MINUTES

MONTANA SENATE
53rd LEGISLATURE - REGULAR SESSION

SELECT COMMITTEE ON SCHOOL FINANCE

Call to Order: By Chairman Mike Halligan, on March 31, 1993, at
7:00 a.m.

ROLL CALL

Members Present:
Sen. Mike Halligan, Chair (D)
Sen. Chet Blaylock, Vice Chair (D)
Sen. John Brenden (R)
Sen. Bob Brown (R)
Sen. Steve Doherty (D)
Sen. Dorothy Eck (D)
Sen. Harry Fritz (D)
Sen. Delwyn Gage (R)
Sen. Lorents Grosfield (R)
Sen. John Harp (R)
Sen. Spook Stang (D)
Sen. Daryl Toews (R)
Sen. Tom Towe (D)
Sen. Fred Van Valkenburg (D)
Sen. Mignon Waterman (D)
Sen. Bill Yellowtail (D)

Members Excused: Sen. Bill Wilson (D)

Members Absent: None.

Sstaff Present: Jeff Martin, Legislative Council
Eddye McClure, Legislative Council

Bonnie Stark, Committee Secretary

Please Note: These are summary minutes. Testimony and
discussion are paraphrased and condensed.

Committee Business Sumnmary:

Hearing: HB 667
Executive Action: None.

HEARING ON HB 667

Opening Statement by Sponsor:

Representative Russell Fagg, House District 89, presented HB
667, which is a bill that primarily equalizes student and
taxpayer equity in Montana public schools for kindergarten
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through 12th grades (K-12). Rep. Fagg said this bill comes to
the Senate out of the House Select Committee on Education. It
was put together by the Legislative Auditor’s office which worked
closely with the House Select Committee to try to fashion the
bill to meet the Court rulings in recent lawsuits against the
State. These lawsuits were brought because of non-equalized
funding in the state’s School Foundation Program. Rep. Fagg said
HB 667 will pull the low-spending School Districts up to 80% in a
base-funding level, and forces the high-spending Districts down
to a 100% level of the base funding. The goal of the bill is
that in five years, most of the school districts in the state
will be between the 80% and 100% spending levels. This will meet
the Supreme Court mandates for school equalization.

Rep. Fagg reviewed Exhibit No. 1 to these minutes. The dark
horizontal line is the 100% spending level; the lighter
horizontal line is the 80% spending level. The Districts making
their shifts to these levels will have to do so over the next
five years. The 80% level is the base budget; the basics of HB
667 is the base entitlement. HB 667 proposes that the State will
pay $200,000 as a base entitlement to every single high school in
the state, regardless of the size of the high school, and the
state will pay $18,000 as a base entitlement to every single
elementary school in the state, regardless of size. The numbers
are prorated for 7th and 8th grades. The per ANB (Average Number
Belonging [i.e. student]) entitlement is what happens on top of
the $200,000 or the $18,000. A high school would get paid $4,900
for its first student. That figure would then drop by 50 cents
per student down to 1,000 students. This is called Stop Loss.
That is where the consideration comes between the school
population sizes. For the first student in an elementary school,
the school would be paid $3,500 from the state; this will
decrease by 20 cents per student down to 2,000 students for the
Stop Loss. When the Stop Loss is reached, there will no longer
be a subtraction of 50 cents, or 20 cents, per student.

Rep. Fagg said the base funding is as follows: 40% is
direct state aid, which is the state’s direct share of the base
entitlement; 40% is Guaranteed Tax Base Aid (GTB), if eligible.
This is the portion of the base entitlement the state will
subsidize through GTB.

Rep. Fagg said for the Districts above 100%, the District
will be forced to freeze its budget in the first year. 1In year
two, they will have to decrease their budget by 1%. In both of
those first two years, there is no vote requirement to do that.
In year three, they will have to cut their budget by 2%, and in
year four and each subsequent year, they have to cut their budget
by 3%; that is all permissive. The thought is that over the
course of one or two years in some Districts, or three or four
years in most other Districts, all the Districts will come down
to the 100% level.
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A formula has been developed for the Districts below 80% to
bring them to the 80% level within five years. They will have to
budget the greater of either (1) 20% of the range between the
current and the base budget; (2) 104% of the prior GF budget;
or (3) 104% of the prior GF budget per ANB.

Rep. Dick Simpkins, House District #39, presented Exhibits
2, 3, and 4 to these minutes. He said that the $200,000 and
$18,000 base entitlements do not have any reference to the amount
of money spent on building maintenance, custodial care, etc.
This is strictly base entitlement, and in the long range, this
base entitlement will assist in equalizing the smaller schools.
The 20% between the 80% and 100% is unsubsidized and funded with
local support.

The current law for the guaranteed mill levy is 121% of the’
state-wide average. HB 667 provides for GF guaranteed tax base
aid to eligible districts at 195% of the state-wide taxable
valuation per ANB.

Rep. Simpkins said projected growth is not included in HB
667, and all special education (SP ED) students are picked up in
their second year and will be counted as an ANB.

Rep. Simpkins said the "Boharski amendment" to HB 667 would
require the Districts to use the previous year’s actual figures
of non-levied revenue. There are other amendments which this
Select Committee may wish to consider, one being the "Stang
amendment" which is weighted GTB. Another proposed amendment is
the "Kadas proposal" which would require that non-levy revenues
to the state be re-distributed. Rep. Simpkins said this revenue
could also be put directly into the County equalization account
and it eventually lowers the state requirement. The House
Committee also considered using enrollment figures rather than
ANB, and changing the accounting periods.

Rep. H. S. "Sonny" Hanson, House District #87, said his
testimony will deal with how to change the system. He said HB
667 is in two sections; one is equalization, and the second is
the control of the spending from the equalization account. He
explained the way the House Education Committee arrived at the
figures and percentages which make up HB 667, shown on the first
page of Exhibit No. 4.

Rep. Ray Peck, House District #15, the Vice Chairman of the
House Select Committee on Education, said HB 667 advances school
equalization in the state. He feels the "Wanzenried amendment"
which went into HB 667 will not work, and this Select Committee
may want to take that amendment out of the bill. Rep. Peck urged
the Simms program appropriation be left in the bill because it
calls for significant matching Federal dollars to develop a
mathematics curriculum; it has been in place for two years in
Montana and is progressing nicely.
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Rep. Peck said he hopes the effective dates in HB 667 will
remain as they are presently listed. He thinks this bill has a
balancing effect regarding rural school consolidation. He urges
a favorable consideration of HB 667.

Rep. Bill Boharski, House District #4, said there are two
factors to look at in HB 667: (a) An effort to equalize, and
(b) An effort to remove $40 million from the budget. He said
the base entitlement, per student allocation, and per student
reduction factor, are the three numbers that drive the budget,
and the budget is what the House Committee tried to set when it
tried to equalize. These figures are shown on the first three
lines of page 1 of Exhibit No. 4. He said the percentages next
shown are the tax side and the dollars the state has to help
support education. '

Rep. Boharski said the $27,408,927 figure shown is what the
House determined has to be cut from the budget. This figure does
not include special education. This $27 million figure, spread
over the biennium, will end up being a total of $40 million when
the 2,000 special education ANB students are included.

Rep. Boharski said the difficulty is that the Legislature is
forcing Districts to spend more money than they have spent in the
past, if they are below the 80% level.

HB 667 directs that the Federal 874 monies will be set up
into a separate account.

Rep. Mike Kadas, representing House District #55, presented
graphs, listed as Exhibits 5, 6, and 7 to these minutes. He said
HB 667 is fundamental in revamping the state education program
schedules. The state is being sued over these by the Rural
Education group because of inequality in funding to different-
sized schools. The current program has been in force for nearly
45 years and has been changed incrementally and politically over
that time, but never with much rationality. Rep. Kadas reviewed
and explained the graphs. '

Exhibits No. 5, 6, and 7 are the progression analyses. To
do the graphs, they took all District budgets and backed out
special education and Federal 874 monies. Using what remained,
they figqured the dollars per student for each school, and took
off the high 5% spenders and the low 5% spenders. Those
remaining were plotted on the graph. The vertical numbers are
dollars per student, the horizontal figures are students. There
is a high concentration of numbers in the upper left-hand side of
the graph which are smaller districts which have a high spending
per student. Moving to the right on the graph, the corresponding
number of points falls and becomes lower; those are larger
schools that have lower spending per student. The statistical
method takes all those points and figures a linear (straight)
line that best approximates all of the points together. The
Regression/ANB line on the graph is the average; this will
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determine what the level of state support ought to be, depending
on the size of the school. They put the straight line on the
graph and then tried to match schedules with that; this is where
the $18,000 per elementary school and $3500 per student, minus 20
cents up to a Stop Loss of 2000, is determined (see reverse side
of Exhibit No. 6).

Rep. Kadas said this works reasonably well until getting to
the larger schools. There, the 20 cents per student takes over
and the bigger school’s budget per student keeps going down, but
the regression analysis line doesn’t decrease at as steep an
angle as does the formula set up to set out the dollars. The
Stop Loss is then put in to try to recognize that. The Min/ANB
is the 80%, and the Max/ANB is the 100% schools. The Min/ANB and
Max/ANB should bound either side of the Regression/ANB line.
Districts should then be somewhere within the bounds of the
formula. This doesn’t happen with the larger schools. The high
schools graph, using an 800 Stop Loss, shows the Regression/ANB
line closer to being in the middle between the Max/ANB and
Min/ANB lines. Rep. Kadas asked the Committee to seriously
consider moving the Stop Loss to 800.

Rep. Kadas recommends some amendments be adopted to make
sure special education state dollars are put into the base and
allow Districts to leverage those state dollars. Rep. Kadas
believes the state dollars should be made equivalent to the 40%
state support amount; then allow for the 80% GTB to be local
effort and match the state amount. If schools want to go even
higher, they would have the ability to do that within their voted
20%, between 80% to 100%. Rep. Kadas said that special education
needs to go into the base in order to do all that.

The way HB 667 stands now, Districts will be forced to take
out of their other instructional budgets to cover special
education costs. An amendment has been put on the bill to
require a vote on budgets above 90%. Most Districts above 80%
are currently going for a vote, so even at 90%, Districts are
given a larger permissive. Rep. Kadas argued that the
Legislature needs to maintain some kind of a vote; otherwise,
there may be a happening similar to 1989 where the Legislature
increased the permissive and District Trustees took advantage of
that by significantly increasing property taxes. If that is
going to happen, there needs to be some voter participation; it
should not just be turned over to the District Trustees. Rep.
Kadas suggests keeping the voters involved.

Rep. Kadas thinks keeping the 104% cap based on ANB is a
good idea; this needs to be done in order to deal with growing
Districts. He thinks the over-all cap of 100% with the 5-year
phase-in forcing Districts to come back to 100%, does not make
sense. He would rather see a District frozen where they are
instead of forcing them to come down. If frozen, they will still
suffer because they will have to eat inflation, but he thinks
this is more fair.
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Rep. Kadas argues that the "Wanzenried amendment" should
stay in HB 667. For FY 94, it would take administrative budgets
from FY 91 and 92 and allow 95% of the average of those budgets
to be spent on administration. The extra 5% would have to go
into instruction, planning, athletics, or some other part of the
district budget. For FY 95, they would take FY 92 and 93 budget
averages. The amendment would terminate after two years. Rep.
Kadas said Montana’s spending per student compared to nationwide
figures is about average; the teacher’s salaries are in the
lower 1/3; the difference is possibly going toward
administration.

Rep. Kadas said HB 667 is a total chaﬁge from what is
currently being done, and he recommends concurrence.

Proponents’ Testimony:

Larry Fasbender, representing Great Falls Public Schools,
said he was appearing in support of HB 667. However, he said he
thought the Legislature has put too many caps in this bill and
too much local control is lost. He also does not agree with the
$40 million reduction in school funding.

George Bailey, Superintendent of Schools at Broadus, spoke
in favor to HB 667, saying it has been needed for at least the
last five years.

Harry D. Erickson, Superintendent of Schools at Belgrade,
said he supports HB 667, but certain amendments have made it less
‘attractive. He encourages passage of the bill in its original
form.

Bernard Rosling, Superintendent of Schools at Somers, spoke
on behalf of his School Board, saying they favor HB 667, but are
concerned about the administrative cost reductions. They also
ask the Section 504 regarding sexual harassment be addressed in

the bill.

Robert Aumaugher, Superintendent of the Evergreen School in
Kalispell, spoke in favor of HB 667 on behalf of the School
Trustees; however, they do not support the Wanzenried amendment.

Ryan Swan, Evergreen School Principal, said he supports HB
667 without the Wanzenried amendment.

Eric Feaver, Montana Education Association, said he supports
HB 667, but thinks this Committee should amend SB 32 into this
bill. He said MEA would resist rolling school retirement into
scheduled payments to school districts. Mr. Feaver submitted
Exhibit No. 8 to these minutes. :

Pat Melby, representing the Underfunded Schools Coalition,
said he supports the concept of HB 667; however, some of the
amendments and caps put into the bill causes them problems.

930331SF.SM1



SENATE SELECT SCHOOL FINANCE COMMITTEE
March 31, 1993
Page 7 of 11

Al McMillan, Superintendent of Townsend Public Schools, said
he supports HB 667.

Ron Stégmann, Superintendent of Schools in East Helena,
spoke in support of HB 667.

Opponents’ Testimony:

Nancy Keenan, State Superintendent of Public Instruction,
spoke in opposition of HB 667, saying it is basically
unacceptable. She said the state needs equalization and HB 667
could be that vehicle if it is seriously amended. Her first
objection is the $40 million reduction in the bill. She said the
Legislature is asking schools to use the same funding they used
two years ago, while they are being affected by Workers Comp,
health insurance, utility rate increases, and textbook and
computer cost increases. HB 667 does not recognize the 7100 new
students in the state. Ms. Keenan presented Exhibit No. 9 to
these minutes. She said HB 667 does not equalize non-levy
revenue and taxpayer equity, nor does it coordinate with the
special education bill (SB 348), and it has a multi-system cap.
If HB 667 is implemented July 1, 1993, there will be a great deal
of budget amendments by the local school districts necessitated
by their increases in enrollment; this will make school
administration much more complex. 'She said the report forms the
districts will have to submit to the OPI are very complex.

Ms. Keenan said the 80%-100% range is a good concept. She
agreed that high~-spending Districts could be frozen, but asked
that Districts not be forced to spend down. She said it is
reasonable that low-spending Districts be required to budget up
to the 80% level to equalize. Montana’s education systems have
received a $9 million grant from the National Science Foundation
which needs a match of $1 million. The state’s preference is to
meet this match so the grant is not taken away. Ms. Keenan said
she is willing to work with all Committees to try to make HB 667
workable for public schools.

Don Waldron, representing the Montana Rural Education
Association, presented Exhibits 10 and 11 to these minutes.

Bruce Moerer, representing the Montana School Boards
Association, said they supported HB 667 as it came out of the
House Select Committee, but have some concerns about it now.

Darrell Brabec, Colstrip School Board Trustee and
Parent/Student Advocate, spoke in opposition to HB 667 because of
the cut to the top Districts. He said they do support
equalization.

Lynda Brannon, representing the School Business Officials

and the Indian Impact Aid Schools, said HB 667 started out to be
a good bill, but the last-minute amendments wrecked it.
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Jim Smitham, Chairman of the Board of Trustees, School
District #1 in Butte, said their budgets would be cut drastically
under HB 667 and they oppose it for this reason.

Daniel B. Sybrant, Superintendent of Schools at Pryor, said
he opposes HB 667 as written due to the serious impact it will
have on his elementary district.

Terry Minow, representing the Montana Federation of
Teachers, said her opposition to HB 667 is both general and
specific. She said by capping, freezing, and cutting schools,
this bill equalizes downwards towards mediocrity. She opposes
the bill also because of the requirements for voted levy for
schools 90% and above in the second year of the biennium, and it
provides no means of keeping up with inflation and the increased
cost of doing business.

Debbie Shea appeared as a teaching member of the Butte
Teachers Union, and as a parent with children in the public
school system in Butte. She said qualified staff will be forced
to reduce the quality of education because of restrictive caps
placed by HB 667.

Jim Anderson, Colstrip Public Schools, said his school
students have requested him to explain to them why their school
district has to be reduced. The kids understand equalization,
but they believe it is not right that they have to reduce their
budget by $1.25 million over a period of time to make everybody
else equal; they think other districts should raise up to their
level.

John McNeil, Superintendent of Schools at Savage, presented
Exhibit No. 12 to these minutes.

Jim Stanton, Superintendent of Schools at Baker, said he
opposes HB 667, and asks the Committee to consider postponing the
effective date.

Loren Frazier, School Administrators of Montana, extended
his willingness to work on this bill with the Committee. He said
everyone agrees with the concept, and he would like to help make
it a good bill.

Rick Ripley, Superintendent of Schools at Choteau, reminded
the Committee that many school districts are voting on levies
next Tuesday, and that teacher’s contracts will be reviewed the

first of May. School Districts need some direction immediately
in order to make important decisions on their budgets.

Informational Testimony:

None.

930331SF.SM1



SENATE SELECT SCHOOL FINANCE COMMITTEE
March 31, 1993
Page 9 of 11

Questions From Committee Members and Responses:

Senator Towe asked how an impact aid school, which may
presently be at 40%, can be raised to 80%. Rep. Cobb said he
wasn’t sure how to respond to this question, but the House
committee took the Federal 874 language directly from OPI’s bill.
Jim Gillett, Legislative Auditor’s office, said this was the
first he had heard of the issue. The workings of 874 are
extremely complex and individual situations have special
concerns. :

Senator Towe asked about the Pryor School situation where
each mill is only worth $642, because the district is largely on
an Indian Reservation. The Superintendent said he would have to
cut $145,000 out of his $300,000 budget, which would be
impossible to do without increasing the mill levies from a
current 145 mills to 300 mills. Mr. Gillett said this committee
might look at amendments to the GTB system for schools like
Pryor.

Senator Towe asked for clarification on the non-levy revenue
part of HB 667. Rep. Simpkins said at the present time, the only
amendment that went on the bill was Rep. Boharski’s, which went
back one year and picked up about $12 million more than what has
been projected. Rep. Kadas also considered the possibility of
moving all the non-levy revenue for education to the state and,
in effect, redistributing the non-levy revenue; however, this is
not in HB 667. Another alternative is to have the districts roll
the non-levy revenue into their county equalization account and
this would lower the state dollar support. Rep. Simpkins said
the Legislative Auditor had extreme difficulty pinpointing the
non-levy revenue that was out there. OPI and the Legislative
Auditor’s office tried to get the figures together, and they
projected $25 million in non-levy revenue, but the actual
expenditures were $32 million. This has created a problem with
school districts who were spending more money than they took in.

Senator Waterman asked what the 800 Stop Loss would cost, as
opposed to 1,000 Stop Loss. Rep. Kadas said he remembered it to
be about $1 million.

Senator Blaylock commented about re-working the school
budgeting procedure, resulting in HB 28, and that one of the
fears expressed was that in order to meet the Court mandates, it
would be a great temptation to dummy down. The school district
representatives appearing today have expressed a preference for
freezing their budgets rather than reducing them. Senator
Blaylock asked Rep. Cobb his opinion of this situation. Rep.
Cobb responded that this is a policy decision for this Committee
to make. The House committee considered several options,
including bringing every district down 2% a year, and freezing
the high-spending districts at present budget.
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Senator Blaylock said he thinks one of the aims of this
Legislature should be to simplify the procedures that the schools
go through in setting their budgets. The Senator asked Super-
intendent McNeil if HB 667, in its present form, would simplify
reporting procedures. Mr. McNeil said it has as far as
calculation of budget maximums. What he sees as a small problem
is how the caps are affected in the different areas of the
districts. He doesn’t see HB 667 as a problem conceptually or
with understanding it.

Senator Towe said HB 667 addresses per pupil equalization,
but it doesn’t help in the area of transportation, special
education, tuition, capital outlay, and all of those other things
the Courts have referred to. He asked if the bill will get the
state out of the Court case problems. Rep. Cobb responded that
it would get the state out of the Court cases, however, the House
didn’t make recommendations on transportation, retirement,
weighted GTB, etc., because they wanted to determine first if the
Senate liked the HB 667 concept before any more work was done on
the bill. He said it would be simple to put transportation into
the bill; most of the work has been done on the weighted GTB;
and some of the other issues could be looked at and cleaned up,
and included in the bill, such as special education.

Rep. Kadas responded that there are four areas that have to
be equalized: transportation, retirement, general fund budget,
and capital outlay. Transportation is not equalized and he
doesn’t think it will be done this Legislative Session, since the
whole system needs to be restructured. With regard to
retirement, he thinks it is equalized. Rep. Kadas said HB 667
will equalize the general fund, and if the proper amendments are
made regarding special education, this could be included within
that total equalization. He thinks the vehicles are there, and
it would not be very difficult to do. Regarding capital
construction, Rep. Kadas said the Senate sent a good bill (SB 32)
to the House to take care of this, the House added amendments,
and Rep. Kadas said he hopes the Senate will reject the
amendments when the bill comes back. Overall, most issues are
being worked out to meet the Court mandates.

Senator Towe asked for response to the comments that the
caps are complex and complicated. Rep. Kadas said he thinks
there is clearly a problem with growing districts under the 104%
cap. Expanding districts need to have some flexibility,
especially those districts that are expanding at more than 5% per
year. Part of the complexity is adding the 104% per ANB, but he
thinks it is necessary to do and the Districts can figure it out.
Regarding the phase-down, over-all caps, Rep. Kadas said he
doesn’t think it needs to be as complicated as it is in the bill,
that it is punitive, and he thinks budgets should be just frozen.

Senator Gage asked if any figures are available on what the
fiscal impact is for each one percent change in the entitlement
reduction. Rep. Kadas said this will be provided.
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Senator Gage asked about the differences in the salaries of
School Superintendents throughout the state. No one could
respond to this question.

~ Senator Gage asked if the House Committees looked at funding
on the basis of a classroom unit in K-8 classes. Rep. Kadas said
this was discussed briefly, but was not pursued, although it is a
legitimate way of doing it.

Senator Fritz asked if $200,000 is going to go to every high
school district, what is preventing a district from splitting and
each district getting $200,000 apiece. Rep. Kadas said there
would be no advantage, since that amount is minuscule for larger
districts. He doesn’t believe this would happen. Rep. Kadas
said, however, this $200,000 payment may discourage smaller
districts from consolidating.

Closing by Sponsor:

Rep. Cobb presented Exhibit No. 13 to these minutes, saying
this is how the House determined which issues to look at. He
said the House Committee did not have time to look at an
incentive to consolidate school districts, and the amendments
placed in the bill need to be looked at carefully, as well as the
Stop Loss issue, and technical amendments OPI has suggested need
to be placed in the bill. He asked that this Committee look at
transportation and capital outlay, and said special education
still needs to be addressed, and the implementation date should
be reviewed. He believes most School Boards and Superintendents
want this bill, but they may not like the caps and amendments
placed in it; he also said they want the bill implemented now.
Rep. Cobb believes the two pending lawsuits would end if HB 667
is implemented now.

ADJOURNMENT

Adjournment: The meeting adjourned at 9:55 a.m.

WL
\l MIKE

) BONNIE STARK, Secretary

?IGAN, Chair

MH/bjs
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BASE AMOUNT FOR SCHOOL EQUITY (BASE) FUNDING PROGRAM
GENERAL FUND STRUCTURE UNDER HB 667, 3RD READING

BASE FUNDING PROGRAM

GENERAL FUND
BUDGET
OVER MAXIMUM

EUNDING SOURCES

CAPS & VOTER APPROVAL

OVER-MAXIMUM FUNDING

DISTRICT VOTED LEVY

NONLEVY REVENUE
VEHICLE FEES, INTEREST,
TUITION, FLAT TAX, LGST
CASH REAPPROPRIATED

NO VOTE FOR FY 94

FY 94, FROZEN AT:
PRIOR GF BUDGET OR
PRIOR GF PER-ANB

VOTE REQUIRED FOR FY 95 ON

EY 95, LIMITED TO:
99% PRIOR GF BUDGET OR
99% OF PRIOR GF PER-ANB

FY 96, LIMITED TO:
98% OF PRIOR GF BUDGET OR
98% OF PRIOR GF PER-ANB

FY 97 & BEYOND, LIMITED TO:
97% OF PRIOR GF BUDGET OR

97% OF PRIOR GF PER-ANB

MAXIMUM GF BUDGET
{100% LEVEL)

100% OF ENTITLEMENTS

MAXIMUM BUDGET FUNDING

DISTRICT OVER-BASE LEVY

NONLEVY REVENUE
VEHICLE FEES, INTEREST,
TUITION, FLAT TAX, LGST
CASH REAPPROPRIATED

VOTE REQUIRED ABOVE 80%
STARTING WITH FY 85

BUDGET GROWTH LIMITED TO:
* 104% OF PRIOR GF BUDGET
* 104% OF PRIOR GF BUDGET

PER-ANB

OPTIONAL VOTE ON LEVY FROM
80% TO 90%

SAME BUDGET LIMITATIONS AS
ABOVE

A. MERRILL, LEGISLATIVE COUNCIL 3/30/93




SENATE TAXATION
EXHIBIT NO.__

e J—3/- 93
N AN AR,

MEMORANDUM

The attached information includes an overview of the Equalization
Model and definitions of terms used in the model and outlined in
House Bill 667. Also available are statistic sheets and a district
listing where school districts’ fiscal year 1992-93 budgets have
been restated as though HB 667 had been in effect for fiscal year
1992-93. The district listing shows a restatement of fiscal year
1992-93 budgets and is not intended to indicate budget or mill
impacts on future fiscal years.

-House Bill 667 provides state support in the manner outlined on the
"Listing of Spreadsheet Data Element Assumptions" as shown on the
district listing and statistic sheets. Following is an explanation
as to why some of the data elements are set where they are.

1. The required low spender growth is set at 20% of the
difference between fiscal year 1992-93 budget and the
mandatory level; and the estimated district budget
growth is set at 0%. HB 667 provides budget growth for
these districts to the greater of the 20% difference,
104% of the prior year’s budget, or 104% of the prior
year's budget per-ANB multiplied by the current year’s
ANB. However,the estimated budget growth is set at 0%
because this is a restatement of fiscal year 1992-93 and
not a projection to a future fiscal year. The district
listing spreadsheet assumes districts have already
increased their fiscal year 1992-93 budgets to the
extent desired and allowed under existing statutes.

2, The "required high spender reduction"” was set at 0%
because HB 667 freezes those districts (i.e. those whose
fiscal year 1992-93 budgets exceed the calculated
maximum under HB 667) at the fiscal year 1992-93 level
for the first year of implementation. However, the bill
does provide some budget flexibility for districts that
are experiencing increasing ANB. Any projection to
fiscal year 1993-94 would also set these districts’
budgets at the fiscal year 1992-93 level.



Explanation of School Funding
Equalization Model

The school funding equalization model developed by the Office of the
Legislative Auditor was prepared at the request of the Speaker and
certain members of the House Select Committee on School Funding.
The objective was to give the legislature a picture of the possible
effects of an equalized funding system for schools.

The two primary equalization issues facing the state are "spending
disparities" between similarly sized districts and “"wealth
neutrality" issues between districts because of differences in
property tax values in various districts.

The model which was developed equalizes school budgets by providing
for maximum school general fund budgets which will be established by
formula in law. The primary factor in computing those budgets would
be a per student factor, multiplied by the number of students
attending the schools of the district. In addition each district
would receive a "base entitlement" which would be the same for each

district, regardless of 1its number of students. The base
entitlement and per student allocation factors are different for
elementary and high school districts. Each district would be

required to budget at least eighty percent of the amount computed
based on the factors included in the law.

The state would provide school districts with support for the
required general fund budget amount (the eighty percent 1level)
through a combination of direct state payments and guaranteed tax
base subsidies. The remaining portion of the budget, if the
districts choose to budget above the required level, would be paid
from local district resources not subsidized by the state.

The major differences between this model and the current system are
listed below:

1. Maximum school general fund budgets are established by the
legislature through a formula included in the law.

2. Required school general fund budgets are established in law at
eighty percent of the maximum general fund budget.

3. Through the expanded use of guaranteed tax base aid along with
direct state payments the property tax base disparities
between school districts are further mitigated.

4, Spending disparities are limited to acceptable levels because
of the maximum and mandatory spending levels required by law.

5. For those districts whose current budgets are above the
maximum or below the mandatory budget level the effects of the
system change are phased in over a period of years.
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Office of the Legislative Auditor
School Funding Analysis Definitions

Base Entitlement - Minimum amount each School District will receive
if in operation. Elementary schools having both elementary and jr.
high ANB receive a prorated base. For example, if there are 75
elementary and 25 jr. high ANB, the district would be allocated the
total of 75/100 of the elementary base and 25/100 of the high school
base.

Per Student Allocation - Amount each School District receives per
ANB. Jr. High per student allocation is allocated based on the high
school amount. ‘

Per Student Reduction Factor - The amount of money the per student
allocation is reduced for each additional ANB.

State Support Percentage (Base) - The state’s direct share of the
base entitlement.

Guarantee Percentage (Base) - The portion of the base amount the
state will subsidize through guaranteed tax base.

Unsubsidized Percentage (Base) - The portion of the base amount that
is unsubsidized (local option to fund).

State Support Percentage (Per Student) - The state’'s direct share of
the per student allocation.

Guarantee Percentage (Per Student) - The portion of the per student
allocation the state will subsidize through the guaranteed tax base.

Unsubsidized Percentage (Per Student) - The portion of the per
student allocation that is unsubsidized (local option to fund).

Mill Guarantee Percent of Current Guaranteed Mill Value - The factor
applied to the current guarantee for permissive mills. The current
statutory guarantee is 121% of the statewide average mill value per
ANB.

Required Low Spender Growth - The percentage of the difference
between the current budget and the mandatory spending limit by which
the district is required to increase its budget for the subsequent
year. This factor is applied to those districts whose FY93 budgets
fall below the new mandatory budget.



Required High Spender Reduction - The percentage by which the
district must decrease its FY93 budget for the subsequent year.
This factor is applied to those districts whose FY93 budgets exceed
the new maximum budget. In the current version of the bill, there
is no required reduction for the first year, 1% for the second year,
2% for the third year, and 3% for each year thereafter.

Estimated District Budget Growth - The percentage by which districts
whose budgets fall between the new maximum and new mandatory budgets
are estimated to increase for the following year. The districts
cannot exceed the new maximum budget. This factor is set at zero in
the attached spreadsheet because it is a restatement of the FY93
budgets which already contain the districts’ budget growth.

Maximum Per Student Reduction ANB - The level at which the per
student reduction factor is no longer used.

Current FY93 GF Budgets - FY93 districts’ general fund budgets less
special education allowable costs and P.L. 81-874.

Total Simulated GF Budgets - The maximum simulated FY93 budget.
0ld State Support - Foundation schedules plus GTB subsidy.

New State Support - The state’s share as calculated by the direct
state support and GTB subsidy on base and per student allocations.

State Equalization % - The percent of dollars supporting the maximum
general fund budget which are provided or guaranteed by the state,
including nonlevy revenue used in lieu of guaranteed mills.
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SENATE TAXATION

EXHIBIT NO. g/

DATE_ 5~ 3/-93
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HBG667

AN INTRODUCTION TO THE BUDGET CAP BAZAAR

ABOVE CAP  ececececcccnmaaaay

MAXIMUM 100% ==

90% LEVEL >
I
. I
MINIMUM 80% = = >
|
BELOW 80% RANGE

Mandatory Budget Freezc
or |
Optional, Permissive Budget Reduction

Optional Voted Budget Growth of
+4% or +4% / ANB

Combination of Optional Permissive
and Voted Budget Growth of
+4% or +4% / ANB

Permissive Freeze or Budget
Growth of +4% or +4% / ANB

or

Optional Voted Budget Growth of
+4% or +4% / ANB

Combination of Mandatory Budget
Growth to 80%. Then Optional Permissive
or Voted Budget Growth to +4%

Mandatory Budget Growth of the Greater:
+20%. or
+4%, or
+4% / ANB
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MONTANA RURAL EDUCATION ASSOCIATION
P.O. BOX 5418 ‘
HELENA, MONTANA 59604
(406) 442-8813

FAX (406) 442-8839 ~ SENATE TAXATION
' EXHIBIT NO

DATLB’ 3/-73

oL w2 /5 667

EESElMQHX_QH_Eggéﬁ_ELLL_QQZ
Don Waldron, Lobbyist
Montana Rural Education Association

The Montana Rural Education Association is intrigued with
the equalization model of House Bill 667. We agree with many
of the assumptions made in the data elements. It also has
been refreshing to be part of the openness in the development
of this bill.

We are an opponent of House Bill 667 for a couple of very
fundamental reasons:

(1) The inequities in our present system in the treatment
of smaller school districts and iow taxable school(districts
have been carried forward and in some cases intenéifie&?

(2) We have taken our case under the present system to
court and feel that schools ahd the legislature both need the
direction the court can provide. The new House Bill 667
funding formula has moved so fast that we fear the court may
not have time to rule. The court’s ruling is very important
since we feel this new funding structure has some of the same
problems as the current system.-

John McNeil, Chairman of MREA, would like to share some

data that helps illustrate our points of concern, along with



showing you how a change in GTB would help equalize the tax
burden. Senate Bill 308, introduced by Senator Stang, which
- weights GTB; wil1 go a long way in correcting the GTB problems
with any of the funding proposals. The new system almost
doubles the GTB disparity. We have other concerns about the
bill which are the same as you have heard from some of the
proponents with qualifications which we will not repeat.

Our thanks again to the Legislative Auditor’s Office staff
and the members of the Select Committee for their openness and

cooperation in the development of this funding system.
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TESTIMONY ON HOUSE BILIL 667
Don Waldron, Lobbyist
Montana Rural Education Association

As for the amendments added in the House of
Representatives, we would respénd as follows:

1. [Page 13, Lines 11-22] Representative Kadas'’
requirement for a voted 1levy above the 90% level is
.understandable, but the elimination of two years permissive
down to one year for general fund above the maximum is very
limiting. We would prefer to have an effective date of
July 1, 1994 for House Bill 667.

2. [Page 68, Lines 3-24j Representative Swanson’s
matching funds for systematic initiative for Montana math and
science grants 1is acceptable, as long as the amount is not so
high as to have an adverse impact on available state funds.

3. [Page 44, Lines 2-4] Representative Boharski included
some non-tax levy revenue in the reduction calculation which
should be viewed as a one-time boost in available money that
will not continue to reduce state share.

4. [Page 86, Line 15; All of Section 36] Representative
Wanzenried’s amendment limiting administrative cost to 95% of

the previous two years’ average is not bad the first year, but



if it would continue, the administration budget would be cut
in half in 5-10 years. That amount would reduce the quality
of administration to where students would be deprived of
proper supervision and leadership. A voted 1levy for
administration along with the general fund vote would give
voters a choice of voting for a smaller amount and against a
larger amount. This is not a good management tool.

When you 1look at the change in mills to the taxpayer, 107
of the 160 MREA member schools would be better off under HB
471, reducing the foundation schedule by 5%. Changing to our
weighted GTB would change this to where about half would be
better off with HB 471 and the other half would be better off

with HB 667.
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SENATE SELECT COMMITTEE ON EDUCATION FUNDING
SENATE TAXATION

HEARING MARCH 31, 1992 EXHIBIT No.___/

DAT 3\,5/%
HOUSE BILL 667 B‘um

MR. CHAIRMAN, MEMBERS OF THE COMMITTEE

I AM JOHN MCNEIL
SUPT. OF SCHOOLS SAVAGE
CHAIRMAN, MONTANA RURAL EDUCATION ASSOCIATION

MONTANA RURAL EDUCATION ASSOCIATION OPPOSES H.B. 667 FOR THE
FOLLOWING REASONS

1. HOUSE BILL 667 HAS AS ITS BASIS THE EXISTING FOUNDATION
PROGRAM AND 1993 SCHOOL BUDGETS, WHICH WE FEEL ARE INADEQUATE
IN PROVIDING THE STUDENTS OF MONTANA WITH EQUALITY OF
EDUCATIONAL OPPORTUNITY.

2. HOUSE BILL 667 USES THE GUARANTEED TAX BASE PER ANNUAL NUMBER
BELONGING CONCEPT OF H.B. 28 TO FUND THE PERMISSIVE PORTION OF
THE BUDGET, THIS CONCEPT DIRECTLY AFFECTS THE ABILITY OF RURAL
SCHOOLS OF MONTANA TO PROVIDE EQUAL EDUCATIONAL OPPORTUNITY.

3. HOUSE BILL 667 HAS AN EFFECTIVE DATE WHICH CAUSES THE BILL TO
GO INTO EFFECT FOR THE NEXT SCHOOL YEAR, WE FEEL THIS IS TOO
MAJOR A CHANGE IN SCHOOL FUNDING TO PROCEED SO QUICKLY.

4. THE MONTANA RURAL EDUCATION ASSOCIATION FEELS THE LEGISLATURE
SHOULD AWAIT A COURT RULING BY JUDGE SHERLOCK BEFORE REVISING
SCHOOL FUNDING SO THERE IS A CLEAR UNDERSTANDING OF ALL THE
PROBLEMS OF OUR EXISTING SYSTEM.
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Effect on FP Ratios (Weights) by Addition of GTB, for Elementary;
 1990-91
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BILLINGS

COLUMBUS

VICTOR

ST. REGIS

BILLINGS

COLUMBUS

VICTOR

ST. REGIS

BILLINGS

COLUMBUS

VICTOR

ST. REGIS

90-91 GTB
. MILL VALUE PERM $ ACT MILL
ANB PER_ANB Fp * 35% VALUE
4579 31.88 3,998,611. 145,978.
152 31.82 171,783. 4,837.
75 32.93 114,397. 2,470.
57 54.59 98,673. 3,112.
90-91 WEIGHTED GTB
WEIGHTED ACT MILL
ANB FP RATIO _ANB VALUE
4579 1.0 4579 145,978.
152 1.294 197 4,837.
75 1.75 131 2,470.
57 1.982 113 3,112.

RESULTS OF WEIGHTING GTB ON PERMISBSIVE

PERM MILLS

N

O_GTB

27.39

35.31

46.31

31.70

PERM MILLS PERM MILLS
WITH GTB WEIGHTED GTB
19.51 22.08
25.26 22.08
34.10 22.08
(31.70) 22.08

GTB MILL PERM MILLS
$44.73/ANB _WITH GTB
204,851, 19.51
6,799. 25.26
3,355. 34.10
(2,549.) (31.70)

WEIGHTED
GTB MILL PERM MILLS
$39.53/ANB WEIGHTED GTB
181,053, 22.08
7,787. 22.08
5,178. 22.08
4,467. 22.08
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SELECT COMMITTEE SCHOOL FUNDING BILL HB 667

STATE BASE $
= $ TO FUND
ANB TARGET BUDGET PERMISSIVE § 20% LEVEL

BILLINGS 4579 20,597,850.00 8,239,140.00 4,119,570.00

COLUMBUS 152 939,062.00 375,624.80 187,812.40
VICTOR 75 566,112.50 226,445.00 113,224.50
ST. REGIS 57 478,502.00 191,400.80 94,700.40
PERM MILLS PERM MILLS MILLS TO FUND
GTB_/ ANB GTB / STATE $ 20% LEVEL
BILLINGS - 33.44 36.07 25.32
COLUMBUS 45.93 36.07 38.83
VICTOR 56.12 36.07 45.84
ST. REGIS 62.41 36.07 30.75

A. EXAMPLE USES PERMISSIVE MILLS ONLY TO FUND PERMISSIVE $
B. ANB GTB AT $53.80 PER ANB
C. WEIGHTED GTB AT $.02772 PER STATE BASE $



To:

From:

Date:

‘Re:

SENATE TAXATION .
EXHIBIT NO. /
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MEHORANDUM BILL NO_ 74 .

Representative John Cobb, Chairman
Representative Ray Peck, Vice-Chairman
House Select Committee on Education

Jim Gillett
Legislative Auditor'’s Office

February 16, 1993

Decisions that need to be considered when considering school
funding equalization model presented to your committee on
February 9, .1993

What should each school district’s "base entitlement" be?
Elementary?
High School?

ANSWER: Elementary 18,000
High School 200,000

Should an inflation index be included in the law for this

~entitlement?

ANSWER: NO

What should the "per student allocation" be?
Elementary?
High School?

ANSWER: Elementary 3,500
High School 4,900

Should an inflation index be included in the law for this
allocation?

ANSWER: NO
What should the "per student reduction" factor be?
Elementary?

High School?

ANSWER: Elementary 20 cents
High School 50 cents



10.

11.

Should the per student reduction factor no longer be applied
after a selected level of ANB is reached?

ANSWER: 2500 High School & Elementary

What percentage of the "base entitlement” should the state
support with direct payments to school districts?

ANSWER: 50%

What percentage of the "base entitlement" should the state
support through guaranteed tax base (GTB) aid?

ANSWER:  30%

What percentage of the "base entitlement" should the district
be required to pay with local money not subsidized by the
state? -

ANSWER: 20%

What percentage of the "per student allocation" should the
state support with direct payments to school districts?

ANSWER: 45%

What percentage of the "per student allocation" should the
state support through guaranteed tax base aid?

ANSWER: 35%
What percentage of the "per student allocation" should the
school district be required to pay with local money not
subsidized by the state?

ANSWER: . 20%
To what level should the GTB mills be subsidized?

ANSWER: 200% of the current level
How long a period will school districts budgeting less than
their "mandatory general fund budget" be given to bring their
budgets up to the mandatory level? :

ANSWER: 5 years

Should this increase be applied to per pupil budgets or total
budgets?

ANSWER: Per ANB



12.

13.

14.

15.

At what rate should school districts budgeting above their
"maximum general fund budget" be required to reduce their
budgets to the maximum level?

ANSWER: 2% per year

Should this rate be applied to per pupil budgets or total
budgets?

ANSWER: Per ANB
What limitation, if any,'should the legislature place on the
annual budget 1increases of school districts which are

currently spending between the "mandatory" and “"maximum"
budget levels?

ANSWER:  None

Should this rate be applied to per pupil budget or total
budget?

ANSWER: N/A

Should this factor be linked to an inflation index of some
kind?

ANSWER: N/A

Will school districts spending above the maximum level be
required to vote any budget amount which is above the maximum
budget?

ANSWER: Yes

Will this vote, if required, be combined with the vote, if
any, resulting from question 157

ANSWER: N/A

Will school districts spending between their mandatory and
maximum budget levels be required to vote all or part of their
budget amount which is between those levels or should that
budget amount be adopted at the discretion of the district
trustees?

ANSVWER: No

Will this vote, if required, be combined with the vote, if
any, resulting from question 14?7

ANSWER : N/A



16.

17.

18.

19.

20.

Should school districts with multiple schools be allowed
additional "base entitlement"” amounts for each additional
school?

ANSWER: No
If so, what should the dollar amount of these entitlements be?

ANSWER: N/A

Should the additional entitlements be for each school or for
a selected number of ANB?

ANSVER : N/A

How, if at all, should P.L. 81-874 impact aid funds be
considered in the funding mechanism?

ANSWER: No

At what location in the funding mechanism should "non-levy"
revenue be considered?

ANSWER: GTB mills level
In order to help with the wealth neutrality of the system,
should all or a portion of the unsubsidized portion of the
budgets be supported with GTB aid?

ANSVER: No
If so, at what level should the mills be guaranteed?

ANSWER: N/A

Should their be a mechanism to phase in the effects of budget -
reductions resulting from decreases in enrollment?

ANSWER: No

JHG/j/18 .mem
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