School Funding and the State Budget Crisis

Kansas Association of School Boards, November 2008

Like many states, Kansas is facing a significant budget shortfall due to the national economic
crisis. So far, school funding has not been affected. That is likely to change in the upcoming Legislative
Session. Because over half of the State General Fund (SFG) is school district aid, it will be virtually
impossible to address this issue without affecting school finance.

This paper provides background on the reasons for the current budget crisis, how it may affect
school finance, and talking points about school funding issues.

Background: Reasons for the budget crisis

Twice a year, state finance experts and university economists develop a “consensus estimate” of
expected revenues for the SGF. The November 2008 consensus estimate lowered revenue projections by
$211 million in the current year (Fiscal Year 2009) and project virtually no growth in revenues for next
year (FY 2010).

Based on current spending levels and future commitments already made, the state faces a
$1 billion difference between revenues and expenditures over the next two years — a deficit of 15.6
percent.

From the low point of the last recession in FY 2002 through FY 2007, SGF revenues grew from
$4.1 billion to $5.8 billion — $1.7 billion or over 40 percent in five years. With that revenue growth, the
Legislature enacted a major increase in school funding to settle the Montoy lawsuit and other spending
increases, adopted a number of tax cuts phased in over several years, and still had an SGF balance of
nearly $1 billion to begin FY 2008.

However, revenue growth has come to a halt. In fact, FY 2009 receipts are actually projected to
be slightly lower than in FY 2007. But SGF expenditures are projected to increase from $5.6 billion in
FY 2007 to nearly $6.3 billion in FY 2009. (State aid for public education rose from $2.9 billion in FY
2007 to $3.4 billion in FY 2009 — 52 percent of the SGF increase.)

As a result, the state not only spent down the entire SGF balance, it faces a $141.2 million deficit
in FY 2009. Because the state cannot end the year with a deficit, the Governor has taken steps to close
the gap through spending cuts in other agencies but not state school aid.

The state faces an even larger budget problem in FY 2010. Legislative analysts say with current
spending and new commitments, expenditures will exceed projected revenues by nearly $880 million, or
nearly 13 percent of the SGF. Reasons include:

e SGF receipts are projected to be flat between FY 2009 and FY 2010.

e Because SGF spending exceeded receipts, the ending balance dropped over $400 million in FY
2008 and over $500 million in FY 2009. Those funds are no longer available.

e The Legislature is already committed to $211 million in additional spending in FY 2010,
including $142 million for school finance.



Potential impact on school funding

Although the Governor has not yet ordered cuts in state school aid, her budget division has
proposed reducing funding in the current year by $11 million and an additional $1 million cut in FY 2010.
The Governor will make recommendations on any changes in the current year and propose a new budget
for FY 2010, no later than the beginning of the 2009 Session.

Under current law, the state is already committed to $142 million in additional school funding for
FY 2010, as follows:

e 359 and the Lock Box. The 2008 Legislature approved a $59 base budget per pupil increase for
FY 2010, and set aside $37.2 million in a “lock box” fund to cover this increase.

o CPI Adjustment. In settling the Montoy lawsuit, the Legislature committed to increase state aid to
education (excluding special education), by at least the percentage increase in the previous year’s
consumer price index (urban) each year through FY 2010. This would require an additional
$38.4 million more than the “lockbox,” and provide an additional $40 in the base, for a total of
$99. This amount also includes $15 million in local option budget (LOB) aid, because LOB
usage rises with the base.

e Special Education. In settling Montoy, the Legislature also committed to 92 percent of the
special education cost formula each year, which will require $33.7 million for FY 2010.

e KPERS. The state appropriates the employer’s contribution to the Kansas Public Employees
Retirement System for school district employees. Because the system is significantly
underfunded, the state has been boosting the contribution rate each year. The increase for the
school group in FY 2010 is $32.8 million. (State employees will require an additional $9.2
million.)

e Capital Improvement Aid. State aid for bond and interest is expected to increase by $9.6 million,
due to the significant bond issues approved by voters in November. Capital Outlay State Aid is
expected to increase by $3 million.

The Legislature will certainly consider eliminating the increase in base state aid per pupil.
Another option is to freeze total education aid at current levels. However, it is unlikely the Legislature
would freeze Capital Improvement Aid, which would require local property taxes to make up the
difference and could hurt bond ratings. Likewise, the Legislature would probably be reluctant to reduce
KPERS state aid, and might continue its commitment to special education. But if overall state aid is
frozen, cuts would be necessary to offset those increases — probably by reducing the base budget per

pupil.

However, simply limiting school district aid in FY 2010, to the same limit as FY 2009, would
save only $142 million out of a much larger shortfall, which could lead to consideration of deeper cuts in
school funding. Faced with a $1 billion deficit, a proportionate reduction for education (52 percent of the
state general fund budget), would be over $500 million — approximately the total increase received under
the “three-year plan” passed after the lawsuit.

As the 2009 Legislature prepares to address these critical budget issues, a number of important
points about education and school finance must be kept in mind.



Key Talking Points for School Funding
K-12 education is critical to long-term economic security.

e For decades, average earnings have been rising for persons with higher levels of education, while
those with a high school diploma or less have been falling behind.

e Most states that rank high in per capita income have high education attainment, while states with low
education levels have much lower income and higher poverty.

e  Well-educated workers and good schools for managers and employees are among the top factors for
business expansion or retention, especially for high skill, high wage employers. In a knowledge-
based, global economy, communities, states, and countries with the best educated, most productive
people have the advantage.

With increased funding, Kansas schools have made enormous educational progress.

¢ Since 2000, school district budgets and state aid have increased by 42 percent. At the same time,
student proficiency in reading increased by 42 percent, math by 61 percent, science by 53 percent and
history/government by 43 percent on state assessments.

e Much of the additional funding has been targeted at low income, minority, disabled, and English
Language Learner students. Test scores of each of these groups have increased faster than average,
narrowing the “achievement gap.”

e Kansas ACT scores have increased for six straight years. Kansas ranks fifth among states where a
majority of graduates take the ACT. More students are taking college prep courses.

¢ Since the federal government began requiring all states to participate in the National Assessment of
Education Progress reading and math tests, the combined Kansas ranking has increased from 12th in
2003 to 10th in 2005 and 7th in 2007.

e Despite annual increases in requirements for schools to make Adequately Yearly Progress (AYP)
under NCLB, the number of schools making AYP increased last year.

Cutting education funding will put educational progress at risk and hurt students.

e Money matters. The 2006 Legislative Post Audit Educational Outcomes Cost Study found a nearly
one-to-one relationship between Kansas school spending and academic results.

e A follow-up report by Post Audit in 2008 found that 80 percent of the additional funding went to
direct classroom instruction, including teacher salaries, and to improve teaching and assist students.

e Districts also significantly increased early childhood programs. Research shows high quality pre-
school improves graduation rates and lowers crime and other social costs.

e Because school districts have so many mandates and fixed costs, funding reductions will have to
come from many areas added to help students: new positions, after school and summer school
tutoring, early childhood, health, counseling, and transportation.



School districts have unique challenges when facing budget cuts.

Public education is required by the Kansas Constitution. Most state and local government programs
provide services as long as they have funding to do so. Public schools must provide mandated
services to all eligible children, regardless of funding.

The Legislature and Kansas State Board of Education have to set specific performance standards and
curriculum requirements for public schools. Districts can’t simply decide to cancel core subjects,
drop grade levels or ignore test scores and graduation rates to save money.

School districts differ from higher education and state agencies in other important ways. Over half
the average district’s budget goes to classroom teachers and other professionals. Teacher salaries are
subject to negotiations under state law. Most classroom teachers are also guaranteed tenure or due
process rights, even if a district must reduce staff for budget reasons.

Cutting education will make the state economic outlook worse, not better.

Tax dollars to fund schools are not removed from the state’s economy. Those funds are immediately
returned in wages and purchases, almost all spent in Kansas. Increased school spending helps the
economy; cutting spending hurts it.

School districts are major employers, accounting for at least 3.6 percent of jobs and 4.5 percent of
wages paid in Kansas. Because most school spending goes to personnel, cutting school funding will
result in lost jobs and lower wages. Fewer jobs and lower wages in school employment have the
same impact as in private employment: employees will have less to spend, save and invest, resulting
in a deeper recession.

Because school districts spend the vast majority of their budgets in Kansas, cutting school funding
will affect businesses that supply goods and services to districts.

The Legislature has options to consider before making harmful cuts to education.

Although the economic crisis is the major factor in slowing revenues, it is not the only reason. The
Legislature has adopted a number of tax cuts that are being phased-in, usually promoted as a way to
encourage economic development.

In addition, the state has previously adopted numerous tax cuts and exemptions, and transfers of
revenues that previously went to the SGF, to other programs. All of these “tax expenditures” should
be evaluated just as closely as direct expenditures from the SGF.

In 2002, to avoid deep, damaging budgets that would worsen the recession, the Legislature adopted a
$252 million tax increase. Over the next five years, the economy rebounded, SGF receipts increased
more than projected, and personal income grew by 28 percent.

The Legislature should encourage the federal government to provide assistance to state and local
governments, including school districts, to minimize cuts in service and further economic damage.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages false
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages false
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages false
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


