NEW ISSUES - BOOK-ENTRY ONLY Ratings:
Moody’s: “Aal”

S&P: “AA-”

See “Miscellaneous — Ratings” herein.

In the opinion of Orrick, Herrington & Sutcliffe LLP, Bond Counsel to the District, based upon an analysis of
existing laws, requlations, rulings and court decisions, and assuming, among other matters, the accuracy of certain
representations and compliance with certain covenants, interest on the Bonds is excluded from gross income for federal
income tax purposes under Section 103 of the Internal Revenue Code of 1986 and is exempt from State of California
personal income taxes. In the further opinion of Bond Counsel, interest on the Bonds is not a specific preference item for
purposes of the federal individual or corporate alternative minimum taxes, although Bond Counsel observes that such
interest is included in adjusted current earnings when calculating corporate alternative minimum taxable income.
Bond Counsel expresses no opinion regarding any otheyr tax consequences related to the ownership or disposition of, or
the amount, accrual or receipt of interest on, the Bonds. See “Tax Matters” herein.
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The Los Angeles Unified School District (the “District”) is issuing its $196,850,000 2014 General Obligation Refunding
Bonds, Series A (the “Series A Bonds”), $323,170,000 2014 General Obligation Refunding Bonds, Series B (the “Series B
Bonds”), $948,795,000 2014 General Obligation Refunding Bonds, Series C (the “Series C Bonds”), and $153,385,000 2014
General Obligation Refunding Bonds, Series D (the “Series D Bonds” and, together with the Series A Bonds, the Series B Bonds,
and the Series C Bonds, the “Bonds”). The Bonds are general obligation bonds of the District approved by voters within the
District and are payable from ad valorem property taxes levied by the County of Los Angeles on property within the District
which the Board of Supervisors of the County of Los Angeles is empowered and obligated to levy upon all property within the
District subject to taxation by the District without limitation of rate or amount (except as to certain personal property which
is taxable at limited rates) for the payment of the principal of and redemption premium, if any, and interest on the Bonds, all
as more fully described herein. The Bonds are being issued pursuant to the laws of the State of California (the “State”) and a
resolution adopted by the Board of Education of the District on November 12, 2013, as supplemented on May 13, 2014.

The Bonds are being issued to refund and defease a portion of the Prior Bonds (defined herein). A portion of the proceeds
of the Bonds will be used to pay the costs of issuance incurred in connection with the issuance of the Bonds. See “Estimated
Sources and Uses of Funds” and “Plan of Refunding” herein.

Interest on the Bonds is payable on January 1 and July 1 of each year, commencing on January 1, 2015.

The Bonds will be initially issued in book-entry form only, in denominations of $5,000 principal amount, or integral
multiples thereof, and will be initially issued and registered in the name of Cede & Co., as nominee for The Depository Trust
Company (“DTC”). DTC will act as securities depository for the Bonds. Owners will not receive certificates representing their
interests in the Bonds. Payments of principal, premium, if any, and interest on the Bonds will be made by U.S. Bank National
Association, as agent to the Treasurer and Tax Collector of the County of Los Angeles, California, as the initial paying agent, to
DTC, which is obligated to remit such payments to its DTC Participants for subsequent disbursement to the beneficial owners
of the Bonds. See Appendix C — “Book-Entry Only System” attached hereto.

The Bonds are subject to redemption prior to maturity as described herein. See “The Bonds — Redemption” herein.

THIS COVER PAGE CONTAINS CERTAIN INFORMATION FOR GENERAL REFERENCE ONLY. IT IS NOT INTENDED
TO BE A SUMMARY OF THE SECURITY OR TERMS OF THIS ISSUE. INVESTORS ARE ADVISED TO READ THE ENTIRE
OFFICIAL STATEMENT TO OBTAIN INFORMATION ESSENTIAL TO THE MAKING OF AN INFORMED INVESTMENT
DECISION.

The Bonds will be offered when, as and if issued by the District, and received by the Underwriters, subject to the
approval as to their legality by Orrick, Herrington & Sutcliffe LLP, Los Angeles, California, Bond Counsel to the District,
and certain other conditions. Certain legal matters will also be passed upon for the District by the General Counsel to the
District and by its Disclosure Counsel, Hawkins Delafield & Wood LLP, Los Angeles, California, and for the Underwriters
by their counsel, Squire Patton Boggs (US) LLP, Los Angeles, California. Tamalpais Advisors-KNN Public Finance, a Joint
Venture, Sausalito, California and Oakland California are serving as Financial Advisor to the District in connection with
the issuance of the Bonds. The Bonds, in book-entry form, will be available for delivery through the facilities of DTC on or
about June 26, 2014.

J. P. Morgan
BofA Merrill Lynch Goldman, Sachs & Co.
Fidelity Capital Markets Siebert Brandford Shank & Co., L.L.C. Backstrom McCarley Berry & Co., LLC

Date of the Official Statement: June 12, 2014
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2022

(July 1)
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2025
2026

Priced at the stated yield to the July 1, 2024 optional call date.

MATURITY DATES, PRINCIPAL AMOUNTS, INTEREST RATES,

INITTIAL PUBLIC OFFERING YIELDS AND CUSIP NUMBERS
$196,850,000

LOS ANGELES UNIFIED SCHOOL DISTRICT
(COUNTY OF LOS ANGELES, CALIFORNIA)
2014 General Obligation Refunding Bonds, Series A

Principal
Amount

$18,520,000
35,915,000
32,475,000
33,655,000
17,705,000
18,590,000
19,510,000
20,480,000

LOS ANGELES UNIFIED SCHOOL DISTRICT
(COUNTY OF LOS ANGELES, CALIFORNIA)
2014 General Obligation Refunding Bonds, Series B

Principal
Amount

$40,035,000
108,595,000
23,600,000
24,775,000
26,010,000
27,305,000
28,675,000
30,165,000
6,835,000
7,175,000

Base CUSIP Number: 544646

Initial Public
Interest Rate Offering Yield
1.00% 0.12%
3.00 0.26
5.00 0.69
5.00 1.08
5.00 1.45
5.00 1.74
5.00 2.04
5.00 2.30
$323,170,000

Base CUSIP Number: 544646

Interest Rate

5.00%
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00

Initial Public

Offering Yield

0.69%
1.08
1.45
1.74
2.04
2.30
2.51
2.65
2.79
2.89

Price

100.891%
105.500
112.833
115.357
117.107
118.537
119.252
119.657

Price

112.833%
115357
117.107
118.537
119.252
119.657
119.974
120.549
119.191¢
118.232¢

CUSIP
Suffix

M66
M74
M82
M90
N24
N32
N40
N57

CusSIP
Suffix

N65
N73
N81
N99
P22
P30
P48
P55
P63
P71
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Maturity Date
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(July 1)
2015
2016
2017
2017
2018
2018
2018
2019
2019
2019
2020
2020
2020
2021
2021
2022
2022
2023
2023
2024
2024
2025
2025
2026
2026
2027
2027
2028
2029
2030
2031

$948,795,000
LOS ANGELES UNIFIED SCHOOL DISTRICT
(COUNTY OF LOS ANGELES, CALIFORNIA)
2014 General Obligation Refunding Bonds, Series C

Base CUSIP Number: 544646

Principal Initial Public
Amount Interest Rate Offering Yield Price
$ 1,555,000 1.000% 0.120% 100.891%
12,965,000 3.000 0.260 105.500
18,355,000 5.000 0.690 112.833
6,560,000 2.000 0.690 103.900
24,825,000 5.000 1.080 115.357
8,790,000 3.000 1.080 107.522
675,000 2.000 1.080 103.604
49,870,000 5.000 1.450 117.107
2,635,000 3.000 1.450 107.469
580,000 2.000 1.450 102.650
50,830,000 5.000 1.740 118.537
1,615,000 4.000 1.740 112.851
2,295,000 2.000 1.740 101.478
52,900,000 5.000 2.040 119.252
495,000 3.000 2.040 106.244
60,520,000 5.000 2.300 119.657
1,185,000 3.000 2.300 105.096
80,140,000 5.000 2.510 119.974
1,835,000 3.000 2.510 103.930
84,435,000 5.000 2.650 120.549
1,665,000 3.000 2.650 103.060
89,860,000 5.000 2.790 119.191€
595,000 3.000 2.890 100.950
84,010,000 5.000 2.890 118.232
1,945,000 3.000 3.090 99.102
53,620,000 5.000 2.990 117.283€
16,670,000 3.125 3.290 98.264
75,500,000 5.000 3.050 116.717€
56,585,000 5.000 3.140 115.875¢
80,385,000 5.000 3.210 115.225€
24,900,000 4.000 3.570 103.593©

Priced at the stated yield to the July 1, 2024 optional call date.

July 1)
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030

$153,385,000
LOS ANGELES UNIFIED SCHOOL DISTRICT
(COUNTY OF LOS ANGELES, CALIFORNIA)
2014 General Obligation Refunding Bonds, Series D

Base CUSIP Number: 544646

Principal Initial Public
Amount Interest Rate Offering Yield Price
$ 9,830,000 5.00% 1.08% 115.357%
13,510,000 5.00 1.45 117.107
15,005,000 5.00 1.74 118.537
19,610,000 5.00 2.04 119.252
15,010,000 5.00 2.30 119.657
14,930,000 5.00 251 119.974
15,600,000 5.00 2.65 120.549
15,955,000 5.00 2.79 119.191¢
25,030,000 5.00 2.89 118.232¢
3,755,000 5.00 2.99 117.283©
2,200,000 5.00 3.05 116.717°
1,450,000 5.00 3.14 115.875°
1,500,000 5.00 3.21 115.225°

Priced at the stated yield to the July 1, 2024 optional call date.

CUSIP
Suffix

P89
P97
R87
Q21
R9S5
T36
Q39
S29
T44
Q47
S37
T51
Q54
S45
Q62
52
Q70
S60
Q88
S78
Q96
S86
R20
S94
R38
T28
R46
R53
R61
R79
T69

CUSIP
Suffix

T77
T85
T93
U26
U34
U42
Us9
ue67
u7s
U83
U91
V25
V33
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No dealer, broker, salesperson or other person has been authorized by the District to give any
information or to make any representations, other than those contained in this Official Statement, and if
given or made, such information or representation must not be relied upon as having been authorized by
any of the foregoing.

The information contained herein has been obtained from sources that are believed to be reliable.
The information and expressions of opinion herein are subject to change without notice, and neither the
delivery of this Official Statement nor any sale made hereunder shall, under any circumstances, give rise
to any implication that there has been no change in the affairs of the District since the date hereof.

The Underwriters have provided the following sentence for inclusion in this Official Statement:
The Underwriters have reviewed the information in this Official Statement in accordance with, and as part
of, their responsibilities to investors under the federal securities laws as applied to the facts and
circumstances of this transaction, but the Underwriters do not guarantee the accuracy or completeness of
such information.

IN CONNECTION WITH THE OFFERING OF THE BONDS THE UNDERWRITERS
MAY OVERALLOT OR EFFECT TRANSACTIONS THAT STABILIZE OR MAINTAIN THE
MARKET PRICE OF THE BONDS AT A LEVEL ABOVE THAT WHICH MIGHT
OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED,
MAY BE DISCONTINUED AT ANY TIME. THE UNDERWRITERS MAY OFFER AND SELL
THE BONDS TO CERTAIN DEALERS AND BANKS AT YIELDS HIGHER THAN THE
INITIAL PUBLIC OFFERING YIELDS STATED ON THE INSIDE FRONT COVER PAGE
HEREOF AND SAID INITIAL PUBLIC OFFERING YIELDS MAY BE CHANGED FROM
TIME TO TIME BY THE UNDERWRITERS.

THE BONDS HAVE NOT BEEN REGISTERED WITH THE U.S. SECURITIES AND
EXCHANGE COMMISSION UNDER THE SECURITIES ACT OF 1933, AS AMENDED, NOR
HAS THE RESOLUTION BEEN QUALIFIED UNDER THE TRUST INDENTURE ACT OF
1939, AS AMENDED, IN RELIANCE UPON EXEMPTIONS CONTAINED IN SUCH ACTS.

When used in this Official Statement or in any continuing disclosure by the District, in any press
release by the District or in any oral statement made with the approval of an authorized officer of the
District, the words or phrases “will likely result,” “are expected to,” “will continue,” “is anticipated,”
“estimate,” “project,” “forecast,” “expect,” “intend” and similar expressions identify “forward-looking
statements.” Such statements are subject to risks and uncertainties that could cause actual results to differ
materially from those contemplated in such forward-looking statements. Any forecast is subject to such
uncertainties. Inevitably, some assumptions used to develop the forecasts will not be realized and
unanticipated events and circumstances may occur. Therefore, there are likely to be differences between

forecasts and actual results, and those differences may be material.

9 ¢ 9

99 ¢

The District maintains a website at www.lausd.net. However, the information presented there is
not part of this Official Statement, is not incorporated by reference herein and should not be relied upon
in making an investment decision with respect to the Bonds.

CUSIP is a registered trademark of American Bankers Association. CUSIP data in this Official
Statement is provided by CUSIP Global Services, managed by Standard & Poor’s Financial Services LLC
on behalf of The American Bankers Association. CUSIP data herein is set forth for convenience of
reference only. The District and the Underwriters assume no responsibility for the selection or uses of the
CUSIP data or for the accuracy or correctness of such data. The CUSIP numbers for the Bonds are subject
to being changed after the delivery of the Bonds as a result of various subsequent actions.



LOS ANGELES UNIFIED SCHOOL DISTRICT

BOARD OF EDUCATION
District Member Term Ending
7 Richard Vladovic, President June 30, 2015
o [Vacant] June 30, 2015
2 Moénica Garcia June 30, 2017
3 Tamar Galatzan June 30, 2015
4 Steve Zimmer June 30, 2017
5 Bennet Kayser June 30, 2015
6 Monica Ratliff June 30, 2017
DISTRICT OFFICIALS

John Deasy, Ed.D Superintendent
David Holmquist, General Counsel
Michelle King, Senior Deputy Superintendent, School Operations
Megan K. Reilly, Chief Financial Officer
Luis Buendia, Controller
John Walsh, Director of Finance Policy
Timothy S. Rosnick, Deputy Controller

BOND COUNSEL
Orrick, Herrington & Sutcliffe LLP
Los Angeles, California
DISCLOSURE COUNSEL
Hawkins Delafield & Wood LLP
Los Angeles, California
FINANCIAL ADVISOR
Tamalpais Advisors, Inc. — KNN Public Finance, A Joint Venture
Sausalito, California and Oakland, California

PAYING AGENT

U. S. Bank National Association,
as agent of the Treasurer and Tax Collector
of the County of Los Angeles
Los Angeles, California

ESCROW BANKS
U.S. Bank National Association Wells Fargo Bank, National Association
Los Angeles, California Los Angeles, California
VERIFICATION AGENT

Grant Thornton LLP
Minneapolis, Minnesota

() A special election to select a Board member for District 1 was held on June 3, 2014. No candidate for District 1 received more
than 50% of the vote for the office. Accordingly, the two candidates receiving the most votes will participate in a run-off election
to be held in August 2014.
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$1,622,200,000
LOS ANGELES UNIFIED SCHOOL DISTRICT
(County of Los Angeles, California)
2014 General Obligation Refunding Bonds

$196,850,000 $323,170,000 $948,795,000 $153,385,000
Series A Series B Series C Series D

INTRODUCTION

This Introduction is only a brief description of, and is qualified by, more complete and detailed
information contained in the entire Official Statement, including the cover page through the appendices
hereto, and the documents summarized or described herein. The offering of the Bonds to potential investors
is made only by means of the entire Official Statement. A full review should be made of the entire Official
Statement.

General

This Official Statement, which includes the cover page through the appendices hereto, is provided to
furnish information in connection with the sale of the $196,850,000 2014 General Obligation Refunding
Bonds, Series A (the “Series A Bonds”), $323,170,000 2014 General Obligation Refunding Bonds, Series B
(the “Series B Bonds”), $948,795,000 2014 General Obligation Refunding Bonds, Series C (the “Series C
Bonds”), and $153,385,000 2014 General Obligation Refunding Bonds, Series D (the “Series D Bonds” and,
together with the Series A Bonds, the Series B Bonds, and the Series C Bonds, the “Bonds”) by the Los
Angeles Unified School District (the “District”). The Bonds are issued pursuant to certain provisions of the
California Government Code and other applicable law and a resolution adopted by the Board of Education of
the District (the “District Board”) on November 12, 2013, as supplemented on May 13, 2014 (collectively,
the “Resolution”) authorizing the issuance of not to exceed $4,600,000,000 of general obligation refunding
bonds. A portion of the proceeds of the Bonds will be applied to refund and defease a portion of the District’s
outstanding general obligation bonds (collectively, the “Prior Bonds™). See “Estimated Sources and Uses of
Funds” and “Plan of Refunding” herein.

The District

The District, encompassing approximately 710 square miles, is located in the western section of the
County of Los Angeles (the “County”) in the State of California (the “State”) and includes virtually all of the
City of Los Angeles (the “City”) and all or significant portions of the Cities of Bell, Carson, Commerce,
Cudahy, Gardena, Hawthorne, Huntington Park, Lomita, Maywood, Rancho Palos Verdes, San Fernando,
South Gate, Vernon and West Hollywood, in addition to considerable unincorporated portions of the County
which includes residential and industrial areas. A map of the District appears on the inside cover page hereof.

The District is the second largest public school district in the United States and is the largest public
school district in the State. The District has an estimated Fiscal Year 2013-14 enrollment of 548,908
students. As of June 30, 2013, the District operated 456 elementary schools, 86 middle/junior high schools,
106 senior high schools, 56 options schools, 21 multi-level schools, 16 special education schools, 28 magnet
schools and 145 magnet centers, 6 community adult schools, 3 regional occupational centers, 1 skills centers,
1 regional occupational program center, 82 early education centers, 4 infant centers, and 18 primary school
centers. In addition, as of June 30, 2013, there were 43 affiliated charter schools operated by the District and
185 fiscally independent charter schools within the District’s boundaries.

Additional information on the District is set forth in Appendices A and B hereto. See Appendix A —
“District Financial Information and Regional Economic and Demographic Information” and Appendix B —



“Comprehensive Annual Financial Report of the District for the Fiscal Year ended June 30, 2013” attached
hereto.

The District’s General Obligation Bond Program

Voters within the District have approved a total of $20.605 billion of general obligation bonds in five
separate bond elections since 1997, as delineated in Table 1 below. A total of $12.927 billion of the approved
general obligation bonds have been issued (including the Prior Bonds to be refunded), with $7.678 billion
remaining to be issued under the bond authorizations listed below (collectively, the “Authorizations’). The
District presently expects to issue one or more series of general obligation bonds in an aggregate principal
amount of approximately $150.0 million in August 2014, subsequent to the issuance of the Bonds, pursuant
to the Measure R Authorization or the Measure Y Authorization. See “Security and Sources of Payment for
the Bonds — The District’s General Obligation Bond Program and Bonding Capacity” herein.

TABLE 1
Los Angeles Unified School District
General Obligation Bond Authorizations
Amounts and Dates Authorized, Amount Issued, Amount Unissued and Purposes

Amount Amount Amount
Bond Date Authorized Authorized Issued” Unissued
Authorization by Voters ($ Billions) ($ Billions)  ($ Billions) Purposes

Proposition BB

Measure K

Measure R

Measure Y

Measure Q

April 8, 1997 $ 2.400 $ 2.400 $0.000 Health and safety improvements,

November 5, 2002

March 2, 2004

November 8, 2005

November 4, 2008

Total

3.350

3.870

3.985

7.000

$20.605

3.350

3.635

3.542

0.000

$12.927

7.000

$

0.000

0.235

0.443

1.

67

o]

computer technology and science labs,
air conditioning and new construction
New construction, acquisition,
rehabilitation and upgrading of
specifically identified school facilities
New construction, acquisition,
rehabilitation and upgrading of
specifically identified school facilities,
and installation and upgrading of
information-technology infrastructure
New construction, acquisition,
rehabilitation and upgrading of
specifically identified school facilities,
and installation and upgrading of
information-technology infrastructure
New construction, acquisition,
rehabilitation and upgrading of
specifically identified school facilities,
and installation and upgrading of
information-technology infrastructure

) See Appendix A — “District Financial Information and Regional Economic and Demographic Information — District Financial
Information — District Debt — General Obligation Bonds™ attached hereto for the amounts of outstanding general obligation
bonds under the referenced Authorizations. Excludes general obligation refunding bonds.

Source: Los Angeles Unified School District.

At least $7.3 billion of State matching funds and other revenue sources supplement the $20.6 billion

of bond proceeds from the five authorizations referenced above to fund the District’s general obligation bond

program’s various projects. A portion of these combined revenue sources has been or is expected to be

allocated to the Measure K Projects, the Measure R Projects and the Measure Y Projects (each as hereinafter

defined). Accordingly, the total program sources of funds are expected to be approximately $28 billion. The

District’s general obligation bond program includes the construction of 131 new schools of which 129 have

been completed to date. The new schools will provide approximately 6,600 new classrooms that are expected
2



to house approximately 167,000 new seats, which will enable all District students to attend schools with a
traditional two-semester school year and eliminate year-round school schedules. In addition, the general
obligation bond program includes approximately 25,000 modernization projects that have been or are in the
process of being completed at over 800 school sites in the District. The program also includes computer
technology and green projects.

Security and Sources of Payment for the Bonds

The Bonds are general obligation bonds of the District approved by voters within the District and are
payable from ad valorem property taxes levied by the County on property within the District which the
Board of Supervisors of the County of Los Angeles (the “County Board”) is empowered and obligated to
levy upon all property within the District subject to taxation by the District without limitation of rate or
amount (except as to certain personal property which is taxable at limited rates) for the payment of the
principal of and redemption premium, if any, and interest on the Bonds. Such ad valorem property taxes are
deposited in the Interest and Sinking Fund of the District which is held by the County and may only be
applied to pay the principal of, and redemption premium, if any, and interest on the District’s general
obligation bonds, including the Bonds. The District does not receive such funds, nor are they available to pay
any of the District’s operating expenses. See “Security and Sources of Payment for the Bonds” herein.

Continuing Disclosure

The District has covenanted for the benefit of the holders and beneficial owners of the Bonds to
provide certain financial information and operating data relating to the District (the “Annual Report”) for
each fiscal year by not later than 240 days following the end of the District’s fiscal year (currently ending
June 30) commencing with the Annual Report for Fiscal Year 2013-14, and to provide notices of the
occurrence of certain specified events (collectively, the “Listed Events™). The information to be contained in
the Annual Report and in a notice of a Listed Event is set forth in Appendix E — “Form of Continuing
Disclosure Certificate™ attached hereto. The District will provide or cause to be provided the Annual Report
and such notices to the Municipal Securities Rulemaking Board in the manner prescribed by the Securities
and Exchange Commission (“SEC”). Copies of the District’s annual reports and notices of Listed Event
filings are available at the website of Digital Assurance Certification, L.L..C. (“DAC”), www.dacbond.com,
and at the website of the Municipal Securities Rulemaking Board’s Electronic Municipal Market Access
system, emma.msrb.org. The information presented on these websites is not incorporated by reference in this
Official Statement and should not be relied upon in making an investment decision with respect to the Bonds.
These covenants have been made in order to assist the Underwriters in complying with SEC Rule
15¢2-12(b)(5) (the “Rule”). The District has complied in all material respects in the last five years with each
of its previous undertakings with regard to the Rule to provide annual reports and notices of events. See
“Legal Matters — Continuing Disclosure” herein.

Tax Matters

In the opinion of Orrick, Herrington & Sutcliffe LLP, Bond Counsel to the District, based upon an
analysis of existing laws, regulations, rulings and court decisions, and assuming, among other matters, the
accuracy of certain representations and compliance with certain covenants, interest on the Bonds is excluded
from gross income for federal income tax purposes under Section 103 of the Internal Revenue Code of 1986
and is exempt from State of California personal income taxes. In the further opinion of Bond Counsel,
interest on the Bonds is not a specific preference item for purposes of the federal individual or corporate
alternative minimum taxes, although Bond Counsel observes that such interest is included in adjusted current
earnings when calculating corporate alternative minimum taxable income. Bond Counsel expresses no
opinion regarding any other tax consequences related to the ownership or disposition of, or the amount,
accrual or receipt of interest on, the Bonds. See “Tax Matters” herein and Appendix D — “Proposed Form of
Opinion of Bond Counsel” attached hereto.



Changes from the Preliminary Official Statement

In addition to updates to the Preliminary Official Statement dated May 21, 2014, as supplemented by
a Supplement to Preliminary Official Statement, dated June 2, 2014, as a result of pricing, this Official
Statement includes the following additional information: 1) the information in Appendix A — “District
Financial Information — District Budget — Fiscal Year 2014-15 District Budget” attached hereto has been
updated to reflect the Superintendent’s recommended budget for Fiscal Year 2014-15 which was submitted
to the District Board on June 17, 2014, 2) the information in Appendix A - “District Financial
Information - Collective Bargaining — Labor Agreements” has been updated to reflect information regarding
reopener negotiations with bargaining Unit D, 3) the information in Appendix A - “District Financial
Information - Collective Bargaining - Litigation Regarding District Layoff Procedures” attached hereto has
been updated to reflect information regarding a tentative decision issued by the County of Los Angeles
Superior Court in Vergara, et al. v. State of California, et al with respect to the layoff procedures for public
school teachers in the State, 4) the information in Appendix A — “State Funding of Education — State Budget
for Fiscal Year 2014-15” has been updated to reflect the Governor’s approval of the State Budget Act for
Fiscal Year 2014-15, 5) the information in Appendix A — “State Funding of Education — State
Budget - Trailer Bills with Respect to the Fiscal Year 2014-15 State Budget Act” has been added to reflect
legislation approved by the State Legislature and submitted to the Governor with respect to school district
reserves, 6) the information in Appendix A “State Funding of Education — State Budget - Trailer Bills with
Respect to the Fiscal Year 2014-15 State Budget Act” includes an update to a proposal set forth in the May
Revision to the Proposed 2014-15 State Budget with respect to contribution rates of member employers and
employees of the California State Teachers' Retirement System, and 7) the information in Appendix F — “The
Los Angeles County Treasury Pool” has been updated to reflect information as of April 30, 2014.

Other Information

This Official Statement contains brief descriptions of, among other things, the District, the District’s
general obligation bond program, the Resolution and certain matters relating to the security for the Bonds.
Such descriptions and information do not purport to be comprehensive or definitive. All references herein to
documents are qualified in their entirety by reference to such documents. Copies of such documents are
available for inspection at the District by request to the Chief Financial Officer at (213) 241-7888 and,
following delivery of the Bonds will be on file, as applicable, at the principal office of U.S. Bank National
Association as agent to the Treasurer and Tax Collector of the County of Los Angeles as paying agent (the
“Paying Agent”) in Los Angeles, California.

PLAN OF REFUNDING

A portion of the proceeds of the Bonds will be applied to current or advance refund and defease a
portion of the District’s outstanding general obligation bonds. These bonds may include the bonds identified
below and other outstanding general obligation bonds determined on the date of sale of the Bonds
(collectively, the “Prior Bonds”).

A portion of the proceeds from the Bonds will be deposited into two separate escrow funds
(collectively, the “Escrow Funds”) established with respect to the 2004 Refunding Bonds, Series A-1, 2004
Refunding Bonds, Series A-2, 2006 General Obligation Refunding Bonds, Series A, General Obligation
Bonds, Election of 2002, Series C (2007), General Obligation Bonds, Election of 2004, Series C (2004),
General Obligation Bonds, Election of 2004, Series F (2006), General Obligation Bonds, Election of 2004,
Series G (2006), General Obligation Bonds, Election of 2004, Series H (2007), General Obligation Bonds,
Election of 2005, Series C (2006) and General Obligation Bonds, Election of 2005, Series E (2007) under
escrow agreements dated as of June 1, 2014 by and between the District and U.S. Bank National Association,
as escrow bank, and with respect to the General Obligation Bonds, Election of 2002, Series B (2007) and
General Obligation Bonds, Election of 2004, Series E (2005) under an escrow agreement dated as of June 1,
2014 by and between the District and Wells Fargo Bank, National Association, as escrow bank.
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A portion of the amount of funds deposited into the Escrow Funds will be invested in United States
Obligations (defined herein), which, together with interest earnings thereon, if any, and any cash to be
deposited in the respective Escrow Funds will be sufficient to fully pay the principal of, premium, if any, and
interest on the applicable Prior Bonds to be refunded as the same shall become due or pursuant to a call for
redemption. The mathematical computations used to determine the sufficiency of the escrow deposits will be
verified by the Verification Agent (defined herein). See “Miscellaneous — Verification of Mathematical
Computations” herein.

“United States Obligations” means non-callable (i) direct obligations of the Department of the
Treasury of the United States of America (Treasury Bonds, Notes, Bills, and Treasury Strips only), (ii) the
following obligations that are unconditionally guaranteed as to principal and interest by the United States of
America: Agency for International Development securities, and (iii) obligations of the following government
sponsored agencies that are rated “AAA” by Standard & Poor’s Ratings Services, a Standard & Poor’s
Financial Services LLC business (“S&P”) or “Aaa” by Moody’s Investors Service (“Moody’s”) at the time
of bid and on the Settlement Date, but are not backed by the full faith and credit of the United States
government: (a) Federal Home Loan Mortgage Corporation debt obligations; (b) Farm Credit System
consolidated system-wide bonds and notes; (c) Federal Home Loan Banks consolidated debt obligations;
(d) Federal National Mortgage Association debt obligations; and (e) Resolution Funding Corporation debt
obligations.

Set forth below is a description of the Prior Bonds expected to be refunded. For each maturity of the

Prior Bonds which is refunded in part, a new CUSIP number will be assigned to the unrefunded portion of
such maturity and a new CUSIP number will be assigned to the refunded portion of such maturity.

2004 Refunding Bonds, Series A-1

Original Refunded
Principal Principal Redemption Redemption CUSIP
Maturity Dates Amount Amount Price Date (544644)
July 1, 2015 $18,235,000 $18,235,000 100% July 28, 2014 B89
July 1, 2016 19,145,000 19,145,000 100 July 28, 2014 B97
July 1, 2017 34,030,000 34,030,000 100 July 28, 2014 C21
July 1, 2018 18,425,000 18,425,000 100 July 28, 2014 C39
2004 Refunding Bonds, Series A-2
Original Refunded
Principal Principal Redemption Redemption CusSsIP
Maturity Dates Amount Amount Price Date (544644)
July 1, 2015 $ 2,255,000 $ 2,255,000 100% July 28, 2014 7X8
July 1, 2016 19,575,000 19,575,000 100 July 28, 2014 7ZY6
July 1, 2017 1,295,000 1,295,000 100 July 28, 2014 773
July 1, 2018 18,680,000 18,680,000 100 July 28, 2014 A23
July 1, 2019 19,615,000 19,615,000 100 July 28, 2014 A3l
July 1, 2020 20,595,000 20,595,000 100 July 28, 2014 A49
July 1, 2021 21,620,000 21,620,000 100 July 28, 2014 A56
July 1, 2022 22,700,000 22,700,000 100 July 28, 2014 A64



Maturity Dates

July 1, 2017
July 1, 2018

Maturity Dates

July 1, 2018
July 1, 2019
July 1, 2019
July 1, 2020
July 1, 2020
July 1, 2021
July 1, 2022
July 1, 2023
July 1, 2024

Maturity Dates

July 1, 2018
July 1, 2019
July 1, 2020
July 1, 2021
July 1, 2022
July 1, 2023
July 1, 2024
July 1, 2025
July 1, 2026

2006 General Obligation Refunding Bonds, Series A

Original
Principal

Amount
$41,705,000
90,620,000

Refunded
Principal
Amount

$41,705,000
90,620,000

Redemption
Price
100%
100

Redemption
Date
July 1, 2016
July 1, 2016

General Obligation Bonds, Election of 2002, Series B (2007)

Original
Principal

Amount
$15,590,000
2,075,000
17,170,000
945,000
19,240,000
21,185,000
22,245,000
23,360,000
24,525,000

Refunded
Principal
Amount
$15,590,000
2,075,000
17,170,000
945,000
19,240,000
21,185,000
22,245,000
23,360,000
24,525,000

Redemption
Price
100%
100
100
100
100
100
100
100
100

Redemption
Date
July 1, 2017
July 1, 2017
July 1, 2017
July 1, 2017
July 1, 2017
July 1, 2017
July 1, 2017
July 1, 2017
July 1, 2017

General Obligation Bonds, Election of 2002, Series C (2007)

Original
Principal
Amount
$5,035,000
5,285,000
5,550,000
5,825,000
6,115,000
6,425,000
6,745,000
7,080,000
7,435,000

Refunded
Principal
Amount
$5,035,000
5,285,000
5,550,000
5,825,000
6,115,000
6,425,000
6,745,000
7,080,000
7,435,000

Redemption
Price
100%
100
100
100
100
100
100
100
100

Redemption
Date
July 1, 2017
July 1, 2017
July 1, 2017
July 1, 2017
July 1, 2017
July 1, 2017
July 1, 2017
July 1, 2017
July 1, 2017

CUSIP
(544644)
384
3T2

CUSIP

(544646)
FHO
FI6
FK3
FLI
FM9
FN7
FP2
FQO
FRS

CUSIP
(544646)
JE3
JFO
JG8
JH6
112
JK9
JL7
IM5
IN3



Maturity Dates

July 1, 2015
July 1, 2016
July 1, 2017
July 1, 2018
July 1, 2019
July 1, 2020
July 1, 2021
July 1, 2022
July 1, 2023
July 1, 2024
July 1, 2025
July 1, 2026
July 1, 2027
July 1, 2028
July 1, 2029

Maturity Dates

July 1, 2016
July 1, 2023
July 1, 2024
July 1, 2025
July 1, 2025

July 1, 2030

General Obligation Bonds, Election of 2004, Series C (2004)

Original
Principal
Amount
$1,760,000
1,820,000
1,885,000
1,960,000
2,035,000
2,135,000
2,220,000
2,310,000
2,410,000
2,515,000
2,625,000
2,745,000
2,880,000
3,025,000
3,175,000

Refunded
Principal
Amount
$1,760,000
1,820,000
1,365,000
1,420,000
1,475,000
1,550,000
1,610,000
1,675,000
2,410,000
2,515,000
2,625,000
2,745,000
2,880,000
3,025,000
3,175,000

Redemption
Price
100%
100
100
100
100
100
100
100
100
100
100
100
100
100
100

Redemption
Date
July 28, 2014
July 28, 2014
July 28, 2014
July 28, 2014
July 28, 2014
July 28, 2014
July 28, 2014
July 28, 2014
July 28, 2014
July 28, 2014
July 28, 2014
July 28, 2014
July 28, 2014
July 28, 2014
July 28, 2014

General Obligation Bonds, Election of 2004, Series E (2005)

Original
Principal

Amount
$12,615,000
17,905,000
18,825,000
19,665,000
125,000
115,240,000

1)

The General Obligation Bonds, Election of 2004, Series E (2005) maturing on July 1, 2030 are subject to redemption prior to
maturity in part from mandatory sinking fund payments due on July 1, 2026 in the amount of $20,800,00, July 1, 2027 in the
amount of $21,870,000, July 1, 2028 in the amount of $22,990,000, July 1, 2029 in the amount of $24,170,000 and July 1, 2030
in the amount of $25,410,000. A portion of the proceeds of the Series C Bonds will be used to redeem such sinking fund

payments in their entirety.

Refunded

Principal
Amount
$12,615,000
17,905,000
18,825,000
19,665,000
125,000
115,240,000

Redemption

Price

100%
100
100
100
100
100

Redemption
Date
July 1, 2015
July 1, 2015
July 1, 2015
July 1, 2015
July 1, 2015
July 1, 2015

CUSIP
(544644)
YLS
YM3
YNI
YP6
YQ4
YR2
YS0
YTS
YUS
YV3
YW1
YX9
YY7
YZ4
ZAS8

CUSIP
(544644)
L47
M38
M46
M61
M53
M79



Maturity Dates

July 1, 2017
July 1,2018
July 1, 2019
July 1, 2020
July 1, 2021
July 1, 2021
July 1, 2022
July 1,2023
July 1, 2024
July 1, 2025
July 1,2027"
July 1, 2030®

General Obligation Bonds, Election of 2004, Series F (2006)

Original

Principal

Amount
$ 16,175,000
17,170,000
19,750,000
19,785,000
8,500,000
13,575,000
23,200,000
24,390,000
25,640,000
26,955,000
30,000,000
126,620,000

Refunded
Principal Redemption
Amount Price
$12,115,000 100%
2,410,000 100
19,750,000 100
19,785,000 100
3,150,000 100
13,575,000 100
23,200,000 100
24,390,000 100
25,640,000 100
26,955,000 100
19,245,000 100
126,620,000 100

(1

Redemption
Date
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016

New New
CUSIP CUSIP
Unrefunded Refunded
CUSIP Portion Portion
(544644) (544646) (544646)
T49 V82 V41
T64 Vo0 V58
T80 -- -
U21 -- -
U39 W24 V66
u47 - -
U54 - -
u62 -- -
u70 -- -
Us88 - -
U96 W32 V74
V20 -- -

The General Obligation Bonds, Election of 2004, Series F (2006) maturing on July 1, 2027 are subject to redemption prior to

maturity in part from mandatory sinking fund payments due on July 1, 2026 in the amount of $28,315,000 and July 1, 2027 in
the amount of $1,685,000. A portion of the proceeds of the Series C Bonds will be used to redeem a portion of such sinking fund
payments in the amount of $19,245,000.

(2

The General Obligation Bonds, Election of 2004, Series F (2006) maturing on July 1, 2030 are subject to redemption prior to

maturity in part from mandatory sinking fund payments due on July 1, 2027 in the amount of $28,030,000, July 1, 2028 in the
amount of $31,235,000, July 1, 2029 in the amount of $32,835,000, July 1, 2030 in the amount of $34,520,000. A portion of the
proceeds of the Series C Bonds will be used to redeem such sinking fund payments in their entirety.

Maturity Dates

July 1, 2017
July 1, 2018
July 1, 2018
July 1, 2019
July 1, 2019
July 1, 2020
July 1, 2020
July 1, 2021
July 1, 2022
July 1, 2023
July 1, 2024
July 1, 2025
July 1, 2026
July 1, 2027
July 1, 2028
July 1, 2030
July 1, 2031

General Obligation Bonds, Election of 2004, Series G (2006)

Original
Principal
Amount

$ 12,510,000
13,130,000
595,000
14,225,000
200,000
30,000
15,135,000
15,940,000
16,760,000
17,620,000
18,520,000
19,470,000
20,470,000
21,495,000
22,540,000
24,815,000
25,965,000

Refunded
Principal
Amount
$12,510,000
13,130,000
595,000
14,225,000
200,000
30,000
15,135,000
15,940,000
16,760,000
17,620,000
18,520,000
19,470,000
20,470,000
21,495,000
22,540,000
24,815,000
25,965,000

Redemption

Price
100%
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100

Redemption
Date
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016
July 1, 2016

CuUSIP

(544644)

6T9
6V4
6W2
6X0
6Y8
675
7TA9
1B7
7C5
7D3
TE1
TF8
7G6
TH4
7J0
7L5
N1



General Obligation Bonds, Election of 2004, Series H (2007)

Original Refunded
Principal Principal Redemption Redemption CusIP
Maturity Dates Amount Amount Price Date (544646)
July 1, 2018 $18,440,000 $18,440,000 100% July 1, 2017 KY7
July 1, 2019 19,360,000 19,360,000 100 July 1, 2017 K74
July 1, 2020 20,330,000 20,330,000 100 July 1, 2017 LAS8
July 1, 2021 21,345,000 21,345,000 100 July 1, 2017 LB6
July 1, 2022 22,410,000 22,410,000 100 July 1, 2017 LC4
July 1, 2023 23,535,000 23,535,000 100 July 1, 2017 LD2
July 1, 2024 24,710,000 24,710,000 100 July 1, 2017 LEO
July 1, 2025 25,945,000 25,945,000 100 July 1, 2017 LF7
July 1, 2026 27,240,000 27,240,000 100 July 1, 2017 LGS
General Obligation Bonds, Election of 2005, Series C (2006)
New
CUSIP
Original Refunded Unrefunded
Principal Principal Redemption Redemption CUSIP Portion
Maturity Dates ~ Amount Amount Price Date (544644) (544646)
July 1, 2019 $7,635,000 $3,355,000 100% July 1, 2016 2M8 X64
July 1, 2020 8,020,000 4,345,000 100 July 1, 2016 2N6 X72
July 1, 2021 8,420,000 8,420,000 100 July 1, 2016 2P1 --
July 1, 2022 8,840,000 3,260,000 100 July 1, 2016 2Q9 X80
July 1, 2023 9,280,000 2,595,000 100 July 1, 2016 2R7 X98
July 1, 2024 9,745,000 2,645,000 100 July 1, 2016 2S5 Y22
July 1, 2025 10,235,000 2,355,000 100 July 1, 2016 2T3 Y30
July 1, 2026 10,745,000 10,745,000 100 July 1, 2016 200 -
July 1, 2027 11,280,000 4,010,000 100 July 1, 2016 2V8 Y48
July 1, 2028 11,845,000 2,465,000 100 July 1, 2016 2W6 Y55
July 1, 2029 12,440,000 1,730,000 100 July 1, 2016 2X4 Y63
July 1, 2030 13,060,000 1,795,000 100 July 1, 2016 2Y2 Y71
General Obligation Bonds, Election of 2005, Series E (2007)
Original Refunded
Principal Principal Redemption Redemption CUSIP
Maturity Dates Amount Amount Price Date (544646)
July 1, 2018 $10,185,000 $10,185,000 100% July 1, 2017 KB7
July 1, 2019 10,695,000 10,695,000 100 July 1, 2017 KC5
July 1, 2020 11,230,000 11,230,000 100 July 1, 2017 KD3
July 1, 2021 11,790,000 11,790,000 100 July 1, 2017 KE1
July 1, 2022 12,380,000 12,380,000 100 July 1, 2017 KF8
July 1, 2023 13,000,000 13,000,000 100 July 1, 2017 KG6
July 1, 2024 13,650,000 13,650,000 100 July 1, 2017 KH4
July 1, 2025 14,330,000 14,330,000 100 July 1, 2017 KJO
July 1, 2026 15,050,000 15,050,000 100 July 1, 2017 KK7

New
CUSIP
Refunded
Portion

(544646)
W40
W57
W65
W73
W81
W99
X23
X31
X49
X56



TABLE 2
ESTIMATED SOURCES AND USES OF FUNDS

The estimated sources and uses of funds with respect to the Bonds are as follows:

Estimated

Sources of Funds

Principal Amount
Net Original Issue

Premium/Discount

Total Sources
Estimated

Uses of Funds
Escrow Funds

Underwriters’ Discount

Costs of Issuance"”

Total Uses

Series A Bonds

Series B Bonds

Series C Bonds

Series D Bonds

$ 196,850,000.00

25.732.894.75

$ 323,170,000.00

55.365.209.70

$ 948,795,000.00

158.161.,361.80

$ 153,385,000.00

28.616.527.55

Total

$1,622,200,000.00

267.875.993.80

$.222,582,894.75

$ 222,360,670.52
130,672.48
91,551.75

$_378.535,209.70

$.1.106,956.361.80

$_182,001,527.55

$.1.890,075.993.80

$ 378,129,205.41
266,106.16
139,898.13

$1,105,701,505.02
831,702.49
423.154.29

$ 181,797,282.99
136,265.42
67.979.14

$1,887,988,663.94
1,364,746.55
722.,583.31

$_222,582.,894.75

$_378.535.209.70

$.1.106.956.361.80

$_182,001.527.55

$.1.890.075.993.80

" TIncludes fees of Bond Counsel, Disclosure Counsel, Paying Agent, Financial Advisor, rating agencies, printer, verification agent and other

miscellaneous expenses.

THE BONDS
General Provisions

The Bonds will be dated their date of delivery, will be issued in book-entry form only, without
coupons, in denominations of $5,000 principal amount or any integral multiple thereof, and, when issued,
will be initially registered in the name of Cede & Co., as nominee of The Depository Trust Company
(“DTC”). DTC will act as securities depository for the Bonds. Owners will not receive physical certificates
representing their interest in the Bonds purchased, except in the event that use of the book-entry system for
the Bonds is discontinued. Payments of principal of, premium, if any, and interest on the Bonds will be made
by the Paying Agent to DTC, which is obligated in turn to remit such payments to its DTC Participants for
subsequent disbursement to the beneficial owners of the Bonds. For information about the securities
depository and DTC’s book-entry system, see Appendix C — “Book-Entry Only System” attached hereto.

The Bonds mature in the years and on the dates set forth on the inside front cover page hereof.
Interest with respect to the Bonds is payable on January 1 and July 1 of each commencing on January 1, 2015
year (each, an “Interest Payment Date”). Interest on the Bonds will be computed on the basis of a 360-day
year of twelve 30-day months. Each Bond will bear interest from the Interest Payment Date next preceding
the date of authentication thereof, unless it is authenticated as of a date during the period from the 15th day
of the calendar month immediately preceding such Interest Payment Date, inclusive, whether or not such day
is a business day (each, a “Record Date”) to such Interest Payment Date, in which event it shall bear interest
from such Interest Payment Date, or unless it is authenticated on or before the Record Date preceding the
first Interest Payment Date, in which event it shall bear interest from the date of delivery of the Bonds.

Redemption

Optional Redemption. The Bonds of each Series maturing on or before July 1, 2024 are not subject
to optional redemption. The Bonds of each Series maturing on or after July 1, 2025 are subject to optional
redemption on or after July 1, 2024 in whole or in part on any date, from any source of available funds, at a
redemption price equal to the principal amount of the Bonds of such Series to be redeemed, without
premium, plus accrued interest thereon to the date of redemption.
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Selection of Bonds for Redemption. Whenever provision is made for the optional redemption of less
than all of the Bonds of a Series, the Paying Agent will select the Bonds of such Series to be redeemed from
all Bonds of such Series not previously called for redemption among maturities of the Bonds of such Series
in inverse order of maturities or as otherwise directed by the District and, within a maturity of the Bonds of a
Series, by lot.

Notice of Redemption. Notice of any redemption of the Bonds will be mailed by the Paying Agent,
postage prepaid, not less than thirty (30) nor more than sixty (60) days prior to the redemption date (i) by
first class mail to the County and the respective Owners thereof at the addresses appearing on the
Registration Books, and (ii) as may be further required in accordance with the applicable Continuing
Disclosure Certificate.

Each notice of redemption will state (i) the date of such notice; (ii) the name of the Series of Bonds
and the date of issue of such Bonds; (iii) the redemption date; (iv) the redemption price; (v) the dates of
maturity or maturities of the Bonds to be redeemed; (vi) if less than all of the Bonds of any maturity of a
Series are to be redeemed, the distinctive numbers of the Bonds of each maturity of such Series to be
redeemed; (vii) in the case of Bonds redeemed in part only, the respective portions of the principal amount of
the Bonds of each maturity of such Series to be redeemed; (viii) the CUSIP number, if any, of each maturity
of Bonds to be redeemed; (ix) a statement that such Bonds must be surrendered by the Owners at the
principal corporate trust office of the Paying Agent, or at such other place or places designated by the Paying
Agent; (x) notice that further interest on such Bonds will not accrue after the designated redemption date; and
(xi) in the case of a conditional notice, that such notice is conditioned upon certain circumstances and the
manner of rescinding such conditional notice.

Effect of Notice of Redemption. A certificate of the Paying Agent that notice of redemption has been
given to Owners as provided in the Resolution will be conclusive as against all parties. Neither the failure to
receive the notice of redemption as provided in the Resolution, nor any defect in such notice will affect the
sufficiency of the proceedings for the redemption of the Bonds called for redemption or the cessation of
interest on the date fixed for redemption.

When notice of redemption has been given substantially as provided for in the Resolution, and when
the redemption price of the Bonds called for redemption is set aside for the purpose as described in the
Resolution, the Bonds designated for redemption will become due and payable on the specified redemption
date and interest will cease to accrue thereon as of the redemption date, and upon presentation and surrender
of such Bonds at the place specified in the notice of redemption, such Bonds will be redeemed and paid at the
redemption price thereof out of the money provided therefor. The Owners of such Bonds so called for
redemption after such redemption date will be entitled to payment thereof only from the interest and sinking
fund or the trust fund established for such purpose. All Bonds redeemed will be cancelled forthwith by the
Paying Agent and will not be reissued.

Right to Rescind Notice. The District may rescind any optional redemption and notice thereof for
any reason on any date prior to the date fixed for redemption by causing written notice of the rescission to be
given to the owners of the Bonds so called for redemption. Any optional redemption and notice thereof will
be rescinded if for any reason on the date fixed for redemption moneys are not available in the interest and
sinking fund or otherwise held in trust for such purpose in an amount sufficient to pay in full on said date the
principal of, interest, and any premium due on the Bonds called for redemption. Notice of rescission of
redemption will be given in the same manner in which notice of redemption was originally given. The actual
receipt by the owner of any Refunding Bond of notice of such rescission will not be a condition precedent to
rescission, and failure to receive such notice or any defect in such notice will not affect the validity of the
rescission.
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Defeasance

Defeasance of Bonds. If at any time the District will pay or cause to be paid or there will otherwise
be paid to the Owners of any or all of the outstanding Bonds of such Series all or any part of the principal,
interest and premium, if any, on such Bonds at the times and in the manner provided in the Resolution and in
such Bonds, or as provided in the following paragraph, or as otherwise provided by law, then such Owners of
such Bonds will cease to be entitled to the obligation of the District regarding the payment of Bonds of a
Series as provided in the Resolution, and such obligation and all agreements and covenants of the District
and of the County to such Owners under the Resolution and under such Bonds will thereupon be satisfied
and discharged and will terminate, except only that the District will remain liable for payment of all
principal, interest and premium, if any, represented by such Bonds, but only out of monies on deposit in the
interest and sinking fund or otherwise held in trust for such payment.

The District may pay and discharge any or all of the Bonds of a Series by depositing in trust with the
Paying Agent or an escrow agent, selected by the District, at or before maturity, money and/or Defeasance
Securities (hereinafter defined), in an amount which will, together with the interest to accrue thereon and
available monies then on deposit in the interest and sinking fund of the District, be fully sufficient to pay and
discharge the indebtedness on such Bonds (including all principal, interest and redemption premiums, if any)
at or before their respective maturity dates.

The term “Defeasance Securities” is defined in the Resolution to mean (a) non-callable direct and
general obligations of the United States of America (including state and local government series), or
obligations that are unconditionally guaranteed as to principal and interest by the United States of America,
including (in the case of direct and general obligations of the United States of America) evidences of direct
ownership of proportionate interests in future interest or principal payments of such obligations; provided
that investments in such proportionate interests must be limited to circumstances wherein (i) a bank or trust
company acts as custodian and holds the underlying United States obligations; (ii) the owner of the
investment is the real party in interest and has the right to proceed directly and individually against the
obligor of the underlying United States obligations; and (iii) the underlying United States obligations are held
in a special account, segregated from the custodian’s general assets, and are not available to satisfy any claim
of the custodian, any person claiming through the custodian, or any person to whom the custodian may be
obligated; (b) non-callable obligations of government sponsored agencies that are rated in one of the two
highest rating categories assigned by S&P or Moody’s but are not guaranteed by a pledge of the full faith and
credit of the United States of America; and (c) Advance Refunded Municipal Securities (defined herein).

The term “Advance Refunded Municipal Securities” is defined in the Resolution to mean any bonds
or other obligations of any state of the United States of America or of any agency, instrumentality or local
government unit of any such state (a) which are not callable prior to maturity or as to which irrevocable
instructions have been given to the trustee, fiscal agent or other fiduciary for such bonds or other obligations
by the obligor to give due notice of redemption and to call such bonds or other obligations for redemption on
the date or dates specified in such instructions, (b) which are secured as to principal and interest and
redemption premium, if any, by a fund consisting only of cash, direct U.S. or U.S. guaranteed obligations, or
any combination thereof, which fund may be applied only to the payment of such principal of and interest
and redemption premium, if any, on such bonds or other obligations on the maturity date or dates thereof or
the redemption date or dates specified in the irrevocable instructions referred to in clause (a) above, as
appropriate, and (c) as to which the principal of and interest on the bonds and obligations of the character
described in clause (a) above which have been deposited in such fund, along with any cash on deposit in such
fund, have been verified by an independent certified public accountant as being sufficient to pay principal of
and interest and redemption premium, if any, on such bonds or other obligations on the maturity date or dates
thereof or on the redemption date or dates specified in the irrevocable instructions referred to in clause (a)
above, as applicable.
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Unclaimed Moneys. The Resolution provides that any moneys held in any fund created pursuant to
the Resolution, or by the Paying Agent or an escrow agent in trust, for the payment and discharge of the
principal of, redemption premium, if any, or interest on a Series of Bonds and remaining unclaimed for two
years after the principal of all of such Series of Bonds has become due and payable (whether by maturity or
upon prior redemption) will be transferred to the interest and sinking fund of the District for payment of any
outstanding bonds of the District payable from such fund or, if no such bonds of the District are at such time
outstanding, such moneys will be transferred to the general fund of the District as provided and permitted by
law.

SECURITY AND SOURCES OF PAYMENT FOR THE BONDS
General Description

The Bonds are general obligation bonds of the District approved by voters within the District and are
payable from ad valorem property taxes levied by the County on property within the District which the
County Board is empowered and obligated to levy upon all property within the District subject to taxation by
the District without limitation of rate or amount (except as to certain personal property which is taxable at
limited rates) for the payment of the Bonds. Such ad valorem property taxes are deposited in the Interest and
Sinking Fund for the Bonds which is held by the County and applied only to pay the Bonds. Such taxes are in
addition to but separate from other taxes levied upon property within the District that are deposited by the
County in the General Fund of the District.

California Constitutional and Statutory Provisions Relating to Ad Valorem Property Taxes

Article XIII A of the California Constitution. On June 6, 1978, California voters approved
Proposition 13, adding Article XIII A to the California Constitution. Article XIII A, among other things,
affects the valuation of real property for the purpose of taxation in that it defines the full cash property value
to mean “the county assessor’s valuation of real property as shown on the 1975/76 tax bill under ‘full cash
value,” or thereafter, the appraised value of real property newly constructed, or when a change in ownership
has occurred after the 1975 assessment.” The full cash value may be adjusted annually to reflect inflation at
a rate not to exceed 2% per year, or a reduction in the consumer price index or comparable local data for the
area under taxing jurisdiction, or reduced in the event of declining property value caused by substantial
damage, destruction or other factors including a general economic downturn. Any reduction in assessed
value is temporary and may be adjusted for any given year by the Assessor. The assessed value increases to
its pre-reduction level (escalated to the annual inflation rate of no more than two percent) following the
year(s) for which the reduction is applied. On June 3, 1986, California voters approved Proposition 46, which
added an additional exemption to the 1% tax limitation imposed by Article XIII A. Under this amendment to
Article XIII A, local governments and school districts may increase the ad valorem property tax rate above
1% for the period necessary to retire new general obligation bonds, if two-thirds of those voting in a local
election approve the issuance of such bonds and the money raised through the sale of the bonds is used
exclusively to purchase or improve real property.

On November 6, 2000, California voters approved Proposition 39, which added an additional
exemption to the 1% tax limitation imposed by Article XIII A. As amended, Article XIII A limits the amount
of any ad valorem tax on real property to 1% of the full cash value except that additional taxes may be levied
to pay (i) debt service on indebtedness approved by the voters prior to July 1, 1978, (ii) bonded indebtedness
for the acquisition or improvement of real property approved on or after July 1, 1978 by two thirds of the
votes cast by the voters voting on the proposition; and (iii) bonded indebtedness incurred by a school district,
community college district or county office of education (which is separate from a county) for the
construction, reconstruction, rehabilitation or replacement of school facilities or the acquisition or lease of
real property for school facilities, approved by 55% of the voters of the school district, community college
district or the county in which a county office of education is located, as appropriate, but only if certain
accountability measures are included in the proposition.
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Future assessed valuation growth allowed under Article XIII A due to new construction, change of
ownership, or growth up to the permitted 2% inflation factor will be allocated on the basis of “situs” among
the jurisdictions that serve the tax rate area within which the growth occurs. Local agencies and school
districts will share the growth of “base” revenue from the tax rate area. Each year’s growth allocation
becomes part of each agency’s allocation the following year. The District is unable to predict the nature or
magnitude of future revenue sources which may be provided by the State to replace lost property tax
revenues. Article XIII A effectively prohibits the levying of any other ad valorem property tax above the 1%
limit except for taxes to support indebtedness approved by the voters as described above.

Legislation Implementing Article XIII A. Legislation has been enacted and amended a number of
times since 1978 to implement Article XIII A. Under current law, local agencies are no longer permitted to
levy directly any property tax. The 1% ad valorem property tax is automatically levied by the County and
distributed according to a formula among taxing agencies. Any such allocation made to a local agency
continues as part of its allocation in future years. Separate ad valorem property taxes to pay voter approved
indebtedness such as the Bonds are levied by the County on behalf of the local agencies. Article XIII A
effectively prohibits the levying of any other ad valorem property tax above the Proposition 13 limit except
for taxes to support such indebtedness.

The full cash value of taxable property under Article XIII A represents the maximum taxable value
for such property. Accordingly, the fair market value for a given property may not be the equivalent of the
full cash value under Article XIII A. During periods in which the real estate market within the District
evidences an upward trend, the fair market value for a given property, which has not been reappraised due to
a change in ownership, may exceed the full cash value of such property. During periods in which the real
estate market demonstrates a downward trend, the fair market value of a given property may be less than the
full cash value of such property and the property owner may apply for a “decline in value” reassessment
pursuant to Proposition 8 (“Proposition 8 Reassessments”). Proposition 8 Reassessments, if approved by the
Office of the County Assessor, lower valuations of properties (where no change in ownership has occurred)
if the current value of such property is lower than the full cash value of record of the property. The value of a
property reassessed as a result of a decline in value may change, but in no case may its full cash value exceed
its fair market value. When and if the fair market value of a property which has received a Proposition 8
Reassessment increases above its Proposition 13 factored base year value, the Office of the County Assessor
will enroll such property at its Proposition 13 factored base year value.

Legislation enacted by the California Legislature to implement Article XIII A provides that all
taxable property is shown at full cash value as described above. In conformity with this procedure, all taxable
property included in this Official Statement (except as noted) is shown at 100% of assessed value and all
general tax rates reflect $1 per $100 of taxable value. Tax rates for voter approved bonded indebtedness are
also applied to 100% of assessed value.

Assessed Valuation of Property within the District

General. As required by State law, the District uses the services of the County for the assessment
and collection of taxes for District purposes. District taxes are collected at the same time and on the same tax
rolls as are the County, the City of Los Angeles and other local agency and special district taxes.

State law exempts $7,000 of the full cash value of an owner-occupied dwelling from property tax,
but this exemption does not result in any loss of revenue to local entities, including the District, because an
amount equivalent to the taxes which would have been payable on such exempt values is paid by the State to
the County for distribution to local agencies.

The County levies property taxes on behalf of taxing agencies in the County for each fiscal year on
taxable real and personal property which is situated in the County as of the preceding January 1. However,
upon a change in ownership of property or completion of new construction, State law permits an accelerated
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recognition and taxation of increases or decreases in real property assessed valuation (the “Supplemental
Assessment”). In such instances, the property is reassessed and a supplemental tax bill is sent to the new
owner based on the new value prorated for the balance of the tax year. Accordingly, each school district is to
receive allocations of revenue from such Supplemental Assessments and, in accordance with various
apportionment factors, to the County, the County superintendent of schools, each community college district,
each city and each special district within the County. Such allocations are to be from amounts remaining
after allocations to each redevelopment agency in the County in connection with the 1% ad valorem property
tax levy.

The 2013-14 Assessment Roll for property within the District’s boundaries reflects a 4.92% increase
in assessed value from the prior year. Under State law, in addition to reassessments requested by property
owners pursuant to Proposition 8 (1978) when the current market value of property is less than assessed
value as of January 1, the county assessor annually initiates reviews of property for reassessments due to
decline-in-value. See - Legislation Implementing Article XIII A” herein. In addition, the 2013-14
Assessment Roll for property within the County increased by 4.66% compared to the prior year. Such
increase was due to, among other things, increases of $20.28 billion attributable to properties sold and
transferred, $17.23 billion attributable to Proposition 13 inflation adjustments, $2.95 billion attributable to
new construction and $1.60 billion attributable to special property use types. Foreclosures in the County
declined by approximately 40% in 2012 relative to 2011, from 30,000 to 18,000.

TABLE 3
LOS ANGELES UNIFIED SCHOOL DISTRICT
Historical Gross Assessed Valuation of Taxable Property
Fiscal Years 2004-05 through 2013-14

1)

($ in thousands)
Change From Percent
Fiscal Year Secured? Unsecured Total® Prior Year Change
2004-05 $311,419,822 $20,505,315 $331,925,137 $23,396,357 7.58%
2005-06 343,302,944 20,566,535 363,869,479 31,944,342 9.62
2006-07 382,212,502 20,396,335 402,608,837 38,739,358 10.65
2007-08 419,052,509 21,861,881 440,914,390 38,305,553 9.51
2008-09 451,191,875 23,597,923 474,789,798 33,875,408 7.68
2009-10 451,127,882 23,849,408 474,977,290 187,493 0.04
2010-11 442,092,473 21,753,078 463,845,551 (11,131,739) (2.34)
2011-12 447,830,204 21,265,021 469,095,225 5,249,674 1.13
2012-13 458,767,052 21,308,438 480,075,491 10,980,266 2.34
2013-14 482,043,584 21,634,336 503,677,919 23,602,428 4.92

@)
2)

Full cash value.
Includes utility valuations.

Sources: Los Angeles Unified School District Comprehensive Annual Financial Report for Fiscal Year 2012-13; Los Angeles
County Auditor-Controller for Fiscal Years 2013-14.
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The following Table 4 sets forth the assessed valuation by land use of property within the District in
Fiscal Year 2013-14.

TABLE 4
LOS ANGELES UNIFIED SCHOOL DISTRICT
Assessed Valuation and Parcels by Land Use
Fiscal Year 2013-14

2013-14 % of No. of % of

Assessed Valuation" Total Parcels Total
Non-Residential:
Commercial/Office Building $ 83,721,232,948 17.37% 49,812 5.34%
Industrial 51,902,091,537 10.77 24,441 2.62
Recreational 2,045,778,749 0.42 923 0.10
Government/Social/Institutional 3,509,481,242 0.73 5,369 0.58
Miscellaneous 369,701,926 ~0.08 881 0.09
Subtotal Non-Residential $141,548.,286,402 29.37% 81,426 8.72%
Residential:
Single Family Residence $200,938,014,292 41.70% 557,697 59.75%
Condominium/Townhouse 45,549,568,537 9.45 130,214 13.95
Mobile Home Related 384,807,372 0.08 312 0.03
2-4 Residential Units 32,839,610,866 6.81 96,294 10.32
5+ Residential Units/Apartments 53,319,812,813 11.06 40,176 4.30
Miscellaneous Residential 39,286,281 _0.01 189 _0.02
Subtotal Residential $333,071.100,161 69.11% 824,882 88.38%
Vacant Parcels $7.291,949.891 1.51% 27,001 2.89%
Total $481,911,336.454 100.00% 933,309 100.00%

" Local Secured Assessed Valuation for Fiscal Year 2013-14, excluding tax-exempt property, local utility and non-unitary

valuations.

Source: California Municipal Statistics, Inc.
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The following Table 5 sets forth the distribution of single-family homes within the District within
various assessed valuation ranges in Fiscal Year 2013-14.

TABLE 5
LOS ANGELES UNIFIED SCHOOL DISTRICT

Assessed Valuations of Single Family Homes Per Parcel
Fiscal Year 2013-14

2013-14 Average Median
No. of Assessed Assessed Assessed
Parcels Valuation Valuation Valuation
Single-Family Residential 557,697 $200,938,014,292 $360,300 $263,253
2013-14 No. of Cumulative Cumulative
Assessed Valuation Parcels"” % of Total % of Total Total Valuation % of Total % of Total
$0 - $49,999 4,999 0.896% 0.896% 78,379,568 0.039% 0.039%
$50,000 - $99,999 59,085 10.594 11.491 4,325,364,911 2.153 2.192
$100,000 - $149,999 57,452 10.302 21.792 7,233,034,444 3.600 5.791
$150,000 - $199,999 68,952 12.364 34.156 12,059,635,848 6.002 11.793
$200,000 - $249,999 78,126 14.009 48.165 21,423,867,972 10.662 22.455
$250,000 - $299,999 62,888 11.276 59.441 16,029,962,536 7.978 30.432
$300,000 - $349,999 45,866 8.224 67.665 14,848,001,257 7.389 37.822
$350,000 - $399,999 34,215 6.135 73.800 12,763,940,823 6.352 44.174
$400,000 - $449,999 24,223 4.343 78.144 10,263,064,610 5.108 49.281
$450,000 - $499,999 18,533 3.323 81.467 8,781,167,049 4.370 53.652
$500,000 - $549,999 16,589 2.975 84.442 8,742,038,042 4.351 58.002
$550,000 - $599,999 14,298 2.564 87.005 8,219,791,518 4.091 62.093
$600,000 - $649,999 10,343 1.855 88.860 6,454,399,625 3.212 65.305
$650,000 - $699,999 8,582 1.539 90.399 5,781,677,479 2.877 68.182
$700,000 - $749,999 7,040 1.262 91.661 5,095,788,263 2.536 70.718
$750,000 - $799,999 6,100 1.094 92.755 4,719,685,716 2.349 73.067
$800,000 - $849,999 5,081 0911 93.666 4,185,779,980 2.083 75.150
$850,000 - $899,999 4,442 0.796 94.462 3,883,417,667 1.933 77.083
$900,000 - $949,999 3,749 0.672 95.135 3,463,197,151 1.724 78.806
$950,000 - $999,999 3,238 0.581 95.715 3,154,695,689 1.570 80.376
$1,000,000 and greater 23.896 4.285 100.000 39,431,124.,144 19.624 100.000
Total 557,697 100.000% $200,938,014,292 100.000%
" Improved single-family residential parcels. Excludes condominiums and parcels with multiple family units such as apartment
buildings.
Source: California Municipal Statistics, Inc.

Tax Rates, Levies and Collections. Taxes are levied for each Fiscal Year on taxable real and

personal property as of the preceding January 1. Real property that changes ownership or is newly
constructed is revalued at the time the change occurs or the construction is completed. The current year
property tax rate is applied to the reassessed value, and the taxes are then adjusted by a proration factor that
reflects the portion of the remaining tax year for which taxes are due. The annual tax rate is based on the
amount necessary to pay all obligations payable from ad valorem property taxes and the assessed value of
taxable property in a given year. Economic and other factors beyond the District’s control, such as a general
market decline in land values, reclassification of property to a class exempt from taxation, whether by
ownership or use (such as exemptions for property owned by State and local agencies and property used for
qualified educational, hospital, charitable or religious purposes), or the complete or partial destruction of
taxable property caused by natural or manmade disaster such as earthquake, flood, toxic dumping, etc., could
cause a reduction in the assessed value of taxable property within the District and necessitate a corresponding
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increase in the annual tax rate to be levied to pay the principal of and interest on the District’s outstanding
general obligation bonds.

For assessment and collection purposes, property is classified as either “secured” or “unsecured” and
is listed accordingly on separate parts of the assessment roll. The “secured roll” is that part of the assessment
roll containing property (real or personal) the taxes on which are a lien sufficient, in the opinion of the
County Assessor, to secure payment of the taxes. Other property is listed on the “unsecured roll.”

Property taxes on the secured roll are due in two installments, on November 1 and February 1 of
each fiscal year, and become delinquent on December 10 and April 10, respectively. A penalty of 10%
attaches immediately to all delinquent payments. Properties on the secured roll with respect to which taxes
are delinquent become tax defaulted on or about June 30 of the fiscal year. Such property may thereafter be
redeemed by payment of a penalty of 1.5% per month to the time of redemption, plus costs and a redemption
fee. If taxes are unpaid for a period of five years or more, the property is deeded to the State and then may be
sold at public auction by the County Treasurer and Tax Collector.

Property taxes on the unsecured roll are due in one payment on the January 1 lien date and become
delinquent after August 31. A 10% penalty attaches to delinquent unsecured taxes. If unsecured taxes are
unpaid at 5 p.m. on October 31, an additional penalty of 1.5% attaches to them on the first day of each month
until paid. The County has four ways of collecting delinquent unsecured personal property taxes: (i) a civil
action against the taxpayer; (ii) filing a judgment in the office of the County Clerk specifying certain facts in
order to obtain a lien on certain property of the taxpayer; (iii) filing a certificate of delinquency for record in
the County Recorder’s office in order to obtain a lien on certain property of the taxpayer; and (iv) seizure and
sale of personal property, improvements or possessory interests belonging or assessed to the assessee.

Proposition 13 and its implementing legislation impose the function of property tax allocation on
counties in the State and prescribe how levies on countywide property values are to be shared with local
taxing entities within each county. The limitations in Proposition 13, however, do not apply to ad valorem
property taxes or special assessments to pay the interest and redemption charges on indebtedness, like the
District’s general obligation bonds, approved by the voters.

The County levies a 1% ad valorem property tax on behalf of all taxing agencies in the County. The
taxes collected are allocated on the basis of a formula established by State law enacted in 1979. Under this
formula, the County and all other taxing entities receive a base year allocation plus an allocation on the basis
of “situs” growth in assessed value (new construction, change of ownership, inflation) prorated among the
jurisdictions that serve the tax rate areas within which the growth occurs. Tax rate areas are specifically
defined geographic areas, which were developed to permit the levying of taxes for less than county-wide or
less than city-wide special and school districts. In addition, the County levies and collects additional
approved property taxes and assessments on behalf of any taxing agency within the County.

State Government Code Sections 29100 through 29107 provide the procedures that all counties must
follow for calculating tax rates. The secured tax levy within the District consists of the District’s share of the
1% general ad valorem property and unitary taxes assessed on a County-wide basis and amounts levied that
are in excess of the 1% general ad valorem property taxes. These tax receipts are part of the District’s
operations. In addition, the secured tax levy also includes the amount for the District’s share of special voter-
approved ad valorem property taxes assessed on a District-wide basis, such as the ad valorem property taxes
assessed for the District’s general obligation bonds issued pursuant to the Authorizations and any related
general obligation refunding bonds. Ad valorem property taxes levied for general obligation bonds are
deposited with the County and may only be applied to pay the principal of, redemption premium, if any, and
interest on the District’s general obligation bonds and general obligation refunding bonds. The District does
not receive such funds nor are they available to pay any of the District’s operating expenses. In addition, the
total secured tax levy includes special assessments, improvement bonds, supplemental taxes or other charges
which have been assessed on property within the District. Since State law allows homeowners’ exemptions
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(described above) and certain business exemptions from ad valorem property taxation, such exemptions are
not included in the total secured tax levy. See “California Constitutional and Statutory Provisions Relating to
Ad Valorem Property Taxes, District Revenues and Appropriations” herein.

Further, State Education Code Section 15251 provides that all taxes levied with respect to general
obligation bonds when collected will be paid into the county treasury of the county whose superintendent of
schools has jurisdiction over the school district on behalf of which the tax was levied, to the credit of the debt
service fund (or interest and sinking fund) of the school district, and will be used for the payment of the
principal of and interest on the general obligation bonds and general obligation refunding bonds of the school
district and for no other purpose. Accordingly, the County may not borrow or spend such amounts nor can
the District receive such funds and use them for operating purposes.

The following Table 6 sets forth the tax rates for the general percentage of the levy applied to all
property owners for all of the District’s outstanding general obligation bonds and general obligation
refunding bonds and State school loan repayment and the total overlapping tax rate levied on real property
owners within the District from the Fiscal Years 2003-04 through 2013-14.

TABLE 6
LOS ANGELES UNIFIED SCHOOL DISTRICT
Property Tax Rates”
Fiscal Years 2003-04 through 2013-14
General Total
Ad Valorem Overlapping
District Tax Rate for Tax Rate Tax Rate Total Tax Rate
Tax Rate for District’s Levied on Levied on Levied on
District’s State General District District District
School Loan Obligation Property Property Property
Fiscal Year Repayment Bonds” Owners" Owners Owners

2003-04 0.000160% 0.076985% 1.000000% 0.058128% 1.135273%
2004-05 0.000143 0.088696 1.000000 0.062701 1.151540
2005-06 0.000107 0.084239 1.000000 0.057333 1.141679
2006-07 0.000079 0.106735 1.000000 0.050769 1.157583
2007-08 0.000040 0.123302 1.000000 0.042551 1.165893
2008-09 0.000058 0.124724 1.000000 0.042841 1.167623
2009-10 - 0.151809 1.000000 0.045520 1.197329
2010-11 - 0.186954 1.000000 0.042595 1.229549
2011-12 - 0.168187 1.000000 0.042366 1.210553
2012-13 - 0.175606 1.000000 0.041194 1.216800
2013-14 - 0.146440 1.000000 N/A N/A

" Per $100 of Assessed Valuation.
@ Reflects the aggregate tax rate for voter-approved general obligation bonds issued by the District.
©®  The District receives a portion of this District-wide tax with other overlapping agencies receiving their respective portions.

Sources: Los Angeles Unified School District Comprehensive Annual Financial Report for Fiscal Year ended June 30, 2013; Los
Angeles County Auditor-Controller for the Fiscal Year ending June 30, 2014.
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The following Table 7 sets forth real property taxes in the District from Fiscal Years 2003-04
through 2012-13.

TABLE 7
LOS ANGELES UNIFIED SCHOOL DISTRICT
Property Tax Levies and Collections
Fiscal Years 2003-04 through 2012-13

($ in thousands)
Current Tax
Fiscal Year Total Tax Levy ERAF Funds" Collections
2003-04 $ 821,820 $576,038 $1,386,560
2004-05 929,248 171,052 1,091,325
2005-06 991,275 76,068 1,026,351
2006-07 1,173,752 -- 1,134,757
2007-08 1,345,503 (42,753) 1,241,733
2008-09 1,481,739 (2,660) 1,372,078
2009-10 1,597,579 41,685 1,505,933
2010-11 1,711,575 29,419 1,602,345
2011-12 1,663,061 (3,533) 1,520,001
2012-13 1,731,129 114,465 1,798,032

" Educational Revenue Augmentation Funds (“ERAF”) have been added or deducted, as applicable as provided under then
applicable State law, to tax levies received by the District. See “California Constitutional and Statutory Provisions relating to Ad
Valorem Property Taxes, District Revenues and Appropriations—Proposition 22" herein.

Source: Los Angeles Unified School District Comprehensive Annual Financial Report for the Fiscal Year ended June 30, 2013.
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in the District for Fiscal Year 2013-14.
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Largest Taxpayers in the District. The following Table 8 sets forth the 20 largest secured taxpayers

TABLE 8

LOS ANGELES UNIFIED SCHOOL DISTRICT

Largest Local Secured Taxpayers

Property Owner
Douglas Emmett LLC
Universal Studios LLC
Anheuser Busch Inc.
Donald T. Sterling
BRE Properties Inc.
One Hundred Towers LLC
Olympic and Georgia Partners LLC
Tishman Speyer Archstone Smith
Paramount Pictures Corp.
Duesenberg Investment Company
LA Live Properties LLC
Century City Mall LLC
Taubman Beverly Center
Casden Park La Brea LLC
Trizec 333 LALLC
Westfield Topanga Owner LP
Wilshire Courtyard LP
Twentieth Century Fox Film Corp.
2121 Ave. of the Stars LLC
1999 Stars LLC

@)

2)

Fiscal Year 2013-14

Primary Land Use

Office Building
Motion Picture Studio
Industrial

Apartments
Apartments

Office Building
Hotel/Residences
Apartments

Motion Picture Studio
Office Building
Commercial
Shopping Center/Mall
Shopping Center/Mall
Apartments

Office Building
Shopping Center/Mall
Office Building
Motion Picture Studio
Office Building
Office Building

2013-14
Assessed
Yaluation

$ 2,393,458,404

1,404,214,283
836,512,733
677,457,035
647,721,827
605,746,600
574,137,599
544,789,195
539,276,992
506,553,210
488,095,440
478,152,504
471,297,278
467,448,220
466,751,222
461,202,984
420,500,000
394,172,461
376,000,000

364.457.522
$13,123,945,509

% of
Total®

0.50%
0.29
0.17
0.14
0.13
0.13
0.12
0.11
0.11
0.11
0.10
0.10
0.10
0.10
0.10
0.10
0.09
0.08
0.08
0.08
2.72%

Excludes taxpayers with values derived from mineral rights or a possessory interest. Historically, among the top 10 taxpayers
within the District are landowners with primary land use of oil and gas production, including Atlantic Richfield Company,
Tosco Corporation and Ultramar Inc., which are not reflected in the table above.
Percentages are based upon total Fiscal Year 2013-14 Local Secured Assessed Valuation of $481,911,336,454, based upon a
calculation of the total secured assessed valuation less local utility and non-unitary valuations, as reported by California

Municipal Statistics, Inc.

Source: California Municipal Statistics, Inc.

Fiscal Year Debt Service

The following table sets forth the semi-annual debt service obligations in each Fiscal Year for all of
the District’s outstanding general obligation bonds. See Appendix A — “District Financial Information and
Regional Economic and Demographic Information — District Financial Information — District Debt” attached
hereto.
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TABLE 9
General Obligation Bonds, Semi-Annual Debt Service Schedule

($ in Millions)
The Bonds Aggregate
Outstanding General Semi-Annual Semi-Annual Fiscal Year
Payment Date Obligation Bonds"-? Principal Interest Debt Service Debt Service Total

July 1, 2014 $ 561.78 -- -- -- $561.78 --
January 1, 2015 221.66 - $40.12 $60.19 281.85 $843.64
July 1, 2015 538.28 $20.08 39.03 39.03 577.31 -
January 1, 2016 214.00 -- 38.93 87.81 301.82 879.13
July 1, 2016 502.06 48.88 38.93 38.93 541.00 -
January 1, 2017 206.97 -- 38.20 135.62 342.59 883.59
July 1, 2017 474.44 97.43 38.20 38.20 512.64 -
January 1, 2018 200.57 - 35.86 222.23 422.80 935.44
July 1, 2018 434.27 186.37 35.86 35.86 470.13 -
January 1, 2019 195.41 - 31.30 139.20 334.61 804.74
July 1, 2019 537.80 107.90 31.30 31.30 569.10 -
January 1, 2020 188.63 - 28.64 141.75 330.38 899.47
July 1, 2020 556.89 113.11 28.64 28.64 585.53 -
January 1, 2021 181.28 - 25.85 144.38 325.65 911.18
July 1, 2021 560.08 118.53 25.85 25.85 585.93 -
January 1, 2022 173.78 - 22.39 147.39 321.17 907.10
July 1, 2022 595.26 124.50 22.89 22.89 618.15 --
January 1, 2023 165.77 - 19.79 145.37 311.14 929.29
July 1, 2023 603.71 125.58 19.79 19.79 623.50 -
January 1, 2024 157.20 -- 16.67 148.54 305.74 929.25
July 1, 2024 614.37 131.87 16.67 16.67 631.04 --
January 1, 2025 148.40 -- 13.39 126.64 275.04 906.08
July 1, 2025 608.44 113.25 13.39 13.39 621.83 --
January 1, 2026 138.47 -- 10.57 128.73 267.20 889.03
July 1, 2026 584.18 118.16 10.57 10.57 594.75 --
January 1, 2027 147.37 - 7.63 81.68 229.05 823.80
July 1, 2027 576.00 74.05 7.63 7.63 583.63 --
January 1, 2028 234.36 -- 5.94 83.64 318.00 901.63
July 1, 2028 448.43 77.70 5.94 5.94 454.37 --
January 1, 2029 95.84 - 4.00 62.03 157.87 612.24
July 1, 2029 49991 58.04 4.00 4.00 503.90 --
January 1, 2030 84.43 - 2.55 84.43 168.86 672.76
July 1, 2030 502.64 81.89 2.55 2.55 505.18 --
January 1, 2031 72.45 - 0.50 25.40 97.85 603.03
July 1, 2031 591.05 24.90 0.50 0.50 591.55 --
January 1, 2032 57.27 -- -- -- 57.27 648.82
July 1, 2032 643.58 -- -- -- 643.58 --
January 1, 2033 39.84 - -- -- 39.84 683.42
July 1, 2033 635.43 -- -- -- 635.43 --
January 1, 2034 54.40 - -- -- 54.40 689.83
July 1, 2034 694.76 - - -- 694.76 --
January 1, 2035 - - - -- - 694.76
Total $14.741.45 $1.622.20 $684.59 $2.306.79 $17.048.24 $17.048.24

m Excludes the Prior Bonds and the Bonds.

@ Includes set-aside payments for Qualified School Construction Bonds. Excludes federal subsides related to Build America Bonds and Qualified School Construction Bonds. See Appendix A — “District Financial Information and
Regional Economic and Demographic Information — District Financial Information — District Debt — Limitations on the Receipt of Federal Funds” attached hereto.

Source: Los Angeles Unified School District.

22



The District’s General Obligation Bond Program and Bonding Capacity

Voters within the District have approved a total of $20.605 billion of general obligation bonds in
five separate bond elections since 1997. See Appendix A — “District Financial Information and Regional
Economic and Demographic Information — District Debt” attached hereto for additional information
regarding the District’s outstanding general obligation bonds. Pursuant to Sections 15106 of the
Education Code, the District’s bonding capacity for general obligation bonds may not exceed 2.5% of
taxable property value in the District as shown by the last equalized assessment of the County. The
taxable property valuation in the District for Fiscal Year 2013-14 is $503.7 billion, which results in a total
current bonding capacity of approximately $12.6 billion. Including the Bonds and excluding the Prior
Bonds, the District has approximately $1.9 billion of unused bonding capacity for the issuance of
additional general obligation bonds.

The issuance of additional series of general obligation bonds, other than general obligation
refunding bonds, in future years will depend upon, among other things, the assessed valuation of property
within the District’s boundaries, as determined by the District’s analysis of information from, among
other sources, the Office of the County Assessor. The District presently expects to issue one or more
series of general obligation bonds in a principal amount of approximately $150.0 million in August 2014,
subsequent to the issuance of the Bonds, pursuant to the Measure R Authorization or the Measure Y
Authorization. See “Security and Sources of Payment for the Bonds — California Constitutional and
Statutory Provisions Relating to Ad Valorem Property Taxes” herein.

Measure K, Measure R, Measure Y and Measure Q Projects

The following Table 10 sets forth the major categories of $18.2 billion of projects identified
pursuant to Measure K, Measure R, Measure Y and Measure Q and authorized to be funded pursuant to
their respective authorizations and the District’s expected allocation of bond proceeds to each major
category of projects, some of which are expected to be funded from future bond issuances. At least
$7.3 billion of State matching funds and other revenue sources have been or are expected to be allocated
to the school facility projects (collectively, the “Measure K Projects”) approved by voters in the
November 5, 2002 election approving Measure K, the school facility projects (collectively, the “Measure
R Projects”) approved by voters in the March 2, 2004 election approving Measure R (the “Measure R
Authorization”), and the school facility projects (collectively, the “Measure Y Projects”) approved by
voters in the November 8, 2005 election approving Measure Y. In addition, the District previously issued
all of the $2.4 billion of general obligation bonds, which were authorized pursuant to the authorization
received from voters of the District in the April 8, 1997 election approving Proposition BB (the
“Proposition BB Authorization™), to fund land acquisition, school construction and modernization and
technology projects. A $7.0 billion general obligation bond authorization was approved by voters on
November 7, 2008 (the “Measure Q Authorization™). No general obligation bonds have been issued
pursuant to the Measure Q Authorization. The aggregate total of sources of funds in connection with the
District’s bond authorizations is estimated to be approximately $28 billion, including at least $7.3 billion
of State matching funds and other revenue sources.
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TABLE 10

Los Angeles Unified School District
Summary of Measure K Projects, Measure R Projects, Measure Y Projects and Measure Q Projects
and Target Funding Amounts

($ in millions)

3)

Measure K  Measure R?  Measure Y Measure Q

Category of Project (2002) (2004) (2005) (2008)
School Construction $2.,580 $1,837 $2.630 $1,130
Repair 526 1,563 690 2,680
Refinancing of Certificates of Participation Payments -- 150 190 -
Technology 66 140 125 1,925
School Facility Upgrades and Library Acquisitions 38 53 5 --
Early Childhood Education 80 50 60 150
Adult Education -- 25 50 125
Charter Schools 50 20 50 450
Joint Use 10 20 30 --
Audit Process -- 10 10 40
Safety — Police Dispatch -- 2 -- --
Oversight of Bond Projects -- -- 50 --
Innovation Fund -- -- 60 --
Replacement of Special Education Buses -- -- 25 --
Added Resources to Low Performing Schools -- -- 10 --
Green Technology - - -- _ 500

Total $3.350 $3.870 $3.985 $7.000

() As of May 1, 2014, bond proceeds have financed $3.35 billion of Measure K Projects, some of which are not yet complete.
State matching funds have also been allocated to the Measure K Projects.

@ As of May 1, 2014, bond proceeds have financed $3.63 billion of Measure R Projects, some of which are not yet complete.
State matching funds have also been allocated to the Measure R Projects.

@ As of May 1, 2014, bond proceeds have financed $3.54 billion of Measure Y Projects, some of which are not yet complete.
State matching funds have also been allocated to the Measure Y Projects.

Source: Los Angeles Unified School District.

TAX MATTERS

In the opinion of Orrick, Herrington & Sutcliffe LLP, bond counsel to the District (“Bond
Counsel”), based upon an analysis of existing laws, regulations, rulings, and court decisions, and
assuming, among other matters, the accuracy of certain representations and compliance with certain
covenants, interest on the Bonds is excluded from gross income for federal income tax purposes under
Section 103 of the Internal Revenue Code of 1986 (the “Code”) and is exempt from State of California
personal income taxes. Bond Counsel is of the further opinion that interest on the Bonds is not a specific
preference item for purposes of the federal individual or corporate alternative minimum taxes, although
Bond Counsel observes that such interest is included in adjusted current earnings when calculating
corporate alternative minimum taxable income. A complete copy of the proposed form of opinion of
Bond Counsel is set forth in Appendix D hereto.

To the extent the issue price of any maturity of the Bonds is less than the amount to be paid at
maturity of such Bonds (excluding amounts stated to be interest and payable at least annually over the
term of such Bonds), the difference constitutes “original issue discount,” the accrual of which, to the
extent properly allocable to each Beneficial Owner thereof, is treated as interest on the Bonds which is
excluded from gross income for federal income tax purposes and State of California personal income

24



taxes. For this purpose, the issue price of a particular maturity of the Bonds is the first price at which a
substantial amount of such maturity of the Bonds is sold to the public (excluding bond houses, brokers, or
similar persons or organizations acting in the capacity of underwriters, placement agents or wholesalers).
The original issue discount with respect to any maturity of the Bonds accrues daily over the term to
maturity of such Bonds on the basis of a constant interest rate compounded semiannually (with straight-
line interpolations between compounding dates). The accruing original issue discount is added to the
adjusted basis of such Bonds to determine taxable gain or loss upon disposition (including sale,
redemption, or payment on maturity) of such Bonds. Beneficial Owners of the Bonds should consult their
own tax advisors with respect to the tax consequences of ownership of Bonds with original issue discount,
including the treatment of Beneficial Owners who do not purchase such Bonds in the original offering to
the public at the first price at which a substantial amount of such Bonds is sold to the public.

Bonds purchased, whether at original issuance or otherwise, for an amount higher than their
principal amount payable at maturity (or, in some cases, at their earlier call date) (“Premium Bonds”) will
be treated as having amortizable bond premium. No deduction is allowable for the amortizable bond
premium in the case of bonds, like the Premium Bonds, the interest on which is excluded from gross
income for federal income tax purposes. However, the amount of tax-exempt interest received, and a
Beneficial Owner’s basis in a Premium Bond, will be reduced by the amount of amortizable bond
premium properly allocable to such Beneficial Owner. Beneficial Owners of Premium Bonds should
consult their own tax advisors with respect to the proper treatment of amortizable bond premium in their
particular circumstances.

The Code imposes various restrictions, conditions and requirements relating to the exclusion from
gross income for federal income tax purposes of interest on obligations such as the Bonds. The District
has made certain representations and covenanted to comply with certain restrictions, conditions and
requirements designed to ensure that interest on the Bonds will not be included in federal gross income.
Inaccuracy of these representations or failure to comply with these covenants may result in interest on the
Bonds being included in gross income for federal income tax purposes, possibly from the date of original
issuance of the Bonds. The opinion of Bond Counsel assumes the accuracy of these representations and
compliance with these covenants. Bond Counsel has not undertaken to determine (or to inform any
person) whether any actions taken (or not taken), or events occurring (or not occurring), or any other
matters coming to Bond Counsel’s attention after the date of issuance of the Bonds may adversely affect
the value of, or the tax status of interest on, the Bonds. Accordingly, the opinion of Bond Counsel is not
intended to, and may not, be relied upon in connection with any such actions, events or matters.

Although Bond Counsel is of the opinion that interest on the Bonds is excluded from gross
income for federal income tax purposes and is exempt from State of California personal income taxes, the
ownership or disposition of, or the accrual or receipt of amounts treated as interest on, the Bonds may
otherwise affect a Beneficial Owner’s federal, state or local tax liability. The nature and extent of these
other tax consequences depends upon the particular tax status of the Beneficial Owner or the Beneficial
Owner’s other items of income or deduction. Bond Counsel expresses no opinion regarding any such
other tax consequences.

Current and future legislative proposals, if enacted into law, clarification of the Code or court
decisions may cause interest on the Bonds to be subject, directly or indirectly, in whole or in part, to
federal income taxation or to be subject to or exempted from state income taxation, or otherwise prevent
Beneficial Owners from realizing the full current benefit of the tax status of such interest. For example,
Representative Dave Camp, Chair of the House Ways and Means Committee released draft legislation
that would subject interest on the Bonds to a federal income tax at an effective rate of 10% or more for
individuals, trusts, and estates in the highest tax bracket, and the Obama Administration proposed
legislation that would limit the exclusion from gross income of interest on the Bonds to some extent for
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high-income individuals. The introduction or enactment of any such legislative proposals or clarification
of the Code or court decisions may also affect, perhaps significantly, the market price for, or
marketability of, the Bonds. Prospective purchasers of the Bonds should consult their own tax advisors
regarding the potential impact of any pending or proposed federal or state tax legislation, regulations or
litigation, as to which Bond Counsel is expected to express no opinion.

The opinion of Bond Counsel is based on current legal authority, covers certain matters not
directly addressed by such authorities, and represents Bond Counsel’s judgment as to the proper treatment
of the Bonds for federal income tax purposes. It is not binding on the Internal Revenue Service (“IRS”) or
the courts. Furthermore, Bond Counsel cannot give and has not given any opinion or assurance about the
future activities of the District or about the effect of future changes in the Code, the applicable
regulations, the interpretation thereof or the enforcement thereof by the IRS. The District has covenanted,
however, to comply with the requirements of the Code.

Bond Counsel’s engagement with respect to the Bonds ends with the issuance of the Bonds, and,
unless separately engaged, Bond Counsel is not obligated to defend the District or the Beneficial Owners
regarding the tax-exempt status of the Bonds in the event of an audit examination by the IRS. Under
current procedures, parties other than the District and its appointed counsel, including the Beneficial
Owners, would have little, if any, right to participate in the audit examination process. Moreover, because
achieving judicial review in connection with an audit examination of tax-exempt bonds is difficult,
obtaining an independent review of IRS positions with which the District legitimately disagrees, may not
be practicable. Any action of the IRS, including but not limited to selection of the Bonds for audit, or the
course or result of such audit, or an audit of bonds presenting similar tax issues may affect the market
price for, or the marketability of, the Bonds, and may cause the District or the Beneficial Owners to incur
significant expense.

LEGAL MATTERS
Continuing Disclosure

The District has covenanted for the benefit of the holders and beneficial owners of the Bonds to
provide certain financial information and operating data relating to the District (the “Annual Report™) for
each fiscal year by not later than 240 days following the end of the District’s fiscal year (currently ending
June 30) commencing with the Annual Report for Fiscal Year 2013-14, and to provide notices of the
occurrence of certain Listed Events. The District will provide or cause to be provided the Annual Report
and these notices to the Municipal Securities Rulemaking Board through its Electronic Municipal Market
Access system, emma.msrb.org, in the manner prescribed by the SEC. Copies of the District’s previous
annual reports and notices of event filings are also available at the website of Digital Assurance
Certification, L.L.C., www.dacbond.com, although the information presented there is not incorporated by
reference in this Official Statement and should not be relied upon in making an investment decision with
respect to the Bonds. The specific nature of the information to be contained in the Annual Report and a
notice of a Listed Event is set forth in Appendix E — “Form of Continuing Disclosure Certificate”
attached hereto. These covenants have been made in order to assist the Underwriters in complying with
SEC Rule 15¢2-12(b)(5) (the “Rule”). The District has complied in all material respects in the last five
years with each of its previous undertakings with regard to the Rule to provide annual reports and notices
of events as required in its continuing disclosure undertakings.

Limitation on Remedies; Amounts Held in the County Treasury Pool

The proposed form of opinion of Bond Counsel, attached hereto as Appendix D, is qualified by
reference to bankruptcy, insolvency and other laws relating to or affecting creditor’s rights. Bankruptcy
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proceedings, if initiated, could subject the owners of the Bonds to judicial discretion and interpretation of
their rights in bankruptcy or otherwise, and consequently may entail risks of delay, limitation, or
modification of their rights.

The County on behalf of the District is expected to be in possession of the annual ad valorem
property taxes and certain funds to repay the Bonds and may invest these funds in the County’s Treasury
Pool, as described in Appendix F — “Los Angeles County Treasury Pool” attached hereto. In the event the
District or the County were to go into bankruptcy, a federal bankruptcy court might hold that the owners
of the Bonds are unsecured creditors with respect to any funds received by the District or the County
prior to the bankruptcy, which may include ad valorem property taxes that have been collected and
deposited into the applicable Interest and Sinking Fund, where such amounts are deposited into the
County Treasury Pool, and such amounts may not be available for payment of the principal of and interest
on the Bonds unless the owners of the Bonds can “trace” those funds. There can be no assurance that the
Owners could successfully so “trace” such taxes on deposit in the applicable Interest and Sinking Fund
where such amounts are invested in the County Treasury Pool. The County is required by law to annually
levy ad valorem taxes upon all property subject to taxation by the District, without limitation as to rate or
amount (except as to certain personal property which is taxable at limited rates), for the payment of the
principal of and interest on the Bonds.

Legality for Investment in the State

Under provisions of the State Financial Code, the Bonds are legal investments for commercial
banks in the State to the extent that the Bonds, in the informed opinion of said bank, are prudent for the
investment of funds of depositors, and, under provisions of the California Government Code, are eligible
for security for deposits of public moneys in the State.

Certain Legal Matters

The validity of the Bonds and certain other legal matters are subject to the approving opinion of
Orrick, Herrington & Sutcliffe LLP, Los Angeles, California, Bond Counsel to the District, and certain
other conditions. A complete copy of the proposed form of opinion of Bond Counsel with respect to the
Bonds is contained in Appendix D, attached hereto. Bond Counsel undertakes no responsibility for the
accuracy, completeness or fairness of this Official Statement. Certain legal matters will also be passed
upon for the District by its General Counsel and by the District’s Disclosure Counsel, Hawkins Delafield
& Wood LLP, Los Angeles, California, and for the Underwriters by their counsel, Squire Patton Boggs
(US) LLP, Los Angeles, California.

FINANCIAL STATEMENTS

The District’s Comprehensive Annual Financial Report for Fiscal Year Ended June 30, including
its general purpose financial statements for the Fiscal Year ended June 30, 2013 is attached hereto as
Appendix B. The basic financial statements of the District for the Fiscal Year 2012-13 have been audited
by Simpson & Simpson, independent certified public accountants, as stated in their report appearing in
Appendix B. The District has not requested nor has the District obtained the consent of Simpson &
Simpson to the inclusion of its report in Appendix B. Simpson & Simpson has not been engaged to
perform and has not performed, since the date of its report included herein, any procedures on the
financial statements addressed in that report. Simpson & Simpson has not been requested to perform and
has not performed any procedures relating to the Official Statement.
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LITIGATION

There is no litigation pending against the District or, to the knowledge of its respective executive
officers, threatened, seeking to restrain or enjoin the issuance, sale, execution or delivery of the Bonds or
in any way contesting or affecting the validity of the Bonds or the Authorizations or any proceedings of
the District taken with respect to the issuance or sale thereof, or the levy or application of ad valorem
property taxes for the payment of principal of and interest on the Bonds or the use of the proceeds of the
Bonds. There are no pending lawsuits that, in the opinion of the District’s General Counsel, challenge the
validity of the Bonds, the existence of the District, or the title of the executive officers to their respective
offices. There are a number of lawsuits and claims pending against the District. In the opinion of the
District, the aggregate amount of the uninsured liabilities of the District under these lawsuits and claims
will not materially affect the finances of the District. See Appendix A — “District Financial Information
and Regional Economic and Demographic Information” attached hereto.

MISCELLANEOUS
Ratings

Moody’s and S&P have assigned their municipal bond ratings of “Aa2” and “AA-”, respectively,
to the Bonds. The District has furnished to each rating agency certain materials and information with
respect to itself and the Bonds. Generally, rating agencies base their ratings on such information and
materials and on their own investigations, studies and assumptions. Each rating reflects only the view of
the respective rating agency, and any explanation of the significance of such rating may be obtained only
from the issuing rating agency furnishing the same, at the following addresses: Moody’s Investors
Service, Inc., 7 World Trade Center at 250 Greenwich Street, New York, New York 10007, telephone:
(212) 533-0300 and Standard & Poor’s, 55 Water Street, New York, New York 10041, telephone: (212)
438-2124. There is no assurance that any such rating will continue for any given period of time or that it
will not be revised downward or withdrawn entirely by such rating agency, if, in its judgment,
circumstances so warrant. Any such downward revision or withdrawal of any such rating may have an
adverse effect on the market price of the Bonds.

Financial Advisor

The District has retained Tamalpais Advisors, Inc. — KNN Public Finance, A Joint Venture, as
Financial Advisor (the “Financial Advisor”) in connection with the issuance of the Bonds and certain
other financial matters. The Financial Advisor represents two independent financial advisory firms and is
not engaged in the business of underwriting, trading or distributing municipal securities or other
negotiable instruments. The Financial Advisor has not audited, authenticated or otherwise verified the
information set forth in the Official Statement, or any other related information available to the District,
with respect to the accuracy and completeness of disclosure of such information, and no guaranty,
warranty or other representation is made by the Financial Advisor respecting the accuracy and
completeness of this Official Statement or any other matter related to this Official Statement.

Verification of Mathematical Computations

Upon the delivery of the Bonds, Grant Thornton LLP (the “Verification Agent”), will deliver a
report stating that the firm has verified the mathematical accuracy of the schedules with respect to the
sufficiency of the Escrow Funds established to pay, when due, the principal of, redemption premium and
interest on the Prior Bonds to be refunded in full on the dates of redemption thereof. The scope of the
verification will be based solely on information and assumptions provided to the Verification Agent by
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the Underwriters. The Verification Agent will express no opinion on the assumptions provided by it to the
Underwriters, nor as to the exemption from taxation of the interest on the Bonds.

Underwriting

The Bonds are being purchased by J.P. Morgan Securities LLC, as representative for itself,
Merrill Lynch, Pierce, Fenner & Smith Incorporated, Goldman, Sachs & Co., Fidelity Capital Markets,
Siebert Brandford Shank & Co., L.L.C. and Backstrom McCarley Berry & Co., LLC (collectively, the
“Underwriters”). The Underwriters have agreed to purchase the Bonds at the purchase price of
$1,888,711,247.25 (which is equal to the aggregate principal amount of the Bonds, plus a net original
issue premium of $267,875,993.80 and less an Underwriters’ discount of $1,364,746.55) pursuant to the
Bond Purchase Agreement (the “Bond Purchase Agreement”) relating to the Bonds.

Pursuant to the Bond Purchase Agreement, the Underwriters will purchase all of the Bonds if any
of such Bonds are purchased. The Underwriters may offer and sell the Bonds to certain dealers and others
at prices or yields different from the initial public offering prices or yields stated on the inside cover page
of this Official Statement. The initial public offering prices or yields may be changed from time to time
by the Underwriters.

J.P. Morgan Securities LLC (“JPMS”), one of the Underwriters of the Bonds, has entered into a
negotiated dealer agreement (the “Dealer Agreement”) with Charles Schwab & Co., Inc. (“CS&Co.”) for
the retail distribution of certain securities offerings at the original issue prices. Pursuant to the Dealer
Agreement, CS&Co. will purchase Bonds from JPMS at the original issue price less a negotiated portion
of the selling concession applicable to any Bonds that CS&Co. sells.

Backstrom McCarley Berry & Co., LLC (“BMcB”) has entered into separate non-exclusive Retail
Distribution Agreement with D.A Davidson (Crowell, Weedon & Co., is now a division of D.A.
Davidson) and Wedbush Securities that enables D.A. Davidson, and Wedbush Securities to distribute
certain new issue municipal securities underwritten by or allocated to BMcB, which includes the Bonds.
Under these agreements, BMcB may share with D.A. Davidson and or Wedbush Securities, Inc, a portion
of the fees or commission paid to BMcB.

Additional Information

The purpose of this Official Statement is to provide information to prospective buyers of the
Bonds. Quotations from and summaries of the Bonds, and the Resolution, and the constitutional
provisions, statutes and other documents described herein do not purport to be complete, and reference is
made to said documents, constitutional provisions and statutes for full and complete statements of their
provisions. Copies of the Resolution are available for inspection at the District by request to the Chief
Financial Officer at (213) 241-7888, and following issuance of the Bonds will be on file at the principal
office of U.S. Bank National Association, as agent to the Paying Agent.

Any statements in this Official Statement involving matters of opinion, whether or not expressly

so stated, are intended as such and not as representations of fact. This Official Statement is not a contract
or agreement between the District and the purchasers or owners of any of the Bonds.
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Execution and Delivery
The District has duly authorized the execution and delivery of this Official Statement.

LOS ANGELES UNIFIED SCHOOL DISTRICT

By: /s/ Megan K. Reilly

Chief Financial Officer
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This Appendix A provides information concerning the operations and finances of the Los Angeles
Unified School District (the “District”) and certain demographic information in the area covered by the
District. The Bonds are general obligation bonds of the District, secured and payable from ad valorem
property taxes assessed on taxable properties within the District and are not an obligation of the County or
of the general fund of the District. See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS” in
the forepart of this Official Statement. See also “GLOSSARY OF CERTAIN TERMS AND
ABBREVIATIONS” herein for a description of certain terms and abbreviations used in this Appendix A.

DISTRICT GENERAL INFORMATION
District Boundaries

The District, encompassing approximately 710 square miles, is located in the western section of the
County and includes virtually all of the City of Los Angeles (the “City”) and all or significant portions of
the Cities of Bell, Carson, Commerce, Cudahy, Gardena, Hawthorne, Huntington Park, Lomita, Maywood,
Rancho Palos Verdes, San Fernando, South Gate, Vernon and West Hollywood, in addition to considerable
unincorporated portions of the County which include residential and industrial areas. The boundaries for
the District are approximately 80% coterminous with the City, with the remaining 20% included in smaller
neighboring cities and unincorporated County areas. The District was formed in 1854 as the Common
Schools for the City and became a unified school district in 1960.

District Governance; Senior Management

The District is governed by a seven-member Board of Education (the “District Board”) elected by
voters within the District to serve alternating four-year terms. The chief executive officer of the District,
appointed by the District Board to manage the day-to-day operations of the District, is the Superintendent
of Schools (the “Superintendent”). John E. Deasy, Ed. D. currently serves as the Superintendent. Brief
biographical information for Superintendent Deasy and other senior management of the District is set forth
below.

John E. Deasy, Ed. D., Superintendent. Dr. Deasy was appointed to serve as the Superintendent on
April 1, 2011. Prior to his appointment as Superintendent, Dr. Deasy served as a Deputy Superintendent for
the District beginning in August 2010, during which time he led the overall programmatic and systems
work of the District. Prior to joining the District, Dr. Deasy served as the Deputy Director of Education at
the Bill & Melinda Gates Foundation, Superintendent of the Prince George’s County Public Schools in
Maryland, Superintendent of the Santa Monica-Malibu Unified School District in California and of the
Coventry Public Schools in Rhode Island. Dr. Deasy has nearly three decades of experience in education
and has written extensively on education and serves on numerous boards. He has been a Broad Fellow, an
Annenberg Fellow, a State Superintendent of the Year, a presenter at numerous state and national
conferences, and a consultant to school districts undertaking high school reform and district-wide
improvement strategies. Dr. Deasy holds a Bachelor of Arts in Biology and Chemistry Education and a
Master of Arts in Education Administration from Providence College and a Doctor of Philosophy in
Education from the University of Louisville.

David Holmgquist, General Counsel. Mr. Holmquist has served as the District’s General Counsel
since October 1, 2009. As General Counsel for the District, Mr. Holmquist is responsible for administering
the legal activities of the District’s legal staff and outside legal firms. In addition, he coordinates the
District’s legal affairs, conducts litigation for the District and participates in trials related to matters of
major importance to the District. Prior to his appointment as General Counsel, Mr. Holmquist served as
Chief Operating Officer, Chief Risk Officer and as the Director of Risk Management and Insurance
Services. Mr. Holmquist previously held positions with various public sector entities including Risk
Manager of the City of Beverly Hills from 1996 to 2003, Risk Manager of the City of Buena Park from
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1987 to 1996, and Safety Coordinator for the City of Fullerton from 1986 to 1987. Mr. Holmquist earned a
Bachelor of Science degree in Business Administration from Oregon State University in 1983 and his Juris
Doctorate degree from Western State University in 1995. A frequent lecturer and speaker, Mr. Holmquist
was admitted to practice law before both the California and federal courts in 1995 and serves as an adjunct
professor at the University of Southern California.

Michelle King, Senior Deputy Superintendent, School Operations. Ms. King is the Senior Deputy
Superintendent, School Operations for the District. As Senior Deputy Superintendent, School Operations,
Ms. King supervises and oversees the Division of the Chief Operating Officer, the Office of Human
Resources, Student Health and Human Services, the Los Angeles School Police Department, the Office of
the Chief Financial Officer, the Personnel Commission, School Operations and the Division of Adult
Education. Prior to her appointment as a Senior Deputy Superintendent, Ms. King served as the Chief of
Staff for the District under the former Superintendent Ramon C. Cortines and served as the Superintendent
for Local District 3 in the District. Prior to accepting this position, Ms. King served as the Interim Chief
Instructional Officer, Secondary, for the District. Ms. King has also served as a Senior High School
Principal, Assistant Principal, Coordinator and Teacher. Ms. King graduated from the University of
California, Los Angeles with a Bachelor of Science degree in Biology and from Pepperdine University with
a Master of Science Administration degree. In addition, she holds a California Life Science Secondary
Teaching Credential and a California Professional Administrative Services Credential from National
University.

Megan K. Reilly, Chief Financial Officer. Ms. Reilly began serving as the District’s Chief
Financial Officer in December 2007. Ms. Reilly served at the Naval Postgraduate School for 12 years, first
as the Deputy Comptroller from 1995 to 1997 and then as Executive Director of Business Services and
Comptroller from 1997 to 2007. Ms. Reilly has also served as the Comptroller of the Fleet Numerical
Meteorology & Oceanography Center, Budget Analyst for the Naval Postgraduate School and Budget
Analyst for the Department of the Navy Centralized Financial Management Trainee Program. Ms. Reilly
graduated from Loyola College with a Bachelor of Arts degree, Marion Knott Scholar, cum laude, from the
Naval Postgraduate School with a Master of Science, Financial Management, and from Monterey College
of Law with a Juris Doctorate.

Luis Buendia, Controller. Mr. Buendia began serving as the District’s Controller in February 2012.
He has been employed by the District since 1989 in various capacities in both School Fiscal Services and
Finance. Mr. Buendia served as Assistant Budget Director of Budget Services and Financial Planning from
2002 through 2008 and as Deputy Controller from 2008 through February 2012. Mr. Buendia graduated
from De La Salle University, with a Bachelor of Science degree in Accounting, and received a Master of
Business Administration degree from the Graziadio School of Business and Management at Pepperdine
University. Mr. Buendia is a member of the Government Finance Officers Association and the Association
of Public Treasurers of the United States and Canada.

John Walsh, Director of Finance Policy. Mr. Walsh began serving as the District’s Interim Director
of Finance Policy in April 2012 and has served as the Director of Finance Policy since January 25, 2013.
Mr. Walsh served as Assistant General Counsel to the District from January 2002 to March 2012. Prior to
joining the District, Mr. Walsh was an attorney with Best, Best & Krieger LLP and Crowell & Moring
LLP. Mr. Walsh graduated from Queen’s University with honors with a Bachelor of Arts degree in History
and Politics, graduated from American University with a Master of Arts degree in History, and graduated
from Claremont Graduate School with a Doctor of Philosophy degree in History. Mr. Walsh graduated
from Loyola Law School cum laude with a Juris Doctorate.

Timothy S. Rosnick, Deputy Controller. Mr. Rosnick joined the District in October 2006 and
served as the District’s Director of Accounting Controls from October 2006 through June 2007 and the
Director of Treasury and Accounting Controls from July 2007 through June 2008. Mr. Rosnick served as
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the District’s Controller beginning in June 2008 and became Deputy Controller in June 2011. Prior to
joining the District, Mr. Rosnick served as an Administrator at the Orange County Department of
Education and as a Financial Officer with the Los Angeles County Office of Education. Mr. Rosnick
graduated from the University of Washington with a Bachelor of Arts degree with Distinction in
Economics and received a Master of Business Administration degree from the University of Texas at
Austin. Mr. Rosnick is a member of the Government Finance Officers Association, the Association of
Public Treasurers of the United States and Canada, and the CFA Institute.

School Facilities and Staff

As of June 30, 2013, the District operated 456 elementary schools, 86 middle/junior high
schools,106 senior high schools, 56 options schools, 21 multi-level schools, 16 special education schools,
28 magnet schools and 145 magnet centers, 6 community adult schools, 3 regional occupational centers, 1
skills centers, 1 regional occupational program center, 82 early education centers, 4 infant centers, and 18
primary school centers. In addition, as of June 30, 2013, there were 43 affiliated charter schools operated
by the District and 185 fiscally independent charter schools within the District’s boundaries. The District is
the second largest school district in the United States and has an estimated Fiscal Year 2013-14 enrollment
of 548,908 students.

The District has certain fiscal oversight and other responsibilities with respect to both affiliated and
fiscally independent charter schools. However, independent charter schools receive their funding directly
from the State of California (the “State”) and function as separate local educational agencies, including
having control over their staffing and budget. Accordingly, information regarding enrollment, average daily
attendance (“ADA?”), budgets and other financial information relating to such independent charter schools
is not included in the District’s audit reports or in this Official Statement unless otherwise noted. See “State
Funding of Education—Charter School Funding” herein.

Petitions have occasionally been filed with the Los Angeles County Office of Education
(“LACOE”) to divide portions of the District into smaller school districts. In addition, the County
Committee on School District Organization has been periodically requested to approve petitions to form
smaller school districts within the District. There are presently no petitions pending with LACOE or the
County Committee on School District Organization to divide the District.

As of June 30, 2013, the District employed approximately 28,779 teachers for kindergarten through
twelfth grade, including credentialed and non-credentialed teachers. As of June 30, 2013, the District
employed approximately 38,158 certificated full-time equivalent (“FTE”) employees, including teachers
and administrators, approximately 26,646 classified FTE employees and approximately 10,829 non-regular
employees. The District also employs part-time and temporary employees.

DISTRICT FINANCIAL INFORMATION
District Financial Policies

General. The District has three key financial policies: a budget and finance policy (the “Budget
and Finance Policy”), a debt management policy (the “Debt Management Policy”) and an investment
policy (the “Investment Policy™).

Budget and Finance Policy. The District adopted an updated Budget and Finance Policy in
November 2013 that requires the District to create and fund reserves for operating purposes (collectively,
the “Operating Reserves”) and liability management purposes (collectively, the “Liability Reserves™). The
Budget and Finance Policy reflects reserve categories promulgated by the Government Accounting
Standards Board (“GASB”) and incorporates certain reserve categories established by the District.
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Operating Reserves. The District uses the Operating Reserves to manage its budget for each fiscal
year. A portion of the District’s authorized appropriations are set aside in the Operating Reserves. The
District generally appropriates amounts from the General Fund based on the amount estimated in its
budget. However, the District may appropriate funds from Operating Reserves if necessary. Accordingly,
the District uses the Operating Reserves to ensure that appropriations reflect actual General Fund
expenditures. The current Operating Reserves include nonspendable reserves, restricted reserves, assigned
reserves and unrestricted reserves, the latter of which includes the District’s reserve for economic
uncertainties (the “Reserve for Economic Uncertainty”). Pursuant to the California Code of Regulations,
school districts with an ADA of 400,001 or greater, such as the District, must maintain a reserve for
economic uncertainty of 1% of General Fund appropriations.

Pursuant to the Budget and Finance Policy, the District’s total General Fund balance may not be
less than an amount equal to 5% of total General Fund expenditures and net transfers out during a fiscal
year (the “5% Minimum Reserve Threshold”). In addition, the Budget and Financial Policy requires the
projected General Fund balance to satisfy the 5% Minimum Reserve Threshold in each of the two
subsequent fiscal years which the District includes in its interim financial reports. See “ — State Financial
Accountability and Oversight Provisions — District First Interim Report for Fiscal Year 2013-14” and “ —
District Second Interim Report for Fiscal Year 2013-14” herein. In the event that the District’s estimates
indicate that total General Fund balance will not satisfy the 5% Minimum Reserve Threshold in any of the
current fiscal year or two subsequent fiscal years, then the District is to develop and implement budget
proposals to restore reserve balances. The District’s Operating Reserves satisfy the requirements of the
Budget and Finance Policy for Fiscal Years 2013-14, 2014-15 and 2015-16 with respect to the 5%
Minimum Reserve Threshold and the funding of the Reserve for Economic Uncertainty. The District
expects to submit budget proposals to the District Board during Fiscal Year 2014-15 in order to implement
appropriate adjustments to the budget for Fiscal Year 2015-16 to comply with the Budget and Finance
Policy. See “District Financial Information — District Budget — Fiscal Year 2013-14 District Final Adopted
Budget” herein.

Liability Reserves. Pursuant to the Budget and Finance Policy, the District must establish several
Liability Reserves, including a self-insurance reserve, a workers’ compensation reserve (the “Worker’s
Compensation Fund”), a health and welfare reserve (the “Health and Welfare Fund”), an other-post-
employment benefits (“OPEB”) reserve (the “OPEB Reserve”) and a pension reserve (the “Supplemental
Pension Set-aside/Reserve Fund”). Other than the Supplemental Pension Set-aside/Reserve Fund, all of the
Liability Reserves have been established.

The amount required to be on deposit in the Worker’s Compensation Fund is established with
information from an independent actuary. The recommended minimum funding level is equal to the central
estimate of projected ultimate losses and allocated loss adjustment expenses. The District’s most recent
actuarial report regarding its workers’ compensation program, the “Actuarial Analysis of Self-Insured
Workers’ Compensation Program” dated as of December 31, 2013, recommended a minimum funding level
between $72.8 million (discounted at 2.5%) and $80.1 million (undiscounted) for Fiscal Year 2014-15. The
District determines the annual budget for workers’ compensation by reviewing the amount necessary to
fund its outstanding workers’ compensation liability to the actuarially recommended level based on the
central estimate approach and by additionally calculating the amount necessary for claims and operation of
the Worker’s Compensation Fund. The District uses the difference of the current fiscal year’s central
estimate versus that from the previous fiscal year to establish the amount necessary to fund projected
liabilities. With respect to funding claims activity, the amount required to be on deposit in the Worker’s
Compensation Fund is based on the anticipated increase in claims cost in the current fiscal year versus the
prior fiscal year. Such amount is generally higher than the amount recommended in the actuarial report. See
“District Financial Information — Insurance” herein. See “District Financial Information — Insurance”
herein.
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Pursuant to the Budget and Finance Policy, the District has established a trust for its OPEB (the
“OPEB Trust Fund”), make budgeted annual contributions to such OPEB Trust Fund and, to the extent
possible, make additional contributions to the OPEB Trust Fund when the balances in the unrestricted
portion of the Operating Reserves exceed the 5% Minimum Reserve Threshold. The District Board
approved the creation of the OPEB Trust Fund on May 13, 2014.

Pursuant to the Budget and Finance Policy, the District has established the Health and Welfare
Fund. The Health and Welfare Fund is used to pay all health and welfare payments for active employees
and retirees. The District determines funding of the Health and Welfare Fund based on the 2012-14 Health
Benefits Agreement. As of June 30, 2013, the total net position of the Health and Welfare Fund was
approximately $328.1 million. See “District Financial Information — Collective Bargaining — Labor
Agreements” herein.

Debt Management Policy. The Debt Management Policy establishes formal guidelines for the
issuance and management of the District’s debt and other financial obligations. The Debt Management
Policy establishes targets and ceilings for certificates of participation (“COPs”) and unhedged variable rate
exposure and sets forth benchmark debt ratios that include both COPs and the District’s general obligation
bonds. The Debt Management Policy also requires the District to annually publish a comprehensive debt
report (the “Debt Report”) that, among other things, provides information on tax rates related to the
District’s general obligation bonds and comparisons of the District’s debt ratios to those of other large
urban school districts.

The Debt Management Policy is required to be reviewed annually. The current Debt Management
Policy was approved by the District Board on November 12, 2013. The District is in compliance with the
Debt Management Policy. See “District Financial Information — District Debt — “District’s Debt
Management Policy Performance” herein.

Investment Policy. The objective of the District’s Investment Policy is for the District to invest
public funds in a manner that will maximize the investment return on all of its funds with maximum
security while meeting the daily cash flow demands of each portfolio of the District and conforming to all
federal, State, and local statutes governing the investment of public funds. The District’s operating funds
and all of the debt service funds maintained for repayment of general obligation bonds are deposited in the
County Treasury Pool in accordance with State law and managed pursuant to the County’s Investment
Policy, a copy of which can be found at http://ttc.lacounty.gov/. Such website is not incorporated herein by
reference and none of the District, its counsel (including Disclosure Counsel), or the Financial Advisor
make any representation as to the accuracy of the information provided therein. See Appendix F — “Los
Angeles County Treasury Pool” attached hereto. However, with the concurrence of the County’s Treasurer
and Tax Collector, the District may direct the investment of funds in certain of its operating funds and debt
service funds so long as such direction complies with both the County’s investment policy and the
District’s Investment Policy. In addition, the District can direct the investment of indentured funds held by
third party trustees with regard to certain issuances of COPs pursuant to a prescribed list of permitted
investments.

Safety is the foremost objective of the investment program. The Investment Policy directs that all
investments of the District be undertaken to ensure the preservation of capital in the overall portfolio. To
attain this objective, the District may diversify its investments by investing funds among a variety of
securities offering independent returns. In addition, the Investment Policy requires the District’s investment
portfolios remain sufficiently liquid to enable the District to meet its operating requirements and be
structured to attain a maximum return commensurate with its investment risk constraints and the cash flow
characteristics of each portfolio. The District is in compliance with the Investment Policy.
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District Budget

General. State law requires that each school district maintain a balanced budget in each fiscal year,
and that each district project beginning balances, revenues, expenditures, and ending balances for two
subsequent years in order to provide, based upon the available information, that the district can project a
positive, qualified or negative certification. See “ — State Financial Accountability and Oversight
Provisions—Interim Reporting Requirements” below.

The CDE imposes a uniform budgeting and accounting format for school districts. Under current
law, the District Board must file with the county superintendent of schools a budget by June 30
immediately prior to each Fiscal Year (referred to herein as the “Final Adopted Budget”). After approval of
the Final Adopted Budget, the District’s administration may submit budget revisions to the District Board
during the fiscal year.

School districts in the State must also conduct a review of their budgets according to certain
standards and criteria established by the CDE. A written explanation must be provided for any element in a
budget that does not meet the established standards and criteria. The school district superintendent or
designee must certify that such a review has been conducted and the certification, together with the budget
review checklist and a written narrative, must accompany the budget when it is submitted to the school
district’s county office of education. The balanced budget requirement makes appropriations reductions
necessary to offset any revenue shortfalls, unless sufficient balances exist to cover the shortfall.

Furthermore, county offices of education are required to review school district budgets, complete
the budget review checklist and conduct an analysis of any budget item that does not meet the established
standards and criteria. In addition, county offices of education are required to determine whether the
adopted budget will allow the school district to meet its financial obligations during the fiscal year and is
consistent with a financial plan that will enable the school district to satisfy its multiyear financial
commitments. Pursuant to the Education Code, on or before August 15 of each year, the county
superintendent of schools must approve, conditionally approve, or disapprove the adopted budget for each
school district. For Fiscal Year 2014-15 and each fiscal year thereafter, the Education Code directs the
county superintendent of schools to disapprove any school district budget if it determines that the budget
does not include expenditures necessary to implement a Local Control Accountability Plan (the “LCAP”)
or an annual update to the LCAP. See “State Funding of Education — Local Control Funding Formula —
Local Control Accountability Plan” herein.

In the event that the county office of education disapproves the school district’s budget, the county
superintendent will submit to the governing board of the school district on or before August 15 of such year
recommendations regarding revisions of the budget and the reasons for the recommendations, including,
but not limited to, the amounts of any budget adjustments needed before the county superintendent can
conditionally approve that budget. In addition, school districts must make available for public review any
revisions to revenues and expenditures that it has made to its budget to reflect the funding made available
by the State Budget Act (defined herein) not later than 45 days after the enactment of the State Budget Act.
If the county superintendent of schools disapproves a revised budget, he or she will call for the formation of
a budget review committee. By November 30 of each year, every school district must have an adopted and
approved budget, or the county superintendent of schools will impose one and report such school district to
the State Legislature and the State Department of Public Finance.

Fiscal Year 2013-14 District Final Adopted Budget. The District Board adopted its budget for
Fiscal Year 2013-14 on June 18, 2013 (the “Fiscal Year 2013-14 District Final Adopted Budget”) and
submitted the Fiscal Year 2013-14 District Final Adopted Budget to LACOE in a timely manner for
review. LACOE approved the District’s Fiscal Year 2013-14 District Final Adopted Budget. See “District
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Financial Information — State Financial Accountability and Oversight Provisions — District First Interim
Report for Fiscal Year 2013-14" and ““ — District Second Interim Report for Fiscal Year 2013-14" herein.

The Fiscal Year 2013-14 District Final Adopted Budget projected a General Fund beginning
balance of $638.7 million, revenues of $6.06 billion, total estimated expenditures and other financing uses
of $6.22 billion and an ending balance of $482.0 million. The General Fund beginning balance of
$638.7 million included $65.4 million for the mandatory Reserve for Economic Uncertainty, which equals
the State’s required Reserve for Economic Uncertainty of 1% of the District’s General Fund expenditures,
$11.2 million of non-spendable funds, $137.3 million of restricted ending balances, $177.0 million of
assigned ending balances, including the $202.0 million reserve for revenue uncertainties, and $45.8 million
of undesignated/assigned ending balances from Fiscal Year 2012-13.

The District’s projected funded revenue limit ADA of 522,648 for Fiscal Year 2013-14, which is a
decline from the prior fiscal year. Declining enrollment statutes enable the District to claim Fiscal Year
2013-14 revenue limit funding based on the ADA for Fiscal Year 2012-13. The full extent of revenue
losses attributable to enrollment declines are expected to occur in special education, lottery, and other
funding sources, as those funding sources are not afforded the same benefit that is provided for revenue
limit funding by the declining enrollment statutes.

In the Fiscal Year 2013-14 District Final Adopted Budget, the Base Revenue Limit was the largest
unrestricted General Fund revenue source. However, beginning in Fiscal Year 2013-14, the method by
which State Aid is allocated to school districts was changed and the Base Revenue Limit was replaced by
the Local Control Funding Formula (defined herein). See “State Funding of Education — Local Control
Funding Formula” herein. The District’s budgeted revenues for Fiscal Year 2013-14 did not fully reflect
the State’s modifications to the Local Control Funding Formula which were released in June 2013. The
Fiscal Year 2013-14 District Final Adopted Budget assumed a 1.565% cost of living adjustment and a
18.997% deficit factor for the Base Revenue Limit. Accordingly, the effective COLA for Fiscal Year 2012-
13 was 5.86%. After the COLA, deficit factor and other adjustments by the State are applied, the District’s
funded Base Revenue Limit was budgeted to generate approximately $3.06 billion in Fiscal Year 2013-14.
The Fiscal Year 2013-14 District Final Adopted Budget projected fund balances for the District’s General
Fund of $482.0 million as of June 30, 2014, which was approximately 7.95% of projected General Fund
revenues.

The Fiscal Year 2013-14 District Final Adopted Budget included certain assumptions and policies,
including among other things: (a) a 1.565% COLA for Tier III categorical programs; (b) an increase in
revenue of approximately $53 million due to, among other things, the difference between the existing Base
Revenue Limit and Tier III categorical program formulas and the Local Control Funding Formula (the
“Local Control Funding Formula™) revenue as proposed in the May Revision to the Proposed Fiscal Year
2013-14 State Budget with $1.84 billion put into the Local Control Funding Formula; (c) the Education
Protection Account (the “EPA”) amount of $518.2 million to be spent for instruction; (d) Revenue Limit
ADA of 522,648; (e) 1.565% COLA on the special education apportionment from the State under
Assembly Bill 602 (1997); (f) funding in the amount of $36 million and $7 million from State and federal
funds, respectively, in Fiscal Year 2013-14 in connection with Senate Bill 87 (2011) which provides that
county mental health agencies must enter into memoranda of understanding with local education agencies
with respect to mental health services of special education students; (f)a 1.565% COLA for Tier I
categorical programs and Tier II categorical programs; (g) a net enrollment decline of 17,977 students from
the 2012-13 school year for non-charter and affiliated charter schools enrollment; (h) a net enrollment
increase of 9,749 students from the 2012-13 school year for independent charter schools; (i) a 7% increase
in utilities expenditures and a 2.2% increase in the California Consumer Price Index on other operating
expenditures; (j) increases in funding for employee health and medical benefits at the per participant rate
pursuant to the District’s 2012-2014 Health Benefits Agreement (defined herein); (k) funding for an OPEB
(defined herein) contribution of $50.6 million for Fiscal Year 2013-14 and $81 million of prior year funds
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designated for OPEB (; (1) ongoing and major maintenance resources totaling $99.5 million which reflects
approximately 1.6% of budgeted General Fund expenditures; (m) release of the Fiscal Year 2012-13
Reserve for Revenue Uncertainties of $202 million; (n) funding the Reserve for Economic Uncertainty in
the amount of $65.4 million which reflects the statutory requirement; (0) a Reserve for Sequester Impact of
$32 million reflecting the estimated decrease in revenues for the District from federal sources in event the
sequester was not reversed; (p) transferring $15.2 million from the Special Reserve Fund to the General
Fund for debt service repayment of capital projects; (q) contributing $101.9 million to the Worker’s
Compensation Fund; and (r) committing to continue using the Adult Education Fund but transferring
approximately $66.1 million from the General Fund in order to maintain funding for adult education at the
level established for established for Fiscal Year 2012-13. See “District Financial Information — Collective
Bargaining — Labor Relations” and “ - Other Postemployment Benefits” and “State Funding of Education —
Local Control Funding Formula” herein.

Fiscal Year 2014-15 District Budget. The Superintendent’s proposed budget for Fiscal Year 2014-
15 (the “Fiscal Year 2014-15 District Budget”) is balanced due to, among other things, the projected receipt
of greater revenue from the Local Control Funding Formula than the former revenue limit formula, the end
of federal sequestration with respect to certain District revenues and revised expenditure estimates. The
Fiscal Year 2014-15 District Budget reflects significant changes to California school district finance which
were implemented in Fiscal Year 2013-14 including, among other things, the Local Control Funding
Formula which is now the primary method for K-12 education funding in the State.

The District presented the Fiscal Year 2014-15 District Budget to the District Board on June 17,
2014. The District Board held a public hearing regarding the LCAP and the budget schedule currently
includes further consideration and approval of the LCAP and the Fiscal Year 2014-15 District Budget on
June 24, 2014. See “District Financial Information — State Funding of Education — Local Control Funding
Formula — General” and * — Local Control and Accounting Plan” herein.

The Fiscal Year 2014-15 District Budget projects a General Fund beginning balance of
$655.2 million, revenues and other financing sources of $6.22 billion, total estimated expenditures and
other financing uses of $6.39 billion and an ending balance of $489.3 million. The Fiscal Year 2014-15
District Budget projects that its General Fund ending balance of $489.3 million will consist of
approximately $65.4 million for the mandatory Reserve for Economic Uncertainty, $18.5 million of non-
spendable funds, $77.9 million of restricted ending balances, $303.2 million of assigned ending balances
and $24.3 million of undesignated and unassigned ending balances.

The following Table A-1 sets forth the District’s Final Adopted Budgets for the District General
Fund, inclusive of regular and specially funded programs for Fiscal Years 2010-11 through 2013-14 and
the Fiscal Year 2014-15 District Budget, the approval of which is currently pending. The beginning balance
for each fiscal year reflects the estimated ending balance for the prior fiscal year based upon information as
of the budget adoption date. Accordingly, the budgeted ending balance for a fiscal year and the subsequent
budgeted beginning balance in the following Table A-1 may differ from the actual ending balance and
actual beginning balance set forth in Table A-3 “Statement of Revenues, Expenditures and District General
Fund Balances” herein. See ““ — Significant Accounting Policies, System of Accounts and Audited Financial
Statements” herein for audited financial results for Fiscal Years 2008-09 through 2012-13.
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TABLE A-1

LOS ANGELES UNIFIED SCHOOL DISTRICT
District Budgets for Fiscal Years 2010-11 through 2014-15
for the District General Fund"?®®
($ in millions)

Final Final Final Final
Revised Adopted Adopted Adopted Preliminary
Budget Budget Budget Budget Budget
2010-11% 2011-12 2012-13 2013-14 2014-15
Beginning Balance” $ 646.9 $ 828.6 $ 758.4 $ 6387 $ 6552
Revenue:
State Apportionment $2,026.9 $2,232.4 $2,093.8 $2,246.9 $3,890.6
Property Taxes 846.0 775.5 818.3 809.0 782.3
Total LCFF / Revenue Limit Revenues $2.872.9 $3.007.9 $2.912.1 $3.055.9 $4,672.9
Federal 1,251.9 935.2 733.8 726.2 727.9
Other State 2,108.4 2,036.8 2,002.0 2,119.5 705.5
Other Local 147.3 124.1 128.8 141.3 116.8
Other Sources _ 402 _ 189 28.5 22.2 1.5
Total Revenue $6.420.7 $6,123.0 $5,805.3 $6,065.0 $6,224.6
Total Beginning Balance and Revenue $7,067.7 $6,951.6 $6,563.7 $6,703.7 $6,879.8
Expenditures:
Certificated Salaries $2,779.9 $2,689.3 $2,498.7 $2,582.2 $2,694.6
Classified Salaries 839.4 794.8 779.9 804.4 828.6
Employee Benefits 1,397.7 1,412.8 1,459.2 1,374.2 1,472.7
Books and Supplies 598.1 365.4 389.4 504.7 526.6
Other Operating Expenses 792.1 810.8 748.7 729.6 724.6
Capital Outlay 39.7 43.9 39.5 30.6 12.5
Other Outgo/Other Uses 145.0 192.6 123.0 196.1 130.9
Total Expenditures $6.591.9 $6.309.7 $6.038.2 $6.221.7 $6,390.5
Ending Balance $_475.8 $_641.9 $ 5255 $_482.0 $ 489.3

@)
2)
3)

Totals may not equal sum of component parts due to rounding.

Includes the Regular Program and the Specially-Funded Programs.

Amounts set forth in Table A-1 reflect the “Estimated Amounts” in the District’s budget for the respective fiscal year rather
than the “Authorized Amount”. Pursuant to the Education Code, school districts may not spend more than Authorized Amount
in the Final Adopted Budget as adjusted during the fiscal year.

Estimated beginning balance for each Fiscal Year, except for Fiscal Year 2011-12, which was subsequently updated to $899.6
as set forth in the audited financial statements for Fiscal Year 2010-11.

The Fiscal Year 2010-11 Revised District Budget was based upon information from the State through September 2010.
Accordingly, the information related thereto does not reflect the information that was later set forth in the State Budget Act for
Fiscal Year 2010-11.

See State Funding of Education - Local Control Funding Formula” and “ - Prior Revenue Limit Funding” herein.

(C))

5)

(©6)

Sources: Los Angeles Unified School District’s Final Adopted Budgets for Fiscal Years 2011-12, 2012-13 and 2013-14; Final
Revised Budget for Fiscal Year 2010-11; and the proposed Fiscal Year 2014-15 District Budget.

Funding from the Quality Education Investment Act of 2006. The Quality Education Investment
Act of 2006 (“QEIA”), implemented the terms of the CTA, et al. v. Schwarzenegger, et al. settlement to
discharge the outstanding balance of the maintenance factor regarding Proposition 98 funding that was due
but not provided in Fiscal Years 2004-05 and 2005-06. The purpose of QEIA funding is to provide
additional support to raise academic performance at low performing schools. QEIA funding for a particular
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school can be eliminated if such school fails to timely meet certain academic achievement targets. QEIA
funding was approximately $500 per pupil for eligible students in grades K-3, approximately $900 per
pupil for eligible students in grades 4-8 and $1,000 per pupil for eligible students in grades 9-12 during
Fiscal Years 2008-09 thru 2014-15. The District received approximately $81.0 million in Fiscal Year
2012-13 under the QEIA. The Fiscal Year 2013-14 District Final Adopted Budget projects total funding
from QEIA of approximately $71.2 million. The District estimates that it will receive total funding from
QEIA of approximately $65.9 million in Fiscal Year 2014-15, which is the final year that the State will
provide QEIA funding to school districts. See “State Funding of Education— Local Control Funding
Formula” and “ - State Budget” herein.

District Budget and Interim Financial Estimates. The following Table A-2 summarizes budgeted
revenues and expenditures and projected year-end amounts, including projected year-end General Fund
Balances, as reported in the Fiscal Year 2013-14 District Final Adopted Budget, the Fiscal Year 2013-14
First Interim Report (as defined herein), the Fiscal Year 2013-14 Second Interim Report (defined herein)
and the June 2014 End of Year Report (defined herein). The District has timely prepared each of these
estimates of its Fiscal Year 2013-14 financial results and provided this information to the District Board
and LACOE. The District submitted the June 2014 End of Year Report to LACOE on June 2, 2014. See “ —
State Financial Accountability and Oversight Provisions — Interim Reporting Requirements — District First
Interim Report for Fiscal Year 2013-14", *“ — District Second Interim Report for Fiscal Year 2013-14" and “
— District June 2014 End of Year Report for Fiscal Year 2013-14” herein.

TABLE A-2

LOS ANGELES UNIFIED SCHOOL DISTRICT
District General Fund
Summary of Balances, Revenues and Expenditures
Fiscal Year 2013-14

($ in millions)"
First Second June
Fiscal Year 2013-14 Interim Report Interim Report End of Year Report
District Final Adopted Budget (December 2013) (March 2014) (June 2014)
Beginning Balance $ 638.7 $ 686.8 $ 592.7% $ 59279
Revenues/Other Sources $6,065.0 $5,869.3 $5,892.8 $5,846.0
Expenditures/Other Uses 6.221.7 5.985.9 5.870.3 5,783.5
Operating Surplus (Deficit) $_(156.7) $_(16.5) $__ 225 $_ 625
Ending Balance $_482.0 $_ 5703 $_ 6152 $_655.2

W Totals may not equal sum of component parts due to rounding.

@ The District’s Fiscal Year 2012-13 CAFR (defined herein) adjusted the beginning balance of the General Fund for Fiscal
Year 2013-14 due to, among other things, the recording of potential liabilities related to legal settlements. In accordance
therewith, the Second Interim report reflects a reduction of approximately $94.1 million from the beginning balance set
forth in the operating budget approved by the District Board for Fiscal Year 2013-14. See “ — State Financial
Accountability and Oversight Provisions — District Second Interim Report for Fiscal Year 2013-14”, “District Financial
Information — Fiscal Year 2011-12 Adjustments to District Fixed Assets” and “ — Fiscal Year 2012-13 Material
Weakness Identified by the Independent Auditor” herein.

Sources: Los Angeles Unified School District Fiscal Year 2013-14 District Final Adopted Budget, Fiscal Year 2013-14 First
Interim Report, Fiscal Year 2013-14 Second Interim Report and June End of Year Report for Fiscal Year 2013-14.
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State Financial Accountability and Oversight Provisions

Interim Reporting Requirements. State law grants to each county superintendent of schools certain
oversight with respect to the budget development process and interim financial reporting of public school
districts. Pursuant to the Education Code, each school district is required to file interim certifications with
the county office of education as to its ability to meet its financial obligations for the remainder of the then-
current fiscal year and, based on current forecasts, for the two subsequent fiscal years. A positive
certification is assigned to any school district that, based on then-current projections, will meet its financial
obligations for the current fiscal year and subsequent two fiscal years. A negative certification is assigned
to any school district that, based on then-current projections, will be unable to meet its financial obligations
for the remainder of the fiscal year or subsequent fiscal year. A qualified certification is assigned to any
school district, based on then-current projections, which may not meet its financial obligations for the
current fiscal year or two subsequent fiscal years. In the event that a school district is certified as qualified
or negative, the county superintendent of schools is required to report to the State Superintendent of Public
Instruction on the financial condition of the school district and the proposed remedial actions and to take all
actions that are necessary to ensure that the school district meets its financial obligations. The county office
of education reviews the interim reports and certifications made by school districts and may change
certification to qualified or negative if necessary. If a school district has a qualified or negative certification
report in any year, the school district may not issue non-voter-approved debt instruments in that fiscal year
or in the next succeeding fiscal year unless the county office of education, using criteria from the State
Superintendent of Public Instruction, determines repayment is probable.

District First Interim Report for Fiscal Year 2013-14. The District’s Fiscal Year 2013-14 First
Interim Report (the “Fiscal Year 2013-14 First Interim Report”) was filed with LACOE by December 15,
2013, the deadline therefor. The District submitted its Fiscal Year 2013-14 First Interim Report with a self-
certified qualified certification of its financial condition. The Fiscal Year 2013-14 First Interim Report
stated that the District will be able to meet its financial obligations in Fiscal Year 2013-14 and projected
that the District would need to address imbalances between its revenues and expenditures and negotiate
with its collective bargaining units in order to eliminate projected deficits during Fiscal Years 2014-15 and
2015-16.

The District’s Fiscal Year 2013-14 First Interim Report projected that the District’s ending balance
of $570.3 million would consist of approximately $18.5 million of cash, nonspendable balances and
prepaid expenditures, $133.8 million of restricted balances, $351.0 million of assigned balances,
$65.4 million of balances in the Reserve for Economic Uncertainty and $1.6 million of
unassigned/unappropriated balances. The Fiscal Year 2013-14 First Interim Report projected that the
District would satisfy the minimum percentage of 1% required to be held in its Reserve for Economic
Uncertainty in Fiscal Year 2013-14. However, absent corrective actions, the projected deficits of
$353.4 million in Fiscal Year 2014-15 and $648.0 million in Fiscal Year 2015-16 would result in the
Reserve for Economic Uncertainty being below the 1% minimum level.

District Second Interim Report for Fiscal Year 2013-14. The District’s Fiscal Year 2013-14
Second Interim Report (the “Fiscal Year 2013-14 Second Interim Report”) was filed with LACOE by
March 15, 2014, the deadline therefor. The District submitted its Fiscal Year 2013-14 Second Interim
Report with a self-certified qualified certification of its financial condition. The Fiscal Year 2013-14
Second Interim Report stated that the District would be able to meet its financial obligations in Fiscal Year
2013-14 and Fiscal Year 2014-15 and projected that District would need to address imbalances between its
revenues and expenditures and negotiate with its collective bargaining units in order to eliminate a
projected deficit of approximately $110.7 million in Fiscal Year 2015-16.

The District’s Fiscal Year 2013-14 Second Interim Report reflects a reduction to the beginning
balance in the amount of approximately $94.1 million based on an audit adjustment. The District’s Fiscal
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Year 2013-14 Second Interim Report projected that the District’s ending balance of $615.2 million will
consist of approximately $18.5 million of cash, nonspendable balances and prepaid expenditures,
$182.9 million of restricted balances, $343.1 million of assigned balances, $65.4 million of balances in the
Reserve for Economic Uncertainty and $5.3 million of unassigned/unappropriated balances. The Fiscal
Year 2013-14 Second Interim Report projected that the District will satisfy the minimum percentage of 1%
required to be held in its Reserve for Economic Uncertainty in Fiscal Year 2013-14. The projected ending
balance for Fiscal Year 2013-14 represents an increase of approximately $22.5 million from the audited
ending balance for Fiscal Year 2012-13.

District June 2014 End of Year Report. In connection with the District’s submission of a qualified
certification for its Fiscal Year 2013-14 Second Interim Report, LACOE requested that the District provide
a third interim financial report in June 2014 (the “June 2014 End of Year Report”). The District’s June
2014 End of Year Report was filed with LACOE on June 2, 2014. The June 2014 End of Year Report
reflects actual results through April 2014 and projected results for the remainder of Fiscal Year 2013-14.
There are no multi-year projections required to be filed with the June 2014 End of Year Report and no
certification is required to be made regarding it. The District’s June 2014 End of Year Report projects that
the District’s ending balance of $655.2 million will consist of approximately $18.5 million of revolving
cash, nonspendable balances, and prepaid expenditures, $198.9 million of restricted balances,
$321.0 million of assigned balances, $65.4 million of balances in the Reserve for Economic Uncertainty
and $51.4 million of unassigned/unappropriated balances. The June 2014 End of Year Report projects that
the District will satisfy the minimum percentage of 1% required to be held in its Reserve for Economic
Uncertainty in Fiscal Year 2013-14. The projected ending balance for Fiscal Year 2013-14 represents an
increase of approximately $62.5 million from the audited ending balance for Fiscal Year 2012-13.

Significant Accounting Policies, System of Accounts and Audited Financial Statements

The CDE imposes by law uniform financial reporting and budgeting requirements for K-12 school
districts. Financial transactions are accounted for in accordance with the California School Accounting
Manual. The District uses fund accounting and maintains governmental funds, proprietary funds and
fiduciary funds. The General Fund is the chief operating fund of the District. For a description of the other
major funds of the District, see the description thereof contained in Appendix B — “Comprehensive Annual
Financial Report of the District for the Fiscal Year ended June 30, 2013” attached hereto. Note 1 to such
audited financial statements sets forth significant accounting policies that the District follows.

The District is required to file its audited financial statements for the preceding fiscal year with the
State Controller’s Office, the CDE and the County Superintendent of Schools by December 15 of each
year. The District timely filed its comprehensive annual financial reports (“CAFRs”) for three of the last
four fiscal years, being Fiscal Years 2009-10, 2010-11 and 2011-12 with LACOE pursuant to the Education
Code by the respective deadlines therefor and timely filed its financial statements for the last five fiscal
years in accordance with its continuing disclosure agreements. See “District Financial Information — Fiscal
Year 2011-12 Adjustments to District Fixed Assets” and “ — Fiscal Year 2012-13 Material Weakness
Identified by the Independent Auditor” herein and “Legal Matters—Continuing Disclosure” in the forepart
of this Official Statement.

Simpson & Simpson Certified Public Accountants, Los Angeles, California, served as independent
auditor to the District for its audited financial statements for Fiscal Year 2012-13. See Appendix B —
”Comprehensive Annual Financial Report of the District for the Fiscal Year ended June 30, 2013” attached
hereto.

A-12



The following Table A-3 sets forth the District’s audited District General Fund revenues,

expenditures and fund balances for the Fiscal Years 2008-09 through 2012-13.

TABLE A-3

LOS ANGELES UNIFIED SCHOOL DISTRICT
Statement of Revenues, Expenditures and District General Fund Balances®
Fiscal Years 2008-09 through 2012-13
($ in millions)

Fiscal Year Fiscal Year Fiscal Year Fiscal Year Fiscal Year
2008-09 2009-10 2010-11 2011-12 2012-13
Beginning Balance $ 657.2 $ 7500 $ 668.07 $ 903.5 $ 824.8
Revenues
State Apportionment® $2,517.5 $2,039.0 $2,146.9 $2,067.0 $1,774.4
Property Taxes 927.4 938.2 909.5 901.2 1,139.3
Total Revenue Limit Revenues $3.444.9 $2977.2 $3.056.3 $2,968.2 $2.913.7
Federal 1,077.1 964.0 1,066.5 868.0 629.9
Other State 1,964.3 2,159.4 2,031.8 1,903.5 2,002.5
Other Local 163.4 108.1 173.9 142.9 125.5
Other Sources” 114.8 93.5 100.4 37.1 51.4
Total Revenues $6,764.5 $ 6,302.1 $6,428.9 $5.919.6 $5,723.0
Total Beginning Balance
and Revenues $7.421.7 $7,052.1 $7,096.9 $6,823.1 $6,547.8
Expenditures
Certificated Salaries $3,231.9 $2,807.9 $2.816.3 $2,681.6 $2,589.7
Classified Salaries 997.7 908.1 855.8 819.2 771.5
Employee Benefits 1,284.5 1,407.4 1,338.8 1,365.8 1,344.8
Books and Supplies 296.6 260.1 349.3 231.1 165.4
Other Operating Expenses 744.4 760.7 683.8 701.4 858.2
Capital Outlay 27.5 18.2 71.6 43.6 52.3
Other Outgo/Other Uses® 89.0 226.7 77.7 155.5 173.2
Total Expenditures $6.671.8 $ 6.389.1 $6.193.4 $5.998.3 $5.955.0
Ending Balance $_750.0 $__662.9” $_903.5 $_824.8 $_592.7

@)
2
3)

“)
5)

(6)

Totals may not equal sum of component parts due to rounding.

Includes Regular Program and the Specially-Funded Programs.

In February 2009, the District and its bargaining units agreed to change required contributions to the Health and Welfare Fund.
Due to this change, the Health and Welfare Fund should have assumed responsibility for certain opt-out costs paid to
employees who elected to be compensated for not enrolling in a medical plan. However, the General Fund continued to pay
for these costs. In connection with the audit adjustment to correct this error, the fund balance in General Fund and net assets in
the Health and Welfare Fund as of June 30, 2010 was restated and increased by approximately $5.059 million.

See State Funding of Education - Local Control Funding Formula” and “ - Prior Revenue Limit Funding” herein.

Includes operating transfers in, support costs transferred to the District General Fund, insurance proceeds and proceeds from
capital leases.

Includes operating transfers out, support costs transferred from the District General Fund and funds transferred to pay non-
general obligation bond debt service.

Sources: Los Angeles Unified School District’s audited financial statements for Fiscal Years 2008-09 through 2012-13.

Fiscal Year 2011-12 Adjustments to District Fixed Assets

In connection with the migration of capital asset data from its previous system for accounting and

purchasing, known as the “Integrated Financial System”, to a new system provided by Systems
Applications and Products, known as the “SAP Financial System”, District staff discovered that a number
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of capital projects that the District completed in prior years remained in the construction in progress
account (“CIP”) account. Capital projects are characterized as “in progress” or ‘“completed” under
accounting treatment. Construction projects that are “in progress” are not depreciable assets and
“completed” projects are depreciated. By not recharacterizing completed projects as “Buildings and
improvements” in the capital assets category of the District’s financial reports and then depreciating such
assets, the value of such assets were overstated in the District’s previously issued government-wide
financial statements. As a result, depreciation expenses have been understated in such financial statements.
In addition, District staff discovered that certain expense costs for facilities were capitalized as construction
in progress in the Integrated Financial System, and that such costs should not have been reported within the
capital assets category.

The information contained in the Summary Statements of Net Position, Summary Statements of
Changes in Net Position, Statement of Net Position and Note 1(q) of the Notes to Basic Financial
Statements of the District set forth in the District’s audited financial statements for the fiscal year ended
June 30, 2013 reflects a restatement of the Fiscal Year 2011-12 government-wide financial statements. The
Total Net Position for the Fiscal Year ended June 30, 2012 has been reduced to approximately $3.16 billion
from $3.80 billion, which is a net reduction of approximately $639.49 million, to correct the aggregate net
effect of the reporting errors described in the preceding paragraph. In connection therewith, the District has
reduced the Capital Assets, net, for the Fiscal Year ended June 30, 2012 to $14.60 billion from
$15.24 billion. The reports in the government-wide financial statements of the District’s Financial
Statements for the Fiscal Year ended June 30, 2012 may not be relied upon. See Appendix B —
“Comprehensive Annual Financial Report of the District for the Fiscal Year ended June 30, 2013 attached
hereto.

Fiscal Year 2012-13 Material Weakness Identified by the Independent Auditor

The District’s Comprehensive Annual Financial Report for the Fiscal Year ended June 30, 2013
(the “Fiscal Year 2012-13 CAFR”) includes two auditor’s findings relating to the District’s Basic Financial
Statements, including a finding of material weakness in the District’s controls of construction projects in
progress and transfers to depreciable capital assets. See Section Il of the Schedule of Findings and
Questioned Costs, See “FS-13-01 Construction in Progress and Transfers to Depreciable Capital Assets —
Material Weakness” on page 258 of the Fiscal Year 2012-13 CAFR. The District has committed to several
additional Capital Asset Management controls and will continue to work with the outside auditor to
develop and implement guidelines and additional controls to assure timely and accurate reporting of CIP in
the future. See Appendix B — “Comprehensive Annual Financial Report of the District for the Fiscal Year
ended June 30, 2013 attached hereto.

Collective Bargaining

General. The District has 12 bargaining units with existing contracts, the negotiations with respect
to which are ongoing. The largest bargaining unit among the District’s employees is the United Teachers of
Los Angeles (“UTLA”), which is comprised of, among other employees, teachers, instructors, counselors,
advisers, nurses, psychologists, and social workers. As of June 30, 2013, the District employed
approximately 32,923 teachers for kindergarten through twelfth grade, including credentialed and non-
credentialed teachers. The following Table A 4 sets forth the number of members of each bargaining unit as
of April 22, 2014 and the expiration dates of the labor agreements with each of the District’s employee
bargaining units.
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TABLE A-4

LOS ANGELES UNIFIED SCHOOL DISTRICT
Employee Bargaining Units

As of April 22, 2014
Contract Expiration Date
Employee Bargaining Unit Members (June 30)"®
Associated Administrators of Los Angeles — Certificated 1,546 2014
Associated Administrators of Los Angeles — Unit J 234 2015
Unit A (School Police) 421 2014
Unit B (Instructional Aides) 17,4279 2014
Unit C (Operations — Support Services 12,0279 2014
Unit D (Office — Technical and Business Services) 3,733 2014
Unit E (Skilled Crafts) 1,288 2014
Unit F (Teacher Assistants) 4,440 2014
Unit G (Playground Aides) 11,738 2014
Unit H (Sergeants and Lieutenants) 63 2008
Unit S (Classified Supervisors) 3,099 2014
United Teachers of Los Angeles 36,0279 2011

()" The District and each of the employee bargaining units set forth in the table above for which the applicable contract

has expired are operating under the terms of the applicable expired contract. As of the date hereof, the District and
such bargaining units are negotiating terms to be contained in new contracts.

Does not reflect side letters and other agreements by and between the District and each of the employee bargaining
units pertaining to, among other things, job services and restoration, health care, and evaluations of personnel.
Excludes temporary workers.

Excludes charter school members.

2

(3)
“)

Source: Los Angeles Unified School District.

Labor Agreements. The District is currently in negotiations with UTLA regarding the
recommendations made by the Teacher Effectiveness Task Force in April 2010 and from the Joint
Statement of Interest dated December 1, 2011 (the “Joint Statement of Interest”) by and between the
District and UTLA. The Joint Statement of Interest focuses successor negotiations on mitigating the impact
of the State budget crisis, potential new revenue sources and matters relating to teacher support,
development and evaluation. In June 2014, the District completed reopener negotiations with Unit D
(Office — Technical and Business Services) for the 2013-14 academic year. The reopener agreement
includes, among other things, an off-schedule, 2% lump salary payment, on a one-time basis, based upon
actual 2013-14 academic year earnings and an increase in the District’s contribution rate under the 2012-14
Health Benefits Agreement (defined herein). The reopener agreement is subject to ratification by members
of Unit D and approval by the District Board. The District is currently in negotiations with the certificated
and classified Associated Administrators of Los Angeles (“AALA”) group and Unit H (Sergeants and
Lieutenants) on their respective agreements. The District expects to begin negotiations with United
Teachers of Los Angeles (“UTLA”), Unit A (School Police) Unit E (Skilled Crafts) and SEIU Local 99 as
representative of Unit B (Instructional Aides), Unit C (Operations — Support Services, Unit F (Teacher
Assistants) and Unit G (Playground Aides) in May 2014.

Pursuant to PEPRA (defined herein), the District may not make employer contributions
(“Employer Paid Member Contributions”) for PEPRA Members (defined herein). The District has proposed
to its bargaining units the use of salary adjustments in exchange for the elimination of Employer Paid
Member Contributions. If approved, all bargaining unit employees who are eligible for CalPERS or
CalSTRS would pay 100% of their individual employee contribution. The District has concluded
negotiations for a contract with members of Unit S (Supervisors) which eliminated the Employer Paid
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Member Contribution and implemented a salary adjustment through the proposed salary offset. The District
has entered into a side letter agreement with Unit E (Skilled Crafts) regarding the elimination of the
Employer Paid Member Contribution for its employees. See “District Financial Information — Retirement
Systems — California Public Employees’ Retirement System” and * - California Public Employees’ Pension
Reform Act of 2013” herein.

In November 2011, the District and its bargaining units approved the 2012-14 Health Benefits
Agreement (the “2012-14 Health Benefits Agreement”). The 2012-14 Health Benefits Agreement defines
the District’s contribution towards health and welfare benefits for active and retired employees. The 2012-
14 Health Benefits Agreement establishes the estimated contribution by the District of $981.1 million for
calendar year 2012, a 0% increase from 2011, $1 billion for calendar year 2013, a 4.7% increase from
2012, and $1.04 billion for calendar year 2014, a 4.5% increase from 2013. These estimates are based upon
an agreed upon per capita rate and the estimated number of participants. The actual contributions for 2012,
2013 and 2014 were $927.1 million, $928.7 million and $950 million, respectively. The 2012-14 Health
Benefits Agreement also requires contributions to be drawn from the reserve account established by the
Health Benefits Committee, which is comprised of representatives of the respective bargaining units and
one District representative, to match each of the District’s contributions. See “—Other Postemployment
Benefits” herein.

Reduction in Force Notices. In general, pursuant to the Education Code, the District must give
written notice to a certificated employee by the March 15 (each, a “Reduction in Force Notice™) prior to the
commencement of a school year if such certificated employee is to be released for that school year. In
anticipation of the approval of the State’s budget and the approval of the District’s budget and to provide
flexibility in the event budget reductions are necessary in a given fiscal year, the District Board may
approve the use of Reduction in Force Notices for a portion of its certificated employees. A proposal to
authorize Reduction in Force Notices for all certificated administrators, supervisory employees, and
confidential employees informing them that they may be released and/or reassigned was submitted to and
adopted by the District Board on March 4, 2014. The District has not issued Reduction in Force Notices to
certificated employees assigned to classrooms.

Litigation Regarding District Layoff Procedures. A complaint for injunctive and declaratory relief
was filed on February 24, 2010 in the Los Angeles County Superior Court against the District and the State
entitled Reed, et al. v. State of California and the Los Angeles Unified School District, et al. The plaintiffs,
students at three middle schools within the District at the time of the complaint, alleged that the State’s and
the District’s budgetary measures resulted in increased layoffs and use of substitute teachers at the schools
named therein that were disproportionate to other schools within the District. As a result, the complaint
alleged, the plaintiffs had been deprived of educational equality. Among other relief, the plaintiffs sought
declaratory relief that the State and the District had violated their rights under the State Constitution and the
State Government Code and injunctive relief prohibiting the defendants from implementing future layoffs
of teachers at the schools named therein that were disproportionate to other schools within the District or
hindering the ability of the schools to maintain an effective corps of teachers. The District reached an
agreement with UTLA and the Partnership for Los Angeles Schools in the Reed litigation in April 2014. In
accordance with the settlement agreement, the District will provide administrative and teacher support to 37
of the District’s highly challenged schools. The designated schools have high teacher turnover rates and
student drop-out rates and low scores on the State’s Academic Performance Index (“API”), which is the
State’s basic measurement of academic progress. See “District Financial Information - Academic
Performance and Instructional Initiatives - Public Schools Accountability Act of 1999” herein. The
settlement agreement resulted from collaboration and negotiations by and among the District, plaintiffs’
counsel, UTLA, AALA and the partnership schools.

A complaint declaratory and injunctive relief was filed on May 14, 2012 against the District and
other named parties entitled Vergara, et al. v. State of California, et al. (the “Vergara Complaint”) in the
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Los Angeles County Superior Court. The plaintiffs, who are public school and public charter school
students in the District and Alum Rock Union School District, allege that the hiring and continued
employment of grossly ineffective teachers in the State public school system is the direct result of the
continued enforcement of Education Code Sections 44929.21(b), 44934, 44938(b)(1), 44938(b)(2), 44944
and 44955 (collectively, the “Challenged Statutes™). The plaintiffs alleged that the continued enforcement
of the Challenged Statutes causes negative impacts on students’ education, infringe upon California
students’ right to education and cause disparate impacts from classroom to classroom and school to school.
Further, the plaintiffs alleged that the Challenged Statutes prevent administrators from making employment
and dismissal decisions that benefit students due to, among other things, the cost to terminate ineffective
teachers, the difficulty, complexity, and length of time associated with the removal process and the
seniority basis of the layoff system. On June 11, 2014, the Superior Court of the State of California issued a
decision which held that the provisions of the Challenged Statutes with respect to permanent employment,
teacher dismissal, and the process pursuant to which the last-hired teacher is the first to be fired when
layoffs occur violate the equal protection clause of the State Constitution. In addition, the Superior Court
held that the Challenged Statutes disproportionally affect poor and minority students. The Superior Court
stayed the injunction of the Challenged Statutes pending appellate review. The District cannot predict the
outcome of or remedy imposed by any appellate review with respect to the Challenged Statutes, how any
final court decision with respect to the Vergara Complaint would affect the financial status of the District,
or the responses, if any, of the State Legislature and the Governor. However, the District does not expect
any decision or change in law to adversely affect the ability of the District to pay the principal of and
interest on the Bonds as and when due.

Litigation Regarding Evaluations of Certificated Personnel. A complaint for a writ of mandate
and prohibition and a writ for injunctive and declaratory relief was filed in October 2011 against the
Superintendent, the members of the District Board, the District, AALA, UTLA and others entitled Jane
Doe 1, et al. v. Deasy, et al. in the Los Angeles County Superior Court. The petitioners, who are students in
the District and their respective guardians, alleged in this complaint that the District violated Section 44660
et. seq. of the California Education Code (the “Stull Act”). The Stull Act, as amended, requires that the
governing board of each school district in the State establish a uniform system of evaluation and
assessment of the performance of all certificated personnel. The plaintiffs alleged that the District had not
complied with the Stull Act’s mandate to incorporate the student progress towards local standards for each
area of study at each grade level and towards content standards adopted by the State, as measured by State-
adopted criterion-referenced assessments.

On June 12, 2012, the Superior Court ruled that the District did not currently comply with the
requirements of the Stull Act with respect to student progress towards State and local standards and teacher
evaluations. The District entered into separate agreements with the UTLA and AALA (collectively, the
“Stull Act Agreements”) regarding the implementation of evaluation procedures for certificated employees.
Pursuant to the Stull Act Agreements, the District must measure student growth and progress using State-
adopted, criterion-referenced student testing results under the California State Testing program. The
District, UTLA and AALA are implementing the statutory requirements identified by the Superior Court
and the Stull Act Agreements. On June 18, 2013, UTLA filed a charge with the Public Employee Relations
Board (“PERB”) which alleged that the District unilaterally implemented a four-level evaluation rating
policy. The District has denied this allegation. The PERB is expected to consider this matter in June 2014.

Retirement Systems

General. The District currently participates in CalSTRS, CalPERS and PARS (defined herein). The
amounts of the District’s contributions to STRS, CalPERS and PARS are subject to, among other things,
modifications to or approvals of collective bargaining agreements and any changes in actuarial assumptions
used by CalSTRS, CalPERS and PARS. See Table A-5 “Annual Regular CalSTRS Contributions”, Table
A-7 “Annual CalPERS Regular Contributions” and Table A-9 “Annual PARS Contribution” for the

A-17



estimated contributions by the District for Fiscal Year 2013-14 for CalSTRS, CalPERS and PARS,
respectively. For additional information regarding the District’s pension and retiree health care programs
and costs, see the District’s financial statements for Fiscal Year 2012-13 contained in Appendix B —
“Comprehensive Annual Financial Report of the District for the Fiscal Year ended June 30, 2013” attached
hereto.

The information set forth below regarding CalSTRS, CalPERS, and PARS has been obtained from
publicly available sources and has not been independently verified by the District and is not guaranteed as
to the accuracy or completeness thereof by or to be construed as a representation by the District.
Furthermore, the summary data below should not be read as current or definitive, as recent gains or losses
on investments made by the retirement systems generally may have changed the unfunded actuarial accrued
liabilities stated below.

California State Teachers’ Retirement System. CalSTRS is a defined benefit plan that covers all
full-time certificated District employees and some classified District employees, which are District
employees employed in a position that does not require a teaching credential from the State. Benefit
provisions are established by State legislation in accordance with the State Teachers’ Retirement Law.
CalSTRS is operated on a Statewide basis and, based on publicly available information, has substantial
unfunded liabilities. Additional funding of CalSTRS by the State and the inclusion of adjustments to such
State contributions based on consumer price changes were provided for in 1979 Statutes, Chapter 282.

In February 2013, the CalSTRS staff members presented a report (the “2013 CalSTRS Funding
Report”) to the Teachers’ Retirement Board and the State Legislature with respect to the unfunded liability
of CalSTRS defined benefit program (the “Defined Benefit Program™). The 2013 CalSTRS Funding Report
noted that the State, as the sponsor of the Defined Benefit Program, has a legal obligation to ensure that
benefits continue to be paid notwithstanding the depletion of assets. In order to improve the funded status
of the Defined Benefit Program, the 2013 CalSTRS Funding Report proposed that the State Legislature
increase investment returns by increasing the risk of the investment portfolio reduce benefits offered to plan
members, and increasing contributions. In addition, the 2013 CalSTRS Funding Report stated that the State
Legislature must decide the financial objective that the State Legislature and Governor wish to achieve with
respect to the Defined Benefit Program and consider having sufficient funds on hand to generate assets to
pay liabilities, establish a funding target, increase contributions to avoid full depletion of assets and
increase contributions to delay the full depletion of assets. Further, the 2013 CalSTRS Funding Report
recommended the State Legislature determine the period of time in which it expects to achieve the funding
objective, determine when contribution rate increases should begin, and establish the speed of contribution
rate increases.

Pursuant to the CalSTRS’ comprehensive annual financial report for the Fiscal Year ended June 30,
2013, absent corrective action, the CalSTRS fund will be depleted in 2043, and the State will be obligated
to pay the difference between the benefits paid and the contributions received. In May 2014, the State’s
Legislative Analyst’s Office released a report entitled “Addressing California’s Key Liabilities” (the “LAO
Liabilities Report”). The LAO Liabilities Report recommends that the State address approximately
$200 billion of key liabilities, of which approximately $73.7 billion are attributable to the CalSTRS pension
program. Although the LAO acknowledges that the State does not have the resources to address all of such
outstanding liabilities immediately, the LAO recommends that the State set priorities based on the rate at
which each liability increases and whether addressing a liability will have benefits to a group or entity other
than the State government. The LAO recommends that the State make the CalSTRS pension program a top
priority and estimates that annual contributions from the State, teachers and school districts will need to
increase by more than $5 billion in order to fully fund the pension program over a 30-year period.

The District is unable to predict the amount of future State funding toward pension liabilities or the
amount of CalSTRS contributions required to be made by the District or its employees. Accordingly, there
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can be no assurances that the District’s required contributions to CalSTRS will not significantly increase in
the future above current levels.

The actuarial assumptions set forth in the California State Teachers’ Retirement System Defined
Benefit Program Actuarial Valuation as of June 30, 2013 (the “2013 CalSTRS Actuarial Valuation”) use
the “Entry Age Normal Cost Method” and, among other things, an assumed 7.50% investment rate of
return, 4.50% interest on accounts, projected 3.75% wage growth, projected 3.00% inflation and
demographic assumptions relating to mortality rates, length of service, rates of disability, rates of
withdrawal, probability of refund, and merit salary increases. The actuarial assumptions and methods used
in the 2013 CalSTRS Actuarial Valuation were based on the Experience Analysis July 1, 2006 — June 30,
2010 adopted by the Teacher’s Retirement Board in February 2012 (the “CalSTRS Experience Analysis”).
CalSTRS’ unfunded liability will vary from time to time depending upon actuarial assumptions, actual rates
of return on investment, salary scales and levels of contribution.

The 2013 CalSTRS Actuarial Valuation states that the aggregate contribution rate as of June 30,
2013, inclusive of contributions from members, employers and the State, is equivalent to 19.497%. The
2013 CalSTRS Actuarial Valuation projects that a level contribution rate of 32.879% beginning June 30,
2013 would be needed to amortize the unfunded actuarial obligation over a 30-year period which would be
an increase of 13.382% from the present contribution rate. The Actuarial Consultant stated that the
projected shortfall was due to, among other things, an investment rate of return of approximately 4.5%
since 2000 as compared to the 7.50% long-term assumed rate of return. In addition, the 2013 CalSTRS
Actuarial Valuation assumes that all members hired on or after January 1, 2013 are subject to the
provisions of PEPRA. See “ — California Public Employees’ Pension Reform Act of 2013” herein. The
Actuarial Consultant states that the lower level of benefits offered to PEPRA Employees (defined herein) is
expected to reduce the normal costs related thereto and the amount of additional revenue needed.
Nevertheless, the Actuarial Consultant projected that, absent corrective action, the Defined Benefit plan
would be depleted by 2046. Although the Actuarial Consultant has applied a 7.50% long-term rate of return
to CalSTRS’ assets in its actuarial valuations, upon its implementation, GASB 68 may require the District
and other member agencies to assume a lower rate of return to determine their respective net pension
liability. Pursuant to GASB 68, if CalSTRS or any other defined benefit program is projected to exhaust all
of its assets in the future, the assumed rate of return will only be applied to assets until such time as the
assets are no longer sufficient to pay benefits. Subsequent thereto, the remaining liability will be discounted
with a high-quality municipal bond rate. Accordingly, upon the implementation of GASB 68 and
application of the accounting standards established therein, CalSTRS unfunded liability is expected to be
approximately $167 billion unless a funding solution is approved and established before Fiscal Year
2014-15 begins. Such legislation has been approved by the State Legislature and the Governor in
connection with the Fiscal Year 2014-15 State Budget Act (defined herein). See “District Financial
Information — Retirement Systems — Pension Accounting and Financial Reporting Standards” and “State
Funding of Education — State Budget — Fiscal Year 2014-15 State Budget Act” and ““ — Trailer Bills with
respect to the Fiscal Year 2014-15 State Budget Act” herein.

The fair market value of the CalSTRS pension fund as of June 30, 2012 and June 30, 2013 was
$143.1 billion and $157.2 billion, respectively, based on total system assets. CalSTRS produces a
comprehensive annual financial report which includes financial statements and required supplementary
information. Copies of the CalSTRS’ comprehensive annual financial report may be obtained from
CalSTRS, P.O. Box 15275, Sacramento, California 95851. The information presented in these reports is not
incorporated by reference in this Official Statement.

Employees currently contribute 8.00% of gross salary expenditures to CalSTRS, and the District
currently contributes 8.25% of gross salary expenditures to CalSTRS. The following Table A-5 sets forth
the District’s regular annual contributions to CalSTRS for Fiscal Years 2009-10 through 2012-13, budgeted
regular annual contributions to CalSTRS for Fiscal Year 2013-14 and the contributions as a percentage of
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the District’s Total Governmental Funds expenditures for Fiscal Years 2009-10 through 2012-13. The
District has always paid all required CalSTRS annual contributions.

TABLE A-5

LOS ANGELES UNIFIED SCHOOL DISTRICT
Annual Regular CalSTRS Contributions
Fiscal Years 2009-10 through 2013-14
($ in millions)

District Contribution
District as Percentage of Total

Fiscal Year Contributions"’ Governmental Funds Expenditures
2009-10 $233.1 2.50%

2010-11 236.7 2.64

2011-12 225.0 2.64

2012-13 213.5 2.69

2013-14% 207.6 N/A

" Excludes employee contributions paid by the District.
@ Estimated.

Sources: District contributions from the Los Angeles Unified School District Comprehensive Annual
Financial Reports for Fiscal Years 2009-10 through 2012-13 and the District for Fiscal Year 2013-
14, percentage of Total Governmental Funds Expenditures from the District and estimated
contribution for Fiscal Year 2013-14 from Fiscal Year 213-14 Second Interim Report.

The unfunded actuarial accrued liabilities and funded status of the CalSTRS pension fund as of
June 30 of Fiscal Years ended June 30, 2009 through June 30, 2013 are set forth in the following Table
A-6. The individual funding progress for the District is not provided in the actuarial report from CalSTRS,
but will be reported in the District’s financial statements beginning in Fiscal Year 2014-15 pursuant to
GASB 68. See ““ - Pension Accounting and Financial Reporting Standards” herein.

TABLE A-6

Actuarial Value of State Teachers’ Retirement Fund Defined Benefit Program
Valuation Dates June 30, 2009 through June 30, 2013

($ in billions)

Valuation Actuarial

Date Accrued Value of Unfunded Funded Ratio Funded Ratio
(June 30) Liability Assets” Liability (Actuarial Value)  (Fair Market Value)

2009 $185.683 $145.142 $40.541 78.0% 58.0%

2010 196.315 140.291 56.024 71.5 59.7

2011 208.405 143.930 64.475 69.1 67.2

2012 215.189 144.232 70.957 67.0 62.7

2013 222.281 148.614 73.667 66.9 66.5

" Actuarial Value of Assets does not include amounts allocable to the CalSTRS Supplemental Benefits Maintenance Account

Sources: California State Teachers’ Retirement System Defined Benefit Program Actuarial Valuations as of June 30, 2009 through
June 30, 2013.

California Public Employees’ Retirement System. CalPERS is a defined benefit plan that covers
classified personnel who work four or more hours per day. Benefit provisions are established by State
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legislation in accordance with the Public Employees’ Retirement Law. The District is unable to predict
what the amount of State funding toward its pension liabilities will be in the future, or the amount of the
contributions which the District may be required to make to CalPERS. Accordingly, there can be no
assurances that the District’s required contributions to CalPERS will not significantly increase in the future
above current levels.

Active plan members are required to contribute 7% (miscellaneous) or 9% (safety) of their monthly
salary and the District is required to contribute based on an actuarially determined rate. The actuarial
methods and assumptions used for determining the rates are based on those adopted by Board of
Administration of CalPERS. The required employer contribution rates for Fiscal Year 2012-13 were
11.417% for miscellaneous and 33.233% for safety members. The required employer contribution rates for
Fiscal Year 2013-14 are 11.442% for miscellaneous and 31.821% for safety members.

In February 2014, the CalPERS Board of Administration adopted new actuarial assumptions based
on the CalPERS Experience Study and Review of Actuarial Assumptions dated January 2014. Based on the
new actuarial assumptions and an assumed investment rate of return of 7.5%, CalPERS projects that the
required school employer contribution rate for miscellaneous members will be 11.7% for Fiscal Year 2014-
15 and 12.6% for Fiscal Year 2015-16. In addition, CalPERS projects additional annual increases to the
contribution rates of school employers resulting in school employer contribution rates for miscellaneous
members of 15.0% in Fiscal Year 2016-17, 16.6% in Fiscal Year 2017-18, 18.2% in Fiscal Year 2018-19,
19.9% in Fiscal Year 2019-20 and 20.4% in Fiscal Year 2020-21. The District pays the employee’s
contribution of 9% for most of the safety members and certain percentages for employees covered under
other collective bargaining units. To the extent that future experience differs from CalPERS’ current
assumptions, the required employer contribution rates are expected to vary in the future.

The contribution requirements of the plan members are established by State statute. The District’s
contributions for all members for the Fiscal Years 2010-11 through 2012-13 were in accordance with the
required contribution rates calculated by CalPERS’ actuary for each fiscal year. Accordingly, the District’s
annual pension costs for such fiscal years were equal to the annual required contributions and its net
pension obligation to CalPERS for Fiscal Years 2010-11 through 2012-13 was $0.

The following Table A-7 sets forth the District’s regular annual contributions, inclusive of
employee contributions paid by the District, to CalPERS for Fiscal Years 2009-10 through 2012-13, the
estimated contribution for Fiscal Year 2013-14 and the contributions as a percentage of the District’s Total
Governmental Funds expenditures for Fiscal Years 2009-10 through 2012-13. The District has always paid
all required CalPERS annual contributions.
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TABLE A-7

LOS ANGELES UNIFIED SCHOOL DISTRICT
Annual CalPERS Regular Contributions
Fiscal Years 2009-10 through 2013-14"

($ in millions)

District Contribution

District as Percentage of Total
Fiscal Year Contributions"” Governmental Funds Expenditures
2009-10 $156.0 1.68%
2010-11 142.6 1.59
2011-12 136.4 1.61
2012-13 128.7 1.62
2013-14% 98.5 N/A

(" Includes regular contributions and employee contributions paid by the District and “PERS Recapture.” Pursuant to State law,
the State is allowed to recapture the savings corresponding to a lower CalPERS rate by reducing a school district’s revenue
limit apportionment by the amount of the school district’s CalPERS savings in that year. Such recapture has occurred with
respect to the District in each fiscal year since Fiscal Year 1982-83. Beginning in fiscal year 2013-14, the Local Control
Funding Formula eliminated the PERS Savings Recapture.

@ Estimated.

Sources: District contributions from the Los Angeles Unified School District Comprehensive Annual Financial Reports for
Fiscal Years 2009-10 through 2012-13 and the District for Fiscal Year 2013-14, percentage of Total Governmental
Funds Expenditures from the District and estimated contribution for Fiscal Year 2013-14 from Fiscal Year 213-14
Second Interim Report.

CalPERS is operated on a Statewide basis and, based on publicly available information, has
unfunded liabilities. The amounts of the pension/award benefit obligation or unfunded actuarially accrued
liability will vary from time to time depending upon actuarial assumptions, and actual rates of return on
investments, salary scales, and levels of contribution.

Unlike typical defined benefit programs such as those administered by CalPERS, neither the
CalSTRS employer nor the State contribution rate varies annually to make up funding shortfalls or assess
credits for actuarial surpluses. The State does pay a surcharge when the teacher and school district
contributions are not sufficient to fully fund the basic defined benefit pension (generally consisting of 2%
of salary for each year of service at age 60 referred to as “pre-enhancement benefits”) within a 30-year
period. However, this surcharge does not apply to the system-wide unfunded liability resulting from recent
benefit enhancements. As indicated above, there is presently no required contribution from teachers, school
districts or the State to fund this unfunded liability. Historically, the school district employer contribution
rate has remained at 8.25%. However, the District is unable to predict what the amount of liabilities will be
in the future or the amount of contributions which the District may be required to make.
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The market value of the entire CalPERS pension fund as of June 30, 2012 and June 30, 2013 was
$241.8 billion and $237.0 billion, respectively. The unfunded actuarial accrued liabilities and funded status
of the schools portion of CalPERS as of June 30 of Fiscal Years June 30, 2008 through June 30, 2012 are
set forth in the following Table A-8. The individual funding progress for the District is not provided in the
schools portion of actuarial report from CalPERS, but will be reported in the District’s financial statements
beginning in Fiscal Year 2014-15 pursuant to GASB 68.

TABLE A-8

Actuarial Value of Schools Portion of CalPERS
Historical Funding Status
Valuation Dates June 30, 2008 through June 30, 2012
($ in millions)

Market Unfunded Projected Unfunded

Valuation  Actuarial Value of Funded Liabilities/ Payroll for Liability/

Date Accrued Assets Status (Surplus) Determining  (Surplus) as a
(June 30) Liabilities (MVA) (MVA) (MVA) Contributions % of Payroll

2008 $48,537.68 $45,547.90 93.8% $ 2,989.78 $11,137.70 26.8%

2009 52,493.08 34,146.45 65.0 18,346.63 11,109.76 165.1

2010 55,306.96 38,435.17 69.5 16,871.79 11,283.40 149.5

2011 58,358.41 45,900.99 78.7 12,457.42 10,540.43 118.2

2012 59,439.13 44,853.80 75.5 14,585.33 10,242.25 142.4

Source: CalPERS State & Schools Actuarial Valuation as of June 30, 2012.

The unfunded actuarial accrued liabilities and funded status of the District’s Safety Plan, which is

an individual component of CalPERS, as of June 30 of Fiscal Years June 30, 2008 through June 30, 2012,
are set forth in the following Table A-9.

TABLE A-9

CalPERS Actuarial Value of LAUSD Safety Plan”
Historical Funding Status
Valuation Dates June 30, 2008 through June 30, 2012

Unfunded
Liability
Actuarial Actuarial Value ) Annual as a % of
Valuation Accrued of Assets Unfunded Funded Ratios Covered Covered
Date Liability (AVA) Liability (AVA) Market Payroll Payroll
(June 30) (a) (b) @) =(b) bh)/(a) Value (c) [(a)-(b)]/(c)
2008 $219,065,924  $181,001,512 $38,064,412 82.6% 84.4% $22,832,168 166.7%
2009 240,158,247 190,718,449 49,439,798 79.4 58.1 23,714,632 208.5
2010 249,235,744 201,793,549 47,442,195 81.0 63.8 23,550,230 201.5
2011 258,517,618 214,253,073 44,264,545 82.9 74.1 24,676,608 179.4
2012 266,875,028 227,075,678 39,799,350 85.1 71.4 24,937,992 159.6

@)

Date set forth in Table A-9 reflects information relating to the District’s Safety Plan and does not include information relating to

the Miscellaneous Plan. Actuarial information relating to the historical funding status of the District’s Miscellaneous Plan is not
available from CalPERS as a separate report but is incorporated in the combined schools portion of CalPERS’ pension fund as

set forth in Table A-8 above.

Source: CalPERS Safety Plan of the Los Angeles Unified School District (Employer # 361) Annual Valuation Report as of June 30,

2012.
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In April 2013, the CalPERS Board of Administration adopted changes to the asset smoothing
method. Prior to this change, CalPERS employed an amortization and smoothing policy which spread
investment returns over a 15-year period with experience gains and losses paid for over a rolling 30-year
period. As a result of the April 2013 change, CalPERS will employ an amortization and smoothing policy
that will pay on an actuarial basis for all gains and losses over a fixed 30-year period with the increases or
decreases in the rate spread directly over a 5-year period. CalPERS will apply the new amortization and
smoothing policy for actuarial valuations for the Fiscal Year ended June 30, 2013 actuarial valuations
which will be performed in the fall of 2014. CalPERS expects to use these valuations to set employer
contribution rates for the Fiscal Year 2015-16. Under the previous asset smoothing method, gains and
losses were amortized on a rolling 30-year amortization period, with the exception of gains and losses in
Fiscal Years 2008-09, 2009-10, and 2010-11 which are isolated and amortized over fixed and declining 30-
year periods.

The actuarial funding method used in the CalPERS State & Schools Actuarial Valuation as of
June 30, 2012 is the “Individual Entry Age Normal Cost Method”. The CalPERS State & Schools Actuarial
Valuation as of June 30, 2012 assumes, among other things, a 7.50% investment rate of return (net of
administrative expenses), projected 2.75% inflation and projected 2.00% or 3.00% post-retirement benefit
increases, and projected payroll growth of 3.00%.

The CalPERS Safety Plan of the Los Angeles Unified School District (Employer # 361) Annual
Valuation Report as of June 30, 2012 uses the “Individual Entry Age Normal Cost Method” as the actuarial
funding method and assumes, among other things, a 7.50% investment rate of return (net of administrative
expenses), projected salary increases of 3.30% to 14.20% depending on age, service and type of
employment, projected 2.75% inflation and projected payroll growth of 3.00%.

Actuarial information and assumptions for CalPERS members that are subject to PEPRA are not
reflected in the CalPERS State & Schools Actuarial Valuation as of June 30, 2012 or the CalPERS Safety
Plan of the Los Angeles Unified School District (Employer # 361) Annual Valuation Report as of June 30,
2012. PEPRA mandates new benefit formulas and new member contributions for new members. These new
members will be reflected in CalPERS actuarial valuations beginning with the actuarial valuation for year
ended June 30, 2013. See *“ — California Public Employees’ Pension Reform Act of 2013 herein.

CalPERS issues a comprehensive annual financial report and actuarial valuations that include
financial statements and required supplementary information. Copies of the CalPERS CAFR and actuarial
valuations may be obtained from the CalPERS Financial Services Division, P.O. Box 942703, Sacramento,
California 94229-2703. The information set forth therein is not incorporated by reference in this Official
Statement.

Public Agency Retirement System. On July 1, 1992, the District joined the Public Agency
Retirement System (“PARS”), a multiple-employer retirement trust. This defined contribution plan covers
the District’s part-time, seasonal, temporary and other employees not otherwise covered by CalPERS or
CalSTRS, but whose salaries would otherwise be subject to Social Security tax. Benefit provisions and
other requirements are established by District management based on agreements with various bargaining
units.

The District is unable to predict the amount of the contributions which the District may be required
to make to PARS in the future. Further, the District cannot estimate the current amount of unfunded
liabilities of the PARS plans or the funding progress therefor. Accordingly, there can be no assurances that
the District’s required contributions to PARS will not significantly increase in the future above current
levels. The District has always paid all required PARS annual contributions.
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The following Table A-10 sets forth the District’s annual contributions to PARS for Fiscal Years
2009-10 through 2012-13, the estimated annual contribution to PARS for Fiscal Year 2013-14 and the
contributions as a percentage of the District’s Total Governmental Funds expenditures for Fiscal Years
2009-10 through 2012-13.

TABLE A-10

LOS ANGELES UNIFIED SCHOOL DISTRICT
Annual PARS Contribution
Fiscal Years 2009-10 through 2013-14
($ in millions)

District Contribution
District as Percentage of Total

Fiscal Year Contributions™®  Governmental Funds Expenditures
2009-10 $5.7 0.06%
2010-11 5.2 0.06
2011-12 4.5 0.04
2012-13 3.8 0.05
2013-14% 52 N/A

() Reflects payments to PARS for pension costs associated with the District’s regular and specially funded programs
@ Includes amounts related to prior years’ PARS contributions.
©®  Estimated.

Sources: District contributions from the Los Angeles Unified School District Comprehensive Annual Financial Reports for
Fiscal Years 2009-10 through 2012-13 and the District for Fiscal Year 2013-14 and percentage of Total
Governmental Funds Expenditures and estimated contribution for Fiscal Year 2013-14 from the District.

California Public Employees’ Pension Reform Act of 2013. In September 2012, the Governor
approved Assembly Bill 340, the California Public Employees’ Pension Reform Act of 2013 (“PEPRA”).
Among other things, PEPRA establishes new retirement formulas for employees hired on or after
January 1, 2013 (“PEPRA Employees”) and prohibits public employers from offering defined benefit
pension plans to PEPRA Employees that exceed the benefits provided thereunder. PEPRA increases the
retirement age for new State, school, city and local agency employees depending on job function and limits
the annual PERS and STRS pension benefit payouts. PEPRA applies to all public employers except the
University of California, charter cities and charter counties. However, PEPRA is applicable to those entities
which contract with CalPERS.

PEPRA mandates equal sharing of normal costs between a contracting agency or school employer
and their employees and that employees pay at least 50% of normal costs and that employers not pay any of
the required employee contribution. However, PEPRA limits the contribution to an amount not in excess of
8% of pay for local miscellaneous or school members, not more than 12% of pay for local police officers,
local firefighters, and county peace officers, and not more than 11% of pay for all local safety members.
PEPRA requires employers to complete a good faith bargaining process as required by law prior to
implementing changes regarding the contribution requirements. The changes to required contribution
requirements will go into effect on January 1, 2018 unless the employer and the affected bargaining unit
have reached an agreement in accordance with PEPRA.

In addition, PEPRA amends existing laws to redefine final compensation for purposes of pension
benefits for PEPRA Employees. Further, PEPRA permits certain public employers who have offered a
lower defined benefit retirement plan before January 1, 2013 to continue to offer such plan to PEPRA
Employees. However, if a public employer adopts a new defined benefit plan on or after January 1, 2013,
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such plan will be subject to PEPRA requirements unless, among other things, its retirement system’s chief
actuary and retirement board certify that the new plan is not riskier or costlier to the public employer than
the defined benefit formula required under PEPRA.

Pension Accounting and Financial Reporting Standards. In 2012, the Governmental Accounting
Standards Board issued Statement No. 68, Accounting and Financial Reporting for Pensions (“GASB 68”),
which revises and establishes new financial reporting requirements for most public employers, such as the
District, that provide their employees with pension benefits and cost-sharing, multiple-employer plans,
including CalSTRS and CalPERS. GASB 68, among other things, requires public employers providing
defined benefit pensions to recognize their long-term obligation for pension benefits as a liability and
provides greater guidance on measuring the annual costs of pension benefits, including through guidelines
on projecting benefit payments, use of discount rates and use of the “entry age” actuarial cost allocation
method. GASB 68 also enhances accountability and transparency through revised and new note disclosures
and required supplementary information. GASB 68 becomes effective for the financial statements of plan
employers commencing in Fiscal Year 2014-15.

Pursuant to GASB 68, CalSTRS and CalPERS will use a new blended rate that reflects a long-term
rate of return on plan assets, which reflects a pension fund’s long-term investment strategy, and a high-
quality, non-taxable municipal bond index rate, to account for the potential need to borrow funds to pay
pension benefits after net assets have been fully depleted. CalSTRS has cautioned that use of the new,
blended discount rate may cause the financial statements of plans, such as CalSTRS, to reflect an increased
unfunded liability.

Other Postemployment Benefits

In addition to employee health care costs, the District provides postemployment health care
benefits in accordance with collective bargaining agreements. As of July 1, 2013, there are approximately
38,000 retirees who meet the eligibility requirements for these benefits. The District currently funds these
benefits on a pay-as-you-go basis, paying an amount in each Fiscal Year equal to the benefits distributed or
disbursed in that Fiscal Year. See “District Financial Information — District Financial Policies — Budget and
Finance Policy — Liability Reserves” herein. The following Table A-11 sets forth the District’s funding of
other postemployment benefits for Fiscal Years 2009-10 through 2013-14, the estimated contributions for
Fiscal Years 2013-14 and the contributions as a percentage of the District’s Total Governmental Funds
expenditures for Fiscal Years 2009-10 through 2012-13.
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TABLE A-11

LOS ANGELES UNIFIED SCHOOL DISTRICT
Expenditures for Other Postemployment Benefits
Fiscal Years 2009-10 through 2013-14
($ in millions)

Expenditure as Percentage of Total

Fiscal Year Amount Governmental Funds Expenditures
2009-10 $237.3 2.55%

2010-11 240.1 2.68

2011-12 228.7 2.71

2012-13 245.4 3.09

2013-14" 258.0 N/A

@ Estimated.

Sources: District OPEB expenditures from the Los Angeles Unified School District Comprehensive Annual Financial
Reports for Fiscal Years 2009-10 through 2012-13 and the District for Fiscal Year 2013-14 and percentage of
Total Governmental Funds Expenditures and estimated contribution for Fiscal Year 2013-14 from Fiscal Year
2013-14 Second Interim Report.

The Fiscal Year 2013-14 District Final Budget included funding of $293.0 million for OPEB,
which is estimated to be $39.0 million greater than the estimated pay-as-you-go contribution for OPEB for
Fiscal Year 2013-14. The District set aside approximately $54.4 million in Fiscal Year 2013-14 and
approximately $81 million in prior fiscal years in its OPEB Fund and intends to use such amounts to reduce
the unfunded actuarial accrued liability (“UAAL”) of its OPEB. The current OPEB Reserve is not an
irrevocable trust as defined in GASB 45. Accordingly, funds on deposit in to the OPEB Reserve are not
restricted to the payment of OPEB costs and the District’s actuarial consultant has not included such funds
in its analysis of the District’s OPEB liability. However, the District Board approved the creation of the
OPEB Trust Fund at a meeting held on May 13, 2014. See “District Financial Information — District
Financial Policies — Budget and Finance Policy — Liability Reserves” herein.

GASB Statement No. 45 “Accounting and Financial Reporting by Employers for Postemployment
Benefits Other than Pensions” (“GASB 45”) established standards for the measurement, recognition and
display of postemployment healthcare and certain others forms of postemployment benefits, such as life
insurance, when provided separately from a pension plan expense or expenditures and related liabilities in
the financial reports of state and local governments. Under GASB 45, governments are required to:
(i) measure the cost of benefits, and recognize other postemployment benefits expense, on the accrual basis
of accounting in periods that approximate employees’ years of service; (ii) provide information about the
actuarial liabilities for promised benefits associated with past services and whether, or to what extent, those
benefits have been funded; and (iii) provide information useful in assessing potential demands on the
employer’s future cash flows. The District’s postemployment health benefits fall under GASB 45 and are
reported in accordance therewith.

The District’s OPEB consists of post-employment benefits for health, prescription drug, dental,
vision and life insurance coverage for retirees; long-term care coverage, life insurance and death benefits
that are not offered as part of a pension plan; and long-term disability insurance for employees. As of the
date hereof, the most recent actuarial report prepared for the District is its “GASB 43 and 45 Valuation
Report as of June 30, 2009 and Annual Required Contribution for the Fiscal Year Ending June 30, 2010,”
dated February 25, 2010 (the “2010 Postemployment Valuation™).
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The following are the principal actuarial assumptions used in the 2010 Postemployment Valuation:

—

w

-0 a0 o

g.

Measurement Date: June 30, 2009
Census Date: June 30, 2009
Economic Assumptions:

Discount Rate: 5.00%;

Investment Rate of Return: 5.00% for pay-as-you-go funding;

Valuation Date: June 30, 2009;

Annual Inflation Rate: 3.25%;

Annual Payroll Growth: 4.25%;

Administrative Expenses: No administrative expenses were valued separately from the
premiums; and

Actuarial Cost Method: Entry Age Normal; level dollar, open. Entry age is based on
current age minus years of service.

4. Demographic Assumptions

a

b.
c.
d

g.

Retirement: Age-based ranges;

Termination: Service-related ranges;

Disability Retirement: Age-based rates for all participants;

Mortality: (i) Active Employees: 1994 Group Annuity Mortality table, 5 year setback for
males, 4 year setback for females; (ii) Retirees: 1994 Group Annuity Mortality table,

3 year setback for males, 2 year setback for females; and (iii) Disabled Lives — Select Rates
used during the first three years of disability and Ultimate Rates used after three years of
disability;

Plan Participation: 100% of current active employees with medical coverage are assumed
to continue coverage upon retirement;

Marital Characteristics: (i) Retirees: actual data and (ii) Active Employees: 75% of male
participants are assumed to elect spousal coverage, with female spouses five years younger
than male participants and 50% of female participants are assumed to elect spousal
coverage, with male spouses two years older than female participants; and

Plan Participation: 100% of the current active employees with medical coverage are
assumed to continue medical coverage at retirement.

5. Benefit Assumptions
a.

b.

C.

Premium Rates: Used for Retiree Medical Coverage, including prescription drugs, Retiree
Dental Coverage and Retiree Vision Coverage;

Health Care Cost Subsidy Trend Rates: 9.25% (graded down over 10 years to ultimate rate
of 5.00%) for the health maintenance organizations and 9% (graded down over 10 years to
ultimate rate of 5.00%) for the preferred provider organizations; and

Dental and Vision Care Inflation: 5.00%.

The 2010 Postemployment Valuation sets forth the District’s actuarial valuation of
postemployment medical benefits as of June 30, 2011 for its employees and retirees. The 2010
Postemployment Valuation sets forth the liabilities of the postemployment benefit plan based upon
GASB Statement Nos. 43 and 45. The market value of plan net assets as of June 30, 2009 is estimated to be
$0. The District’s actuarial consultant has excluded the amounts on deposit in the aforementioned OPEB
Fund because the OPEB Fund is not an irrevocable trust. The 2010 Postemployment Valuation reports that,
as of June 30, 2011, the UAAL of the District’s post-retirement health and welfare benefits program is
approximately $11.2 billion. Pursuant to GASB 45, OPEB expense in an amount equal to annual OPEB
cost is recognized in government-wide financial statements on an accrual basis. Net OPEB obligations, if
any, including amounts associated with under- or over-contributions from governmental funds, are to be
displayed as liabilities (or assets) in government-wide financial statements.
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The 2010 Postemployment Valuation recommended an annual required contribution (“ARC”) of
$1.01 billion, or 21.7% of the District’s payroll at the June 30, 2009 valuation date, for Fiscal Year
2009-10. As of June 30, 2010, the “pay-as-you-go” cost of providing postemployment benefits is projected
to be $257.963 million. Accordingly, the District’s net pension obligation (“NPO”) as of June 30, 2010 was
expected to be greater than the NPO as of June 30, 2009. NPO is the cumulative difference between the
annual pension cost (the “Annual OPEB Cost”) to the District of the postemployment benefit plan and the
actual contribution in a particular year. Annual OPEB Cost is equal to (i) the ARC, (ii) one year’s interest
on the NPO, and (iii) an adjustment to the ARC to offset, approximately, the amount included in item
(i) for amortization of the past contribution deficiencies.

The Patient Protection and Affordable Care Act and the Health Care and Education Reconciliation
Act of 2010 (collectively, the “Affordable Care Act”) were signed into law in March 2010. The Affordable
Care Act imposes an excise tax (the “Health Care Reform Excise Tax”) of 40% on employers that carry
“Cadillac healthcare plans” beginning in 2018. The excise tax will be applied to the amount of premium in
excess of stated single ($10,200) and family ($27,500) thresholds. The 2010 Postemployment Valuation
was released prior to the enactment of the Affordable Care Act of 2010. However, the District’s actuary has
estimated the impact of the excise tax using the assumptions and calculations from that valuation. The 2010
Postemployment Valuation was updated by the District’s Actuary to reflect the projected impact of the
Affordable Care Act (the “Updated Postemployment Valuation”). Based on the Updated Postemployment
Valuation, the actuarial accrued liability for benefits was $10.3 billion as of June 30, 2011, and the actuarial
value of assets was $0, resulting in a UAAL of $10.3 billion, of which $400 million is attributable to the
Health Care Reform Excise Tax. The covered payroll (annual payroll of active employees covered by the
plan) was $4.6 billion, and the ratio of the UAAL to the covered payroll was 223%. See Note 8 to the
audited financial statements of the District contained in Appendix B — “Comprehensive Annual Financial
Report of the District for the Fiscal Year ended June 30, 2013 attached hereto.

Table A-12 below sets forth the District’s ARC, annual OPEB cost, the percentage of annual OPEB
cost contributed to the plan and the net OPEB obligation for Fiscal Years 2008-09 through 2012-13.

TABLE A-12

LOS ANGELES UNIFIED SCHOOL DISTRICT
Annual Required Contributions, OPEB Costs and Net OPEB Obligations
Fiscal Years 2008-09 through 2012-13

($ in thousands)

Annual Required Annual Annual OPEB Net OPEB
Fiscal Year Contribution OPEB Cost Cost Contributed Obligation
2008-09 $1,088,523 $1,088,523 25% $1,653,926
2009-10 1,006,755 977,150 24 2,393,811
2010-11 1,050,646 1,022,031 23 3,175,742
2011-12 1,085,949 1,047,987 22 3,995,038
2012-13 1,085,949 1,038,193 24 4,787,843

Source: Los Angeles Unified School District Comprehensive Annual Financial Reports for Fiscal Years 2008-09 through
2012-13.

The District expects to continue to review the 2010 Postemployment Valuation in conjunction with
the District’s obligations under its postemployment benefit plan to determine, among other things, its
course of action with respect to postemployment benefit contributions and what other postemployment
benefit liability must be reported. In the opinion of District management, any further increase in the
District’s UAAL as described in the 2010 Postemployment Valuation will not adversely affect the

A-29



District’s ability to pay debt service on its general fund obligations, tax and revenue anticipation notes,
certificates of participation, or general obligation bonds, including the Bonds described in the forepart of
this Official Statement, which are payable from voter-approved ad valorem property taxes.

For additional information regarding the District’s OPEB, see Appendix B — “Comprehensive
Annual Financial Report of the District for the Fiscal Year ended June 30, 2013 attached hereto.

Insurance

The District maintains various excess property, casualty and fidelity insurance programs, which are
self-insured, with varying self-insured retentions. The District’s excess property coverage is provided
currently through its membership in the Public Entity Property Insurance Program (‘“PEPIP”), an insurance
pool comprised of certain cities, counties and school districts. The District maintains excess property
insurance on all District facilities under a combination of self-insurance retentions and varying sublimits
through the excess insurance policies of PEPIP. The current self-insured retention for fire loss damage for
excess property coverage is $500,000 per occurrence and the policy limit is $1 billion. The District
maintains what it considers to be adequate reserves to cover losses within the self-insurance retention.
District General Fund resources are used to pay for property loss insurance and uninsured repairs for
property damage. In addition to the above excess property policies, the District purchases a separate boiler
and machinery policy with $100 million in occurrence limits and a Fidelity crime policy with $1 million in
occurrence limits.

Excess insurance is maintained through a combination of excess policies totaling $500 million
coverage in aggregate above a $1 million self-insurance retention and for general liability which currently
provides $30 million coverage above a $10 million self-insurance retention. No settlements exceeded
insurance coverage in the during Fiscal Years 2009-10 through 2012-13. The District maintains reserves
that it believes are adequate to cover losses within the self-insured retention.

Prior to Fiscal Year 2013-14, the District’s liability coverage generally included coverage for
sexual misconduct and molestation. However, liability coverage for Fiscal Year 2013-14 does not include
this coverage because it is not available at reasonable rates from any insurance provider. In March 2014,
the District Board approved a joint powers authority agreement by and between the District and the Los
Angeles Trust Children’s Health Inc. to establish the Los Angeles Unified School District Risk
Management Authority (the “Risk Management Authority””) which will become effective July 1, 2014. The
District expects that the Risk Management Authority will allow the District to purchase reinsurance for
excess liability coverage for incidents such as sexual misconduct and molestation. The Risk Management
Authority will be capitalized by the District and will provide an insurance program for the District and the
Los Angeles Trust Children’s Health Inc. The District expects that the Risk Management Authority will,
among other things, be able to purchase reinsurance for excess liability coverage which is not presently
available to self-insured public agencies such as the District. See “District Financial Information — Events
Regarding Suspended and Former District Employees” herein.

The District believes that the amounts currently reserved for potential liabilities attributable to
claims of molestation and sexual misconduct are adequate. See “District Financial Information — Events
Regarding Suspended and Former District Employees” herein. The District will increase the expenditures
projected in its budget and interim financial reports if necessary and only to the extent that the District’s
liabilities exceed the amount budgeted for self-insurance or current excess liability coverage. The District
expects that such an increase will occur if claims relating to sexual misconduct by former and suspended
District employees exceed the amount reserved for settlements and monetary damages to date. See “District
Financial Information - Events Regarding Suspended and Former District Employees” herein. Such
liabilities could decrease the District’s net position as of June 30, 2014 from the amount projected in its
Fiscal Year 2013-14 Second Interim Report. See “District Financial Information — State Financial
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Accountability and Oversight Provisions — Interim Reporting Requirements — District First Interim Report
for Fiscal Year 2013-14”, “ — District Second Interim Report for Fiscal Year 2013-14” and
“ — District June 2014 End of Year Report for Fiscal Year 2013-14" herein.

The District is self-insured for its Workers’ Compensation Program. Separate funds are used to
account for amounts set aside to pay claims incurred and related expenditures under the respective
insurance programs. The amount required to be on deposit in the Worker’s Compensation Fund is
established with information from an independent actuary. The District determines the annual budget for
workers’ compensation by reviewing the amount necessary to fund its outstanding workers’ compensation
liability to the actuarially recommended level based on the central estimate approach and by additionally
calculating the amount necessary for claims and operation of the Worker’s Compensation Fund. The
District uses the difference of the current fiscal year’s central estimate versus that from the previous fiscal
year to establish the amount necessary to fund projected liabilities. With respect to funding claims activity,
the amount required to be on deposit in the Worker’s Compensation Fund is based on the anticipated
increase in claims cost in the current fiscal year versus the prior fiscal year. Such amount is generally
higher than the amount recommended in the actuarial report. See “District Financial Information - District
Financial Policies - Budget and Finance Policy - Liability Reserves” herein. In the last recent actuarial
report covering the period as of December 31, 2013, the actuary recommended the minimum funding levels
set forth in Table A-13.

TABLE A-13

LOS ANGELES UNIFIED SCHOOL DISTRICT
Minimum Recommended Funding Levels
Fiscal Years 2014-15 through 2016-17

Minimum Minimum
Recommended Recommended
Funding Level Funding Level
Fiscal Year (Undiscounted) (Discounted at 2.5%)
2014-15 $80,125,662 $72,834,227
2015-16 80,524,297 73,196,586
2016-17 80,922,932 73,558,945

Sources: Los Angeles Unified School District

The following Table A-14 sets forth information on changes in the Workers Compensation
Program’s liabilities from Fiscal Years 2008-09 through 2012-13 and estimated changes in Fiscal Year
2013-14. The reduced liability as of June 30, 2013 results from, among other things, workers’
compensation reforms implemented by the State, cost containment strategies and a decrease in newly
reported claims. The District uses separate funds to account for amounts set aside to pay claims incurred
and related expenditures under the respective insurance programs. See “District Financial Information —
District Financial Policies — Budget and Finance Policy — Liability Reserves” herein and Note 9 in the
audited financial statement for Fiscal Year 2012-13 set forth in Appendix B hereto.
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TABLE A-14

LOS ANGELES UNIFIED SCHOOL DISTRICT
Workers’ Compensation Claims Paid
Fiscal Years 2008-09 through 2013-14

($ in millions)

Liability: Current Year Liability:
Beginning of Claims and Changes End of
Fiscal Year Fiscal Year in Estimates Claims Paid Fiscal Year

2008-09 $479.5 $72.2 $ (80.6) $471.2
2009-10 471.2 59.7 (78.5) 452.4
2010-11 452.4 66.5 (88.1) 430.8
2011-12 430.8 98.4 (95.3) 434.0
2012-13 434.0 89.3 (102.4) 420.8
2013-14" 420.8 100.4 (99.7) 4215

Sources: Los Angeles Unified School District Comprehensive Annual Financial Reports for Fiscal Years 2008-09 through
2012-13 and the District for Fiscal Year 2013-14.

@ Estimated.

The District purchased through the American International Group’s (“AIG”) companies a pollution
legal liability (“PLL”) policy with coverage of $50 million for each incident, with an aggregate of
$100 million (coverage period of August 11, 1999 through August 11, 2019). The District filed a lawsuit in
Los Angeles County Superior Court in March 2006 against AIG alleging the insurance carrier committed
acts of bad faith for failure to honor claims incurred during the PLL policy period. Pursuant to a settlement
agreement by and between the District and AIG, AIG is required to pay to the District $78,750,000 from
Fiscal Year 2011-12 to Fiscal Year 2020-21.

The District implemented an owner-controlled insurance program (“OCIP”) on May 1, 2006
(“OCIP II’) after the expiration of its initial OCIP. OCIP II covers new construction and renovation
projects funded by school bonds. Under an OCIP, the District provides general liability and workers’
compensation insurance coverage to enrolled construction contractors. Builder’s risk and CPL coverage are
also provided. The benefits derived from the large buying power of an OCIP, along with centralized risk
management and safety creates savings that accrue for the District. Under the OCIP II, workers’
compensation coverage with statutory limits, and primary and excess liability coverage with limits of
$100 million have been underwritten by six major insurance carriers. In addition, buildings under
construction and renovation with project values under $50 million, a portion of the costs of which are
financed with the proceeds of District general obligation bond issues, are covered under PEPIP. Builder’s
risk coverage for projects with construction values above $50 million is currently covered under individual
policies underwritten by various carriers. Savings to the District from May 1, 2006 through May 1, 2013
from OCIP II are estimated in the range of approximately $68 million to $117 million.

Liabilities for loss and loss adjustment expenses under each of the District’s insurance programs
include the accumulation of estimates for losses reported prior to the balance sheet date, estimates of losses
incurred but not reported and estimates of expenses for investigating and adjusting reported and unreported
losses. Such liabilities are estimates of the future expected settlements and are based upon analysis of
historical patterns of the number of incurred claims and their values. The District believes that, given the
inherent variability in any such estimates, the aggregate liabilities are within a reasonable range of
adequacy. Individual reserves are continually monitored and reviewed, and, as settlements are made or
reserves adjusted, differences are reflected in current operations. For additional information regarding the
District’s insurance programs, see the District’s financial statements for Fiscal Year 2012-13 contained in
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Appendix B — “Comprehensive Annual Financial Report of the District for the Fiscal Year ended June 30,
2013 attached hereto.

Events Regarding Suspended and Former District Employees

In response to claims of sexual misconduct alleged to have been committed by former District
personnel from 2008 to 2011, the District imposed disciplinary actions upon such personnel, including,
among other things, suspending and terminating such personnel in accordance with District policy. In
addition, the State Auditor conducted a performance audit of the District in 2012 which reviewed and
evaluated the District’s processes for handling and documenting claims of abuse against students. The State
Auditor acknowledged that the District has made improvements to its policies and procedures related to
reporting, investigating, and tracking suspected child abuse. However, the State Auditor issued a series of
recommendations to the District, including adhering to State requirements for reporting cases to the
Credentialing Commission, increasing oversight of open allegations of employee abuse against students,
and identifying one division within the District to track settlements in a manner that includes the total
amounts paid and the descriptions of misconduct.

In connection with the allegations of misconduct by current and former District personnel, the
District has entered into settlement agreements regarding 65 claims under which the District has
appropriated approximately $30 million which will be allocated to the claimants through funds established
for health and education, lump sum payments when the claimants reach certain ages and on-going monthly
payments when the claimants are ages 30 to 70. Further, in connection with these allegations, 138 plaintiffs
who are, collectively, parties to 15 pending complaints are suing the District with respect to approximately
50 claims. The District could receive additional complaints seeking declaratory, injunctive, and monetary
relief relating to these allegations. The District cannot predict whether any plaintiffs in these complaints
will prevail, and if so, how any final court decision or settlement agreement with respect to any lawsuit
may affect the financial status, policies or operations of the District, as the nature of any court’s remedy
and the responses thereto are unknown at the present time. The costs of any final court decision or
settlement agreement could be substantial and materially greater than the amounts agreed to under the
existing settlement agreements. Further, the District’s potential liabilities could exceed the amounts which
are currently recognized and the probable amount of contingent liabilities for which the District has set
aside reserves. See “District Financial Information — State Financial Accountability and Oversight
Provisions — Interim Reporting Requirements — District First Interim Report for Fiscal Year 2013-14”, ““ —
District Second Interim Report for Fiscal Year 2013-14" and “ — District June 2014 End of Year Report for
Fiscal Year 2013-14" herein.

Debt Management Policy

The Debt Management Policy sets forth an annual gross debt service cap of $105 million
attributable to COPs and establishes a target of 2.0% and a ceiling of 2.5% for the ratio of gross COPs debt
service to District General Fund appropriations. A target may be increased only through District Board
authorization each time a new debt is proposed, but is not intended to exceed the ceiling established in the
Debt Management Policy. See “District Financial and Economic Information — District Financial Policies —
Debt Management Policy” herein.

The District’s current maximum fiscal year COPs debt service is approximately $55.7 million
(which is below the $105.0 million cap) and was 0.98% of budgeted District General Fund appropriations
for Fiscal Year 2012-13 (which is below the range of gross COPs debt service to District General Fund
appropriations) established by the Debt Management Policy.

The Debt Management Policy limits unhedged variable rate debt to the lesser of 20% of
outstanding COPs or $100 million and requires reporting of the debt ratios and benchmarks, as set forth in

A-33



Tables A-15 and A-16 below in the District’s Debt Report for Fiscal Year 2012-13. As of May 1, 2014, the
District had outstanding COPs in the aggregate principal amount of approximately $378.9 million,
excluding COPs that are economically defeased. The District currently has no variable rate COPs
outstanding and no other variable interest rate exposure.

The following Table A-15 sets forth the debt factors for COPs which are to be repaid from the
District General Fund or other internal District resources as reported in the District’s Fiscal Year 2012-13
Debt Report.

TABLE A-15

LOS ANGELES UNIFIED SCHOOL DISTRICT
Debt Management Policy — Debt Factors

(as of June 30, 2013)
Over (Under)
Debt Factor Target'" Ceiling® Actual® Policy Ceiling
Maximum COPs Gross Debt 2.0% of District 2.5% of District 0.98% (1.52)%
Service Limit (percentage) General Fund General Fund
Expenditures Expenditures
Maximum COPs Gross Debt Not applicable $105.0 million $55.7 million  $(49.3 million)
Service Limit®
Unhedged Variable Rate Debt Not applicable 20.0% 0% (20)%

as % of total COPs Debt

" “District General Fund Expenditures” includes said amounts based upon the District’s Fiscal Year 2012-13 Final Adopted

Budget.
Actual results are based upon results for the Fiscal Year ended June 30, 2013, the most recently completed audited year.
May increase with additional issuances of COPs.

2)
3)

Source: Los Angeles Unified School District.

The following Table A-16 sets forth the benchmark debt burden ratios for the combined direct debt
and overall debt of the District. Table A-16 also summarizes the District’s general obligation bond and
COPs debt against the policy benchmarks established by Moody’s Investors Service (“Moody’s”) and
Standard & Poor’s Ratings Services, a Standard & Poor’s Financial Services LLC business (“S&P”). The
Debt Management Policy requires that the Chief Financial Officer compare the District to other large
school districts in each Debt Report. The benchmarks in Table A-16 pertain to large school districts
nationwide which are rated “Aa” or higher by Moody’s or “AA” or higher by S&P.

Due to the statistical dispersion of the underlying data for the benchmarks in the following Table
A-16 and the large size of the District’s bonding program relative to other large school districts, the
District’s debt burden ratios are not unexpectedly higher than most of the benchmark values. The District
believes that the debt benchmarks for the “large, highly-rated” school district cohort to be the most
appropriate cohort group against which its debt should be compared. However, other large highly-rated
school districts may fund their capital programs differently than the District or have smaller debt issuance
programs than the District, both of which may cause the District’s debt ratios to exceed the benchmark
values.
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TABLE A-16

LOS ANGELES UNIFIED SCHOOL DISTRICT
Debt Management Policy Benchmarks for District’s Direct and Overall Debt

(As of June 30, 2013)""
Benchmark’s LAUSD
Debt Burden Ratio Benchmark Value Actual?
Direct Debt to Assessed Value Moody’s Median for “Aa”-Rated School Districts 1.10% 2.36%
With Student Population Above 200,000
Standard & Poor’s Mean for “AA”-Rated School 1.50%
Districts With Student Population Above 150,000
Overall Debt to Assessed Moody’s Median for “Aa”-Rated School Districts 2.60% 4.14%
Valuation With Student Population Above 200,000
Standard & Poor’s Mean for “AA”-Rated School 3.20%
Districts With Student Population Above 150,000
Direct Debt Per Capita® Standard & Poor’s Median for “AA”-Rated $736 $2,460
School Districts With Student Population Above
150,000
Standard & Poor’s Mean for “AA”-Rated School $847
Districts With Student Population Above 150,000
Overall Debt Per Capita(z) Standard & Poor’s Median for “AA”-Rated $1,665 $4.,306
School Districts With Student Population Above
150,000
Standard & Poor’s Mean for “AA”-Rated School $2,639

Districts With Student Population Above 150,000

" Benchmark Value information in Table A-16 is as set forth in the District’s Debt Report for Fiscal Year 2012-13. The
District’s CAFRs report these calculations differently by adjusting for outstanding bond and COP unamortized premiums and
discounts.

@ Per capita debt calculations are based upon the estimated District population of 4.6 million as of June 30, 2013.

Source: Los Angeles Unified School District.

District Debt

General Obligation Bonds. Pursuant to Sections 15106 and 17422 of the State Education Code, the
District’s bonding capacity for general obligation bonds is 2.5% of taxable property valuation in the
District. The taxable property valuation in the District for Fiscal Year 2013-14 is $503.7 billion, which
results in a total current bonding capacity of approximately $12.6 billion. Including the Bonds and
excluding the Prior Bonds, the District will have approximately $1.9 billion of unused bonding capacity for
the issuance of additional general obligation bonds.

The District may not issue general obligation bonds without voter approval and may not issue
general obligation bonds in an amount greater than its bonding capacity. From July 1997 through
March 2003, the District issued the entire amount of general obligation bonds pursuant to a $2.4 billion
authorization approved by voters in the April 8, 1997 election (the “Proposition BB Authorization”). A
$3.35 billion general obligation bond authorization was approved by voters on November 5, 2002 (the
“Measure K Authorization”). The District has issued $3.350 billion aggregate principal amount of
Measure K general obligation bonds. A $3.87 billion general obligation bond authorization was approved
by the voters on March 2, 2004 (the “Measure R Authorization”). The District has issued $3.635 billion
aggregate principal amount of Measure R general obligation bonds. A $3.985 billion general obligation
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bond authorization was approved by the voters on November 8, 2005 (the “Measure Y Authorization”).
The District has issued $3.542 billion of aggregate principal amount of Measure Y general obligation
bonds. A $7.0 billion general obligation bond authorization was approved by voters on November 7, 2008
(the “Measure Q Authorization”). No general obligation bonds have been issued pursuant to the Measure Q
Authorization.

In October 2013, the District received updated estimates of projected assessed valuation from a
private econometrics firm. The econometrics model projected annual increases in the District’s assessed
valuation base in the range of 5% to 8% from Fiscal Year 2013-14 to Fiscal Year 2017-18. The assessed
valuation of property within the District’s boundaries of approximately $503.7 million reflects an increase
of 4.92% from Fiscal Year 2012-13. See “ — Assessed Valuation of Property within the District” herein.
There is presently approximately $235 million of the Measure R Authorization remaining, approximately
$443 million of the Measure Y Authorization remaining and the entire $7.0 billion of the Measure Q
Authorization remaining. See “ — Future Financings — General Obligation Bonds” and “California
Constitutional and Statutory Provisions relating to Ad Valorem Property Taxes, District Revenues and
Appropriations—Article XIIIA of the State Constitution” herein.

The following Tables A-17, A-18, A-19 and A-20 set forth the outstanding general obligation
bonds issued and the amount outstanding under the Proposition BB, Measure K, Measure R and Measure Y
Authorizations, respectively, as of May 1, 2014, and prior to the issuance of the Bonds and the defeasance
of the Prior Bonds.

TABLE A-17

LOS ANGELES UNIFIED SCHOOL DISTRICT
Proposition BB (Election of 1997) Bonds

($ in thousands)
QOutstanding
Aggregate Amount as of
Bond Issue Principal Amount May 1, 2014 Date of Issue
Series A Bonds $ 356,000 $ 33,980 July 22, 1997
2002 Refunding Bonds" 258,375 137,600 April 17, 2002
2004 Refunding Bonds'" ? 219,125 216,540 December 21, 2004
2005 Refunding Bonds'"” 467,675 466,905 July 20, 2005
2006 Refunding Bonds, Series B" 254,544 246,777 November 15, 2006
2007 Refunding Bonds, Series A-2"" 136,055 136,055 January 31, 2007
2007 Refunding Bonds, Series B" 24,845 24,650 February 22, 2007
2009 Refunding Bonds, Series A" 51,090 38,550 October 15, 2009
2010 Refunding Bonds, Series A" 20,810 3,270 March 4, 2010
2011 Refunding Bonds, Series A-1V 206,735 202,650 November 1, 2011
2012 Refunding Bonds, Series A" 970 970 May 8, 2012
TOTAL $4,070,224 $1.057.977

1)
()

Refunding bonds are not counted against the Proposition BB Authorization of $2.4 billion.

A portion of the proceeds of the District’s 2014 General Obligation Refunding Bonds, Series A will be applied to
refund the 2004 General Obligation Bonds, Series A-1 and 2004 General Obligation Bonds, Series A-2 in the
aggregate principal amount of $216,170,000.

Source: Los Angeles Unified School District.
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TABLE A-18

LOS ANGELES UNIFIED SCHOOL DISTRICT
Measure K (Election of 2002) Bonds

($ in thousands)
Outstanding
Aggregate Amount as of
Bond Issue Principal Amount May 1, 2014 Date of Issue

Series A Bonds $2,100,000 $ - March 5, 2003
2006 Refunding Bonds, Series A" 132,325 132,235 February 22, 2006
2006 Refunding Bonds, Series BY 320,361 308,918 November 15, 2006
2007 Refunding Bonds, Series A-1V 1,153,195 1,126,445 January 31, 2007
Series B Bonds® 500,000 420,260 February 22, 2007
Series C Bonds® 150,000 126,750 August 16, 2007
Series D Bonds 250,000 221,890 February 19, 2009
Series KRY Bonds (2009)

(Federally Taxable Build America Bonds)(s) 200,000 200,000 October 15, 2009
2010 Refunding Bonds, Series A” 54,185 52,445 March 4, 2010
Series KRY Bonds (2010) (Tax-Exempt)® 149,140 145,250 March 4, 2010
Series KY (2010) (Tax Exempt)"”’ 860 860 May 6, 2010
2011 Refunding Bonds, Series A-2"" 201,070 197,275 November 1, 2011
2012 Refunding Bonds, Series A 59.190 59.190 May 8, 2012
TOTAL $5,270,326 $2,991,608

(1)

)

(3)

“)

(5)

(6)

(7

Refunding bonds are not counted against the Measure K Authorization of $3.35 billion.

A portion of the proceeds of the District’s 2014 General Obligation Refunding Bonds, Series B will be applied to
refund the 2006 Refunding Bonds, Series A in the aggregate principal amount of $132,325,000.

A portion of the proceeds of the District’s 2014 General Obligation Refunding Bonds, Series B will be applied to
refund the General Obligation Bonds, Election of 2002, Series B (2007) in the aggregate principal amount of
$146,335,000.

A portion of the proceeds of the District’s 2014 General Obligation Refunding Bonds, Series B will be applied to
refund the General Obligation Bonds, Election of 2002, Series C (2007) in the aggregate principal amount of
$55,495,000.00.

$200.0 million principal amount of the District’s $1.37 billion Series KRY (2009) (Federally Taxable Build
America Bonds) is allocable to the Measure K Authorization. See “ - Limitations Related to Receipt of Federal
Funds” herein.

$149.14 million principal amount of the District’s $478.6 million Series KRY (2010)(Tax-Exempt) is allocable to
the Measure K Authorization.

$860,000 principal amount of the District’s $159.495 million Series KY (2010)(Tax-Exempt) is allocable to the
Measure K Authorization.

Source: Los Angeles Unified School District.
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TABLE A-19

LOS ANGELES UNIFIED SCHOOL DISTRICT
Measure R (Election of 2004) Bonds

($ in thousands)
Outstanding
Aggregate Amount as of
Bond Issue Principal Amount May 1, 2014 Date of Issue
Series C Bonds" $ 50,000 $ 33,740 September 23, 2004
Series E Bonds"” 400,000 207,840 August 10, 2005
Series F Bonds® 500,000 406,535 February 16, 2006
Series G Bonds"” 400,000 313,125 August 17, 2006
Series H Bonds" 550,000 448,095 August 16, 2007
Series I Bonds 550,000 491,930 February 19, 2009
2009 Refunding Bonds, Series A 23,675 8,800 October 15, 2009
Series KRY Bonds (2009)

(Federally Taxable Build America Bonds)"” 363,005 363,005 October 15, 2009
Series KRY Bonds (2009) (Tax-Exempt)® 36,995 28,520 October 15, 2009
Series RY Bonds (2010)

(Federally Taxable Build America Bonds)"” 477,630 477,630 March 4, 2010
Series KRY Bonds (2010) (Tax-Exempt)"'” 157,165 157,165 March 4, 2010
2012 Refunding Bonds, Series A 95,840 95,840 May 8, 2012
TOTAL $3,604,310 $3,032,225

1)

()

(3)

)

(5)

(6)

(@)

®)

)

10

A portion of the proceeds of the District’s 2014 General Obligation Refunding Bonds, Series C will be applied to
refund the General Obligation Bonds, Election of 2004, Series C (2004) in the aggregate principal amount of
$32,050,000.

A portion of the proceeds of the District’s 2014 General Obligation Refunding Bonds, Series C will be applied to
refund the General Obligation Bonds, Election of 2004, Series E (2005) in the aggregate principal amount of
$184,375,000.

A portion of the proceeds of the District’s 2014 General Obligation Refunding Bonds, Series C will be applied to
refund the General Obligation Bonds, Election of 2004, Series F (2006) in the aggregate principal amount of
$316,835,000.

A portion of the proceeds of the District’s 2014 General Obligation Refunding Bonds, Series C will be applied to
refund the General Obligation Bonds, Election of 2004, Series G (2006) in the aggregate principal amount of
$259.,420,000.

A portion of the proceeds of the District’s 2014 General Obligation Refunding Bonds, Series C will be applied to
refund the General Obligation Bonds, Election of 2004, Series H (2007) in the aggregate principal amount of
$203,315,000.

Refunding bonds do not count against the Measure R Authorization of $3.87 billion.

$363.005 million principal amount of the District’s $1.37 billion Series KRY (2009) (Federally Taxable Build
America Bonds) is allocable to the Measure R Authorization. See ““ - Limitations Related to Receipt of Federal
Funds” herein.

$36.995 million principal amount of the District’s $205.8 million Series KRY (2009) (Tax-Exempt) is allocable
to the Measure R Authorization.

$477.63 million of the District’s $1.25 billion Series RY (2010) (Federally Taxable Build America Bonds) is
allocable to the Measure R Authorization. See “ - Limitations Related to Receipt of Federal Funds” herein.
$157.165 million of the District’s $478.6 million Series KRY (2010) (Tax-Exempt) is allocable to the Measure R
Authorization.

Source: Los Angeles Unified School District.
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TABLE A-20

LOS ANGELES UNIFIED SCHOOL DISTRICT
Measure Y (Election of 2005) Bonds

($ in thousands)
Outstanding
Aggregate Amount as of
Bond Issue Principal Amount May 1, 2014 Date of Issue
Series A Bonds $ 56,785 $ 7,990 February 22, 2006
Series B Bonds 80,200 17,460 February 22, 2006
Series C Bonds(1) 210,000 158,725 February 22, 2006
Series D Bonds 47,400 7,820 February 22, 2006
Series E Bonds(2) 300,000 255,450 August 16, 2007
Series F Bonds 150,000 133,520 February 19, 2009
Series G Bonds 5,615 - October 15, 2009
Series KRY Bonds (2009)

(Federally Taxable Build America Bonds)(3) 806,795 806,795 October 15, 2009
Series KRY Bonds (2009) (Tax-Exempt)™® 168,790 78,015 October 15, 2009
Series H Bonds (2009)

(Qualified School Construction Bonds) 318,800 318,800 October 15, 2009
Series KRY Bonds (2010) (Tax-Exempt)"” 172,270 130,450 March 4, 2010
Series RY Bonds (2010)

(Federally Taxable Build America Bonds)® 772,955 772,955 March 4, 2010
Series KY Bond (2010) (Tax-Exempt)"” 158,635 119,300 May 6, 2010
Series J (Qualified School Construction Bonds) 290,195 290,195 May 6, 2010
TOTAL $3,542,235 $3,097.475

1)

(2)

(3)

)

(5)

(6)

(@)

A portion of the proceeds of the District’s 2014 General Obligation Refunding Bonds, Series D will be applied to
refund the General Obligation Bonds, Election of 2005, Series C (2006) in the aggregate principal amount of
$47,720,000.

A portion of the proceeds of the District’s 2014 General Obligation Refunding Bonds, Series D will be applied to
refund the General Obligation Bonds, Election of 2005, Series E (2007) in the aggregate principal amount of
$112,310,000.

$806.795 million principal amount of the District’s $1.37 billion Series KRY (2009) (Federally Taxable Build
America Bonds) is allocable to the Measure Y Authorization. See * - Limitations Related to Receipt of Federal
Funds” herein.

$168.79 million principal amount of the District’s $205.8 million Series KRY (2009) (Tax-Exempt) is allocable
to the Measure Y Authorization. See “ - Limitations Related to Receipt of Federal Funds” herein.

$172.27 million principal amount of the District’s $478.6 million Series KRY (2010) (Tax-Exempt) is allocable
to the Measure Y Authorization. See “ - Limitations Related to Receipt of Federal Funds” herein.

$772.955 million principal amount of the District’s $1.25 billion Series RY (2010) (Federally Taxable Build
America Bonds) is allocable to the Measure Y Authorization. See * - Limitations Related to Receipt of Federal
Funds” herein.

$158.635 million principal amount of the District’s $159.495 million Series KY (2010) (Tax-Exempt) is allocable
to the Measure Y Authorization.

Source: Los Angeles Unified School District.

Citizens’ Bond Oversight Committee. Pursuant to Section 1(b)(3) of Article XIIIA of the State

Constitution, Chapters 1 and 1.5 of Part 10 of Division 1 of Title 1 of the State Education Code, as
amended, and other applicable law (collectively, the “Act”), the District Board has appointed a Citizens’
Bond Oversight Committee. The Citizen’s Bond Oversight Committee is composed of 15 members
representing numerous community groups and operates to inform the public concerning the spending of
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Measure K, Measure R, Measure Y and Measure Q Authorization bond funds authorized by the Act. The
Citizen’s Bond Oversight Committee regularly reviews the potential bond projects and budgets and
provides non-binding advice to the District Board on how to allocate and reallocate scarce bond proceeds in
order to ensure the completion of viable projects and to avoid non-completion of projects once commenced.
The Citizens’ Bond Oversight Committee also informs the public concerning the spending of funds
attributable to the Proposition BB Authorization, although Proposition BB was approved under statutes
other than the Act. The Citizens’ Bond Oversight Committee meets monthly in order to review all matters
including, among other things, changes in budget, scope and schedules that relate to the District’s general
obligation bonds and the projects proposed to be funded therefrom. In addition, the Citizens’ Bond
Oversight Committee makes recommendations to the District Board regarding such matters. See
“California Constitutional and Statutory Provisions relating to Ad Valorem Property Taxes, District
Revenues and Appropriations—Proposition 39” herein. The District’s OIG conducts yearly audits on all
construction management firms to ensure that funds from the New School Construction Program are spent
in compliance with the Act and the District’s policies relating thereto. The District’s outside auditor,
Simpson & Simpson, currently prepares the required bond audits regarding the expenditures of general
obligation bond proceeds.

The members of the District’s Bond Citizens” Oversight Committee and the community groups
represented by such members are set forth below.

LOS ANGELES UNIFIED SCHOOL DISTRICT
Bond Citizens’ Oversight Committee

(As of May 1, 2014)
Member Community Group Represented
Stephen English, Chair Office of the Controller, City of Los Angeles
Pamela Schmidt, Vice-Chair Early Education Coalition
Quynh Nguyen, Secretary Parent Representative

Scott Folsom, Executive Member Tenth District PTA/PTSA
Stuart Magruder, Executive Member American Institute of Architects

William Brewington Thirty-First District Parent Teacher Student Association

Paul Escala California Charter Schools Association

Garrett Francis Associated General Contractors

Elizabeth E. Lugo Community Representative

Abigail Marquez Office of the Mayor, City of Los Angeles

Ron Miller Los Angeles/Orange Counties Building and Construction Trades Council
John Naimo Los Angeles County Board of Supervisors Representative

Scott Pansky Los Angeles Area Chamber of Commerce

Barry Waite California Tax Reform Association

Certificates of Participation. As of May 1, 2014, the District had outstanding lease obligations
issued in the form of COPs in the aggregate principal amount of approximately $378.9 million, excluding
COPs that are economically defeased. The District estimates that the aggregate payment of principal and
interest evidenced by COPs will be approximately $477.9 million until the final maturity thereof. This
amount does not reflect the receipt of the direct cash subsidy payments from the United States Department
of the Treasury made in connection with the District’s Certificates of Participation 2010 Series B-1
(Federally Taxable Direct Pay Build America Bonds) (Capital Projects I). See “ — Limitations Related to
Receipt of Federal Funds” herein. The following Table A-21 sets forth the District’s lease obligations paid
from the District General Fund, developer fees, and the Cafeteria Fund with respect to its outstanding COPs
as of May 1, 2014.
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TABLE A-21

LOS ANGELES UNIFIED SCHOOL DISTRICT

Certificates of Participation Lease Obligations Debt Service Schedule'"

(as of May 1, 2014)
($ in thousands)
Fiscal Year Ending Paid from Paid from Paid From Fiscal Year
(June 30) General Fund®®  Cafeteria Fund® Developer Fees® Total Debt Service
2014 $ 2,058 $ - $ 964 $ 3,023
2015 40,815 4,963 9,574 55,353
2016 38,327 4,963 9,574 52,865
2017 37,706 4,963 9,575 52,245
2018 27,080 4,963 16,886 48,929
2019 25,043 4,963 -- 30,007
2020 24,955 2,482 -- 27,436
2021 24,864 -- -- 24,864
2022 17,532 -- -- 17,532
2023 17,429 -- -- 17,429
2024 16,668 -- -- 16,668
2025 16,048 -- -- 16,048
2026 16,218 -- -- 16,218
2027 16,163 -- -- 16,163
2028 16,112 -- -- 16,112
2029 16,037 -- -- 16,037
2030 14,147 -- -- 14,147
2031 14,073 -- -- 14,073
2032 14,001 -- -- 14,001
2033 2,277 -- -- 2,277
2034 2,222 -- -- 2,222
2035 2,169 -- -- 2,169
2036 2,108 -- -- 2,108
Total” $404,054 $27.29 $46,57 $477,927

@)
2

3)

“)

)

()

(@)

The lease payments reflect the net obligations of the District due to the defeasance of certain COPs.

The District expects to pay all or a portion of the final debt service payments evidenced by such series of COPs from funds on
deposit in the related debt service reserve fund.

Does not assume receipt of a direct cash subsidy payment from the United States Department of Treasury. See “District
Financial Information — District Debt — Limitations Related to Receipt of Federal Funds” herein.

The District General Fund is obligated to pay these obligations, subject to the terms of the lease. The District expects to issue
general obligation bonds in August 2014 to pay a portion of lease payments due and payable on a portion of the District’s
outstanding Certificates of Participation, 2009 Series A (Food Services Projects).

Developer fees are used to satisfy debt service payments on a portion of the District’s outstanding lease obligations. The
General Fund is obligated to pay these obligations in the event that insufficient developer fees are available to pay these lease
obligations, subject to the terms of the lease. The District expects to pay a portion of the final debt service for Fiscal Year
2017-18 with funds from developer fees. In addition, the District expects to fund a portion of the final debt service payment
on these lease obligations from funds released from the debt service reserve fund on the maturity date. To date, such developer
fees have been and are expected to continue to be sufficient to date to pay these lease obligations as and when due.

Reflects balance of debt service payments due to be paid from May 1, 2014 through June 30, 2014. The gross debt service
requirement for the entire Fiscal Year 2013-14 is $46.8 million.

Totals may not equal sum of component parts due to rounding.

Source: Los Angeles Unified School District.

Limitations Related to Receipt of Federal Funds. On March 1, 2013, President Barack Obama

signed an executive order (the “Sequestration Executive Order”) to reduce budgetary authority in certain
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accounts subject to sequester in accordance with the Budget Control Act of 2011 and the American
Taxpayer Relief Act of 2012. Pursuant to the Sequestration Executive Order, budget authority for all
accounts in the domestic mandatory spending category including, among others, accounts for the payments
to issuers of “Direct Pay Bonds”, which includes the District’s outstanding Series KRY Bonds (2009)
(Federally Taxable Build America Bonds) (the “Series KRY Bonds (2009)”) and Series RY Bonds (2010)
(Federally Taxable Build America Bonds) (the “Series RY Bonds (2010)”) and Series J (Qualified School
Construction Bonds) (the “Series J Bonds”). In addition, the District’s Certificates of Participation 2010
Series B-1 (Federally Taxable Direct Pay Build America Bonds)(Capital Projects I) (the “2010 Series B-1
Certificates”) were executed and delivered as Direct Pay Bonds. Direct Pay Bonds are issued as taxable
bonds and provide credits to the District from the federal government pursuant to Section 54AA(d) and
54AA(g) of the Code. Under the Sequestration Executive Order, the District’s credits were reduced by
8.70% for federal Fiscal Year ending September 30, 2013. The sequester resulted in a reduction in the
aggregate amount of $3.2 million with respect to the refundable credit for the Series KRY Bonds (2009),
Series RY Bonds (2010) and Series J Bonds and a reduction in the amount of $26,722.50 with respect to
the refundable credit for the 2010 Series B-1 Certificates.

Pursuant to the Bipartisan Budget Act of 2013 which was signed into law in December 2013, the
District’s Series KRY Bonds (2009), Series RY Bonds (2010), and Series J] Bonds are subject to the full
amount of sequestration budget cuts and will have their planned federal payments reduced until the federal
Fiscal Year ending September 30, 2023. The federal subsidy for the Series KRY Bonds (2009), Series RY
Bonds (2010), and Series J Bonds for the federal Fiscal Year ending September 30, 2014 will be reduced
by 7.2%. During the federal Fiscal Year ending September 30, 2014, the District expects that the sequester
will result in a reduction in the aggregate amount of $5.3 million with respect to the refundable credits for
the Series KRY Bonds (2009), Series RY Bonds (2010) and Series J Bonds and a reduction in the amount
of $44,230 with respect to the refundable credit for the 2010 Series B-1 Certificates. The reduction to the
federal subsidy for Direct Pay Bonds for the federal Fiscal Year ending June 30, 2015 is expected to be
announced prior to September 30, 2014. The District’s Series KRY Bonds (2009), Series RY Bonds (2010),
and Series J Bonds are payable from and secured by ad valorem taxes which are to be assessed in amounts
sufficient to pay principal of and interest on the Series KRY Bonds (2009), Series RY Bonds (2010), and
Series J Bonds when due. The County has levied and will continue to levy ad valorem property taxes in an
amount sufficient to pay principal of and interest on the Series KRY Bonds (2009), Series RY Bonds
(2010), and Series J Bonds when due.
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Other Long-Term Obligations. The following Table A-22 sets forth the District’s long-term
obligations other than its outstanding general obligation bonds and COPs as of June 30, 2013.
TABLE A-22

LOS ANGELES UNIFIED SCHOOL DISTRICT
Other Outstanding Long-Term Obligations

(as of June 30, 2013)
($ in thousands)
Obligation Balance
Self-Insurance Claims $ 644,947
Net Pension Obligation — OPEB"® 4,787,843
Children’s Center Facilities Revolving Loan 634
Liability for Compensation Absences 61,595
Liability for Other Employee Benefits 87,870
Capital lease/obligations 1,308
TOTAL $5.584,197

" Pursuant to GASB 45, OPEB expense in an amount equal to annual OPEB cost is recognized in government-wide financial

statements on an accrual basis. Net OPEB obligations, if any, including amounts associated with under- or over-contributions
from governmental funds, are to be displayed as liabilities (or assets) in government-wide financial statements. The GASB 45
reporting requirements for the District became effective during Fiscal Year 2007-08.

The District’s current funding policy on OPEB Benefits is pay-as-you-go. There are no dedicated assets at this time to offset
the Actuarial Accrued Liability. A Net OPEB Obligation is created under GASB 45 reporting requirements to the extent that
the calculated Annual Required Contribution exceeds the annual pay-as-you-go cost of providing postemployment benefits.

2)

Source: Los Angeles Unified School District Comprehensive Annual Financial Report for Fiscal Year 2012-13.

Short-Term Financings. The District last issued tax and revenue anticipation notes in Fiscal Year
2012-13 which matured and were timely paid on November 28, 2013.

Future Financings

General Obligation Bonds. The District has approximately $235.2 million authorized and unissued
general obligation bond authorization remaining under the Measure R Authorization, $442.8 million
authorized and unissued general obligation bond authorization remaining under the Measure Y
Authorization and $7 billion authorized and unissued general obligation bond authorization remaining
under the Measure Q Authorization. Pursuant to Sections 15106 of the Education Code, the District’s
bonding capacity for general obligation bonds may not exceed 2.5% of taxable property valuation in the
District as shown by the last equalized assessment roll of the County.

The District may issue additional general obligation bonds or general obligation refunding bonds in
the future depending upon project needs and market conditions. The District presently expects to issue one
or more series of general obligation bonds in the aggregate principal amount of approximately
$150.0 million in August 2014, subsequent to the issuance of the Bonds, pursuant to the Measure R
Authorization or the Measure Y Authorization. In addition, as provided in the text of each of the ballots of
Proposition BB, Measure K, Measure R, Measure Y and Measure Q, the District Board does not guarantee
that the respective bonds authorized and issued under the Proposition BB, Measure K, Measure R,
Measure Y and Measure Q Authorizations will provide sufficient funds to allow completion of all potential
projects listed in connection with said measures.

Certificates of Participation. The District may finance capital projects through the execution and
delivery of COPs from time to time but does not expect to issue any COPs during Fiscal Year 2014-15. See
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“District Financial and Economic Information — District Financial Policies — Debt Management Policy”
herein.

Tax and Revenue Anticipation Notes. The District does not presently expect to issue tax and
revenue anticipation notes in Fiscal Year 2014-15.

Overlapping Debt Obligations

Set forth on Table A-23 on the following page is the report prepared by California Municipal
Statistics Inc. which provides information with respect to direct and overlapping debt within the District as
of May 1, 2014 (the “Overlapping Debt Report”). The Overlapping Debt Report is included for general
information purposes only. The District has not reviewed the Overlapping Debt Report for completeness or
accuracy and makes no representations in connection therewith. The Overlapping Debt Report generally
includes long-term obligations sold in the public credit markets by public agencies whose boundaries
overlap the boundaries of the District. Such long-term obligations generally are not payable from revenues
of the District (except as indicated) nor are they necessarily obligations secured by land within the District.
In many cases, long-term obligations issued by a public agency are payable only from the general fund or
other revenues of such public agency.

The first column in Table A-23 names each public agency which has outstanding debt as of the
date of the report and whose territory overlaps the District in whole or in part. Column 2 shows the
percentage of each overlapping agency’s assessed value located within the boundaries of the District. This
percentage, multiplied by the total outstanding debt of each overlapping agency (which is not shown in
Table A-23) produces the amount shown in column 3, which is the apportionment of each overlapping
agency’s outstanding debt to taxable property in the District.
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TABLE A-23

LOS ANGELES UNIFIED SCHOOL DISTRICT
Schedule of Direct and Overlapping Bonded Debt

As of May 1, 2014
2013-14 Assessed Valuation: $503,677,919,396

Direct and Overlapping Tax and Assessment Debt:

Los Angeles Unified School District

Los Angeles County Flood Control District

Metropolitan Water District of Southern California

Los Angeles Community College District

Pasadena Area Community College District

City of Los Angeles

Other Cities

Palos Verdes Library District

City Community Facilities Districts

City of Los Angeles Landscaping & Special Tax Assessment Districts

Other City and Special District 1915 Act Bonds

Los Angeles County Regional Park & Open Space Assessment District
TOTAL DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT

DIRECT AND OVERLAPPING GENERAL FUND DEBT:

Los Angeles Unified School District Certificates of Participation

Los Angeles County General Fund Obligations

Los Angeles County Superintendent of Schools Certificates of Participation

City of Los Angeles General Fund and Judgment Obligations

Other City General Fund and Pension Obligations

Los Angeles County Sanitation District Nos. 1,2,4,5,8,9,16 & 23

TOTAL GROSS DIRECT AND OVERLAPPING GENERAL FUND DEBT

Less
Los Angeles County General Fund Obligations supported by landfill revenues
Los Angeles Unified School District Qualified Zone Academy Bonds:
Amount accumulated in Sinking Fund for repayment of 2005 QZAB

City supported obligations

TOTAL NET DIRECT AND OVERLAPPING GENERAL FUND DEBT

OVERLAPPING TAX INCREMENT DEBT:
City of Los Angeles Redevelopment Agency (Successor Agency)

Other Redevelopment Agencies (Successor Agency)
TOTAL OVERLAPPING TAX INCREMENT DEBT

GROSS COMBINED TOTAL DEBT

NET COMBINED TOTAL DEBT

@)
2)

Excludes the Bonds and includes the Prior Bonds.

Ratios to 2013-14 Assessed Valuation:

Direct Debt ($10,618,110,000) 2.11%
Total Overlapping Tax and Assessment Debt..........ccccoceevevieniinininiienenennn. 2.95%
Gross Combined Direct Debt ($10,983,968,657) 2.18%
Net Combined Direct Debt ($10,979,458,847) 2.18%
Gross Combined Total DEbt..........cccoeveviiriininiiiiiiineeeeeece e 3.76%
Net Combined Total Debt .......c..cccoeeeiiiiiniininiiieiceneeeece e 3.76%
Ratios to Redevelopment Incremental Valuation ($46.078.739.497):
Total Overlapping Tax Increment Debt.........c..ccceeveiininininieiieninineneeene 2.14%

Source:  California Municipal Statistics, Inc.
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% Applicable

Debt as of May 1, 2014

100.000 %
45.330
22.972
80.558

0.001
99.930
Various

4.746

100.000
99.930

99.899 -100.000
44216

100.000
44.216%
44.216
99.930
Various
Various

100.000%
Various

$ 10,618,110,0001"
7,923,684
30,386,213
2,934,373,485
974
991,245,642
38,163,663
167,534
129,270,000
18,167,274
22,518,648
50,236,008
$.14.840,563,125

$ 365,858,657
772,813,894
4,213,733
1,772,363,955
183,313,034
30,214,697
$_3.128,777.970

2,428,270
4,509,810

9.090.086
$_3.112.749.804

$ 587,004,999
400,817,863

$_ 987,822,862

$18.957.163,957?

$.18.941,135,791

Excludes tax and revenue anticipation notes, enterprise revenue, mortgage revenue and non-bonded capital lease obligations.



Academic Performance and Instructional Initiatives

Public Schools Accountability Act of 1999. The California’s Public Schools Accountability Act
of 1999 (the “PSAA”) established the State’s Academic Performance Index (“API”), which is the State’s
basic measurement of academic progress and ranges from 200 to 1000. The Statewide API performance
target for all schools is 800. The CDE measures API growth by the extent to which a school or local
education agency moves toward or past the statewide performance target of 800. The API is used in
meeting state requirements under the PSAA and federal Adequate Yearly Progress (“AYP”) requirements
under the federal No Child Left Behind Act of 2001 (the “NCLB Act”).

During the last decade, the District has made progress regarding its students’ performance on the
API, graduation rates, and student eligibility for admission to the University of California system. The
District obtained an overall API score of 749 for Fiscal Year 2012-13 which represents an increase of 3
points from the District’s API score for Fiscal Year 2011-12. The District’s API score has increased by
122 points or 19.5% from Fiscal Year 2002-03. Although District’s mean API scores for elementary
schools, middle schools and high schools are lower than the Statewide API target of 800, approximately
one-third of the District’s schools have obtained or surpassed the Statewide target. The District attributes
its improved API performance to the implementation of a focused academic curriculum with rigorous
standards in the core subjects, including reading and mathematics.

Elementary and Secondary Education Act. In connection with the reauthorization of the
Elementary and Secondary Education Act of 1965, the United States Congress passed the NCLB Act.
Under the NCLB Act, a state is required to identify a local educational agency (“LEA”) for improvement
(“Program Improvement”) if the LEA fails to make AYP, evaluated by state standards, for two
consecutive years. The State evaluates AYP based on, among other things, a LEA’s (1) percentage
participation rates in English-language arts and mathematics assessments measured LEA-wide, by grade
span (grades 2 through 5, grades 6 through 8 and grade 10) and by numerically significant subgroups
within grade spans, (2) graduation rate criteria LEA-wide, if a LEA has high school students, and
(3) percentage of students performing at or above the proficient level in English-language arts and
mathematics (also measured LEA-wide, by grade span and by subgroups) as compared to performance
targets established under the NCLB Act. In addition, the NCLB Act requires that each LEA identified for
Program Improvement take a variety of actions, including but not limited to developing or revising an
improvement plan, promptly implementing that plan and informing parents of the LEA’s Program
Improvement status. The District adopted an LEA Program Improvement Plan designed to address these
academic performance concerns and has received additional categorical funding from the State for this
purpose.

In September 2011, the United States Secretary of Education announced a policy pursuant to
which the federal government will provide to states and LEAs, subject to an application and approval
process, waivers to certain existing requirements set forth in the NCLB Act. The waivers relate to, among
other things, timelines for determining AYP, implementation of school improvement requirements,
interventions with respect to the educational programs in the schools, implementation of improvement
plans relating to highly qualified teachers, the ability to transfer certain funds and the ability to use school
improvement grant funds to support priority schools. The District and seven other school districts in the
State submitted an application to the Department of Education seeking waivers to certain existing
requirements set forth in the NCLB Act. The Department of Education approved the waivers in
August 2013. Pursuant to the waivers, the former system of corrective action and other interventions
imposed on LEAs and schools identified for Program Improvement are no longer mandatory. Although
the CDE will continue to include the District and its schools on its Program Improvement schedules, such
designation will not be applicable to the District.
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The District cannot predict what actions it will take or what actions will be taken in the future by
the State, Congress or the President in connection with the proposed reauthorization of the Elementary
and Secondary Education Act of 1965 or the waiver of certain requirements set forth therein. Further, the
United States Secretary of Education may terminate any waivers that the Department of Education has
granted if such waivers are superseded by the reauthorization of the Elementary and Secondary Education
Act of 1965. To the extent that the reauthorization of the Elementary and Secondary Education Act of
1965 or the waivers result in reduced revenues or increased expenses for the District or requires
programmatic changes, the District will be required to make adjustments to its budget.

STATE FUNDING OF EDUCATION
General

Public school district revenues consist primarily of guaranteed State moneys, ad valorem property
taxes and funds received from the State and federal government in the form of categorical aid, which are
amounts restricted to specific categories of use, under various ongoing programs. All State apportionment
of funds pursuant to the Local Control Funding Formula (collectively, “State Aid”) is subject to the
appropriation of funds in the State’s annual budget. Decreases in State revenues may affect appropriations
made by the State Legislature to the District. See “District Financial Information” herein. Beginning with
the Fiscal Year ending June 30, 2014, the State has replaced the former revenue limit formula for State
Aid to school districts with the Local Control Funding Formula (the “Local Control Funding Formula”).
The District’s Fiscal Year 2013-14 District Final Adopted Budget presents budget information and
projections with respect to State Aid under the revenue limit formula. The District’s Fiscal Year 2013-14
First Interim Report, Fiscal Year 2013-14 Second Interim Report and June 2014 End of Year Report
present budget projections with respect to State Aid in accordance with the Local Control Funding
Formula. The State expects the Local Control Funding Formula to be fully phased in by the Fiscal Year
ending June 30, 2021.

Historically, approximately 85% of the annual District General Fund revenues have consisted of
payments from or under the control of the State. Payments made to K-12 public schools and public
colleges and universities are priority payments for State funds and are expected to be made prior to other
State payment obligations. Although the State Constitution protects the priority of payments to K-12
schools, college and universities, it does not protect the timing of such payments and other obligations
may be scheduled and have been scheduled to be paid in advance of those dates on which payments to
school districts are scheduled to be made.

A large percentage of a school district’s budgeted revenues comes from categorical funds
provided exclusively by the State and federal government. These funds are to be used for specific
programs and typically cannot be used for any other purpose. The State lottery is another source of
funding for school districts, providing approximately 1.7% of a school district’s general fund budget.
Every school district receives the same amount of lottery funds per pupil from the State. The initiative
authorizing the State lottery mandates the funds be used for instructional purposes and prohibits their use
for land acquisition, construction or research and development. A small part of a school district’s budget
is from local sources other than property taxes, such as interest income, donations and sales of property.
Some school districts derive a significant portion of their operating funds from voter-approved parcel
taxes.

Local Control Funding Formula

General. The Local Control Funding Formula allocates State Aid to school districts through base
grants (the “Base Grant”), supplemental grants (the “Supplemental Grant”) and concentration grants (the
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“Concentration Grant”). In connection with the Local Control Funding Formula, funding for most State
categorical programs has been eliminated.

For Fiscal Year 2013-14, the Local Control Funding Formula provides to school districts and
charter schools: (a) a Base Grant for each LEA equivalent to $7,643 per ADA; (b) an adjustment of
10.4% on the Base Grant amount for kindergarten through grade 3; (c) an adjustment of 2.6% on the Base
Grant amount for grades 9 through 12; (d) a Supplemental Grant equal to 20% of the adjusted Base Grant
for students classified as English learners (“EL Students”), students eligible to receive a free or reduced-
price meal (“FRPM Students”), foster youth (“Foster Youth”) or any combination of these factors
(collectively, “Targeted Disadvantaged Students”); (e) a Concentration Grant equal to 50% of the
adjusted Base Grant for Targeted Disadvantaged Students exceeding 55% of an LEA’s enrollment; and
(f) an additional funding amount based on an “economic recovery target” to ensure that virtually all
districts are at least restored to their State funding levels for Fiscal Year 2007-08 (adjusted for inflation)
and a minimum amount of State Aid to LEAs. Pursuant to the Local Control Funding Formula, LEAs are
required to progress toward an average class enrollment of no more than 24 pupils in kindergarten
through grade 3 unless the LEA has collectively bargained an annual alternative average class enrollment
in those grades for each school site. During Fiscal Year 2013-14, approximately 74.26% of the District’s
General Fund revenues were derived from the Local Control Funding Formula/Revenue Limit. See
“District Financial Information — District Budget” and “ — Significant Accounting Policies, Systems of
Accounts and Audited Financial Statements” and ““ — Prior Revenue Limit Funding” herein. During Fiscal
Year 2013-14, approximately 74.26% of the District’s General Fund revenues were derived from the
Local Control Funding Formula/Revenue Limit. See “District Financial Information — District Budget”
and ““ — Significant Accounting Policies, Systems of Accounts and Audited Financial Statements” and *“ —
Prior Revenue Limit Funding” herein.

The Local Control Funding Formula uses formula which is expected to avoid duplicating counts
of students for purposes of the Supplemental Grants. Accordingly, a school district will receive the same
Supplemental Grant for a Targeted Disadvantaged Student regardless of whether such student falls into
one or more of the EL. Student, FRPM Student or Foster Youth categories. Because the District’s
demographic profile includes a significant number of Targeted Disadvantaged Students, the District
expects to receive relatively more State Aid than other school districts in the State. For Fiscal Year
2013-14, the District had approximately 437,000 Targeted Disadvantaged Students on an unduplicated
count basis. On a duplicated count basis, the District had approximately 579,000 Targeted Disadvantaged
Students.
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The following Table A-24 sets forth the funding for an LEA pursuant to the Local Control
Funding Formula for Fiscal Year 2013-14.

TABLE A-24

LOS ANGELES UNIFIED SCHOOL DISTRICT
Estimated Local Control Funding Formula”
Fiscal Years 2013-14

Average Average Average Average
Assuming 0% Assuming 25 % Assuming 50 % Assuming 100 %
K-3 Class Size Unduplicated Unduplicated Unduplicated Unduplicated
Reduction and  FRPM Students, FRPM Students, FRPM Students, FRPM Students,
Grade Base Grades 9-12 EL Students, EL Students, EL Students, EL Students,
Span Grant Adjustments Foster Youth Foster Youth Foster Youth Foster Youth
K-3 $6,845 $712 $7,557 $7,935 $8,313 $10,769
4-6 6,947 -- 6,947 7,294 7,642 9,899
7-8 7,154 -- 7,154 7,512 7,869 10,194
9-12 8,289 216 8,505 8,930 9,355 12,119

()" Information reflects funding of the Local Control Funding Formula at full implementation.

Source: California Department of Education.

Economic Recovery Target. During the period in which Local Control Funding Formula is
phased in, the State will provide additional funding to certain LEAs (“Economic Recovery Target”). The
Economic Recovery Target for Fiscal Year 2013-14 is based on the greater of such LEA’s target amount
pursuant to the Local Control Funding Formula target amount and such LEA’s revenue limit allocation
during Fiscal Year 2012-13 per ADA inclusive of any adjustments due to the deficit factor, basic aid fair
share reductions, charter school general purpose funding and any applicable categorical program funding.
To the extent that the revenue limit allocation would be greater than the allocation pursuant to the Local
Control Funding Formula, the State provides the additional allocation to the LEA. The Economic
Recovery Target is expected to ensure that funding to most LEAs is restored to the levels allocated by the
State in Fiscal Year 2007-08 adjusted for inflation. School districts and charter schools that are above the
90th percentile of per-pupil funding rates under the revenue limit formula for State Aid will not be
eligible for payments of the Economic Recovery Target. The District does not expect to receive an
allocation towards the Economic Recovery Target in Fiscal Year 2014-15.

Local Control and Accountability Plan. Pursuant to the Local Control Funding Formula, school
districts, county offices of education and charter schools are required to develop, adopt and annually
update a three-year local control and accountability plan (“LCAP”) beginning July 1, 2014. The LCAP is
required to identify goals and measure progress for student subgroups across multiple performance
indicators.

On or before July 1, 2014, the governing board of each school district is required to adopt a local
control and accountability plan (the “LCAP”) which will be effective for three years and is required to be
updated on or before July 1 of each year. The LCAP must include a description of the annual goals for all
pupils and each subgroup of pupils identified pursuant to the Education Code to be achieved for each of
the State’s priorities identified in the Education Code and for any local priorities identified by the
governing board of the school district for each school within the school district and for the entire school
district. District staff presented the initial draft of its LCAP proposal to the District Board on April 8,
2014. The District Board’s budget schedule currently includes public hearings regarding the LCAP and
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the Fiscal Year 2014-15 District Budget on June 17, 2014 and further consideration and approval of the
LCAP and the Fiscal Year 2014-15 District Budget on June 24, 2014.

The State’s priorities include, among other things, compliance with the Williams settlement with
respect to appropriateness of teacher assignments, ensuring that teachers are fully credentialed in the
subject areas and for the pupils they are teaching, and ensuring that every pupil in the school district has
sufficient access to the standards-aligned instructional materials as determined in accordance with the
Education Code. See “District Financial Information - Funding from the Quality Education Investment
Act of 2006 herein. In addition, school facilities are to be maintained in good repair. The State requires
proper implementation of the academic content and performance standards adopted by the State Board of
Education and will measure parental involvement (e.g. efforts to seek input from parents or guardians
regarding decisions for the district and the school site), pupil achievement (e.g. performance on Statewide
assessments, the Academic Performance Index, readiness for college or career technical education,
progress towards English proficiency, performance on advance placement examinations), pupil
engagement (e.g., school attendance rates, chronic absenteeism rates, middle school dropout rates, high
school dropout and graduation rates, pupil suspension and expulsion rates, etc.), access and enrollment in
a broad course of study including the core subject areas and programs and services developed and
provided to Targeted Disadvantaged Students, and pupil outcomes in the subject areas comprising a broad
course of study.

The State Board of Education is required to adopt regulations that govern the expenditure of the
Supplemental Grant and Concentration Grant funding. These regulations will require school districts,
county offices of education, and charter schools to increase and improve services for Targeted
Disadvantaged Students and will provide authority for school districts to spend funds school-wide when
significant populations of Targeted Disadvantaged Students attend a school. LEAs will be required to
obtain input from parents of students and the general public in connection with the development, revision
and updates of LCAPs. In addition, County superintendents will review school district LCAPs and county
offices of education will be required to provide technical assistance if they disapprove an LCAP. The
Education Code grants the State Superintendent of Public Instruction authority to intervene if a school
district or charter school fails to show improvement across multiple subgroups in three out of four
consecutive years.

Prior Revenue Limit Funding

Historically, school districts in the State received most of their revenues under a formula known
as the “revenue limit.” Each school district’s revenue limit, which was funded by State moneys and local
ad valorem property taxes from the general 1% ad valorem property tax levy, was allocated based on the
ADA of each school district for either the current or preceding school year. Each school district received a
portion of the local ad valorem property taxes that was collected from the general 1% ad valorem
property tax levy within its district boundaries. Generally, State Aid to a school district would amount to
the difference between the school district’s revenue limit and the school district’s local property tax
allocation from the general 1% ad valorem property tax levy. During Fiscal Year 2012-13, approximately
51.37% of the District’s General Fund revenues were derived from the revenue limit. See “California
Constitutional and Statutory Provisions relating to Ad Valorem Property Taxes, District Revenues and
Appropriations” herein.

The revenue limit calculation formula was first instituted in Fiscal Year 1973-74 to provide a
mechanism to calculate the amount of general purpose revenue a school district is entitled to receive from
the State and local allocations of the general 1% ad valorem property tax levy. Prior to Fiscal Year
1973-74, taxpayers in school districts with low property values per pupil paid higher tax rates than
taxpayers in school districts with high property values per pupil. However, despite higher tax rates, less

A-50



was spent per pupil in school districts with low property values per pupil than school districts with high
property values per pupil. Thus, the State revenue limit funding was designed to alleviate the inequities
between the two types of school districts.

Revenue limit calculations were adjusted annually in accordance with a number of factors
designed primarily to provide cost of living increases and to equalize revenues among school districts in
the State of similar type (i.e., unified school districts, high school districts or elementary school districts)
and size (e.g., large or small).

ADA is reported by school districts each year in April, July and December. The calculation of the
amount of State Aid a school district is entitled to receive each year is basically a five-step process. First,
the prior year school district revenue limit per ADA was established, with recalculations as are necessary
for adjustments for equalization or other factors. Second, the adjusted prior year revenue limit per ADA
was inflated according to formulas based on the implicit price deflator for government goods and services
and the statewide average revenue limit per ADA for school districts. During this phase, a deficit factor
could be applied to the base revenue limit if so provided in the State Budget Act (as defined herein) for a
given fiscal year (when appropriation of funds in the State’s annual budget for revenue limits or for any
categorical program is not sufficient to pay all claims for State Aid, a deficit factor was applied to reduce
the allocation of State Aid to the amount appropriated). Third, the current year’s revenue limit per ADA
for each school district was multiplied by such school district’s ADA for the current or prior year. For a
school district with declining enrollment, the current year’s revenue limit per ADA was multiplied by the
school district’s ADA for the prior year. In recent years, the District used these declining enrollment
procedures to provide a cushion until the District’s cost structure could adjust to lower ADA. Fourth,
revenue limit add-ons were calculated for each school district if such school district qualified for the add-
ons. Add-ons include the necessary small school district adjustments, meals for needy pupils and small
school district transportation, and are added to the revenue limit for each qualifying school district. Fifth,
local ad valorem property taxes allocated from the general 1% ad valorem property tax levy were
deducted from the revenue limit to arrive at the amount of State Aid to which each school district is
entitled for the current year.

The following Table A-25 sets forth the District’s revenue limit per unit of ADA from Fiscal
Years 2003-04 through 2012-13. Beginning in Fiscal Year 2013-14, the method by which State Aid is
allocated to school districts was changed and the Base Revenue Limit was replaced by the Local Control
Funding Formula. See “State Funding of Education — Local Control Funding Formula™ herein.
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TABLE A-25

LOS ANGELES UNIFIED SCHOOL DISTRICT
K-12 Base Revenue Limit Per Unit of Average Daily Attendance
Fiscal Years 2003-04 through 2012-13

Fiscal Year K-12 Base Revenue Limit"
2003-04 $4,835.13
2004-05 4,968.66
2005-06 5,179.66
2006-07 5,544.56
2007-08 5,796.56
2008-09 5,645.07
2009-10 4,962.13
2010-11 5,264.22
2011-12 5,209.39
2012-13 5,266.00

" The K-12 Base Revenue Limit figures represent the funded revenue limits.

Sources: Los Angeles Unified School District Comprehensive Annual Financial Reports for Fiscal Years 2003-04 through
2012-13.

The following Table A-26 sets forth the deficit factor and COLA from Fiscal Years 2003-04
through 2012-13 as reflected in the State Budget Acts with respect to such Fiscal Years. Pursuant to the
Fiscal Year 2012-13 State Budget Act, the 3.24% statutory COLA will be offset by a deficit factor of
22.272% on the Base Revenue Limit, which results in a net funded COLA of 1.08%. Beginning in Fiscal
Year 2013-14, the method by which State Aid is allocated to school districts was changed and the Base
Revenue Limit and the deficit factor and COLA applied thereto were replaced by the Local Control
Funding Formula. See “State Funding of Education — Local Control Funding Formula” herein.
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TABLE A-26

LOS ANGELES UNIFIED SCHOOL DISTRICT
Deficit Factor and Cost of Living Adjustment
Fiscal Years 2003-04 through 2012-13

Fiscal Year Deficit Factor Cost of Living Adjustment
2003-04 3.002% 1.86%
2004-05 2.143 241
2005-06 0.892 4.23
2006-07 0.000 5.92
2007-08 0.000 4.53
2008-09 7.844 5.66
2009-10 18.355 4,250
2010-11 17.963 (0.39)
2011-12 20.602?% 2.24
2012-13 22272 3.24

()" The 4.25% increase of the statutory COLA for Fiscal Year 2009-10 is offset is by a deficit factor of 18.355% on the base
revenue limit, which results in a net funded COLA of a negative 7.64%.

@ Pursuant to SB 81, the deficit factor for Fiscal Year 2011-12 was increased to 20.602% from 19.754% which was set forth in
the 2011-12 State Budget Act.

Source: Los Angeles Unified School District.
Average Daily Attendance

The Fiscal Year 2013-14 Second Interim Report projects declines in enrollment of 2.58% for
Fiscal Year 2014-15, and 3.24% for Fiscal Year 2015-16 as compared to each prior fiscal year. The
District projects that such enrollment declines are due to, among other things, lower birth rates in the
County, migration of students outside of the District’s boundaries, and increases in charter school
enrollment. Accordingly, funded Average Daily Attendance is expected to decline for Fiscal Years
2012-13 through 2014-15. The following Table A-27 sets forth the District’s annual ADA record for
Fiscal Year 2004-05 through 2013-14 and the projected annual ADA for Fiscal Year 2014-15.
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TABLE A-27

LOS ANGELES UNIFIED SCHOOL DISTRICT
Annual Average Daily Attendance
Fiscal Years 2004-05 through 2014-15

Affiliated

Fiscal Year K-1209®) Charter Schools®® Total
2004-05 654,308 5,990 660,298
2005-06 633,013 5,958 638,971
2006-07 614,487 5,936 620,423
2007-08 599,799 6,482 606,281
2008-09 588,372 6,655 595,027
2009-10 570,057 6,906 576,963
2010-11 557,584 7,866 565,450
2011-12 534,093 13,499 547,592
2012-13 505,513 28,863 534,376
2013-149 485,328 39,984 525,312
2014-15% 471,742 40,195 511,937

@)
2)

Includes non-public school special education students.

Decreases in K-12 ADA are primarily due to schools converting to charter schools and a general decline in enrollment.
Annual Average ADA reflects calendar year ADA.

Includes charter schools that are fiscally-affiliated with the District were funded beginning with block grants until Fiscal
Year 2012-13. Beginning Fiscal Year 2013-14, such schools are funded by the Local Control Funding Formula.

@ Estimated.

(3)

Sources: Los Angeles Unified School District Comprehensive Annual Financial Report for Fiscal Years 2004-05 through
2012-13; Fiscal Year 2013-14 Second Interim Financial Report; and the District for Fiscal Year 2014-15.

Education Revenue Augmentation Fund. As part of the Fiscal Year 1992-93 State budget
resolution, the State required counties, cities and special districts to shift ad valorem property tax
revenues to school districts by contributing to the Education Revenue Augmentation Fund (“ERAF”) in
lieu of direct payments to school districts from the general fund of the State (the “State General Fund”).
This transfer is commonly referred to as the “ERAF shift.” The Fiscal Year 1993-94 State Budget Act
required a similar shift of ad valorem property taxes to school districts from local government entities,
which shift of ad valorem property taxes has continued. The manner in which the shift of ad valorem
property taxes has occurred has varied year by year. As a result of the various shifts of ad valorem taxes,
school districts no longer receive ERAF funds. See Table 6 in the forepart of this Official Statement
which sets forth real property tax levies and collections for the District’s last ten Fiscal Years, in the
Section entitled “- Assessed Valuation of Property within the District — Tax Rates, Levies and
Collections”.

Proposition 1A (defined herein) generally prohibited the State from shifting to schools or
community colleges any share of ad valorem property tax revenues allocated from the 1% levy to local
governments for any fiscal year, as set forth under the laws in effect as of November 3, 2004. However,
Proposition 1A provided that beginning in Fiscal Year 2008-09, the State could shift to schools and
community colleges up to 8% of local government property tax revenues from the general 1% ad valorem
property tax levy, which amount must be repaid, with interest, within three years, if the Governor
proclaims that the shift is needed due to a severe State financial hardship, the shift is approved by two-
thirds of both houses and certain other conditions are met. Notwithstanding the aforementioned shifts in
property tax revenues in prior fiscal years, certain levels of funding are guaranteed as described in
“ — Proposition 98 below. Ad valorem property taxes levied to pay debt service on the District’s general
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obligation bonds, are not subject to the shifts described above for ad valorem property taxes provided
from the 1% levy. Further, the State’s ability to initiate future exchanges and shifts of funds will be
limited by Proposition 22. See “California Constitutional and Statutory Provisions relating to Ad Valorem
Property Taxes, District Revenues and Appropriations—Proposition 1A” and “ — Proposition 22" herein.

Charter School Funding

A charter school is a public school authorized by a school district, county office of education or
the State Board of Education. A proposed charter school submits a petition to one of these entities for
approval and that petition details the operations of the charter school. State law requires that charter
petitions be approved if they comply with the statutory criteria. The District has certain fiscal oversight
and other responsibilities with respect to both affiliated and independent charter schools. However,
independent charter schools that receive their funding directly from the State are not included in the
District’s audit report and function like independent agencies, including having control over their staffing
and budgets, which are received directly from the State. Affiliated charter schools receive their funding
from the District and are included in the District’s budgets and audit reports. In addition, as of June 30,
2013, there were 43 affiliated charter schools operated by the District and 185 fiscally independent charter
schools within the District’s boundaries. In Fiscal Years 2011-12 and 2012-13, the revenue limit ADA for
the District’s affiliated charter schools was estimated to be 13,499 and 28,863, respectively.

Charter schools generally receive funding in three broad categories. Charter schools receive a
block grant that is similar to school district revenue limit funding and is based on Statewide average
revenue limits for school districts within specified ranges of grades. These charter school revenues are
deducted from the amount of State Aid a school district is entitled to receive each year. Charter schools
also receive a block grant in lieu of many categorical programs. Charter schools may spend these block
grants for any educational purpose. The third broad category of funding for charter schools is categorical
funds not included in the block grant. A charter school must apply for these funds, program by program,
and if received, must spend the funds in accordance with the same program requirements as traditional
schools. An increase in the number of independent charter schools within a school district, or of
independent charter school students in a school district who had previously been students at a traditional
school in that same school district, results in a reduction of the revenue limit and, possibly, program
funding for that school district.

In November 2010, the District Board approved the “Quality Schools Compact,” which commits
the District and leaders of charter schools to improve the way that they work together over the next five
years in order to increase the numbers of students attending public schools, regardless of whether such
schools are traditional schools or charter schools, that generate significantly improved outcomes for
students. Pursuant to the Quality Schools Compact, the District has agreed to, among other things, work
with charter schools to increase funding for all students attending public schools. The Quality Schools
Compact seeks to find ways that traditional schools and charter schools can collaborate to maximize
efficiencies in procuring products and services.

Proposition 98

On November 8, 1988, voters of the State approved Proposition 98, a combined initiative
constitutional amendment and statute called the “Classroom Instructional Improvement and
Accountability Act.” Proposition 98 changed State funding of public education below the university level
and the operation of the State’s appropriation limit as described in Article XIIIB of the State Constitution,
primarily by guaranteeing K-14 schools a minimum share of State General Fund revenues. Under
Proposition 98 (as modified by Proposition 111, which was enacted on June 5, 1990), there are currently
three tests which determine the minimum level of K-14 funding. See “Constitutional and Statutory
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Provisions Relating to Ad Valorem Property Taxes, District Revenues and Appropriations” herein.
Proposition 98 also contains provisions transferring certain State tax revenues in excess of the revenue
limit to K-14 schools under Article XIIIB of the State Constitution.

Proposition 98 permits the State Legislature, by two-thirds vote of both houses and with the
Governor’s concurrence, to suspend the K-14 schools’ minimum funding formula for a one-year period.
The amount of suspension is eventually repaid according to a specified State Constitutional formula,
thereby restoring Proposition 98 funding to the level that would have been required in the absence of such
suspension. The Fiscal Year 2004-05 State Budget Act suspended the Proposition 98 minimum guarantee
for Fiscal Year 2004-05; however, the suspended amount was fully paid in Fiscal Year 2005-06. The
Proposition 98 minimum guarantee was fully funded for Fiscal Years 2005-06 through Fiscal Year
2009-10. The State Budget Act for Fiscal Year 2010-11 suspended the Proposition 98 minimum
guarantee in Fiscal Year 2010-11. The Fiscal Year 2012-13 State Budget Act and Fiscal Year 2013-14
State Budget Act fully funded the Proposition 98 minimum guarantee.

Assembly Bill No. 6 (“ABx8 6”), which was adopted in March 2010, authorized the State to
eliminate the sales tax on gasoline and replace it with an excise tax. The elimination of the sale tax on
gasoline would reduce the State General Fund. Under current law, any reduction in the State General
Fund could reduce the minimum guarantee under Proposition 98. Pursuant to ABx8 6, the State Director
of Finance is directed to adjust the percentage of State General Fund revenues appropriated for school
districts and community college districts such that the provisions of ABx8 6 will have no net fiscal impact
upon the amounts that are otherwise required to be applied by the State for the support of school districts
and community college districts pursuant to Proposition 98. However, there can be no assurances that any
action taken by the State Director of Finance will not adversely affect Proposition 98 revenues. See
“ — State Budget — Fiscal Year 2013-14 State Budget Act”, “ — Fiscal Year 2014-15 Proposed State
Budget” and “California Constitutional and Statutory Provisions relating to Ad Valorem Property Taxes,
District Revenues and Appropriations—Proposition 98,” and ““ — Proposition 22" herein.

Litigation Regarding State Budgetary and Fiscal Actions

On May 20, 2010, more than 60 individual students and their respective families, nine school
districts within the State, the California Congress of Parents Teachers & Students, the Association of
California School Administrators, and the California School Boards Association filed a complaint for
declaratory and injunctive relief, entitled Maya Robles-Wong, et al. v. State of California, et al. (the
“Robles Complaint”), in the Alameda County Superior Court. The Robles Complaint alleged, among
other things, that the State’s current system of funding public education is not designed to support the
core education program required by the State and that the State has failed to meet its duties under the
State Constitution to keep up and support a “system of common schools” and sought declaratory and
injunctive relief. The District is not a party in the Robles Complaint. In June 2011, the Alameda County
Superior Court sustained the State’s demurrer to the lawsuit with leave to amend finding that the plaintiffs
did not sufficiently establish an equal protection claim. The plaintiffs are currently appealing this ruling.

On July 13, 2010, 18 individual students and their respective families, three taxpayer citizens, the
Campaign for Quality Education, the Alliance of Californians for Community Empowerment,
Californians for Justice and the San Francisco Organizing Project filed a complaint for declaratory and
injunctive relief, entitled Campaign for Quality Education, et al., v. State of California and Arnold
Schwarzenegger, Governor of the State of California, (the “CQE Complaint”) in the Alameda County
Superior Court. The CQE Complaint alleged, among other things, that the State violated its constitutional
duties by failing to provide the individual plaintiffs’ school districts with sufficient funds and access to a
meaningful education sought declaratory and injunctive relief. The District is not a party in the CQE
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Complaint. In June 2011, the Alameda County Superior Court sustained the State’s demurrer to the
lawsuit with leave to amend. The plaintiffs are currently appealing this ruling.

The District cannot predict whether the plaintiffs listed in the Robles Complaint or the CQE
Complaint will be successful on appeal, and if so, how any final court decision with respect to either
lawsuit would affect the financial status of the District, as the nature of any court’s remedy and the
responses of the State Legislature and the Governor are unknown.

State Budget

General. The District’s operating income consists primarily of two components, which include
the State Aid portion funded from the State General Fund and a locally generated portion derived from
the District’s share of the general 1% ad valorem property tax levy authorized by the State Constitution.
In addition, school districts, such as the District, may be eligible for other special categorical funding,
including funding for certain State and federal programs. Currently, the District receives approximately
78% of District General Fund revenues from funds of or controlled by the State. As a result, decreases in
State revenues, or in State legislative appropriations made to fund education, may significantly affect
District operations.

The following description of the State’s budget has been obtained from publicly available
information which the District believes to be reliable; however, none of the District, its counsel (including
Disclosure Counsel or the Financial Advisor guarantees the accuracy or completeness of this information
and have not independently verified such information. Additional information regarding State budgets is
available at various State-maintained websites, including www.dof.ca.gov. These websites are not
incorporated herein by reference and none of the District, its counsel (including Disclosure Counsel), or
the Financial Advisor make any representation as to the accuracy of the information provided therein.

The State Budget Process. The State’s fiscal year begins on July I and ends on June 30.
According to the State Constitution, the Governor of the State (the “Governor”) is required to propose a
budget for the next fiscal year (the “Governor’s Budget”) to the State Legislature no later than January 10
of each year. State law requires the Governor to update the Governor’s Budget projections and budgetary
proposals by May 14 of each year (the “May Revision”). Proposition 25, which was adopted by voters in
the State at an election held on November 2, 2010, amended the State Constitution such that a final
budget must be adopted by a simple majority vote of each house of the State Legislature by no later than
June 15 and the Governor must sign the adopted budget by no later than June 30. The budget becomes
law upon the signature of the Governor (the “Budget Act”).

Under State law, the annual proposed Governor’s Budget cannot provide for projected
expenditures in excess of projected revenues and balances available from prior fiscal years. Following the
submission of the Governor’s Budget, the State Legislature takes up the proposal. Under the State
Constitution, money may be drawn from the State Treasury only through an appropriation made by law.
The primary source of the annual expenditure authorizations is the Budget Act, as approved by the State
Legislature and signed by the Governor. The Governor may reduce or eliminate specific line items in the
Budget Act or any other appropriations bill without vetoing the entire bill. Such individual line-item
vetoes are subject to override by a two-thirds majority vote of each House of the State Legislature.
Appropriations also may be included in legislation other than the Budget Act. Bills containing
appropriations (except for K-14 education) must be approved by a two-thirds majority vote in each House
of the State Legislature and be signed by the Governor. Bills containing K-14 education appropriations
require only a simple majority vote. Continuing appropriations, available without regard to fiscal year,
may also be provided by statute or the State Constitution. Funds necessary to meet an appropriation need
not be in the State Treasury at the time such appropriation is enacted; revenues may be appropriated in
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anticipation of their receipt. However, delays in the adoption of a final State budget in any fiscal year may
affect payments of State funds during such budget impasse. See *“ — State Funding of Schools Without a
State Budget” herein for a description of payments of appropriations during a budget impasse.

Fiscal Year 2013-14 Adopted State Budget. On June 28, 2013, the Governor approved the State
Budget Act for Fiscal Year 2013-14 (the “Fiscal Year 2013-14 State Budget Act”), which projects Fiscal
Year 2012-13 general fund revenues and transfers of $98.20 billion, total expenditures of $95.67 billion
and a year-end surplus of $872 million (net of the $1.66 billion deficit from fiscal year 2011-12), of which
$618 million would be reserved for the liquidation of encumbrances and $254 million would be deposited
in a reserve for economic uncertainties. The Fiscal Year 2013-14 State Budget Act projects Fiscal Year
2013-14 general fund revenues and transfers of $97.10 billion, total expenditures of $96.28 billion and a
year-end surplus of $1.69 billion (inclusive of the projected $872 million State General Fund balance as
of June 30, 2013 which would be available for Fiscal Year 2013-14), of which $618 million would be
reserved for the liquidation of encumbrances and $1.07 billion would be deposited in a reserve for
economic uncertainties. The Fiscal Year 2013-14 State Budget Act states that the State’s budget is
projected to remain balanced for the foreseeable futures, but cautioned that substantial risks, uncertainties
and liabilities remain. The Fiscal Year 2013-14 State Budget Act dedicates several billion dollars to the
repayment of previous budgetary borrowing and projects that outstanding budgetary borrowing will be
reduced to approximately $4.7 billion as of June 30, 2017 from $26.9 billion as of June 30, 2013.

Features of the Fiscal Year 2013-14 State Budget Act affecting school districts in general
included, but were not limited to, the following:

1. The Fiscal Year 2013-14 State Budget Act proposed to fully fund the Proposition 98 at
$55.3 billion, of which $36.8 billion would come from the State General Fund. The 2012-13 State Budget
Act proposed Proposition 98 expenditures assumed passage of Proposition 30, which would increase
Proposition 98 funding by $2.9 billion in Fiscal Year 2012-13 and increase Proposition 98 funding by
more than $17 billion over a four-year period.

2. The Fiscal Year 2013-14 State Budget Act approved the Local Control Funding Formula.
See “State Funding of Education — Local Control Funding Formula” herein. The Local Control Funding
Formula included (i) a base grant for each LEA equivalent to $7,643 per unit of ADA and an adjustment
of 10.4% to the base grant to support lowering class sizes in kindergarten through grades 3 and an
adjustment of 2.6% to reflect the cost of operating career technical education programs in high schools;
(i1) a 20% supplemental grant for English learners, students from low-income families, and foster youth to
reflect increased costs associated with educating those students; (iii) an additional concentration grant of
up to 22.5% of an LEAs base grant, based on the number of English learners, students from low-income
families, and foster youth served by the local agency that comprise more than 55% of enrollment. The
Local Control Funding Formula will also include an Economic Recovery Target (defined herein) to
ensure that almost every LEA receives at least their prerecession funding level, adjusted for inflation, at
full implementation of the Local Control Funding Formula.

3. In connection with the Local Control Funding Formula, the Fiscal Year 2013-14 State
Budget approved the requirement that all school districts, county offices of education and charter schools
develop and adopt Local Control and Accountability Plans to identify local goals in areas that are
priorities for the State including, among other things, pupil achievement, parent engagement, and school
climate.

4. The Fiscal Year 2013-14 State Budget created the California Collaborative for Education
Excellence to, among other things, advise and assist LEAs in achieving the goals identified in their Local
Control and Accountability Plans. The State Superintendent of Public Instruction will have authority to
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direct the Collaborative to provide additional assistance to any school district, county office of education,
or charter school. If an LEA is unable to progress toward its stated goals and the Collaborative indicates
that additional intervention is needed, the State Superintendent of Public Instruction will have authority to
make changes to such LEA’s Local Control and Accountability Plan.

5. The Fiscal Year 2013-14 State Budget increased Proposition 98 General Fund by
$2.1 billion for school districts and charter schools and by $32 million for county offices of education to
support first year funding through the Local Control Funding Formula.

6. In August 2010, the State Board of Education approved the Common Core State
Standards (the “Common Core”) which are standards for the State and LEAs to evaluate student
achievement in English-language arts and math in K-12 schools. The Fiscal Year 2013-14 State Budget
provided $1.0 billion of Proposition 98 General Fund in Fiscal Year 2012-13 and $250 million of
Proposition 98 General Fund in Fiscal Year 2013-14 to support the implementation of the Common Core.
The State allocated funding to LEAs based on enrollment. In addition, the State required LEAs to develop
a two-year spending plan with respect to Common Core funding and hold a public hearing in connection
therewith.

7. The Fiscal Year 2013-14 State Budget increased the Proposition 98 General Fund by
$250 million to support the Career Technical Education Pathways Grant Program for K-12 school
districts and community colleges. The Career Technical Education Pathways Grant Program supports
programs focused on work-based learning and required K-12 schools and community colleges to secure a
portion of the funding themselves and obtain funding commitments from program partners to support
ongoing program costs.

8. The Fiscal Year 2013-14 State Budget increased the Proposition 98 General Fund by
$50 million to reflect the inclusion of a mandate with respect to graduation requirements within the block
grant program. The State approved the distribution of funding to school districts, county offices of
education and charter schools with enrollment in grades 9 through 12.

9. The Fiscal Year 2013-14 State Budget increased the Proposition 98 General Fund by
$1.6 billion in Fiscal Year 2012-13 and increased the Proposition 98 General Fund by $242.3 million in
Fiscal Year 2013-14 for the repayment of inter-year budgetary deferrals. The State projects that total
funding over the two-year period will reduce inter-year deferrals for K-12 education to $5.6 billion by
June 30, 2014.

10. The Fiscal Year 2013-14 State Budget allocated $381 million of Proposition 98 General
Fund to LEAs to support energy efficiency projects approved by the California Energy Commission in
connection with the California Clean Energy Jobs Act of 2012. The State approved the distribution of
85% of such funds based on the ADA of the LEA and approved the distribution of 15% of such funds
based on free and reduced-price meal eligibility. The Fiscal Year 2013-14 State Budget provided $28
million for interest-free revolving loans to assist eligible energy projects at schools and community
colleges.

11. The Fiscal Year 2013-14 State Budget included several consolidations for various special
education programs in an effort to simplify special education finance and provide Special Education
Local Plan Areas with additional funding flexibility.

12. In connection with the State’s plan to shift responsibility for adult education to

community colleges from K-12 school districts, K-12 school districts that currently receive funding for
adult education will be required to maintain Fiscal Year 2012-13 funding levels for these programs
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through Fiscal Year 2014-15. The Fiscal Year 2013-14 State Budget Act provided $25 million for two-
year planning and implementation grants to help districts for regional partnerships and develop plans to
integrate programs into the regional partnership program.

Fiscal Year 2014-15 Proposed State Budget. On January 9, 2014, Governor Brown released the
2014-15 Proposed Budget (the “Fiscal Year 2014-15 Proposed State Budget”), which projected Fiscal
Year 2013-14 general fund revenues and transfers of $100.15 billion, total expenditures of $98.46 billion
and a year-end surplus of $4.21 billion, of which $955 million would be reserved for liquidation of
encumbrances and $3.26 billion would be deposited in a reserve for economic uncertainties. The Fiscal
Year 2014-15 Proposed State Budget projected Fiscal Year 2014-15 general fund revenues and transfers
of $104.5 billion, total expenditures of $106.79 billion and a year-end surplus of $1.92 billion, of which
$955 million would be reserved for liquidation of encumbrances and $967 million would be deposited in
a reserve for economic uncertainties.

The Fiscal Year 2014-15 Proposed State Budget also proposes a deposit of $1.59 billion into the
State’s Budget Stabilization Account (the “Rainy Day Fund”) which was established pursuant to
Proposition 58 (2004). Proposition 58 (2004) required the State to direct 3% of annual revenues into the
Rainy Day Fund although the State has suspended the transfer during Fiscal Years 2008-09 through
2012-13. The Fiscal Year 2014-15 Proposed State Budget proposed to amend the State Constitution in
order to change the formula by which the Rainy Day Fund is funded. The proposed amendment will be
placed on ballot for the November 2014 Statewide election. If approved, the State will deposit funds into
the Rainy Day Fund when capital gains revenues rise to more than 6.5% of General Fund tax revenues. In
addition, the State will establish a reserve for Proposition 98 funds which the State would use to save
funds to be allocated in years in which there were declines in General Fund revenues. If approved, the
amendment would increase the maximum size of the Rainy Day Fund to 10% of revenues from the 5% of
revenues established by Proposition 58 (2004). If approved, the amendment would allow supplemental
payments to reduce the State’s existing debts, deferrals, budgetary obligations and other long-term
liabilities in lieu of a year’s deposit and would limit that maximum amount that could be withdrawn from
the Rainy Day fund in the first year of a recession to 50% of the Rainy Day Fund’s balance.

Features of the Fiscal Year 2014-15 Proposed State Budget affecting school districts in general
included, but were not limited to, the following:

1. The Fiscal Year 2014-15 Proposed State Budget proposed Proposition 98 funding for
education in the amount of $56.8 billion for Fiscal Year 2013-14 which reflects an increase of $1.5 billion
compared to the expected funding set forth in the Fiscal Year 2013-14 State Budget Act. The Fiscal Year
2014-15 Proposed State Budget proposed Proposition 98 funding in the amount of $61.6 billion for Fiscal
Year 2014-15.

2. The Fiscal Year 2014-15 Proposed State Budget proposed to eliminate all remaining
deferrals of State Aid to school districts. The Fiscal Year 2014-15 Proposed State Budget proposed to
repay approximately $6.4 billion in remaining K-14 deferred payments.

3. The Fiscal Year 2014-15 Proposed State Budget projected that total per-pupil
expenditures from all sources will be $11,985 in Fiscal Year 2013-14 and $12,833 in Fiscal Year 2014-15
including, among other things, amounts provided for prior year settle-up obligations. Such amounts will
also include Proposition 98 expenditures of approximately $8,469 per pupil and $9,194 per pupil
provided Fiscal Year 2013-14 and Fiscal Year 2014-15, respectively.

4. The Fiscal Year 2014-15 Proposed State Budget continued funding related to the Local
Control Funding Formula. Pursuant to the Fiscal Year 2014-15 Proposed State Budget, the Local Control
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Funding Formula for Fiscal Year 2014-15 will include: (i) a base grant for each LEA equivalent to $7,829
per unit of ADA, inclusive of the application of COLAs for Fiscal Years 2013-14 and 2014-15, and an
adjustment of 10.4% to the base grant to support lowering class sizes in kindergarten through grades 3
and an adjustment of 2.6% to reflect the cost of operating career technical education programs in high
schools; (ii) a 20% supplemental grant for English learners, students from low-income families, and foster
youth to reflect increased costs associated with educating those students; (iii) an additional concentration
grant of up to 22.5% of an LEAs base grant, based on the number of English learners, students from low-
income families, and foster youth served by the local agency that comprise more than 55% of enrollment.
The Fiscal Year 2014-15 Proposed State Budget also included an Economic Recovery Target to ensure
that almost every LEA receives at least their prerecession funding level, adjusted for inflation, at full
implementation of the Local Control Funding Formula.

5. The Fiscal Year 2014-15 Proposed State Budget proposed a second-year investment of
$4.5 billion to eliminate more than 28% of the remaining gap in funding between the revenue limit
formula and the Local Control Funding Formula. The Governor has proposed legislation to authorize a
continuous appropriation to fund the Local Control Funding Formula to ensure it is implemented on
schedule in future years.

6. The Fiscal Year 2014-15 Proposed State Budget stated that, in connection with the
State’s 2014 Five-Year Infrastructure Plan, the Governor may consider changes to the State’s role
concerning school facilities funding. The Fiscal Year 2014-15 Proposed State Budget proposed to transfer
$211 million of remaining School Facility Program bond authority from the specialized programs to core
new construction ($105.5 million) and modernization ($105.5 million) programs. As of the date of the
Fiscal Year 2014-15 Proposed State Budget, the State had general obligation authority in the approximate
amounts of $163 million for Seismic Mitigation program, $3 million for the Career Technical Education
program, $35 million for the High-Performance Incentive Grant program and $10 million for
Overcrowding Relief Grant program.

7. The Fiscal Year 2014-15 Proposed State Budget proposed to dedicate $188.1 million of
one-time Proposition 98 General Fund to the Emergency Repair Program to provide grants or
reimbursement to LEAs for the cost of repairing or replacing building systems that pose a health and
safety threat to students and staff at eligible school sites.

8. In connection with the California Clean Energy Jobs Act of 2012, the Fiscal Year
2014-15 Proposed State Budget Act proposed to allocate the $363 million of energy efficiency funds
available in 2014-15 as follows:(i) $316 million and $39 million to K-12 school districts and community
college districts, respectively, for energy efficiency project grants; (ii) $5 million to the California
Conservation Corps for continued technical assistance to K-12 school districts; and (iii) $3 million to the
Workforce Investment Board for continued implementation of the job-training program.

9. The Fiscal Year 2014-15 Proposed State Budget proposed to allocate $33.3 million to
support a 0.86% statutory COLA for categorical programs such as Special Education, Child Nutrition,
American Indian Education Centers, and the American Indian Early Childhood Education Program which
remain outside of the Local Control Funding Formula.

10. The Fiscal Year 2014-15 Proposed State Budget proposed an increase of $188.1 million
in one-time Proposition 98 General Fund resources for the Emergency Repair Program. The Fiscal Year
2014-15 Proposed State Budget would reduce the State’s current obligation of $462 million to schools
under the Williams v. California settlement agreement. See “District Financial Information - Funding
from the Quality Education Investment Act of 2006 herein.
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LAO Analysis of the Fiscal Year 2014-15 Proposed State Budget. On January 13, 2014, the
Legislative Analyst’s Office (“LAO”) released a report entitled “The 2014-15 Budget: Overview of the
Governor’s Budget” (the “2014 LAO Budget Overview”), which provided an analysis by the LAO of the
Fiscal Year 2014-15 Proposed State Budget. The 2014 LAO Budget Overview is available on the LAO
website at www.lao.ca.gov. Information on the website is not incorporated herein by reference. The 2014
LAO Budget Overview stated that the State has made substantial progress in recent years in addressing its
prior, persistent budgetary problems. This progress has been facilitated by a recovering economy,
increased in the stock market and increased revenues from temporary taxes pursuant to Proposition 30. In
addition, the LAO stated that by making relatively few ongoing new spending commitments outside of
Proposition 98, the Governor is attempting to minimize, as much as possible, future budget pressures that
could result from making such new commitments today. The LAO stated that the Governor’s emphasis on
debt repayment is prudent, and that overall, the Fiscal Year 2014-15 Proposed State Budget, if approved,
would place California on a stronger fiscal footing. The LAO agrees with the Governor’s proposals to set
aside money while revenues are robust, but cautions that any formula-based proposal merits careful
legislative consideration. The LAO also suggests setting aside State funds beginning in Fiscal Year
2013-14 in anticipation of a future long-term plan to fund CalSTRS’ large unfunded liabilities.

May Revision to the Fiscal Year 2014-15 Proposed State Budget. On May 13, 2014, the
Governor released his May Revision to the 2014-15 Proposed State Budget (the “May Revision”), which
projected Fiscal Year 2013-14 revenues and transfers of $102.19 billion, total expenditures of
$100.71 billion and a year-end surplus of $3.90 billion (inclusive of the $2.43 billion fund balance from
Fiscal Year 2012-13), of which $955 million would be reserved for the liquidation of encumbrances and
$2.95 billion would be deposited in a reserve for economic uncertainties. The May Revision projected
Fiscal Year 2014-15 revenues and transfers of $105.35 billion, total expenditures of $107.77 billion and a
year-end surplus of $1.48 billion (inclusive of the projected $3.90 billion State General Fund balance as
of June 30, 2014 which would be available for Fiscal Year 2014-15), of which $955 million would be
reserved for the liquidation of encumbrances and $528 million would be deposited in a reserve for
economic uncertainties. In addition, in Fiscal Year 2014-15, $1.604 billion would be deposited into the
State’s Budget Stabilization Account/Rainy Day Fund. The May Revision stated that State revenues are
forecasted to increase by $2.4 billion, which amounts will be offset in part by unanticipated increased in
Medi-Cal costs associated with the expansion under the Affordable Care Act, increased costs of drought
management and additional costs associated with State pension obligations. The May Revision stated that
a number of major risks continue to threaten the State’s fiscal stability, including the overhang of fiscal
debts, growing long-term liabilities and continuing uncertainties regarding the costs of the federal
Affordable Care Act. The May Revision also stated that the agreement between the Governor and
legislative leaders to create a Rainy Day Fund through an amendment to the State Constitution, if
approved by voters in November 2014, will help the State minimize the volatility of future budgetary
surplus and deficit cycles.

Features of the May Revision to the Fiscal Year 2014-15 Proposed State Budget affecting school
districts in general included, but were not limited to, the following:

1. The May Revision to the Fiscal Year 2014-15 Proposed State Budget proposed a new
funding strategy for CalSTRS which, if approved and all projections contained therein are met, will
eliminate CalSTRS’ unfunded liability by Fiscal Year 2045-46. Pursuant to the Governor’s proposal
teacher contributions will increase from 8.00% to 10.25% of pay from Fiscal Year 2013-14 to Fiscal Year
2016-17 and school contributions will increase from 8.25% to 19.10% of payroll from Fiscal Year
2013-14 to Fiscal Year 2016-17. The school contributions will be paid from existing revenue sources. The
May Revision to the Fiscal Year 2014-15 Proposed State Budget proposed to increase the State’s total
contribution to the CalSTRS defined benefit plan from 3.0% to 6.3% of payroll from Fiscal Year 2013-14
to Fiscal Year 2016-17. Pursuant to the Governor’s proposal, the State will continue 2.5% of payroll
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annually for a supplemental inflation protection program. The May Revision to the Fiscal Year 2014-15
Proposed State Budget included approximately $450 million including $73.2 million from the State’s
General Fund in additional funding for CalSTRS in Fiscal Year 2014-15. See “District Financial
Information - Retirement Systems - California State Teachers’ Retirement System” herein.

2. The May Revision to the Fiscal Year 2014-15 Proposed State Budget proposed
Proposition 98 funding for education in the amount of $58.3 billion for Fiscal Year 2013-14 which
reflects an increase of $3 billion compared to the expected funding set forth in the Fiscal Year 2013-14
State Budget Act. The Fiscal Year 2014-15 Proposed State Budget proposed Proposition 98 funding in
the amount of $60.9 billion for Fiscal Year 2014-15.

3. The May Revision to the Fiscal Year 2014-15 Proposed State Budget proposed to
eliminate all remaining deferrals of State Aid to school districts. The May Revision to the Fiscal Year
2014-15 Proposed State Budget proposed to repay approximately $6.4 billion in remaining K-14 deferred
payments with funds from Fiscal Year 2014-15 and one-time Proposition 98 funds in the amount of
$742.2 million attributable to Fiscal Years 2012-13 and 2013-14. The Governor expected that the
acceleration of the deferral repayment schedule will be offset by reduction of $742.2 in ongoing
Proposition 98 General Fund. However, the Governor expected that total funding will eliminate all K-12
inter-year deferrals.

4, The May Revision to the Fiscal Year 2014-15 Proposed State Budget proposed to address
a projected deficit in funding for implementation of the Local Control Funding Formula by allocating
$4.5 billion to continue implementing the formula during its second year.

5. Pursuant to the May Revision to the Fiscal Year 2014-15 Proposed State Budget, the
State and LEAs will continue implementation of the Common Core academic standards. In accordance
therewith, the May Revision to the Fiscal Year 2014-15 Proposed State Budget proposed to allocate
approximately $26.7 million for the K-12 High Speed Network which will include a comprehensive
assessment of network connectivity and grant funding to school districts determined to have the greatest
needs with respect to internet connectivity and infrastructure. The Governor expected that funding for this
program will, upon its completion, provide maximum participation in computer adaptive testing in Fiscal
Year 2014-15.

6. The May Revision to the Proposed 2014-15 State Budget proposed to authorize LEA to
offer course-based independent study options for students in grades 9-12 and site-based blended learning
programs for grades K-12 in order to increase the availability of independent study. The May Revision
revises proposals with respect to independent study to, if approved, eliminate the requirement that
certificated teachers and students meet weekly to assess if a student is making satisfactory academic
progress in a school site-based blended learning independent study program, provide schools with the
ability to offer site-based blended learning and modify the funding method for students enrolled in
course-based independent study programs.

7. The May Revision to the Proposed 2014-15 State Budget Act proposed to decrease the
total funds available for energy efficiency projected under the California Clean Energy Jobs Act of 2012
in Fiscal Year 2014-15 to $307 million from the previously projected $316 million due to reduced
revenue estimates.

8. The May Revision to the Proposed 2014-15 State Budget Act proposed to increase
expenditures from Proposition 98 General Fund by approximately $83.9 million in Fiscal Year 2014-15
for school districts, special education local plan areas and county offices of education as a result of lower
offsetting property tax revenues from such LEAs.

A-63



9. The May Revision to the Proposed 2014-15 State Budget Act proposed an increase of
$103.1 million in Fiscal Year 2013-14 and an increase of $121.1 million in Fiscal Year 2014-15 for
school districts, charter schools and county offices of education as a result of an increase in projected
ADA in both years. In addition, The May Revision to the Proposed 2014-15 State Budget Act proposed
an increase of $15.3 million Proposition 98 General Fund for selected categorical programs based on
updated estimates of projected ADA growth.

LAO Analysis of the May Revision. On May 16, 2014, the LAO released an analysis of the May
Revision entitled “The 2014-15 Budget: Overview of the May Revision” (the “LAO May Revision
Overview”). The LAO May Revision Overview stated that the Governor’s budget plan takes a careful
approach to State finances. The LAO May Revision Overview also stated that the State’s volatile tax
revenue system, uncertainty about future stock and other asset prices, and the likelihood (based on
historic trends) of another recession within a few years all emphasize the importance of building reserves
and reducing State debt. The LAO May Revision Overview further stated that under the Governor’s
approach, the State would improve its chances of managing the next significant State revenue downturn
with less of the drastic budget cuts required during the last few recessions.

Fiscal Year 2014-15 State Budget Act. On June 20, 2014, the Governor approved the State
Budget Act for Fiscal Year 2014-15 (the “Fiscal Year 2014-15 State Budget Act”), which projects Fiscal
Year 2013-14 general fund revenues and transfers of $102.2 billion, total expenditures of $100.7 billion
and a year-end surplus of $3.90 billion (inclusive of the $2.4 billion fund balance in the General Fund
from fiscal year 2012-13), of which $955 million would be reserved for the liquidation of encumbrances
and $2.95 billion would be deposited in a reserve for economic uncertainties. The Fiscal Year 2014-15
State Budget Act projects Fiscal Year 2014-15 General Fund revenues and transfers of $105.5 billion,
total expenditures of $108.0 billion and a year-end surplus of $1.40 billion (inclusive of the projected
$3.90 million State General Fund balance as of June 30, 2014 which would be available for Fiscal Year
2014-15), of which $955 million would be reserved for the liquidation of encumbrances and $449 million
would be deposited in a reserve for economic uncertainties. The Fiscal Year 2014-15 State Budget Act
projects that the State’s multi-year budget will be balanced for the foreseeable future, but cautions that the
unprecedented level of debts, deferrals, and budgetary obligations accumulated over the prior decade
contribute to the State’s fiscal challenges.

The Fiscal Year 2014-15 State Budget includes the constitutional amendment placed by the State
Legislature on the November 2014 ballot proposing to change the formula by which the Rainy Day Fund
is funded and to establish certain accounts therein. See “State Funding of Education — State Budget —
Fiscal Year 2014-15 Proposed State Budget” and ““ — May Revision to the Proposed State Budget” herein.
The Governor expects that the amendment, if approved by voters, will help the State minimize the
volatility of future budgetary surplus and deficit cycles. If this constitutional amendment is approved, the
State would, among other things, establish a Public School System Stabilization Account in the Rainy
Day Fund. The State may deposit amounts into the Public School System Stabilization Account only after
it has paid all amounts owing to school districts relating to the Proposition 98 maintenance factor for
fiscal years prior to Fiscal Year 2014-15. Further, the State may not transfer funds to the Public School
System Stabilization Account unless the State is in a Test 1 year under Proposition 98 or in any year in
which a maintenance factor is created. See “California Constitutional and Statutory Provisions Relating to
Ad Valorem Property Taxes, District Revenues and Appropriations — Proposition 98 herein.

Features of the Fiscal Year 2014-15 State Budget Act affecting school districts in general include,
but are not limited to, the following:
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1. The Fiscal Year 2014-15 State Budget Act includes Proposition 98 funding for education
in the amount of $60.9 billion for Fiscal Year 2014-15 which reflects an increase of $5.6 billion compared
to the expected funding set forth in the Fiscal Year 2013-14 State Budget Act.

2. The Fiscal Year 2014-15 State Budget Act allocates an additional $4.5 billion of
Proposition 98 General Fund to address the projected deficit in funding for implementation of the Local
Control Funding Formula.

3. The Fiscal Year 2014-15 State Budget Act allocates approximately $4.7 billion of
Proposition 98 General Fund to reduce outstanding deferrals to K-12 school districts. The Fiscal Year
2014-15 State Budget estimates that the outstanding deferrals as of June 30, 2015 will be approximately
$900 million. In addition, the Fiscal Year 2014-15 State Budget Act requires the State to appropriate any
additional funding resources attributable to Fiscal Year 2013-14 and Fiscal Year 2014-15 determined to
be available after the enactment of the Fiscal Year 2014-15 State Budget Act to reduce outstanding
deferrals.

4, The Fiscal Year 2014-15 State Budget Act increases Proposition 98 General Fund by
approximately $400.5 million to reimburse LEAs for the costs of State-mandated programs. The
Governor expects that these funds will provide school districts, county offices of education and charter
schools with discretionary resources for expenditures such as implementation of the Common Core.

5. The Fiscal Year 2