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Staff
MEMORANDUM
August 26, 2011
TO: Members of the General Assembly
FROM: Todd Herreid, Fiscal Director, 303-866-2633

SUBJECT: Financing of Public Schools for Fiscal Year 2011-12

Senate Bill 11-230 amends the Public School Finance Act of 1994 to provide funding for
school districts in FY 2011-12. The bill was signed by the Governor on June 9, 2011, and became
effective on that date. Senate Bill 11-209, the "Long Bill," appropriates most of the money
distributed to school districts. Highlights of funding provided to school districts by the two bills
follows. This memorandum also contains an appendix with estimates of school district funding in
the current budget year.

& The school finance act is expected to provide $5.213 billion in total program funding
to school districts in FY 2011-12. The state provides about 64 percent of this amount,
or $3.336 billion, while local property and specific ownership taxes are projected to
provide the remainder.

& School district funding under the school finance act is expected to decrease by
4.2 percent, or about $229 million in FY 2011-12. The decrease in funding is due to a
$143 million reduction in school district property taxes and the loss of $216 million
in federal funding for school finance. These reductions were partially offset by

a year-over-year increase in state funding of $130 million. The overall decrease in
school funding is accomplished through the newly named "negative factor" to the school
finance formula, which was previously called the budget stabilization factor.

& There is no longer a maintenance of effort (MOE) requirement for General Fund
appropriations for school finance. Amendment 23 had required the General Fund
appropriation for school finance to increase by at least 5 percent each year through
FY 2010-11, whenever Colorado personal income grew by 4.5 percent or more in the
applicable year.

& The increase in base per pupil funding reflects a 1.9 percent inflation rate as required
by Amendment 23. The resulting base per pupil amount is $5,634.77. FY 2011-12 is
the first year that there is no longer a requirement to increase base funding by inflation
plus 1 percent.



& The estimated decrease in average per pupil funding is 5.1 percent. The statewide
average per pupil funding is estimated at $6,468 in FY 2011-12, compared with $6,813
in the prior year.

& Senate Bill 11-156 required that all of the General Fund surplus for FY 2010-11 be
transferred to the State Education Fund. SB 11-230 subsequently specified that up to a
maximum of $67.5 million of the surplus in FY 2010-11 be transferred to the State
Public School Fund, if certain conditions were met. The full transfer of $67.5 million
to the State Public School Fund will occur this fall and is intended to be available for
appropriation during FY 2011-12 to address mid-year changes in pupil enrollment,
at-risk student populations, property taxes, and specific ownership taxes. The various
funds used to pay for school finance are described in more detail on page 4.

FUNDING FOR DISTRICTS UNDER THE SCHOOL FINANCE ACT

The Public School Finance Act of 1994 is the mechanism through which school districts
receive state aid and property taxes for operating purposes. In FY 2011-12, the act is expected to
provide $5.213 billion to school districts. The state currently provides about 64 percent of this
amount while local sources provide 36 percent. Figure 1 presents the relative shares for state and
local funding under SB 11-230.

Figure 1
State and Local Contributions to the School Finance Act, Fiscal Year 2011-12
(Total Funding: $5.213 billion)
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Because of the state's budget difficulties during the most recent economic recession, the
school finance act now includes a negative factor, which sets a targeted level of state aid that meets
budget balancing objectives for the General Fund and the State Education Fund. The negative factor
1s a percentage cut in school district funding that is determined annually by the General Assembly.

Based on the General Assembly's targeted funding reduction of $776 million in FY 2011-12,
the percentage cut was 12.97 percent for each school district. Without the negative factor, school
finance funding would have been about $6.0 billion. Seven school districts with limited state aid
were unable to implement the full 12.97 percent reduction, accounting for the slight difference
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between the targeted cut of $776 million and the actual reduction of $774 million. Low aid districts
are described in more detail on page 5.

Figure 2 illustrates the level of total program funding for school districts over the last few
years and the size of the negative factor. In the figure, there are two ways to view the outcome of
the negative factor:

 the funding gap in any specific year shows the difference between total program funding
before and after the imposition of the negative factor; and
» the year-to-year change in actual total program funding.

Figure 2
Total Program Funding Before and After Application of Negative Factor
(Includes State and Local Sources of Revenue; Dollars in Millions)
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As illustrated above, total program funding was cut $774 million in FY 2011-12, compared
with the level of funding without the negative factor in that year. On a year-over-year basis, the cut
in school district funding was about $229 million in FY 2011-12 compared with the prior year.
Although SB 11-230 extended the application of the negative factor indefinitely, school finance
funding in subsequent years is unknown because the bill did not specify either the targeted amount
of school finance funding or the percentage reduction for the negative factor. School finance
funding requirements without the negative factor are currently estimated at about $6.2 billion in
FY 2012-13.



State aid for schools is primarily paid from the state General Fund. The General Assembly
appropriates money for school finance from three funds: the General Fund, the State Education
Fund, and the State Public School Fund. The General Fund is the primary source of revenue for
state aid to schools, accounting for 80.1 percent of the $3.336 billion in state aid for school finance
in FY 2011-12. The State Education Fund provides the next largest share at 15.4 percent, while the
State Public School Fund contributes the remaining 4.5 percent. The State Education Fund was
created by Amendment 23, and receives a portion of state income taxes. Money in the fund can only
be spent for certain educational purposes specified in the State Constitution. The State Public
School Fund consists of money earned on state school lands, interest earned by the Public School
Fund, and federal mineral leasing revenues that are dedicated by state law for public education.
Figure 3 illustrates the relative contributions and amounts of money contributed by the three funds.

Figure 3
Sources of State Revenue for FY 2011-12 School Finance Appropriation
(Dollars in Millions)
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Base Per Pupil Funding Is Increased by Inflation

Amendment 23 requires the General Assembly to increase the statewide base per pupil
funding amount by at least inflation for FY 2011-12. Senate Bill 11-230 implements that
requirement. Inflation for calender year 2010 was 1.9 percent, and Senate Bill 11-230 increased the
statewide base by 1.9 percent, from $5,529.71 in FY 2010-11 to $5,634.77 in FY 2011-12. The
statewide base is the dollar amount from which each school district's funding is primarily derived
by applying its size, cost-of-living, and personnel costs factors to determine per pupil funding.

An increase in the statewide base also triggers school district funding changes for online per
pupil funding and Accelerating Students through Concurrent Enrollment (ASCENT) per pupil
funding.

* Online and ASCENT per pupil funding is the amount provided to districts

for students enrolled in those respective programs. Before application of the
negative factor, it increases each year by the same percentage increase as the
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statewide base. The increase in the statewide base of 1.9 percent increases
online and ASCENT per pupil funding from $6,668 in the current budget
year to $6,795 in FY 2011-12, before application of the negative factor.

After application of the negative factor, online and ASCENT per pupil
funding was reduced to $5,914 in FY 2011-12.

LOoWw STATE AID DISTRICTS

Seven school districts do not receive enough state aid to fully implement the 12.97 percent
reduction in total program funding, as required by the negative factor. As aresult, the total program
cuts for those districts will be proportionately smaller — equal to the amount of state aid that the
district currently receives. However, the reduction in state aid for these districts will be
supplemented by the use of each district's total program mill levy to buydown some of the state aid
the district receives for categorical programs. The aggregate funding change for these seven
districts, including the loss of state aid for total program and categorical programs, is illustrated in
Table 1. As indicated, the Clear Creek, West Grand, and Park school districts are expected to reach
the targeted negative factor reduction of 12.97 percent with the reduction in state spending on
categorical programs included. However, because of limited state aid for total program funding and
categorical programs, the remaining four school districts are unable to achieve the targeted cut.

SB11-230 Impact for Districts with Less 1?12?13 112.97 Percent State Aid for Total Program
State Funding Total State

State Aid for for Categorical Funding % Change in
County District Total Program Programs Change State Funding
Clear Creek Clear Creek ($658,789) ($253,475) ($912,264) (12.97%)
Grand West Grand ($490,907) ($18,033) ($508,940) (12.97%)
Larimer Estes Park ($699,547) ($351,252) ($1,050,799) (12.03%)
Mesa Debeque ($282) ($22) ($304) (0.02%)
Park Park ($395,871) ($176,367) ($572,238) (12.97%)
Rio Blanco Meeker ($15) $0 ($15) (0.00%)
Weld Pawnee ($13) $0 ($13) (0.00%)
TOTAL ($2,245,424) ($799,149) ($3,044,573) (9.53%)

CATEGORICAL PROGRAMS

Categorical programs provide funding for specific purposes or activities. Amendment 23
defines specific programs, including special education and transportation, among others, as
categorical programs and requires that total state funding for these programs increase by at least
inflation in FY 2011-12. Generally, funding for categorical programs is contained in the Long Bill.
Substantive changes to the administration of categorical programs is contained in other legislation.
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Table 2 shows the FY 2011-12 state appropriation for categorical programs. Italso includes
the dollar and percent change in the appropriation from FY 2010-11. Note that some of these
programs, such as special education and English language proficiency, receive federal funds in

addition to the amounts shown in the table.

Table 2
FY 2011-12 Appropriations for Categorical Programs

FY 2011-12 FY 2010-11 Dollar Percent

Categorical Program Appropriation Appropriation Change Change
Special Education - Children with $129,797,797 |  $127,362,125 |  $2435672 | 1.9%

Disabilities

English Language Proficiency $13,085,778 $12,396,353 $689,425 5.3%
Transportation $50,378,042 $49,541,821 $836,221 1.7%
Gifted and Talented $9,201,106 $9,059,625 $141,481 1.5%
Small Attendance Centers $959,379 $959,379 $0 0.0%
Expelled and At-Risk Student Services $7,493,560 $7,493,560 $0 0.0%
Vocational Education $23,584,498 $23,296,124 $288,374 1.2%
Comprehensive Health Education $1,005,396 $1,005,396 $0 0.0%
Total $235,505,556 $231,114,383 $4,391,173 1.9%

MISCELLANEOUS PROVISIONS OF THE SCHOOL FINANCE BILL

The remaining provisions of SB 11-230 address a variety of issues, summarized in the
following bullet points.

SB 11-230 decreases facility school funding by $653,000 from the State Education Fund.
The FY 2011-12 Long Bill includes an appropriation from the State Education Fund
for facility school funding and assumes a per-day payment for a certain number
of child-days, based on the total program amount under current law. Because
SB 11-230 reduces total program funding, the per day payment rate for facility school
funding was decreased. Facility schools are day treatment centers, residential child care
facilities, or hospitals that serve students who are placed there by court order of are
homeless.

SB 11-230 decreases funding for the operation of the Colorado School of the Deaf and
Blind (CSDB) by $57,335, because of a reduction in the transfer from facility school
funding to the CSDB. The General Fund appropriation for CSDB operations will need
to increase by this amount, as the General Fund offsets any costs not supported by this
transfer.



SB 11-230 reduces hold-harmless full-day kindergarten funding by $329,897, in
FY 2011-12, from the State Education Fund. This is the result of the decrease in total
program funding enacted by the bill. This funding allows districts to serve the same
number of children in full-day kindergarten that they served in FY 2007-08.

SB 11-230 extends a current requirement to divert certain moneys from the Public
School Fund to the State Public School Fund to be used for school finance in
FY 2011-12 and FY 2012-13. An estimated $16 million in interest earnings and
$20 million in rents, royalties, and timber sales will be transferred annually to the State
Public School Fund.

SB 11-230 changed the timing for determining a school district's debt limit. For debt
issued after June 1, 2011, a district's debt limit will be based on property assessments
certified by the county assessor in the prior December, rather than the most recent
assessment certified by the assessor.

SB 11-230 also extended a previously expired requirement for Legislative Council Staff

to calculate the interest differential on severance taxes paid monthly instead of quarterly.
This does not affect the amount of school finance funding, however.
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