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REVENUE UPDATE
More bad news came out of Lansing today as the January Revenue Estimating Conference was held by Treasurer Robert Kleine, HFA Executive Director Mitch Bean and SFA Executive Director Gary Olson.   The primary objective of the conference is to set revenue numbers for the 2009-10 fiscal year that Governor Granholm must use in developing her executive budget.
The anticipated news showed that due to a continuing decline in FY 2009-10 GF/GP and SAF revenue estimates, the budgets submitted to the Legislature by the Governor will likely include significant reductions in appropriations. 
Here is the Breakdown:
FY 2008-09 (CURRENT YEAR)
The 2008-09 School Aid Fund is in deficit by $38.3 million.  The Revenue Estimating Conference is estimating a negative balance in the SAF budget for the current year because of several major changes in the revenue and expenditure assumptions that were used during the initial approval of the budget in August 2008. 
 
This estimate includes a $247.1 million budget surplus that will carry forward from FY 2007-08. The expenditure projections assume a $122.0 million year-end appropriation lapse in the School Aid funding formula. This lapse results from a combination of lower pupil counts, higher taxable property values, and lower renaissance zone reimbursements than were assumed in the initial SAF budget. The Governor and the Legislature will be forced to take additional measures to eliminate the projected budget deficit.
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SFA Estimate
Revenue:

Beginning Balance s 271
Consensus Revenue Estimate. 13687
GFIGP Grant 408
Federal Ad 15620
Total Estimated Revenue . ST32186
Expenditures:

INtial ADPOPIBHONS ... 13,3789
Projected Formula Funding Lapse.. (1220)
Total Projected Expenditures . §73,2569
Projected Year-End Balance S (383





*Source Senate Fiscal Agency
FY 2009-10
The forecast for the 2009-10 school year has the potential to look even worse.  Revenue projections for the upcoming school year point to shortfalls in the School Aid Fund of approximately $246.6 million dollars.  This projected budget imbalance of $246.6 million equals 1.8% of the current-year level of SAF appropriations. 
How a cut to the SAF would occur is not yet known.  There are many ways in which the State can make cuts to the School Aid Fund.  If the State were to cut directly out of the per pupil allotment it could mean between $131-$155 less in the foundation grant from the previous year, (more if the 08-09 shortfall is carried over).  If a cut does occur most likely it will include categorical programming to offset a straight per pupil cut.
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SFA Estimate
Potential Revenue:
Begnning Balance s (383)
FY 2009-10 Consensus Revenue Estimate 11,2958
GFIGP Grant 408

Federal Aid
Total Estimated Revenue

Potential Expenditures:

Freeze in Appropriations at Projected FY 2007-08 Expenditure Level $13,2569
Projected FY 2009-10 Reduction in Formula Funding Costs 150.0)
Total Potential Expenditures. 13,1069
Imbalance Revenue Less Expenditures ... § (2466





Source: Senate Fiscal Agency
OTHER VARIABLES
MASA urges extreme caution in interpreting this fiscal forecast.  As seen in previous years there are many direct and indirect variables that will be major factors in influencing the 2009-10 School Aid Budget.   
 
Additionally, risks and outside uncertainties have the ability in affecting the proposed revenue.  Those factors can include:
 
        Federal Stimulus Package
        Unemployment
        Motor vehicle sales
        Housing market / Property Values
        Pupil Count
 
 
Federal Stimulus Package - A stimulus package is expected to be passed by Congress and signed into law by the first week of February.  It is estimated that the stimulus package could range between $600 billion and $1 trillion.  How much will Michigan receive is not yet known.  It is likely that most grants directed towards schools will go for things such as infrastructure that could free up additional discretionary dollars.  Additionally, there will be a substantial amount of Medicaid dollars directed to the State which may free up additional GF/GP.  How effective the school community is in lobbying for those resources will be directly proportional to foundation growth.
Unemployment -  Unemployment in the state will average better than 11 percent in both 2009 and 2010, the forecast said, as an estimated 331,700 persons will lose their jobs from 2008-10., the unemployment rate in Michigan will jump from an average of 8.4 percent to 11.3 percent in 2009 and then increase again to 11.4 percent in 2010.
Motor vehicle sales - The forecast anticipates that for a variety of factors, not the least being a collapse in car and light truck sales for 2009 to 10.9 million sold compared to more than 16 million sold in 2007 (and the percentage of the Big Three's market share falling to 41.3 percent in 2010 from 58 percent in 2004).  If something major happens to any of the big three (restructuring or bankruptcy) look for major changes to the School Aid Fund.
Housing market / Property Values - Last year we saw major revisions to the SAF because of lower than anticipated property values. While those revisions were fairly accurate, because of the state of the economy it is entirely possible to see additional revisions in the coming months.  Property Values, lower-than-anticipated collections from the local school property tax levied on nonhomestead properties, and reduced estimates of the cost of property tax breaks provided in State-authorized renaissance zones could play a major factor in coming adjustment for FY 2009-10.  Costs estimates for 2009-10 are based upon negative growth of 1.9 percent in property values.  If outside variables continue to impact the housing market, look for that number to decrease.
 
Pupil count – The decline in the number of pupils enrolled in the fall of 2008 reinforces a continuing trend in pupil count declines in recent years. Senate and House fiscal agency data indicates the FY 2008-09 enacted SAF budget was developed assuming a 26,254 decline in pupils. The actual fall 2008 pupil count revealed an additional decline of 5,768 pupils, bringing the total decline from the prior year to 32,022 pupils. This 1.9% decline in pupils represents the largest annual decline in pupil counts since the State began funding K-12 schools on a per-pupil basis following the passage of Proposal A in March 1994.  The 2009-10 pupil membership count is anticipated to decrease by 29,431 students to 1,591,100 students.
 
Student loss is based on many indicators such as birth rate and migration. Pupil Estimation has been known to change over the past few years because of variation in these outside influences.  Look for these numbers to get worse and mirror the economic trends as seen in past years.
 
 
At this time it, while it is possible to forecast a shortfall to the SAF between $208.3 and $247.1 million for FY 2009-10, it is difficult to say where and how those cuts will occur.  A straight per pupil cut would be approximately $ 131-155 per student.  We recommend preparing for all options at least until after the State budget process begins in February 3rd and we learn more about what Governor Granholm will be proposing.
 
Additionally, past budget cycles have shown us how volatile the School Aid budget can be towards the later part of our fiscal year.  There is a tendency after the January Revenue Conference to be lulled into a false sense of security.  We are not out of woods yet for the current fiscal year (not even close).    I would urge caution in anticipating no further adjustments for the current year as the next revenue conference will occur in May.  If history dictates, there could certainly be adjustments.
 
As you communicate with your Board, staff and community, it is probably wise to keep expectations realistic and low.  Modest miscalculations or changes in the forecast for 2008-09 will result in major changes late in the year as 2009-10 numbers look much worse.
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