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A Message From Bob Bullock

Education is the biggest single expenditure our state and local govern-
ments make. Our education system is the most important factor in deter-
mining how well Texr .’ economy performs in the future. Quality schools
will improve the job outlook for our youth, while bringing more and better
jobs to the state.

But many children in our poorest school districts can’t obtain a quality
education. The failures of our school system are only too evident, when
science labs can't afford the equipment they need. When children are
forced to attend class in overcrowded “temporary” buildings. When teach-
ers try 1o teach computer science without any computers.

“These problems have been neglected for too long. But last year, Texas'
Supreme Court finally forced the state to act. And now, after months of
dehate, the Legislature has approved a plan to spend millions more on our
neediest schools. This document outlines the details of that plan, Senate
Rill 1.

SB 1 will not solve all the problems of Texas’” schools. We don't know yet
whether it will fully satisfy the courts. But it's a long-awaited step in the
right direction.

As high as the costs of reform may be, they scem triviai compared to the
cost of doing nothing. Texas is headed into  new century and a new

economy, whether we like it or not. And if our schools aren't as good as
we can make them, we'n: not going to be able to compete.

BOB BULLOCK

Comptroller of Public Accounts



From the Capitol

to the Schoolhouse
An Analysis of the 1990 Educatic.: Finance Act

n 1989, the Supreme Court of

Texas ordered the Legislature

to correct a long-standing

injustice—the inequality in
funding between the state’s richest
and poorest scheol districts.

The court’s decision in thc Edge-
wood vs. Kirby case reaffirmed what
many have long believed: Drastic
differences in property wealth
among Texas' local school districts
lead to unequal tax revenue,
unequal school funding and
unequal educational opportunity.

In response to the court’s order,
the Legislature recently enacted new
legislation, Senate Bill 1 by Senator
Carl Parker of Port Arthur, which is
scheduled to take effect for the
school year that begins in Septem-
ber 1990. SB 1 is intended to pro-

vide Texas’ school districts with
equal access to enough funds to
provide quality educational pro-
grams.

The bill contains a number of
provisions intended to increase the
quality and efficiency of public edu-
cation. But whether the court
approves SB 1 as a settlement of the
Edgewood case will depend on how
it views the equity provisions of the
bill.

Providing equity will not be
cheap. To pay for the reforms, the
Legislature has appropriated $528
million in new state spending in fis-
cal 1990 and 1991; the new cduca-
tion bill calls for total new spending
of at least $4.2 billion by the end of
1995.

R

Providing equity will
not be cheap. To pay
for the reforms, the
| egislature has
appropriated $528
million in new state
spending in fiscal
1990 and 1991; the
new education bill
calls for total new
spending of at least
$4.2 billion by the
end of 1995.
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" Public School Finance -

Many “property-
poor” districts with
high tax rates still
find it difficult to pay
for adequate
programs, while
other, wealthy
districts support
good schools with
relatively low tax
rates.

o 2 ASpecial Financial Report, July 1990

Senate Biil 1—Targeting Equity

SB 1 addresses the key issue in
the Edgewood case: financial equity
among the more than 1,000 school
districts in Texas.

By the court's standards, equity
means equal access to funds: School
districts that make an equal tax effort
should receive the same total of
funds from state and local sources
nceded to educate their students.

In Edgewood, the court ruled !..at
the funding system being used did
not provide equity. It found that
dramatic differences in property
wealth among Texas' school districts
resulted in huge differenc~- i1 their
ability to raise revenue tarough
property taxes, which supply about
half of all school funds.

As a result, many “property-poor”
districts with high tax rates still find
it difficult to pay for adequate pro-
grams, while other, wealthy districts
casily support good schools even
with relatively low tax rates.

Texas' existing state school aid pro-
gram tries to make up for these differ-
ences in wealth and ability to raisc
funds. S$B 1 establishes equity as an
explicit standard in the law.

The bill is designed to establish
funding equity in public education
within a five-year phase-in period
beginning in fiscal 1991, by guaran-
teeing that nearly all Texas school dis-
tricts can spend simiilar amounts on
their educational programs by 1995.

Aid for 1990-91

The accompanying appropria-
tions bill, $B 11, appropriates $528
million in additional state public
school aid for the 1990-91 two-year
budget period. Of this amount, $523
million will be spent on educational
improvements during 1991; the
remaining $5 million will help com-
plete an ongoing, study of statewide
school facilities necds.

New state funding under 8B 1
will be channeled through Texas’
existing Foundation School Program
(FSP), which supplies the state aid
received by local school districts.

The new money will flow through
two funding systems, also known as
“tiers,” in the FSP: the Basic Program
and the Guaranteed Yield Program.,

Basic payments raised

Basic Program payments—called
the “Basic Allotment™—are made up
of both state and local revenue, and
are intended to supply local school
districts with the necessary funds to
maintain a minimum adequate
school program.

Currently, the Basic Allotment is
$1,477 per student per year. (In
addition to this are supplementary
payments or “weights” for students
enrolled in special programs such as
vocational education and instruction
for the handicapped.)

SB 1 naises the Basic Allotment to
$1,910 per student in the 1991 bud-
get year, and to $2,128 in each of
the subscquent fou, years of the
phase-in period. This $2,128 figure
is based on current State Board of
Education estimates of the actual
cost of a basic educational program.

While Basic Allotment payments
are made on a per-student basis, the
system allows for differences in
local wealth by requiring a contri-
bution from school districts called
the local fund assignment.

In some relatively wealthy dis-
tricts, this local assignmert pays
most or all of their Basic Program
costs (the Basic Allotment plus the
appropriate supplementary pay-
ments for students with special
needs), with little or no state aid.
Poor districts’ local fund assign-
ments pay only a small part of the
Basic Program costs, leaving the
state to pick up .e largest share.
But all districts must meet their local
assignment to receive any FSP aid.

Under previous law, the local
fund assignment for 1990-91 would
have required a local property tax
rate of 33 cents per $100 of proper-
ty valuce. SB 1 will raisc the local
assignment to 54 cents in budget

See page 4



Public School Finance

Changes in the Foundation School Program Funding Provided by Senate Bill 1
The chart below shows how two school districts that are identical except for their property weaith should be able to supply
the same funding for education within five ysars.
District A and District B have the same number of students, the same special programs, and the same effective tax rate.
But District A has about three times the property wealth per pupil as District B, which allows District A to raise more local
funds for its schools.
Under SB 1 provisions for 1990-94, school districts’ tax rate to meet the local fund assignraent will range from a minimum
of 54 cents to 70 cents per $100 property value.
By the fifth year, with sufficient increases in state funding, both districts should have the ability to raise the same amount
of revenue per pupil at the same tax rate, equalizing the quality of education for all the state’s students.
Old funding system New SB 1 system fully
for 1990-91 before SB 1 implemented in 1995
State
Local Local | funds
funds funds :
{Llocalfunds | 1~
wezzssed- # SITERSEIIEE A NnY
e State funds
S State
Guaranteed funds
- ""Yield . s
Program SO f%taée
‘ Local funds Local nas
[RORRVRRSIRSNERER tpi; jhn—u funds
t
aﬁéi State Basic
funds Program
Baslic
Program
Local
kjo:dasl funds
Local funds
District A  District B District A District B
{Greater property (Less proporty {Greater property (Leoss property
wealth) weaith) wealth) waalth)
* Tax rate per $100 property value (local fund assignment). SOURCE. Bob Bullock, Comptroliar of Public Accounts.
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The changes
incorporated in SB 1
will give each Texas
school district an
average $3,811 per
student in 1991. This
average will rise to
$4,009 by 1995, at
the end of the
five-year phase-in
period.

4 A Special Financial Report, July 1990

year 1991, and increase it to 70
cents by the end of the phase-in
period in 1995.

Although this sounds substantial,
few districts will need to raise taxes
to meet this requirement. In the
1988-89 school year, only about 10
percent of Texas' thousand-plus
school districts levied tax rates
below 70 cents per $100, and many
of these were so wealthy that they
received little or no state FSP aid.

“"Guaranteed yield” revised

The second tier of the Foundation
School Program, the Guaranteed
Yield Program, was created by the
Legislature in 1989 to further equal-
ize funding among richer and poorer
districts. The Guaranteed Yield Pro-
gram supplies the necessary funds to
improve and enrich schools beyond
the minimum level supplied by the
Basic Program payments.

Based on a plan originally pro-
posed by Compitroller Bob Bullock
in 1988, the Guaranteed Yield Pro-
gram uses state funds to make up
the difference between what a dis-
trict needs, and what it can raise
through its own local taxes at a rea-
sonable tax rate.

The program grants aid based on
the tax effort a district is willing to
make—that is, the tax rate a district
is willing to levy. The Guaranteed
Yiela Program gives more aid to
poor districts, to make up for the
fact that the same tax rate can raise
dramatically different amounts
depending on the value of a district's
property.

To receive aid through the cur-
rent Guaranteed Yield Program,
school districts must levy a tax rate
of at least 34 cents per $100 valua-
tion—a penny more than the 33-
cent loca! fund assignment neces-
sary  eccive Basic Program funds.

F.  very penny of additional tax
rate levied over this amount—every
penny of “tax effort” up to a maxi-
mum tax rate of 70 cents—the state
guarantees enough annual aid to
rais¢ combined state and local rev-
enue of $18.25 per student.!

So for instance, if a school dis-

4
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trict’s tax base can only generate
$10 per student for each penny of
tax effort, the state supplies an addi-
tional $8.25 per student in guaran-
teed yield aid. But if the district can
raise $18.25 or more for each penny
of tax cffort, it doesn't receive any
state FSP aid beyond the Basic
Allotment.

In 1991, SB 1 raises the minimum
tax effort to qualify for guaranteed
yield to 55 cents per $100, and
guarantees $17.90 per student per
penny up to a maximum rate of 91
cents. In budget years 1992
through 1995, the minimum effort
rises to 71 cents, while the maxi-
mum rate for additional aid wili be
$1.18. The guaranteed total amount
of state and local aid for 1992-95
would rise to $26.05 per student per
penny of tax effort.

Per-student funding rises

In the 1988-89 school year, Texas'
total state and local funding for pub-
lic education averaged $3,368 per
student. The changes incorporated
in SB 1 will give each Texas school
district an average $3,811 per student
in 1991. This average will rise to
$4,009 by 1995, at the end of the
five-year phase-in period.

The financial impact of SB 1 on
individual districts will depend pri-
marily on how many change their
tax rates to carn more aid under the
Guaranteed Yield Program. Prelimi-
nary estimates by the Texas Educa-
tion Agency indicate that, even
without a tax increase, 873 of the
state’'s 1,052 school districts will
gain additional state aid during the
1991 school year.

Another provision of the legisla-
tion will prevent any district from
receiving less aid in 1991 than they
would have otherwise received
before the new legislation. This
“hold-harmless” provision will not
prevent districts from losing money
in subsequent years.

1 Figures in this section are for "weighted” stu-
dents, that is, the state and local revenue guaran-
tead ircludes per-student payments “waighted” for
special programs.



SB 1—New Programs Established

SB 1 also establishes a number of
administrative and formula changes
and several new programs. These
include the Public Education Devel-
opment Fund, to be used to reward
and support innovative educational
programs. The legislation calls for
;lulis fund ro receive $5 million annu-

y.

Seventy percent of the fund rev-
enue will pay for programs to
improve the academic performance
of low-achieving students. Other
projects eligible for grants from this
fund include dropout prevention
programs, bilingual training, magnet
schools and programs for “latchkey”
children whose parents work past
school hours.

SB 1 also establishes a new tech-
nology fund to bring computers and
other new information technology
into Texas classrooms. Beginning in
the 1992-93 school year, each
school district will be eligible for
allotments from this fund equal to
$30 per student; this allotment will
rise each year, reaching $50 per stu-
dent in the 1996-97 school year.

Total Costs of Senate Bill 1

and $6.3 billion for the phase-in period.

m

Total estimated costs, including increased state Teacher Retirement System
(TRS) contributions and other administrative costs, range between $4.2 billion

A third new program, the Tuition
Assistance Grant Program, will pro-
vide grants for college or university
tuition to students from low- and
middle-income families v/ho gradu-
ate from high school with superior
grades in advanced academic pro-

grams.

Targeting quality

In addition to its finance provi-
sions, SB 1 contains other measures
designed to improve the efficiency
and quality of school programs and
operations.

These changes begin at the top.
The new legislation changes the
way the state’s highest education
official, the commissioner of educa-
tion, is appointed. Prior to SB 1,
this responsibility had rested solely
with the State Board of Education.
Beginning in 1991, a candidate for
the post will be recommended by
the board, and the governor's
approval of that candidate must be
confirmed by the Senate.

Some provisions of SB 1 are
intunded to make it easier to mea-

* Based on 1990-91 legisiative appropriations.

made in 1692,

Minimum additional Maximum additional
state spending, siate spending,
Fiscal year in milliuns in milllons

1990 $ 50 $ 50
1991 523.0 523.0
1992 595.8 663.7
1993 773.3 1,049.0
1994 1,017.9 1,650.4
1995 1,3068.2 2,452.7
TOTAL, $4,221.2 $6,343.8

** Figures for 1992 include TRS costs for both 1931 and 1992 because 1881 TRS paymerts will be

SOURCE: Legisiative Budgst Board.
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In addition to its
finance provisions,
SB 1 contains other
measures designed
to improve the
efficiency and quality
of school programs
and operations.
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Providing equity will
require a substantial
and continuing
financial commitment
from the state.

sure the academic performance of
Texas schools. Beginning in the
1991-92 school year, Texas students
in the fourth, sixth, eighth and tenth
grades will be given standardized,
nationally-recognized achievement
tests. These tests are designed so
that the performance of Texas’
schoolchildren can be compared
directly to students in other states,
as well as between individual dis-
tricts.

Another provision requires
school districts to issue an annual
“report card” to parents showing
how the district compares to similar
districts around the state on factors
like test scores and dropout rates.

Less red tape

Other new measures are intend-
ed to free districts from red tape
and over-regulation by state authori-
ties. For instance, the bill eliminates
all State Board of Education rules
for local districts except those gov-
erning curriculum by 1993, unless
the board specifically re-adopts
them. This requirement attempts to
eliminate dated or unnecessary
rules.

Similarly, districts receiving the
highest rating of “exemplary” under
the school accreditation process will
be exempted from many state rules
and regulations.

On the other hand,

T\ the new bill also
\ empowers the educa-
tion commissioner to
take over poorly

W\ performing dis-
tricts, and to

S merge such dis-
N Ny tricts with better-
' run neighbor-
ing districts

a

R
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pose of im-
proving their
academic programs.
Finally, one technical change in
the new legislation will require local
school districts to count attendance
differently.  Presently, school atten-
dance counts are based on the best

N

four weeks of scheduled periods in
the fall and spring. SB 1 will
require these counts to be based on
monthly averages of daily atten-
dance.

Many educators believe this
change will lower average atten-
dance figures for a number of
school districts; and since these
counts are used to calculate state
aid, the districts’ finances may also
be affected. In anticipation of this,
SB 1 limits the aid reduction any
district may suffer due to the new
counting method to 2 percent in the
1990-91 school year. Losses in sub-
sequent years will not be limited.

SB 1—the price

Providing equity will require a
substantial and continuing financial
commitment from the state.

The Legislative Budget Board
(LBB), a panel of lawmakers whose
staff makes spending recommenda-
tions to the Legislature, has estimat-
ed minimum and maximum costs
for SB 1. The difference between
these two scenarios depends on
how individual school districts react
to increased state guarantecd-yield
funding.

The LBB's minimum cost esti-
mates assume that none of Texas'
school districts will raise their tax
rates to earn more state aid through
guaranteed yield. The LBB’s maxi-
mum estimates assume that all eligi-
ble school districts raise¢ their tax
rates (increase their “tax effort™) to
earn the maximum available state
aid under the Guaranteed Yield Pro-
gram.

The total estimated costs of SB 1
(including increased state Teacher
Retirement System  contributions
and other administrative costs)
would add a minimum of $4.2 bil-
lion 1o state expenditures during the
five-year phase-in period. Maxi-
mum estimated costs could rise to
$6.3 billion through 1995.

Paying the tab
The Legislature has appropriated
$528 million to fund SB 1 educa-



tional reforms in the 1990-91 state
budget period.

To pay for a portion of $SB 1, and
to make a $100 million down pay-
ment on 1990-91 budget shortfalls
in the state’s health and buman ser-
vices programs, the Legislature
approved three tax increases.

A quarter-cent increase in the
state sales tax, from 6 to 6.25 per-
cent, became effective on July 1,
1990. The tax increase will gener-
ate $303.4 million in 1990-91.

The Legislature also increased
the cigarette tax by 15 cents, from
26 to 41 cents per pack of 20; this
change took effect on july 1. At the
same time, the gross receipts tax on
mixed drinks rose from 12 to 14
percent. Together, these two
changes will bring in another $208
million in the 1990-91 budget peri-
od.

Additional funds for educational
reforms will come from a $42.4 mil-
lion appropriation from Texas' Eco-
nomic Stabilization Fund, or “rainy
day” fund, $14.7 million in minor
fee increases and $59.5 million in
cuts in other areas of the state bud-
get.

1992 and beyond
Since the cumrent Legislature can
only make appropriations for the

— '\
- ‘ :

Public School Finance

1990-91 biennium, the emergency
funding measures adopted to pay
for SB 1 only apply to its costs in
1990-91. The next legislative ses-
sion beginning in january 1991 will
consider ways to pay for SB 1
reforms during the 1992-93 budget
period—costs the LBB estimates at
$1.4 billion to $1.7 billion.

Revenue and Spending
The sixth special session of the Texas Legislature passed
1890-91 revenue and spending measures.
(In millions)

Spending
SB 1 appropriations $528.0
Health & human services shortfall payments 1000
Total $628.0
Revenue
Budget cuts $58.5
*Rainy day” fund appropriation 42.4
Fee increases 14.7
Sales tax increase 303.4
Cigarette tax increase 182.3
Mixed drinks gross receipts tax increase 25.7
Total $628.0

SOURCE; Bob Bullock, Texas Comptrobier of Public Accounts.
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Texas stats: Roundup of economic data
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State financial tables /| Texas stats

May cash condition !
émmhnﬁﬁms) Genaral  Spacial Total
* revenue  funds cash

" Beginning balanco May 1, 1980 § S82.9 $3.450.6 $4.4335
Revenue/expenditures

Revenue 1,2084 12198 25182
Expenditures 577.0 -16066 -2,1836
Net income (outgo) 7214 3868 3346
Net interfund transfers and

investment transactions 8642 _ 9488 826
Tota! transactions -142.9 5600 4171
End cash balance May 31, 1990° § 840.0 $4,010.6 $4,8506
1Cash stated is Offics Book Cash and may vary from onsh deposited

with the Treaswy. Net amounts shown (iess rakunds) fxciude some transactions

State revenue/all funds 1
{Amounts in milfons) Monthly Yasr-to-dste
Praiminary” revenud  Sept. ‘80—May 80
% change
e !
1990 SRevenue last
1 Tax coliections by major tax
Sales tax $ 7355% 55988 9.0%
Ofl production tax 354 3979 142
Natural gas production tax 533  431.4 -10.6
Motor fusls taxes
{gasoline, diese!, LPG) 119.8 11,1214 06
Motor vehiclo sales/rental and :

. manufactured housing taxes 104.5 7918 92
Franchise tax 1.8 6885 -0.8
Cigaretie and tobacco taxes 39.0 2044 8.0
Alcoholic beverages taxes 280 2455 3.6
nsurance occupation tax 6§7.% 3832 1.8
Utility taxes? 425 1393 47
{nheritance fax 89 1000 26.1
Hote! and motel tax 175 835 84
Other taxes? 1.1 13.0 -37.5
Total tax collections §1,2435$102763 5.7%
B Revenue by recsipt type
Tax collections (see above) $1,2435$102763 5.7%
Fedsral Incoma 509.1 4,316.2 165

Interest and Investment income 4713 27387 11.7
Licanses, fees, permils, fines

and penalties 1711 1,15839 54
Employee benefit coniributions 72 616 114
Sales of goods and services 236 1772 07
Land income 19.6 1980 -2.8
Other ravenus sources 728 _ 3547 384
Total net revenue $2,5182§192765 8.1%
1 Excixdon 50me nevenue not cleared thiough the Camptroiier's OfSce. Totals may

not add due 1o rouniing.
£ tneludes the utilily, gas Wtikly adninistration and public LTINS gross receipts

taxes.
am%hmmmmmmmwmm
, 5OMS PErooniages are basad on Gifferent data than

State expenditures/all funds?
{Amounts in millions) Monthly Year-to-date
Preliminary* sxpendilures Sepl. ‘85—Ailay '90
% change
o o stV
1690 tures iast
i By object
Salartes and wages $ 3882 $ 34770 101%
Employee bensfits/teachers
refirement conlributions 2005 11,7715 213
Supplies and materials 399 3255 8.0
Public assistance payments 3666 30159 255
Intergovernmental payments
Foundation school
program granis 601.7 4,0538 0.4

Other public educ. grants 108.8 8425 3.0
Grants %o higher education 59.8 496.7 29.9

Other grants 458 4117 236
Trava 8.7 €8.7 20.9
Professional service and fags 15.2 1088 -17.6
Paym.ent of principal/

debt sarvice 113 1968.7 -37.3
Payment of interest/

debt service 64.7 28714 4.9
Highway construction

and maintenance 1622 13228 40
Capital outlay 345 2979 -11.8
Repairs and maintenance 7.7 78.4 7.4
Communication and utllitles 26.7 234.7 7.7
Rentals and leases 89 76.9 6.9
Claims and judgments 40 273 436
Cost of goods sold 68 663 -85
Printing and reproduciion 1.8 15.8 4.1
Other expenditures 206 20814 353
Totaf net expenditurss $2,183.6 $17,475.1 6.6%
M By function
General government

Exacutive $ 508 % 7021 1985%

Legisiative 4.7 418 4.7

Judicial 6.3 541 255

Sublotal 105.9 7880 19.0
Human services 37286 3,0354 231
Health 1138 11,0374 145
Public safely and cormections 828 7627 205
Transporiation 622 561.5 53
Natural resourcos/ .

recreational se: vices 20.0 1857 108
Education 9722 7,321t 4.9
Regulaiory agencies 13.7 1178 7.7
Employee bensfils 1885 1,501.8 18.9
Dabt servico 63.8 4264 454
Capital outiay 1824 16374 -6.7

Totsinetexpenditures 32,1838 $174751  6.6%

1 Exchudes some expenditines nat cleared through the Comptroliers Offes. Totals

Emgmmdnwmndm ot data tha

weoounting SOMme Nercertages we based on differe n
aported e o Saca yoar

* Totals are comect; howavar, some sxpenditures may be reclassified in the cash-basis
annua! report.

SOURCE: 8ob Bullock, Comptrofler of Public Accounts,
Fund Accounting/Financial Reporting Section.
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How State Funds Flow to Texas' Public Schogls

The three vehicles for state support of public education are the Foundation School Pro-
gram, the Available £ chool Fund and the State Textbook Fund.

The most important source of state aid is the Foundation School
Program, which will receive additional funding
under SB 1. Foundation School Program
aid is distributed through the Basic Pro-
gram and the Guaranteed Yield Program
described in this report.

The Available School Fund consists of
earnings from the state’s Permanent School
Fund, a $7.1 billion trust fund maintained for
the benefit of Texas public education, and of
dedicated tax revenues.

Available School Fund revenuss are
primarily distributed to local school
districts on a simple per-student
basis. The Avallable School Fund
also provides revenue for the State
Textbook Fund, which is used to pro-
vide free textbooks to students in
Texas public schools.
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