Evolution of System-level Prototype Fiscal Capacity Model

How We Got Here
1979—State Equalization Plan for Financing the Public Schools in Tennessee, prepared by the Tennessee School Finance Equity Study:  the state should utilize an equitable measure of the relative taxpaying abilities of the local educational agencies.”
1990—First Performance Audit of Board and Department of Education:  “Funds available for public education vary considerably from school district to school district in Tennessee.”  Board and Department concur and note that system-level model is in development.

TACIR Staff Report:  describes two system-level fiscal capacity models.

1992—County Model Adopted for Use in BEP Formula

1995—Tennessee Supreme Court finds funding scheme unconstitutional:  
(June) Commissioner of Education and Executive Director of State Board:  request that TACIR develop a system-level model to assist with solution; Commission defers further discussion until BEP is fully funded.

1998—TACIR staff: refines conceptual framework; develops two-tier model.

2001—TACIR staff:  refines two-tier model

2002—TACIR staff:  continues to refine two-tier model; consults w/Comptroller staff.

(October) Tennessee Supreme Court again finds funding scheme unconstitutional.

2003—Governor Bredesen:  appoints Teacher Salary Tax Force to recommend solution.
(July) Comptroller’s Office of Education Accountability:  “The fiscal capacity index estimates county-level fiscal capacity while BEP allocates funds at the LEA level, resulting in funding inequities among LEAs within multi-system counties.

(November) Task Force issues recommendations:  “Introduce a new district/system-level fiscal capacity model in order to provide a fairer method of determining local contribution.”

2004—General Assembly:  asks BEP Review Committee to “give special consideration to . . . development and implementation of a system-level fiscal capacity model.”

BEP Review Committee:  endorses concept of a 136 system-level prototype and voted to recommend in its November 2005 report that Tennessee convert to a system-level equalization model.

Early Calls for a System-level Model

1977—Joint Legislative Committee on elementary and secondary school finance (established in 1976) voted unanimously to cooperate with the Commission of Education in making a detailed study of the equity of the State’s new public school finance program (the Tennessee Foundation Program adopted that same year)

1979—State Equalization Plan for Financing the Public Schools in Tennessee, prepared by the Tennessee School Finance Equity Study

“To determine the sharing of educational costs between the State and the local education agencies, the state should utilize an equitable measure of the relative taxpaying abilities of the local educational agencies.”

Though it recognized the need for a system-level model, the study team neither developed nor described one, but focused instead on the need for

1. more uniform property assessments and

2. a method to include sales tax collections in the county measure of relative tax paying ability. 

Early Calls for a System-level Model

1990—The first Performance Audit of the Board and Department of Education issued by the Tennessee Comptroller in February 1990 found that “[f]unds available for public education vary considerably from school district to school district in Tennessee.”  The Board and the Department concurred.  The Department noted that a formula change was being studied and included the following comment in its response to the audit:

“Possibilities for formula change include a mechanism to distribute state funding to systems based on their “ability to pay” which would better equalize funding statewide. . . .  Multiple school districts will be examined with the possibility of incorporating funding disincentives to address funding disparities.”
The Board went further, commenting on the causes and noting that the proposed new funding formula would include a system-level gauge of ability to fund schools:

“Independent taxing power of city and special school systems does contribute to the existing disparity in funding among the state’s systems.  Citizens of city and special school systems have the ability and usually the will to tax themselves for the purpose of investing more in their schools.  County residents may have the will but typically not the ability to do the same, given their limited tax base.  The Board’s Basic Education Program proposal would resolve much of this problem by gauging state appropriations for schools to each system—county, city, or special—according to each’s ability to raise local tax revenue for schools.  The result would both assure adequate resources in all systems and decrease the funding disparity among systems.”

Early Efforts to Develop a System-level Model

1990 TACIR Staff Report described two fiscal capacity models for school systems—
Normative Representative Tax Model (developed by Don Thomas, consultant to Governor McWherter)
Assumed all local revenue for public schools came from property and sales taxes—59% from property and 41% from sales.

Estimated average tax rates for property and sales based on those proportions.

Applied average tax rates to property and sales tax bases for each county area.

Divided results within each county among school systems based on weighted full-time-equivalent average daily membership.

Problems—ignored other sources of revenue, ability to pay; different tax bases of counties, cities and special school districts.

Property Tax Base Approach—two variations
Both assumed all local revenue for public schools came from property.

Unique Property Tax Base—treated all school systems as if they were special school districts.

Overlapping Property Tax Base—treated county systems in multi-system counties as if they were not subject to sharing requirements.

Problems—ignored other sources of revenue, ability to pay; different fiscal structures of county and city school systems and special school districts.

Early Requests to Develop System Model

In response to 1995 Tennessee Supreme Court decision finding the state’s method of funding education unconstitutional because of its failure to equalize teachers’ salaries, Commissioner of Education and Executive Director of State Board of Education request review of fiscal capacity model and development of system-based model in June 1995.

“If the department could distribute BEP funds on a fiscal capacity index that more accurately reflected the situation in each district, it would aid in the quest for equalization, be as fair as possible, and help the department in its continual battle over salaries and other issues where there is such great disparity.”

Commissioner Jane Walters

“The original premise of the BEP was that the responsibility for funding schools was split between the state and local governments.  Given that local governments had different abilities to pay, local responsibility would be divided according to ability to pay.  Conceptually at least, the notion was that there were 139 school systems and there would be 139 splits of that local responsibility.”

Brent Poulton, Exec. Dir. State Board of Ed.

Commission defers until BEP is fully funded.

Efforts to Develop a System-level Model Resume

1998
TACIR staff refines conceptual framework:

· considers one- and two-tier models

· develops two-tier model with
· current county model as tier one

· tier two splits tier one for multi-system counties based on property and sales

2001
TACIR staff refines two-tier model:
· current county model as tier one
· tier two splits tier one for multi-system counties based on property, sales and income (as proxy for other taxes)—modeled after formula used by
· Economic & Community Development

· Water Revolving Loan Programs

2002
TACIR staff continues to evaluate two-tier model and, with Comptroller’s staff, explores alternatives

· income measures for school systems—

· insufficient data at system level (only two years of data for school-aged child poverty)
· technical and confidentiality problems using IRS data as substitute for traditional measures

· insufficient data for municipal overburden (non-education service burden)
2002 Tennessee Supreme Court Decision Rekindles Interest in a System-level Model

[T]he same disparities in teachers’ salaries that existed when Small Schools II was decided still exist today . . . and it takes little imagination to see how such disparities can lead to experienced and more educated teachers leaving the poorer school districts to teach in wealthier ones where they receive higher salaries.  In the end, the rural districts continue to suffer the same type of constitutional inequities that were present fourteen years ago when this litigation began.

Small Systems III—Tennessee Small School Systems, et al. v. Ned Ray Mcwherter, et al., 8 October 2002

TACIR School System Fiscal Capacity Model
Comptroller’s Report Questions Use of County Model in BEP Formula
“The fiscal capacity index estimates county-level fiscal capacity while the BEP allocates funds at the LEA level, resulting in funding inequities among LEAs within multi-LEA counties.
Among LEAs within the same county, the ability to raise local revenue through property and sales taxes may vary considerably.  The Tennessee Advisory Commission on Intergovernmental Relations (TACIR) estimates fiscal capacity only at the county level, masking these variations.  As a result, some LEAs receive a disproportionately high level of state support, and others receive a disproportionately low level.  More LEA-level data are now available, and it may be possible to develop an LEA-level fiscal capacity index using the same methodology and similar variables.

“Implementing an LEA-level index would not affect the BEP’s total cost, nor would the state cost change.  However, an LEA-level index would cause a redistribution of state dollars and local shares of the BEP either among LEAs within a multi-LEA county or among all LEAs statewide.  TACIR has examined various ways to determine fiscal capacity at the LEA level and is refining a prototype LEA-level fiscal capacity model.”

Funding Public Schools:  Is the BEP Adequate?  (July 2003)  Tennessee Comptroller of the Treasury, Office of Education Accountability.
TACIR School System Fiscal Capacity Model Requested by
Governor’s Task Force on Teacher Pay and BEP Review Committee

· Governor Bredesen’s Task Force on Teacher Pay

· Appointed by Executive Order No. 5, February 2003

· Final Report issued November 2003 with Ten Recommendations, including

#4.  Introduce a New District-Level Fiscal Capacity Model—Introduce a new district/system-level fiscal capacity model in order to provide a fairer method of determining local contribution.  Currently, the model measures the fiscal capacity of 95 counties.  A new district/system level will measure the capacity of 136 systems.
· Basic Education Program Review Committee

· Appointed by the State Board of Education

· Asked by General Assembly to “give special consideration to . . . development and implementation of a system-level fiscal capacity model.”

· “Endorsed the concept of a 136 system-level prototype.  The committee voted to recommend, in its November 1, 2005 report, that Tennessee convert from a 95 county to a 136 system-level equalization model.”  (November 2005 Annual Report)

Four Alternative Models Evaluated for Task Force
· Two two-tier models, both w/regression-based county tier

· both with modified county model as tier one
· property and sales tax bases combined into a single variable—issues include determining appropriate weight and developing method to keep up to date
· median household income as measure of taxpayer equity—chosen to avoid problems inherent in per capita income (outliers and group quarters distorting average)
· school-age child poverty as measure of service burden—replacing ratio of public school students to total population to reduce redundancy with BEP formula (issue raised by Office of Education Accountability report in July 2003)
· algebraic tier two based on property and sales tax bases plus revenue available from state-shared taxes—problems include determining average education tax rates for cities that use general fund transfers for schools
· regression-based tier two

· shared and unshared combined property and sales tax base variables

· system-level tax exportability

· system-level school-aged child poverty
Four Alternative Models Evaluated for Task Force
· Two one-tier models

· algebraic based on property and sales tax bases plus revenue available from state-shared taxes—problems include determining average education tax rates for cities that use general fund transfers for schools
· average tax and usage* rates calculated from actual revenue for schools divided by tax base or available state-shared tax revenue

· separate calculations for shared and unshared tax bases—directly reflects actual local fiscal structure 
· full regression based on same components as current county model with

· separate variables for shared and unshared tax bases and tax exportability
· separate variables for tax payer equity related to shared and unshared tax bases

· median household income for shared (county-area)

· school-aged child poverty for unshared (systems)
How Other States Do It
Other States With Multiple Types of School Systems
	State
	Types Of School Systems
	Similar Fiscal Authority
	Fiscal Capacity Measure Used
	Major Own-Source Revenues Considered
	Other Minor Revenue Available

	
	
	
	
	
	

	Arizona
	I,C
	Y
	Y
	P
	N

	California
	I,C,M
	Y
	N
	NA
	

	Connecticut
	I,C,M
	Y
	Y
	P
	N

	Maine
	I,M,T
	Y
	Y
	P
	V

	Massachusetts
	I,C,M,T
	Y
	Y
	P
	V,H

	Michigan
	I,M,S
	Y
	Y
	P
	N

	New Hampshire
	I,C,M
	Y
	Y
	P
	N

	New Jersey
	I,C,M,T
	Y
	Y
	P
	NT

	New York
	I,C,M
	Y
	Y
	P
	S

	Rhode Island
	I,M,T
	Y
	N
	NA
	

	Tennessee
	I,C,M
	N
	Y
	P,S
	State-shared Tax Revenue

	Virginia
	I,C, M
	Y
	Y
	P,S
	


Source:
“2002 Census of Governments” and individual state data.

Notes.

Types of School Systems:  I = independent school district, C = county system, M = municipal system, T = town or township system.

Major own-source revenues:  P = property taxes, S = sales taxes, I = income tax, V = annual vehicle excise tax, H = hotel motel taxes, NT = non-tax revenue.

States not listed:  School districts in all other states are fiscally identical except Alabama, which has systems operated by both cities and counties, but no independent school districts.  Only states with fiscally disparate systems, including special/independent school districts provide a useful comparison for Tennessee.
Virginia:  Cities in Virginia are completely independent of counties.






* Usage rate applies to state-shared tax revenue.
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