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July 27, 2012

TO:

Assistant Superintendent, Business Services/Chief Business Official
Los Angeles County School Districts,
Regional Occupational Centers/Programs (ROC/Ps),
Joint Powers Authorities (JPAs), and Charter Schools

FROM:

Alex Cherniss, Ed.D., Chief Business Officer
Business Services
Marlene P. Dunn, Interim Director
Division of Business Advisory Services

SUBJECT:

2012-13 Adopted State Budget Update

With the recent adoption of the 2012-13 State Budget and trailer legislation, there has been a great deal
of discussion of the impact on K-12 education. We have summarized the most significant areas that
educational agencies need to consider as they begin this fiscal year.
BACKGROUND
On June 27, 2012, Governor Brown signed the State Budget Act, Assembly Bill (AB) 1464 (Chapter
21/Statutes 2012), and the Education Trailer Bill, Senate Bill (SB) 1016 (Chapter 38/Statutes 2012).
The cornerstone of this budget assumes passage of a new tax initiative proposed by the Governor,
named the "Schools and Local Public Safety Protection Act of 2012," which qualified (on June 20,
2012) for the November 2012 General Election ballot. The 2012-13 State Budget assumes the initiative
will generate $8.5 billion through 2012-13. According to the Legislative Analyst's Office (LAO), the
initiative would generate an additional $6.8 to $9 billion in 2013 and $5.4 to $7.6 billion for each year
thereafter through 2018. This initiative, if passed by the voters in the November 2012 election, would
temporarily increase the State sales tax by 0.25 percent until the end of 2016 and would increase the
income tax rate by up to 3 percent on the State's wealthiest taxpayers for seven years.
Predicated on the passage of the tax initiative, the 2012-13 State Budget increases the K-14 Proposition
98 spending by about $5.4 billion. Currently the 2011-12 Proposition 98 spending is about $48.7 billion,
but would increase to $53.6 billion in 2012-13. However, the enacted State Budget would
essentially maintain programmatic funding at current levels. The K-12 Proposition 98 increase
would be primarily used as follows.
●

$2.1 billion (K-12) to fund the 2011-12 deferral in 2012-13.
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●

●

●

$2.065 billion (K-12) to pay down inter-year deferrals in 2012-13 from $9.5 billion to $7.4
billion.
$98.6 million increase in Special Education Funding for mental health services to disabled students
that backfills one-time Proposition 63 funding used in 2011-12.
$450 million in funding for the Quality Education Investment Act (QEIA) included inside the
Proposition 98 spending guarantee for one year.

●

$86.2 million increase in funding for the K-12 Mandate Block Grant.

●

$53.7 million increase for charter school growth.

●

$183 million increase for Transitional Kindergarten.

●

$163.9 million increase to shift the Title 5 part-day center-based child care services into the State
Preschool program.

TRIGGER REDUCTIONS
The 2012-13 State Budget provides for trigger reductions of $5.4 billion to K-14 education should the
Governor's tax initiative not pass in November. This corresponds with the projected decreases in
Proposition 98 to $48.2 billion. The reduction to K-12 district apportionments ($2.739 billion) would
represent a revenue limit reduction of approximately $457 average daily attendance (ADA) for a district
funded at the statewide average. This is $16 per ADA greater than what was estimated at the May
Revision. In addition, the $2.065 billion K-12 inter-year deferral reduction would be reversed. The
trigger reductions also apply to county offices of education, basic aid school districts, and charter
schools.
In an attempt to mitigate this loss of revenue limit funding, the State Budget allows more flexibility for
schools by authorizing a reduction to the school year (in addition to the five days currently in law) by up
to 15 more days in 2012-13 and in 2013-14, if the Governor's tax measure fails in November. Districts
would have to negotiate this reduction in the school year through the collective bargaining process. In
2014-15, the minimum instructional day/minutes statutes would revert back to current law of five less
days per year (175-day year). Please note that this language is different than the May Revision
proposal which would have authorized a reduction of 15 days combined over two years: 2012-13
and 2013-14. The budget also allows that any reductions to the work year will constitute a full
year of service credit for CalSTRS members.
Districts should update their Board-adopted contingency plans to reflect the potential revenue limit
funding reduction of $457 per ADA. These plans must be realistic and ready for timely implementation if
necessary.
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CASH MANAGEMENT
Current law requires the deferral of Principal Apportionment and other categorical programs'
apportionments affecting several months throughout 2012-13. In addition, several changes to existing
deferrals have been enacted as follows.
Intra-Year Deferrals
AB 103 (Chapter 13/Statutes 2012) replaced the 2011-12 one-time intra-year deferrals with new
2012-13 one-time deferrals as illustrated in the below table.
2012-13-Intra-Year Deferrals
July to September
July to January
August to January
March to April

$700 million
$500 million
$600 million
$900 million

Education Protection Account
The 2012-13 State Budget requires revenue limit entitlements to be reduced by $6.92 billion statewide
beginning with the July 2012 payment of the 2012-13 Advance Apportionment. This reduction
anticipates the establishment of the Education Protection Account (EPA) with the passage of the tax
initiative that would require the new sales and income tax revenues be deposited into the EPA, and then
distributed to school districts. The EPA would be a new third component of revenue limit sources which
currently includes local property taxes and State Aid. However, the EPA would not increase, but
rather replace, existing revenue limit sources, resulting in no net increase in funding. In future
years, the EPA will be paid on a quarterly basis. However, in 2012-13, funds will not be paid until June
2013. This would create, in essence, a new $6.92 billion inter-year deferral.
Per the California Department of Education (CDE) the $6.92 billion would replace and reduce the
deficited entitlement revenue limit by an estimated 21.2 percent. In other words, a district's
apportionment will be reduced by 21.2 percent of its total base revenue limit.
If the initiative passes, the EPA will be disbursed ten days prior to the close of the fiscal year in June
2013. If the initiative fails, repayment of these entitlement reductions may begin at First Principal (P-1)
Apportionment in February 2013. In addition, the $2.74 billion trigger reduction (estimated $457 per
ADA) may begin at the same time. Attachments 1 and 2 illustrate the delayed principal apportionment
funding scenarios; the green money bags have been added to show the statewide cash impact of the
$6.92 billion entitlement reduction.
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Also please note that due to the inclusion of the $6.92 billion entitlement reduction in the 201213 State Budget, the cash position for any local education agency receiving revenue limit State
Aid will worsen between January through May 2013 compared to 2011-12, regardless of the
outcome of the November election.
Inter-Year Deferrals
The Governor's 2012-13 January Budget proposed an increase of $2.1 billion in Proposition 98 funding
for the purpose of reducing ongoing K-12 school district revenue limit deferrals. The May Revision
proposed to reduce those deferrals by an additional $140 million for a total of $2.24 billion. The 201213 State Budget buys down $2.065 billion in deferrals if the tax initiative is successful. If the tax initiative
is unsuccessful, there will be no change to the existing inter-year cash deferral schedule. Changes since
the 2012-13 May Revision are indicated below in bold. For cash flow projections we recommend
that school districts assume that the Governor's tax initiative does not pass until the outcome
of the November 2012 election is known.
2012-13
Timeframe

If Tax Initiative
Fails
(status quo)

If Tax Initiative Passes
(as of 5/15/2012)

February 2013 to July 2013 $2.0 billion

$532 million ($1.468 billion is restored)

March 2013 to August 2013 $1.3 billion

$1.029 billion ($270.5 million is restored)

April 2013 to August 2013

$763.8 million

$763.8 million

April 2013 to July 2013

$419 million

$419 million

April 2013 to August 2013

$678.6 million

April 2013 to July 2013

$175.6 million ($503 million is restored)

May 2013 to July 2013

$800 million

May 2013 to August 2013

$1.0 billion

May 2013 to July 2013
June 2013 to July 2013

$800 million
$1.177 billion ($177 million is added)

100% of the June
apportionment,
100% of the June apportionment which
which has been
has been $2.5 billion in prior years
$2.5 billion in prior years

Deferred across fiscal years $9.46 billion

$7.4 billion

Also note that the relationship between property taxes and State Aid within district revenue limits can
significant affect cash flow. Additionally, the change in status from a Revenue Limit school district to a
Basic Aid school district will impact the receipt of cash from monthly to primarily paid in December and
April.
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Other Inter-Year Payment Deferrals
In addition to the cross-fiscal year principal apportionment cash deferrals, there are three cross-fiscal
year cash deferrals applicable to K-3 Class Size Reduction (CSR), School Safety Violence Prevention,
and Targeted Instructional Improvement Grant. The deferral amounts are listed below.
●

$570 million for K-3 CSR

●

$38.7 million for School Safety Violence Prevention

●

$100.1 million for the Targeted Instructional Improvement Block Grant

Cash Management Planning
As a result of all of the deferrals, policy changes, and uncertainty with respect to school district
apportionments, it is important to plan ahead and establish a cash management plan that maximizes
flexibility. Districts that have never issued Tax and Revenue Anticipation Notes (TRANs) may have to
consider doing so if they don't have sufficient cash resources or the ability to utilize temporary interfund
borrowing. Some districts may need to consider a two-step cash management plan utilizing two separate
TRANs issuances or a combination of TRANs and temporary borrowing from the Education Investment
Pool to meet cash flow needs.
These cash management challenges make it even more imperative that we consider reserve
levels greater than the minimums required within the State's Criteria and Standards. Reserves
are especially critical in order to have sufficient cash to meet payroll and other obligations.
REVENUE LIMIT AND COLAS
The State Budget does not provide funding for the 3.24 percent statutory cost of living adjustment
(COLA) for any program in 2012-13. The State Budget does provide funding of $169 million for
enrollment growth in 2012-13.
2011-12
Statutory COLA
K-12 Deficit

2012-13 2013-14 2014-15
(est.)
(est.)

2.24%
3.24%
(unfunded) (unfunded)

2.5%

2.7%

20.602% 22.272% 22.272% 22.272%

The following are factors to be considered as a school district calculates its 2012-13 revenue limit.
●

The 3.24 percent statutory COLA is not funded for 2012-13.
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●

The 8.48 percent, or average of $55 per ADA revenue limit trigger reduction was implemented
beginning in February 2012 for fiscal year 2011-12 only and does not continue into 2012-13.

●

If the tax initiative fails in the November 2012 Election, trigger reductions would result.

●

Future year COLAs are highly uncertain.

BASIC AID SCHOOL DISTRICTS
Beginning with ABX4 2 (Chapter 2/Statutes 2009), basic aid districts have been subject to "fair share"
reductions. A basic aid district's "fair share" reduction is calculated against its total revenue limit funding
subject to deficit. This amount is then taken from categorical revenues to the extent that categorical
revenues are available, including AB 602 Special Education revenues and State mental health funding.
The "fair share" reduction in 2011-12 of 8.92 percent is increased to 9.57 percent in 2012-13, and will
be 8.92 percent in 2013-14 as a result of SB 81, which shifted the mid-year transportation "trigger"
reductions to a revenue limit reduction, including "fair share" reductions for basic aid districts.
Historically, a school district receives a "fair share" reduction if the district was basic aid in the prior year.
However, in no event would that reduction be more than the amount of local property tax revenues that
exceed the district's revenue limit. ABX4 2 also specified that the reduction shall not violate the
constitutional funding requirement that the State provide $120 per ADA, or $2,400 per school agency,
whichever is greater.
If the Governor's tax initiative fails, then basic aid districts will be subject to an additional "fair
share" trigger reduction of approximately $457 per ADA in 2012-13, in addition to the 9.57
percent cut discussed above. It is critical for basic aid districts to note that this represents a
departure from previous "fair share" cuts in that the trigger cut for 2012-13 would apply in the
current budget year. Districts should develop contingency plans now to prepare for the possibility that
the additional trigger cut is applied in 2012-13, to the extent sufficient categorical revenues - including
AB 602 and State mental health funding - are available for the State to capture (but the protections noted
above regarding the $120 per ADA minimum and the revenue limit would still apply).
It is important for basic aid districts to carry higher-than-minimum reserves. Dependency on property
taxes means dependency on assessed property values. Greater-than-minimum reserves provide a buffer
in the event that assessed values fall short of projections. Due to the continuing economic uncertainties
and their impact on assessed values, reserves are more critical than ever before. Moreover, basic aid
districts whose student population is growing do not receive additional funding. For these reasons and the
growing loss from "fair share" reductions, higher-than-minimum reserves are important.
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CATEGORICAL PROGRAMS
Weighted Student Funding Formula
The 2012-13 State Budget did not include the Governor's proposed Weighted Student Funding
Formula.
Special Education
The State Budget for special education provides no additional statewide funding for ADA growth and
leaves the appropriation at the 2011-12 level. No COLA is provided for special education.
●

●

●

Special Education Local Plan Areas (SELPAs) with growth are expected to receive an estimated
$465.44 per ADA. This is the same as last year.
An increase in Federal funding of $17.4 million will be allocated to SELPAs, estimated at $2.94
per ADA.
School districts need to meet maintenance of effort (MOE) requirements irrespective of any
reduced work or school year.

AB 3632 mental health services, to students with disabilities, continue to be the responsibility of school
districts for 2012-13. A total of $417 million is provided to support mental health services including the
$98.6 million augmentation to backfill the loss of the Mental Health Act funding (Proposition 63).
For the 2012-13 year, there will be a one-year phase-in of mental health services funding to SELPAs
with 75 percent of the $69 million in Federal Individuals with Disabilities Education Act (IDEA) Mental
Health funds allocated using the California Special Education Management Information System
(CASEMIS) student data and 25 percent of IDEA funds allocated based on ADA. The $98.6 million in
Proposition 98 mental health funding will be allocated on an ADA basis. These funds pay for
educationally necessary mental health services. This provides a one-year transition to the per-ADA
mental health funding model.
The Governor vetoed all State funding ($15 million) for the Early Mental Health Intervention (EMHI)
program as proposed by the Legislature.
Transportation
The State Budget package continues the Governor's proposal to restore $496 million in transportation
funding for 2012-13. School districts will receive the funding as a restricted transportation
apportionment. The funds will not be flexible. The current Education Code (EC) restrictions on its use
and the requirements to maintain a minimum level of transportation services are still in force.
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Transitional Kindergarten
SB 1381 (Chapter 75, Statutes 2010) changed the birth date for enrollment in kindergarten by moving
the date for eligible age requirement from December 2 to September 1. Under current law these changes
are scheduled to be phased in over three years as follows.
●

Eligibility by November 1 for 2012-13

●

Eligibility by October 1 for 2013-14

●

Eligibility by September 1 for 2014-15

This bill mandated a Transitional Kindergarten Program for students displaced as a result of the changes
in eligibility birthdates. School districts are currently eligible to collect ADA for these transitional
kindergarten students. Under current law, school districts may not receive ADA funding to serve a fouryear old unless that child has his or her fifth birthday according to the appropriate phase-in period noted
above. Children admitted during the school year who do not meet the phase-in period criteria may only
be enrolled on a case-by-case basis upon having attained the age of five.
The Transitional Kindergarten program is not required to be operated at every school site, just by the
school district so that it meets the needs of the school district.
The State Budget did not repeal the Transitional Kindergarten requirements. Therefore,
Transitional Kindergarten is required beginning with 2012-13. School districts must implement
EC 48000(b) as it currently reads.
Child Care and Preschool Programs
The 2012-13 State Budget made significant changes to child care and preschool programs. The budget
achieves 294.3 million in non-Proposition 98 savings and includes the elimination of 14,000 child care
slot. Following are specific reductions and savings.
●

●

Shifting all of Title 5 part-day center-based child care services into the State Preschool program
(Proposition 98) to achieve $163.9 million in general fund savings (partially offset by a new
requirement to collect family fees).
Requiring fees to be assessed and collected for families with children in part-day preschool
programs, families receiving wraparound child care services, or both. Providing an 8.7 percent
across-the-board reduction to the General Child Care Program, Migrant Day Care Program,
Alternative Payment Program, CalWORKs Stage 3 Program, and Allowances for Handicapped
Programs to achieve $100 million in savings.
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●

●

●

Suspending the COLAs for child care and development programs for fiscal years 2012-13, 201314, and 2014-15 achieved $30 million in savings starting in 2013-14.
Aligning State preschool eligibility to new kindergarten cutoff dates. Specifically, defines that State
preschool programs are to facilitate the transition to Kindergarten for 3- and 4-year old children
who have their 3rd or 4th birthday, respectively, on or before November 1 of the 2012-13 fiscal
year, October 1 of the 2013-14 fiscal year, and September 1 of the 2014-15 fiscal year and each
fiscal year thereafter.
Providing that for 2012-13, the family fee schedule for child care and development services in
effect for 2011-12 shall remain in effect, and continuing existing policy that the family fees cannot
exceed 10 percent of the family's total income.

Quality Education Investment Act (QEIA)
The final year of the QEIA program is moved from 2013-14 to 2014-15. This is accomplished by
clarifying that the original funding for QEIA was provided by ABX4 3 (Chapter 3/Statutes 2009) and
ABX3 56 (Chapter 31/Statutes 2009).
There are no changes to the current funding rates. For 2012-13, the rates continue to be:
●

$500 per enrolled pupil for Kindergarten and Grades 1-3

●

$900 per enrolled pupil Grades 4-8

●

$1,000 per enrolled pupil Grades 9-12

QEIA is funded within Proposition 98 in 2012-13. The change is a result of an over appropriation to
Proposition 98 in 2011-12 and the subsequent 2012-13 Budget Act decision to pay for QEIA within
Proposition 98 in addition to these 2012-13 general fund savings, the Budget Act calls for $181 million in
2013-14 and $40.8 million in 2014-15 of Proposition 98 funding to be directed to QEIA.
MANDATED COSTS
The 2012-13 State Budget provides $166.6 million to create a mandated cost block grant funding
allocation for K-12 schools. Funding would be based on approximately $28 per pupil for 2012-13.
Participation in the block grant would waive the existing claiming process; thus providing that all school
districts are reimbursed at the same rate for providing services for the same mandated requirements.
School districts will be subject to compliance audits as part of their annual audits. These have yet to be
determined and will be included in the supplemental regulations issued for the Annual Audit Guide.
School districts have the option to decline participation in the block grant and continue to claim
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reimbursements under the existing mandate claims process with the same mandate requirements.
However, payment of current-year claims is again deferred. Districts opting to receive block grant
funding will need to elect to participate in the block grant by September 30 of each year.
The mandates suspended in 2011-12 continue to be suspended in 2012-13.
LOTTERY
Please note that Lottery funding will be calculated in the same manner as prior years. Through 2014-15,
the following programs will be funded based on 2007-08 ADA rather than the prior year ADA.
●

Adult Education

●

Regional Occupational Center and Programs (ROC/Ps)

The current projection for 2011-12 is $120 per ADA (unrestricted) and $26 per ADA (restricted). On
July 20th, the Lottery Commission released estimates for 2012-13 for $122 per ADA (unrestricted) and
$28 per ADA (restricted).
CHARTER SCHOOLS
The 2012-13 State Budget includes an increase of $53.7 million for the Charter School General Purpose
Block Grant and Categorical Block Grant.
The General Purpose Block Grant rates are based on statewide average revenue limits. The rates listed
below are based on the 2011-12 Second Principal Apportionment. The CDE will recalculate these rates
at the 2012-13 P-1 Apportionment. The Categorical Block Grant rate reflects flat funding for 2012-13.
K-3
General Purpose Block Grant
Categorical Block Grant
Total

4-6

7-8

9-12

$5,076 $5,153 $5,208 $6,141
$398

$398

$398

$398

$5,474 $5,551 $5,706 $6,539

Charter schools are subject to the trigger reduction and therefore should have contingency plans for the
potential revenue limit reduction of $457 per ADA should the Governor's tax initiative fail in November.
Charter schools would also be authorized to reduce the school year for 2012-13 and 2013-14 by an
additional 15 days each year.
The 2012-13 State Budget addresses additional changes for charter schools.
●

The Governing Board of any school district seeking to sell or lease any real property, designed to
provide direct instruction or instructional support it deems to be surplus property, is required to
first offer that property for sale or lease to any charter school that has submitted a written request
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to the school district to be notified of any surplus property offered for sale or lease by the school
district. The sale price of the property is limited to the cost of acquisition.
●

●

●

●

●

●

County Boards of Education, subject to the concurrence of the County Superintendent of
Schools, are authorized to loan moneys from the proceeds of Revenue Anticipation Notes to
charter schools.
All new and existing non-classroom based charters are allowed to receive full funding without
needing State Board of Education review and approval. The funding determination process is
eliminated and ultimately all non-classroom based charters will be allowed to receive full funding.
County treasurers are authorized to lend to charter schools.
Charter schools are authorized to receive the proposed mandate block grant at the rate of $14 per
pupil.
Charter schools are established as a local agency for the purpose of issuing TRANs.
Charter schools are authorized to directly seek an exemption from the intra-year deferrals and
requires the charter school authorizer to be notified of the request.

RESERVE FOR ECONOMIC UNCERTAINTIES
The revised 2009-10 State Budget lowered the minimum reserve requirement levels for economic
uncertainties to one-third the percentage level adopted by the State Board as of May 1, 2009. SB 70
extends this provision for both 2010-11 and 2011-12. However, school districts are required to make
progress in the 2012-13 fiscal year, to return to compliance with the specified State Criteria and
Standards adopted by the State Board. By fiscal year 2013-14, school districts must meet compliance
and restore the reserve by June 30, 2014. With the continued deferral of apportionments, it is more
critical than ever to maintain higher levels of reserves for cash flow purposes.
SUMMARY
It is recommended that school districts continue to be cautious and focus on a multi-year strategy when
recommending decisions and obtaining agreements. Attention should be focused on the multi-year
projections for 2013-14 and beyond. School districts should develop financial projections and
contingency plans accordingly. Particular emphasis should be on each district's cash flow and its ability to
meet the monthly financial requirements.
The Los Angeles County Office of Education (LACOE) will provide comment and recommendations
during its budget review and approval that are tailored for each district's fiscal stability. The budget letters
will include comments on our analysis of each district's budget and multi-year projections, including
projected cash flow. Our fiscal oversight responsibilities will continue as we work with each district in the
coming year.
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We understand how difficult it is for school districts to deal with the increased pressures, significantly
reduced funding, apportionment deferrals, and the uncertainty associated with a volatile economy. It is
important that school districts be proactive through developing contingency plans that allow the most
flexibility possible.
Charter schools should contact their authorizing agency, not LACOE, with any questions regarding
apportionments, timelines, forms, budget assumptions, or any other issues.
This bulletin and its attachments are posted on the LACOE Web site at the following address:
www.lacoe.edu/bulletins
Type bulletin number or keyword to locate a specific bulletin.
School districts should contact Ms. Marlene Dunn at (562) 922-6132, Mr. Christopher Burdy at (562)
922-6667, or your Business Services Consultant with any questions regarding this bulletin.
AC/MD:jj
Attachments
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