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SCHOOL FINANCE STUDY COMMITTEE

March, 1989

SBACXGROUND INFORMATION

House File 499 directed the lLegislative Council to appoint a
WOTrKlng committee consisting of members of the House and Senate
Comm.tzees on EZducation and Committees on Ways and Means and
members whOo represent the Department of Zducation, educacicn
interest groups, and other organizations and associatians
interested in school £finance to conduct a comprehensive study of
school finance. The legislation stated that the recommendaticns cf
the Study Committee should be made toc the General Assembly meezing
:n 1989, Chapter 442 of the Code, the chapter thaz contains the
state school foundation formula, is repealed effective July I,
199:.

The Legislative suncil establisnhed a School Finance Study
Committee, named members, and authorized two days of meetings to
begin the %task,.

Members named to the School Finance Study Committee are:

Senatcr Larrcy Murphy, Oelwein, Co-chairperson

Representative Arthur Ollie, Clinton, Co-~chairperson

Serator Joy Corning, Cedar ralls

Senatcr 3111 Dieleman, Pella

Senator Richard Drake, Muscatine (Replaced Senator Edgar H. Holdern
Zuring tne 1988 interim)

Senater wWa.ly E. Horn, Cedar Rapids

Senator James Riordan, Waukee

Senator Ray Taylor, Steamboat Reck

Representative Kay Chapman, Cedar Rapids

Representative Horace Dagge::, Kent

Representative Ruhl Maulsby, Rockwell City

Representative Tom H., Miller, Cherokeae

Representative David Tabecr, Baldwin

Represantative Philip Wise, Xeckuk

Mr. ocnald Byers, Newton

Ms. Mary Zllen Chamberlin, Davenport

Mr. Lowell Dauenbaugh, Des Moines

Mr. Don Gunderscn, Dike

Mr. Bil: ¥Xnapp II, West Des Mcines




Corm:.zthee

Patsy Partridge, Xeokux
Ms. Rita Venner, 3reda
Wiliiam lLepley, 2irector,
Sezartment of Zducation {(Ex Qfficio)

Prigcr %o tne ceommencement of Study Committee activities, severa.
members of tne Study Commitcee who are Commissioners f¢r the Starte
€ Iowa 1n tne Educaticn Commissicn of the States, an organization
formed by an interstate compact to nelp state edicatlst
policymakers to improve the quality of education at all levels, me:
with Mz, <ent McGuire, Directer of the Schooi Finance Divisicn of
the Educatien Commission of the States, at the Educaticon Commissicn
©f <the Srates Annual Meeting held in July 1987, in Denver =2
discuss the Iowa Study. These members were Co-chalrpersons Murpny
and Ollie and Serator Corning and Representative Daggeczt.

Mr. McGuirze indicated that %the Education Commissicn <f the
States wculd De interested in assisting the Iowa General Assemb:.y
during the preliminary phases of 1ts study by analyzing
:nformation, c¢onducting interviews, assisting 1in developing a
request for propesal to be sent to potential censultants, and
helping o analyze ©bDids on tne proposal. At this meering he
indicated that ne would attend the Study Committee's first meeting
t> discuss school £inance (i{ssues and possible apprcaches to the
study cf a school finance formuia.

AUGUST 20-21 MEETING

The Study Committee met on August 20 and 21, 1987. Mr. «en:-
McGuire was oresent as well as Mr, John Myers, Senior Program
Director far Education of <the Naticnal Conference <¢f Starte
Legislatures. The National Conference of State Legislatures is a
nonpartisan organizacicn of the fifty states that provides services
to state lLegislatures.

The Study Ccmmittee heard presentations by Dr. Leland Tack,
Administracer of the Division of Planning, Evaluation, and
Iinformation Services of the Department of Education; Mr. Phil
Dunshee, DOirector of Governmental Affairs, Iowa Association of
Scheel 3cards; and Mr., Lcwell Dauenbaugh, School Ffinance

{

Specia.isz, iowa State Zducation Asscceiation, outlining =ne
condi:ians that .ed to the enactment of the state school fcundation
Sormul -1 1971, =he «xinds <¢f Llegislative changes that nave
4cchr.ed “2 :the formula over %<he vyears, and provigions zf tne
formula a3 .t eoxusts during the present school year.

Mr, drad  Hdudsen, Budget Analyst for the Depar:imenz =2
Management, discussed the impact cof declining property vaiues =:
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stare scrocl faoundation aid. He commented that an additionail S13.3
nillion in scare ald under the formula will be needed in =he 1388-
89 schoc. year Dbecause 5f a four percent decline in the assessed
valzazian 2f  taxable prepert in tnis state. Mr. Hudscn aisc
expla.ned schocl districe: property tax levies that are in additicn
Lo re scneel aid formula moneys and presented infcrmazica

cern.ng he homestead zax credit, the agricultural land tax
ediz, and verterans' tax credit.

regislative staff reviewed pricr legislative and executive
branch studies of the schcol foundation formula, Mr. McGu:iure
reviewed the manner in whicn other states have conducted studies of
“heir schooi finance formulas and noted that studies of scnceol
£inance are always complex and involve many variables,

Mr. Myers and Mr. McGuire described three basic variations c£
schocl finance formulas and discussed the formulas of severa:l
different states. These are: (1) A foundation program in whicn
state aid equals the difference petween the dollars raised locally
through a mandated tax and the dollars specified as the foundaticn
level. The spending above the foundation level generally is
provided f£from local sources. (2) Percentage equalizing in which
state aid equals a percent c¢f local school expenditures in inverse
prepertion to  the districts' wealth. (3) Guaranteed tax yield in
which the state guarantees a tax yield for the district up :c a
maximum levy.

There was also discussion that some states have a multitiered
schocl finance system which uses more than ¢ne xind of formula.

e Commizzee unanimously adopted a motion that requested
val <rom the Legislative Council for the expenditure of rc:
ceeding $140,000 frcm moneys appropriated in section 2.12 of the
de for a study of Iowa's school finance formula. The Education

of the States, with assistance from <the National
“ference cf State Legislatures, agreed %o conduct the first phase
2f the study by gathering information about the school finance
plan, reviewing previous studies of the school finance plan,
summarizing those studies, and analyzing the percepticns of schcol
perscnnel and representatives of interest groups about the schoc:
finance plan. The Education Commissicn of the States would alsc
identiiy issues that need to be considered and help to write a
request for proposal for an cutside consultant %o actuaily perfern
tne study cf the school finance plan.
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The <Jommittee divided Linto two separate groups to discuss
concerns  aoout cwa's system of financing schcols and zo raise
sgec;flc .s3ues and questions that members would 1ike to see
acdressec. These comments were used by the fducation Commission I
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the States vo Sormulate -he guesticns it used during
ccrnversations witn schecl personnel and representatives
Du

-y

usiress and the committees.

LEGISLATIVE COQUNCIL APPROVAL OF COMMITTEE REQUESTS

On Seprambper 2, 1987, +ne Legislative Council approved a reqgues:
from the Schocl Finance Study Committee for the following:

i, The Study Committee may enter 1LlNtoe a contract with :the
£ducation Commission of the States to conduct the first phase of
the scheol finance study at a cost of not exceeding 540,000 zc te
caid from moneys appropriated in section 2.12 of the Code.

2. The Study Ccmmittee may meet for five additional days
between December 1987 and June 1988 to hear testimony, approve “he
awarding of one or more contracts for an outside consuitant o
conduct the study, and hear progress reports from the consultant.

3. The Study Committee may employ an independent consultant
under a Request for Proposal to conduct the study at a cost =f not
exceeding $100,000 witnh specific approval of the contract to oe
made by the Legislative Council after bids have been received and
reviewed.

CONTRACT WITH EDUCATION COMMISSION OF THE STATES

A contract was executed between the School Finance St
Committee and the Educaticn Commission <f the States, wi
subcontraces between Education Commission of the States and zhe
Naticnal Conference of State Legisiatures and between the Educaticn
Commissicn sf the States and Augenblick, Van de Water and
Asscciates, o0 complete the first phase of the study. A copy <f
the scope c=f work for this phase is attached to this report.

T

CECEMBER 17 MEETING

interesc groups were invited to provide their views about “ne
scneocl  foundation plan  at  the December 17, 1987, meerting. The
nearing was held at the Srate Capitol in Des Moines., A list cf :he
individuals who made presenczation and “tne organizaticons :hey
represented (s attacned to tnis f£inal report.



Schcoe Finance Study Commistee
Finai Repert - Marcn, 1389
Page 3

-ANUARY 26, 1988 ~ STUBY RESULT

At -ne January 26, 1988, meeting, Mr. McGuire presented :the
resuics cf the study that was conducted pursuant to the contract oy
the gsducation Commission of the States and the National Ccnference

°of State Legislatures. Ccopies of Mr. McGuire's report are on f£il
in zhe Legislative Service Bureau.

Mr. McGuire states in his report that an analysis of trne
discussion and comments of Committee members at the August 20-21
meecing disclosed the following themes of interest of Committee
mempers:

The need <2 simplify lowa's current formula.

The deslre to maintain a balance between state and local
revenues for funding schools and provide a stabile
funding source.

3. The desire o maintain a bhalance between state and lccal
control ¢£f schocls.

L% 2 B
. .

Representatives from the Education Commission of the States
(2ZCS) and the National Conference of State Legislatures (NCSL)
visited ¢twenty schocl districts varying in enrollment £rom 135 <o
30,861 students, located throughout the state geographically, and
possessing wvarying costs per pupil, tax rates, and percentages :c£
"phantom students", In addition, these individuals also visited
either 1in person or by telephone with representatives from various
organizations and associations interested in school finance either
for educartion reascns or for taxation reasons. The purpose of
these visits was %0 obtain a general sense of the education issues
o concern to educators and policymakers.

The report concludes with a listing of issues that the ECS and
NCSL believe should become the focus of the schoeol finance study.
They are:

1. Enrollment decline including the relationship between schcol
district size, educational program, and costs.

2. Relative tax burdens associated with financing schools
{.e. who pays and who should pay.

3. Incentives for sharing and district cooperation.

+. More information about the impacts of zhe current system.

Mr. McGuire develcped a scope of work consisting of a series
juestisons that  involve conducting studies in each of the fou
areas. de presented <this scoD £ work :o the Commitcee and
suggested thac rather than employing a ingle ocut-cof-stace
censy.tant o complete the work, =i tudies ‘or each area might se
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conducted by ‘towa Sxperts, ncting that using this procedure Lhe
Commictee aould receive amore for tne money expended and Proceed
with tne studies more quickly. He also suggested that the
Commitsee might wish to considar enlisting two or three individuals
from outside the state to serve in an advisory or review capacity.

JANUARY 28 MEETING - COMMITTEE ACTTONS

At  the January 28 meeting, the Committese voted to approve the
scope of work Suggested by Mr. MeGuire with changes outlined by
Committee members; to continue using My, McGuire as a coasultang =5
the Committee; to use Iowa experts tq conduct the research =-
perform the studies required ip the scope of work; to use a
national panel of EXPerts to provide general oversight to the work
of the Iowa ‘esearchers, to advise the Committee on substantiaj
issues telating to the study, and to Suggest a range of policy
alternatives in school finance for Committee consideration: and tgo
ask Mr. McCuire and Others to suggest the names of Iowa individualg
who mighe perform the required studies ang out-of-state expercs rg
Serve on the national panel.

& list of names of proposed in-gtate researchers and nationg!

panel members was developed and subsequently approved by tha
Committaze members,

LEGISLATIVE COUNCIL ACTION

At its next meeting the Legislative Council gave final approval
to the request of the School Finance Study Committae to expend not
exceeding 3$100,000 from moneys appropriated in section 2.12 of tha
Code for completion of the Scope of work by four Towa tesearchars

1owa RESEARCHERS

Dr. George Chambers, Professor of Educational Administration,
University of Towa, studied the effects of the scheol finance
formula on school pPersonnel, on the use of Phanteom studencs -o
combensate districts fFar lcsses in enrollment, and the effeccs of
sharing agreements on the budgets and expenditures of school
districrs,

Pr. Mark Zdelman, Associgte Professor of Economics, Towa Stace
Universiry, reviewed the literature concerning declining enrollmenrc
in school discricts, cconomy  of secale ag it perrtains co the
cPeration of schools and School districts, and approaches used ip
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s.iment or econcmies 2f scale.

°rofessor cf Economics, University of Icwa,

relating %o f£iscal capacity indicators,

ive apprcaches used by states <o Measure fiscal

fiscal capacity and its variations .in school

wa, analyzed <«variations in property wealth, and

perty tax credit systcem and the impact of prcperty
income characteristics of individuals.
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Dr. Lee Tack, Administratecr c<f the Division of Researcn,
Zvaluation and Information Services of the Department of Education,
studied histcrical changes in enrollment levels among schccl
discricets and characteristics of districts with similar enroliment

hanges; changes in expenditure categories, personnel, and progran
offerings of schcol districts as enrollment levels nave cnanged;
and the relationship between c¢hanges in enrollment and pupi:i
pericrmance as well as the relationship between enrollment levels
and per pupil cperating expenditures, programs, and performance:
changes in revenues available to scheol districts; and changes :in
the relaticnships between revenues and expenditures.

NATIONAL 2PANEL

The National Panel members approved by the Committee are as
fcllows:
N *

or. John Augenblick, Consultant,
Augenblick, Van de Water and Associates, Denver, Colorade
Or. Steven Gold, Director of Fiscal Studies,
Naticnal Conference of State Legislatures, Denver, Colorade
Mr. Paul Nachtigal, Mid Continent Regional Education
raporatory, Denver, Colorado

The parel members’' tasks were to serve as advisocrs to the
researchers and work with them as they completed their studies and
to develop alternatives f£or the Committee to consider based upon
information from other states and the research that was completed.

APRIL 2., 1988 MEETING

At ne April 21 Committee meeting, the Icwa researchers and =he
memders 31 the Naticnal Panel each addressed the Commictee and
answerec guestions about thelr roles.
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eay would serve the function of coerdina

The <Csommittee decided 3tz hold public hearings zhroughour the
state in ear.y September,

JUNE 24, .988 MEETING

Preliminary reports were received from the Iowa researchers a:
‘ne June 24, 1988, Committea meeting., Copies of summaries of these
reports are attacned to this final report.

'n addi-ion, ©Or. Willis Goudy, Professor of Sociology, :cwa
State University, discussed Iowa's general population trends. He

-
-

stated that [owa experienced a gradual increase i1n population fzom
1900 to 1380, but from 1980 to 1987 the population has deciired
about 2.7%. The year .987 saw the lowest rate of births ever
recorded, 13.2 per 1,000 births while the death rate tas remained
fairzly <¢oanstant. There has been a population shift from rurai o
urban and zne farm population nas been declining since 1940,

or. Goudy predicts a slight increase in population as the state
enters cthe twenty-first century. The Committee concluded tnact
lthough cthe massive school enrsllment decline may have peen
arrested, with +the migration of families from rural :to 2arban
centers, 3ome schopl districts will continue to experience
declining enroliment.

“r. Dav.:d Swenson frcm +the Center for Policy Studies, :the
Tniversics € Iowa, discussed social issues influencing schcol
Zlnance reform, Mr. Swenson reported that real worker earnings
rave declined nationwide and since 1979 this trend has been evident
in lowa, Siace 1379 Iowa has experienced a greater incidence of
poverty. In addition, JIowa's share of national income is
deciining. Mr. Swenson believes that state and local government:s
w#1il have to provide more services with relatively less revenue and
rescurces may have to be targeted to specific programs,

Tne Committee came to the following conclusions atw the close cf
the meezing:

-, The Schocl! Finan tudy Committee believes that there will
ce wvar:cuis levels Of poo a:;an declire with pockets of the s:ace
tnat WLl exterisance ocpulatic increases, This pnencmena
.ndicates <nat tne Cocmmittee needs to incorporace flexibility in:c
:ne Icrmula o reflect a flattening of population growth with a
possibllity of decline,



2, Since real wcrker =2arnings ar
ccnsider addressing rthe issue of prcp

e deciining, the Committee may
ercy tax relief.

3. The Committcee agreed o Keep in ﬂ'ﬂd a mid range zI
populatisn projections rather than using projections that predics
either grea:t population growth or 2decline,

<JULY 14, 1988 MEETING

At 1ts July 14, 1988, meeting, Mr. David Swenson £rom the Cen:er
for Policy Studies at the University of Iowa again addressed =ne
Ccmmitcee, This =:me he focu sed on state demograph ¢ and econcm:i¢
crhanges in Iswa and tnhe:xr :influences on income in the reglion. Mr.
Swenson commented that Icwa has reccvered from the recent economic
downtown more slowly than the rest of the nation. He cited che
number of households receiving food stamps as an indicator £
earning Lloss and noted that number doubled between 1979 and 1984.
The counties with smaller pcpulations have suffered the greates:
percentage of population losses and have also suffered the greatest
percent O0f retail sales losses.

Mr., 3ill Smith, representing the Iowa Tax Reform Action
Coaiition, discussed property tax credits and offsets. He stated

that state funding assists certain individuals who meet eligibility
requirements to pay their property taxes as follows:

i. Homestead Credit for homeowners - $33.5 miilien.

ultural land tax credi:c - $43.5 million.

[ 1)
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3. <Zlderly tax credit for low income elderly persons -
$i0 miillion.

In addition state money equal o $97 million pays for "offsets"
which inciude payments f£or livestock credits, moneys and creditcs
tax rep.acement, inventory tax replacement, and personal prcoperty
tax replacement.,

The <Committee discussed i{ssues relating %o state versus .oca.
respornsinility for fund:in educarticn, wmix ¢f revenue scurces,
cpricns  for school districts at the local level, and equalizing
issues, and developed a ser:ies of principles upon wnich &
tentacively agreed o bui-u its scheol finance plan. A copy ¢f tn
principles adepted at cne meering (s attached to this repore,

([ ]
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AUGUST 4, 1988 MEETING

oA |

At che Auqus“ 4, 1988, meeting Ms. Sue Scnroeder, Consultan
Homeless Children and vYouth, of the Division of Insh:;c:i:
Services <f tre Department =f Education, presented the prelimina
result of a study on homeless children in Iowa conduct ed by Drak
Jalversity. The tudy assumes that there are 14,665 homeles
persens  in Iowa, She summarized the Department cf Education's

solutions 2 this problem that include: equal treatment f£or all
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chiidren, inclusion of fees and supplies in the school aid fcrmuia,
and having &the General Assembly put the best interest of children
first so cthat impediments =0 =aducating hncmeless children are

ramoved.

The Committee then discussed issues relating to the cost of
educationa. standards, inclusion of the educational excellence
funds within the formula, inclusion of transportation costs and
special needs in <he formula, calculation of enrollment, use cof
incentives, equalization of educational costs, and state versus
iocal funding and developed a second series of principies upon
which 1t tentacively agreed =9 buiid it3 school finance plan.
Jecisions in some areas were delayed until after the report <f tne
natlional panel was received. A copy of principles adopted a:c cnoe
meeting s attached to this reporet.

PUBLIC HEARINGS

Five public hearings were neld in various locations througnou:t
the state during tnhe first week in September. Members were
assigned to one of the public hearings and were invited to attend
mere than cone hearing if possible, Attendance at each of the five
nearings varied from approximately 80 iandividuals %0 about 120
individuals. There were eighteen presenters at Creston and
approximately ctwenty-four presenters at each of the other four
nearings.,

The public hearings were held on the following dates a:z the
-isted iocations:

September 6

(RN
ry ry

M m

en vValiey Area Educaticn Agency
830, 1Cwa :

Lakeland Area Education Agency
Cylinder, Iowa
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Sepramper 7
dearzland Arza £ducaticn Agency
~-chnston, Icwa
September B8

Great River Area Zducation Agency
Burliangtcn, Iowa

lineton Community College
Linton, Iowa

Representatives from several asscciaticns made presentations at
most or all of the public hearings. These included:

Area Educaticn Agencies Icwa Association of Reaitors
Icwans for Arts Education rartners in Vocational Education
League of Women Voters of Icwa Jocational Home Eccnomics;
Patterns for Progress United Property Taxpayers of Icwa
Farm Bureau Federation

In addition, school board members, superintendents, teachers,
rural scheol representatives, farmers, parents, rural property
taxpayers and o¢thers were present and made presentations at each
hearing. Most presenters mentioned that while they may want a
differenc means of cellecting and/or distributing the funds
available £f2: education purposes, they did not want to reduce cne
present funding level but rather advocated continuing or increasing
=ne present funding level.

Ccpies of the Minutes from each of the public hearings are
avarlable from the Legisiative Service Bureau.

NATIONAL PANEL ACTIONS

The <Iour researchers ccmpleted preliminary drafzs of thel
tepcris on September 30, 1588, and these reports were dispatcred ¢
the members of the National Panel for their use in developing thel

reccmmendations f{or the <C{osmmittee. (opies of chese repecrts were

1 ()

dis :Lo'-ed to Ceocmmittee mempers and cn £ile in the Legislative
Serwice 3ureau.

The Nat.zcnal Panei mempers caviewed he reports and deveioped
pDrelimipacy zoncliusicns Dbased upon these reports wni¢h cnev
iistribuced Lo tne ctner Panel members.
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Dr. Steven Gold concluded:

1. Data showing Iowa's Neavy reliance an the Property tax isg
Skewed because, in Iowa, cities and counties rlace a heavier
teliance on the Property tax than deo Similar governments in other
States while Towa's reliance on Property tax by school districes ig

2. I[owa's reliance an the property tax is Lo ba expected Since
lts per capita Property tax base ig much higher than the naticnal
average.

3. If income wers included along with assessed valuation as g
measure of Ffigegal capacity, state aid would be redistribured :a
favor of school districts with a relatively high ratio of propercy
‘0 income and, Statewide, Property taxes themselves would not be

reduced,

4, If income were included in the formula, equally situated
taxpayers would no  longer pay the Same taxes, resulting in
ntorizontal inequity (i.e. high-income households ip low-income
school districts would pay lower taxes than high-income Nouseholds
in aveérage income districts).

3, Consideration should be given to the use Of property tax
ciruit breakers tQ target Property tax raliaf to taxpayers wis:
hign Property taxes relative to thejir income. Tt goulgd be extended
to farmers.

Dr. Jehn Augenblick &oncluded:

1, In Iowa thera hag been a dramatic decline ip school
enrollments over the past 29 years,

2. Districts witn Sustainad declining eénrollments over long
periods of rime face nhigher Pe€r pupil casts thap districts witn
stable enrollments. ‘

3. OQver a teasonable period of time, districts can save moat of
the cost of Serving pupils ne longer enrolled DY reducing staff,
trimming overhead, and reconfiguring space.

4, The state can create a hudget adjustmene Eactor thar
reflects the actual pattern of a4 district's enrollment decline
based upan the magnitude and timing of the decline. <This factor
“an be determined O the basis of 4 matrix with the percent of
decline as zns axis and the ¥YCars sinee the decline occurred as the
other axig.




Nacnt.gal ccncluded:

masiority of Iowa's schcecl districts are rural and

-
sma.i and these sma-l schsol districts will

ral
had -
pe a part cf Iowa’'s future.

there s little difference in spending per szuden:
nging in size from 500 szudents to 5,000 students,
cviding an educaticnal preogram for districts beicw

3. A Dbudget adjustment formula could be used
additional £funding £for districts Dbelow S00 enrolime
percentage budget adjustment increasing as the dis
decreases.

4. The sharing of programs between school districts currently
provided by law is increasing each year in zerms af both the number
¢f school districts participating and the number of dollars
generated under the sharing agreements,

5. The sharing option may be expanded to include sharing wia
technolcgy.

6. There are several options that may be considered to redu
the use c¢f sharing. These include targeting the program
specific kinds of smaller districts, limiting sharing agreements
grades 7 through 12, limicing the program to districts that quall
for either or both the size adjustment and declining enrollme
adjustmenz, and phasing 2ut the program over time.

Dt 10
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7. The sharing program could continue as it currently exists or
be eliminated.

NATIONAL PANE! REPORT

~As the members of the Nationa: Panel began developing thei:
firnal  reccmmendations they used the following principles in
developing their report to the Committee:

! ~“he panel relied on the research performed by the Icwa
researchers wnere possible and apprepriate.

2. he Pane. was nct bocund by pelitics in developing its
recommendat.ins

3. The reccerumendations relaring to schcol finance ara
mecnanisms L0 aiiccate resources and not mechanisms affect.ing
SCNoO. district grganization,
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4. The reccmmendations are but cne source of ideas abcut
impreve Iowa's schocl finance system.

Fallawing these general principles, the members cf the Natizsna.
Panel!l met in Denver on three different sccasions and considered :he
impact =f declining enrollment and differences in district size anc
lccation on costs, local fiscal capacity and fairness %o taxpayers.
and ttne o¢verall adequacy and equity of the school finance systen.
The Panel wrote a report to the Commitcee listing the following
reccmmendaticns:

i. The state should continue to help school districts .n
dealing witn the impact of declining enroilment since declia:n
enroliment fas an impact both on costs and program. The pane.
suggestad treating the declines on a year-to-year basis rather
than permanently and making adjustments on budgets rather =han
adding pupils. They recommended using a table of cost adjustmen:
factors that relate increases 1n state aid to the magnitude of a
district's enrollment decline and the pattern of the decline over
time. Another approach that the panel mentioned is the use cf :he
average of enroliments cver a two~or three year-period, but the
panel pelieves that method is less precise,

-ufl

2. The state should ccnsider making %he school finance system
mere sensitive to measurable differences in the scale of operaticn
{enrollment levels) by providing additional state aid for size-
related cost differentials. The panel recommended the use of a
separate formula to previde additional funding for those distric:s
below 500 in enrollment since the research they reviewed nhad
indicated that per pupil costs are higher in those districts. Tre
approach c2ould bpe modified to include sparsity as a criterion for
receipt of cthe small district size aid. The panel mentioned
alternative approaches such as grouping districts cf similar sizes
and providing adjustments based on average costs for each categocry
or using a <lassroom unit approach rather than a pupil approach.

3. Absent other modifications, the state should not include
inceme with assessed valuation as a measure of fiscal capacity in
the f2rmula. The panel believed that use of income in the measure
of fiscal capacity would not reduce property taxes byt wouid
redistribute state aid and wculd create additional horizeon:zal
inegu:ty. An alternative the npanel mentioned is obtaining lzcal
revenue from a local ilncome tax rather than from the local proper=-v
Tax. dowever, the panel rpelieves it is more appropriate ©o tax
Lacsme at Ine state level,

g. The 3

: A ate should consider increasing the rcle ¢f income ov
making the

value of preperty tax credits ccnditionral upon z:ne




irceme  2f  the taxpayer. The panel reccmmended the
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3. The state should consider reducing the role of property tax
and increasing state aid i1f additional 9property tax re.llef :.s
necessary.

5. The state should consider <focusing and targeting the
receipt of incentive funds for sharing. The panel suggested several
alternacives such as fcocusing the sharing funds con zhe hignher
grades, iirking +«hem more directly with certain educaticnral
priorities, or linking them with eligibility for scale or spars:ity
aclystmencs.

7. The gstate should consider providing separate financial
assistance for the «costs of transportation incurred by school
discricts., However, the panel indicated that more reliable data
about =sransportation c¢osts is needed before it can be determined
now Dbest tc fund transportation costs and before [t can be
determined whetner 1instructional programs are impacted negatively
by transportation expenditures.

8. The state should censider providing equalization aid :o
assist schocl districis with their future capital outlay and debd:
service cbligations. The panel commented that more Ln formaricn
about +<he needs 1is necessary, but it appears th rhere :s

disparity among districts in the tax rates for capx*al ouc1ay ard
debt service.

The 3state should restructure the foundation program ¢
2 per pypil guaranctees that more nearly reflec: the actua
{ operation and tax effort. The panel noted the wvariatic
roperty tax rates among districts because the portion o
stricts' expenditures above the foundation level is entirel:
cal.y funded and because of *he fact that expenditure levels were
ermined in the early 1970's. The panel proposed a system that
ides Zfor wvariations in spending levels and guarantees so that
district could generate the same revenues with egual tax
. A district could increase its spending level, increase its
7 tax rate, and would receive additional state aid.
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ne Panel mentioned several cther factors that the Committee mavy
tc consider that =i Panel .tself did not address. These
de whnether the different phases of the educational excellance
m  sn2uld ze iacluded :in che formula, the cost 2f -he new
itna. standards, role of property tax levies outside zre
uia, and ine relationship berween srate and local contral.
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NOVEMBER 21-22, 1988 MEETING

As i:3 ‘Movember 21-22 meering, the Commit:ee neard presentat.con
from each of the members of the National Panel con each aspect of
rhe Panel's recommendaticns and members had an oppoertunity £9 ask
guestions and make comments. Committee mempbers determined :that
they would 1like to receive additional information about the costs
cf the specific proposals of the National Panel and the impacts cf
the proposals on specific kinds of school districts. The Co-
chairpersons were given the authority to determine the kinds
cemputar simulations <that would be prepared for the Decem
meetings. Dr. Augenblick and Mr. McGuire agreed to help Ms. Te
Johnscn of the Legislative Fiscal Bureau in devising the spec.

cemputer simulations that would be used.
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DQECEMBER 12, 1988 MEETING

Information was provided to Committee members at the December 12
meeting that related -o the National Panel's proposals for the use
of an enrolliment adjustment matrix and a size adjustment formula as
well as additional information about sharing agreements,

Or. Augenblick provided a means by which any aspect ¢f a schcel
aid formula c¢ould be analyzed. The school distrigts in Iowa were
categorized based upon several different characteristics and -ne
proposed changes were analyzed for each grouping to see if :ne
change atZfected certain kinds of districts more than others. The
analysis grouped districts by the pattern of their enrcllment
declines, thelr enrollment sizes, the amount of their regular
orogram cost per pupil excluding transportation, their property
wealth per pupil, and their property tax rates.

)

A declining enrollment matrix was created that reflected :h
resuits 9f the research on the magnitude of enrollment declines and
how the districts adjust their costs to compensate for those
declines. Or. Edelman's research 1ndicated that districts can
fully compensate for their enrollment declines by the sixth year
after a decline occurs so the matrix provides adjustments :to th
pudgets of school districts £fcor enrollment declines for each of
five vyears after tre occurrence =f zhe decline, The research alsc
indicazed cthat the ability of a district to adjust its costs
derends .pon the magnitude of the decline, Dr. Augenbiick devised
a matrix =2 provide budget adjustments for school districts based
upcn  trelr anroliment declines and simulaticons were produced thac
compared <=tne differences in tne percent of adjustment under :tne
Jresent enroliment formula, a rolling five-year average enroliment,
and the marrix Ddudget adjustment. The simulations compared =n
.mpact upon each category Of districts.
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devised a size adjustment formula to oprovide
ts the budgets of cthese school districs
tman five hundred pupils. The Zormula subtracted
actual enrclliment from five hundred, divided thacx
by i hundred, and squared the answer. The computer
s;nu ations the effects c¢f the size adjustment f2
4pon  the categories of school districts and aralyzed the impact
—ne s:ize adjustment, as well as snhowing the Lmpact upon each scnc
districe.

The use of sharing agreements was also analyzed usiag =i
different categories of school districts and information relatin
=2 each school district was presented.

M
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lowing committee discussisn ¢f the information presenced, =it
ee made the f£ollowing motions:

- The Ccommittee recommended that the matrix plan proposed by
Jr. Augenblick be adopted as a part ¢f a new school aid plan.

2. The Committee recommends that the Legislative Council direct
the Committees on  Education of the House and Senate to study =n
current legislation relatin *¢ sharing incentives £or school
districts and the use of the incentives by school districts and
gevelcp a statement of the intent of providing sharing incentives.
The Education Committees should determine whether funding of the
incentives should be targeted toward specific goals.

3. Th Committee recommends that a size adijustment for
districts of fewer than 500 pupils be adopted, based upon the worx
2f +«he National Panel, but the size adjustment should be previded
only to districts that enrocll fewer than five hundred pupils by
necessity. The Department o¢f Education should be directed =2
develsp c¢riteria for the Committees on Education to consider wnat
wouid distinguish between +those districts that are small oy
necessity and those that are small by choice. Once the Genera:

Assembly adopts criteria, an application process should be
establishred for the Department of Education to grant the size
adjustment to districts that are small by necessity. (Note: See
eccmmendation from December 22 meeting.)

The Committee members discussed :tne remaining recommendaticns
tne  National Panel an determinad znat 1t would be necessary
make cdec.s:01s in the follewing areas at its final meeting:

o3
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_ .. The :se of a serie
oe ised Dy scrnool discricek
the size adjustment and decl

2f proposed spending levels that could
in a3 fourndation program thac COh*alPeC
ining enrcilment matrix as well.
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2. wherwer =ne new Fformula snou.d provide cne or more "noLd
marm.ess" provisions so that school districts are nct negatively
impacted by the new formula.

3. The means by which allowable growth should be determined.

4. How transportation costs should be treated.

5. How =the local property tax levies and special property ax
levies snouid be treated.

6. Whether a circuit breaker concept should be reccmmended =5
assist raxpayers who have low inccme and high property tax rates.

7. The extent to which districrs should have the authority 2

spend beyond the funding generated under the formula (iccal
leeway).,

8. Issues that would logically be considered by the Committees
on Ways and Means of the House and the Senate.

DECEMBER 22, 1988 MEETING

The £final meeting of the Committee was held on December 22,
1988, Or. Augenblick with assistance €from Terri Jchnscrn,
Legislative Fiscal Bureau, had developed a packet of informaticn
analyzing the school £finance formula that he had devised t2
implement the recommendations of the National Panel.

The <formulia uses a variable foundation cost tha: provides up %o

twenty percent variation in the foundation level, a size adjustment
for districts below 500 enrollment, a declining enrollment matrix,
108 locai ieeway funding, and separate funding for transpertaticn

cests. The simulation presented as an example for the Committee
used the actual budgets and enrollments of school districts for the
1988-198% scnool year and provided an average tax levy for reguiar
program casts of $8.17 per thousand dollars of assessed valuation
rather than the actual average tax levy for regular program costs

of $8.35 per thecusand dollars <f assessed valuation. It cos:
approximacely $60,000,000 more than the present formula for 1988-
~389, or. Augenblick explained that the numpers used for each z=I
the feazures may be increased or decreased based upon o=
avallap:iiit of additicral moreys when the formula is implemented
.0 the 3¢nool year beginning July 1, 1991.

Tirs:, under the simulatisn that was distributed, transporzaticn
cests  and the amounts of adjuscment aid for declining enrollmenc
and size that wouid ©ve granted to the district in lacer
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iculations were subzracted £freom each school district's regu.ar
ram budget and =he result was divided dy the district's actua.

ment céount o determine the district's adjusted regular
A ossc per pupil. The adjustments that would Larter de added
s:::cts'hbucgets were subtracted from regular program budgents
use under che simulaticon it was assumed that districts would
spend tne same amount per pupil that they are current.y spend:ing.
Jz. Augenpiick cthen reviewed =the range of these per pupil cc
and, for trhe simuiation, selected a bdase foundaticn cest
$2,300. There were only £ive disrricts spending less tfhan 5¢.3
per rpupil and =hese districts would be reguired to spend at lea
$§2,300 per opupil. Dr. Augenblick =nhnen provided that distric
could choose to spend up £0 twenty percent mere than the bda
fFoundation <cost of §$2,300, or up to $2,76Q0 per pupii. There
31 districts spending more than $2,760, but these districts c™
retain thelr nigher per pupil spending level by utiiilzing the zen
percent local ieeway. Although under the simulation it was assumecd
rnat districts would spend the same amount per pupil that they are
currently spending, if the plan were adopted, these districts couid
actually spend at any level between $2,300 and the maximum amountc
of $2,99C wusing the $2,760 maximum foundation cost and the ten
percent local leeway.
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JUnder the simulat.:n, the spending level selected between $2,300
and $2,760 wculd be funded by means ¢of a formula in which there '3
a $322 vper pupil yield for each $1.00 orcoerty tax rate, ..e. :tne
amount of state aid per pupil that a district would receive wcuic
equal +he difference between $322 and the revenue generated cer
pupil for each $1.00 property tax crate. Therefore, a tax rate ={
$7..5 would result in a spending level of $2,300. The amoun:
prepercy  tax raised and amount of state aid generated would va
among districts. A district that chooses to increase ikts spend-.g
s2vel ip tc $2,760 will share the costs above the §2,300 level with
the state in the same ratioc based upon the revenue generated by :the
property  tax Levy. Dr. Augenblick explained that any amount cf
vieid cculd be selected for each dollar of property tax and zne
ratio between the property +tax rate and the yield cculd remain
conszant at  all spending levels or could vary, based upon the
spending level selected. The simulation provides for state and
local Zunding for the foundaticn cost. There is no separate loca.
oroperty rax effort abocve the 82% fsundation level as there Ls
under the present formula.

LA NS BN
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vnder the local leewav prsvision, a district could chocse =:c
spenc  Up £d $29%0, which 1s ten percent above =the max.Tun
foundazicon zost of $2,7680.  Ia zne simularniodn, =he iccal leeway was
finded v :ne property tax.
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Or. Augenblick proposed that schcol districts not spending a:s
the maximum foundation <ost for reguiar prcgram expenses be alicwed
o spend at the maximum ccst and pe allowed to use the difference
far discretionary general fund expenditures currently outside =ne
formula and not now equalilized.

Under the simulation, a district's base regular program districet
¢ost per pupil was determined by multiplying the foundaticn cost by
tne distriet's actual enrollment. The resulting figure, <the
district's base reqular prggram cost, may be increased oy :the
receipt of additional state aid under the declining enrol.iment
matrix adjustment and/or the size adjustment.

In order to determine whether a school district was eligible ~c
receive an enroilment decline adjustment, the percent of increase
or decrease in enrollment for each of the previous five years was
calculated wusing the matrix attached to this report. A district’s
deciining enroliment adjustment is equal to the sum of the
adiustments in tne matrix for each of the five preceding schocl
years. It is expressed as a percent and that percent is added o
one hundred percent and multiplied by the district's base regular
prcgram  district cost to determine the district's adjusted reguiar
program district cost. The declining enrollment adjustment Is
entirely sState aid.

nder the simulation, all schecl districts that nad actual
enroliments of fewer than five hundred students were eligible for a
size adjustment. The smaller the school district, the larger :he
size ad;ustment the district would receive. The size adjustment
formula the consultant seliected was:

SQ0 -~ headcount
800

The size adjustment is also expressed as a percent and Is
entirely state aid. It is also added to the district's base
regular program district cost.

’ The congultant commented that the S00 enrollment c¢ould bhe
increased or decreased as well as the 800 figure used as zne
divisor .n the formula.

in rne gimulation, the actual transportation costs were funded
using 380% state aid and 20% local funding. The consultant stressed
thazs any tunding formulia couid bpe developed to pay oh
TZANSpLIrtation cCosts.



ssed a two pronged ncld harmless Zor tie scnco.

The simulat:ion
diszricts, firse, a schec. dlstricr cguld not receive less stacte
aid +“ran i- would have under the present formula. Ornce that no.d
~armiess was calculated, tnen a school district cculd not nRave a
nigner gropert ~ax rate than 1t would nave under the present
formula,

The simulation proposed no change in the calculaticn S otne
stace percent <f grewth.

Dr. Augenbiick stated that the tax rate coefficient ¢f variat.on
:n the current formula is l1.58 while this tax rate variaticn 13
reduced =0 5.45 under the National Panel proposal. He aisc
commented *“hat +the correlation between a district's tax rate and
its wealth is -.86 under the present formula and is -.37 under <ne
proposed formula and the correlation between a discrict's tax rate
and it spending level is -.18 under the present formula and -.38
under the proposed formula.

Dr. Augenblick presented information for the preposed feormula
that ccmpares its impact on  the categories of schecol districts
pased upon the different characteristics devised for the analysis
cf formuias.

folliawing CZommittee discussion of tnhne propeosed formula, <he
Commictee made several reccmmendations:

1. The Committee reaffirmed its recommendation £from =:ne
previous meeting that recommended adoption of <cthe declinin
enrclimens matrix for determining budget adjustments to schcol
districts =hat have experienced enrollment declines.

2. The Commiztee again considered the use of a size adjustment
for distr:icts opelcw five hundred pupils and adopted a motian thact
correspends o the recommendation adopted o2n December 12 an

directs =n Cepartment of Education to develop criteria for
determining whether a district is small by necessity or by chcice.
However, tne reccommendaticn on Dec¢ember 22 was not that the size
adiustment be adopted, but only that the size adjustment could Dde
cons.dered by the Committees on EZducation of the House and Senace.

3. The Committee reccmmenced the adcprion cf state assistance
fsr  transportation costs cutrside tne present formula, but the form
the stacte assistance would taxke snrould Dde determined by :the
Ccmmitcees on =zducation of <the Hecuse and Senate after zne
CommLti22s nave received [nfsrmatizcn from the Department cof
Sducazicn Qescribing the transportation requirements cthatc distrcices
must orovide,
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4. The members of *he Committee proposed various meticns
relating =0 the flexib.e foundation formula presented at tre
meeting, but none received the required number cf wvotes.
!{Recommendations required the overall approval of a majority ¢f the
Tembersnip as well as majorities of both the House and Serace
membership.)

The Co-chalrperscens proposed that an additional meeting cf tne
smmittee be held afrer the General Assembly convered in order =2
£inish the work <of the Committee. it was noted that mecTicns
relating o the c¢cncepcs contained in the fecundation formulia
presented at the meeting had failed ¢to be adopted and the Co-
chairpersons asked Dr. Augenblick to list the factors the members
Tight wish to consider if another meeting were neld and additional
computer simulations were devised. Dr. Augenblick Llisted the
following factors:

1 The spending level and tax rates of districts.

2. Whether variable spending levels should be used.

3. The percent of local leeway that should be allowed,

4. Whether transportation costs should be included in the
formula.

5. wWhether the adjustment should be applied against the
minimum foundation level or against a district's actual
spending level.

6. Whether the funding for Phases I, II, and III cf the
Educational Excellence Program should be included in
the formula.

7. How the hold nharmless should be applied.

8. How allowable grcwth should be calculated,

9. Whether a specific income factor should be used in the
formuia.

10. The cverall spending level that should be used,

Committee members were polled as to their response -0 each of
these 1ssues and from their responses Mr. McGuire concluded that
simulations devised by 0Or. Augenblick should meet the foliowing
criteria:

1. Provide property tax reiief either through the formula
itself or a circuit breaker.

2. Provide additional funding to improve the educational
nrograms of school discric
3. Use the declining enrclliment matrix

4. Use income as one factor in determining the wealth of
school districets.
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inc.ude tne funding from Phase II in the formula.

8. Remcve rranspcrtaticn ccsts from the formula.

ce members expressed hcpe that an additional meeting
s complete LT3 WOrK.

20ST DECZMBER 22, 1388

Dr. Augenblick continued to work with Terri Johnson to develep
additional computer simulations of the school aid proposal as we..
as estimates of he cost of implementing a circuit breaker fors
propercy tax relief.

TESRUARY 156, 1989 MEETING

A final meeting of the School Finance Study Committee members
was held <n February 16, 1989, with Mr. McGuire and Dr. John
Augenblick attending,.

Informaticn describiang the prcposed schocl finance plan of
Governcr Tercy 3ranstad was presented by Dr. Lee Tack, Department
cf Edycation, and Mr. Brad Hudson, Department of Management.

Mz, McGuire described the resultss of several computer
simulaticns =«hat were devised after the December 22 meeting. Cne
simulation provided fiscal neutrality £or state aid for <the

Natiznal rel's school finance proposal. He commented that Using
Zewer Aﬂ;*ars cf state aid resuits in higher costs for the budger
guarantee and also results {:n higher property taxes in scne

disgricss.

A second simulation adjusted the property tax rates in the first
simulaticn pased upon the relationship between the adjusted gress
inccme per pupil in a school district and the adjusted gross 1nccme
per Dupi. in the state. This simulation preoduced wide variacions
i1 the property tax and state ai1d mix for funding the educaticnal
program ia school districts.

t. Augenblick stated that he and Mr. McGuire had reviswed the
erty Zax burcen and inccme wealth in each of the seven sizes of
clL ricts and had estimated that impesing a circult breaxer
o _imix property rtaxes
ncome would cast
imulagizas far individua

T3 =hree percent 0f a taxpayer's
proximately $54,000,000.
di

ap
1 stricts were nCt possidie.
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- @expressed hepe *that  an neéw schcol fisan
formula  weyuld provide norizoncal equity across districes. b
t. Tom Pogue's research on fisca! capacity brough
TeW ins:ghts into Iowa's tax structure and she asked the member
o General Assembly ¢o study the .mpact and cest of cir
Ofeakers on Icwa's citizens.
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Cc-chairpersons Murpny and Qllie <hanked Committee members far
tnelr participation and expressed the view that research conducsed,
-estimony received, and -he comments of the members and cenclusians
2f the Committee “i.l be useful to the General Assembiy as .-
“onsiders legisiation fer 4 néw school finance formula,



Schcol fiaance Study Committee
final Report - March, 1989
Page 2%

e I B =

- Sccpe of Work far lat Phase

- List of interesc groups presenting on December 17, 1988

- Summaries of preliminary reports of researchers
- Principles of July
= Principles of August

- Declining Enrollment Matrix
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SCOPE OF WORK
IOWA SCHOOL FINANCE PROJECT

A School Pinance Study Committee, established by the Legislative Council,
has been directed by the Legislative Council to study the strengrhs and
weaknesses of the current asystem of financing schools and to develop
recommendations for & new school finance system.

As a preliminary step in che execution of the study work of the Commictee,
the Legislative Council, on behalf of the School Finance Study Committee, is
contracting with the Education Commission of the States (ECS) to collect
additional information about the current school finance statutes and generslly
about prevailing attitudes of local school districts and interest groups
regarding the quality of education in Iowa and the state role in supporting the
public schools. ECS has agreed to assist the School FPingnce Study Committee in
developing specifications for a comprehensive study of the state's system of
financing public schools,

Pursuant to0 Cche contrsct between the lowa Legislative Council and ECS, the
following tasks will be performed by ECS:

1. Conduct a series of interviews in lows school districts to clarify local
concerns about the state system of financing public schools. ECS will conduct
interviews in between 15 and 20 school districts around the state. Care will
be taken to select a group of districts that represent as best as is possible
with limited time and resources, the characterigtics and operating conditions
typical to all school districcs in the state (e.g. rural and urban, large and
small, various levely of income, etc.), Geography and availability of local
school and community leadership will also be taken into consideration in
selecting school districts for the interview phase of the project, These
interviews will not become the basis for specific recommendations for
improvements to the current System of financing schools in Ilowa. Rather, the
perceptions and insights of school district officials will become part of the
information used in shaping the focus of any subsequent studies of school
finance conducted by or for the School Pinance Study Committee.

2, Engage in discugssions with 4 wide range of business, education,
taxpayer, and other interest groups to learn more about the concerns these
groups have about school finance in [owa and to identify their recommendations
for improviag the state's school finance system. ECS will consult wich the
Schoal Pinance 8tudy Committee in identifying the interest groups to include in
these conversations. RBCS will visit individually with as many of these groups
and organizations as is possible, given financial and geographic
congiderations. Telephone conversations and written corvespondence will be
used to solicit input whenm visits are not feasible. Like the district
interviews, the purpose of these discussions is to generate information thac
will be helpful to the School Finance Study Committee in designing subsequent
studies of school finance.

3. Review, through discussions with the lowa Department of Education, other
state agencies and appropriate university personnel, prior analyses of school
finance in [owa and attempt to relate these studies and reviews to the areas of
immediate concern to scate and local educators and policymakers. The principal
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objective 1s to clarify what cthegse studies do and 4o not contribute to the
current investigation of school finsance in Iowa. A related objective ig o
learn wmore about the on-going capacities of various agencies and organizations

in the state to examine isgsues deemed important for additional study by the
Ceneral Assembly.

4. Develop in draft form, a Request for Proposal (RFP) or Requests for
Proposals (RPPs), to be used by <che School Finance Study Committee in
soliciting proposals from consultants who might be selected te conduct detailed
analyses of specific aspects of school finance in [owa.

ECS assistance rto che School Finance Study Committee in clarifying issues
and developing specifications for a review of school finance in [owa 13 to
begin in mid~September of 1987 and continue through the end of January, 1988.
ECS will review the steps taken in developing the Request for Proposal (BFP) or
Requests for Proposals (RFPs) and discuss the content of the RFP or RFPs at the
January meeting of the School Finance Study Committee, the exact date of that
meeting to be determined later.

The budget for this project and approximate ctimetable for specific
activities i3 attached as appendix B, The total costs of the four activities
identified above 1is $40,000. The project will be managed by Kent McGuire,
Senior Policy Analyst for the Education Commission of the States. EC3 will
subcontract with the National Conference of State Legislatures (NCSL) and
Augenblick, Vanderwater and Associates (AVA) to complete all phases of the
project. Descriptions of these organizations and copies of the subcontracts
are attached as appendix C.

School Finance,Scope
dpidg/20




PRESENTERS

December 17, 1987
School Finance Study Committee

Jerry Snethen, Iowa Farm Buresu Federation

Ceorge Chambers, Professor, Unviersity of Iowa

Ron Dickinson, Area Education Agency VII Administrator,
representing the aea education agencies

Dorothy Meyerhoff, Iowa PTA

Max Miller, Business Manager, Ottumwa Public Schools,

representing the [owa Association of School Business Officials

Karlene Garn, President~elect, lowva Bducational Media Association

Roger Hudson, Controller, Des Moines Public Scheols,
representing the Urban Network

Rich Nurt, Realtor, Sioux City,
representing the Iowa Realtors Agsociation

Sue Atkinson, Parents for Quality Education

Bill Smith, Iowans for Tax Reform Action Coalitionm

Phil Dunshee, Iowa Association of School Boards

Joe Hellstern, Untied Property Taxzpayers of Iowa

Jan Reinicke, Iowa State Education Association

Michael Rnapp, President, Iowa Association for the Zducatioa of
Young Children

Judy Jeffrey, Pregident, Iows Talented and Gifted Association

Kenneth Shaw, Superintendent, Nevada Public Schoels,
representing the School Administrators of Iowa

Written presentations were received from:

Richard W. Phillips, President, Iowa Taxpayers Association
Mary Etta Lane, Ezecutive Diregtor, Agssociation for Betarded
Citizens of [owa

School Presenters
db/dg/20
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SUMMARY OF REMARKS TO THE
LECISLATIVE STUDY COMMITTEE
by
University of lowa Professer of Educational Administration, George A. Chambers,

and staff members: William Lynch, Superintandent, H-L-V Community School
District and James Behle, Superintendent, West Bramch Community School Discricrt.

A University of lowa research team is surveying lowa school districts
regarding' sharing prograﬁs. phantom students, tescher enplo}mn:. and thea
state's recent salary supplement to teachers,

Preliminary findings of resesrch by Lynch and Chambers indicate there is
considerabie activity between and among Iowa districts in seeking sharing
agreezents. Sharing educational programs and personnel appears to be providing
desperately needed fiscal resources for the operation of smaller schools.
"Iowa's sharing plan appears to be evalving into a national model for rural
states " U of I Professor, George A. Chambers, said.

To meet the budgecary impact of declining enrollment in Iowa schools,
districcs are funded for phantom students. Currencly, 75 million dollars is
distribuced:ithroyghout the state to meet the esrollment decline problem.
| Research iadthis ares focuses upon the inequities that have arisen due to the

curreant funding fermula and how enrollment declina should be treated in new
scnool finance law. School district size and geographical area are also being
considered in regard to phantom studencs. The effective redistribution of the
apount aow being spent for phantom students based on actual student count is
being pursued by Behle and Chambers, as i3 how thac redistribution would affect

school discricet cax rates,



“he opin

ions of school administrators regarding Phases [ and [ of che

Teacher Salary Supplement is being gathered.

Professor Champers suggested char
the findiags of ¢

he research on phase money and school personnel should pe of
immeasurable valye Co the legislatyre ip its effort to 4

evelop an improved and
new sta

“e¢ school finance law.
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SCHOOL DISTRICT FISCAL CAPACITY STUDY
Summary of Preliminary Report

The first phase of the study. which reviews the lirerature on the
definition and measurement of school distric:t fiscal capacity, is nearing
complezion. In addition, some of the data needed for empirical work have
been assembled, and preliminary analysis of those data is underwvay. Some of
the main points that emerge from previous work in this area are summarized
below.

1. alchough definitions vary and are often impreclse, the following
definition is consistent with most writing on the subject:

The fiscal capacity of a school district, or any other unit of
government, {s {ts ability to finance a continuing flow of spending
from its own sources. It is the revenue that a district can obtain on a
continuing basis from its own sources, including taxes, fees, sale of
services, but not borrowed funds,

2. There is a rough consensus about what is meant by fiscal capacity,
but still disagreement about how it should be measured. The most widely used
and discussed mpeasures are property value, incowe, and the yield of a
representative tax system (RTS).

3. Property value is the measure most widely used i{in distriduting
school aid. The main issue raised in the literature is whether property
value is an accurate measure of ability Co pay.

4. The principal criticism of income as a measure fiscal capacity is
that taxes imposed by a school district may be exported, which occurs when
the burden of a government’s taxas falls on the incomes of nonresidents. 7
example, propercty taxes levied on the value of land are exported to the
extent that land is owned by nonresidents. Thus, while it is true that "all
taxes are paid ourt of income," all of the taxes iwmposed by a particular
government are not necessarily paid out of the incomes of its vesidents. The
ability to export caxes adds to the fiscal capacity of a school districec
because exported taxes do not reduce the spendable (disposable) incomes of a
district’'s residents.

or

5. The current consansus i{s that residents’ income must be adjusted for
tax exporting {f it is vo be a useful gauge of fiscal capacity at the school
district or any other level of government.

6. Other than per capita {ncome, the measure of fiscal capacity that
has received the most attention in the lirerature is the representative tax
system. introduced by the Advisory Commission on Intergovernmental
Relations in the early 1960s. With the RIS approach, a district’'s fiscal
capacity would be measured as the revenue {t could ceollect 1f it applied the
state average tax rate to the base of each of the taxes that it is allowed
o use (sales, personal income, property, etc.).
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Studies Show School Costs
Related to Si:ze and Decgline.

Des Moines, [A. "Thirty-three ocut of thirty~four sStud:ies
SHOow that.school COSts per pupil are related to the size of the
school enroliment, Furthermore, Qther studies Show that
gdeclining enrollments cause schgol Costs to rise gramaticallvy o
the short run.” Says an (SU economist.

These are two of the major conclysioms of the firndings
contained N three repgorts presented to the lows Legislature's
Interim Scheol Finance Stucdy Committee by Dr. Mark A, Ecdelaan,
iowa State University Economist,

Ecdelman :(ndicated that most of the studies found a U-shaped
CoSt curve. mepaning that the medium sized acnocls are the least
expgnsive per pupgil and that both larger and smaller schools have
larger exgenditures per puptil.

In Jowe, districts with (300 to 2499 pupils nRave the lowast
expendi tures. Edelman reviewed a study completed two years ago
that shows school costs Dy size of gistrict im Jowa., In 1984-85,
districts with less than 230 pupils account for 1.9 percent of
the districts, 2.1 percent of the pupils ang spent $3746 more per
pPupil than the least cost moderate size Jdistrict Qroup.

On tne other hand, eight I&ua dz;tr:cts with over .7.560
pupils account for .8 percent of the districts and 25.3 percent
of the pugils in the state. In 1984-83, they spend %1468 more per
punil thamn the moderate size schoo!l district group.

Other findings reviewes for the committee fallow:

- {owa Nnigh achool course offerings and pupil/teacher ratios rise

43 school district size increases. The courses added tend to be



electives a5 the si11e 0Ff the Ji1sIrict 1NCreases.

voCcatignal

- iamad pupi1!l proiections for 1990-91 show that agbout the same

cercantage of large and small! school distrigts can expect
ircreases 10 enrollment, At the same tima, one=fourth to a thirg

af LOoth large and small digstricts can expect pupil deglines of

greater than QO percent. This is primarily Que to lower Bicts>

rates and 1S based only on the class cohort retention of each

gchool.
- A5 enrgliment declines, all cost categQoriesi{instruction,

operations, maintenance, administration, transportation) tend to

Fi1%e more in the shart run due to tnadility to adjust. However,

iNstTuItioNnal Ccosts are adjusted more than Qther oSt areas oOver

H

the long run.
.

- Schmool districts faced with declining enrollments tend to let

teachers with lesas experience g9 first. As a result, average
teacher salaries tend to rise in districts that have adjustes tc

decl.:ning enrollments.



PRINCIPLES FOR
DEVELQOPMENT OF A
SCHOOL FINANCE ?

NEW
LAN

July 14, 1988

A new school finance plan should include all of the folicwing
principles:

1. Ffunding should come from both state and local sources. There
should be some property tax reljef.

2. The formula must have both local and state funding compenents
with an equalization factor.

3. The Committee doegs not £favor the imposition of separace
schocl district income taxes.

4. The formula should use a controlled budget of some sort with
some local option based upon board action.

5. Consolidaticn o¢of some of the separate levies currently in
existence should occur.

6. The formula should provide distric¢ts with a means for
adjusting to declining enrollment but should not permanently add
students who no longer exist.

7. The formula should recognize problems of school districss
that are related to size. An efficiency standard may be applied =z
each different size category.

8. Further study of the present system of property tax credits
and adjustments i3 needed. The Committee will consider referring
the study of the issue to the Committees on Ways and Means.

9. The stace aid system should be flexible enough to provide for
the unique needs of school districes.

new sfp
db/sw/29




PRINCIPLES FOR
DEVELOPMENT OF A NEW
SCHOOL FINANCE PLAN

August 4, 1988

A new school finance plan should include all of the following priniciples:

1. The cost of the educational standards that must be implemented by school
districts on July 1, 1989 should be included in the formula.

2, Phases I, II, and III of the educational excellence pragram providing
teacher salary increases should be included as a part of a school finance
formyla, but should be added in such a manner that they are funded completely
by state aid. Phase III should remain identifiable within the formula and
approval of the school district programs should be determined using a growth
factor and the addition of Phase III moneys should not result in property tax
increases under the formula.

3. Transportation costs should be separated from the school finance formula.
No decisions were made about the manner in which tranportation costs should be
funded. The Committee will €further study the means by which other areas of
special needs should be funded.

4, School districts should count enrollment by using a rolling enrollment
average based upon the district's previous three or five years. Declining
enrollment cushions should not be permanent.

The Commicttee discussed the use of incentives to encourage school digtricts
to share programs and services and to encourage reorganization and dissolution,
but deferred action until receipt of cthe reports of the researchers. The
Committee also discussed prekindergarten funding and deferred actiom until it
adopts a policy relating to the provision of prekindergarten programs by school
districts.

principles,gchools
db/3j/1%




DECLINING ENROLLMENT MATRIX

Years Since Decline Qccurced

1 2 3 4 3

Amount of One Year Decline

Less than 1 percent o 0 0 0 0
L - 2.9 percent 2 2 1 1 Y
3 ~ 4.9 percent 4 3 2 2 1
S -~ 6.9 percent 6 S 4 3 2

More than 6.9 percent 8 7 S 4 3



