion.

Governor’s 2013-14 January Budget Proposal (Part Deux)



State’s Fiscal and Economic Condition

California Economy -~ The state’s economy is similar to that of the nation in that both the
nation and California are in the middle of an economic recovery. The state’s economy is
improving due to improved real estate conditions, job growth and improved consumer
attitudes. The housing sector has seen steady increases. For 2012, house prices increase
approximately 9 percent above 2011. Similarly, employment gains occurred throughout 2012,
Job growth came primarily from the private sector and included high wage, high technology
industries. This in turn produced growth in personal incomes where there was growth from
$1.645 billion in 2011 to $1.728 billion in 2012. Consumer spending also increased by 8.8 percent
in 2012.

The governor’s proposal forecasts that the state’s economy will continue to grow at a
moderate pace. Nonfarm employment is project to grow 2.1 percent in 2013, 2.4 percent in 2014
and 2.5 percent in 2015. Further, personal income is forecast to grow by $83 billion or 5.1
percent in 2012. However, it is noted that the state’s economy will be impacted by decisions
made at the federal level. Federal actions on tax rates, debt ceiling and sequestration could
negatively impact California’s economy.

Revenues

Proposition 30, The Schools and Local Public Safety Protection Act of 2012, and Proposition
39, The California Clean Energy Jobs Act, generated significant revenues for the General Fund.
These initiatives combined to generate $5.8 billion of General Fund revenues in 2013-14, or 5.9
percent of total General Fund revenues. Specifically, Proposition 30 is estimated to increase
Personal Income Tax (PIT) revenues by $4.9 billion in 2013-14 and Sales and Use Tax (SUT) by
$1.3 billion in 2013-14. Proposition 39 is estimated to increase Corporation Tax revenue by $900
million in 2013-14. Total revenues are expected increase from $95.4 billion in 2012-13 to $98.5
billion in 2013-14.

The PIT which accounts for 62.7 percent of all General Fund revenues is projected to
increase by 2.1 percent. SUT, the state’s second largest revenue source at 23.6 percent of all
General Fund revenues are expected to increase from $20.7 billion in 2012-13 to $23.3 billion in
2013-14. Corporate taxes which account for 9.3 percent of all General Fund revenues declined by
4.6 percent to $7.6 billion in 2012-13 but will increase by 20.5 percent to $9.1 billion in 2013-14.
Finally, the budget forecasts that these three revenue sources will continue to grow through
2016-17. Total General Fund revenue from these sources is expected to grow from $80.4 billion
in 2011-12 to $113.2 billion in 2016-17.
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Education Budget

Proposition 98

The governor is staying true to his word by investing in public education. The governor’s
proposal provides $56.2 billion for the 2013-14 fiscal year. This is an increase of $2.7 billion
from the 2012-13 fiscal year. This increase includes $6 billion from the passage of Proposition 30.
Proposition 98 also includes an increase of $526 million from the passage of Proposition 39. The
governor attempts to establish a muitiyear commitment to funding public education. The
governor’'s budget proposal intends to continue to grow Proposition 98 through the 2016-17
fiscal year. Under the governor’s plan, Proposition 98 will grow from $56 billion in 2013-14 to
566.4 billion in 2016-17. Finally, the governor is proposing to repay $1.8 billion in inter-year
deferrals.

Local Control Funding Formula (aka Weighted Student Formula)

The governor continues to pursue education finance reform through a weighted student
formula which is renamed “Local Control Funding Formula.” The proposed reform is
consistent with the governor’s proposal from the 2012 May Budget Revision with several
modifications. The reform will fund districts through a base grant with additional supplemental
funding weighted based on English Language Learners, economically disadvantaged (i.e. those
on Free and Reduced Priced Lunch) and foster youth (new student population). These weights or
supplemental grants will be equal to 35 percent of the base grant (The weights were 20 percent in
the 2012 May Revision). In addition, districts with more than 50 percent of the subgroups will
receive a concentration grant that is also 35 percent (as opposed to 40 percent) of the base grant.
Further, there remain considerations for grade spans K-3, 4-6, 7-8 and 9-12. At this time it is
unclear the exact grade span amounts. There are several programs that are excluded from this
proposal and will remain separate add-ons to district funding. These include the Targeted
Instructional Improvement Grant, Special Education, school nutrition and school
transportation, Other changes include the following: |

»  Allocating half of the available Proposition 98 growth funding to move local educational
agencies towards their respective formula allocation.

» Folding current career technical education funding into a 9-12 grade span adjustment,

» Authorizing local educational agencies to receive supplemental and concentration grant
funding for an English language learner student for no more than five years.

» Linking funding in the K-3 grade span adjustment to maximum class sizes. A
student-to-teacher ratio of 24 to 1 is established as the maximum standard in grades K-3
upon full implementation of the new formula. This ratio may be exceeded if agreed to at
the local level according to local priorities.

Governor’s 2013-14 lanuary Budget Proposal (Part Deux)



Implementation

This new funding formula will be phased in over approximately 7 years. The intention is
for each district to have a target funding level that is equal to the average undeficited revenue
limit plus the supplemental/weighted grants plus the concentration grant (if applicable) plus
the additional add on of Class Size Reduction, career technical education, Home-to-school
Transportation and Targeted Instructional Improvement Grant (THG). The state then will
provide funding to close the “gap” between a district’s target and its current level of funding.
Each district will receive a percentage of the growth in Proposition 98 depending on their
proximity to their target. Those closer to their target will receive less of an increase than those
closer to their target. For 2013-14, school districts will receive at least the same amount of
funding that they received last year.

County Offices of Education (COE) will have a similar funding mechanism. COF’s will
receive funding for students in community schools and juvenile court schools as well as
weighted funding based on the numbers of schools in the county and the total ADA of all the
students in the county. In addition they will receive the same supplemental/weights for
EL/FRPL/FY.

A Basic Aid District, under the new proposal, would be defined to be a district where local
property tax revenues equal or exceed the district’s Base/Supplemental/ Concentration Grant
allocation; the district would continue to retain local property tax revenues in excess of that
allocation. It is the intent of the administration that no Basic Aid district would lose funding as
a result of the proposal.

Accountability

Districts are required to have a “District Plan for Student Achievement” that must be
aligned with each district’s annual budget/spending plan. There is significant discretion on the
contents of the plan. The basic components of the plan must include the following factors:

» Basic conditions for student achievement (having qualified teachers at each school site,
sufficient instructional materials available for students, and school facilities in good
repair) i.e. meeting the Williams Act requirements.

» Programs or instruction that benefit low-income students and English language learners.

» Implementation of Common Core content standards and progress toward college and
career readiness (as measured by the Academic Performance Index, graduation rates,
and completion of college-preparatory and career technical education courses).

Further, districts must still follow all the federal accountability requirements, academic
performance requirements as well as fiscal and budgetary controls contained in AB 1200.
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Financial Flexibility
The governor’s budget proposal also makes the following flexibility provisions permanent:

» Elimination of the minimum contribution required for Routine Maintenance,
» Elimination of the required local set-aside for Deferred Maintenance,

»  School district ability to use proceeds from the sale of any real surplus property for any
one-time General Fund Purpose.

The governor is also interested in discussing several other flexibility items such as the ability
to reduce the school year or instructional minutes and the ability to maintain specific budget
reserve levels.

Charter Schools
The governor proposes several investments for charter schools by:

» Shifting the Charter School Facility Grant Program and the Charter School Revolving
Loan Program away from the Department of Education and placing it in the California
School Finance Authority.

» Increase charter school funding by $48.5 million to support anticipated charter school
growth.

» Modifies the funding determination process for non-classroom based charter schools by
limiting it to the first and third years of operation. Charter schools that are found to be
out of compliance with the minimum standards and laws will be required to comply
with annual funding determinations.

» Expands the Charter Schools Facility Grant Program to include eligibility for non-
classroom based charter schools.

» Extends for five years the requirement, authorized in last year's budget act, to notify
charter schools and offer them first right of refusal of any surplus property.

Energy Efficiency Investments

The budget sets aside Proposition 39 (2012) bond funds for school districts and community
colleges only. In 2013-14, $400.5 million for energy efficiency projects would be allocated to
school districts and $520 million in each of the subsequent four years. The Department of
Education and the Chancellor’s Office will administer these funds and shall seek input from the
Energy Commission and the Public Utilities Commission to develop guidelines for prioritizing
their disbursement. The budget further requires the following;

Governor's 2013-14 January Budget Proposal {Part Deux}



Requires school districts upon project completion, to report their project expenditure
information to the Department of Education.

The Administration will work with the Department of Education and the Citizens
Oversight Board to ensure the funds are used in a marmer consistent with Proposition
39,

School Facilities

Because there is no bond authority currently remaining, the budget proposes a number of
school facility funding and program reforms. They are based on the following “guiding
principles”:

>

K-12 school facility funding needs must be considered in the context of other competing
education and non-education needs;

The school facilities construction process should be easy to understand and efficient;

School districts and their respective localities should have appropriate control of the
facilities construction process and priorities; and

School districts should have incentives to balance their facility costs against operational
needs within the total amount of funding available from state and local sources for
education.

The governor proposes the following school facility reforms:

»

»

Proposes a one-time $9.7 million increase in the Emergency Repair Program.

Prioritizes funding for construction and modernization of school facilities in a manner
that uses less energy, renewable energy projects, and the purchasing of energy efficient
equipment.

Reduces the Office of Public School Construction, OPSC, by $1.6 million and 20 positions
as a result of the reduction of the current School Facilities Program,

Later this year, the Administration will release the 2013 Five-Year Infrastructure Plan for
all major state infrastructure programs, including school facilities. The plan will
examine the state’s existing debt burden and the state’s needs assessments, and place
less of a reliance on future voter approved general obligation bonds.

Technology Based Instruction (.e. Online Education)

The governor is a strong proponent of technology based instruction as an alternative to
traditional classroom-based settings. The governor proposes to make statutory changes that
would enable school districts to offer less restricted asynchronous online courses. Governor
Brown’s solution to keep schools accountable is to a revised version of the independent study
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contracts concentrating on measurable student outcomes and teacher validation of those
oufcomes as a basis for whether schools receive funding for offering asynchronous online
courses. In this new contract, schools will be held accountable for student achievement, rather
than process requirements.

Special Education Funding

The governor proposes to eliminate the integration of federal funds in the state’s AB 602
calculation and treating both funding streams separately. The budget proposal consolidates
tunding for several special education program add-ons into the base AB 602 formula
calculation. These programs include the following:

» The two appropriations ($88.7 million and $2.7 million) for regionalized services and
program specialist services

»  $2.5 million for personne] development
The funding for these programs will be collapsed to reduce the number of add-ons
» The two Workability funding streams

» §13.2 million in low-incidence disability for specialized books, materials, and equipment
with $1.7 million for specialized services

» $1.1 million and $200K both used for personnel development

State Mandates

The governor is proposing to increase the education mandate block grant by $100 million.
Further, the governor intends to add both the Behavior Intervention Plan mandate and the High
School Science Graduation mandate into the block grant. According to the administration, 77
percent of school districts and charter schools have elected to receive resources through the
mandate block grant.

Adult Education

The governor proposes to move the primary responsibility for Adult Education from K-12 to
the community college system. The budget provides $315 million for this purpose — $300
million is provided to community colleges for Adult Education and $15 million is provided for
the Apprenticeship Program. The funding provided for K-12 remains flexible and the
community colleges are funded with the funds generated by the growth in Proposition 98. This
funding will be allocated from a new block grant based on the number of students for core adult
education programs such as vocational education, English as a Second Language, elementary
and secondary education and citizenship.
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Pensions

In his overall budget the governor recognizes the work on AB 340 (PEPRA-Pension Reform)
and proposes an adjustment to the State's Pension Contributions portion as required by current
law by directing $63.2 million ($42.2 million general fund) towards the state's unfunded pension
liability to reflect the savings resulting from increased employee contributions under PEPRA.
This is for CalPERS specifically. CalPERS has raised employee contributions over the past 12
months to help deal with their Unfunded Liability whereas CalSTRS will require legislation
which has yet to be introduced.

The governor also makes reference in a chart on deferred payments to CalPERS for 2010-11
and 2012-13. The governor illustrates the Unfunded Retirement Liabilities in the amounts of
$38.5 billion (CalPERS) and $64.5 billion CalSTRS. The governor however does not state how
California will address these looming liabilities and does not provide any specifics on when.

ACSA Perspective

The first item to address is that the governor’s January Budget Proposal is only a proposal.
While the governor certainly sets the stage for the budget discussion, it is no guarantee that the
final state budget will look exactly like the governor’s proposal. The Legislature will want to
weigh in on this proposal. There will be legislative hearings, the May Revision will be released
and we still have the month of June before the final budget is approved. This illustrates that the
budget discussion is fluid and can change over the next several months.

Politically, some believe that the governor has built up some goodwill with both the public
and the Legislature. The passage of Proposition 30 has demonstrated the public is behind the
governor and generally supports his strategy for solving California’s budget mess and investing
in public education. It is hard to argue against that proposition. However, the Democrats now
have a supermajority in the Legislature and that could be where the Legislature uses their
political muscle to move policies that they want to see implemented or to use the additional
resources to invest in non-education priorities.

As for the budget itself, there is much to like and just as much to be concerned about. The
new Local Control Funding proposal is intriguing and moves in the right direction, however
there are still questions about implementation. Stakeholders have not seen any data for district
budgets under this new proposal, it is unclear how the past deficits will be restored, and not
everyone understands the targets. Further, shifting to a new funding model in this manner is
forcing everyone to change how they think and talk about the state budget. For many, this will
take time to comprehend.

As the state moves to a locally controlled system, it is unclear if everyone will buy into the
proposed accountability changes. The governor wants to move all decisions to local
communities and significantly reduce the state’s role in decision making., The change to a
district plan designed by the district that is not reviewed at the state level will cause some
consternation in the Legislature and with some equity groups. Further, it will be important that
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the state clearly define “college and career” ready and articulate what activities and strategies
are necessary per this new accountability and funding formula.

Also, the 5 year limitation on receiving the supplemental grant for English Learners will be
a center component to the new funding formula. At this point, it is unclear how this 5 year
limitation will be implemented and whether the limitation follows the pupil from district to
district or, if it's a 5 year limitation within the district.

Lastly, the shift of Adult Education from K-12 to Community Colleges is a landscape
change. While the administration views this in terms of flexibility for K-12, it is a striking
change that has been in discussion for decades. In addition, this comes on the heels of a
Legislative Analyst Report that discusses the Delineation of Function of Adult Education. This
issue again is resurfacing as a major discussion item this year.

Typical of the state budget discussion there is much to like, dislike, misunderstand and
question. Again, this is the beginning of the 6 month budget tango that will move and shift
often before being finalized. Stay tuned for more updates and information as the budget
discussions heat up throughout the year.
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Date:

Ttem:

Overview:

Recommendation:

PAJARO VALLEY UNIFIED SCHOOL DISTRICT

1 Ttem No: 4.0

February 6, 2013

Board Study Session — Update of Measure L. Bond Program

The bond program manager, along with district staff, will provide the board an

- update on the district’s Measure L. Bond Program. The update will provide

information regarding the program’s first issuance, project scoping, scheduling, and
outlining initial “quick start” projects for implementation this summer and fall. In
addition, staff will provide information on recent state legislative efforts that could
significantly delay the district’s completion of Measure L projects in a timely
manner,

Report and discussion only.

Prepared By: Brett W. McFadden, Chief Business Officer

Richard Mullikin, Director M/OQ/F
Tim Landeck, Director of IT
Dennis Dunston, Bond Program Manager, TSS

Superintendent’s Signature: N e {/ﬁg :é»f&f”
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