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Question: What are the requirements and characteristics of an education funding model that would assure the necessary flexibility to attain and sustain a high quality system of public schools?

Overview: 
There are 9 states that don’t have a state income tax.  They are: Alaska, New Hampshire, Tennessee, South Dakota, Florida, Washington, Nevada, Texas and Wyoming.

I thought it might be important to see whether any of these states were doing something we could borrow from to properly fund public education.  Sadly, all of these states have been accused of not meeting adequacy and many have endured lawsuits.

After doing some research, I found that across the board, state and local tax revenues provide most of the public school funding, with the Federal government supplying on average only 7% nationwide. Most of the states settle on dollar amounts for education funding in the COMPLETE absence of any meaningful analysis of educational needs.  Amounts are generally settled as the outcome of pure political struggle.  This leads to “Inequitable Equilibrium,” (Metzler, Indiana Law Review, 2003) in which the distribution of resources represents the balance of political power in the state.

During the past 20 years, most states have adopted some form of statewide learning standards as an attempt toward reform.  Once these states established standards, voters and educators began asking whether the funding is enough to meet or exceed the standards.   This has led to “costing-out” studies, where states try to obtain an objective understanding of what funding should be in order to provide all students a genuine opportunity for a quality education. 

After the results of the “costing-out” studies, and the realization that the state legislatures were still making all of the funding plans based on political considerations, a slew of “adequacy” lawsuits came to be.  There have been some mixed results with these suits.  Nothing truly revolutionary has resulted so far.
Among the states with income taxes, Maryland, a leader in education reform is one of only a few states which adopted a modern, standards-based education finance system, that is, one built on a cost analysis of the resources needed to ensure the capacity of schools to help students meet state academic standards. With a reduced but reasonable multiplier for economically disadvantaged students, funding for poor schools may finally become sufficient to provide these students with a genuine opportunity to obtain a 21st-century education.
Maryland's successful experience with funding reform can inform similar efforts in other states. The new law relied heavily on a bi-partisan commission set up to study funding needs which, in turn, relied heavily on a costing-out study performed by one of the nationally recognized firms in this field. Not surprisingly, other factors were also important, although we cannot know to what degree. Pressure from the court ruling in Bradford and from grassroots advocates and advocacy organizations played a role, as did the ability of the legislature to gain the crucial votes of members from Montgomery County. We will be watching to see how and when other states follow Maryland's lead. * 
Wouldn’t it be nice if Florida were one of them?  
With the inclusion of DA, AYP, and implementation of NCLB, our schools, particularly our high schools, are under enormous stress to meet the new benchmarks.  Typically, remediation has to occur in the form of an unfunded mandate.  If all schools are really supposed to achieve 100% AYP, the funding requirements to make this happen are truly unknown and will be significant.

States like Florida are left with only a few ways to achieve meaningful reform.  Because the decisions about funding public education in Florida are entirely political and even in boon times, our legislators have demonstrated no will to appropriately invest in our state, we are left with relying on the courts or upsetting the political equilibrium through strong grassroots efforts and elections.

Existing Education Funding Models**:
1. Flat Grants – every district in state receives a flat rate per pupil, although not tied to any measure of cost, that figure is ideally the amount required to provide a student with and adequate education. Local taxes could be used to supplement this amount.
2. Foundation Programs – Under a foundation program, each school district is given a level of funding necessary to guarantee each of the districts pupils’ access to a minimum level of per-pupil expenditures.  This amount is not tied to any measure of cost.  There is usually a mandatory local effort requirement with a foundation.  A state with a foundation level of $5,000 per pupil and a local effort of 1% would give $4,000 per pupil in state aid to a district with a tax base of $100, 00 per pupil ($5,000 less 1% of $100,000) but only $3,000 per pupil to a district with a tax base of $200,000 per pupil ($5,000 lest 1% of 200,000).
3. Percentage Equalizing Programs – Provide aid based on the philosophy of equal access to educational funding, with each district deciding the level of spending. For example if  the state aid ration in district A were .60, the state would contribute 60% of district As budget, while the remaining 40% would come from locally generated revenues.  If District A wants to spend $10,000 per pupil, it would have to raise the balance through local taxes; the state would give only $6,000 per pupil.
4. Guaranteed Tax Base – This approach tries to achieve fiscal neutrality. It provides each district with equal access to education funding, while allowing decisions about the appropriate level of funding to be made locally.  For example, if the state guaranteed at tax base of $1,000,000 per pupil, an effective local tax rate of 1% would yield $10,000 per pupil, regardless of a district’s actual tax base. Poor districts with tax rates around $400,000 per pupil would get $6,000 from the state and have to tax themselves at 1% to make the $10,000.  Wealthy districts with $1.5 million would get the same $10,000 and have to send the remaining $5,000 back to the state.
5. Guaranteed Tax Yield – This is a modification to the guaranteed tax yield approach.  The state provides matching funds based on the level of local effort and the amount of revenue generated by that effort. Local school districts are guaranteed by the state a given amount of revenue per pupil for a given tax effort regardless of the tax base in the local district.
6. Full State Funding – The state assumes full responsibility for providing educational funding.  Hawaii is the only pure example of this with Washington State coming close; however, some local effort is allowed.  Under a pure state funding program, no local effort is allowed.  These programs are based on the philosophy of equal inputs, or horizontal equity and do not allow for local control of spending.  This is the same as a flat grant, except the local districts are not permitted to supplement state aid from local revenues.


Florida
At present, our state is undeniably propped up by Federal money and although the budget has shrunk by $6 billion over the past three years, Amy Baker, head of the legislature’s Office of Economic & Demographic Research has predicted a $2.7 billion shortfall for 2010-11.  

After looking at all of the money our state gives away through exemptions, special deals and corporate tax relief, one thing has become clear.  We do have the money.  Our politicians are just choosing to spend it on things other than public education and investments in the overall excellence of the state.  We are overwhelmingly under the thumb of budgeting and spending purely for political gain. 

The solution for Florida is not raising taxes, ironically, it’s about enforcing taxes.  Specifically, I am talking about reclaiming corporate taxes.  This represents billions in annually recurring dollars in lost revenue that were, in essence, given away by legislators without the express approval or knowledge of the people of the state.

After doing some research and speaking with John Hall and Karen Woodall (Florida Center for Fiscal and Economic Policy), the following are ways to create a funding model that works to recapture existing funds through reform.  It should be noted that the FCFEP*** derived its revenue projections from an independent analysis of information contained in the 2008 Florida Tax Handbook and from the November 21, 2008 General Revenue Estimating Conference.

Modernize Florida’s Tax Policy and Make the Structure Fairer

Sales Taxes: Due to the immediacy of the projected budget shortfall of between $5B and $7B combined with the funding cliff over the next two years, a temporary increase of the sales tax from 6% to 6.75% will address short term needs to meet critical services. Year 1: $2.2. B; Year 2: $1.9B.  Legislature must address tax reform in a meaningful, non-politicized way during this time.

Remove Selected Sales Tax Exemptions - $207.9 M
Extend sales & use Tax to services that are excluded - $965.6 M
Eliminate Sports Subsidies - $ 24.7 M
Expand the taxation of internet sales – revenue not determined
Restrict Dealer Collection Allowance – revenue not determined

Corporate and Sales Taxes****
Remove loopholes and unwarranted exemptions in Corporate Income Tax
Implement Combined Reporting - $376.3 M
Remove the exemption of Limited Liability Companies and Sub Chapter S Corporations - $1.1 B
Decouple the state from the federal Domestic Production Deduction - $50 M
Adopt the throwback Rule – $38.4 M

Note:  After these proposals are adopted, it should be possible to allow all corporations to enjoy a lower overall tax rate (5.5% to 4.5%) resulting in an increase in revenue by $646M the first year and $1.3B the next year.

Other areas:
Reinstitute the intangibles tax with the same tax base prior to repeal - $250 M
Close loophole on Documentary Stamps Tax - $50.2 M
Increase the charge on designated trust funds for general government services - $ 67.8 M

Sunset Sales Tax Exemptions: 
Reintroduce John McKay’s effort to revise the way Sales Tax Exemptions are structured to a sunset format where exemptions are reviewed every few years to determine their continued value to the people of the state of Florida.  Keep in mind, these exemptions must benefit the “greater good.”  At this time, there is no incentive to “review” the status of the exemptions.  Special interests and lobbyists have a firm grip on whoever is in charge of this list.  

Summary
It’s clear that there is money to solve our problem. The changes mentioned above come to roughly $4.4 B for the first year.  This makes the Seminole Gaming Pact ($150 M) and the oil drilling ($2 B, sometime down the road) look pretty diminished in scale.  We’ve got a big problem, so it’s going to take big people willing to make non-political decisions, bolstered in no small part by the millions of Florida voters who have awakened to embrace the role they must play.  

Note: all items listed below attached as PDF files for further review.  I especially recommend reading the further discussion of Corporate and Business Tax Proposals.
*Maryland Enacts Modern Standards-based Education Finance System Reforms Based on Adequacy Cost Studies, May, 2002, Teachers College, Columbia University, Hunter, Molly
** Inequitable Equilibrium: Education Finance in the United States, Indiana Law Review, Meltzer, Jeffery
***Florida’s Fiscal Crisis: The Prescription, Florida Center For Fiscal and Economic Policy, Hall, John; Walsh, Michael, February, 2009 
****A Closer Look At Corporate and Business Tax Proposals, Florida Center For Fiscal and Economic Policy, Hall, John, 2009




 

