THIS IS A DECISION PAPER

TO:

HARDIN COUNTY BOARD OF EDUCATION

FROM:
TERESA MORGAN, Superintendent
DATE:
JANUARY 18, 2018
SUBJECT:
APPROVAL OF THE DRAFT BUDGET FOR FY 2019
ISSUE


Each year a Local Board of Education has to approve a Draft Budget for the next fiscal year by January 31 of the prior school year.

FACTS


The review of the Draft Budget begins the yearly budget cycle for Boards of Education.  The draft budget is not required to be submitted to KDE. The next budget to be reviewed will be the Tentative Budget in May.  As the process proceeds, the details become more exact.  The next step in the cycle will be the approval of a tentative staffing ratio for the schools and per pupil allocation for the School Site Base Councils.  This will be brought to the Board in February so that the funds can be reported to the schools by March 1.  Working allocations will be presented to the Board in April for approval and then distribution to schools by May 1.

The legal statutes require a local Board of Education to review a Draft Budget in January for the subsequent year.  This is primarily a review of any projected changes in revenues and expenditures for the next year.  Detailed budget numbers are not available at this time, only a general look at what to expect.  

We have rolled the current FY18 working budget to the FY19 Draft Budget.  Fund 1 (General Fund), Fund 3(Capital Outlay and Building Fund), Fund 4 (Debt Service Fund), Fund 5 (Food Service and other proprietary funds), and Fund 7 (Trust funds) are the only funds reviewed at this time.  


The current SEEK guaranteed base for FY18 is $3,981 and was left in the draft budget at this amount. SEEK will not be known until the legislatures pass the law in the spring. Revenue has a potential to decline as much as 15% from the state according to State Budget Director. CERS will increase 8.87% from 19.18% to 28.05%. The increase in CERS will increase the budget $2,000,000 in FY19. KTRS at this time is unknown. Based on the Governor’ proposal we could see a 2% increase for new hires budgeted at this time for $36,000. At this time a 1% COLA raise was budgeted at approx. $750,000.
We have not received the projected increase in property assessments from the state.  The final assessments are not due to the State Revenue Cabinet from the PVA until later in the year.  The assessments are important not only for the local taxation purposes, but also for the nature of the SEEK funding calculation which is based on a state/local ratio.  The higher the local assessment, the more local revenue, but less state revenue received. Normally, local revenues could be expected to increase in the 1-3% range.

The revenues and expenditures for Fund 3 (Capital Outlay, Building Fund, and Construction Funds) will continue to increase or remain constant during the 2018-2019 school year however; expenditures for debt service will increase due to more bond issues. Fund 5 (Food Service) should not be appreciably different from the current school year.  Fund 2 and 22 are not included in the Draft Budget review. Fund 2 is for Grants and Entitlements, including Title 1, ESS, Family Resource/Youth Service Centers, elementary school textbooks, etc.  All current federal allocations could be reduced given the federal budget status. Fund 22 is district activity funds. Fund 360 is not included in the draft budget. This fund is for multi-year construction projects. 

The Board must maintain a minimum 2% contingency of the total budget.  We currently have approximately a 3.7% contingency in the 2019 Draft Budget. This is a reduction from FY18 due to increased expenses and constant revenues. The state has recommended 5-9% of the General Fund be budgeted to contingency.  The PPA allocation was entered in to the draft budget at the current rate $125. 
The Board needs to continue replacing 12 to 15 buses of our aging bus fleet each year. Buses were added back to general fund at $1 million for FY19.  Fuel costs are decreasing which could help to offset other transportation costs for repair parts, bus cameras, etc.    In addition to transportation, expected increases in utility costs of 5% to 7% and the added expenses for grant reductions or eliminations will also need to be considered when preparing the tentative budget. Also, custodian will be increased from level 3.5 to level 4 for an approximate cost of $125,000.
The Tentative Budget must be approved in May and at this time we will need to see if the legislature addresses any budget issues before we have an accurate projection of revenue for next year. We will use the draft budget as a starting point and involve all stakeholders in the process. 

RECOMMENDATION


I RECOMMEND THE BOARD APPROVE THE FY 2019 DRAFT BUDGET.

RECOMMENDED MOTION


I MOVE THAT THE HARDIN COUNTY BOARD OF EDUCATION APPROVE THE FY 2019 DRAFT BUDGET.
General Fund (Fund 1) – Primary Revenue Source SEEK money and Ad Valorem Taxes (Ad Valorem taxes are based on the value of the property.  Examples of ad Valorem taxes are school, county and city taxes.). Fund 1 is the largest fund in school system due to the unrestricted use of funds. Salaries, per pupil dollars, transportation costs, overhead costs, and day to day operating costs come from fund 1. Primary source of revenue for school systems to operate on comes from general fund monies.

Federal/State Projects (Fund 2) - Restricted for operating funds from federal, local, and state grants. All projects fully funded by the government agency issuing the grant. Examples (Title 1, IDEAB, Flex Focus, PD, Family Resource Center Grants) 
Capital Outlay (Fund 310) - $100 dollars per student is given for capital projects through the SEEK formula. Revenue comes from SEEK calculation. 
Construction Fund (Fund 360) - has all of the construction projects. Example Cecilia Valley Elementary. 
Building Fund (Fund 320) - Revenue comes from nickel levy, FSPK, and the equalization from the state. Growth nickel revenue is in this fund. Highly restricted funds. 

Proprietary Funds (Funds 51, 52, 53, 55) - These funds act like a business. Child Nutrition activity operates in from this set of funds. SACC, EC3 Business’, and TVP are the other primary programs in this fund. They sell and generate revenues separate from the school system.

Trust and Agency Funds (Fund 7000) - includes are scholarship funds set up for the district, due to the fact the contributor specifies that the income/principal of their contribution must be used for a specific purpose. 

Key Talking Points FY19 Draft Budget:
· Guaranteed SEEK base was entered into the budget at the FY 18 amount $3,981. SEEK base is unknown and possible cuts could take place. 
· CERS (classified retirement) will increase from 19.18% to 28.05%. The total cost of the increase for our district is $2,000,000.

· COLA raise of 1% added additional $750,000 to draft budget

· 2% KTRS match for new employees budgeted at $36,000.

· Board must maintain 2% contingency of the total budget. The draft budget has a 3.5% contingency. 

· Total Utility Costs Budgeted are $3,798,150 Utilities typically increase 5-7%. This increase will be budgeted at the tentative level. 

· Fuel remained the same for the draft budget. An assessment of fuel cost will be made at the tentative to determine whether to increase fuel budget. 

· Per Pupil Allocations were budgeted to remain the same at $125 per student. 

· Property assessments are unknown at this time. 

· State Budget Director indicating a possible 15% cut of State Funding including SEEK. This percent could mean $8 million for HCS. 
