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Introduction

The South Carolina Association of School Administrators recognizes the challenges that face not only your committee but also the entire legislature. Educational funding is complex and we commend you for acknowledging its complexity and for taking the time to study it.

We appreciate your willingness to listen to us. We submitted recommendations to you already on two parts of the educational funding puzzle: Maintenance of Effort (See Attachment 2) and Index of Taxpaying Ability (See Attachment 3).

The South Carolina Association of School Administrators is submitting this report to you, the Senate Education Funding Committee, for consideration as you begin to consolidate your thoughts and decide just what steps to take next. We present these ideas in the hope that, together, we can seek solutions for the tough issue of educational funding and create an up-to-date educational funding system that will enable us all to reach the goals that we have set for the future of all South Carolinians.

There are some things that need to be addressed immediately and some things that need to be addressed deliberately, carefully and over the next year or two. For discussion, we will call those Action Step One and Action Step Two and we will propose recommendations for each of these action steps on the following pages.

ACTION STEP ONE

Take action in the upcoming 2007 legislative session to address the most essential issues regarding the impact of Act 388 (H4449) and accompanying adjustments on the Education Finance Act of 1977.
Each time a school district updates a board policy that policy change often affects other areas of the school district in unexpected and unintended ways. We then find that we need to make adjustments in other policies or other areas in order to get the results we intended in the first place when we made the policy change.

We see that same thing happening with Act 388. The legislature’s goal of providing property tax relief has had some unintended and unanticipated impact on school districts including the Education Finance Act (EFA) of 1977 that provides school districts with the base funding on which we operate.  Attachment 1 details the concerns regarding Act 388. The format used is to identify the concern followed by a suggested solution. Items for immediate action are identified.

ACTION STEP ONE — Part One

For instance, there are three areas affected that apply to all school districts. These are the areas of budget planning and cash flow; inadequacies in the CPI plus growth factor; and index of tax paying ability.

Budget Planning and Cash Flow
Counties collect most of their property taxes in December and January. This creates a cash flow problem for many school districts. They already find themselves forced to issue Tax Anticipation Notes (TAN) to cover district expenses during the first half of the fiscal year until the bulk of property taxes is collected in December and January.

Act 388 moves the payment of property tax funds from the state to school districts 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, school districts need to receive an estimate of the amount of money they will receive. They need to receive this estimate by December 31 of the preceding budget year.


For cash flow purposes, the state should distribute the money on a monthly basis as it currently distributes EFA funding. If that is not possible, then 90 percent of the current property tax relief money should be paid on December 1 as a minimum.

Inadequacies in the CPI Plus Growth Factor
Under Act 388, the CPI plus population growth factor will not fund basic district operations and state-mandated teacher salary increases.

Over the last decade, the CPI grew 3.1 percent annually. The state’s population grew 1.4 percent.

The CPI plus population growth factor would then be 4.5 percent.

The state has committed to moving teacher salaries toward the southeast average. If the state mandates a teacher pay increase of three percent, it has this effect on a school district. The district must increase its current certified salary scale by three percent. Teachers also receive a year of service credit or step (usually around two percent). The state-mandated teacher pay raise coupled with the step increase actually increases each teacher’s pay by five percent. Thus, the CPI plus population growth factor of 4.5 percent would be insufficient to fund the salary increase and would provide no room for growth in other costs necessary to operate schools e.g. utilities, supplies, and other related purchases.

Solution:
The General Assembly must fully fund state-mandated teacher salary increases as it moves toward the southeast average teacher salary and fully fund the growth formula. If not, districts will be forced to shift this cost to the business community and other taxable entities.

Index of Taxpaying Ability
The EFA formula requires that district’s contribute a portion of local revenue to the base student cost set by the legislature. The portion is determined by the index of taxpaying ability or the value of ALL taxable property in the school district (including owner-occupied property) as compared to the total value of all taxable property in the state. It represents that district’s fiscal ability to pay in comparison to other school districts in the state. Since owner-occupied property is no longer taxable by school districts for the purposes of calculating their match, the state should exclude that property from the index.

Thus, school districts with significant fiscal capability receive less state money per pupil than districts with less significant fiscal capability. On average, the EFA formula provides that the state furnish 70 percent of the support while local districts provide the remaining 30 percent.

Under Act 388 as it stands now, districts will still be required to make that 30 percent match based on the index of taxpaying ability that includes legal residence property (owner-occupied property) that is no longer taxable for school operations.

As we discussed earlier, over the last decade the CPI grew 3.1 percent annually. The state’s population grew 1.4 percent. The CPI plus population growth factor would then be 4.5 percent.

That 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 way Act 388 distributes the one-cent tax money and the EFA formula.

Solution:
All legal residence property (owner-occupied property) should be taken out of the index of taxpaying ability formula since owner-occupied property no longer generates local revenue for school operating purposes. (See Attachment 3)

ACTION STEP ONE — Part Two

Four areas affect some but not all school districts. These areas deal with equity and are the areas of the .20 poverty weighting factor, districts with growing or declining enrollment, the $2.5 million allocation, 

.20 Poverty Weighting Factor
Act 388 includes a .20 poverty-weighting factor based on a student’s free and reduced meal status. This is a step in the right direction. However, the amount of revenue generated by a .20 poverty weighting is insufficient and would provide no substantial relief to poverty-stricken districts.

Act 388 also requires the state to take the money needed to pay the poverty weighting from the whole amount of money it funds each year after it applies the CPI plus population growth factor. Taking this money from the money applied to CPI plus population growth factor, in affect, ensures that no school district will be funded as it previously was. No district will be made whole.

Solution:
Sufficient additional funds need to be allocated for poverty by increasing the .20 factor in Act 388 (H4449) and/or establishing and funding an EFA weighting for poverty sufficient to meet the need.


In terms of allocation in Act 388, if the state allocated additional funds to the balance after applying the CPI plus population growth factor, this would ensure that districts receive, at a minimum, the CPI plus population.

District with Growing or Declining Enrollments
Act 388 sets a base amount of revenue for each district based on the amount each county allocated each district based on the county’s 2006 property tax collection. It then increases that base amount each year by the CPI plus population growth factor with the additional increase to be distributed based on each district’s weighted pupil units.
If unchanged, this formula penalizes districts with growing enrollment by lowering the amount reimbursed per pupil. The base amount of revenue does not grow as enrollment grows so each weighted pupil unit is worth less.

On the other hand, if unchanged, this formula rewards districts with declining enrollment by increasing the amount reimbursed per pupil. Again, the base amount of revenue does not decline as enrollment declines so each weighted pupil unit is worth more.

Solution:
The state’s funds allocation formula should change.


Instead of leaving the base amount of revenue for each district unchanged from year to year except for adding the CPI and population growth index, the state should adjust the base amount of revenue to reflect a district’s growth or decline in enrollment.


It could do this by predetermining the amount per weighted pupil unit for each individual school district. Then, the state would adjust the base amount of allocation in subsequent years based on the change in weighted pupil units as reported on the official, audited 135-day average daily membership report from the previous school year. That adjusted allocation would then be increased each year by CPI and growth as provided for in legislation.
The $2.5 Million Allocation
Act 388 provides $2.5 million per county in an attempt to help districts that historically have been under funded. Counties receiving less than $2.5 million in legal residence property (owner-occupied property) taxes are eligible for additional funding. However, distributing these funds on a county by county basis as opposed to a district by district basis does not accomplish what legislators intended and creates further inequities.

If you look only at counties receiving less than $2.5 million in legal residence property (owner-occupied property) taxes, many districts that historically have been under funded (including two of the plaintiff districts in the current funding lawsuit) would be omitted.

Since Act 388 allocates replacement funding on a per district basis, it should also distribute these funds on a district-by-district basis instead of a county-by-county basis.

Solution: The state should increase the amount of money allocated for this purpose, allocate funds on a district basis rather than county basis and treat all districts with similar needs equitably.

ACTION STEP TWO

Take the next two years to develop a comprehensive long-range plan of educational programming and funding including a revised, up-to-date funding model.

Your committee has asked various people and organizations for their input regarding the effectiveness of our current Education Finance Act funding model, the affect of Act 388 on our current Education Finance Act funding model and recommendations for changes.

The Education Finance Act (EFA) of 1977 provides school districts with the base funding on which they operate. It was designed to provide funding to local districts while considering the differences in districts’ financial ability to support the education needs of their students and requiring districts to provide a local match. This concept was based on the idea that educating students was a shared responsibility between the state and local communities.

In the last 29 years, our educational system, our state and our world changed. Three things changed educational funding the most: the erosion of the Education Finance Act, funding based on 20th century conditions, and changing laws.

Erosion of the Education Finance Act

Dr. Bill Gillespie, chief economist, said recently that the Education Finance Act for last fiscal year (2006) provided approximately 19 percent of total school revenues and 48 percent of total state revenues.

Since 1977, South Carolina has addressed changing program needs and funding needs in a series of separate legislative actions and allocation changes. Although good legislation, this piecemeal approach to education programming and funding has resulted in an increased layering of educational programs and funding that are more and more difficult to coordinate, understand and communicate.

Funding Based on 20th Century Conditions

The Education Finance Act has not only been eroded but it is based on 20th century conditions of almost 30 years ago. The EFA has not kept pace with 21st century educational expectations and requirements especially as related to the base or foundation program or to the funding of “base student cost” and to other funding sources such as EIA, EAA, etc.
Changing Laws

New state laws such as Act 388 and national laws such as No Child Left Behind Act have changed the landscape of educational funding.

Since 1977, various aspects of the property tax system have changed which alter the statewide system of property tax assessment. Since counties may negotiate reductions in assessment ratios, grant exemptions, exclude school districts from manufacturing, commercial and business tax bases; and create other differences from county to county, provisions must be made to ensure that these actions do not invalidate the EFA’s premise that a uniform statewide system of property tax assessment exists.

What’s Next?

Although the erosion of the Education Finance Act, funding based on 20th century conditions, and changing laws have drastically changed education funding, this does not mean that the Education Finance Act as an approach to funding doesn’t work. However, it does mean that the EFA needs adjusting and updating. In fact, it may be time to reconsider our overall approach to funding preK–12 education and to devise a new system based on more up-to-date approaches.

Changes such as these, the complexity of educational funding, its relationship to overall tax policy and the importance of an effective educational system to South Carolina’s future all add up to an urgent need for a comprehensive long-range plan for South Carolina’s preK–12 education programming and educational funding model.
Now is an excellent time to develop a comprehensive plan and an updated financial model. Your work this year can form a basis for the plan’s development.

As we stated earlier, there are some things that need to be addressed immediately and some things that need to be addressed deliberately, carefully and over the next year or two. You can move now on the items we outlined in Action Step One. You can continue the work you’ve begun and, in a year or two, end up with a well thought out, updated education funding model that could take South Carolina into the future.

The important thing is that we pull all of this together, update our data and research on current funding models, and think comprehensively.

Our vision of what we want our students to be as 21st century graduates should drive our next steps. We should develop a long-range, comprehensive plan based on the following principles:

1. Guarantee each student in the public schools of South Carolina that he/she has educational programs and services available that meet his/her needs and enable him/her to achieve the objectives for high academic achievement required by the EAA. These programs and services are substantially equal to those available to other students with similar needs regardless of where that student lives or his/her economic status.

2. Provide a realistic means of computing the cost of public education that is aligned with the mandates of current state law and with the state-imposed student performance standards and expectations. This “foundation program” should consist of programs and funds necessary to meet the accountability program, AYP and other essential programming for 21st century graduates.

3. Add a provision that enables local districts to support excellence and individual community expectations and that provides districts with the ability to go beyond the state “foundation” or minimum program or to meet the unique problems of rapid growth.

4. Ensure an educational program that supports economic development, attracts high-end companies and increases the per capita earnings of our citizens.

5. Complete a review of overall tax policy and work toward a balanced and stable funding method that includes local taxing authority and partnership.

6. Review all state-funded categorical aide programs such as transportation, textbooks, adult education and other programs to ensure that they are adequately and equitably funded for all school districts.

7. Add provisions for the funding of facilities through an infrastructure bank available to all districts and for additional financial assistance for poverty districts.

8. Make sure that tax dollars spent in public schools are utilized effectively and efficiently in achieving the goals of the state and district.

9. Establish a reasonable implementation schedule for the long-range plan with a recommended schedule of review of the plan and its funding model.

10. Appoint a Blue Ribbon Committee of stakeholders charged to develop a preK-12 comprehensive educational plan and funding model with an accompanying implementation schedule.

We recognize that this is a large undertaking that will take time. With that in mind, we propose a time table like this.

1.
By January of 2007, appoint a Blue Ribbon Committee to:

· Define an education program for preK–12 that could achieve the state’s Education Accountability Act standards, help districts meet federal Adequate Yearly Progress requirements and address students’ needs for the 21st century.

· Research funding models and tax policy.
We are aware that groups have done studies in the past. However, at this point most of those studies would need to be updated in light of the standards-based education program South Carolina is currently using and other changes in laws and tax policy.

Many states are moving to a standards-based funding model as they update their education funding model.

Specific to the Education Finance Act, the committee would need to study all components of the EFA such as Base Student Cost, Weighted Pupil Units, Local Match, Index of Taxpaying Ability and Sources of Funding. The committee would review the relationship of the distribution of funds through the EFA formula, coordinate programming across the spectrum and ensure equity among school districts in the state.

In addition, the Education Accountability Act, Education Improvement Act of 1984, lottery funding and other earmarked funds should be reviewed to ensure that allocations accurately reflect program mandates and to determine how they best coordinate programmatically.

· Develop a proposed model of education programming and funding.

· Devise a time line for implementation (Phase in plan over ___ years).

· Recommend a cycle of review.

2.
By June of 2008, the Blue Ribbon Committee recommends a model(s) for submission to the Senate Study Committee.

3.
Senate Committee develops legislation.

4.
Target legislation in 2009 to begin phase in implementation. 

Summary

We are asking that the Senate Education Funding Committee consider taking immediate action on the most critical areas as defined in Action Step One and initiate the development of a long-range comprehensive plan as outlined in Action Step Two.

We have taken this approach because educational funding is too complex to be overhauled within several months.

We believe that reasonable steps can be taken to help us implement Act 388 this legislative year — buying time for completion of a comprehensive long-range plan.

We believe that more major changes require careful thought and deliberation by many to position South Carolina for the long term and to avoid unintended consequences.

If you choose not to organize a Blue Ribbon Committee and develop a long-range plan for the education future of South Carolina, but to proceed with short-term changes in the upcoming legislative session, we reserve the opportunity to present to you a full model over the next few months.

Thank you.
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