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RECOMMENDATION
That the Board of Trustees review and comment on the FY2002-03 Budget.

BACKGROUND INFORMATION
The Board was provided with a copy of the updated FY2002-03 Budget on August 2 and held a Board Budget Workshop on August 5. Highlights associated with this updated budget include the following:

1.
For 2002-2003, the administration is proposing an increase in the District’s share of the employee’s health insurance premium from $178.92 per month, to $225.00 per month.  The additional cost of $7,000,000 is included in the preliminary budget.

2.
Supply allocations have remained unchanged:  high schools $71 per regular student, middle schools $64 per regular student, and elementary schools $59 per regular student.

3. Campus staffing allocations have remained unchanged, except for the implementation of the 28 to 1 ratio for 9th grade.  This cost will be incurred utilizing federal funds.

4. Funding for facility maintenance is an on-going concern.  However, painting, replacing of heating and air conditioning systems, re-roofing, and paving generally do not occur in our district, unless an emergency exits.  Ideally, we should budget approximately $8-9 million for building maintenance, as the administration has long felt that our facilities should be maintained.  We have budgeted $3,000,000 for maintenance.  This is a decrease of $400,000 from the 2001-2002 budget.  

5. The largest change in the 2002-2003 budget is an increase of $54,461,519 in recapture costs.  Recapture is budgeted at $144,596,165 for 2002-2003.

6. The public appears to becoming increasingly aware of the outstanding special education program that Austin ISD offers.  We are seeing increasing numbers of students enrolling in our special education program resulting in a greater number of special education teachers ($857,571) and special education teaching assistants ($1,217,374).

7. Finally, the District is trying to live within its means, and seems to be doing an adequate job.  This is in spite of the fact that the state has, once again, put the burden on local taxpayers to fund education.  This is part of a process whereby the legislature continues to add to the local property taxpayer’s burden the increased responsibility for funding public schools. 

All of these points are made to inform members of the Board of Trustees that the Superintendent of Schools will present the Administration’s final budget recommendations on August 26, which will require more local fund tax revenue than the 2001-2002 budget.  

For 2002-2003, the District will not be able to maintain the existing tax rate of $1.5486; The Maintenance & Operations rate will increase from $1.4522 to $1.5000, and the Interest & Sinking rate will remain $.0964.  The increase in the Maintenance & Operations rate to $1.5000 is very significant, since it now places the District at the maximum amount allowed by law.

In the Debt Service Fund revenues and expenditures are equal only because of the utilization of $6,000,000 from the Debt Service Fund Balance.  

In the General Funds revenues and expenditures are equal only because of the utilization of $5,297,693 from the General Fund Fund Balance.

Included is a 2% average salary increase for all employees with a starting salary for beginning teachers with a bachelor’s degree of $33,000.  This represents an increase of $1,000 in the starting salary for 2002-2003 over 2001-2002.

The administration has developed this budget during a six-month process, which began in January.  We have made every effort to eliminate or reduce costs wherever possible.  As with the past two years, additional recapture cost continues to drive our budget.

In all candor, this has been a very difficult process.  The Austin Independent School District is not immune from inflation pressures and overall increases in the cost of educating our students.

Because of Chapter 41 of the Education Code and the resulting recapture of $144,596,165, the District is severely handicapped in its ability to adequately compensate its employees, and/or incorporate new programs into its curriculum.  There exists the possibility that should local tax value increases for 2003-2004 not match the percentage increases of the past two years, the District will find itself in a very difficult situation, one in which it will be extremely difficult, if not impossible, to maintain the current level of services.

ADMINISTRATIVE CONSIDERATION
The Board requested information from the Superintendent on the cost of increasing the currently proposed 2% salary increase for all staff and options for financing additional salary increases as part of the FY02-03 budget.




The Administration’s response is structured in four parts.

· First, we set a context for our discussions on the FY03 budget and its out-year implications.

· Second, we provide an analysis of the impact of only the proposed salary increase in FY03 on the District’s fund balance over the next three fiscal years (i.e., FY03, 04 and 05).

· Third, we examine the District’s revenues and expenditures projections over the next three years (i.e., FY03, 04 and 05), and the potential impact on the District’s fiscal health.

· Fourth, per the Board’s instruction we provide options for funding the salary increase proposals.

I.  District’s Fiscal Context

It is important to set a context for Monday’s Board discussion of possible salary enhancements, funding alternatives, and implications for the District’s fund balance and bond rating. The Board’s decisions this month on the FY03 budget will critically influence the District’s future financial health and viability. 

First, it is important that we incorporate a three-year perspective on revenues, expenditures, fund balance and anticipated critical financial matters (i.e., FY03, 04 and 05, or September 1, 2002 through August 31, 2005).  Since this coming year is the second year of the current biennium, and given the pessimistic prospects for additional education funding in the next biennium, AISD must be realistic about its fiscal forecast. The 2005 legislative session is the likely occasion for serious school financial reform by the Texas legislature which actions will be effective for FY06 (on September 1, 2005).

Second, we must recognize that school budgets do increase over time so the District’s fund balance needs to keep pace with the increases in expenditures in order to maintain its relative positive position. Obviously, drawing down on fund balance should be a one-time or temporary situation that can be remedied quickly (as AISD did in FY02 with the passage of the Health and Safety Bond that relieved the $7.0 million obligation against the fund balance in the same fiscal year).

Third, the negative outcomes we carry into the coming year will have to be addressed through downsizing AISD’s operation over the next twenty-four months (September 2002 through August 2004.  We must bring our revenues and expenditures into alignment for the future budgets. This must include any projected salary increases.  

Fourth, under the new State’s financial accountability rating system, AISD’s fund balance should be $163 million in contrast to our current situation of $55 million. Beginning in school year 2002-03 the TEA intends to rate school districts on their fiscal soundness, with one critical indicator focusing on the status of the district’s fund balance.

II. A Static Analysis of AISD’s Fund Balance:

Fiscal Year 2002-03, 2003-04 and 2004-05

To support the Board’s request to examine the impact of the Administration’s current recommended 2% salary increase for FY03, we have prepared a chart that graphically illustrates the impact that a deficit funded salary increase in FY03 will have on the fund balance in FY04 and FY05.  This analysis represents a static picture that does not consider other factors that may impact the fund balance, such as decreases in taxable values and revenues, increased expenditures, etc.

 It is critical that our budget discussions look beyond the current year to cover the period of the next biennium (9-1-03 through 8-31-05). Since it is highly probable that the current State fiscal context will yield only minimum extra State resources in the short term, AISD needs to be prudent in its fiscal management through the end of FY05 (August 31, 2005).


Financial Setbacks. In early August the Board was advised that AISD had suffered three financial losses, including: (1) AISD tax revenue will decline over Spring projections due to losses in taxable values and the tax collection rate, estimated at $7.607 million; (2) reduction in the State Foundation Grant from $250 per student to $235 per student, estimated at $998,000; and (3) decline in AISD investment income, estimated at $900,000. Thus, the Administration needed to address a formidable $9.505 million loss in projected revenue since this spring to achieve a balanced budget. On August 5, the Board was presented with 28 changes (see page 4 of August 5 budget document) that included some $12 million in savings/reductions.


Positive News. This analysis incorporates two positive fundings in our continued financial examinations. First, we now project $55 million to be available in the District’s unobligated fund balance as we close this year on August 31, 2002. And second, a special audit of the District’s taxable values for FY1992, 1993, 1994 and 1995 will result in a one-time additional State funding, to be received in 2002-03, of $5.8 million (see attached August 8, 2002 memorandum).

Salary Increase Cost Components. For FY03, it is projected that a salary increase of l% costs $3.8 million, or:


(a) 
$2.480 million for teacher/Professionals:


(b)
$1.080 million for classified: and 


(c)
$0.240 million for administrative.

Thus, a 1% raise for all staff equals $3.8 million; 2% for $7.6 million; 3% for $11.4 million; and 4% for $15.2 million.

As shown in Table 1, the current Administration’s FY03 budget presented on August 5 covered only about a third of the funds needed for the proposed 2% salary increase (i.e., $2.3 million of the $7.6 million). This would require the proposed deficit funding of $5.3 million from the Districts fund balance to achieve a balanced budget for FY03. To finance a 3% raise in FY03 would require the deficit funding of $9.1 million from the fund balance (i.e., $11.4 minus the $2.3 million), and a $4 raise would result in a $12.9 million draw upon the fund balance (i.e., $15.2 million minus the $2.3 million).

TABLE 1

IMPACT OF SALARY PROPOSALS ON FUND BALANCE

Salary
Available
Fund Balance

Total

Option
Funding
Contributions

Cost

2%
$2.3M
$ 5.3M

$ 7.6M


3%
$2.3M
$ 9.1M

$11.4M


4%
$2.3M
$12.9M

$15.2M

Fund Balance Reserve Analysis. Chart 1 illustrates what impact the various salary enhancement proposal will have on the District’s fund balance (projected at $55 million at the conclusion of this fiscal year, or on August 31, 2002).

Row A shows the current salary proposal of 2% drawing down the fund balance to $39.1 million on August 31, 2005, or a decline of 29%. 

Row B shows the current 2% salary proposal, being enhanced by the one-time State funds of $5.8 million in FY03, drawing down the fund balance to $44.9 million on August 31, 2005, or a decline of 18%.

Row C shows a 3% salary proposal, being enhanced by the one-time State funds of $5.8 million in FY03, drawing the fund balance to $33.5 million on August 31, 2005, or a decline of 39%.

Row D shows a 4% salary proposal, being enhanced by the one-time State funds of $5.8 million in FY03, drawing the fund balance to $22.1 million, or a decline of 60%.

We must caution the Board that options A, C and D will probably negatively impact the District’s favorable financial bond rating. In contrast, option B may not draw this reaction, at least until FY05.

Chart 1
Fund Balance Reserve: FY02, 03, 04, 05

III.
AISD Budget Forecast Models Through August 31, 2005
The attached Budget Forecast Models (see Tables 2-5) were created with the following assumptions:

· Increase of  100 WADA

· Current year tax collection percentage of 97.6%

· 5% increase in local taxable values

· 5% increase in local current year tax collection

· equalized wealth level of $305,000 per student.

Table 2 illustrates the financial implications of granting a 2% raise for 2002-03 and no additional raises in 2003-04 or 2004-05. Under this scenario the budget deficit totals $46,667,968.

Table 3 illustrates the financial implications of granting a 2% raise for 2002-03 and an additional 2% raise in 2003-04 and 2004-05. Under this scenario the budget deficit totals $70,267,968.

Table 4 illustrates the financial implication of granting a 3% raise for 2002-03 and an additional 2% raise in 2003-04 and 2004-05. Under this scenario the budget deficit totals $82,267.918.

Lastly, Table 5 illustrates the financial implication of granting a 4% raise for 2002-03 and an additional 2% raise in 2003-04 and 2004-05. Under this scenario the budget deficit totals $94,267,968.

Table 2
Table 3
Table 4
Table 5
IV.
Options and Costs of Alternative Salary Enhancement Proposals
Salary Proposal A: Two Percent Salary Increase. Earlier this month, the Administration presented its proposal for a 2% salary increase for all staff, with a starting salary of $33,000 in FY03 (see Table 6, “2% Increase” salary schedule). This will result in a negative drain on the fund balance of $5.3 million in FY03 (as shown in Chart 1,  Row A). Based on the  positive outcome of the taxable values audit (see August 8, 2002 memorandum), this proposal will result in a positive balance of $500,000 in FY03 (as shown in Chart 1, Row). This remains the Administration’s recommendation.

Per the Board’s request we are providing two additional options of 3% and 4% salary increases, and alternative funding options.

Salary Proposal B: Three Percent Salary Increase. The current proposed budget will require $9.1 million in additional funds (i.e., the current fund deficit of $5.3 million and an additional $3.8 million for the extra 1%) to achieve a 3% across the board staff salary increase with a starting salary of $33,500 in FY03 (see Table 7, “3% Increase” salary schedule). This will result in a negative drain on the fund balance of $3.3 million, i.e., $9.1 million minus the new one-time State funds of $5.8 million  (see Chart 1,  Row C ). 

Salary Proposal C: Four Percent Salary Increase. The current proposed budget will require $12.9 million in additional funds (i.e., the current fund deficit of $5.3 and an additional $7.6 million of the extra 2%) to achieve a 4% across the board staff salary increase, with a starting salary of $34,000 in FY03 (see Table 8, “4% Increase” salary schedule) in FY03. This will result in a negative drain on the fund balance of $7.1 million, i.e., $12.9 million minus the new one-time State funds of $5.8 million (see Chart 1, Row D).


Table 6
Table 7
Table 8

Funding Option A. To achieve a balanced budget related to the Administration’s 2% salary proposal, a $5.3 million reduction in Administrative costs will have to be achieved over the next 24 months (by August 31, 2004). These cuts will be initiated as part of the Organizational Assessment which will be conducted this fall and implemented in 2003.

To institute the $5.3 million in personnel and administrative cuts – estimated to be 117 positions – over the next 24 months (by August 31, 2004):

· Savings of $5.3 million in FY04: and

· Continued savings of $5.3 million in FY 05.

THE FOLLOWING FUNDING OPTIONS ARE NOT RECOMMENDED BY THE ADMINISTRATION.

Funding Option B. To achieve the outstanding resource needs of Salary Proposals B, both in the immediate (FY03) and outyears (FY04 and FY05), it will be necessary to initiate a major modification of staffing AISD. We offer the Board the following option to fund these salary proposals:

(1)
To institute the $5.7 million in personnel and administrative cuts – estimated to be 126 positions – over the next 24 months (by August 31, 2004):

· Savings of $5.7 million in FY04: and

· Continued savings of $5.7 million in FY 05.

(2) To increase the student load at secondary campuses, as recommended by the District’s Budget Advisory Committee (see Chart 2), with middle school teachers in grades 6, 7 and 8, teaching an average of 160 students rather than the current 140 students, will result in a reduction of 78 teachers in school year 2003-04:

· Savings of $3.4 million in FY04; and

· Continued savings of $3.4 million in FY05.

Proposals (1) and (2)  will generate the cuts necessary to meet the $9.1 million by FY05 which will cover the 3% salary enhancement proposal in FY03.

Funding Option C. To achieve the outstanding resource needs of Salary Proposals C, both in the immediate (FY03) and outyears (FY04 and FY05), it will be necessary to initiate a major modification of staffing AISD. We offer the Board the following option to fund these salary proposals:

(1)
To institute the $5.9 million in personnel and administrative cuts – estimated to be 130 positions – over the next 24 months (by August 31, 2004):

· Savings of $5.9 million in FY04: and

· Continued savings of $5.9 million in FY 05.

(2)
To increase the student load at secondary campuses, as recommended by the District’s Budget Advisory Committee (see Chart 2), with middle school teachers in grades 6, 7 and 8, teaching an average of 160 students rather than the current 140 students, will result in a reduction of 78 teachers in school year 2003-04:

· Savings of $3.4 million in FY04; and

· Continued savings of $3.4 million in FY05.

(3)
To increase the student load at secondary campuses, as recommended by the District’s Budget Advisory Committee (see Chart 2), with high school teachers in grades 10, 11 and 12, teaching an average of 185 students rather than the current 160 students, will result in a reduction of 82 teachers in school year 2003-04:

· Savings of $3.6 million in FY04; and

· Continued of $3.6 million in FY05


Proposals (1), (2) and (3) will generate the cuts necessary to meet the $12.9 million by FY05 which will cover the 4% salary enhancement proposal in FY03.

Chart 2

Board Deliberations

At the Board meeting on Monday, August 12, the administration will be presenting the requested salary options and associated funding strategies requested by the Board.

The Administration will participate in a public meeting on the proposed budget on August 20, 2002, at 7:00 p.m., at the Carruth Administration Center. The proposed budget will then be brought to the Board for action at its August 26 Board meeting.
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