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2009 LEGISLATIVE ISSUES IMPACTING K-12 FUNDING
GOV. ROUNDS’ RECOMMENDED FY10 BUDGET
The major components of Gov. Rounds’ recommendations are outlined below. 
	RECOMMENDATION
	FUNDING TYPE
	STATEWIDE IMPACT
	STATUS

	RECOMMENDATIONS WITH DIRECT IMPACT ON K-12 EDUCATION

	3% PER-STUDENT INCREASE FOR FY10 GENERAL STATE AID TO EDUCATION
	PRIMARY STATE FORMULA AID; 

PSA INCREASE OF $139.94
	(+$8.9 MILLION IN STATE FUNDS)

  
	GOV. ROUNDS HAS CONTINUED TO SUPPORT THIS PROVISION OF HIS RECOMMENDED BUDGET. 

	FLAT PER-STUDENT INCREASE FOR FY10 STATE AID TO SPECIAL EDUCATION
	STATE FORMULA AID
	($0) FLAT FUNDING, NO INCREASE OR DECREASE.
	LEGISLATION (SB 190) TO FREEZE THE ALLOCATIONS FOR FY10 HAS PASSED THE SENATE. 

	ELIMINATION OF INCREASING/DECREASING

ENROLLMENT AID
	PRIMARY STATE FORMULA AID
	(-$5.7 MILLION) 

	LEGISLATION INTRODUCED (HB 1067) ON BEHALF OF GOVERNOR HAS BEEN DEFEATED. 

	ALLOW SPARSITY TO SUNSET. 
	NON-FORMULA AID 

(LISTED AS SPECIAL APPROPRIATION)
	(-$2.3 MILLION) 

	SENATE HAS PASSED LEGISLATION (SB 88) TO REPEAL THE SUNSET. 

	ELIMINATION OF TCAP PROGRAM
	NON-FORMULA AID

(FUNDED THROUGH TOBACCO TAX)
	(-$4 MILLION)
	GOV. ROUNDS MAINTAINS THE PROGRAM MUST BE CUT TO FIX THE STRUCTURAL DEFECIT. 

	ELIMINATION OF THE EDUCATION SERVICE AGENCIES
	NON-FORMULA PROGRAM (FUNDED THROUGH TOBACCO TAX)
	(-$2.2 MILLION) 
	GOV. ROUNDS MAINTAINS THE PROGRAM MUST BE CUT TO FIX THE STRUCTURAL DEFECIT. 

	ELIMINATION OF CAREER AND TECH ED GRANTS
	NON-FORMULA GRANTS (FUNDED THROUGH TOBACCO TAX)
	(-$1.5 MILLION) 
	GOV. ROUNDS MAINTAINS THE PROGRAM MUST BE CUT TO FIX THE STRUCTURAL DEFECIT. 

	OTHER DIRECT CUTS TO K-12 EDUCATION FUNDING OR SERVICES
	NON-FORMULA PROGRAMS
	CUTS TO K-12 TECH, NBC TEACHERS AND ALT. ED PROGRAMS

(-$1.15 MILLION)
 
	WILL BE HANDLED THROUGH THE NORMAL APPROPRIATIONS PROCESS. 

	TOTAL NET IMPACT                                                (-$7.95 MILLION)

	RECOMMENDATIONS WITH INDIRECT IMPACT ON K-12 EDUCATION

	ELIMINATE BIRTH-TO-THREE FUNDING
	NON-FORMULA PROGRAM
	(-$1.8 MILLION)
	SENATE PASSED SB 203, RESTORING FUNDING. 

	CUTS TO SOUTH DAKOTA ARTS COUNCIL
	NON-FORMULA PROGRAM
	(-$1.5 MILLION)
	GRANTS PROVIDE ARTISTS IN SCHOOLS GRANTS

	CLOSING THE SCHOOL FOR THE DEAF
	REGENTAL FUNDING
	(-$2 MILLION) 

	PROVIDES SERVICES TO K-12 SCHOOL DISTRICTS.

	FREEZE OF PROPERTY TAX LEVIES
	PRIMARY STATE FORMULA AID
	(-$6.3 MILLION)
	SENATE PASSED SB 80 TO LOWER THE LEVIES. 

	TOTAL WITH INDIRECT IMPACT
	(-$19.55 MILLION)
	


THE BOTTOM LINE: PROPOSALS ELIMINATE PROGRESS, SHIFT K-12 COSTS 

Though Gov. Rounds’ recommendations maintain a 3 percent increase to the per-student allocation, it’s clear that the administration is aiming to cut non-formula K-12 aid and programs enough to ensure that K-12 spending for FY10 would mirror recommendations that include flat funding for state employee salary increases and Medicaid provider inflation. 

The 3 percent increase to the PSA would deliver a total of $17 million in new per-student aid for FY10, with $8.9 million coming from the state. Local property tax payers will contribute another $8.1 million in new spending, dictated by the state-local investment in K-12 education required in the state’s school finance formula. 
The majority of the governor’s proposed K-12 cuts impact state spending on K-12 education, lessening the state’s responsibility for K-12 funding by approximately $12 million
. In addition to reducing state spending on K-12 education while increasing local property tax payers’ responsibility, the proposal eliminates several positive formula components and programs that were enacted in 2006 and 2007, including payments to districts serving sparsely populated areas and additional aid for districts with fluctuating enrollments. 

A key component of Gov. Rounds’ cuts involves back-tracking on legislative action following a voter-initiated tax increase on tobacco products. During the 2007 legislative session, the Legislature earmarked $9 million from the increased tobacco revenue to fund the Teacher’s Compensation Assistance Program, the Education Service Agencies and $1.5 million in CTE grants. The governor hopes to transfer money set aside for those programs to the state’s general fund to help with the state’s budgetary shortfall. 

Gov. Rounds’ proposal also includes the suspension of per-student increases for state aid to special education for FY10. Under current law, per-student amounts for state aid to special education are established by a cost adjustment every three years. Once costs are adjusted, the per-student amounts increase each year by the index factor. However, the governor is proposing to suspend the application of the index factor to FY09 special education per-student funding levels. 

PROPOSED INDEX FACTOR LEGISLATION 

Both the South Dakota Senate and South Dakota House of Representatives have passed legislation that would change the definition of a state law, called the index factor, that governs annual per-student increases in state aid to education. Before detailing those proposals, this issue brief provides background information on the CPI-W. 

CURRENT LAW AND THE CPI-W 

According to current law, per-student funding increases by the rate of change in consumer prices for urban wage earners and clerical workers (CPI-W) or 3 percent, whichever is less. The following table summarizes how the “3 percent or less” law has impacted the state and K-12 school districts since South Dakota’s current finance formula was implemented in 1998. 

	YEAR
	CPI-W
	STATE AID PSA
	STATE BUDGET

	
	
	AMOUNT
	% CHANGE
	GENERAL FUND
	% CHANGE

	1998
	2.69%
	$3,440
	
	$703,876,993
	

	1999
	2.81%
	$3,541
	2.9%
	$731,018,441
	3.9%

	2000
	1.58%
	$3,605
	1.8%
	$750,858,528
	2.7%

	2001
	1.63%
	$3,666
	1.7%
	$794,410,705
	5.8%

	2002
	3.03%
	$3,776
	3%
	$849,398,481
	7%

	2003
	3.42%
	$3,889
	3%
	$875,000,575
	3%

	2004
	1.54%
	$3,968
	2%
	$903,261,508
	3.2%

	2005
	2.17%
	$4,087
	3%
	$971,027,618
	7.5%

	2006
	2.04%
	$4,238
	3.7%
	$1,008,771,731
	3.8%

	2007
	3.04%
	$4,365

	3%
	$1,057,609,322
	4.9%

	2008
	3.99%
	$4,529
	3.75%
	$1,137,714,874
	7.6%

	2009
	2.5%
	$4665

	3%
	$1,207,785,260
	6.2%

	2010

	3.93%
	$4,805
	3%
	$ 1,197,741,661
	(-1%)


TRENDS IN THE CPI-W: FALLING PRICES COULD MEAN NEGATIVE CPI-W FOR FY11
Along with the discussion about the index factor, it’s important to acknowledge trends in the CPI-W. 

The chart below presents CPI-W index values dating back to July 2007. Consumer prices fell for six consecutive months beginning in July 2008, with sharp declines taking place between October and November. Along with these declines, consumer prices for December 08 and January 09 were lower than the corresponding values in the prior year - a situation that further illustrates the struggling economy. 
The downward trend in the CPI-W is important for school leaders because of the nature of the current school finance formula, which ties per-student funding to changes in the CPI-W. The estimates in the chart below provide a likely worst-case scenario, but, if the next five months hold true to patters described in the first seven months of the current fiscal year, state aid for FY11 could be based on a negative CPI-W. Under current law, if the CPI-W is negative, per-student funding decreases. 

	CPI-W INDEX VALUES FOR FY08, USED IN DETERMINING FY10 STATE AID

	Jul-07
	Aug-07
	Sep-07
	Oct-07
	Nov-07
	Dec-07
	Jan-08
	Feb-08
	Mar-08
	Apr-08
	May-08
	Jun-08
	Avg.

	203.7
	203.2
	203.89
	204.34
	205.89
	205.77
	206.74
	207.25
	209.15
	210.7
	212.79
	215.22
	207.39

	2.26%
	1.80%
	2.77%
	3.72%
	4.62%
	4.35%
	4.65%
	4.39%
	4.25%
	4.24%
	4.48%
	5.55%
	3.93%

	CPI-W INDEX VALUES FOR FY09, WILL BE USED FOR FY11 STATE AID

	Jul-08
	Aug-08
	Sep-08
	Oct-08
	Nov-08
	Dec-08
	Jan-09
	Feb-09
	Mar-09
	Apr-09
	May-09
	Jun-09
	Avg.

	216.3
	215.25
	214.94
	212.18
	207.3
	204.81
	205.7
	202.42
	200.36
	198.33
	196.31
	194.31
	205.68

	6.19%
	5.93%
	5.42%
	3.84%
	0.68%
	-0.47%
	-0.50%
	-2.33%
	-4.20%
	-5.87%
	-7.75%
	-9.72%
	-0.82%

	
	
	
	
	
	
	
	ESTIMATES ONLY - BASED ON DATA FROM JULY TO JANUARY



SB 106 – THE “KNUDSON BILL”

Sen. Dave Knudson, R-Sioux Falls, has proposed a change in the index factor that ties annual per-student increases to the state’s economic climate. The legislation has passed the Senate, but will likely be settled in conference committee. 
Specifically, Sen. Knudson’s index factor bill: 

· States that per-student funding can never decrease from one year to the next. 

· Offers a 4 percent minimum increase in years when the state’s general fund revenue increases by more than 4 percent. 

· If the state’s general fund revenue is less than 4 percent, the per-student allocation will increase at the same rate as the increase in state general fund revenues. 

· Allows per-student funding to grow by up to 7 percent if the change in the CPI-W is greater than 4 percent. 

Under SB 106, the per-student allocation for FY10 would not increase. In FY11, the legislation’s zero-percent floor would prevent decreases due to falling consumer prices, and per-student increases would be determined by growth in state revenues. When the economy rebounds, the legislation allows for larger per-student increases than the current law allows, and would, in the average year, likely provide a 4 percent per-student increase. 

HB 1254 – THE “MCLAUGHLIN BILL”

Legislation that was once aimed at closing small schools has been amended to only offer a change in the index factor. The legislation has passed the House, but it’s unclear whether the passage was a genuine sentiment on behalf of the House, or if the move was simply intended to forward legislation for negotiations with the Senate. 

Specifically, Rep. McLaughlin’s index factor bill: 

· Provides a minimum annual per-student increase of 3 percent. 

· Allows per-student funding to grow by up to 4 percent if the change in the CPI-W is greater than 3 percent. 
Under HB 1254, the per student allocation for FY10 would be $4,848, $43 per-student more than Gov. Rounds’ proposed increase. In FY11, per-student funding would increase by 3 percent. 

IMPACT OF THE STIMULUS ON CHANGING THE INDEX FACTOR
It’s still unclear whether lawmakers could change the state’s finance formula without impacting South Dakota’s eligibility for stimulus funds. If guidance from the federal government clearly prohibits improving school funding formulas, then lawmakers may have to either abandon plans to change the state’s school finance formula or pass any changes with a delayed implementation. 

THE AMERICAN RECOVERY AND REINVESTMENT ACT OF 2009 
The American Recovery and Reinvestment Act (ARRA) will provide $203 million to South Dakota, placing education in its rightful place as a key strategy to ensure America’s competitiveness in a global economy.  
Specific investments include state fiscal stabilization funding ($104 million) to help avert education cuts; increased funding ($66.2 million) for special education programs and Title I grants for disadvantaged students; increased funding ($3.6 million) for early childhood programs; and, $3.2 million in education technology. The stimulus also includes investments for data systems, teacher quality, aid to federally-impacted school districts, and other education programs. 
The ARRA also includes funding for school repairs and modernization and $24.8 billion in bond authority to states and local governments for school construction and modernization.
TITLE I AND IDEA GRANTS

Title I and IDEA grants will flow directly to K-12 school districts. The U.S. Department of Education is currently authoring guidance on the time frames for distribution and other details, including maintenance of effort and carry-over provisions related to the historic investment in K-12 education. The appropriations are in addition to FY09 federal appropriations. 

STATE FISCAL STABILIZATION FUND
The stimulus provides $127.5 million to South Dakota as part of the state fiscal stabilization fund. Of that, 81.8 percent, or $104 million, must be used to avoid budget cuts to education. 
The state must use the $104 million to provide, in each of FY09, FY10 and FY11, the level of state support through the state’s primary elementary and secondary funding formulae to the FY2008 or FY2009 level. The state must also allow, where applicable, funding increases through existing formulas to be implemented in FY10 and FY 11. The fund must also be used to restore state support for higher education at the greater of the FY08 or FY09 funding level. 
The following chart shows the state’s investment in K-12 and higher education for FY08, FY09 and proposed FY10. 
	K-12 EDUCATION

	
	FY2008
	FY2009
	PROPOSED FY2010

	General Funds
	$390,095,510
	$419,429,539
	$416,439,799

	Other State Funds
	$3,694,490
	$13,143,230
	$4,007,795

	HIGHER EDUCATION

	
	FY2008
	FY2009
	PROPOSED FY2010

	General Funds
	$179,808,180
	$185,218,896
	$180,609,784

	Other State Funds
	$279,717,329
	$312,873,007
	$323,451,251


After restoring cuts, the state must use any funds remaining to provide subgrants to school districts based on the funding formula of Part A Title I of the Elementary and Secondary Education Act (ESEA – also known as NCLB). 
School districts receiving stabilization funds may use the funds for general support, as well as for any activities authorized under ESEA, IDEA, the Carl D. Perkins Career and Technical Education Act of 2006, and for school modernization, renovation and repair of public school facilities, which may include modernization, renovation and repairs consistent with a recognized green building rating system.
IMPACT OF STATE STABILIZATION MONEY ON THE STATE BUDGET

There is still plenty to be learned about how the state stabilization fund may be used. Technically, the entire $127 million may be used for K-12 needs, but ARRA specifically designates that state must use 81.8%, or $104 million, for education at all levels. 
State stabilization funds earmarked for education are specifically designed to prevent cuts to education, but the first state-level debate will likely center around what can be counted, for the purpose of the stimulus, as a cut to K-12 education. 
The stimulus language makes reference to restoring cuts made through the funding formulae. Some may contend that only certain cuts – those labeled “primary formula state aid” – would need to be restored (see chart on page one). But the stimulus language is unclear as to whether states would be permitted to use stimulus funds to restore non-formula cuts – a flexibility that would allow lawmakers to restore the governor’s proposed cuts to TCAP, ESAs and a number of other education programs.  
Another looming question will be whether the state could use the any of the $104 million to replenish the state’s property tax reduction fund – a reserve account that had a balance of $64 million as of November but will likely drained in order to fund a $52 million state FY09 shortfall. 
The answers to three questions – What will be considered cuts? Does stimulus language prohibit restoring non-formula cuts? Can stimulus money be used to replenish state reserves? – will determine the amount, if any, that would revert to K-12 school districts. ASBSD will continue to search for answers relating to these questions. 

SCHOOL INFRASTRUCTURE
The ARRA does not include a specific program allocation for school infrastructure repairs and modernization. However, funding is available under the state stabilization for school modernization, renovation and repair. School systems have discretion to use a portion of this money for school modernization, as noted above.
If school districts decide to use a portion of subgrants received through the State Stabilization Fund for the modernization, renovation and repair of school facilities, they may not use these funds for:

· Payment of maintenance costs;

· Stadiums or other facilities primarily used for athletic events or other events which charge for admission;

· Purchase or upgrade of vehicles; or

· Improvement of stand-alone facilities whose purpose is not to educate students such as central office administration or operations or logistical support facilities.

QUALIFIED SCHOOL CONSTRUCTION BONDS
The ARRA creates a new category of tax credit bonds for the construction, rehabilitation, or repair of public school facilities, or for the acquisition of land on which a public school facility will be constructed. There is a national limitation on the amount of qualified school construction bonds that may be issued by state and local governments of $22 billion ($11 billion allocated initially in 2009 and the remainder allocated in 2010). There is also a national limitation on the amount of qualified school construction bonds that may be issued by Indian tribal governments of $400 million ($200 million allocated initially in 2009 and the remainder allocated in 2010). Under this program, bond holders would receive a federal tax credit on their bonds in lieu of interest payments from the school system. 

QUALIFIED ZONE ACADEMY BONDS
The ARRA would increase bond allocations for the existing QZAB program, from $400 million annually to $1.4 billion for FY 2009 and $1.4 billion for FY2010. QZABs can be used to finance school renovations, equipment purchases, developing course material, and training teachers and personnel at a qualified zone academy. In general, a qualified zone academy is any public school (or academic program within a public school) below the college level that is located in a federally designated empowerment zone or enterprise community, and is designed to cooperate with businesses to enhance the academic curriculum and increase graduation and employment rates. QZABs are a form of tax credit bonds which offer the holder a Federal tax credit instead of interest.  
MORE INFORMATION ON ARRA FUNDS
The information in this brief on the stimulus relates to only those that could impact K-12 education funding in the current legislative session. The information regarding school infrastructure was also included because the AARA does mandate that money not used from the state stabilization fund to be distributed to K-12 districts to be used for modernization and repair of K-12 facilities. Additional information on the other ARRA components will be provided once they are available. 
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� State DOE documents suggest cutting increasing/decreasing enrollment aid will save the state $5.7 million, but state officials have also used an estimate of $6.8 million.  


� The $2.3 million is an estimate used by state officials. ASBSD has no way to determine the eligibility for sparsity dollars because the requirements take into account local tax levies and fund balance levels – both data sources not currently available to ASBSD. 


� Cuts to K-12 technology include $611,000 in planned phase out from the Classroom Connections pilot program. 


� The outreach program, which provides services to K-12 districts, of the South Dakota School for the Deaf may not be impacted by the cuts proposed. 


� See the Department of Education FY10 budget request. The governor’s proposed cuts include $3 million in reductions to state general fund spending and $9 million in reduction of other-fund authority. The other-fund authority relates to the transfer of funds away from the education enhancement tobacco tax fund, which supported TCAP, ESAs and CTE grants. 


� This year also included $6.5 million in state-grants to meet the requirements of NCLB. The grants were repealed in the following legislative session. 


� For FY09, the per-student amount increased by 2.5 percent, with an optional 0.5 percent for districts to use to improve teacher salaries. The additional funds have been incorporated into the base per-student allocation. 


� Based on Gov. Rounds FY10 revised budget. 


� Calculated using the average growth in the CPI-W from July to January using the latest data available from the U.S. Bureau of Labor and Statistics. Actual numbers may very significantly, particularly if prices begin to increase steadily in the remaining five months of FY09. 
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