Testimony Before the Senate Education Committee on House Bill 3646 by
Hochberg on Behalf of the Fast Growth School Coalition

May 21, 2009
Madam Chair and Members of the Committee:

My name is Dan Casey. I am a Partner in the firm of Moak, Casey & Associates. I appear before you
today on behalf of the Fast Growth School Coalition, an organization that represents the interests of the
approximately 100 school districts that account for nearly all of the enrollment growth in Texas public
schools.

In reviewing House Bill (HB) 3646 under the primary authorship of State Representative Scott Hochberg,
there are several provisions that the Fast Growth School Coalition supports. Sections 83 and 84 of the bill
provide for the automatic “roll-forward” of the Existing Debt Allotment (EDA) program that assists
school districts in meeting their debt service obligations. This is generally beneficial to fast-growth
districts where voters have approved local bond issues in order to meet the demands of local student
growth. The automatic roll-forward provision would assist districts in their financial planning for facilities
needs.

One additional provision that we would also support that was included in the Committee version of HB
3646 provides an alternative to the 50-cent test for new bonds, if savings on interest costs of at least ten
percent would be realized. This change would still require school board approval and local voter
approval on a uniform election date, consistent with current law for school bond issues. The provision that
was removed on the House floor embodied the text of House Bill 3697 by Representative Aycock, which
we would commend to you as part of a comprehensive school finance reform bill.

One provision we must object to is the change to current-year property values in the calculation of state
aid and recapture. While the argument is often made that the target revenue system operates with de facto
current-year property values, this is not the case for Instructional Facilities Allotment (IFA) and EDA
funding. The attached analysis (Attachment A) indicates that the movement to current-year values for the
IFA and EDA programs reduces facilities funding to fast-growth districts by $21 million in 2009-10, the
majority of the $33.7 million total state aid reduction for these programs that year. School districts like
Cypress-Fairbanks ISD and Katy ISD would no longer receive funding under these programs, despite
their rapid enrollment growth. On average, an I&S tax rate increase of just under one-cent would be
needed among fast-growth school districts to offset this reduction in state aid.

The current-year value change makes a bad situation in terms of state facilities funding even worse.
Moderate and low-wealth school districts are likely to find themselves in the position of having to raise
their local 1&S tax rates to offset the reduction in IFA and EDA support. While the yield of $35 per ADA
provided coverage for districts attended by 90 percent of Texas public school students a decade ago, our
estimates of current-year values for 2009-10 show that only 49.4 percent of our students would be
attending school in districts eligible for state support under these programs next year.

As Attachment A shows, many fast-growing school districts in the state are no longer eligible for IFA and
EDA support due to their growth in property values. Our earlier analysis (Attachment B) shows fast-
growth districts paying a premium I&S tax rate relative to non-fast-growing districts, with 33 fast-growth
districts having I&S tax rates of 40 cents or more for the current school year. Local taxpayers in these
communities are bearing an inordinate burden to accommodate enrollment growth in their communities.
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If current-year values are used, districts should be guaranteed the level of state support they would have
received in the absence of this change for the next two years. This type of protection is critical for fast-
growth school districts.

The formula system that existed prior to the target revenue system did provide school districts with
growing tax bases the potential for a boost in M&O revenue when the local tax base growth per WADA
In percentage terms exceeded that for the previous school year. The benefit was short-lived—the state
property values recognized the increase in the next year and either state aid was reduced or recapture
increased. But that initial boost in M&O revenue was critical for fast-growth districts that are faced with
staffing and equipping multiple new campuses in some cases on an annual basis. While the $250 per
ADA New Instructional Facilities Allotment is helpful, access for a year to exceptional local property
value growth (constrained by the tax rollback rate calculation) was critical for fast-growing school
districts. While some may argue that this adversely affects school finance equity, the use of prior-year
property values has never been an issue in school finance equity litigation.

One other aspect of the use of current-year property values is that they make the financing system operate
much more like a state property tax. In addition, one concern we have is that it appears that the finance
system under the Hochberg bill creates a circumstance where local tax rate increases do not generate
additional revenue for operations, only funds that count against a district’s hold-harmless amount. This is
certainly not the “meaningful discretion” intended by the Texas Supreme Court in its West Orange-Cove
ruling. Representative Hochberg has indicated that this is not his intent, but we would encourage the
Members of the Education Committee to address this issue directly as it moves forward on school finance
legislation.

One additional issue is the need for some type of cost driver for the school funding system. The state has
ridden the growth in local property taxes for much of the last decade. Attachment C is taken the
Legislative Budget Board publication, Fiscal Size-Up 2008-09 Biennium. What Figure 174 shows is that
between state fiscal year 2000 and 2006, state aid averaged about $10 billion a year, while local school
district taxes increased from $11.7 billion to $19.9 billion over the same period. The House Bill 1 target
revenue system adopted in 2006 changed this dynamic, but the projections for 2009 showed a slippage in
the state share beginning to emerge again.

Thank you for your consideration in this matter. We appreciate your support for fast-growing school
districts and stand ready to offer any support we can as the Committee and the Senate complete their
deliberations on school finance legislation.



Attachment A
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AGENCIES OF EDUCATION

FIGURE 174

STATE AND LOCAL REVENUE FOR TEXAS PUBLIC SCHOOLS -

FISCAL YEARS 2000 TO 2009
INMILLIONS %
FISCAL STATE
YEAR LOCAL STATE TOTAL SHARE
2000 $11,717.4 $10,391.4 $22,108.8 47.0
2001 $13,336.6 $10,247.6 $23,584.2 43.5
2002 $14,430.0 $9,720.3 $24,150.3 40.2
2003 $15,777.4 $10,381.6 $26,159.0 397
2004 $16,6314 $9,774.0 $26,405.4 37.0
2005 $17,548.7 $10,454.0 $28,002.7 37.3
2006 $19,912.8 $10,147.7 $30,060.5 338
2007 $20,322.7 $13,338.2 $33,711.0 39.7
2008 $17,706.3 $17,656.9 $35,363.2 48.9
2009* $19,219.6 $17,657.6 $36,877.2 479

“Estimated.

Source: Legislative Budget Board.

down to 33.8 percent. During those years, property value OTHER APPROPRIATIONS

growth remained fairly strong while state aid did not keep
pace.

‘The 2006 property tax relief legislation required districes to
lower their maintenance and operations tax rates by 11.3
percent in 2007 and 33.3 percent in 2008, and replaced the
lost local revenue with state aid. As Figure 174 shows, this
major reform incteased the state share of school finance to
just below 40 percent in fiscal year 2007 and to an estimated
49.9 percent in fiscal year 2008, the highest percentage of
state aid for the FSP since fiscal year 1985. However, the
Comptroller of Public Accounts projects property values to
continue to rise for fiscal year 2009, which will overwhelm
state aid provided in the enrichment and facilities tiers,
reducing the state share to an estimated 47.9 percent.

It is important to note that the calculation of state aid in
Figure 174 refersto the Foundation School Program only,
and does not indlude appropriations of other state funds for
public education, such as textbooks, the technology
allotment, or instructional grant programs like the Student
Success Initiative. If all appropriated state funds that fow o
districts were included in the state aid calculation, the state
share for fiscal years 2008 and 2009 would increase by nearly
2 percent each year. Also, the amounts in Figure 174 do not
include approximately $1.2 billion per year in state retirement
contributions for the Teacher Retirement System.

In addition to the funding increase provided through the
Foundation School Progtam and the appropriation for school
district property tax relief, the Eightieth Legislature, 2007,
modified appropriations to other educational and
administrative functions at the agency. These are some of the
major changes:

* Educator Salary Increase. General Revenue Fund
appropriations are increased by $280 million to allow
districts to provide an educator salary increase. Each
school district and charter school will receive $23.63
per student in weighted average daily artendance in
each year of the 2008-09 biennium. Districts and
charters must report to TEA the manner in which they
expended these funds.

o Teacher Incentive Programs. Funding for the two teacher
incentive programs authotized by the 2006 property
tax relief legislation are increased to $342.8 million, an
increase of $242.8 million from the 2006--07 biennial
level. Funding for the Awards for Student Achicvement
program, providing teacher incentive funds to
educationally disadvantaged campuses, continues from
fiscal year 2007 at $97.5 willion annually. The new
Educator Excellence Awards program for approved
district-level teacher incentive plans is funded in fiscal
year 2009 at $147.8 million.

* High School Improvement and Dropout Prevention
Program. The Eightieth Legislature, 2007, maintained

LEGISLATIVE BUDGET BOARD
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AGENCIES OF EDUCATION

FIGURE 180

TEXAS PUBLIC SCHOOL

AVERAGE DAILY ATTENDANCE (ADA)
FISCAL YEARS 2000 TO 2009

FISCAL SCHOOL %
YEAR YEAR TOTAL ADA CHANGE
2000 1999-2000 3,702,396 1.6
2001 2000-01 3,762,729 1.6
2002 2001-02 3,854,707 24
2003 2002-03 3,935,932 2.1
2004 2003-04 4,008,528 1.8
2005 2004-05 4,078,747 1.8
2006 2005-06 4,182,348 25
2007 2006-07 4,248,334 1.6
2008* 2007-08 4,344,003 2.3
2009* 2008-09 4,431,310 2.0
*Estimated.

Note: ADA counts include charter schools and exciude all state-
administered schools except Moody.
Sources: Legislative Budget Board; Texas Education Agency.

For the 2008-09 biennium, TEA estimates the ADA growth
rate at 2 percent annually over 2007 levels. However, the
final ADA for the 2006-07 school year was lower than
expected, possibly because a sizeable number of Katrina
students returned to Louisiana. As a result, the projected
fiscal year 2008 ADA growth rate increased to 2.3 percent.

ETHNIC COMPOSITION

The diverse cthnic composition of Texas school-age
population is shown in Figure 181. By fiscal year 2007, tortal
enrollment had grown by nearly 20 percent above the fiscal

year 1998 level. The rate of increase among minority students
was more than 41 percent over the 10-year period. Anglo
enrollment in the 2006-07 school year was lower in raw
numbers than it was 15 years earlier (1,631,680 students in
2007 compared to 1,695,351 students in 1992). Anglo
students as a percentage of all students enrolled dropped
from 46 percent in 1997 to 36 percent in 2007.

The most significant factor in the 10-year enrollment trend is
the growth in the number of Hispanic students. Their
number has increased by more than 47 percent over the 10-
year period—to over 2.1 million students and a 46 percent
share of the statewide student population in fiscal year 2007
(up from 37 percent of the total in 1997). In the 200102
school year, Hispanics surpassed Anglos as the largest ethnic
group enrolled in Texas public schools. If current trends
continue, by 2012, Hispanics will account for over half of all
school enrollees.

Although African American student enrollment increased by
20 percent since fiscal year 1997, their percentage share of
total students remained relatively constant over the period, at
justabove 14 percent. The Asian and Other category increased
by 64 percent in the 10-year period, although these students
currently account for just below 4 percent of total
enrollment.

PUBLIC SCHOOL ACCOUNTABILITY

FOR STUDENT PERFORMANCE

The Seventy-third Legislature, 1993, established a statewide
accountability system for Texas public schools. TEA launched
this system in the 1993-94 school year. In 1997, a separate

FIGURE 181
SCHOOL ENROLLMENT BY ETHNICITY
ACADEMIC YEARS 1998 TO 2007

100% -
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60% +

40%

199798 199899 1999-2000 2000-01
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Source: Texas Education Agency.
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