11/9/2006

Attachment 1

10/26/2006

Recommendations Regarding Act 388 (H4449)

As with any new legislation there is often need to adjust certain provisions so that the legislation can be implemented successfully without unintended consequences. 

In September, the Superintendents’ Division of the South Carolina Association of School Administrators studied the impact of Act 388 and approved on September 7, 2006 the attached document regarding recommendations for adjustments to Act 388. These recommendations are being forwarded to the county delegations and to the Senate Funding Study Committee currently under way. 

Additionally, a SCASA Working Group is drafting responses to various funding issues under study by the Senate Funding Study Committee.  Attached is a position paper on Maintenance of Effort submitted to the Senate Study Committee. 

ISSUES RELATIVE TO ACT 388 (H4449)

· Allocation Formula

· Enrollment Growth

· Educational Excellence and Local Community Expectations

· Legal Issues

· Business Impact

· Facilities and Bonded Indebtedness

NOTE:  Each of the six areas is addressed in the attached paper.  The items for immediate action in the 2007 legislative year are indicated as a 2007 Action Item.

ISSUES RELATIVE TO H 4449

Allocation Formula

1)
2007 Action Item

Budget Planning/Cash Flow: Many school districts are forced to issue Tax Anticipation Notes (TAN) to cover expenses during the first half of the fiscal year until the bulk of property taxes is collected in December and January creating a cash flow problem.  H4449 will move payment of funds from the state to a date “after January 1st.”  How will districts know how much money to anticipate and when it will be paid in time to arrange for a TAN that must be repaid by April 15?  
►Solution:  For budget purposes districts need to have an estimate of the amount of money the districts will receive by December 31st of the preceding budget year.  For cash flow purposes, the distribution method should be on a monthly basis as the state currently distributes EFA funding. 

2007 Action Item

2) CPI Plus Growth Inadequate: Under H4449, CPI plus population growth will not fund basic operations and state mandated teacher salaries.  Over the last decade, the CPI grew at 3.1 percent annually and the state’s population grew at 1.4 percent for a total of 4.5 percent.   For example, with a state-mandated teacher pay raise of 3 percent coupled with a step increase of 2 percent, a funding increase of 4.5 percent will be insufficient.  This does not include other necessary costs for schools to operate.  


Solution: The General Assembly must fully fund the SE average teacher salary and 
the growth formula to prevent shifting this cost to the business community and 
other taxable entities.

2007 Action Item

3)
Index of Taxpaying Ability: Allocation of funds through the EFA formula assumes a local match that requires a certain percent of local effort. Under this legislation districts will have diminished property assessments to make that match. The CPI and growth index may not provide enough funds to allow a district to make its required match on EFA dollars since there is no correlation between the distribution of one-cent tax money and the EFA formula.

Solution: For purposes of computing the index of tax paying ability, owner occupied property should be treated in the same manner as fee in lieu of agreements are currently treated.  

2007 Action Item

4) 
Poverty Weighting: The .20 poverty factor is a step in the right direction; however, the real amount of revenue proposed for poverty is insufficient.  It provides no substantial relief to poverty stricken districts.  Additionally, the state intends to increase the amount it currently funds each year by CPI plus growth formula and then carve out a portion of that money for paying the poverty weighting. This funding method would reduce all districts’ allocations and districts would not first “be made whole” as intended in the legislation.  

►Solution: Sufficient additional funds need to be allocated for poverty by increasing the .20 factor in H4449 and/or establishing and funding an EFA weighting for poverty sufficient to meet the need.  In addition to CPI plus population, the state needs to add funds to the balance to provide sufficient money for the 20 percent poverty weighting ensuring all districts receive, at a minimum, the CPI plus population. As it stands now, the 20 percent poverty weighting funds would be carved out of the funds designated to accommodate for growth and CPI in all districts across the state. 


2007 Action Item 

5) 
Growing/Declining Enrollments: The distribution formula provides a base amount of revenue for each district based on owner occupied property tax to be collected in 2006 and increases that base amount in subsequent years by the CPI and growth in state population based on WPU’s. Districts that grow in enrollment will experience a decline in the amount reimbursed per pupil while districts that lose enrollment will experience an increase in the amount reimbursed per pupil.

►Solution: The initial allocation to school districts for owner occupied property should be calculated as an amount per weighted pupil unit for each individual school district and then adjusted in subsequent years based on the change in weighted pupil units as reported on the 135th day from the previous school year.  Then that allocation should be increased each year by CPI and growth as provided for in legislation.


2007 Action Item

6) The $2.5 Million Allocation: The distribution of these funds on a county basis, as opposed to a school district basis, is inequitable. Of districts with similar needs across our state, some are receiving funds and others are not. Counties receiving less than $2.5 million in homeowner occupied taxes are eligible for funding. This method of distribution omits many districts that have been historically under funded, including two of the plaintiff districts in the current lawsuit. Because H4449 allocated replacement funding on a per district basis, this allocation should be consistent with that distribution. 

Solution: Increase the funding for this purpose to treat all districts with similar needs equitably so that each such district will receive at least $2.5 million. Allocate funds on a district basis rather than county basis. 

7)
Population Factor


Growth in the state’s population is determined every ten years by census and estimated for non-
census years. Student population is determined every year by student enrollment 
in schools. 


Solution: For purposes of computing population, use of student growth will provide more 
accurate data. 

Enrollment Growth 
At different times districts may find themselves growing significantly in enrollment. If districts levy the maximum amount of millage on businesses allowed (CPI + growth), that additional millage still may not generate sufficient revenue.

1) H4449 limits local districts’ growth in revenue to the CPI and growth in population. CPI and population growth only ensure sufficient funds, at best, to meet the same budget as the previous year in inflated dollars.  The law does not allow districts to grow their budgets to meet new program needs associated with student growth. 

2) School budgets in fast growing districts may grow at a faster rate than CPI and population because these districts have to open new schools to accommodate new students. Such districts may not have adequate funding to offset the expense of opening new schools in any particular year. This could create an undue burden on the business community.

Solution for Items 2 & 3:  The state should fund a formula and/or allow an exception to the local millage cap to provide for funding the operational costs for new schools (e.g. utilities, staff) and to fund new students.  This needs to go beyond the CPI and growth index allowed for in the law since growth index and CPI will not adequately fund a program when districts must build and staff new buildings. (Note: School Business officials to develop formula)

 Educational Excellence and Local Community Expectations: 

The ability to go beyond the basic state program has created top quality education in schools including lower class size, extended learning opportunities, foreign language programs, magnet programs, arts, athletics, AP, IB, Blue Ribbon Schools, and other nationally recognized programs.

The growth limits and revenue restrictions included in H4449 will make such excellence extremely difficult if not impossible.

1) All communities desire and students deserve excellent, state of the art educational programs and various opportunities for children.  School Districts will have no mechanism to fund these programs and opportunities thereby hindering the quality of education that our students will have.  Additionally, premier colleges and universities expect a certain level of education and courses taken. South Carolina students could be less competitive, and students’ admission could be hindered by lack of access to educational excellence
2) All school districts that are already beyond the state basic program or desire to be will have no way of maintaining or reaching beyond their current instructional level.  

3) Lack of excellence and deteriorating school districts will hinder economic development of the state. Especially impacted will be the ability to attract high tech, high-end businesses and corporate offices of many businesses whose management and employees want state of the art schools and educational programs. Such a move would ensure that South Carolina would continue to struggle to move up in national rankings.  The goal of being competitive in the new economy will be severely hindered 

Solution:  The state needs to fully fund an adequate educational program, updated annually, that will allow districts to meet the then current accountability requirements and provide necessary modern educational programs and to devise a way for local districts to fund beyond that base program.


Legal Issues

1) The amount of money distributed to each school district through H4449 is not based on an equal amount per pupil but is, instead, only a replacement amount for millage levied in each school district on owner occupied property.  A comparative analysis of the dollar per student distribution by school district will show the broad range of inequity.
Solution: Determine the base cost per pupil in state funding, allowing for a local match, necessary to educate students to the required level and fund each district by weighted pupil unit including the 20 percent poverty at that cost per pupil.  

2) With the H4449 allocation method, districts with lower local tax effort will never have an opportunity to increase their local tax effort leaving them permanently funded inequitably under this legislation.
Solution: Determine the base cost per pupil in state funding, allowing for a local match, necessary to educate students to the required level and fund each district equally by weighted pupil unit including the 20 percent poverty at that cost per pupil.
Business Impact 

1) Strong economic development requires strong public schools.  A healthy relationship between the school and business communities must exist. With the passing of this legislation, there is now no correlation between homeowners and growth in millage for school operations (tax growth). Taxes are shifted from homeowners to businesses and other six percent property. It assures that any future school operating tax levied at the local level will impact only the six percent and business property group, not owner occupied homes. Local business support for public schools will be compromised.

2) H4449 puts at risk the state’s and county’s ability to attract and retain small businesses.  Small businesses will pay a greater share of future property tax increases. They will bear the brunt of any tax increases in the future. This unbalanced burden of property tax increases on small businesses will create a wedge in school and business relationships, thus harming local support for public schools.

Solution for Items 1 and 2: The General Assembly must establish a method for funding public education that is consistent with the changes in the 21st century economy and results in a balanced state tax policy for citizens and businesses.  

Facilities/Bonded Indebtedness:

Currently there is no ongoing state level mechanism for funding school buildings. Local districts are responsible for securing the funds to build schools through referendum and/or eight percent debt limit.  Modern facilities are essential to a quality, modern educational program and excellence in academic achievement. Up-to-date facilities and work environment are also important in recruiting and keeping excellent teachers.

2007 Action Item

1) The 15 percent cap on growth and assessments further erodes the current 8 percent debt limit available for schools to address capital needs by suppressing the real value of property. The 15 percent cap on growth in assessments over a five year period will impact the amount of bonds school districts can sell under their eight percent bond limitation and is a serious problem for all districts and especially for growing districts. A 15 percent cap ensures that overall growth in assessments in any five year period will be at some rate less than 15 percent since all property assessments will not increase at a rate equal to or greater than 15 percent in any five year period. (Any property that grows more than 15 percent in assessments will be rolled back to 15 percent, some property will not grow at all and some property will lose value.)

2)  H4449 may impact the ability of school districts to sell bonds. As Moody’s has already stated, this could potentially affect the state’s bond rating and local school districts’ bond ratings.

►Solution: Regardless of the 15 percent cap, the state should establish a funding mechanism for school buildings. A state school building infrastructure bank is one mechanism that would allow the state to sell revenue bonds for school districts to lend on an appropriation basis to build and finance schools.  Other infrastructure bank models impact the state’s borrowing capacity as well as local districts’ borrowing capacities.

The state should increase the eight percent debt limit imposed on school districts to no less than 15 percent. A minimum of 15 percent will still not meet the needs of many districts.  The current eight percent limit has been in place since the early 1980s.  Before 1982 each school district had its own debt limit.  (See Section 10, Article 15 of the State Constitution)

All of this needs to be addressed in separate legislation.
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