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FOREWORD

Education, among all the purposes of state and local governments,
occupies a singularly important position. This importance is founded
upon a fundamental tenet of our society embodying a strong belief in
equal opportunity for every citizen. A cornerstcne for the personal
and social construction of this tenet is equality in public eucation,
and the growing complexity of our day underscores the essential role
of education in providing equal opportunity in every sphere of indi-
vidual promise and achievement.

During the year since equalitv ir public school education in Texas
was called into question by the Federal court in Rodriguez v. San
Antonio because of its method of financing, a concerted effort on

the part of many organizations has been devoted to an examination of
this issue. Serious attempts have been made to develop a better way
to finance Texas publiz schools in order to provide more equality in
the education of the state's youth. The Texas Advisory Commission on
Intergovernmental Relations has been active in coordinating this work
as requested by Governor Preston Smith in January 1972.

The Commission believes that members of the Legislature and the citizens
of Texas should be provided a report, as the Sixty-third Session begins,
which puts into perspective the questions and problems before the state
in resolving the issue raised by the Rodriguez case and which examines
the solutions thus far offered. The Commission, therefore, is presenting
this report in the hope that it may aid the state in action to improcve
equality in public school education and, thereby, to improve equal
opportunity for all Texas children.

The report contains the conclusions and recommendations of the Commission.

Its preparation was the responsibility of N. David Spurgin, Director of
Public Finance for the Commission, with assistance from Paulette Alexander.

Austin, Texas Tom J. Vandergriff
January 1973 Chairman
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INTRODUCTION

In December 1971, public school education in Texas was confronted
with the most serious challenge for reform since the historic Gilmer-
Aikin report of 1948. The District Court decision in the case of
Demetrio P. Rodriquez, et al., v. San Antonio Independent School Dis-
trict, et al. required the state to develop a new system for financ-
ing public elementary and secondary education and to implement this
system within two years. The timetable for compliance indicated that
every effort had to be made during 1972 to utilize the fuli resources
of state government and public education organizations to prepare

for consideration of a new pub11r schoo] finance system by the 63rd

‘ Leg1s1ature Lh15 year.

Severa] committees auLhor1zed by the €2nd Leg1s1ature 'to deal with
~topics related to public scheols, including financial matters, were’
appointed about the time of the Rodriguez decision. The State Board

of Education -announced its intention to undertake a broad study, and.
‘various other .groups announced intentions -to address the subject of
public school finance in some way. In January, Governor Smith requested
‘the Texas ‘Advisory Comm1ss1on on Intergovernmental Relations to accept
" a coordinating role -and to ,ac111tate a .cooperative approach to the

" study efforts uh1ch were needed as. a resu]t of the odr1gue7 dec1s1on

In. response to th1s request the Adv1sory Comm1ss1on organ1zed and .
hosted.a series of meetings of governmental and public education groups
- interested in the deve1opment of plans to reform the state's system -
of ‘public school finance. *These groups included the Texas Education

- " Agency, Special’ Senate .Interim Committee to Study Public School Finance,- -

.+ House Committee on Public School Finance,- Leg1s1at1ve Property Tax -
" Committee, TeXas State Teachers Association,: Texas Assoc1at1on of o

‘ ,Schoo] Boa,ds and the - Texas Research League

e At the 1n1t1a1 meet1ng 1n Narch there was genera] agreement that in.
‘;Lorder to develop new plans, espec1a11y if these plans were to comp]y
_with the Rodriguez decision, accurate measurement of-the property.
wealth of the state was needed. The groups dev1sed a three phase

l,p1an which' ca]]eo for: . : -

(1) col]ect.on of the best current 1nformat1on available on assess-
ment ratios and calculation of the total market value of
_property on the tax roll of each school district;

(2) supplementation and improvement of the data thus deve1oped
by conduct of a statewide assessment ratio study using the
U.S. Burgau of the Census; and

(3) development of a permanent measuring system in Texas.




Phase 1 was initiated immediately, and results were published.in Sep-
tember by the Texas Education Agency on behalf of all the study groups
in the report, "Preliminary FEstimates of 1970 Market Value of Taxed:
Property of Texas School Districts.” The figures .in the report were
noted to be preliminary and useful only for planning purposes. They

 have been updated as further reliable data have become availehle from
local districts. -

Planning for Phase 2 was also initiated, and a request was made to

the 3rd Called Session of the 62nd Legis]ature for funds to conduct

a statewide assessment ratio study in cooperation with the II.S. Census
" Bureau. Mo apprepriation was made for this purpose 6ur1ng the short

special session. _

Draft 1egis]ation te authorize anrnual studies to determine'the value
of Tocal Texas school district property was also considercd and is
the subject of one of the recommendaticns of the fdvisory Comm"ss1on
in this report. : _ _ o

By late July, joint attention was turned to a basic outiine of the
questions which needed to be addressed in the various studies. At a .-
meeting. in August, representatives -of the finance study groups agreed
‘to work toward coordinated-completion of stud1es in progress and those
added on the bas1s of Lhe out11ne :

B At meet1nrs in oeptember and October, draft reports orepared in each-
of the fo11ow1ng areas were rbv1ewed by study group representat1ves

- (1) eva]uat1on of present pub]wc edurat1on services, by the Texas  ©
' VEducat1on Agency; :

(2) a statement_of the legal requirements of the Podriooezjdecil
"~ sion, »bv the Advisory Commission staff; - .

o (3) a def1n1t1on of 1oca1 control, by_the Texas Association of
chhool Boards: ' '

- (4) statement of population to be served and types of services
to be offered, by the Texas Education Agency; and

(5) a preliminary study of the ability of the state to support
© " education, by the Office of Information Services.

At the October meeting, also, the staff of the Senate Committee reported
on the alternatives which had been developed in 1ts research.

The report of the Committee on Public School Finance of the State Board
of Education and the proposed plan of the Texas State Teachers Asso-
ciation formed the basis for a lengthy and detailed discussion at the
meeting of the study groups held in Hovember. On December 1, 1972,

the chairmen of the committees and hoards met to discuss tho1r respec-
tive proposals and views and to consider further coordination requirements.




As the work begur by the study grcups wow-moves into the arena of
legislative policy- mak1nq, the fdvisory Commission offers this report
as one of the points of reference from which the Governor and Members:
~of the 63rd Legislature may begin the difficult process of deliberat-
ing and adopt1ng a new p1an for pubTic schoo] finance in Texas.



THE RODRIGUEZ CASE

The case of Demetrio P. Rodriguez, et al. san Antonio Independent School
District, et al. is one of a number o1 rases in recent years in which
the public schoo! finance systems of several states have been challenged
for al1egedly denying equal educational cpporfunity £1though preceded
by Serrano in California and Van Dusartz in Minncsota, the Podriguez
case is the first to be appealed to the ‘upreme Court of the Lnited
States on the specific legal crounds involved in these cases. Rodriguez
has become, consequently, rat onlv an important Texas school finence
case but a landmark federal -ese which, if upheil, will profouncly
affect public school educatior anc state and locel qovernment firance
throughout the nation.

Development and Status of the (ase

The Rodriguez suit was originally filed in July of 1968 in United States
District Court in San Antonio. Action in the case was delayed by the
court in 1969-70 because revisions to the state's system for financirg
public schools were then under consideration by the Texas Legislature.
When reform through the Legislature failed, additional arguments were
heard, and on December 23, 1971, the court rendered its decision.

In declaring the Texas system of public school finance unconstitutional,
the District Court granted a stay of two years, until December 23, 1973,
for the state to take corrective action.

The Attorney General of Texas appealed the decision of the District
Court to the United States Supreme Court in February 1972, and in June
the high court aarezc¢ to hear the appeal. Arguments were presented

in October, and a decision is now awaitec.

The District Court Decision

The District Court found the Texas system of public school finance
unconstitutional because it

"discriminates or the basis of wealth by permitting citi-
zens of affluent districts to provide a higher quality
of education for their children, while paying lower
taxes...[and, therefore, denies] equal protection of
the laws under the Fourteenth Amendment to the United
States Constitution by the operation of Article 7,
Section 3 of the Texas Constitution and the sections
of the Education Code relating to the financing of
education, including the Minimum Foundation Program."



The kind of situation which in the mind of the court warranted such-

a conclusion was illustrated by & comparison of taxes and revenues

between two local school districts in Bexar County. The Edgewood
~Schoo® district in the 1268 scheol year raised only $21 per student

from Tocal property taxes compared to $307 in the neighboring district

of Alamo Heights despite a much higher effective tax rate in the Edge-

wood district. The court noted: :

"Nor does State financial assistance serve to equalize
these great disparaties. Funds provided from the com-
- bined Tocal-state system of financing...ranges from
$231 per pupil in Edgewcod to $543 per pupil in Alamo
Heights... For poor school districts education financ-
ing in Texas is, thus, a tax more, spend less system.
The constitutional and statutory framework emp]oye
by the State in providing education draws o1sl retion
between groups of citizens depending upon the wealth
of the district in which they Tive."

The court found this distinction, based az it is upon local school
district property tax wealth, to be unconstitutional. The court stated
. that a proper remedy to this cons*itutional fault in the Texas public
"schoot finance system cculd be uny one of a variety of new systems
which "does not make the qua®ity of public education a function of
wealth other than the wealth of the state as a whole."

Key Elements of the Decision

The court did not declare unconstitutional the use of local property
taxes to finance public school education. The court's decision does
seem to mean that Tocal property tax resources must not measurably
affect the total amount of educational revenues ava11ab1e per student
in any school district.

The decision would not appear to require absolutely equal spending

per student. Revenues might vary hecausé the state recognizes differ-
eces in educational neced among its public school students or because
of varying basic cost levels associated with school district size or
Tocation.

Un1form1ty of educational experience also is not required by the deci-
sion. Local control of curriculum, instructional methods and similar
matters is not unavoidably jeopardized by the decision. Differences

in the educational opportunities offered to public school students

in every school district in the state, however, cannot depend upon

the financial ability of individual districts to support these differences.

" The court's decision excluded consideration of federal educaticnal
aid in determining whether the state's school finance system is discrimi-
natory on the basis of wealth. The court Teft uncertain, however,




vhether capital facility firancing must be eoualized and whether tax-
payer equity would be required in any new public school finance svstem.

Alternative Approaches to Comply With the Decision

There are at least five different approaches to a new public school
finance system which would comply with the District Tourt's decision
in the Rodriguez case. :

1. Full State Funding. The state could pay 100 percent' of the
costs of public school education. . The local property tax :
might be retained to finance school facilities since the court's
decision may not require equalization of school district ability
to finance capital improvements.

2. State Grant System. The state could provide a grant of equal
amount per student or of varying amounts on the basis of pre-
determined differences in students' educational needs or,
possibly, on the basis of school district size or location.
In addition, the state would permit local district supplemen-
tation of this grant not to exceed a specified maximum per
student within the capacity of every district.

3. Equalizing State Aid. The state would provide aid to individ-
ual school districts in an amount which would, when added
to Tocal revenues required as a condition of eligibility for
state aid, provide equal revenues per student. Local supple-
mentation would either be prohibited, or a maximum per student,
again, within the capacity of every district, would be established.

4. Power Equalization. The state could guarantee that each dis-
trict could produce the same revenue per student from the
application of the same effective local property tax rate.
Districts with more than average wealth would probably be
required to remit tax.collections above a specified level
to the state for redistribution to below-average districts.

5. School District Reorganization. The state's school districts
could be reorganized in such a manner that each had approxi-
mately the same property tax base per student.

Other approaches might be possible, and some of those 1isted here could
be used in combination. The key to compliance with the District Court
decision is to preclude variations in local property tax wealth from
having a markedly different affect on school district revenues per
student. The decision prescrikbes no formula for this result.
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A REVIEW CF PROFGSED PLALS

Two of the three study groups develeping plans to revise Texas' system
of public schinol firance released proposals which were availahle 1in

time to be reviewes in this report. The Special Senate Committec's
actions earlier this rionth could not be analyvzec in time for this vreport.

On Movember 11, the Committee on Public Scheal Finance of the Siate
Board of Lcucation presented its plan for consideration by the full
State Board. A majority of Board members who met this month 1o consider
the Committee plan were sitting on the koard for the first fire, and
with a large new membership the Deavd elected to defer action ponding
further study.

The Committee to Study Public School Program and Finance of the Texas
State Teachers fAcscciation presented its plan to the TSTA Legislative
Committee in late October. The Executive Committee of the TSTA accepted
this plan and directed the Leaislative Cormittee to begin drafiing

the Tegislation recessary to implement it. As this legistation is

being preparad, the TSTA plan reviewed herein is subject to reconsidera-
tion and revision by both the Legislative and Executive commitiecs.

Current Public School Financing

Public elementary and secondary ecucation in Texas cost approximately
$2.1 billion in total federal, state and local funds in the 1870-71
school year (the latest year for which complets data are available).
When federal support of about $220 millier, spendina of bond proceeds
of £190 million and other costs of about $117 million are subtracted
from this total, public schon? operating cests of about §1.5 billion
emerge for the 1970-71 year.

School district operating costs fall into three cateaories: (1) per-
sornel, (2) consumable supplies and materials and equipment and (3)
student transportaticn. The Foundation School Program, the state-
guaranteed education program available in every Texas school district
(with special exceptions), is defined by an allccation plan which ceter-
mines the amount of revenues availakble to each district throuah this_
program for financing each category of cperating costs. The Foundation
Schoel Program preduced revenues cf over $1.0 billion to sunport these
costs in 1970-71. Reventes of local school districts in crcess of
Foundation School Program requirements, so-called "enrichment", accounted
for the balance of something under $500 miilion cevoted to public school
ecucaticn cperaticns in that year. Tt is with the finencing of public
scheol cpcrating costs that the two plans reviewed attempt to deal.



Equalizaticn of Pevenues

In the 1970-71 schnol vear, the averace operating expenditinre per stu-
dent in Texes public schonls was just over S600. Amonq schoel districts,
however, operating costs per student variad frem a low of Tess than

$300 to a hinh of avmest 06,600, In order to move toward eaualization

in this situation, three alternatives are possible. High per student
spending could be scalea back, requiring cistricts with such spending

to reduce personnel end other, 1elated expenditures. Low per student
spending could be increased, upward even to the level of the highest
expenditure district to achieve complete equalization. 2oth scalinu

back cf high spending and raisirg of Tow spending could be attempted

to achieve cither a uniform level or a much narrcwer range of differences
in spending than now exist. :

One means ¢f undertaking upward equalization is to modify the alloca-

tion plan cf the state-quarantecd program to include a higher percentage

of actua’ cperating costs. The degree of equalization achievad by

this method depernds upcn the extent to which the revised allocation

plan covers the crierating costs of districts with high expenditures

per student (as long as the potential for Tecal district supplementa-

tion of the state-guaranteed program keyend existing levels is disregarded).
Both the State [oard of Education Committee plan and the Texas State
Teachers Association plan utilize this method in attempting to achieve
greater equalization among school districts.

The following table compares selected elements from the allocation
plan contained in each proposal and the current Foundation Scheol Pro-
gram plan. Although the TSTA plan utilizes Average Daily Membership
(ADM) rather than Averace Daily Attendance (ADA), this table is based
on the conversion of ABM to ADA to facilitate comparison.

Comparisor. of Selected Elements
0f Allocation Flans

Current Foundation State Coar
Plan Element School Program Committee Plan TSTA Plan
1. Classroom Teachers
(Simplified)

Districts Size by MTA

Up to 102 | 1 per 21 ADA 1 per 21 ADA 7

110-444 1 per 24 RCA 1 per 24 ADA

110-190 8

191 or more : 1 per 22.4 ADA
Q "45 or more | 1 per 25 ADA 1 per 25 ADA

ERIC
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Currert Foundation State Doard
Plan Element School Program Committee Pian TSTA Plan

Program Adjiustment

AlTowance None ' None $53.50 per ADA
Compensatory Educa-
tion Allowance ‘tlone $100 per Title $75 per "educa-
I student tionally handi-
capped" student
Operating A1lowance $29 per ADA $120 -per ADA 15132.50 per ADA

Pay Schedule Increase  MNone None §700 per teacher

A review of the comparison reveals that the equalizing effect of the
TSTA plan probahly would be significantly greater than that of the State
Board Committee preposal. Reportedly, the State Board Committee plan
was prepared in an attempt to cover operating costs in districts with
about 50 percent of Texas public school students. The TSTA plan, on
the other hand, purportedly covers operating costs in districts with

80 percent of public school students. In other words, the State Board
Committee plan would presumably equalize operating revenues for up

to one-half of Texas' 2.5 million public school students while the

TSTA plan would equalize revenues for around gc percent (ignoring,
again, future enr1chwent potent1a1) S -

Because of the comp]ex1t1es involved in the app]1cat1on of each p]an

to the state's 1149 school districts, only an analysis of the results

of a district by district application of each‘plan will permit accurate
coenclusions about the exact effects of each pian.. Such an analysis
has not been possible for this report but is being undertaken by the
Texas Research League as a part of its public. school finance study
requested early last year by then Lt. Governor Ben Barnes and.by the
Texas Educat1on Agency with respect to the State Board Committee proposa1

\
3

| Methods of Financing

Under the Foundation School Program the state government and local school
districts share in the cost of the state-guaranteed education program
defined by the program's allocation plan.. The state pays approximately
80 percent of this cost, and local districts finance the other 20 per-
cent. The required contribution of each district is based, not upon

the cost of the program in the district, but upon the district's fis-

cal ability compared with that of every other school district as mea-
sured by the state, using the Economic Index-County Tax Roll approach.



The TSTA plan would continue a state-Tocal cost sharing arranaement

for financing the state-qguaranteed program. It would, however, increase
the lccel share to 20 percent of statewide Foundation Schecl Program
costs and reduce the state share to 70 percent. Since present enrich-
ment spending is funded primarily from local school property taxes,

the intent of this change is to utilize more of the revenue curvently
provided from this source to firance the redefined Foundation School
Program than a 20 percent local share would require.

The TSTA plan also would change the basis on which individual school
district fiscal ability is measured vrom the present Economic Index-
County Tax Roll approach to the full market value of district property.
Local districts would continue to be permitted to spend local funds

in excess of the Foundation School Program up to the legal maximum

tax rate limit of $1.50 per $100 of assessed valuatior. (Debt service
financing is included within this limit in numerous districts.)

In place of state-Tocal cost sharing the State Board Committee plan
would substitute a state grant system which would require no local
district contribution for financing the state-guaranteed program.
The present requirement of 20 percent local sharing would be phased
out by the 1976-79 school year according to the following schedule:

School Year Local Share (%)
1973-74 20
1974-75 17
1975-76 13
1976-77 10
1977-78 6
1978-79 iy

The amount of the state grant which would be provided each Texas school
district when the plan was fully effective in the 1978-79 year would

be determined by the allocation plan in the State Board Committee's
proposal. Local districts would be able to supplement the state grant
from local school property taxes on an unrestricted basis within the
present maximum tax rate 1imit (including debt service where applicable).

Meeting the RODRIGUEZ Requirement

The District Court decision in the Rodriguez case requires that the
quality of education available to every Texas public school studenu

Q -10-




uncer any new system of financing adopted by the state, to the extent
that it is determined by wealth, be determined only by the weaith of
the whole state. Although the Court's decision does not regquire abso-
lutely equal spending per studert, it seems clearly to imply that
unequal spending caused by differences in the ability of local school
districts to supplement the state-guaranteed ecucaticnal preoram would
be unconstitutional.

Estimated property values among Texas school districts vary from less
than $5,000 to more than $10,000,000 per student. These differences
obviously make enrichment spending easier for some districts than for
others and can create ynequal per student spending in 2xcess of the
state-guaranteed program, as they currently do, unless their potential
use is equalized in some manner in a rew public school finance system.

Neither the State Board of Education Committee plan nor the Texas State
Teachers Association plan directly attempts to equalize the potential
use of the local school property tax to suppiement the state-guaranteed
program. The State Board Committee plan would, in fact, when fully
implemented in 1978-79, leave the entire $1.50 maximum tax (although

it often includes debt service) available for supplementation by local
districts, using their existing, hignly unequal property tax bases.

The TSTA plan would "use up" some of the enrichment potential of the
local property tax by requiring that 30 percent of the statewide cost
of the Foundation School Program be financed from this source. This
requirement would have the effect of reducing potertial differences

in the amount of supplementation; it would certainly not, however,
eliminate the potential for marked differences in enrichment. The
impact of both plans on potential supplementation of the state-guaranteed
program is illustrated in the following table.

-1-




I1lustration cf Effect of State Board Committee and
TSTA Plans on Potential Supplementation
(Per Student)

Difference in
Supplementation
School District A School District B Potential

Full Value Of
Property $20,000 $80,000

Supplementation

Potential With

State Board Com-

mittee Plan ($1.50

maximum tax rate) €00 1,200 600

Foundation School
Program Tax required

by TSTA Plan* 188 376

Supplementation 412 824 412
Potential With

TSTA Plan

*TSTA has estimated that a tax of $.47 per $1C0 of full value might be
required to finance the 30 percent local share of its proposed Foundation
School Program, based upon an assumed total statewide local cost of
$600 million.

It is also important to note that neither plan attempts to equalize

the abjlity of Texas school districts to finance capital improvements.
While school facility construction has historically been the sole responsi-
bility of local districts, the Rodriguez decision may require equalization
in this area, too. The District Court decision is vague on this subject,
and clarificaticn may be needed if the decision is upheld.

State Costs of the Plans

During the current state fiscal year the Foundation School Program
will cost an estimated total of $1.211 billion in state and local
funds. Between 1972-73 and 1978-79, when the State Board Commit-
tee plan would be fully implemented, the total cost of the present
Foundation School Program is expected to rise by $464 million as a

-12-



result of additional cost increases already enacted into law. The
allocation plan proposed by the State Board Committee would add another
$40C million to these costs in that year. These increases would bring
the total cost of the program in 1278-79 to $2.075 billion and because
there would be no local share, the state government would finance this
entire amount.

The state's share of the Foundation School Program in the current year

is approximately $283 million, and the State Board Committee's proposal
would result in an increased cost to the state of over $1 billion in
1978-79. The total annual cost and annual total and state cost increases
of the State Board Committee plan are shown in the following table,

with the cost of previously iegislated increases included.

Estimated Annual State Cost of Committee Plan
(millions of dollars)

Total State Cost Increase

Year Total FSP Increase Total Legislated Committee
1972-73 1,211

1973-74 1,412 201 147 66 | 81
1974-75 1,602 190 200 n9 81
1975-76 1,723 121 169 25 144
1976-77 1,831 108 149 26 123
1977-78 1,949 118 184 40 144
1978-79 2,075 126 243 104 139

Annual state cost increases under the Committee's plan exceed total
annual cost increases in the Foundation Schcol Program beginning in
1974-75, of course, because of the phase-out of the local share. As
the required local percentage declines, the cost to the state rises.

Estimated biennial total and state costs and total and state cost
increases of the plan of the State Board Cormittee through the 1978-
1979 biennium are shown in the following table. These estimates also
include the costs of increases in the Foundation School Program already
enacted into law.
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Estimated Biennial State Cost of Committee Plan
(millions of doliars)

Biennium Foundation School Program Cost Biennial Increase
Total State Jotal State
1974-1975 3,014 2,460 503 494
197€-1977 3,554 3,147 540 687
1978-1979 4,024 3,907 470 760

Although the State Board Committee plan contained detailed cost estimates,
similar figures are not yet available for the Texas State Teachers
Association proposal. It has not been possible, moreover, to develop
independent cost estimates for this report. (The Texas Research League
study mentioned previously will contain independent estimates.) In
releasing its plan, however, TSTA stated that the total cost of the
proposal might be assumed to be about $2 billion annually; and this

figure is used as the only available estimate of the cost of the

TSTA plan.

Assuming a total annual Foundation School Program cost of $2 billion
and a 70 percent state share, the annual state cost of the TSTA proposal
would be about $1.4 billion. TSTA has not indicated whether it would
recommend a phasing-in of its plan. If the plan were implemented in

the 1973-74 state fiscal year, however, the increased state cost of

the plan could be approximately that shown in the following table.

Estimated State Cost of TSTA Plan
(millions of dollars)

State Cost Increase

Cumulative
Year Total FSP State Share Annual 2-Year
1972-73 1,211 983
1973-74 2,000 1,400 417
1974-75 2,135 1,494 94 928
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If previously legislated Foundation School Program cost increases are
not included in the $2 billion estimate of the cost of the TSTA plan
for 1973-74, the following total state cost increase could occur under
the TSTA plan when these costs are added.

Alternative Estimated State Cost of TSTA Plan
(millions of dollars)

State Cost Increase

Cumulative
Year Total FSP State Share Annual 2-Year
1972-73 1,211 9283
1973-74 2,079 1,455 472
1974-75 2,214 1,550 95 1,039

Enactment of either the State Board Committee plan or the Texas State
Teachers Association plan would require the commitment of significant

new state resources to public school education in Texas. The impact

of either plan on the 1974-1975 biennial state budget would be significant,
but the full effect of the State Board Comm:ttee proposal would occur

in stages through 1978-79. The TSTA proposai, however, if completely
implemented by the 63rd Legislature, apparently could require additional
state funds for public school education of about $1 billion in the 1974-
1975 biennium,
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MEASURING SCHOOL DISTRICT FISCAL ABILITY

Local school district property taxes of $646 million comprised just over
37 percent of the $1,724 million available “rom state and local sources,
excluding bond proceecs and debt service taxes, to finance Texas public
schools in the 1970-71 school year. Approximately $190 miilion of school
property tax revenues, about 29 percent, was required in 197C-71 tc pay
the local share of the Foundation School Program. The other $456 million,
71 percent, was used to fund program expenditures in excess of the
Foundation School Program.

In addition to $646 million in operating revenues, local property taxes
of $168 million in 1970-71 were required for debt service on school
bonds. Since school building programs have traditionally been a local
responsibility only, they are not considered in the following. The
Rodriguez case if upheld, as has been noted, however, may require that
revenues for this purpose, as well as operating revenues, be equalized.

The Local Property Tax and the Foundation School Program

Under the Foundation School Program the state attempts to cuarantee a
basic educational program in each Texas school district, as the previous
section of this report indicated. The statewide cost of this program is
shared by local districts and the state government, with local districts
paying approximately 20 percent of the total. Each school district
participates in the funding of the 20 percent local share according to

its fiscal ability as measured by the state, using the so-called Economic
Index - County Tax Roll method.* The state government funds the remaining
80 percent of statewide Foundation School Program costs.

A state aid system 1ike the Foundation School Program is supposed to
equalize the tax effort required by each school district to finance the
state-guaranteed program. An equal tax effcrt means that the local
property tax is levied in each school district at the same rate per dollar

*The Economic Index - County Tax Roll approach measures fiscal ability
according to the following factors and weights: (1) assessed valuation
of county - 20; (2) scholastic population of county - 8; and (3) combi-
nation of income measures for county - 72. The resulting county figure
is compared to the state total to determine the fiscal ability of the
county; each school district is then assigned a portion according to the
percentage of the county's assessed value within the school district.

For a full explanation, see Issues in School Finance: A Texas Primer,
Richard L. Hooker, Texas Association of School Boards, Austin, lexas, n.d.
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of full value of property in the district - at the same effective rate.
At this uniform statevide rate the tax should produce sufficient revenues
to fund the Tegally established local share of the total costs of the
educatirn program guararnteed by the state.

Because each district presumably contributes to the required statewide
local share according te its fiscal ahility, districts with greater ahility
should contribute more than cdistricts with lesser ability. State aid

under this financing scheme should ecualize the revenues per situdent
available in each district to fund the state-guaranteed program by making
up the difference between the monev each district car raise at tho seme
level of tax effcrt and the crst cf the state-guaranteed program in that,
district. '

Studies of school finance in Texas have clearly demonstrated that the
Foundation School Program does not operate in this fashion. Local
property tax rates per $100 ot estimated full-valve reauired to fund
the local share of the Foundation School Program range from less than
4.9¢ to over 75¢ emung Texas schcol districts. In the vast majority
of districts the effective rate falls between extreres of 5¢ and 25¢,
a difference of four hundrcd percent.

The primary cause of these different effective tax rates is the method

used by the state to measure the fiscal ability of school districts.

Although Texas schcool districts are limited to use of the property tax

to raise local tax revenues, the Economic Index - County Tax Roll approach

does not measure the local property tax base of each district. The

Ztate, as a consequence, assigns incorrect fiscal abilities to its school
istricts.

The state aid actually received by each school district in Texas IS
normally an amount which closes the gap between what the district is
supposed to raise, based on its assigned fiscal ability, and the cost of
the state-guaranteed program in the district. Since the measure of each
school district's fiscal ability is erroneous, however, each district

has to make a different real tax effort in order to raise an amount which,
when added with state aid, will fund the Foundation School Prcgram in

that district.*

*Special benefits and credits available to some school districts under
the Foundation School Program alsc affect the required local tax
effort and the amount of state aid received by individual districts.
For details, see Texas Public_School Finance: A Majority of Exceptions,
Texas Research League, Austin, Texas, 1972.
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Complying With PODRIGUEZ

Expenditures per student differ significantly among Texas schcol districts,
and these differences result not only from features of the Foundation
School Program but are caused by supplementation of this preuram by local
districts. In the 1970-71 school year the range within the Foundation
School Program extended from a low of less than $300 to a high of over
$1500, with most districts spending between $300 and $600 per student.
Although about 70 percent of Texas public school students were in dis-
tricts with between $100 and $300 in extra revenue, local funds available
for spending in excess of the Foundation School Program -- enrichment
revenue -- varied from less than $100 to more than g7000 per student. It
is the differences in total spending (exclusive of federal funds and,
possibly, capital improvement monies), which »»2 challenged in the Podriguez
case.

Local property taxes, almost exclusively, support enrichment, and the state
has historically made no attempt to equalize the ability of school districts
to finance this spending. While there are a number of possible schocl
finance schemes which would meet the Rodriguez standard, whatever scheme

is adopted will have to encompass a significant amount, if not all, of
current enrichment spending unless many school districts are forced to

cut their programs back severely. If Texas chooses an equalizing state

aid scheme 1ike the current Foundation School Program, a proper method

for measuring local school district fiscal ability could be crucial to
compliance with the Rodriquez decision if it is upheld. A faulty measure
of school district fiscal ability would result in either too little or

too much state aid being provided to various of the state's school dis-
tricts. As a result, the state program would not guarantee equal revenues
per student. It would, in fact, guarantee that revenues per student would
be unequal unless school districts make different tax efforts.

The Question of Taxpayer Equity

The Rodriguez case does not appear to involve directly the question of
taxpayer equity in the financing of public school education in Texas.
Several court suits in other states, however, have challenged school
finance systems on this ground. The school finance systems of New Jersey
and Arizona have been held unconstituticnal by state courts because they
impose unequal tax burdens for support of the statewide public school
education program. Similar cases are pending in both state and federal
courts in I11inois, Indiana and additional states.

In February 1970, the Dallas, Fort Worth and Houston independent school
districts filed a case in federal district court alleging inequity in the
Texas school finance system. The import of the contention made by the
plaintiffs in this case is that taxpayers in these districts are required
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to pay more taxes per dollar of actual property value to support the
Foundation S~hool Proaram than taxpayers in other Texas school districts.
The reason for this inequity in tax burden according ta the plaintiffs

is because the state ohtains an erroneous measurement of the tax base of
the districts bv use of the Econumic Index - County Tax Roli approach.

-Under the Foundation School Program, or any state-local financing scheme
1ike it, the effective tax rate required to finance thc local share of
the state-guaranteed educational program fn each school district ought

to be about the same. As studies in Texas have shown, the rates neces-
sary to finarce the local share of the Foundation School Program vary
markedly. If Texas continues to utilize an equalizing state aid approach
to financing the state's guaranteed public school educaticn program,
taxpayer equity should be achicved in the new system. Even if the
Rodriquez decision is not corstrued to require equalization of tax burdens,
the Dallas-Fort Worth-Houston ISD suit, or some other ccurt test, will
probably sooner or later make it necessary.

An _Equitable Measure nf Fiscal Ability

Local school districts in Texas can levy only one kind of tax, the property
tax, and the only proper measure of school district fiscal ability is the
full value of its property tax base. Twenty-nine other states regularly
determine the full value of property in each school district for use in
their public school finance systems.

THE COMMISSION RECOMMENDS THAT LEGISLATION BE ENACTED BY THE
G3RD LEGISLATURE TO ESTABLISH A PROCEDURE FOR ESTIMATING THE
E OF SCHOOL DISTRICT PROPERTY IN TEXAS.

In order for the state to have an efficient procedure for estimating the
full value of property in its school districts, some method for reporting
parcel and sales data on real estate transfers will be required. These
data are absolutely essential to accurate estimation.

THE COMMISSION, THEREFCRE, FURTHER RECOMMENDS THAT LEGISLATION
BE_ENACTED TO PROVIDE FOR THE COLLECTION OF PARC ND SALES
INFORMATION ON REAL ESTATE TRANSFERS.

It should be made clear that state estimation of school district property
values would not interfere with local administration of the property tax.
Each Jur1sd1ction would continue to appraise, assess and collect its
property taxes in accordance with local practice and local decisions.

The purpose of the state estimation procedure recommended by the Commission
is simply to establish comparable estimates of the full value of property
in each district in order for the state to have a correct measure of each
district's ability to finance public school education.
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In making these reconmendatiuns the Commission recognizes the fundamental
problem associated with any attempt by the state to estimate the full value
of Yocal prenertv. This problem is caused by the incongruity between what
ic taxed by local cchool districts and what the Constitution and statutes
of Texas sav ic cuppnsed to be taxed. At the core of this incongruity lies
intangible personal property.

Although the Constitution and statutes require that intangibles, such as
stocks, bords and cast hcldings, be taxed e¢ valcrem, this preperty for
the most part has traditionally been excludcd in practice from the
property tax base. With limited exceptieons intanoibles are extremely
difficult for taxing authorities to find, and under the most favorable
circumstances the tox on them is not easy to enforce. Under the broad
Texa« definition ¢cf intangible property, furthermore, an au valorem levy
on some evidences of debt, such as residential mortgaces, would amount
to double taxation. Many intangibles also are highly mobile ard can
easily be shifted out cf anv jurisdiction which attemnts to tax them,

Of additional importance in Texas {is the fact that the full body of
administrative law required to locate intangible property and enforce
taxes on it has never been supplied to local tax assessors.

Since under present law intangibles should but cannot practically be
taxed, a powerful dilemma exists with regard to the use of state estimates
of property values for school finance purposes. If the state attempts

to use the legal definition of the property tax, and succeeded in making
estimtes, however imperfect, of the value of intangibles, it would assign
fiscal abilities to school districts which would not, in fact, represent

a measure of the actual and useable local tax base. If, on the other hand,
the state relies upon school district tax rolls (with values added for any
significant real or tangible personal property missed by local districts,
e.g., motor vehicles) owners of real and tangible personal property, in
effect, would have to bear the burden of taxes avoided by owners of the
intangible property which was excluded. Property ownors faced with major
upward adjustments in tax 1iability because of the use of either new
measure of fiscal ability among school districts probably would not be
content with the outcome as long as the property tax itself is unchanged.

The Commicsion views action on the property tax, either to enable

property ‘ux assessors to utilize the tax base principally as the Consti-
tution and statutes define it, or to redefine the tax base so that it is
administratively feasible, or both, a matter of great importance and
urgency for the 63rd Legislature. This action, furthermore, will probably
be fundamental to solving the public school finance issue. The Legislative
Property Tax Committee has been considering several alternatives in this
regard and may present some proposal or proposals for legislative
consideration.

The Commission 1s considering draft le?islation which would provide for a
state estimating procedure and for collection of data on real estate .
transfers. Enactment and prompt implementation of such legislation would
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allow approximately a vear for the state to develop initial estimates

for possible use ir the school vear beginning in September 1974. Because
nf the size and complexity of the work required and the time which must
be allowed for organization of a staff, it would be quite difficult, if
not impossible, to develop initial estimates in less than a vear.

The recommendation of this legislation by the Commission is not prejudicial
to any proposal which has been advanced for altering Texas' school finance
system. Uhatever new system may be adopted by the lLegislature, the esti-
mates of school district tax bases which the recommended legislation would
make possible will be needed by the state as long as the local property
tax is used in some menner to finance public school expenditures.




A LEGISLATIVE STRATEGY

As the Texas Legis(ature meets to begin the 63rd regular session, it is
confronted with the most difficult challenge to face the state in many
years. Reform of public school education finance will require the Legis-
lature to revise financing of the largest and most expensive function of
state and local government in Texas. The price of reform is potentially
so great that the legislation involved could easily be the most sostly
considered in this decade and, possibly, for a number of decades in the
future. The task before the Legislature is formidable and will have to
be approached with foresight and fortitude.

Public School Finance and Property Tax Reform

Settling the public school finance problem on the terms of the District
Court decision in the Rodriguez case probably cannot be accomp!‘shed
without major revision of the local property tax. Local property taxes
presently provide cver one-third of public school education revenues
from state and local sources. Equalization of revenues, as required by
the court decision, may require almost $500 million in additional state
resources on an annual basis, using the TSTA plan as the bench mark. To
abandon the Tocal school property tax for current operations would be to
add about $800 million in additional new annual revenues from state
sources to the amount which may be needed to equalize student support.

Unless the local school property tax is abandoned, developnent of a new
public school finance plan will require the Legislature to tackle head-on
the questior of how to utilize more fully the large property resources of
the state's very wealthy school districts. These districts now outspend
per student all other districts bv very wide margins while using only a
fraction of their property tax wealth. In order to equalize revenue-
raising e¢bility while retaining the property tax as a major public school
revenue source, some method will have to be devised for sharing these
substantial resources. This is the point where public school finance
reform and property tax reform merge.

Intangible personal property, while legally taxable, largely escapes
taxation in Texes, as has been noted. Before Che state attempts to
require sharing of the large and primarily REAL property resources now
sitting in relative isolation in various small school districts, either

a redefinition of the property tax base or vastly improved property tax
administration, or both, will be necessary. Otherwise, the large tax
increases which these underutilized resources would have to bear while
other, principally intangible, property escapes taxation will very likely
not be acceptable.
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A Special Session for Reform

Regardless of whather the Tocal property tax is retained as a major source
of public scheo! financial support, equalization of revenues presents the
Legislature with a problem in taxation which will have profound affects
upon the stzte for the foreseeable future. New annual state resources of
$500 million - much less $1.3 billion - for Texas public schools is not
easily comprehended, but they will be much Tess easily secured by the
Legislature. {iith all the other issues which must be considered during
the regular session, the 63rd Legislature cannot be expected to finish

the work of public school finance reform.

THE ADVISORY COMMISSION RECOMMENDS THAT THE LEGISLATURE MAKE
EVERY EFFORI TO CONSIDER ALL THE ALTERNATIVES FOR_REFORM
THROUGH COMMITTEE HEARINGS DURING_THE REGULAR SESSION BUT
THAT NO_MAJOR_PUBLIC SCHOOL FINANCE LEGISLATION BE_ENACTED
UNTIL A SPECIAL, CALLED SESSION IN JUNE AND THAT THE GOVERNOR
PLEDGE TQ CALL THIS SESSION.

The Commission believes that every individual among the 181 members of
the Legislature should have sufficient opportunity to become thoroughly
knowledgeable on the public school finance issue. Every member, further-
more, ought to have time to consider, debate and vote upon this matter in
an atmosphere which does not contain the d1vert1ng influences and compli-
cating factors of a regular session.

A decision on the part of the state's leadership to defer passage of
major reform legislation to a special session would permit legislative
committees to develop a plan or alternative plans which the whole member-
ship could then carefully consider without the haste caused by the press
of other duties faced in the reguiar session. In addition, Tegislative
consideration of various alternatives during the regular session would
place the school finance issue before the public as it has not been during
the past year. £s a result the public would have a better opportunity to
understand what is involved and to express its will to the Legislature
more meaningfully.

The Commission's recommendation, it should be noted, does not pertain to
the state estimating legislation recommended in the previous section.
That legislation is not substantive in nature. By itself, it would make
no change whatsoever in public school financing; it would simply prepare
the state to give effect o a new system.

Staffing the Legislature

It is not known, of course, when the Tinal decision in the Rodriquez case
will be banded down or whether the District Court decision will be upheld.
Until the Supreme Court rules, however, the Legislature wi1l have to
proceed as if the Tower court decision had been affirmed.
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Legislative operation under a court decision creates a situation unlike
that usually faced. Ordinarily, both the purpose or outcome intended in
legislation and the means to be used to obtain this purpose are matters
to be determined by the Legislature. Legislative judoment is the sole
test of whether the purpose intendecd and the means established are com-
patible. Whether they are in fact need not be showi. in advante,

In the case of public school finance, the court has established the purpose
which must be sought by new legislation, and the Legislature must sat’sfy
not only itself but the court, also, that the means it adopts will achieve
this purpose. Legislative judgment will not suffice; demenstration is
required. In considering public school finance reform, consecuently, the
63rd Legislature needs to be equipped with a competent staff to analvze

and evaluate the effects of various approaches to compliance with the
Rodriguez decision which may be considered.

Although the study efforts of the past year may not have produced a plan
which clearly complies with the Rodriguez decision, they have brought

about development of a cepability, nog'ﬁ?éviously available, to analyze

and evaluate alternative aprrcaches to school finance. The personnel

who represent this capability are employed by a number of public and

private organizations, and utilization of theiv skills would be of vital
benefit to the work of the 63rd Legislature in public school finance reform.

The Commission strongly suggests that the Legislature try to arrange to
borrow these personnel and make them directly responsive to the Legisla-
ture itself. A single staff te serve both houses of the Legislature would
be advizable in order to have the best available personnel serving both
bodies and to achieve considerably more efficiency in analyses and evalua-
tion. 'A full-time director should be appointed and individual staff
personnel should be assigned from bath public and private agencies to

work under this director on a temporary basis. Because of the 1imited
number of competent persons available for this work, some part-time or
shared-time arrangements would undoubtedly be necessary. Without this
staff, however the Legislature will find itself seriously handicapped

in attemptirg to perform its responsibilities in public school finance
reform. :
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