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Dear Stakeholder:

It is my honor to present to you the first budget of my tenure as CEO of the Chicago Public Schools. Because the
district faced a massive $712 million deficit, this budget is filled with many difficult, but necessary choices.

Declining revenues and contractual obligations strain our operating budget, while the loss of Federal ARRA funds left
many vital programs without a funding source.

During my first week as CEO | announced $75 million in reductions in Central Office administrative and non-
classroom spending and made a commitment that we would keep cuts as far away from the classroom as possible in
this budget, while maintaining critical priorities that invest in our children’s future. This is a budget that I can proudly
say will protect our priorities, make new investments in students, cut waste and inefficiencies, help support our school
leaders and close the significant budget deficit facing our district.

In closing this deficit, we took significant steps to reduce spending and utilize additional revenues. However, that did
not go far enough. Our efforts brought the deficit down to $241 million, but we needed to either use our reserve funds
to bring it down to zero, or make cuts that could have significant impacts on the classroom. While some may have
chosen to take the latter route, for me that was an unacceptable path. Our children cannot afford to wait any longer for
a world-class education, so making significant cuts to schools in order to close the remaining budget gap did not enter
the equation.

This was an especially difficult task because CPS is facing a serious fiscal crisis as federal, state and local revenues all
declined while expenses, including healthcare costs, teacher salary increases and debt service payments have been on
the rise. Given the state’s financial status, CPS also anticipates that payments for state block grants will continue to be
paid behind schedule. In addition, hundreds of millions in federal stimulus funding (ARRA) will no longer be
available to help CPS fill budget gaps.

In addition, the CPS FY2012 operating budget is expected to be $5.11 billion, up from $4.94 billion in FY2011, an
increase of $163 million dollars at a time when revenues are declining. The increase in expenses was due in part to
ongoing obligations such as:

e $25.5 million jump in healthcare costs
e $35.5 million in step/lane salary increases for teachers
e $6 million in pension costs

We are proposing to take decisive steps to close the $712 million deficit while keeping cuts as far away from the
classroom as possible. These reductions include:

¢ An additional $107 million in cuts to Central Office and administrative functions including $32 million in
reductions that will be made to Network Offices.

e Augment funding through an increase in property tax revenue through the City of Chicago, resulting in more
than $150 million in funding to save critical academic programs impacting students throughout the district
from being cut.
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e Eliminate the 4% pay increase for collective bargaining unit unions because of the district’s financial state,
resulting in an additional $100 million in savings. (Note: Step and lane increases were maintained which
ensured that approximately 75% of teachers would receive a raise this coming school year.)

e Additional program reduction of $86.7 million. These include programs for which costs could potentially be
absorbed by school discretionary funding or eligible federal funds. Other programs will continue to serve the
same number of students but the student to counselor ratio would increase.

o Other operational efficiencies that will save the district an additional $27 million.

At the same time, we kept our commitment to our budget priorities while increasing investments in students:

Maintaining class size throughout the district

Expanding All-Day Kindergarten for 6,000 more students

Expanding Magnet School Programs for an additional 2,300 students
Maintaining the World Language Programs serving more than 103,000 students
Maintaining the school-based Culture of Calm Initiative serving 44,000 students

Our commitment to all students, parents, teachers, principals and community members is to build a world-class
education for children in every neighborhood. All of these stakeholders, with the support and commitment of the
Central Office, will need to join together to make this a reality. We need to support our school leaders and empower
principals, while holding them accountable. We need to empower parents with the tools they need to help them
become more engaged in their child’s education. We need to make sure that teachers are supported and provided the
best environment in which to help their students become successful.

I have spent the last two months getting to know many of these stakeholders in schools, community centers, churches

and homes all across the city. It has been my pleasure and honor engaging and listening to them. | look forward to
working together with all of them to ensure that our children have the tools to become college and career ready.

Com G/"/j'.‘l——-’

Jean-Claude Brizard
Chicago Public Schools | CEO

Office of the CEO - 125 South Clark Street * Chicago, IL 60603 -
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READER’S GUIDE

The Chicago Public Schools FY2012 Proposed Budget is the financial and policy plan proposed to the
Chicago Board of Education for the fiscal year that begins July 1, 2011, and ends June 30, 2012. The
fiscal year encompasses 12 months, as mandated by the 1995 Amendatory Act enacted by the Illinois
legislature.

The FY2012 Proposed Budget includes narrative overviews of Chicago Public Schools (CPS) programs,
goals, financial policies and procedures, as well as summary and detailed financial tables. This is laid
out in several chapters and appendices:

Budget Overview — This chapter outlines the goals and objectives that the district seeks to achieve in
the coming fiscal year and in the future and summarizes the district’s financial position. An
organizational chart and summary tables provide additional detail of the financial picture.

Revenues — This chapter describes each of the district’s revenue sources, the assumptions and factors
that influence our revenue projections and provides year-to-year comparisons.

Schools — In addition to an overview of school spending, this chapter contains “snapshots” of each
school that displays demographic and performance information and budget by funding source.

Departments — This chapter shows the distribution of the budget by organizational departments. It then
breaks these department budgets down to central office, area office, and citywide units. Finally, this
chapter contains a year-over-year comparison of unit appropriations.

Pensions — This new chapter provides a basic overview of the district’s pension obligations and
challenges.

Capital Budget — The Capital Budget chapter describes our plan for major infrastructure investments.
Capital projects often take longer than one year to complete and therefore a separate capital budget is
prepared. This chapter outlines the proposed new capital spending areas and shows the projected
expenditures for multi-year projects. This chapter also explains the impact of the capital budget on
operating expenses.

Debt Management — This chapter provides detail on the Board’s debt management practices. It
presents a complete picture of the district’s use and management of debt and its debt provide. It
includes outstanding debt and proposed debt issuances and presents current and long-term debt service
requirements.

Appendices— This section includes information on school and community demographics, school
funding formulas, board budget policies, the text of the final budget resolution approved by the board,
revenue and expenditure histories, a glossary of terms, and a map of schools within the district.

Additional Financial Tables — A supplementary electronic file includes detailed tables of district
financials. It also provides reports on line item expenditures of central office and citywide units. These
reports include:

¢ School Segment Reports — Detailed appropriations for each school, summarized in a one page,
at-a-glance format. An explanation and example is provided in the electronic file.



Appropriations by Functional and Organizational Level — These reports show the school,
central office, and citywide budgets by state function code.

Appropriations by Fund and Organizational Level — Detailed breakout of appropriations by
department or unit and by various funding types.

Appropriations by Funds, Units, and Account Groups - The same information as above, but
includes a breakout by account type.

Area and Central Office Units - By Fund Group — The line-item detail of the central office
and area office budgets is organized by fund and budgetary unit or department. Within each
budgetary unit, a line-item budget and a detailed personnel listing are provided by fund, as well
as an historical comparison. This level of summary is provided for every unit in each of the
funds in which the unit is budgeted.

Area and Central Office Units - All Funds — The same information as above, aggregated
across all funds.

Schools and School Support Units - By Fund Group — This section contains the same type of
information as “Administrative Unit Detail - By Fund” but refers to “citywide” units that
contain resources that directly support schools.

Schools and School Support Units - All Funds — The same information as above, aggregated
across all funds.



BUDGET OVERVIEW

The challenges facing the Chicago Public Schools are daunting. Over 400,000 children and their families
count on us to provide a quality education. Yet 100,000 of our elementary school students and 55,000 of
our high schools students are in schools that are underperforming. Our graduation rate is 56%. The
achievement gap is at 20 percentage points and growing. Nearly 50,000 students require special
education services. Major changes are needed in order to create world class learning opportunities in
every community and for every child to ensure they graduate college and career ready.

CEO Jean-Claude Brizard has laid out a new vision for CPS that involves dramatic changes in how
business is done throughout the district. His plan is “Reinventing Chicago Public Schools.”

The core of his vision is empowered, accountable principals: the principal as primary change agent.
Well-supported principals lead to effective, supportive teachers. And with effective teachers, CPS will
achieve high performing schools. Active partnership with parents and communities will keep everyone
engaged. Finally, the full organization must be structured and held accountable for supporting teachers,
principals, and students. Central office functions must be transparent to schools and not barriers to be
overcome.

However, our fiscal house is not in order. Like most public entities, the cost of employee pensions has
skyrocketed as pension funds try to cover their outstanding liabilities. Similarly, the amount owed to
bond holders continues to grow as we have issued more and more debt to cover required investment in
our facilities. Yet resources to fund these growing needs remain relatively flat.

In recent years, state funding has actually been reduced as the State of Illinois struggles to balance its own
budget and schools have had to bear some of the burden of the cuts. Federal resources have also declined
due to the expiration of economic stimulus programs which have provided substantial funding for the past
two years. Finally, local revenue from property taxes is limited by law, and even taxing up to the
maximum allowed is not sufficient to cover the growing costs of just staying where we are—and we have
no desire to stay where we are. With flat revenue, pension and debt costs will continue to take a larger
share of the budget and crowd out spending on classrooms. This is not the fiscal house we want to live in.

This budget is only the first in a series of actions to restructure CPS and its budget to put more money in
the classroom and ensure that all students graduate college and career ready.

Reinventing Chicago Public Schools to Better Serve All Students
On July 27, 2011, CEO Jean-Claude Brizard laid out his vision and five guiding principles:

Every child has access to world class learning and will graduate college and career ready.

o Effective teachers recruited, developed, and supported.

e Empowered and accountable schools and principals.

e High performing schools that are aligned from PreK through high school; coherent
curriculum based on common standards; data-driven approach to realize student outcomes.

e Family, community and neighborhood partnership.

e Agile, flexible and responsive organization that removes barriers and is a valued resource to
schools, students and their families.

The first phase of this reinvention is the creation of a new, leaner leadership team empowered to drive
change. In addition to the several existing Chief Officers, a new Chief Community and Family



Engagement Officer and a new Chief Portfolio Officer will report directly to the CEO. This new structure
ensures that each part of the district has clear reporting lines and that all parts of the district are covered
by someone on the leadership team. The organization chart in this section shows this new structure.

Investments in FY2012 Budget

The FY2012 budget represents another component: the reinvention. While the team had only a few
months to prepare these important decisions and to address a $712 million deficit, this budget invests and
reduces costs in ways that are consistent with the vision and principles.

e Maintaining Class Size. The first principle of this budget is to maintain class size. We are
investing $2.4 billion directly in the schools to ensure that teachers can provide the attention
children need to learn and succeed. Our teaching force will be 21,000 strong, supported by 469
principals.

¢ All-Day Kindergarten for 6,000 More Students. The research is clear: investing in early
childhood education and preschool helps students succeed. This budget will provide funding for
6,000 more at-risk children to attend full-day kindergarten programs, at a cost of $15 million.
This is on top of the 11,000 students who already have access to full day kindergarten programs.
Our goal: every at-risk child should have the opportunity to attend a full-day kindergarten
program.

e Expanding Magnet School Programs for 2,300 More Students. The expansion of magnet
programming continues CPS’ commitment to increasing educational options for parents and
students by providing access to academic rigor. $5 million will support new schools and
programs:

¢ Maintaining World Language Programs. Twelve languages are taught in schools to more
than 103,000 students citywide. This $5 million investment helps ensure students are ready
for the global economy.

e Safety for Students. The FY2012 budget continues investment in a number of violence
prevention initiatives that were launched in the past two years (funded by federal stimulus
money). About $32 million is provided for Culture of Calm, Safe Passage, Safe Haven and
mentoring programs for our most at-risk students. The budget also provides funding to place
state-of-the-art high definition cameras in 14 additional high schools, which were identified
through specific safety metrics and school incident data.

Assessment and Reorganization

Starting immediately upon joining CPS, the Leadership Team brought in teams of pro bono experts to
comprehensively analyze operations and make recommendations for improvements. These teams are
currently reviewing:

e Departments under the Chief Education Officer to rationalize services to ensure that they
are an effective support structure for empowered principals and effective teachers. As a first
implementation step, Area Offices will be reorganized into 14 elementary networks and 5
high school networks. These networks will geographically align elementary and high schools
for true P-12 alignment. The networks will also be grounded in their geographic community
and will focus on instructional leadership of the school principal.



e Facilities to develop a comprehensive facilities plan and ultimately to better manage facilities
cost and usage.

e Procurement to identify savings opportunities in the $1.8 billion of procurable spending.

¢ Information Technology to develop a comprehensive plan for improving IT across the
district.

As a result of these assessments, duplication and unnecessary expenses will be identified and eliminated,
resources will be reorganized or repurposed, and ultimately the organization will be streamlined but more
effective. This budget includes some targeted reductions in these areas that are not fully identified, but
we are committed to identify these in the coming weeks to ensure that further cuts are not needed that
would affect our critical priorities.

Fiscal Year 2011 Review
In FY2011 operating appropriations were budgeted to exceed revenues by $245 million; to balance the
budget, $190 million of prior year fund balance was projected to be used to cover expenditures.

Fortunately, CPS took several steps during the course of the year to ensure that FY2011 did not end with
the planned deficit that would have drained our fund balance reserves.

¢ Refinanced Debt. CPS was able to take advantage of historically low interest rates and restructure
some outstanding debt in order to generate $110 million in cash for FY2011 and reduce our interest
expense by an additional $50 million.

e Received One-Time Tax Increment Financing (TIF) District Payments. CPS partnered with the
City and received $140 million of surplus TIF proceeds that were not anticipated in the FY2011
budget. Of this, we had originally expected that only $50 million would be received in FY2011, with
the balance of $90 million in FY2012. However, we received $123 million in FY2011 and have
budgeted the remaining $16 million in FY2012.

e Received Catch-up Payment from State. Over the past two years, the State of Illinois has fallen
behind in payments owed to CPS. At the start of FY2011, the delay amounted to $228 million. This
actually grew during the year and, as of July 1, the amount owed was up to $321 million. After much
advocacy by City and CPS leadership, we received $154 million in state payments during July (the
last month CPS records revenue for the fiscal year), reducing the amount owed to $167 million. This
resulted in an additional $76 million in state revenue for FY2011 that was unplanned.

A table comparing the FY2011 budget with the estimated end of year performance is below and a more
detailed table is included in the Summary Table section at the end of this chapter.



Operating Funds
Comparison: FY2010 - FY2012

(In Millions)
FY2010 FY2011 FY2011 FY2012
AUDITED FINAL YEAR-END PROPOSED

REVENUES: ACTUAL BUDGET ESTIMATE BUDGET

Total Local Revenue $ 22478 $ 21207 $  2,297.7 $ 22726

Total State Revenue $ 1,367.8 $ 1,628.4 $ 11,6847 $ 1,619.2

Total Federal Revenue $ 11604 $ 1,289.0 $ 1,142.8 $ 977.3
Total Revenue $ 4,776.0 $ 5,038.1 $ 51253 $ 4,869.1
APPROPRIATIONS:

Employee Compensation $ 3,593.0 $ 3,612.6 $ 3,48338 $ 3,583.6

Non-Compensation $ 1,303.2 $ 1,670.2 $ 14630 $ 1,526.6
Total Appropriations $ 4,89.1 $ 52827 $ 49468 $ 51102
Other Financing Sources $ 17.8 $ - $ 110.0 $ -
Revenues less Expenditures $ (102.3) $ (244.6) $ 288.5 $  (2411)

Proposed FY2012 Budget

As shown in the multi-year table below and discussed more fully in the Revenue chapter, we are
projecting total revenues to be $5,484 million. This decrease of $173 million from FY2011 is due largely
to one-time revenues received in FY2011 (discussed above) and lower federal revenues due to the
expiration of stimulus programs. We are also projecting an increase in property tax revenue by levying
taxes at the rate allowed by the tax cap. This will generate an additional $150 million in FY2012.
However, there is also a significant increase in the amount we must transfer to the Debt Service Fund to
cover the cost of bonds already issued and for one proposed bond issue in FY2012. After these transfers,
$4,869 million in revenue will be available for education and related activities. This is down $256
million from the year before.

In addition, operating appropriations are net up $163 million from FY2011, to $5,110 million. Of this,
$100 million is in employee compensation and $63 million in non-compensation expenses. Broken down
in more detail, employee compensation is increasing because of step/lane increases for teachers at $35
million, $26 million in health care, and $25 million for contractually obligated payouts of sick and
vacation days to teachers. The major driver of the non-compensation increase is the approximately $40
million increase in charter school payments. However, there are also major reductions reflected in the
$5,110 million spending plan. Reorganization of the Central Office and the Area (Network) Offices will
result in $107 million in savings; operations efficiencies, such as restructuring bus routes, will save $27
million; program reductions, that can either be funded with schools’ discretionary funding or that will not
result in fewer students being served, are $87 million; and foregoing the 4% cost of living adjustment is
$100 million.

As another way to present the budget, the table below shows the FY2011 budget, estimated expenditures,
and FY2012 budget by department within the major organizational categories. The $50 million in




savings from the assessment and realignment of the departments under the Chief Education Officer and

the Chief Administrative Officer is shown explicitly.

Department Summary
FY2011-FY2012*
(thousands)

FY11 Budget

FY11 Estimated

FY12 Budget

Expenditures Proposal

School Based Core Classroom $2,068,816 $2,178,717 $2,117,247
Chief Education Officer Total $1,280,692 $1,273,822 $1,269,551
Office of Special Education and Supports $748,462 $759,952 $768,205
Office of Early Childhood Education $212,441 $212,527 $231,455
Office of Student Support and Engagement $101,620 $78,072 $101,469
Office of Academic Enhancement $66,644 $67,824 $72,627
Office of Language and Cultural Education $28,603 $39,870 $45,173
Teaching and Learning $50,127 $44,143 $34,455
Office of College and Career Preparation $34,835 $27,416 $30,335
P-12 School Management $22,295 $20,702 $17,107
Office of School Improvement $13,599 $14,416 $11,937
Chief Education Officer $1,531 $8,419 $6,167
Department of Data Program Management $533 $481 $622
Expected Reorganization Savings $0 $0 ($50,000)
Chief Administrative Officer Total $951,359 $952,753 $943,817
Facility Operations and Maintenance $377,181 $382,169 $385,052
Nutrition Support Services $235,030 $229,423 $246,218
Student Transportation $127,018 $128,213 $133,598
Office of School Safety and Security $67,293 $65,173 $72,948
Information Technology Services $53,777 $56,484 $53,887
Violence Prevention Initiatives $39,757 $40,809 $31,700
Corporate Accounting $9,374 $7,600 $8,877
Office of Management and Budget $5,198 $4,661 $5,074
Grants Management and Administration $22,486 $22,078 $3,786
Procurement and Contracts/OBD $3,446 $3,722 $3,136
Treasury $2,058 $1,950 $2,882
Chief Administrative Officer $4,456 $5,999 $2,578
Business Service Center $2,274 $2,915 $2,211
Audit Services $1,095 $992 $1,253
Chief Financial Officer $915 $565 $618




FY11 Budget

FY11 Estimated

FY12 Budget

Expenditures Proposal

Expected Reorganization Savings $0 $0 ($10,000)
Chief Executive Officer Total $410,658 $381,946 $448,660
Office of New School Development $299,126 $287,650 $351,410
Office of Human Capital $57,024 $52,060 $57,669
Office of Law $21,600 $17,350 $24,417
Office of Performance $21,701 $16,887 $4,986
LSC Relations $3,119 $2,428 $2,974
Chief Executive Officer $2,979 $1,729 $2,148
Office of Communications $1,802 $964 $1,993
External Affairs and Partnerships $1,591 $1,660 $1,459
Intergovernmental Affairs $955 $723 $869
School Demographics and Planning $761 $495 $735
Inspector General $1,926 $1,767 $1,920
Board of Education $2,449 $1,243 $2,567
School Chiefs $77,546 $56,554 $42,618
Citywide General/Contingencies $489,057 $99,950 $283,837
Total - All Operating Funds $5,282,686 $4,946,753 $5,110,217

*Includes school-based resources. Excludes capital and debt service.

Long-Term View

The picture over the next three years continues to be bleak. Our revenues are likely to be nearly flat, with
little likelihood for state or federal increases. Expenditures for pension contributions and debt service will
grow in future years. Even under the most conservative case—no increases in expenditures other than for
pensions and debt service—the end of year deficit will reach nearly $1 billion within 2 years. We must
begin to address immediately the largest contributor—a jump of $450 million in pension costs. This
increase results from short-term pension relief granted by the General Assembly, and is discussed more

fully in the Pensions chapter.




Preliminary Multi-Year Budget Review
FY2011-FY2014

(millions)
FY2011 FY2012 FY2013 FY2014
Estimated Budgeted Projected Projected Assumptions
Revenue
No increase in property tax in out
Property Taxes (All Funds) 1,936.7 2,089.9 2,089.9 2,089.9 | years
Based on state corporate income tax.
Replacement Taxes 197.8 158.7 158.7 158.7 | Assume flat.
Other Local Revenue 421.1 279.6 279.6 279.6 | Assume flat
General State Aid 1,147.1 1,117.9 1,117.9 1,117.9 | Flat state funding FY2012-FY2015
State Aid Pension 42.8 10.4 10.4 10.4 | Flat state funding FY2012-FY2015
Block Grants and Other State
Aid 717.3 634.3 634.3 634.3 | Flat state funding FY2012-FY2015
CPS share of State School
Construction Program is $300 m
over 6 years. FY2012 includes $126
State Capital Program 29.7 188.5 50.0 50.0 [ m.
Federal 1,164.3 1,004.2 1,004.2 1,004.2 | Flat FY2012-FY2015
Total Revenue 5,656.8 5,483.5 5,345.0 5,345.0
FY2011 had one-time savings from
bond restructuring. No new bonds
Transfer to Debt Service Fund 328.2 447.5 515.1 531.5 | issued after FY2012
Transfer to Capital Fund 93.3 167.0 50.0 50.0
Operating Fund Resources 5,235.3 4,869.0 4,779.9 4,763.5
Operating Fund Appropriations:
Teacher Salaries 2,019.9 2,084.8 2,084.8 2,084.8 | No increases
Ed Support Personnel Salaries 618.1 628.9 628.9 628.9 | No increases
Healthcare 322.9 348.4 376.3 406.4 | 8% increase FY2012-FY2015
No change to current funding
Employer Pension Contribution 208.8 214.7 219.3 671.7 | schedule
Employee Pension 7% Pickup 134.2 124.6 124.6 124.6 [ No change to current policy
All Other Appropriations 1,643.2 1,708.8 1,708.8 1,708.8 | No growth in other costs
Net 288.5 (241.2) (362.8) (861.7)




Streamlining Operations to Focus Schools on Instruction

We will put in place world-class operations to focus schools on instruction.
e Build high-performing teams that optimize resources and let others focus on instruction
e Give principals dedicated team of local operations support, the School Support Centers
e Let business discipline lead us to lean, results-focused organization

Fiscal Accountability Actions
We will put in place new fiscal accountability measures to help us better manage the budget.

¢ Shine sunlight on the budget so all can see what we are doing. While the budget is a financial
plan and financial document, we intend to be clear and direct in explaining what choices we are
making and what assumptions are included. We will strive to use language and a style that is
accessible and open. This will help you hold us accountable.

e Multi-year view of fiscal condition. For the first time, this budget presents a multi-year view of
the district’s estimated revenues and major spending areas. We are committed to presenting the
long-term view, as well as the short-term picture, when we present the budget.

e More transparency with capital budget. We also plan to present a more detailed capital
budget, linked to the new multi-year facilities plan. We expect these documents to be released
later in the fiscal year. In future years, the more detailed capital plan will be presented with the
operating budget.

e Stop using fund balance as if an on-going revenue source. For many years, the “fund balance”
or unrestricted cash balance at the end of a fiscal year was counted as a revenue source in the next
year. A cash balance is a one-time resource; good fiscal practice indicates that one-time revenues
should not be used to cover on-going expenses.

e Monthly “budget versus actual” reporting. To ensure that central office departments and the
Leadership Team knows how revenues and expenditures are tracking relative to the budget,
monthly reports will be provided, with analyses and follow-up to ensure that expenditures remain
within budget.

e Appropriation reserve process for central office spending. Because state payments have been
delayed and other variations occur throughout the year, we will institute a new process to restrict
or “reserve” portions of budgeted appropriations. Used only when needed, this will ensure that
central office spending is affordable, should the revenue picture change during the year.

e Limit transfer authority for central office spending. Current practice allows broad transfer
authority and multiple approvals. We will evaluate how to strengthen budget practice so that
fewer transfers are required, lower the transfer limit, and streamline the approval process.

e Closer management of central office hiring. The position approval process is relatively
decentralized, leading to a proliferation of potentially unneeded positions. A new process has
been implemented which requires detailed justification for any new position, include analysis of
actions to eliminate unnecessary positions, and approval by the Chiefs of Education,
Administration, and Talent.

In the chapters that follow you will find detailed, but straightforward discussions of the major
components of our budget: Revenues, Schools, Departments, Capital, and Debt Management. Many
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detailed tables are now included in appendices. Our hope is that this new approach will help the reader
understand the major issues as well as provide access to all the detail that has historically been included
in the budget.

Conclusion

Our goal is to reinvent the Chicago Public Schools in an environment of extremely tight resources. This
budget is but a first step on this journey that will require us to make prudent investments, eliminate
inefficiencies and duplication, and stay focused on the overarching mission: every child has access to
world class learning and will graduate college and career ready.
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FUND BALANCE STATEMENT

Maintaining a minimum fund balance, or financial reserve, enhances financial stability for any individual
or organization. Just as individuals keep a certain minimum balance within their checking accounts in
case of emergencies, CPS needs to maintain a minimum amount of funds within its operating account to
ensure smooth day-to-day operations. Additionally, financial reserves provide a cushion for year-to-year
fluctuations in financial performance. External stakeholders consider a minimum fund balance as a
hallmark of prudent financial management and a best practice for governmental organizations.

CPS adopted the Fund Balance and Budget Management policy (Board Report 08-0827-PO6) in August
2008. The goals of this policy are to maintain adequate fund balances in the various funds to provide
sufficient cash flow for daily financial needs, to offset significant economic downturns or revenue
shortfalls, to provide funds for unforeseen expenditures related to emergencies, and to secure and
maintain strong credit ratings. The definition of fund balances in this context is assets in excess of
liabilities that can be spent in times of need. As a practical measure to achieve these goals in the General
Fund, the Board established a Stabilization Fund, which should carry a minimum 5% of the operating and
debt-service total budget in the following year’s budget. The stabilization fund is equivalent to an
assigned fund balance under Governmental Accounting Standard Board Statement No. 54.

It is important to note that 5% is a minimum level of reserves as determined by external stakeholders such
as government watchdog groups and rating agencies. In fact, 5% represents just one month of payroll
expense. Rating agencies commonly view fund balances well in excess of 5% as appropriate, and the
Government Finance Officers Association recommends fund balance levels between 5% and 15% of
spending. While CPS acknowledges the necessity of a minimum reserve, CPS must balance the sizing of
the reserve with its core mission to provide resources to educate the children of Chicago.

Delayed state aid payments in the past three fiscal years are further evidence that CPS must maintain
reserves to offset fluctuations in cash flow. The depletion of fund balance in FY2011, continued delays in
state payments, and late receipt of property taxes forced CPS to implement a “line of credit” in FY2011.
Like a payday loan, CPS had to have an advance payment of revenue in order to meet its payroll expense
in November 2010 and repaid the loan when property taxes began to flow to the district. CPS had to pay
interest and fees to local banks in order to borrow on a short term basis: this kind of situation is one where
a fund balance, also known as a reserve or budget stabilization fund, could have helped steady cash flow.

FY2012 Estimated Beginning-Year Fund Balance and its Targets

The FY2011 budget anticipated the full use of all its spendable fund reserves to balance the General Fund
budget. To restore the fund balance, several measures were implemented in FY2011. First, the level of
expenditures was carefully monitored and grant revenues were maximized, improving results by $91.8
million in the General Fund. Second, existing debt was refinanced, or “restructured,” to reduce debt
payments for two years. This is similar to refunding a mortgage and extending the term of the loan
because current payments are unaffordable — a clear sign of financial distress. This debt restructuring
provided much-needed budget relief, resulting in $174.1 million of savings to the General Fund in
FY2011. Third, the General Fund received $123.4 million of one-time Tax Increment Financing (TIF)
surplus funds declared by the City of Chicago in FY2011. Fourth, as a result of the statewide tax-
amnesty program and unusual fund transfers, Personal Property Replacement Tax (PPRT) generated
$35.5 million of one-time revenues, well over original expectations. Finally, the State’s delay of
primarily block grant payments is estimated at $176.1 million or three months at the end of FY2011,
which is better than the five-month delay in the prior year. As a result of all these events, the fund
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balance at the beginning of FY2012 is projected at $470.3 million, or 9.4% of operating funds and Debt
Service appropriations. Unfortunately, $181.3 million of the balance must be used to balance the FY2012
budget.

The table below summarizes the fund balance targets in the policy and estimated fund balances for
relevant funds for FY2012. All of the fund balance targets are met at the beginning and the end of
FY2012.

Appropriable Fund Balance Status at June 30, 2011

(in millions)
FY2012 Estimated Balance Estimated Balance
Fund Type Fund Balance at 6/30/2011 at 6/30/2012
Target
General Fund-Stabilization $276.5 (5%) $470.3 $289.0
Workers’ Comp/Tort Fund $51.2 (1% - 2%) $60.7 $60.7
Debt Service Funds Enough to cover risks $219.8 $219.8

State Payment Delay Status at the end of FY2011

CPS recognizes revenues when cash is collected within 30 days after a fiscal year ends. As of July 29,
2011, the State’s overdue payments are projected at $176.1 million, lower than $236.2 million as of July
30, 2010. Had CPS received $176.1 million, its fund balance would be $646.4 million. Currently, the
State of Illinois owes CPS about three months of payments.

The State of Illinois temporarily increased the personal and corporate income tax rates substantially,
effective January 1, 2011, which should alleviate its fiscal crisis in a few years. Because the passage
was temporary, however, the state’s long-term financial health remains in question, which imperils CPS
state revenue. The State currently suffers from a cumulative deficit of $4.4 billion and carries unpaid
bills worth about $7.4 billion at June 30, 2011. Consequently, CPS does not anticipate the State’s full
payment of its obligation in FY2012. The budget assumes the same amount of delayed payments as the
previous year.

History of State Year-End Obligation to CPS

(In Millions) 2003 2004 2005 2006 | 2007 2008 2009 2010 | 2011
Amount Owed on 6/30 | 83.9 3.1 21.5 7.0 19.0 23.3 173.0 | 369.4 327.5
Amount Owed on 7/31 2.2 2.7 5.2 6.9 3.7 1.2 173.0 | 236.2 176.1
Amount Owed on 8/31 0.0 0.0 0.0 0.0 0.0 0.0 0.0 102.2

Historically, the State always pays off all of its prior-year obligations to CPS within 60 days (lapse
period) after a new fiscal year starts. For FY2011 obligations, the State’s lapse period is extended to
December, 2011. Therefore, the State may pay $176.1 million by December 31, 2011. Even when the
State catches up for FY2011 payments, CPS expects the State will be late with FY2012 payments and
remain chronically behind.

FY2012 Plans for Maintaining the Fiscal Stabilization Fund

CPS plans to continue to maintain an adequate fund balance in accordance with its policy by controlling
expenditures, saving one-time revenues and encouraging the State to resume a regular payment schedule.
Although CPS has already reduced spending for FY2012, CPS intends to reduce expenditures even
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further to minimize the use of the fund balance for operating purposes. A spending reduction plan will be
developed in the first quarter of FY2012, and all expenditures will be monitored to ensure they are
according to plan. In addition, CPS will contribute any one-time revenues and excess revenues above
budgeted levels to the Stabilization Fund as the policy dictates. Since the FY2012 budget does not
include any prior-year obligations that the State owes to CPS as revenues, any prior-year revenues
received will be additional revenues without any spending obligation and will go to the Fund Balance
directly.
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FUND DESCRIPTIONS

The Board adopts legal budgets for all governmental fund types. The acquisition, use, and
balances of the government’s expendable financial resources and the related current liabilities are
accounted for through governmental funds. Governmental funds that CPS utilizes are divided
into four types: General Fund, Special Revenue Funds, Capital Projects Funds, and Debt Service
Funds. A fund is a separate accounting entity with a self-balancing set of accounts that comprise
its assets, liabilities, fund equity, revenues, and expenditures or expenses, as appropriate.

To control the budget and to comply with rules and regulations, accounts are organized into
governmental funds, each of which is considered a separate accounting entity. Funds are the
control structures which ensure that public monies are spent only for those purposes authorized
and within the amounts appropriated. Expenditures within each fund are further delineated by
grant, program, and account to more fully reflect the planned activities of the fund. The level of
budgetary control is established for each individual fund and within the fund by object and
program.

CPS Fund Structure

Fund Type Fund Name Fund Number
Operating Fund General Fund 115,117, 124, 230
Operating Fund Special Revenue Funds:

Lunchroom 312 - 314

Tort Fund 210

SGSA Fund 225

IDEA Fund 220

Other Grant Funds 321 - 369
Debt Service Funds Debt service funds 514 - 699
Capital Projects Funds Capital projects funds 401 - 499

General Fund

The General Fund is the primary operating fund of the Board. It was created in response to the
provision of P.A.89-15, which consolidated all of the rate-limited tax levies into the Board’s
general education tax levy. The General Fund consists of the Education Fund and the Operations
and Maintenance Fund. The Education Fund includes Education Fund (115), Tuition-based
Preschool Fund (117), and School Special Income Fund (124). This fund is used to account for
all financial resources except those required to be accounted for in another fund.

Education Fund (Funds 115, 117, 124)

The Education Fund is used to account for the revenues and expenditures of the educational and
service programs that are not accounted for in any other funds. It includes the cost of
instructional, administrative, and professional services; supplies and equipment; library books and
materials; maintenance of instructional and administrative equipment; and other costs pertaining
to the educational programs. The Education Fund contains Tuition-based Preschool Fund (117)
and School Special Income Fund (124). The Tuition-based Preschool Fund keeps track of fees
received and payments made for the paid preschool program for children of working parents who
are in need of a full-day education and child-care program for their 3- and 4-year-old children.
School Special Income Fund accounts for private foundation grants and donations that schools
secure on their own and revenues that schools generate for school-specific functions to maintain
their internal accounts.
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Building Operations and Maintenance Fund (Fund 230)

Building O&M Fund supports repair and maintenance of buildings at CPS. The fund is used to
account for expenditures for the minor improvement and repair of buildings and property,
including the cost of interior decorating and the installation, improvement, repair, replacement,
and maintenance of building fixtures. The fund also pays for ongoing maintenance costs such as
the salaries and benefits of engineers and custodial employees; all costs of fuel, lights, gas, and
telephone service; and custodial supplies and equipment.

Special Revenue Funds

Special Revenue Funds are used to account for the proceeds of specific revenue sources that are
legally restricted to expenditures for specific purposes. The Special Revenue Funds include the
SGSA Fund, Workers’ Compensation Tort Fund, School Lunch Funds, and federal and state grant
funds.

Supplemental General State Aid Fund (SGSA Fund 225)

The SGSA Fund was created to provide supplemental instructional services to students from low-
income families. CPS is legally required to contribute funds from its General State Aid revenues.
Prior to FY1990, this funding supported basic as well as supplemental programs. With the
passage of the Chicago Public Schools Reform Act of 1989, funding for supplemental programs
increased for five years until it reached $261.0 million in FY1995, eliminating at the same time
any funding for basic programs. Under the 1995 Chicago School Reform legislation, SGSA
funding is mandated at a minimum of $261.0 million per year, effective FY1996.

Each school receives its share of the SGSA funds based on the number of students who receive
free and reduced-price lunch. With the approval of Local School Councils, school principals
develop programs in accordance with their school improvement plans as required by the Act. The
SGSA revenue supports programs that supplement the basic educational programs for
economically disadvantaged students. Recommended programs are early childhood programs,
class-size reduction, education enrichment programs, attendance improvement, and remedial
assistance.

Workers” Compensation Tort Fund (Fund 210)

The Tort Fund is established pursuant to the Tort Immunity Act (745 ILCS 10/1-101 et seq.) and
the Illinois School Code (105 ILCS 5/34-1 et seq.). Property taxes constitute the primary funding
source and Section 9-107 of Tort Immunity Act authorizes local public entities to levy a property
tax to fund expenses for tort judgment and settlement, liability, security, workers’ compensation,
unemployment insurance, and risk management. The monies in this fund, including interest
earned on the assets of this fund, should be used only for the purposes authorized under the Tort
Immunity Act.

School Lunch Funds (Funds 312, 314)

The School Lunch Funds account for school breakfast, lunch, and dinner for all children who
participate in the programs during the school year. The National School Breakfast and Lunch
Programs (Fund 312) are voluntary programs available to all public schools, private schools, and
residential child-care institutions that agree to operate a nonprofit program offering lunches
meeting federal requirements to all children in attendance. Children must meet the federal
income guidelines for free or reduced-price meals or be determined as categorically eligible for
free meals as members of food-stamp or TANF households. The federal government provides a
minimum level of reimbursement for all lunches and breakfasts, while the Illinois Free Breakfast
and Lunch Program also provides limited funding. In addition to the reimbursement, the federal
government provides commaodities in lieu of cash based on the number of meals served.
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Since FY1998, CPS has also been providing dinner for children under the Childcare and Adult
Food Program, and this activity is accounted for in Fund 314. The Childcare and Adult Food
Program establishes a fixed reimbursement amount per meal for eligible students from 3 to 12
years of age who participate in after-school programs.

Federal and State Grant Funds (Funds 220, 324 — 369)

Grant funds account for monies that have restrictions on their use imposed by grantors such as
federal and state governments. Each specific project should be accounted for separately using a
complete group of self-balancing accounts. Care should be taken in establishing each group of
self-balancing accounts so that the accounting and reporting requirements of the grantors are met.
If the grantor provides an accounting manual, it should be followed for the group of self-
balancing accounts.

Debt Service Funds (Funds 514 — 699)

Debt service funds are established to account for annual property-tax levies and other revenues
that are used for the payment of principal, interest, lease payment, and other related costs. The
Board is authorized by state law to issue notes and bonds and to enter into leases for capital-
improvement projects and cash requirements. The debt service funds are required if taxes are
levied to retire bonds or if other revenue is pledged to pay principal, interest, or service charges
on other long-term debt instruments. CPS is required to establish a separate debt service fund for
each bond issue, although they can be aggregated for reporting purposes.

PBC Lease Funds (Funds 514, 516, 518)

These funds account for property-tax revenues and lease payments to the Public Building
Commission (PBC). The Board entered into lease agreements with the PBC and the lease
payments to PBC consist of principal, interest, and administrative fees for revenue bonds that the
PBC issued to finance capital projects for the CPS schools that the Board is leasing from the
PBC. These bonds rely solely on property-tax levies and the current lease payments support PBC
bonds issued in 1992 and 1993, and refunding bonds issued in 1999. All of these revenue bonds
will mature by 2020.

Alternate Revenue Bond Funds (Funds 606 - 699)

To support construction and renovation of school buildings, the Board has been issuing alternate
revenue bonds since 1996 and these funds account for pledged revenues and payments of
principal, interest, and related fees on any alternate bonds. The Local Government Debt Reform
Act of the State of Illinois allows the Board to issue alternate revenue bonds based on dedicated
revenue sources. A separate debt service fund must be established for each bond issue.

Capital Projects Fund (Funds 401 — 499)

The Capital Projects Funds are used to account for financial resources to be used for major capital
acquisition or construction activities. Financial resources result from bond issues, receipts from
other long-term financing agreements, or construction or maintenance grants to be used for school
capital projects and capital leases. The Board is required to account for proceeds from each bond
issue in a separate capital-projects fund. However, an aggregated capital-projects fund group is
sufficient for the purpose of external financial reporting.
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TABLE 01. ESTIMATED BALANCE SHEET - GOVERNMENTAL FUNDS

June 30, 2011

(Millions of Dollars)

CURRENT ASSETS:
Cash and Investments
Cash and Investments in Escrow

Cash and Investment in School Accounts

Property Taxes Receivables
Replacement Taxes Receivables
State, Federal, & Other Receivables
Due from Other Funds

Other Assets

Total Assets

CURRENT LIABILITIES:
Accounts Payable

Accrued Payroll & Benefits
Amount Held for Student Activities
Deferred Property Taxes

Other Deferred Revenue

Due to Other Funds

Total Liabilities
FUND BALANCE:

Non-Spendable/Restricted
Assigned to Stabilization Fund

Total Liabilities and Fund Balance

SPECIAL CAPITAL DEBT TOTAL
GENERAL REVENUE PROJECTS SERVICE Memorandum
FUND FUNDS FUNDS FUNDS Only

$ 10560 $ - $ 8.7 $ 1087 $ 1,250.4
5.8 - 433.6 339.6 779.0
31.1 - - - 31.1
977.3 21.1 - 20.9 1,019.3
24.3 - - - 24.3
608.0 209.2 5.3 - 8225
265.5 280.2 - 50.0 595.7
46 - - - 46
$2,972.6 $510.5 $524.6 $519.2  $4,526.9
214.6 96.4 45.6 17.4 374.0
441.9 153.6 - - 595.5
31.1 - - - 31.1
977.3 21.1 - 20.9 1,019.3
456.8 47.0 5.0 508.8
330.2 - 265.5 - 595.7
$2,451.9 $318.1 $316.1 $38.3  $3,124.4
50.4 192.4 208.5 480.9 932.2
4703 - - - 470.3
$2,972.6 $510.5 $524.6 $519.2  $4,526.9
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TABLE 02. FY2012 Budget for All Funds
Statement of Revenues, Expenditures, and Changes in Fund Balance

REVENUE:
Local
State
Federal

Total Revenues

APPROPRIATIONS:

Teacher Salaries
Ed Support Personnel Salaries
Employee Benefits

Subtotal Compensation
Commmodities & Utilities
Contractual / Prof Svc / Tuition
Capital Outlay/Equipment/Repair
Debt Service
Contingency and Other

Subtotal Non-Compensation
Total Appropriations
Bond Issues
Net Change in Fund Balance
Fund Balance: beginning of year

Fund Balance: end of year

Fund Balance:
Non-Spendable/Restricted
Assigned to Stabilization Fund

(In Millions)

Special Capital Debt Total

General Revenue Project Service All
Fund Funds Funds Funds Funds
$ 21415 $ 1311 $ 520 $ 203.7 2,528.3
1,336.5 282.7 115.0 216.9 1,951.1
78.4 898.9 - 26.8 1,004.2
$ 35564 $ 13127 $ 1670 $ 4475 5,483.6
$ 17368 $ 346.0 $ - $ - 2,082.8
370.2 258.6 - - 628.9
666.4 205.6 - - 872.0
$ 27734 $ 8102 $ - $ - 3,583.6
158.9 1929 $ - $ - 352
775.8 197.1 - 10.9 983.9
57.9 13.8 391.1 - 462.9
- - - 399.0 399.0
(28.4) 158.5 - - 130.1
$ 9643 $ 5624 $ 3911 $ 409.9 2,327.7
$ 37377 $ 13725 $ 3911 $ 409.9 5911.3

$ 400.0

$ (1813) $ (59.8) $ 1759 § 37.6 (27.7)
$ 5207 $ 1924 $ 2085 $ 4809 1,402.5
$ 3394 $ 1326 $ 3844 $ 5185 1,374.8
50.4 132.6 384.4 518.5 1,085.8
289.0 - - - 289.0
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TABLE 03. General Operating Funds
Statement of Revenues, Expenditures, and Changes in Fund Balances

Budget Comparison: FY2010 - FY2012

REVENUES:

Property Taxes
Replacement Taxes
Misc. Revenue & Non-Revenue Sources

Total Local Revenue

General State Aid

State Aid Pension

Flat Block Grant by ADA
Other State Revenue

Total State Revenue

Federal Aid: ESEA Title IA, ID, V-A
Lunchroom and Medicaid

Federal Special Education
Federal Ed Jobs Program
Federal Stimulus Funds (ARRA)
Federal Revenue - Other

Total Federal Revenue
Total Revenue

APPROPRIATIONS:

Teacher Salaries
Ed Support Personnel Salaries
Employee Benefits

Total Employee Compensation

Commodities & Utilities
Contractual/Professional Services/Tuition
Equipment / Capital Outlay

Building Repair & Material

Other Charges / Interfund Cost

Total Non-Compensation
Total Appropriations
Other Financing Sources
Revenues less Expenditures
Fund Balance - beginning of year

Fund Balance:
Non-Spendable/Restricted
Assigned to Stabilization Fund

(In Millions)

FY2010 FY2011 FY2011 FY2012
AUDITED FINAL YEAR-END PROPOSED
ACTUAL BUDGET ESTIMATE BUDGET

2,035.9 1,920.1 1,904.2 2,038.0
96.8 98.7 172.4 103.6
115.1 101.8 221.1 131.0
$ 22478  $ 2,120.7 $ 2,297.7 $ 2,272.6
8175 923.4 940.9 955.1
37.6 43.0 43.0 10.4
490.1 - - -
22.7 662.1 700.9 653.7
$ 13678  $ 1,628.4 3 1,684.7 3 1,619.2
307.3 326.2 305.2 340.3
213.7 222.2 236.7 248.2
96.2 112.6 100.5 106.2
- 106.1 52.9 48.2
383.4 301.9 259.1 21
159.8 220.0 188.3 232.4
$ 1,1604  $ 1,289.0 1,142.8 3 977.3
$ 47760  $ 5,038.1 5,125.3 $ 4,869.1
2,026.3 2,120.5 2,019.9 2,082.8
604.0 649.3 618.1 628.9
962.7 842.8 845.8 872.0
$ 35930  $ 3,612.6 $ 3,483.8 $ 3,583.6
291.4 367.2 310.5 351.8
914.0 1,098.3 1,028.3 973.0
33.7 59.9 49.0 33.9
31.9 40.8 39.9 37.9
32.3 104.0 35.3 130.1
$ 1,303.2  $ 1,670.2 $ 1,463.0 $ 1,526.6
$ 489.1 $ 5,282.7 3 4,946.8 $ 5,110.2
$ 178  $ - $ 110.0 $ -
$ (102.3) $ (244.6) % 2885 $ (241.1)
$ 526.9 $ 409.1 $ 424.6 $ 713.1
230.7 164.5 242.8 183.0
193.9 - 470.3 289.0
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TABLE 04. General Fund
Statement of Revenues, Expenditures, and Changes in Fund Balances

Budget Comparison: FY2010 - FY2012

(In Millions)
FY2010 FY2011 FY2011 FY2012
AUDITED FINAL YEAR-END PROPOSED

REVENUES: ACTUAL BUDGET ESTIMATE BUDGET
Property Taxes $ 1,959.8 3 1,839.1 $ 18182  $ 1,956.8
Replacement Taxes 92.7 66.2 142.4 76.8
Misc. Revenue & Non-Revenue Sources 90.7 7.7 197.2 107.9

Total Local Revenue $ 21432  $ 19831 $ 2,157.8  $ 2,141.5
General State Aid 598.9 662.4 663.6 694.1
State Aid Pension 36.1 42.6 39.0 10.2
Other State Revenue 485.1 639.6 694.9 632.3

Total State Revenue $ 1,120.1  $ 13446  $ 13975  $ 1,336.5
Federal Stabilization Funds 236.3 - - -
Medicaid Reimbursement 34.9 49.5 72.3 60.0
Federal Revenue - Other 21.3 18.3 17.9 18.4

Total Federal Revenue $ 2925  $ 678 $ 9202 $ 78.4

Total Revenue $ 3,555.8 $ 3,3955 $ 3,6455  $ 3,556.4
APPROPRIATIONS:
Teacher Salaries $ 16426 % 15557 % 15495  $ 1,736.8
Ed Support Personnel Salaries 346.6 354.8 341.1 370.2
Other Employee Benefits 736.4 620.3 597.3 666.4

Total Employee Compensation $ 2,72566  $ 2,649.9 $ 24879  $ 2,773.4
Commodities & Utilities 140.8 147.7 143.9 158.9
Contractual/Professional Services/Tuition 706.1 797.6 787.8 775.8
Educational Equipment 15.2 21.6 16.8 22.0
Building Repair & Material 29.3 37.6 36.2 35.9
Other Charges / Interfund Cost 3.0 31.1 6.1 (28.4)

Total Non-Compensation $ 894  $ 1,036 $ 991 $ 964

Total Appropriations $ 3,620.0 $ 358