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SUBJECT:

Addressing Long Term Budget Challenges
The Governor’s 2010-11 Budget proposal included significant reductions to education and will result in the Glendale Unified School District receiving an additional reduction in revenue of approximately $5.8 million next year (2010-11) and all future years.  It also included shifts in transportation funding that would result in future reductions to the minimum guarantee to education under the Proposition 98 formula.

It is important to remember that the Governor’s proposal is the first step in the development of the State Budget, and the next major change in the projection will occur at the “May Revise.”  The funding will not be finalized until a State budget is adopted by the legislature and approved by the Governor and that timeline is very unpredictable.

The following is a summary of the Governor’s proposal as it impacts Glendale Unified:

· 2010-11:  The Governor proposes significant on-going funding cuts starting in 2010-11. This includes a decrease from the previously projected 0.5% COLA ($32 per ADA, $816,000 annually) down to a negative 0.38% COLA which is an on-going reduction of $24 per ADA ($612,000 annually from the 2009-10 funding level).
The proposal also includes an additional on-going reduction of $201 per ADA in Revenue Limit funding which is a $5.1 million reduction to Glendale.  At this point in time, the Governor’s proposal states that the $201 reduction is to be made from administrative costs in the districts.  There was no definition as to what was considered “administrative costs”, and it is anticipated this specification will be removed.

Additionally, there is a proposal to reduce the restrictions on districts’ contracting out service and the Governor is proposing to capture that savings at the State level.  This is the equivalent of $50 per ADA.  It is anticipated that this will NOT be feasible, and there may be an additional reduction to the Revenue Limit per ADA amount.  The District budget does not incorporate this potential funding reduction of approx. $1.27 million.
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· 2011-12:   The Governor projects the COLA decreasing from the previously projected 2.30% ($148 per ADA) down to 1.80% or $115 per ADA.

· 2012-13:   The Governor projects the COLA decreasing from the previously projected 2.50% ($165 per ADA) down to 2.40% or $156 per ADA.

Districts are not allowed to utilize revenue projections in their multi-year budget that are higher than the Governor’s 2010-11 Budget proposals.  However, we are allowed and even encouraged by the L.A. County Office of Education to utilize more conservative projections in this current economic environment.  This advisement is due to a general consensus that the Governor’s Budget is overly optimistic and the “May Revise” will most likely produce even larger deficits that will result in less funding and further reductions for education

It is important that we develop a fiscal plan that not only addresses what is currently projected as our deficit, but also develops a contingency plan for additional reductions.

In the 2009-10 First Interim Report to the County, the District chose to use zero COLAs in 2010-11, 2011-12 and 2012-13.   As the District’s Second Interim multi-year budget is revised to reflect that State funding updates, administration is recommending that the District continue to utilize zero COLA’s for 2011-12 and 2012-13 and not incorporate the 1.8% and 2.4% COLA’s currently being projected.  It is highly unlikely that the State will be able to provide these COLA increases given the severe financial situation facing it. 

The following are three scenarios, which indicate the “Adjusted Balance in Excess of the 3% Reserve” in the Unrestricted General Fund multi year budget plan.  The brackets indicate the budget reductions that need to be made to maintain a 3% Reserve.

· Scenario 1 is the 2009-10 First Interim multi year budget report that was submitted to the County in December.    It is indicating that the District will end 2009-10 with $21.48 million in the Unrestricted General Fund.  However, the District will need to reduce $6.7 million by 2011-12 to end the year with the required 3% reserve and the total reduction that needs to be made by 2012-13 is $32.8 million.

Scenario I:  First Interim (with no COLAs 10-11, 11-12, 12-13), MYP Version 6

2009-10   $21,248,501     

2010-11   $13,465,931

2011-12   ($6,767,723) 

2012-13 ($32,856,544)
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· Scenario 2 is based on the Governor’s Proposed Budget which contains a $225 per ADA reduction and future COLA’s in 2011-12 and 2012-13.  This does not include the potential $50 per ADA reduction related to contracting out services.

Governor’s Proposed Budget (with COLAs in 11-12 & 12-13), MYP Version 8

2009-10   $21,188,757

2010-11     $7,520,142

2011-12  ($15,683,703)

2012-13  ($40,925,956)

· Scenario 3 is based on the same assumptions as Scenario 2; however, the future COLA’s have been eliminated from 2011-12 and 2012-13.

Governor’s Proposed Budget (with no COLAs in 11-12 & 12-13), Revised MYP Ver. 7

2009-10   $21,188,751

2010-11   $7,520,142

2011-12  ($18,502,377)

2012-13  ($50,322,792)

We need to develop and implement a plan that will reduce our expenditures in a very dramatic way if we are to remain solvent.  Our reduction target for 2011-12 is in the range of $15.7 million to $18.5 million and by 2012-13 we need to have reduced our expenditures by $40.9 to $50.3 million.  At this point, our Second Interim Report that must be filed by March 15 will be “qualified” and if we were required at this time to submit the 2010-11 budget and multi year plan (which includes 2012-13) we would be submitting with a “negative” certification.

To address this financial challenge, the District has offered an Early Retirement Incentive to non-management certificated employees to reduce cost either through not replacing employees and/or replacing them with employees at a lower cost.  This program offering closes on February 1 and the numbers participating will have a direct impact on the number of reduction notices that must be issued by March 15th.  Additionally, this Early Retirement program is in the process of being presented to other employee groups in the District.  Other areas of cost reduction include negotiations regarding furlough days and limiting the District’s future contributions to medical insurance.  Unfortunately, it is not clear at this time that there will be an agreement in this area.  

At our meeting, I will be presenting the financial data and listing areas of potential reductions based on our previous discussions and cost reduction measures that are occurring in other districts.  It is important that we take definitive steps towards addressing this fiscal crisis.
