Attachment A to Inf. Supts. Menb No. 251

Governor’s I ntroduced Budget for the 2006-2008 Bi enni um

Summary of Budget Proposals Affecting the Direct Aid to Public
Educati on and Departnent of Education Central Ofice Budgets

| mportant Notice: Since the posting of the Excel cal cul ation
tool for the Governor’s introduced 2006- 2008 bi enni al budget on
Friday, Decenber 16, 2005, two data revisions were identified
that affect school division entitlenments in fiscal years 2007
and 2008. These revisions involve an increase in the 2005
triennial school census count for one division and corrections
to the state share of K-3 O ass Size Reduction Program fundi ng.
Additional information is provided on these revisions in the
pertinent sections below. Please note that the appropriations
proposed in the Governor’s introduced 2006- 2008 bi enni al budget
are sufficient to fund the revised entitlenments for fiscal years
2007 and 2008. A revised Excel calculation tool was posted to
the departnment’s Web site on the afternoon of Decenber 21, 2005.
The corrected Excel file that includes these revisions nmay be
downl oaded fromthe foll owi ng Web addr ess:

http://ww. pen. kl12. va. us/ VDOE/ Fi nance/ Budget / cal ct ool s/

| f you downl oaded the Excel calculation tool prior to the
af ternoon of Decenber 21, 2005, please stop using it and
downl oad the corrected file.

DI RECT Al D TO PUBLI C EDUCATI ON

Techni cal Updat es

» Rebase Direct Aid Costs for 2006-2008

The Governor’s introduced budget includes the state’s share of
routi ne rebasi ng costs for the Standards of Quality and ot her
Direct Aid prograns. These technical adjustnents include
updates for factors such as funded sal aries, Annual Schoo
Report data used to calculate prevailing cost estimates,
inflation, test score updates, enroll nent updates and projected
casel oads for categorical prograns. Additional information
about the details and source of the data used to nmake these
updates is contained in Attachnents D and E. These adjustnents
reflect the cost of continuing current prograns with the

requi red data updates used in the funding formulas, and do not
reflect any changes in policy. For fiscal year 2007, routine
rebasing costs for the Standards of Quality and other Direct Ad



Attachment A to Inf. Supts. Menb No. 251

programs results in an increase of $457.6 mllion. For fisca
year 2008, the increase is $520.9 mllion.

| mportant Notice: It was recently determ ned that the wong
conposite i ndex was assigned to sone divisions in the funding
formula for the K-3 Cl ass Size Reduction programentitlenments
contained in the calculation tool posted on Decenber 16, 2005.
This error resulted in the display of an incorrect state share
of cost for sone divisions. The effect of this correction is an
i ncrease or decrease in the K-3 programentitlenent in fiscal
year 2007 and fiscal year 2008 when conpared to the entitl enent
provided in the Decenber 16, 2005, calculation tool. Increases
or decreases in a division's entitlenent depend upon whet her the
conposite index that was incorrectly assigned to the division
was hi gher or Iower than the division s correct conposite index.
Projected fiscal year 2007 and 2008 K-3 programentitlenents
have been corrected for all divisions. The revised division
entitlements are reflected in Attachnent B and in the Excel

cal cul ati on tool posted on the afternoon of Decenber 21, 2005.

The original Excel file that was posted on Friday, Decenber 16,
2005, does not reflect the corrected K-3 programentitlenents
and shoul d not be used; therefore, if you downl oaded the file
prior to the afternoon of Decenber 21, 2005, please stop using
that file and downl oad the revised file. The proposed
appropriations in the Governor’s 2006-2008 introduced budget are
sufficient to fund the corrected K-3 programentitlenments for
each division

= Adjust for Non-Participation

Hi storically, the At-risk Four-year-old program has experienced
annual non-participation by sonme eligible school divisions. The
Governor’s introduced budget assunes estinmated savings for the
At -risk Four-year-old programin fiscal years 2007 and 2008
based on historical estimates of non-participation by school
divisions. Funding is reduced by $12.6 mllion in fiscal year
2007 and by $12.2 nmillion in fiscal year 2008 for the estinmated
non-participation in this program Please note that the schoo
division entitlenent sheets shown in Attachnent B and the Excel
calculation file reflect the full fornul a-based entitlenents for
the At-risk Four-year-old programfor fiscal years 2007 and
2008.

This action is intended to capture anticipated savings from

proj ected non-participation in the At-risk Four-year-old program
in fiscal years 2007 and 2008; it is not intended to reduce
actual entitlements to school divisions in either year. |In the
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event that entitlenments fromactual participation exceed the
avai | abl e appropriation, paynents to school divisions for the

At -risk Four-year-old programin either year may have to be
prorated on a statewi de basis if supplenental funding to
recogni ze actual participation is not provided through avail abl e
bal ances or anendnents to the budget in subsequent General
Assenbly sessions.

= Update Fringe Benefit Rates

The Governor’s introduced budget adopts a | ower enpl oyer
contribution rate for retirenent benefits than was certified by
the VRS Board of Trustees (9.20 percent versus 11.18 percent).
This lower rate is applied to positions in the VRS professional
group. For the retirement contribution, the rate proposed for
2006- 2008 represents a rate increase fromfiscal year 2006 (6.62
percent to 9.20 percent). The prevailing non-professional VRS
rate has been updated and is 7.48 percent for both years of the
bi ennium This prevailing rate is used for state funding

pur poses only; the actual non-professional rate charged by VRS
w Il vary by school division. For the retiree health care
credit, the rate proposed for 2006-2008 reflects a rate increase
fromfiscal year 2006 (0.55 percent to 0.56 percent). For the
group life contribution, the rate proposed for 2006-2008
reflects a rate increase fromthe premiumholiday in the 2004-
2006 biennium The enpl oyer contribution rate proposed for
group life in 2006-2008 is 0.49 percent. Al fringe benefit
rates are proposed to be the sanme in both fiscal years. These
rate changes increase funding by $82.5 million in fiscal year
2007 and $83.4 mllion in fiscal year 2008.

= Update Sal es Tax Projections

The Governor’s introduced budget reflects the nost recent
estimate of sales tax revenue dedicated to public education for
fiscal years 2007 and 2008, as conputed by the Departnent of
Taxation. The revised sales tax revenues include both the one
percent portion and the one-eighth percent portion that are
appropriated for distribution to school divisions. The
projected sales tax entitlenent contained in Attachnent B and
the Excel calculation file reflect the revised estimtes for

t hese two sal es tax sources conbined on a single revenue |ine-
item

The Departnent of Taxation's |atest estimate of the one percent
and one-ei ghth percent sales tax revenue is $1, 266, 460, 000 for
fiscal year 2007 and $1, 336, 490,000 for fiscal year 2008. These
revi sed sales tax estimtes are approximately $175.5 mllion

hi gher in fiscal year 2007 and $245.5 nillion higher in fiscal
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year 2008 than the fiscal year 2006 base projection contained in
Chapter 951. As required by the Basic Aid funding formula,
state Basic Ald paynents have been adjusted to reflect the
reduced state share of cost resulting fromthe projected
increase in sales tax revenues.

The anmount of the Basic Aid offset depends on each division's
conposite index of local ability-to-pay. The state share of

Basi c Aid decreases approximately $98.3 mllion in fiscal year
2007 and $137.5 mllion in fiscal year 2008 due to the revised
sales tax estimates. In addition, the | ocal share of Basic Aid

decreases in both years due to the increased sal es tax
estimates. The net change in funding to school divisions (due
to both the estimated sal es tax revenue increase and the Basic
Aid off-set) is an increase of $77.1 mllion in fiscal year 2007
and $107.9 million in fiscal year 2008.

= Update Triennial Census for 2005 Data

The 2005 triennial census count of school-age popul ation is used
to distribute the estimted sales tax proceeds to school
divisions as part of the Basic Aid funding fornula. The 2005
triennial census update results in a net increase statewide in
Basic Aid and Enroll ment Loss funding of $3.9 million in fiscal
years 2007 and 2008. The 2005 Triennial Census data reflects an
i ncrease of 39,363 students over the 2002 count of school-age
popul ati on.

| nportant Notice: A school division recently submtted a
corrected 2005 triennial school census count, which was an
increase fromthe original count submtted by the division. The
Departnment of Education has approved the revised census count
submtted by the division and projected fiscal year 2007 and
2008 entitlenments have been recalculated for all divisions using
the revised census data. The revised division entitlenments are
reflected in Attachnment B and in the Excel calculation tool
posted on the afternoon of Decenber 21, 2005. The projected
entitlenments for all other school divisions are reduced as a
result of this census correction and the resulting

redi stribution of sales tax, which is only partially offset in
each division by increases in the state share of Basic Aid. The
actual net reduction in funding due to this revision will vary
by division based on each division' s conposite index.

The updated Excel calculation file that was posted on the

af ternoon of Decenber 21, 2005, should be used in place of the
version that was originally posted on Friday, Decenber 16, 2005.
The original Excel file that was posted did not reflect the
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| atest entitlenents based on the approved census correction and
shoul d not be used. |If you downl oaded the calculation file
prior to the afternoon of Decenber 21, 2005, please stop using
it and replace it with the corrected Excel calculation file.
The proposed appropriations in the Governor’s 2006- 2008

i ntroduced budget are sufficient to fund the revised
entitlements that are based on the census correction.

= Update Lottery Proceeds

Total Lottery proceeds are projected to decrease by $15.7
mllion to $426.1 nmillion in fiscal years 2007 and 2008,
conpared to the fiscal year 2006 Lottery estinate contained in
Chapter 951. The projected decrease in Lottery proceeds assunes
a reduction in revenues due to a fully operational Lottery
programin North Carolina for both fiscal years of the biennium

O the total projected Lottery anount, $19.5 million in fiscal
years 2007 and 2008 is dedicated to fund a portion of the state
cost of the SOQ Prevention, Intervention, and Renedi ation
program and $249.6 nillion each year is dedicated to fund a
portion of the state share of Basic Aid. The |ocal portion of
Lottery proceeds are projected to be distributed based on the
state share of $232.83 per pupil in adjusted ADMin fiscal year
2007 and $230.98 per pupil in adjusted ADMin fiscal year 2008.
The total estimated funding to be distributed to school

di visions on a per pupil basis is $156.9 million in fiscal years
2007 and 2008; this is a decrease of $6.6 mllion conpared to
the estimated per pupil Lottery funding for fiscal year 2006
contained in Chapter 951. No changes are proposed for 2006- 2008
regardi ng how Lottery funds nust be spent, including the

requi renent that at |east 50 percent of the funds nust be spent
for nonrecurring costs such as school construction.

= Updates for Recal cul ation of Conposite Index for 2006-2008
The projected entitlenents listed in Attachnent B were
cal cul ated using the 2006-2008 conposite indices communicated in
| nf or mati onal Superintendent’s Menorandum Nunber 241, dated
Decenber 9, 2005. The data elenents used to calculate the
conposite index for 2006- 2008 are based on data from 2003. For
fiscal year 2007, updating Direct Al d accounts based on the
recal cul at ed 2006- 2008 conposite index results in an increase in
the state share of public education costs of $20.0 million. For
fiscal year 2008, the increase is $21.3 mllion.

= Update Academ c Year Governor’s School Per Pupil Anpunts
As has been the practice in prior biennia, the per pupil funding
for Academ c Year Governor’s School s has been adjusted based on
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revisions to the cal culated per pupil anmounts in Basic Aid to
reflect the rebased cost estimates and fringe benefit rates for
t he 2006- 2008 bi ennium The per pupil anount used to determ ne
funding increases from $3,543 in fiscal year 2006 to $3,933 in
fiscal years 2007 and 2008 (adjusted for the conposite index).
As a result of the change in these per pupil anounts, an

i ncrease of $503,240 is funded in fiscal year 2007 and $459, 922
in fiscal year 2008.

= Update Renedial Summer School Per Pupil Anmounts

The per pupil amounts for the Renedial Sumrer School program
have been adjusted based on the SOQ basic and renedi al position
salaries to reflect the rebased cost estimates for the 2006- 2008
bi ennium The funded Renedi al Summer School per pupil anounts
are $412 for fiscal year 2007 and $411 in fiscal year 2008.

This represents a $32 per pupil increase in fiscal year 2007 and
$31 per pupil increase in fiscal year 2008 above the fiscal year
2006 funded Renedi al Sunmmer School per pupil anount of $380.

Direct Aid Policy Changes

= Conpensation Supplenent in Fiscal Years 2007 and 2008

$61.4 mllion in fiscal year 2007 and $106.2 million in fisca
year 2008 is provided for the state’s share of a Conpensation
Suppl emrent (including related fringe benefit costs) equival ent
to a three percent salary increase effective Decenber 1, 2006,
for instructional and support positions funded through the SOQ
and ot her state-funded accounts. There is no additional
percentage salary increase provided in fiscal year 2008; the
funding for fiscal year 2008 is provided to continue the cost of
the increase provided in fiscal year 2007.

Conpensati on suppl enent funds are intended to be incentive
funding, and are not included as part of required local effort;
however, in order to receive the state funds, a |ocal match nust
be provi ded based on the conposite index. |f appropriated, the
state funds would be paid to school divisions that certify to

t he Departnent of Education, no |ater than March 1, 2007, that
equi val ent sal ary increases have been granted in fiscal year
2007. The tabl e bel ow provides the equival ent salary increases
for different start dates in fiscal year 2007. Please note that
the equivalent salary increases are based on a twelve-nonth
year.
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Requi r ed

Equi val ent
Per cent age

Local Sal ary Sal ary
I ncrease Start (Increase in

Dat e FY 2007
July 1, 2006 1.75
August 1, 2006 1.91
Sept enber 1, 2006 2.10
Cct ober 1, 2006 2.33
Novenber 1, 2006 2.63
Decenber 1, 2006 3.00

= Cost of Conpeting Adjustnments For Additional Localities

In recognition of the Northern Virginia |abor market for certain
| ocalities contiguous to Planning District 8, the Governor’s

i ntroduced budget includes increased funding to support a cost
of conpeting adjustnment for additional qualifying localities.

Thi s funding recogni zes 10 percent in fiscal year 2007 and 25
percent in fiscal year 2008 of the full cost of conpeting
differential (9.83 percent for instructional positions; 24.61
percent for support positions) for SOQ positions in the
qualifying division. A qualifying locality is one that is
contiguous to Planning District 8 and that has nore than 45
percent of the total out-comuting workforce conmuting to
Planning District 8, based on the 2000 census. Currently, only
Fauqui er and Stafford counties neet these criteria and are
eligible for this adjustnent. For fiscal year 2007, the
increased state share of cost is $1.4 mllion. For fiscal year
2008, the increased state share of cost is $3.5 million.

= Suppl enental Education Accounts

For fiscal year 2007, an additional $100,000 is provided for the
Proj ect Discovery program and an additional $500,000 is
provided for a one-tinme matching grant for the Communities in
Schools program In fiscal year 2008, an additional $100,000 is
provi ded for Project D scovery. For fiscal years 2007 and 2008,
funding is reduced by $400, 000 for the Career and Techni cal
Educati on Resource Center and is reduced by $250, 000 for the
Wl f Trap Institute for Early Learning Through the Arts.

Pl ease note that accounts under the “Supplenmental Education”
category are not included in Attachnent B or the Excel tenplate.
Suppl enent al education prograns are not available to school
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di vi sions statew de, and nust serve a uni que purpose for
speci fic school divisions.

= Education for a Lifetine prograns

The Governor’s introduced budget includes additional funding for
Education for a Lifetine initiatives, including Incentives for
Hard-to-Staff Schools, Virtual Advanced Pl acenent School, and
Path to Industry Certification. |In total, an additional $5.9
mllion is provided in fiscal year 2007 and $5.3 million in
fiscal year 2008 for these prograns. Please note that Education
for a Lifetime prograns are not included in Attachment B or the
Excel tenplate

DEPARTMENT OF EDUCATI ON CENTRAL OFFI CE | NI TI ATI VES

= Funding for National Board Certification Bonuses

The Governor’s introduced budget includes funding for the cost
of providing bonus awards for the projected nunber of teachers
eligible to receive the continuing and initial bonuses in fiscal
years 2007 and 2008. For fiscal years 2007 and 2008, $245, 875
in additional funding is provided.

* Funding for Education for a Lifetinme prograns and ElI M5

The introduced budget provides additional funding for various
conponents of the Education for a Lifetine initiative.

Addi tional funding is provided to continue providing the Student
Career Pl anning System (Kuder® to school divisions, and for the
Race to CGED and turnaround specialists prograns to replace
expiring non-general funds. Additional funding is also provided
for the continued inplenentation of the Education Information
Managenent System (EIMS). |In total, an additional $1.4 million
is provided in fiscal years 2007 and 2008.

= Funding for the Conmm ssion on Civics Education

Renoves fundi ng of $81, 000 each year for the Conm ssion on
Civics Education established pursuant to House Bill 1769 (2005
Sessi on) .



