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The South Carolina Association of Counties supports reforms to the maintenance of local effort formula in SC Code §59-21-1030. Since the time this formula was adopted, the education system and circumstances have changed, there have been numerous changes in the law in other code sections which affect the operation of the maintenance of local effort formula which make it dysfunctional. 

It is apparent from the Committee’s information that the waiver process could use revision. Allowing a waiver for more than two consecutive years and add a more general waiver ground which would cover the EAA problem discussed earlier and possibly other situations. SCAC supports these changes.

Attached is a proposed amendment which adds a subsection B and C to §59-21-1030. The remainder of the testimony will relate to that proposal. The formula should at least be made realistic in terms of making it more transparent and logically consistent. 

Subsection B of the attached proposal, defines “noncapital programs” as the term is used in existing statute to eliminate non-instructional expenditures and deletes capital items which may be funded in the operational budget of a district. It makes no sense to apply the maintenance of local effort formula to expenditures which relates to items such as physical plant or any other item which is not directly tied to classroom instruction. The change in subsection B also seeks to eliminate capital expenditures which are put into the operational budget and may appear only one time.

Subsection C of the proposal seeks to change the mechanics of the formula. Instead of relying upon revenues per pupil, the language uses the appropriated figure from the budget which was debated and voted on in public. The current formula does not allow the average citizen to understand what the benchmark per pupil amount is from year to year. The effort per pupil would be a known quantity from the time the budget was adopted. Using revenue per pupil artificially inflates the figure because of one time revenue collections.

The second change in the formula is to reconcile the estimated average daily membership (ADM) which must be used in the budgeting process with the actual attendance figures occurring during the year of the adopted budget. Currently, there is no way to reconcile the expenditures per pupil made in one year when the projected number of students does not materialize or outstrip the projection. This change would, in essence, have the school district adopt a level of instructional operating appropriation per pupil and maintain that instructional operating appropriation per pupil from year to year.

SECTION 59-21-1030. Level of financial effort per pupil required of each school district; application for waiver. 

A) Except as provided in this section, school district boards of trustees or any other appropriate governing body of a school district shall maintain at least the level of per pupil financial effort established as provided in fiscal year 1983-84. Beginning in 1985-86, local financial effort for noncapital programs must be adjusted for an inflation factor estimated by the Division of Research and Statistical Services. 

Thereafter, school district boards of trustees or other governing bodies of school districts shall maintain at least the level of financial effort per pupil for noncapital programs as in the prior year adjusted for an inflation factor estimated by the Division of Research and Statistical Services. The county auditor shall establish a millage rate so that the level of financial effort per pupil for noncapital programs adjusted for an inflation factor estimated by the Division of Research and Statistical Services is maintained as a minimum effort. No school district which has not complied with this section may receive funds from the South Carolina Education Improvement Act of 1984 Fund. School district boards of trustees may apply for a waiver to the State Board of Education from the requirements of this section if: 

(1) the district has experienced a loss in revenue because of reduction in assessed valuation of property or has had a significant increase in one hundred thirty-five average daily membership; 

(2) the district has experienced insignificant growth in revenue collections from the previous year; 

(3) the district has demonstrated for one year that it has achieved operating efficiencies and all education requirements are being met; 

(4) a midyear revenue shortfall results in a reduction of funds appropriated in accordance with Chapter 20 of Title 59 (The Education Finance Act). A decline in the measured academic achievement of the students must immediately cause the State Board of Education to void all waivers provided under this section and make the district ineligible to apply for any waivers under this section for two consecutive years. If the decline in student achievement occurs, the district shall revert to the minimum effort requirement, adjusted for the prior years inflation factor. Waiver (4) does not apply to funds needed to meet the Minimum Salary Schedule for teachers in South Carolina. A school district is eligible for an annual renewal of the waiver provided the district meets one of the above criteria and meets the minimum effort requirement of the previous year and at least the minimum required effort of the Education Finance Act. 

B) For the purposes of this section “noncapital programs” means direct instructional programs regardless of whether the appropriation is in the capital or operational portion of the budget. No capital expenditure for items such as buildings, fixtures or noninstructional equipment is to be included in the noncapital programs figure, regardless of its placement in the operational portion of the school district budget. The State Department of Education is authorized to promulgate regulations to further define the term “noncapital programs.”
C) For the purposes of this section “level of financial effort per pupil” means the appropriated funds from the previous fiscal year divided by the estimated average daily membership for the previous year. The budget adopted by the school board must contain a notation setting forth the estimated average daily membership used in formulation of the budget. 

Section 59-21-1030 Millage Driver

The effects of the millage driver formula are best understood by walking through a simplified calculation of the minimum local effort formula found in §59-21-1030.

How it is calculated
STEP 1, Arrive at the previous year’s Local Effort per pupil:

$2,000,000 (Year 1 Revenue) / 2,000 (Year 1 Actual # of pupils) = $1,000 (Year 1 Local Effort per pupil)

STEP 2,  Adjust previous year’s Local effort per pupil by the inflation factor:

$1,000 (Year 1 Local Effort per pupil) x 1.022 (inflation factor of 2.2%) = $1,022 (Year 2 Local Effort per pupil)

STEP 3. Adjust the inflated Local Effort per pupil for anticipated number of students for the coming year:

$1,022 (Year 2 Local Effort per pupil) x 2020 (Year 2 Estimated # of pupils) = $2, 064,440 (Year 2 Local Effort)

What are the structural flaws in this formula?
• Local Effort is calculated using the previous year’s revenue, instead of the appropriated amount. The exact value of a mill is not known when the budget is passed in June. The reasons include: unknown collection rate for bills issued, business personal property files received from DOR contain estimated values for personal property, and late amendments to industrial and commercial filings, and valuations on appeal. As a result, prudent tax officials will hedge the value of the mill slightly below what it is ultimately expected to be in order to avoid a shortfall in funding the budget. This effect is particularly severe when large taxpayers such as Progress Energy in Darlington County appealed their valuation and paid an 80% appeal bill and the value later is settled at more than 80% or when a new enforcement mechanism increases the collection of old delinquent taxes. Any amount of tax revenue that comes in over the appropriated revenue figure then becomes part of the local effort which must be maintained, even though it was not budgeted or relied upon to provide any services. 

Example to illustrate the failure to use appropriated expenditures:
Year 1 school district budget is $1,000,000 
based upon estimated pupil attendance of 2000


in the budget the per pupil expenditure is $500    



[$1,000,000 divided by 2000 = $500 per pupil]

The Local Effort for Year 2's budget is calculated using the actual revenue collected of $1,020,000

The per pupil Local Effort then rises to $510.00 per pupil



[$1,020,000* divided by 2000 = $510 per pupil]

*This example assumes the collections were 2% higher than estimated to fund the $1,000,000 budget and that the inflation factor applied to the per pupil expenditures is 0.0%

The Year 2 budget must then be $1,020,000 - if the Year 2 estimated pupil attendance is again 2000. 


[ $510.00 per pupil x 2000 est. pupils = $1,020,000 ] 

Resulting in a 2% increase over the Year 1 budget.

• The estimated pupil count used in local effort calculations are never corrected for actual attendance. In calculating the local effort per pupil for the coming year it is necessary to use an estimated pupil count. However, that estimated pupil count used in calculating the required local effort is not corrected before the calculation of the next year’s level of Local Effort which is required to be maintained. The benchmark for the following year is increased if all the estimated pupils do not materialize.

Example to illustrate of failure to  to correct estimated pupil counts:
Year 1 school district budget is $1,000,000
based upon estimated pupil attendance of 2000


in the budget the per pupil expenditure is $500    



[$1,000,000 divided by 2000 = $500 per pupil]

The Local Effort for Year 2's budget is calculated using the actual attendance of 1950.

The per pupil expenditure then rises to $512.82 per pupil



[$1,000,000* divided by 1950 = $512.82 per pupil]

* This example assumes the revenue collected is exactly the budgeted amount of $1 million and that the inflation factor applied to the per pupil expenditures is 0.0%

The Year 2 budget must then be at least $1,025,640 - if the Year 2 estimated pupil attendance is again 2000.


[ $512.82 x 2000 est. pupils = $1,025,640 ] 

Resulting in a 2.5% increase over the Year 1 budget.

An example showing the combined effect of the previous two items:
Year 1 school district budget is $1,000,000
based upon estimated pupil attendance of 2000


in the budget the per pupil expenditure is $500    



[$1,000,000 divided by 2000 = $500 per pupil]

The Local Effort for Year 2's budget is calculated using actual attendance of 1950 and  actual revenue of $1,020,000.

The per pupil expenditure then rises to $523.07 per pupil



[$1,020,000 divided by 1950 = $523.07 per pupil]

* This example assumes that the inflation factor applied to the per pupil expenditures is 0.0%

The Year 2 budget must then be at least $1,046,140 - if the Year 2 estimated pupil attendance is again 2000.


[ $523.07 x 2000 est. pupils = $1,046,140 ] 

Resulting in a  4.6% increase over the Year 1 budget.

