At t achment

Governor G lnore’s Introduced Budget
for the 2002-2004 Bi enni um

Summary of Budget Proposals Affecting
the Direct Aid to Public Education and
Depart ment of Education Central Ofice Budgets

Updates to Existing Direct Aid Prograns

Rebase Standards of Quality (SOQ and Rel ated Account Costs
for 2002-2004 - The Governor’s introduced budget includes an
estimated $180.7 million in fiscal year 2003 and $201.6
mllion in fiscal year 2004 to fund the state’s share of

routi ne rebasing costs for the Standards of Quality prograns.

These technical adjustnents involve factors such as Annual
School Report data, inflation, revised average daily
menbership (ADM and enrol | nent projections, and prevailing

A

sal aries that are updated each biennium These adjustnents do

not reflect any changes in policy, but reflect the cost of
continuing current prograns with the required data updates
used in the funding formul as.

The projected entitlenents listed in Attachnent B were

cal cul at ed using the 2002-2004 conposite indices comruni cated

in Informational Superintendent’s Menorandum Nunber 168, dated

November 30, 2001. The data elenents used to estimte the

costs of the SOQ for 2002-2004 were based on the nost recently

verified data and are summri zed in Attachments D and E

The proposed budget reflects fundi ng necessary to cover
i ncreases/ decreases in projections of March 31, 2003, and

March 31, 2004, average daily menbership (ADM. The projected

ADM used in the introduced budget was forecast by the
Depart ment of Educati on based on Septenber 30, 2001, fal
menbership. In addition, projected fall nmenbership was
revi sed based on Septenber 30, 2001, data and all accounts

that use projected fall nmenbership in their calcul ati ons have

been updat ed based on the revised projections.

The estimated entitlenents reflect the nost recent estimte of

t he one percent sales tax dedicated to public education, as
conputed by the Departnent of Taxation. The Departnent of
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Taxation projects revenues of $799.8 nmillion in fiscal year
2003 and $850.6 mllion in fiscal year 2004.

Total Lottery proceeds are projected to increase to $320.0
mllion in both fiscal year 2003 and 2004. The | ocal portion
of Lottery proceeds are projected to be distributed based on
the state share of $196.85 per pupil in adjusted ADMin fiscal
year 2003 and $195.71 per pupil in adjusted ADMin fiscal year
2004. The requirements regarding use of Lottery funds
continue in the 2002-2004 biennium The base year for the

mai nt enance of effort requirenent has been updated to fiscal
year 2000.

Conti nue Funding for Direct Grant Prograns - Continues funding
at fiscal year 2002 levels for all existing prograns created
to provide particular services or address specific needs in

i ndividual localities or regions of the state.

Change Virginia Retirenment System (VRS) Enpl oyer Contribution
Rates for Instructional Positions - Adopts the enployer
contribution rate for retirenment benefits that is applied to
i nstructional positions based on the actuarial valuation of
assets and liabilities of the school enployee’ s pool as of
June 30, 2001. The rates proposed for 2002-2004 reflect the
actuarial effect of the rate reduction in fiscal year 2002
(4.24 percent to 3.6 percent). The enployer rate is reduced
from4.24 percent (the rate certified by the VRS Board of
Trustees) to 3.77 percent for both fiscal years.

The G oup Life rate is increased fromO0.32 percent to 0.4
percent for fiscal years 2003 and 2004. The prevailing VRS
rate for SOQ non-instructional positions is maintained at 4.83
percent for both fiscal years. These actions result in a

proj ected state savings of $7.6 mllion in fiscal year 2003
and $7.2 mllion in fiscal year 2004.

K-3 Primary Cl ass Size Reduction Program — Pl ease note that
projected entitlenments for the K-3 Primary C ass Si ze
Reduction programfor fiscal years 2003 and 2004 are in the
process of being updated by the Departnent of Education.

These revised entitlenments will be cal cul ated based on updated
projections of K-3 fall menbership, updated free |unch
eligibility data, the 2002-2004 conposite index, and the
proposed 2002- 2004 enpl oyer contribution rates for VRS
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retirement and group life. The funding for the K-3 program
that is appropriated in the Governor’s introduced budget is
based on the projected entitlenments submtted in the Board of
Education’s 2002- 2004 budget request. These entitlenents are
shown in Attachnent B.

Pl ease note that the revised K-3 entitlenents for fiscal years
2003 and 2004 may differ fromthose shown in Attachnment B due
to the updates noted above. W will nonitor any action by the
Ceneral Assenbly to anend the 2002-2004 funding for the K-3
program based on these revised entitlenents and provide
additional information when it becones avail abl e.

Direct Aid Program Reductions

Fund the Retiree Health Care Credit through the Standards of
Qual ity Funding Formula — The Governor’s budget proposes to
reduce paynents for the Retiree Health Care Credit to include
only those positions funded under the Standards of Quality
(SOQ that are subject to the VRS instructional rate. The
budget al so proposes to share the cost of the programwth

| ocalities based on the conposite index of local ability-to-
pay. Previously, the state paid 100 percent of the cost for
this programfor all eligible positions enployed by school
divisions. The Departnent of Education nade these paynents
directly to VRS on behal f of school divisions.

In fiscal years 2003 and 2004, the Retiree Health Care Credit
will be calculated in conjunction with the VRS instructional
rate at 0.67 percent for required SOQ instructional and

prof essi onal support positions. Consequently, the final
funded enpl oyer VRS rate for instructional and professional
support positions will be 4.44 percent (3.77 percent plus 0.67
percent) in both fiscal years. Effective July 1, 2002, school
di vi si ons woul d begi n nmaki ng these contribution paynents
directly to VRS. As a result of these actions, state funding
is reduced by approximately $18.3 million in fiscal year 2003
and $17.8 million in fiscal year 2004.

Reduction in SOL Instructional Mterials Funding - Reduces the
total per pupil anount for SOL Instructional Mterials funding
from$10 to $5; this action reduces state funding by $3.2
mllion each year. The prevailing per pupil anmount for SOQ
Text book funding increases from$61.25 in fiscal year 2002 to
$82.06 in fiscal years 2003 and 2004.



Attachment A

Di scontinue Lottery Hold Harm ess Paynent - Discontinues state
funding for the Lottery Hold Harnm ess paynent resulting in a
reduction of $14.8 mllion each year of the biennium

El i m nate School Construction Gants Program Paynent — Renobves
state funding for the School Construction Gants Programfor a
reduction of $55.0 mllion each year of the biennium

Change Fundi ng Source for VRS Retirenment and Social Security
Paynments - The Governor’s anendnents use $86.0 million in
Literary Fund revenues in fiscal year 2003 and $81.0 million
in Literary Fund revenues in fiscal year 2004 in lieu of
general funds for VRS retirenment and Social Security paynents.
This action only affects the source of funding for these
paynents and will not affect divisions’ allocations for these
accounts in 2002-2004.

Apply Participation Rate Savings in the At-risk Four-year-old
Program — Assunes a $1.5 million savings in fiscal year 2003
due to anticipated participation levels in the program

Pl ease note that the school division entitlenents for this
program shown in Attachnment B reflect the full formula-driven
entitlement.

Continued Direct Aid Initiatives

Provi de Sal ary Supplenent in Fiscal Year 2003 — $28.3 million
is provided in fiscal year 2003 for the state share of a two
percent salary increase for SOQ instructional and support
positions effective Decenber 1, 2002. $48.8 mllion is
provided in fiscal year 2004 for the annualized continuation
cost of this first year increase. School divisions nust
certify that an equivalent salary increase will be granted in
fiscal year 2003 in order to receive the state funding.

Conti nue I nplenentation of the Standards of Learning Wb-based
Technology Initiative — Provides for an additional educational
technology initiative in 2002-2004 with debt service paid
through the Literary Fund. $57.9 million in Virginia Public
School Authority (VPSA) equi pment notes woul d be issued in the
spring of both fiscal years. Continuation of the initiative
is intended to increase school division capability for web-
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based instruction, renediation, and testing of the Standards
of Learning (SQL).

Grants anmpunts are maintained at $26, 000 per school (for
school s reporting fall nenbership and for various division and
regi onal centers) and $50, 000 per school division. A required
| ocal match is maintained at 20 percent of the state grant
anount, and 25 percent of the required match nust be used for
teacher training. The goals of the program continue to focus
on | owering student-to-conputer ratios and increasing high
speed Internet access in high schools to establish conmputer-
based instructional, renedial, and testing systens for the

St andar ds of Lear ni ng.

Provide Interest Rate Subsidy Progranms — Requires the Virginia
Publ i c School Authority (VPSA) to provide interest rate
subsidy prograns in fall 2002 and 2003 for Literary Fund
projects on the First Priority Waiting List. The fall 2002
program woul d provide $5.0 million in subsidy grants and the
fall 2003 program woul d provide $20.0 mllion in subsidy
grants.

Departnent of Education Central Ofice Prograns

Mai ntain Current Testing Prograns - Provides additional
funding to support on-going state testing prograns, including
the Stanford 9, Literary Passport, and Standards of Learning
tests. Funding is also added for alternative assessnents of
speci al education students due to increased participation.

Addi tional funding of $970,632 is provided in fiscal year 2003
and $1.6 million in fiscal year 2004.

Conti nue I nplenentation of the Wb-based Standards of Learning
Testing Initiative - Provides additional funding to support
contractual services for the devel opnent, support, and

mai nt enance of a web-based software application that

el ectronically delivers or adm nisters the high schoo

St andards of Learning end-of-course tests. This proposal
supports the capability of all public high schools in Virginia
to adm ni ster the end-of-course Standards of Learning tests
on-line by the spring of 2003. Additional funding of $3.0
mllion is provided in fiscal year 2003 and $3.4 nmillion in
fiscal year 2004.
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Conti nue Funding for the Emergency Retakes and Renedi ation
Recovery Testing Prograns - Provides general fund support for
the continuation of these two prograns, which the Standards of
Accreditation require be offered to localities. An additional
$1.5 mllion is provided each year for on-going support of

t hese prograns.



