


COPs represent debt that is paid from revenues under the District’s control, such as General Fund
revenues and developer fees. To assure that issuance of such debt is undertaken in a prudent manner
that protects the District’s instructional programs and operations, the Board of Education has
adopted a Debt Management Policy that prescribes limits to the amount of COPs indebtedness that
may be undertaken. This Debt Report provides a discussion of the District’s COPs debt
performance, which is in compliance with policy targets and ceilings.

Both General Obligation Bonds and COPs are considered to be “direct debt” of the District and are
also included in the measurement of the “overall direct debt” issued by all local public agencies
within the District’s boundaries. It is important to monitor the levels and growth of direct debt and
overall direct debt as they portray the debt burden borne by our taxpayers and serve as proxies for
the capacity taxpayers have to take on additional debt in the future. The District must be mindful not
to overburden its taxpayers by issuing debt too quickly, for example. The Debt Management Policy
sets forth various municipal market debt ratios and benchmarks against which the District measures
and compares its own direct debt burden. This Debt Report provides a complete summary of the
District’s direct debt performance in this regard.

When debt is issued, independent credit rating agencies assign a rating to the issue. The District’s
credit ratings are directly related to the financial condition of the District. As of June 30, 2008, the
District’s General Obligation Bond ratings were Aa3 by Moody’s Investors Service, AA- by
Standard & Poor’s and A+ by Fitch Ratings, reflecting high quality investment grade status. The
ratings assigned to all General Obligation Bonds and COPs associated with the District affect
interest payments and the cost to District taxpayers and the General Fund, as applicable. In addition,
the fiscal health of the State can further affect the District’s interest costs. The recent deterioration
of the State’s credit quality and the massive amount of debt it needs to issue in the future to fund
voter approved bond projects has resulted in increased credit spreads for agencies of the State,
including the District, even though such agencies may have maintained their own credit quality. A
complete history of the District’s long-term credit ratings is provided in this Debt Report.

I hope that the information in this Debt Report can be used to support development of sound capital
plans and adherence to the District’s finance and debt policies. I look forward to working with you
in pursuing such capital plans, as they provide critical guidance for the protection of the District’s
infrastructure and assets. Together with sound capital planning, the District’s debt and finance
policies secure the District’s fiscal strength in the years ahead.

If you have any questions or comments regarding this Debt Report, please contact my office at
(213) 241-7888. Your input is important to us and would be greatly appreciated.

Sincerely,

“) A 4 1
Megan K. Reilly
Chief Financial Officer
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PREFACE

The Chief Financial Officer must submit a Debt Report to the Board of Education and
Superintendent annually in accordance with the requirement of the District’s Debt Management
Policy. The following list identifies the information to be included and its location in the Debt
Report:

Topic

Page
Number(s)

»

A listing of outstanding General Obligation Bond debt supported by voter-
approved tax levies.

A listing of authorized but unissued general obligation bond debt.

A discussion of the tax rates being paid by District taxpayers to service the
District’s General Obligation Bond debt.

A listing of authorized but unissued debt that the Chief Financial Officer
intends to sell during the current and subsequent budget year.

A listing of outstanding Certificates of Participation debt supported by the
General Fund and/or developer fees.

A description of the market for the District’s General Obligation Bonds and
Certificates of Participation.

A discussion of the District’s long-term credit ratings.

Identification of pertinent debt ratios, such as debt service to General Funds
expenditures, debt to assessed valuation of property and debt per capita.

A comparison of the District’s debt ratios to certain benchmarks.
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SECTION I: GENERAL OBLIGATION BOND DEBT

A. District’s Bonded Debt Limitation and Assessed Valuation Growth

In accordance with Education Code Section 15106, the District’s bonded debt limitation equals
2.5% of the value of taxable property (i.e., assessed valuation) in the District. For Fiscal Y ear 2007-
08, total assessed valuation in the District was $440.9 billion, resulting in a bonded debt limitation of
$11.0 billion. Table 1 presents the District’s maximum debt limit versus current outstanding debt.
The differenceisthe “Lega Debt Margin.” Chart 1' showsthat the Legal Debt Margin (i.e., the
distance between the red and green lines) is expected to remain positive even as the District issues a
significant amount of General Obligation Bonds in the years ahead.

Chart 1
. LAUSD Debt Capacity vs. Projected Outstanding G. O. Bonds
$ Millions (as of Mar ch, 2009)
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! Chart 1 reflects issuance of $7.0 billion of Measure Q general obligation bonds approved by voters in November 2008,
subsequent to the Fiscal Y ear 2007-08 timeframe of this Debt Report.
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Table6
Estimated Tax Rates Set Forth in Tax Rate Statementsfor Proposition BB
(Rates expressed as $ per $100,000 of assessed valuation)

AsProjected in
Tax Rate Description Tax Rate Statement  Actual/Projected*
Estimated tax rate in the fiscal year following $23.43 $24.42
the issuance of the first series of bonds (in FY 1998-99) (in FY 1998-99)
Actua
Estimated maximum tax rate and the year in $67.46 $50.55
which the maximum tax rate occurs (in FY 2010-11) (in FY 2004-05)
Actual
Estimated tax rate in the fiscal year following $67.46 $50.55
the issuance of the last series of bonds (in FY 2010-11) (in FY 2004-05)
Actual
Estimated average tax rate over the term of all
issued bonds $40.29 $27.02

D.2. MeasureK Tax Rates. MeasuresK, R,Y and Q were each approved pursuant to
Proposition 39 which, among other things, requires a unified district such as LAUSD to represent
that the tax rate for each separate Proposition 39 authorization will not exceed $60 per $100,000 of
assessed valuation in any given year. When developing the tax rate model for the November 5, 2002
Measure K bond election, the District was mindful of this requirement and structured the bond
program accordingly. In addition, owing to a resumption of assessed valuation growth as the local
economy recovered from the defense cutbacks of the 1990s, the District assumed that annual
assessed valuation growth would be 3.90%, higher than what was assumed in the Proposition BB tax
rate model but still avery conservative assumption relative to historical trends. The assumed interest
rate on bonds to be issued was 5.50%, lower than what was assumed in the Proposition BB tax rate
model but still a conservative assumption relative to interest rate trends (see Section I11.B.1. for a
discussion of interest rate trends).

Table 7 below provides the District’ s projected tax rates for the Measure K bond program at the time
of the Measure K election and the District’ s updated projections. Actual and projected tax rate
performance has been better than expected due to a combination of interest cost on issued bonds
being less than assumed, the issuance pattern of bonds being slower than assumed and actual growth
in assessed valuation being higher than assumed. The District’s updated projections show, for
example, that the average tax rate over the term of all issued bonds will be approximately $27.34 per
$100,000 of assessed valuation, which is $25.65 lower than the originally estimated $52.99 per
$100,000 of assessed valuation at the time of the election. Also, the tax rate is not expected to ever
exceed the $60 per $100,000 Proposition 39 limitation.

One of the reasons that issuance of Measure K bonds has been slower than assumed is that the
District was able to secure more State matching funds than originally projected and, thus, hasn’'t
needed to issue Measure K bonds as quickly. In addition, the large first issuance of Measure K

! The projectionsin the Proposition BB tax rate model use Fiscal Y ear 2008-09 as the base year for the assessed
valuation data and the actual debt service for all bonds issued as of September 1, 2008. There are no remaining
unissued Proposition BB bonds.

s,
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bonds in 2003 provided $2.1 billion of bond proceeds and afforded the District more time between
bond issuances.

Table7
Estimated Tax Rates Set Forth in Tax Rate Statements for Measure K
(Rates expressed as $ per $100,000 of assessed valuation)

AsProjected in

Tax Rate Description Tax Rate Statement  Actual/Projected*

Estimated tax rate in the fiscal year following $60.00 $31.97

the issuance of the first series of bonds (in FY 2004-05) (in FY 2004-05)
Actual

Estimated maximum tax rate and the year in $60.00 $45.79

which the maximum tax rate occurs (in FY 2004-05) (in FY 2010-11

Estimated tax rate in the fiscal year following $59.06 $45.79

the issuance of the last series of bonds (in FY 2006-07) (in FY 2010-11)

Estimated average tax rate over the term of all $52.99 $27.34

issued bonds

D.3. MeasureR Tax Rates. When developing the tax rate model for the March 2, 2004 Measure
R bond election, the District was mindful of the $60 per $100,000 of assessed valuation limitation
under Proposition 39 and structured the bond program accordingly. In addition, the District assumed
that annual assessed valuation growth would be 5.0%, higher than what was assumed in the
Proposition BB and Measure K tax rate models but still a conservative assumption relative to
historical trends. The assumed interest rate on bonds to be issued was 5.25%, lower than what was
assumed in the Proposition BB and Measure K tax rate models but still a conservative assumption
relative to interest rate trends (see Section 111.B.1. for adiscussion of interest rate trends).

Table 8 below provides the District’ s projected tax rates for the Measure R bond program at the time
of the Measure R election and the District’ s updated projections. Actual and projected tax rate
performance has been better than expected due to a combination of interest cost on issued bonds
being less than assumed and actual growth in assessed valuation being higher than assumed. The
District’s updated projections show, for example, that the average tax rate over the term of all issued
bonds will be approximately $27.08 per $100,000 of assessed valuation, which is $6.18 lower than
the originally estimated $33.26 per $100,000 of assessed valuation at the time of the election. Also,
the tax rate is not expected to ever exceed the $60 per $100,000 Proposition 39 limitation.

The District issued its first Measure R bonds in Fiscal Y ear 2004-05. Of the $200 million issued,
$150 million was applied toward defeasance of outstanding COPs, thereby providing $156 million of
debt service savings to the District’s General Fund (see Section I1.A. for further details). The COPs
had been previously issued by the District to fund critical infrastructure projects identical to the type
of projects on the Measure R project list. With removal of the COPs debt service from the General
Fund, more general resources are available to support the educational initiatives of the District.

! Theprojectionsin the Measure K tax rate model use Fiscal Y ear 2008-09 as the base year for the assessed valuation
data and the actual debt service for al bonds issued as of September 1, 2008. The debt service on future issuances of
Measure K bondsis estimated in the model.
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Table8
Estimated Tax Rates Set Forth in Tax Rate Statementsfor Measure R
(Rates expressed as $ per $100,000 of assessed valuation)

AsProjected in

Tax Rate Description Tax Rate Statement  Actual/Projected’

Estimated tax rate in the fiscal year following $21.93 $12.33

the issuance of the first series of bonds (in FY 2005-06) (in FY 2005-06)
Actual

Estimated maximum tax rate and the year in $60.00 $52.00

which the maximum tax rate occurs (in FY 2011-12) (inFY 2011-12)

Estimated tax rate in the fiscal year following $58.65 $48.81

the issuance of the last series of bonds (in FY 2012-13) (in FY 2012-13)

Estimated average tax rate over the term of all $33.26 $27.08

issued bonds

D.4. MeasureY Tax Rates. When developing the tax rate model for the November 8, 2005
Measure Y bond e ection, the District was mindful of the $60 per $100,000 of assessed valuation
limitation under Proposition 39 and structured the bond program accordingly. In addition, the
District assumed that annual assessed valuation growth would be 6.0%, a conservative assumption
relative to historical trends. The assumed interest rate on bonds to be issued was 5.25%, the same as
in the Measure R tax rate model.

Table 9 below provides the District’ s projected tax rates for the Measure Y bond program at the time
of the Measure Y election and the District’ s updated projections. Actual and projected tax rate
performance has been better than expected due to a combination of interest cost on issued bonds
being less than assumed and actual growth in assessed valuation being higher than assumed. The
District’s updated projections show, for example, that the average tax rate over the term of all issued
bonds will be approximately $24.95 per $100,000 of assessed valuation, which is $1.75 lower than
the originally estimated $26.71 per $100,000 of assessed valuation at the time of the election. Also,
the tax rate is not expected to ever exceed the $60 per $100,000 Proposition 39 limitation.

The District issued itsfirst Measure Y bondsin Fiscal Year 2005-06. Of the $394.4 million issued,
$184.4 million was applied toward defeasance of or sinking fund payments for outstanding COPs,
thereby providing $223.4 million of debt service savingsto the District’s General Fund (see Section
[1.A. for further details). The COPs had been previously issued by the District to fund critical
infrastructure projectsidentical to the type of projects on the Measure Y project list. With removal
of the COPs debt service from the General Fund, more general resources are available to support the
educational initiatives of the District.

! The projectionsin the Measure R tax rate model use Fiscal Y ear 2008-09 as the base year for the assessed valuation
data and the actual debt service for al bonds issued as of September 1, 2008. The debt service on future issuances of
Measure R bonds is estimated in the model.
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Table9
Estimated Tax Rates Set Forth in Tax Rate Statementsfor Measure Y
(Rates expressed as $ per $100,000 of assessed valuation)

AsProjected in

Tax Rate Description Tax Rate Statement  Actual/Projected’

Estimated tax rate in the fiscal year following $5.74 $3.45

the issuance of the first series of bonds (in FY 2006-07) (in FY 2006-07)
Actual

Estimated maximum tax rate and the year in $60.00 $53.02

which the maximum tax rate occurs (in FY 2012-13) (in FY 2013-14)

Estimated tax rate in the fiscal year following $57.05 $53.02

the issuance of the last series of bonds (in FY 2013-14) (in FY 2013-14)

Estimated average tax rate over the term of all $26.71 $24.95

issued bonds

D.5. MeasureQ Tax Rates. When developing the tax rate model for the November 4, 2008
Measure Q bond e ection, the District was mindful of the $60 per $100,000 of assessed valuation
limitation under Proposition 39 and structured the bond program accordingly. In addition, the
District assumed that annual assessed valuation growth would be slower and tax delinguencies
higher through Fiscal Y ear 2012-13, reflecting the possibility of aweak economy. Thelong-run
assumed rate of assessed valuation was 6%. The assumed interest rate on bonds to be issued was
5.25%, the same asiin the Measures R and Y tax rate models.

Table 9 below provides the District’ s projected tax rates for the Measure Q bond program at the time
of the Measure Q election. Actual and projected tax rate performance has been better than expected
due to a combination of interest cost on issued bonds being less than assumed and actual growth in
assessed valuation being higher than assumed. The District’sinitial projections show, for example,
that the average tax rate over the term of al issued bonds will be approximately $29.01 per $100,000
of assessed valuation.

! Theprojectionsinthe Measure Y tax rate model use Fiscal Y ear 2008-09 as the base year for the assessed valuation
data and the actual debt service for al bonds issued as of September 1, 2008. The debt service on future issuances of
Measure Y bondsis estimated in the model.
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Table 10
Estimated Tax Rates Set Forth in Tax Rate Statementsfor Measure Q
(Rates expressed as $ per $100,000 of assessed valuation)

AsProjected in

Tax Rate Description Tax Rate Statement
Estimated tax rate in the fiscal year following $0.0

the issuance of the first series of bonds (in FY 2010-11)
Estimated maximum tax rate and the year in $60.00

which the maximum tax rate occurs (in FY 2019-20)
Estimated tax rate in the fiscal year following $59.18

the issuance of the last series of bonds (in FY 2020-21)
Estimated average tax rate over the term of all $29.01

issued bonds

SECTION Il: CERTIFICATES OF PARTICIPATION DEBT
A. COPsOutstanding

The District has issued COPs over the yearsto fund avariety of capital projects including the
construction of two medical magnet high schools, the acquisition of portable classrooms for class
size reduction and relief of overcrowding, the acquisition of buses, the matching of federal funds for
the E-Rate computer program, the acquisition and implementation of major information technology
systems, and the construction of adult education facilities. Debt service on COPs that were issued to
fund projects related to enrollment growth or relief of overcrowding is paid from devel oper fees that
are levied when new housing creates a need for additional seats for students; should developer fees
be insufficient to pay debt service on these COPs, the debt service will be paid from General Fund
sources. Debt service on all other existing COPs s paid from General Fund sources.

Tables 11 and 12 provide listings of outstanding COPs in fixed rate mode and variable rate mode,
respectively. Asof June 30, 2008, atotal of $493.047 million of COPs were outstanding. The debt
service requirements on outstanding COPs can be found in Appendix 3.

In seeking to achieve the benefits of adiversified debt portfolio, the District has periodically issued
variable rate COPs". In Fiscal Y ear 2007-08, the Debt Management Policy (which appearsin
Appendix 5) permitted issuance of variable rate COPs so long as the total unhedged amount in that
mode does not exceed 20% of outstanding COPs or $100 million, whichever isless. The maximum
amount of unhedged variable rate COPs would thus be $85.4 million (20% of outstanding COPs).
Given the Digtrict’ s average General Fund unrestricted cash balance (net of TRANS) of $203.8
million in Fiscal Year 2007-08 and that cash is a natural hedge, the District believesitsinterest rate
exposure on the $ 206.125 million of variable rate COPs to be 99% hedged.

For adiscussion of the impact of the current financial crisis on the District’ s variable rate COPs, see
Section |1, Part A of this Debt Report.

Y Itiscurrently impractical for school districtsin California to issue variable rate General Obligation Bonds, so the
District’ s variable rate portfolio is comprised solely of COPs.
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Table 11
Fixed-Rate Certificates of Participation Issuance and True Interest Cost
(as of June 30, 2008; excludes matured and/or refunded issues)

Principal Principal
Amount Outstanding

Date of | ssued (asof June30,2008) Truelnterest
| ssue Description Issue ($000s) ($000s) Cost (%)
Refunding COPs (Multiple Properties
Project), Series 1998A* 06/10/98 $60,805.0 $28,100.0 4.76%
COPs (Qualified Zone Academy Bonds),
Series 2000A (taxable) 2 05/23/00 30,446.7 25,372.0 N/A
COPs (Multiple Properties Project), 2000
SeriesB 10/04/00 172,715.0 3,185.0 4.24%
COPs (Administration Building Project 1),
2001 SeriesB 11/06/01 68,890.0 68,890.0 4.88%
COPs (Administration Building Project I1),
2002 SeriesC 12/19/02 9,490.0 8,545.0 4.77%
COPs (Multiple Properties Project), 2003
Series B 06/26/03 31,620.0 28,310.0 4.11%
COPs (Refinancing Project | and
Refunding Project 1), 2004 Series A 07/28/04 50,700.0 12,935.0 3.46%
COPs (Refinancing Project | and
Refunding Project |), 2004 Series B
(taxable) 07/28/04 6,925.0 1,925.0 4.09%
COPs (Qualified Zone Academy Bonds)
Series 2005 (taxable) 2 12/01/05 10,000.0 10,000.0 N/A
COPs (Information Technology Projects),
2007 Series A 11/15/07 99,660.0 99,660.0 3.83%

TOTAL $562,.906.7 286,922,

! Debt service on these COPs is currently paid from developer fees.

2 The Series 2000A and 2005 COPs do not carry interest payments; instead, the purchaser receives atax credit. A
portion of the 2000A COPs has been economically defeased such that the net amount due as of June 30, 2008 was
$8,245,008. The guaranteed investment agreement (“GIC") used for part of the defeasance on the 2005 COPs was
terminated in August 2008 due to the rating downgrade of the GIC provider. The District may need to contribute more
funds to redeem the 2005 Qualified Zone Academy Bonds, depending upon the amount of ongoing investment returns.

.
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Table 12
Variable-Rate Certificates of Participation | ssuance
(as of June 30, 2008)*

Principal
Outstanding
Date of Principal Amount (June 30,
I ssue Description | ssue I ssued ($000s) 2008)
COPs (Belmont Learning Complex), 1997 Series A* 12/09/97 $91,400 $54,600
Refunding COPs (Administration Building Project), 2005 Series 05/24/05 86,525 86,525
A
COPs (Administration Building Project 111), 2005 Series B 05/24/05 21,340 20,775
Refunding COPs (Multiple Properties Project), 2005 Series C>® 05/24/05 44,225 44,225
TOTAL $243,490 206,125

The District significantly reduced the portion of COPs paid from General Fund sourcesin Fiscal

Y ears 2004-05 and 2005-06 when proceeds from Measure R and Measure Y bonds were used to
defease $143.42 million and $183.7 million of COPs principal, respectively. Chart 4 shows the total
General Fund COPs debt service prior to the Measure R and Y defeasances. Chart 5 shows the
resulting significant decline in General Fund COPs debt service due to the defeasance of these COPs
versus the debt service level prior to defeasance. The COPs defeasance resulted in nearly $500
million of savings to the General Fund through Fiscal Y ear 2024-25. Chart 6 provides the COPs
debt service as of Fiscal Y ear 2007-08". Debt service payments from the General Fund total $514
million through the final maturity of the COPs.

[rest of page intentionally left blank]

! The District issued its 2008 Series A and B Variable Rate COPs in the aggregate principal amount of $120.95 million
on August 6, 2008 to refund its 2005 Series A COPs and 2005 Series B COPs and to fund areserve fund and costs of
issuance. The TIC on the 2008 Series A COPs and 2008 Series B COPs was 2.8%, assuming a variable interest rate of
2.75%. The 2008 Series A and B COPs are not shown in Table 12 because they were delivered after the June 30, 2008
“asof” date for Table 12.

2 Debt service on these COPs is currently paid from developer fees.

3 An escrow account has been established with the trustee to redeem these COPsin their entirety by May 11, 2009.

* The debt service associated with the 2008 Series A COPs and 2008 Series B COPsis not reflected in chart 6, as these
COPswere issued after the “as of June 30, 2008” timeframe of this Debt Report. The average annual projected debt
service on the 2008 Series A and 2008 Series B COPs is approximately $6.5 million.
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Chart 4
L os Angeles Unified School District COPs Debt Service
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Chart 5
Los Angeles Unified School District COPs Debt Service
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Chart 6
Los Angeles Unified School District COPs Debt Service
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SECTION IlI: THE MARKET FOR
THE DISTRICT'SDEBT

Rank Firm Name
AIG
Vanguard Group Inc, The
Franklin Templeton Invegments
BlackRack
P MCO
Nuveen A set Management Inc
AllianceBernstein
Hartford Investment Management Co
Deutsche Asset Management
JPMorgan Asset Management
Sate Farm Insurance Companies
Chubb Corp, The
Liberty Mutual I nsurance Co
Citigroup A sset Management
American Century Investment Management
Capital Research & Management Co
Fidelity Management & Research Co
Northern Trust Global Advisorsinc
Wells Fargo
TOB Capitd
Dreyfus Corp, The
Babson Capital Management LLC
Lord, Abbett & Co LLC
Barcdays Global Investars
Eaton Vance Management I nc

A. Municipal Bond Market

The District’ s bonds, COPs, and tax and
revenue anticipation notes (“TRANS’) are
issued and traded in the United States
municipal bond market. Major groups of
investors in this market include insurance
companies, bond funds, investment bank
portfolios, trust departments, investment
advisors, individual investors, and money
market funds. Each of these market
participants may exhibit differing
preferences for the structure and maturities
of the bonds, COPs or TRANS that they
purchase. As one of the largest issuers of
municipa bonds in the country, the
District is able to draw significant
attention from all of these investor groups.
Thetable to theright isalisting of the
largest institutional holders of the
District’s bonds.
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Top 25 Institutional Holders of LAUSD Bonds

$ Thousands

$

597,490
588,085
384,445
200,597
163,163
104,683
104,055
75,420
74,733
60,597
58,620
48,885
43,100
43,000
41,025
39,345
39,170
38,935
33,635
30,000
28,925
25,000
22,205
21,225
21,075

Total $ 2,887,413




The borrowing cost that the District paysitsinvestorsis afunction of market interest rate levels,
anticipated Federal Reserve policy actions and, most importantly, the investment community's
perception of and demand for the District’s credit. Investors demand rates of return on their
investments commensurate with their perception of the District’ s ability and willingness to repay its
obligations as well as the District’s overall financial, debt and economic performance compared to
other issuers. The investment community has historically viewed the District’ s bonds and COPs as
high quality investment grade securities, owing to the District’ s strong financial position, avast local
economy, significant access to voter-approved tax levies, and a pristine debt service payment track
record.

Traditionally, the large numbers of investors residing in California and the State's progressive
income tax system have provided investors with incentives to purchase the District’ s bonds and
COPs. During recent years, however, investor perception of California debt weakened due to the
State’s credit deterioration, investor concerns over the magnitude of the State's budget shortfalls,
massive issuance of energy-crisis and economic recovery bonds by the State and massive anticipated
debt issuance in the future. During this period, the State's credit was downgraded by the three major
rating agencies to the lowest level of any state. The State's borrowing costs rose accordingly as did
interest costs for issuers viewed as “agencies’ of the State, such as LAUSD, even though the
District’ s credit ratings remained very strong and well-above those of the State.

The impact of the State’s * penalty” on LAUSD was not as great as the penalty on the State itself,
reflecting the District’ s ability to maintain its high ratings. However, the State’ s ratings are still well
below the triple-A level enjoyed by the State when its fiscal health was much stronger and, asa
result, Californiaissuers such as the District may continue to have to pay interest costs at higher
spreads to national names than would have otherwise been the case.

In addition to dealing with interest rate impacts stemming from the State' s fiscal problems, the
District has also been affected by the national and global financial crisisthat resulted in atotal freeze
of capital marketsin September 2008. Preceding the market freeze, major bond insurers were
steadily downgraded from their coveted triple-A ratings, a situation that caused tremendous volatility
in the market. The short-term sector of the market was particularly hard hit, especially the auction
rate market and the variable rate demand obligation (“VRDQO”) market. One of the downgraded
bond insurers was Ambac, the insurer on the District’s 2005 A COPs and 2005 B COPs; a second
downgraded insurer was Financial Security Assurance, the insurer on the 2005C COPs. All of the
affected COPs were VRDOs. None of the District’s fixed rate debt service or debt service on other
VRDOs were affected by the downgrades of bond insurers.

The weekly interest rate resets for the 2005A, 2005B and 2005C COPs were above market rates
during the period when Ambac and FSA were being downgraded, so the District quickly took steps
to remedy the situation. The 2005A and 2005B COPs were refunded with the 2008A and 2008B
COPsthat are VRDO' s with aletter of credit from Bank of America. The weekly resets on the
2008A and 2008B COPs have been at market levels. The full amount of funds necessary to defease
the 2005C COPs has been placed in an escrow that will prepay these COPs by May 11, 2009.

The fixed rate sector of the municipal market was also affected by the financial crisis. The District
had intended to sell $950 million of general obligation bonds in the fall of 2008 but placed the
transaction on the sidelines until market conditions were more receptive. The District was able to
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sell the bonds in February 2009 in what was the largest bond sale in California since the prior June.
As of thiswriting, issuers with strong credit ratings are able to access the market at reasonable cost
whereas many lower rated credits are having difficulty accessing the market. With hedge funds,
tender option bond programs and arbitrage accounts no longer the predominant investorsin the
market, traditional investors such asretail investors, bond funds and insurance companies now
provide the bulk of liquidity in the market. These investors have a strong preference for highly rated
issues.

B. Cost of the District’s Fixed Rate and Variable Rate Debt

B.1. Fixed Rate Debt. All of the District’s General Obligation Bond issues and many of its COPs
issues carry fixed interest rates. Since reaching acyclical high in 1999, fixed interest rates have
fallento historically low levels. This has helped the District achieve very low interest cost on its
Genera Obligation Bonds when compared to industry benchmarks such as the The Bond Buyer 20-
Bond Index, as shown in Chart 7 below. The District’s bonds have aterm to maturity of 25 years so,
ceteris paribus, one would expect the true interest costs (“TICs”) to be above The Bond Buyer 20-
Bond Index; however, yields on the District’ s issues tend to be below the index. A listing of the
TICsfor each series of 25-year General Obligation Bond was provided earlier in Table2 and in
Table 11 for the District’ s fixed-rate COPs.

Chart 7
Truelnterest Cost (" TIC") Rateson Actual LAUSD 25-Year G. O. Bond Issues
vs.
The Bond Buyer 20-Bond Index for G.O. Bonds
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B.2. Variable Rate Debt. Current statutory provisions make it impractical for the District to issue
variable rate General Obligation Bonds, as ancillary costs such as remarketing fees, and liquidity
fees cannot be paid from voter approved tax levies. Thus, with the vast mgjority of the District’s
debt necessarily being issued as fixed rate bonds, the District has looked to its COPs issuance
program to achieve debt portfolio diversification in the form of variable rate COPs. The District has
issued four series of variable rate COPs, as summarized earlier in Table 12. Theinterest rates on
these COPs vary with the movement of interest rates at the short end of the yield curve, which has
generally resulted in low interest expense due to historically low interest rates in the recent market.

SECTION IV: THE DISTRICT'SCREDIT RATINGS

A. Long-Term Credit Ratings on General Obligation Bonds and Certificates of Participation

Long-term credit ratings provided by arating agency are an independent assessment of the relative
credit risk associated with purchasing and holding a particular bond through its scheduled term of
repayment. Long-term credit ratings serve as independent opinions of a borrower's financial
strength and ability to repay its debt on atimely basis. Long-term credit ratings are one of the most
important indicators of creditworthiness readily available to the investment community and have a
direct impact on the borrowing rates paid by the District.

Moody's Investors Service (“Moody’s’), Standard & Poor's (“S&P”), and Fitch Ratings (“Fitch”)
currently rate the District’s General Obligation Bonds as Aa3, AA-, and A+, respectively.

The District has requested ratings
from only Moody’s and S& P since
2006; however, Fitch downgraded the
District in Fiscal Y ear 2004-05 from
to A+, citing as the principal rationale
reduction in the District’ s reserves
from aprevious level of 10% of
expendituresin Fiscal Y ear 2002-03
5% of expendituresin Fiscal Years
2003-04 and 2004-05. Despite the
downgrade by Fitch, the District’s
Genera Obligation Bond ratings are
generally “high quality investment
grade’ ratings as shown in Chart 8.
Moody's, S& P and Fitch currently rate
District’s COPs in the “upper medium
grade” category asA2, A+ and A,
respectively. General Obligation
Bond ratings are typically one to two
notches higher than those of COPs,
owing to the superior credit strength
the ad valorem property taxes pledged
repay General Obligation Bonds

Chart 8

Credit Ratings on Recent Debt | ssuances

(Didtrict's G.O. Bond Ratings Highlighted in Red)

(Digtrict's COPs Ratings Highlighted in Blue) "

M oody's P
Best Quality Aaa AAA
Aal AA+
High Quality Aa2 AA
Aa3 AA-
A+
Upper Medium Grade A2 A
A3 A-
Baal BBB+
Medium Grade Baa2 BBB
Baa3 BBB-
Below Investment Grade | Bal and lower | BB+ and lower

™ sg P rates COPs one notch lower than general obligation bonds,
whereas Moody's rates COPs two notches lower than general

obligation bonds.

versus the General Fund pledge that supports repayment of COPs.
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In addition to the rating itself, each rating agency publishes an outlook on the rating. Outlooks are
either “Positive”, “ Stable” or “Negative.” A “Positive” outlook indicates a possible upgrade in the
rating may occur; a“Negative” outlook indicates a possible rating downgrade may occur; and a
“Stable” outlook indicates that neither an upgrade nor a downgrade is anticipated to occur. In July
2006, both Moody’ s and S& P had removed their respective Negative outlooks on the District
ratings. Citing the District’s improved financial flexibility and reserves, each of the two agencies
assigned an outlook of “Stable” for the District’sratings. Fitch has also assigned a“ Stable” outlook
to itsrating of the District.

In 2008, both Moody’ s and Fitch announced they would undertake a“migration” of ratingsto a
single rating scale for both municipal and corporate credits. Owing to the low historical default rate
of municipal debt issues, it was expected that the migration of ratings would result in higher ratings
for municipal issuers such as the District. Moody’s and Fitch have delayed their respective
migrations due to the financial crisis, however, and are waiting for more stable market conditions
before resuming their respective projects.

Recognizing the importance of maintaining high quality ratings, the Board of Education adopted a
Budget and Finance Policy that, among other things, establishes a minimum 5% General Fund
reserve, effective July 1, 2005. The Chief Financial Officer notes, however, that the District’s 5%
reserve is comprised of both restricted and unrestricted balances, whereas the average unrestricted
balance is about 9% for unified school districtsin California. A key objective for the District going
forward isto rebuild its unrestricted reserves above the 5% mark so that additional resources will be
available to deal with significant fiscal challenges such as those experienced in Fiscal Y ear 2003-04.
A history of the District’s General Obligation Bond and COPs ratings is presented in Appendix 4.

B. Short-Term Credit Ratingson Tax and Revenue Anticipation Notes

The District issued tax and revenue anticipation notes (“TRANS’) from Fiscal Y ear 1983-84 through
Fiscal Year 1986-87 and each fiscal year since Fiscal Y ear 1991-92 to finance periodic cash flow
deficits. The District has always received the highest possible short-term ratings from Moody’ s
(MIG 1) and S&P (SP-1+) on its TRANS.

SECTION V: DEBT RATIOS
A. Use of Debt Ratios

Pursuant to the District’s Debt Management Policy set forth in Appendix 5, the Chief Financial
Officer must calculate certain debt factors and debt burden ratios, compare them to benchmarks, and
report the results in this Debt Report. Measuring the District’ s debt performance through the use of
debt ratios provides a convenient way to compare the District to other borrowers. The most common
debt ratios applied to school districts are:
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B.

Ratio of Outstanding Debt to Assessed Value. The formulafor this computation is contained in
Section 15106 of the Education Code. Therati