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Exhibit 7

Levy Equalization Program Fiscal Year Costs 1995-2005
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Joint Task Force on Local Effort Assistance
Mission

The 2002 Legislature enacted Engrossed House Bill 3011, establishing a Joint Task Force on Local Effort Assistance to study the K-12 levy equalization program.  The specific tasks are as follows:

· Changes in state and federal funding since the levy equalization program began in 1989 make it necessary to examine the levy equalization formula and to determine whether the purpose is fulfilled. 
· Complete a thorough analysis of the program, its impacts, and revenues included in the levy base.  
· Determine whether the statutory purpose of the program is being met under the current allocation formula.  
· Present the findings and recommendations of the task force to the legislature by December 1, 2002.
Executive Summary
The 2002 Legislature enacted Engrossed House Bill 3011 (EHB 3011), establishing a Joint Task Force on Local Effort Assistance to determine whether the statutory purpose of the levy equalization program is being met under the current funding formula and to present a report to the legislature of findings and recommendations.  

EHB 3011 created a task force composed of nineteen members:  twelve legislators, three representing each caucus of the House and Senate; and seven members from the K-12 sector, including the Superintendent of Public Instruction (Membership list appears on Page 1).
The Local Effort Assistance Program In Brief
After a large number of levy failures in 1975 and a school funding lawsuit, the 1977 Legislature enacted a Levy Lid Act designed to reduce local school district maintenance and operations levies to 10 percent of state basic education funds by 1982.   The plan to reduce the levies of all school districts to 10 percent was never fully implemented due to the actions of subsequent legislatures.

After 1978, the time period to reduce districts to 10 percent levies was extended and ultimately eliminated.  Numerous legislatures increased the base upon which the levy was calculated by first including more than just the state basic education program and later by allowing federal funds to be included.  Also the number of districts authorized to collect levies above the 10 percent amount was increased and in 1987 the levy lid was increased to 20 percent.

School districts with comparatively high property tax rates for levies did not benefit from these increases as much as districts with below average property tax rates because of greater difficulty in passing levies due to the higher tax burden.  So, in conjunction with the increase in the levy lid to 20 percent, the 1987 Legislature created a local effort assistance program for half of the levy lid. Starting in calendar year 1989, this program provided state funds to ensure that the property tax rate for a 10 percent levy in any district did not exceed the state average property tax rate for a 10 percent levy.

When the legislature permanently increased the levy lid to 24 percent in 1999, it continued the initial concept of equalizing half of the levy lid by increasing levy equalization to 12 percent starting in calendar year 2000.

Since inception of this program, the number of school districts receiving assistance has increased from 163 districts in 1989 to 210 in calendar year 2002 and the cost of the program has increased from approximately $24 million in 1989 to $140.9 million in calendar year 2002.  The main reasons for the increase are changes in assessed values, the levy base, legislative policy, and increases in voter-approved levies. 

The 2002 Legislature enacted EHB 3011 prorating levy equalization funding to 99 percent for calendar year 2003 and creating a task force to study the program.

Summary of Task Force Proceedings

At the initial meeting of the task force and at subsequent meetings, several members expressed concern about the state’s K-12 finance formulas and the nature of maintenance and operations levies and the local effort assistance program as components of the finance system.  It was determined that broad issues of K-12 funding were beyond the scope of the mission assigned to the task force in EHB 3011.  However, there was sufficient concern that the task force recommends to the Governor and the legislature that a special commission be created during the 2003-05 biennium to examine K-12 funding, including a review of the current funding formulas, the impact of education reform on schools and school districts, and current uses of funds.

With regard to the levy equalization program, most members agreed with the statutory purpose of the program and thought that the program is meeting its statutory purpose.  However, there were concerns about the growth in cost of the program, how certain federal funds are counted, and that changes in levy equalization should be considered only in the context of a K-12 finance study such as the one recommended by the task force.

Concerning how certain federal funds are counted in the levy base of school districts, the task force recommends that this be resolved by the Office of the Superintendent of Public Instruction through its rule making authority.  The two issues are: 

1. Fiscal agent revenues – when a district receiving federal or state funds for a consortium of districts or public entities can include all the federal funds in its levy base, not just its share.  This can make such a district eligible for levy equalization funds that it would not otherwise be eligible for.  The task force recommends that existing rules be changed to limit the amount of federal or state funds that a fiscal agent district may include in its levy base to their share of the grant.

2. Federal Direct Grants – are federal grant funds allocated directly to districts.  The amount of these funds included in each district’s levy base is estimated by the school districts (all other federal funds in a district’s levy base consist of actual amounts received by the district through the Office of the Superintendent of Public Instruction).  Overestimates of these federal direct funds can affect districts’ eligibility for state local effort assistance.  The task force recommends that the rules be changed to count these federal grant funds based on actual data available adjusted by inflation.   The initial transition year would provide an appeals process to assure that school districts are not negatively impacted in the next budget year. 

The task force noted that pending budget problems might result in proposals to reduce the levy equalization program during the 2003 legislative session.   The task force concluded that no major changes in the program should take place until a K-12 finance study is undertaken.  If there is a need to reduce the program, it should be viewed as a budgetary issue and handled by temporarily prorating the amount provided for levy equalization.

Summary Conclusions

The task force concluded that the LEA formula met statutory intent and fit with the original purpose of the law.  The specific conclusions of the task force are as follows:

1. Any changes to the LEA formula should be done in the context of an overall review of K12 finance and not as a stand-alone in the overall financing scheme. 

2. A formal study of the K12 finance system should be undertaken by the legislature (See Study Resolution adopted by the task force—Appendix A).

3. The task force recognizes the budget challenges that the legislature faces in the 03-05 budget, and recommends that should budget reductions to LEA be necessary, the current formula be maintained.  Reductions should be done on a pro-rata basis.

4. Lastly, some minor anomalies were found in the administration of the LEA program that can be addressed by changing OSPI rules.  These issues relate to fiscal agent money and special purpose federal grants going directly to school districts (see pages 4 and 20 of the report and Appendix B for more detail).

Introduction and Discussion

Background

A series of levy failures in 65 of the state’s school districts in 1975 for 1976 collections led to a school funding lawsuit against the state.  The 1977 Legislature responded to the lawsuit by enacting the Basic Education Act and the Levy Lid Act and by changing the state’s funding formulas contained in the state appropriations act.  

One of the legislative goals of the initial school funding changes was to lessen school district reliance on unstable local property tax special levies.  The legislature implemented a four-year phase-in to provide full state funding for basic education to eliminate the inequities that existed due to the reliance on the special levies.  Concurrent with the state funding increases the legislature implemented a levy lid intended to phase down districts’ M&O levies to a maximum of ten percent of state basic education allocations.  

Exhibit 1 below shows the various policy changes in the levy lid percent, levy base, levy equalization and grandfather phase-down plans from 1978-2003 (changes are shown in the year that the policy change was first in effect, not the year in which the legislature made the policy change).

The plan to bring districts down to ten percent levies was not fully implemented for various reasons.  First, to cushion the impact on district revenues, the 1977 Legislature granted districts that had levies above ten percent with grandfathered levy authority above ten percent.  The initial plan was to phase the grandfathered districts down to 10 percent by 1982.  Subsequent legislatures increased the base upon which the levy was calculated by first including most state programs and not just the state basic education program, and later by allowing federal funds to be included.  Also, the number of districts authorized to collect levies above the 10 percent amount was increased and in 1987 the levy lid was increased to 20 percent.

School districts with comparatively high property tax rates for levies were not benefiting from the levy authority increases as much as districts with below average property tax rates due to the greater difficulty in passing levies.  These districts were creating pressure in the legislature against raising the levy lid.  So, in conjunction with the increase in the levy lid to 20 percent, the 1987 legislature created a local effort assistance program for half of the 20 percent levy authority, by equalizing the first 10 percent of levies.  Beginning in 1989, this program provided state funds to ensure that the property tax rate for a 10 percent levy in any district did not exceed the state average property tax rate for a 10 percent levy.  The enabling statute indicates that levy equalization funds are not part of the district’s basic education allocation.

In the ‘90s the legislature increased the levy lid from 20 percent to 24 percent of most state and federal revenues of districts at first on a temporary basis and then on a permanent basis starting in 1999.  Effective in calendar year 2000, levy equalization was increased to 12 percent, maintaining the initial 1987 policy of equalizing half of the levy lid authority.  The levy authority of the 91 grandfathered districts was also increased by 4 percent.  Currently there is no plan to reduce the number of grandfather districts that have levy authority above 24 percent.  (Appendix C shows the 91 districts and their respective levy authority percent).

Exhibit 1

Major State Levy and Levy Equalization Policy Changes, 1978-2003

	Calendar

    Year
    
	Levy Lid

      Percent

	Levy Base

     Changes

	Levy

    Equal. %
	Grandfather Districts

	
	
	
	
	Number
	Phasedown

	
	
	
	
	
	

	Pre-1979
	No Limit
	--
	--
	--
	--

	1979
	10%
	State Basic Ed
	--
	50
	By 1981

	1980-85
	10%
	Added other state progs
	--
	150 by 1982
	By 1983; then ‘90

	1986-87
	Higher of actual, 18.18% or ESD avg.
	--
	--
	Less than 150
	By 1993

	1988
	20%
	Fed programs & inflation adj.
	--
	91
	Levy reduction funds.

	1989-93
	20%
	Lag adj. (1993)
	10%
	91
	Max 30%

	1994-95
	20%+temp. 4%
	--
	12% prorated
	91
	--

	1996-97
	20%+temp. 4%
	--
	10%
	91
	--

	1998
	22%
	--
	10%
	91
	--

	1999
	24%
	--
	10% and  12% for lowest quartile
	91
	--

	2000-02
	24%
	--
	12%
	91
	--

	2003
	24%
	--
	12% prorated
	91
	--


The 2002 Legislature enacted Engrossed House Bill 3011, which established the Joint 

Task Force on Local Effort Assistance and prorated levy equalization to 99 percent of cost for the 2003 calendar year.

Common Factors Between M&O Levies and Levy Equalization

There are some common factors between levies and levy equalization, as follows:

· The levy base for both is most state and federal allocations in each district.

· The amount that a district can raise in local levies is decreased by the amount of levy equalization received by the district.

· A school district’s maximum levy authority amount is equal to:


(Levy Base x Levy Authority Percentage) minus State Levy Equalization Allocation

· The levy authority percentage is 24 percent for 205 districts and higher for the 91 grandfathered districts as shown in Appendix C.

Statutory Purpose Of Levy Equalization

The 1999 legislation, which permanently increased the levy lid to 24 percent for most districts, added a purpose statement to the levy equalization law.  This section of law is shown below.

       “The purpose of these funds is to mitigate the effect that above average property tax rates might have on the ability of a school district to raise local revenues to supplement the state’s basic program of education.  These funds serve to equalize the property tax rates that individual taxpayers would pay for such levies and to provide tax relief to tax payers in high tax rate school districts.  These funds are not part of the district’s basic education allocation.”  

RCW 28A.500.010

Note: The language up to the last sentence was added to the levy equalization   

statute in 1999.

There are three related purposes within this section.  The purposes are:

· To mitigate the effect that above average property tax rates might have on the ability of school districts to raise levies.

· To equalize the property tax rates that individual taxpayers pay for such levies.

· To provide tax relief to tax payers in high tax rate school districts.

One of the main tasks of the task force was to determine whether the purpose of levy equalization is being fulfilled under the current funding formula.

How Does Levy Equalization Work?

The formula equalizes the property tax rate necessary to raise an amount equal to 12 percent of a district's state and federal revenues (levy base).  If a district's tax rate for a 12% levy exceeds the state average property tax rate for a 12% levy then the district is eligible to receive state levy equalization funds. 





The chart above illustrates the mechanics of levy equalization.  District A represents an average district with assessed value of $1.7 billion state and a property tax rate for a 12 percent levy of $1.33 per $1,000 of assessed value.  District B has the same attributes as District A except that it has half the assessed value of District A and thus requires a property tax rate of $2.66/$1000 AV for a 12 percent levy.  Because this exceeds the state average rate for a 12 percent levy of $1.33 per $1,000 of assessed value, district B becomes eligible for state levy equalization payments, such that taxpayers in district B do not have to pay more than the state average tax rate for a 12 percent levy.

The three key moving pieces of the levy equalization program are (1) each district’s assessed value (2) each district’s levy base and (3) the state average property tax rate for a 12 percent levy. (See Appendix D for specific information on each district’s current levy equalization and levy amounts.)

There is substantial variation among school districts in assessed value per student and state and federal revenues (levy base) per student.  Differences in these two factors result in differences among districts in the property tax rate necessary to raise a 12 percent levy.  Appendix E shows the levy base and assessed value per student of the state’s 296 school districts and the property tax rates necessary to raise $1,000 per student and the rate to raise a 12 percent levy in calendar year 2002.

Exhibit 2 shows examples of groups of districts with similar levy bases per student having different assessed values per student.  In each group, the district with the lower assessed value per student qualifies for state levy equalization assistance (LEA).

Exhibit 2

Examples of Groups of Districts with Similar Levy Bases Per Student

With Differing Levy Equalization Eligibility

	County
	School

District
	Adjusted*

Levy Base Per Student
	Assessed Value Per Student
	12% Levy Amount Per Student
	12% Levy Rate Per $1,000 AV
	Per Student LEA

	
	
	
	
	
	
	

	State Average
	
	$5,712
	$515,031
	$685
	$1.33
	$160

	
	
	
	
	
	
	

	Snohomish
	Lakewood
	5,044
	419,893
	605
	1.44
	47

	Cowlitz
	Kalama
	5,045
	697,365
	605
	0.87
	0

	
	
	
	
	
	
	

	Franklin
	Pasco
	6,367
	216,282
	764
	3.53
	476

	Grays Harbor
	North Beach
	6,372
	1,231,647
	765
	0.62
	0

	
	
	
	
	
	
	

	Walla Walla
	Prescott
	9,359
	868,839
	1,123
	1.29
	0

	Kittitas
	Kittitas
	9,360
	383,892
	1,123
	2.93
	612


*Levy Base adjusted for transfers and per pupil inflator.

Exhibit 3 shows examples of groups of districts with similar assessed values per student having different levy bases (state and federal revenues) per student.  Differences in levy base per student can lead to differing levy equalization eligibility.

Exhibit 3

Examples of Groups of Districts with Similar Assessed Values Per Student

With Differing Levy Equalization Eligibility

	County
	School

District
	Adjusted*

Levy Base Per Student
	Assessed Value Per Student
	12% Levy Amount Per Student
	12% Levy Rate Per $1,000 AV
	Per Student LEA

	
	
	
	
	
	
	

	State Average
	
	$5,712
	$515,031
	$685
	$1.33
	$160

	
	
	
	
	
	
	

	Walla Walla
	Columbia
	5,660
	669,120
	679
	1.02
	0

	Clallam
	Crescent
	9,011
	670,352
	1,081
	1.61
	189

	
	
	
	
	
	
	

	King
	Highline
	5,567
	546,113
	668
	1.22
	0

	Whitman
	Endicott
	12,485
	546,430
	1,498
	2.74
	771

	
	
	
	
	
	
	

	Snohomish
	Snohomish
	5,269
	483,524
	632
	1.31
	0

	Pacific 
	Willapa Valley
	6,696
	482,774
	804
	1.66
	161

	
	
	
	
	
	
	

	King
	Federal Way
	5,217
	385,061
	626
	1.63
	114

	Yakima
	Union Gap
	6,143
	385,227
	737
	1.91
	225


*Levy Base adjusted for transfers and per pupil inflator.

1990 –2005 Levy Equalization Program Eligibility and Costs  

Exhibit 4 shows that the number of districts receiving levy equalization has been increasing since full inception of the levy equalization program.  The number of districts receiving levy equalization has increased from 174 districts in 1990 to 210 districts in 2002.  These 210 districts contain 68 percent of the state’s enrollment.  Another 18 districts are eligible for levy equalization but do not qualify because they did not pass a levy.  Appendix F contains a map showing the districts which are receiving levy equalization in calendar year 2002.

Exhibit 4
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Exhibit 5 shows that since the start of the levy equalization program in 1989, the number of school districts with levies has grown from 233 to 274 districts in 2002 and the number of districts with levy failures has declined from 15 to 5.

Exhibit 5

	Excess General Fund Levy Election History, 1989 – 2002

	
	
	
	
	
	
	

	
	
	FINAL LEVY APPROVALS
	
	FINAL LEVY FAILURES
	
	NO LEVY REQUEST

	Collection
	
	$$$
	
	# of
	
	FTE
	
	$$$
	# of
	FTE
	
	# of
	FTE

	Year
	
	Amount
	
	Dist.
	
	Students
	
	Amount
	Dist
	Students
	
	Dist.
	Students

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	1989
	
	423,634,530
	
	233
	
	676,032
	
	12,021,786
	15
	22,669
	
	48
	35,361

	1990
	
	448,242,327
	
	248
	
	712,121
	
	877,587
	6
	4,588
	
	42
	31,930

	1991
	
	519,523,386
	
	251
	
	735,327
	
	3,478,000
	8
	8,850
	
	37
	24,462

	1992
	
	554,863,191
	
	257
	
	764,228
	
	10,409,364
	6
	18,985
	
	33
	12,497

	1993
	
	663,306,099
	
	258
	
	799,063
	
	7,368,320
	10
	16,950
	
	28
	7,387

	1994
	
	719,954,685
	
	259
	
	833,245
	
	3,633,044
	10
	11,948
	
	27
	4,905

	1995
	
	753,041,982
	
	245
	
	777,903
	
	58,324,310
	20
	78,089
	
	31
	12,728

	1996
	
	839,318,107
	
	260
	
	853,039
	
	12,089,175
	11
	21,104
	
	25
	12,033

	1997
	
	874,789,668
	
	264
	
	883,065
	
	3,765,443
	8
	11,504
	
	24
	9,150

	1998
	
	838,604,584
	
	262
	
	882,124
	
	15,047,453
	8
	25,737
	
	26
	15,570

	1999
	
	940,765,937
	
	261
	
	876,969
	
	38,481,902
	9
	40,562
	
	26
	18,859

	2000
	
	1,030,873,759
	
	269
	
	925,408
	
	1,268,399
	4
	2,782
	
	23
	18,155

	2001
	
	1,088,088,126
	
	275
	
	924,412
	
	13,438,599
	4
	17,258
	
	17
	6,775

	2002
	
	1,143,919,081
	
	274
	
	943,501
	
	3,533,559
	5
	4,038
	
	17
	3,426


The result of more districts passing levies in greater amounts is that the percent of levy authority used by school districts has increased.  Exhibit 6 shows the maximum levy authority of all the state’s districts from 1995 to 2002 and the estimated amount of the levy authority that districts collected.  The percent of levy authority accessed by school districts increased from 78.3 percent in 1995 to 89.6 percent in 2002.  In 2002, 10.4 percent or $127.3 million of levy capacity went unused.

Exhibit 6

Levy Authority Compared with Levy Revenue

1995-2002

	Collection Year
	Maximum

Levy Authority
	Estimated Levy Revenue
	% Of Levy Authority Exercised

	
	
	
	

	1995
	
  $ 
938,628,398
	     $
734,588,749
	78.3

	1996
	991,590,916
	813,336,855
	82.0

	1997
	1,028,257,502
	864,803,432
	84.1

	1998
	993,061,542
	838,604,584
	84.4

	1999
	1,096,159,165
	923,404,986
	84.2

	2000
	1,161,686,352
	1,012,568,861
	87.2

	2001
	1,183,426,661
	1,048,909,439
	88.6

	2002
	1,227,147,940
	1,099,843,843
	89.6


Of the 274 districts with levies in 2002, 216 districts did not collect the maximum levies allowed under the levy lid.  Of the 216 districts with levies below their levy authority, 179 districts had above average property tax rates for a 12 percent levy and received state levy equalization allocations.

Exhibit 7 shows that levy equalization program costs increased 69 percent from 1999 to 2002 and are estimated to increase another 31 percent from 2002 to 2005. 


As illustrated in Exhibit 8, the main reasons for the cost increases from 1998 to 2003 are relative changes among school districts in assessed value and levy base.  Another significant factor is the legislative policy change of increasing levy equalization from 10 percent to 12 percent effective in calendar year 2000. 

Exhibit 8

Factors Accounting for Levy Equalization Cost

Components of



1995 - 2003

1998 - 2003
Assessed Valuation
  9%
29%

Levy Base
44%
30%

Voter Approved Levies
23%
15%


Legislative Policy

23% 


26%


Total
100%
100%

The next sections of this report address the two main cost factors, assessed valuation and levy base, in greater detail. 
Assessed Value Aspects in Levy Equalization

Exhibit 2 showed examples of districts in which differences in assessed value per student resulted in differing levy equalization eligibility.  Exhibit 9 below shows that the primary characteristic of districts eligible for levy equalization is below average assessed value per student.  Of the 228 districts eligible for levy equalization, 199 districts have below average assessed value per student.  These 199 districts have 98% percent of the enrollment in districts eligible for levy equalization.  This means that although 29 districts eligible for levy equalization have above average assessed value per student, the cost of levy equalization for them is small when compared with the other 199 districts.

Concerning the levy base, exhibit 9 shows that even though 162 of the 228 districts eligible for levy equalization have above average levy bases per student, they only contain 42 percent of the enrollment of districts eligible for levy equalization. 

Exhibit 9

Assessed Value and Levy Base Per Student

As Eligibility Factors for 2002 Levy Equalization
	
	
	
	





Assessed Value Per Student

	

	Above 

Average  
	
	Below

Average
	
	Total

	Districts Eligible for Levy Equalization


Resident FTE Enrollment


Percent of State Enrollment
	199

633,598

66.6%
	
	29

11.422

1.2%
	
	228

645,020

67.8

	

	
	
	
	
	

	Districts Not Eligible for Levy Equalization


Resident FTE Enrollment


Percent of State Enrollment
	6

34,602

3.6
	
	62

271,222

28.5
	
	68

305,824

32.2

	
	
	
	
	
	

	
	Levy Base Per Student

	
	Above Average
	
	Below 

Average
	
	Total

	Districts Eligible for Levy Equalization


Resident FTE Enrollment


Percent of State Enrollment
	162

269,066

28.3
	
	66

375,954

39.5
	
	228

645,020

67.8

	
	
	
	
	
	

	Districts Not Eligible for Levy Equalization


Resident FTE Enrolment


Percent of State Enrollment
	26

55,714

5.9
	
	42

250,110

26.3
	
	68

305,824

32.2


Unequal growth of assessed values among school districts can affect levy equalization eligibility and cost over time.  Exhibit 10 shows that from 1998 to 2003, assessed value growth differed significantly among counties.  Of the state’s 39 counties, 4 counties had above average assessed value growth.  King County outpaced the rest of the state growing 50 percent faster than the state average growth.  Since King County has been growing faster, its share of the total state assessed value has increased from 38.03 percent in 1998 to 43.97 percent in 2003.

Exhibit 10

Growth of Assessed Value (AV) in Selected Counties

1998 – 2003

	County
	
	AV Growth

1998 - 2003
	
	% of State

AV 2003
	
	% of State

AV 1998

	
	
	
	
	
	
	

	State Average
	
	46.9
	
	
	
	

	Clark
	
	48.4
	
	4.83
	
	4.78

	King
	
	69.8
	
	43.97
	
	38.03

	San Juan
	
	63.3
	
	0.84
	
	0.75

	Snohomish
	
	47.9
	
	9.86
	
	9.80

	
	
	
	
	
	
	

	Kitsap
	
	34.4
	
	3.25
	
	3.55

	Pierce
	
	39.7
	
	9.03
	
	9.50

	Spokane
	
	22.8
	
	4.42
	
	5.28

	Yakima
	
	21.9
	
	2.06
	
	2.49

	
	
	
	
	
	
	

	Ferry
	
	5.9
	
	0.07
	
	0.10

	Pend Oreille
	
	9.7
	
	0.18
	
	0.24

	Whitman
	
	15.2
	
	0.38
	
	0.48


  Note: Levy equalization is calculated with a one-year lag in Assessed Value.  

  For example, 2002 levy equalization is based on 2000 AV.

Exhibit 11 shows that if King County school district assessed values had grown at the average rate of the other 38 counties fewer districts would be eligible for levy equalization and the cost of levy equalization would be lower by $28.4 million in calendar year 2003.

Exhibit 11

Effect on LEA 2003 Cost Had King County AV Grown at

Average Rate of the Other 38 Counties from 1998-2003

	
	Current

2003 AV
	
	With King County

At State Avg. AV

Growth 1998-03
	
	Difference

	
	
	
	
	
	

	LEA Payable ($ in Mill.)
	$161.9
	
	$133.5
	
	($28.4)

	LEA Eligible Districts
	234
	
	217
	
	-17

	Districts Receiving LEA
	216
	
	200
	
	-16


Levy Base Aspects of Levy Equalization

Exhibit 3 showed that differences in state and federal revenues per student received by a school district can cause districts with similar assessed values per student to receive very different levy equalization per student.

Exhibit 12 shows the range of dollars received by school districts in various state and federal programs.  Differences in state and federal amounts allocated per student among districts occur because some of the funding formulas contain compensating factors for differences in district size, numbers of students with special needs and differences in staffing costs.  These differences can influence eligibility for levy equalization since the higher the state and federal revenues per student, the more likely a district is to qualify for levy equalization.

Exhibit 12

2002 Levy Base Dollars Per Student – 

Range and Standard Deviation in Selected Programs

	
	Average
	Standard Deviation
	Lowest
	Highest

	
	
	
	
	

	All Programs
	$5,712
	$2,938
	$4,920
	$21,840

	
	
	
	
	

	All State Programs
	5,128
	2,759
	4,667
	21,586

	· Apportionment

· Special Education

· Transportation

· Learning Assistance

· Bilingual
	4,206

470

212

82

46
	2,429

109

652

52

81
	3,759

0

0

0

0


	19,935

831

5,932

282

467

	All Federal Programs
	584
	958
	0
	11,603

	· Title I

· Migrant/Bilingual

· Special Education

· Special Purpose
	142

15

114

77
	515

79

65

666
	0

0

0

0
	8,072

742

585

10,812


Exhibit 12 shows that levy base differences can be attributed mostly to a few state and federal programs (programs in italics).  The greatest variation occurs in federal programs and is evident from the fact that the standard deviation in the federal programs is much greater than the average per pupil amount in the federal programs.   This variation occurs because not all districts qualify for federal dollars equally under federal funding formulas.

The influence of federal programs in explaining levy base differences among districts has been growing.  Exhibit 13 shows that federal funds as a percent of total levy base funds has increased from 6.9 percent in 1995 to 10.2 percent in 2002.  Because federal funds are generally targeted to districts that are also eligible for levy equalization this tends to amplify levy base differences among districts and increases the cost of levy equalization. 

Exhibit 13

Composition of the Levy Base

Calendar Year 2002 Compared with 1995

	
	2002
	1995

	
	
	

	State Funds
	4,875,642,475
	3,745,016,170

	% Of Total
	89.8%
	93.1%

	
	
	

	Federal
	555,618,471
	278,798,902

	% Of Total
	10.2%
	6.9%


Lastly, increases in federal funds impact levy equalization costs to a greater degree than evenly distributed state fund increases.  For example, an increase of $450 per student in state funds (about 8.8%) would add $427.9 million dollars in the state K-12 budget and would increase state levy equalization costs by $11.2 million.  On the other hand, a 10 percent increase in federal funds for districts currently receiving federal funds would add about $53.2 million in federal funds and would increase state levy equalization costs by $8.2 million.

Findings

Based on the foregoing exhibits and various other materials reviewed by the task force, the task force members made the following findings:

1. In 2002, 70 percent of Washington’s school districts receive state levy equalization payments (210 out of 296 school districts). Almost 68 percent of the state’s K-12 enrollment is in these districts.  Another 18 districts are eligible but do not have a voter approved levy.

2. Levy equalization program costs have increased 69% from 1999 to 2002 (from $83.2 million to $140.9 million).  The forecasted cost increase from 2002 to 2005 is an estimated 31% (from $140.9 million to $184.2 million).

3. The main reasons for the increasing cost of levy equalization are relative changes among districts in assessed value, state and federal revenues, legislative policy changes and increases in voter-approved levies.

4. Since inception of the levy equalization program in 1989, the number of districts with levies has grown from 233 districts to 274 districts in calendar year 2002.  The rise in voter approved levies from 1995 to 2002 accounts for 23 percent of the increased cost of levy equalization for this time period.

5. The percent of levy authority utilized by school districts has increased from 78.3% in 1995 to 89.6% in 2002.  In 2002, the 10.4% of levy authority not utilized by school districts amounted to $127.3 million.

6. In 2002, 22 districts had no levy.  Of the 274 districts with levies, 216 districts with 50% of the state’s enrollment had levies below their levy authority.  Of these 216 districts, 179 with almost 40% of the state’s enrollment had above average property tax rates for a 12% levy and received state levy equalization payments.

7. According to RCW 28A.500.010, the levy equalization program has three purposes:  

a. To mitigate the effect that above average property tax rates might have on the ability of a school district to raise levies.

b. To equalize the property tax rates that individual taxpayers pay for school district maintenance and operation property tax levies, and

c. To provide tax relief to tax payers in high tax rate school districts.

8. The levy equalization formula equalizes the property tax rate necessary for each school district to raise 12 percent of each district’s state and federal revenues.

9. There are three key components in the levy equalization formula, each district’s assessed property value, their state and federal revenues, and the state average property tax rate for a 12 percent levy.

10. Differences in assessed value per student among districts can cause districts with similar levy bases per student to receive very different levy equalization per student.

11. Differences in state and federal revenues (levy base) per student received by school districts can cause districts with similar assessed value per student to receive different levy equalization amounts per student.

12. The primary characteristic of districts eligible for levy equalization is below average assessed value per student.  Of the 228 districts eligible for levy equalization, 199 districts with 66.6 percent of the state’s enrollment have below average assessed value per student.

13. From 1998 to 2003, of the state’s 39 counties, four counties had above average growth in assessed values.  King County experienced the highest growth rate for this time period with an increase of 69.8% as compared to the state average growth of 46.9 percent.
14. Had King County assessed values grown at the average rate of the other 38 counties, the number of districts eligible for levy equalization would decline by 17 and the cost would be lower by $28.4 million.

15. Levy base differences among districts can be attributed to a few state and federal programs.  There is greater variation among districts in federal revenues than state revenues.

16. Federal funds as a percent of total funds in the levy base have increased since 1995 from 6.9 percent to 10.2 percent in 2002.  Since there is greater variation in federal funds among districts, this increases the cost of levy equalization.
17. With respect to federal funds, Title I (Remediation) and Special Purpose programs cause the greatest variation I per student revenues in the levy base.
18. The amount of federal special purpose grants included in each district’s levy base is based on district estimates.  Some districts are using high estimates, which may increase their eligibility for levy equalization.
19. Some districts that are fiscal agents for state or federal grants can receive levy equalization funds by including the entire federal grant in their levy base, not just their share.  This is permissible under current OSPI rules.  (A district is a fiscal agent if federal grant funds are funneled through the district for the use of a number of school districts or public entities).

Recommendations Of The Task Force

Near the end of the Task Force deliberations a survey of task force members was conducted.  Almost all of the members surveyed agreed with the statutory purpose of the program and most thought the program was meeting its statutory purpose.  Some members, however, had the following concerns about the program:  the cost of the program is growing too fast; federal funds and how they are included in the levy base; and, that changes in levy equalization should be considered only in the context of a comprehensive K-12 finance study. 

Early in the task force deliberations there were members who had questions and concerns regarding the various state K-12 finance formulas and how they integrated with levy equalization.  The task force concluded that broad issues of K-12 finance were beyond the purview of the task force.  At its last meeting, the task force adopted a resolution which recommends that the Governor and the legislature create a commission or task force during the 2003-05 biennium to examine K-12 funding, including a review of the current funding formulas, the impact of education reform on schools and school districts, and current uses of funds including levies and levy equalization dollars.  The text of the resolution is contained in Appendix A.

With regard to two specific issues-fiscal agent funds and special purpose federal grants, the task force recommended that:

1. The Superintendent of Public Instruction should change existing rules regarding  fiscal agent revenues limiting the amount that a district can include in its levy base to only their share of the federal or state grant (including administrative overhead costs allowed by the grants); and 

2. The Superintendent of Public Instruction should change existing rules regarding the amount of federal special purpose direct grants that school districts can include in their levy bases by basing the amount included on the last year of actual data available adjusted by inflation using the implicit price deflator (IPD).  In the transition from the existing rule to the equalization solution, an appeal process should be developed to assure school districts are not negatively impacted in the next budget year.

At the final meeting of the task force, Representative McIntire presented information on an alternative method of distributing levy equalization.  The alternative method would equalize to a flat dollar amount per student instead of the current method of using each district’s state and federal revenues.  Concerns were expressed about the alternative presented, and no action was taken by the task force.  The information presented is shown in Appendix G.

The task force also noted that pending budget problems facing the 2003 Legislature might result in proposals to cut the levy equalization program.   Task force members debated whether options to cut the program should be provided to the legislature and whether the options should be prioritized in order of preference.  The task force concluded that no major changes in the program should take place until a study of the state’s K-12 finance system is undertaken.  If there is a need to reduce the program, it should be viewed as a budgetary issue and handled by temporarily prorating the amount provided for levy equalization.

In the event the legislature decides to cut the program, the task force discussed whether prorating (an across-the-board reduction) was fairer than temporarily reducing the levy equalization percent from the current 12 percent to a lower number.  An analysis of the two alternatives showed very little difference between the two and had less to do with fairness and more to do with the fact that a few districts that are eligible for levy equalization have passed levies with levy rates that are below the state average property tax rate for a 12 percent levy.

Task force members also discussed that there may be proposals to raise the levy lid and to sever the connection between the levy lid and the levy equalization program.  Various members expressed the view that no major changes should take place until a K-12 finance study is undertaken.  

At its last meeting, Task Force members concluded that the Local Effort Assistance (LEA) Task Force had completed a thorough analysis of the program’s purpose and how it is operating.   Except for two rules changes (e.g., fiscal agent funds and federal special purpose funds going directly to districts addressed above) the task force affirms that the statutory purpose of the program is being met.  The task force concludes that no other changes should be made to the LEA program at this time.  If, in the future, the legislature reviews the K12 funding system and initiates modifications to the funding system, it may then be necessary to examine the LEA program and its statutory purpose within the overall context of K-12 funding.  

JOINT TASK FORCE ON LOCAL EFFORT ASSISTANCE
MINORITY REPORT
REP. GLENN ANDERSON, 5th Dist.
The Joint Task Force on Local Effort Assistance was established by EHB 3011 (Chapter 317, Laws of 2002) on a finding by the Legislature that changes in state and federal funding that have taken place since the Local Effort Assistance program (LEA) began in 1989 make it necessary to reexamine the program’s funding formula and determine whether the statutory purpose of the program is being fulfilled.  The adoption of EHB 3011 was impelled by concerns among legislators, educators and others that the cost of the program to taxpayers is rising very rapidly, and that the manner in which local effort assistance funding is allocated among school districts may not be in sufficient accord with its statutory purposes.

The task force was given three specific charges:

1. Complete a thorough analysis of the history of the local effort assistance program and its impacts, including a thorough examination of the revenues included in the levy base;

2. Determine whether the purpose of the local effort assistance program, as stated in RCW 28A.500.010, is being met under the current allocation formula; and

3. Present findings and recommendations to the Legislature by December 1, 2002.

How well has the task force carried out this mandate?

An impressive body of information was presented to us by legislative staff, OSPI staff and an expert consultant. The task force completed the analysis required by EHB 3011, including examination of the revenues included in the levy base.  

What the task force has not done in a way that I believe meets the expectations of the Legislature, the governor and the public is to move from that analysis to an identification of ways to correct the weaknesses it revealed in the formula for allocating local effort assistance, and thus to bring the program into greater consistency with the purposes set out for it in law.  

Having failed to take that step, the task force has answered yes, almost by default, to the question asked of it in its second charge: Is the statutory purpose of the program being met under the current allocation formula?  According to the draft majority report, “Except for two rules changes. . . the task force affirms that the statutory purpose of the program is being met.”  (Page 21.)   The Legislature, the governor, and the public are then to infer from our report that the Local Effort Assistance program is working just fine, and that, with the exception of the two rule changes, we have no guidance to offer as to how it might be modified to better serve its purposes – even as all state programs are under enormous pressure to prove themselves both efficient and effective in meeting their stated goals.  

I respectfully dissent.  I believe that the information with which we have been presented points to weaknesses and inequities in the allocation of funding under the Local Effort Assistance program that demand at least the offering of options to the governor and Legislature for potential changes.  These weaknesses and inequities include the widely differing amounts of local effort assistance received by districts with very similar fiscal capacity, and the growing impacts that federal funds are having on both the distribution of LEA money and the total cost of the program. 

The findings in the task force report make these clear.  In a program whose core intent is to more nearly equalize the ability of school districts with varying equalized tax bases to raise local levies for support of their schools, we see districts with nearly equal assessed value per student eligible for wildly different amounts of local effort assistance. For example, while Highline S.D. and Endicott S.D. each had assessed value of about $546,000 in the program’s most recent year, Highline was eligible for no local effort assistance, while Endicott received $771 in assistance per student.  (Page 10.)  While this may be an extreme example, it is not an isolated one.  If school districts that are similarly situated as regards local tax capacity are treated so differently under the LEA allocation formulas, significant questions are raised about the efficient operation of the program.  The task force acknowledged the issue (how could it not?), but, with the notable exception of Rep. McIntire’s proposal, chose in the end to take the discussion no further. 

The draft majority report also points to the distorting effect that the inclusion of federal funds in the levy base may be having on LEA allocations:

Exhibit 12 shows that levy base differences can be attributed mostly to a few state and federal programs.  The greatest variation occurs in federal programs and is evident from the fact that the standard deviation in the federal programs is much greater than the average per pupil amount in the federal programs.  This variation occurs because not all districts qualify for federal dollars equally under federal funding formulas. (Page 16.)
According to RCW 28A.500.010, “The purpose of these [levy equalization] funds is to mitigate the effect that above average property tax rates might have on the ability of a school district to raise local revenues to supplement the state’s basic program of education.” [Emphasis added.]  

Federal funds have neither a relation to state basic education allocations, to which local levies are intended to be a supplement, nor to local fiscal capacity.  Yet they have significant impacts on whether and how much local effort assistance a district may be eligible.  Those impacts seem to me inconsistent with the intent of levy equalization.

With the expanding federal role in education, the impacts of federal funds on levy equalization will only become greater as we move forward.  “The influence of federal programs in explaining levy base differences among districts has been growing,” the report finds.  “[F]ederal funds as a percent of total levy base funds have increased from 6.9 percent in 1995 to 10.2 percent in 2002.”  Is it not reasonable to presume that that percentage will increase all the more in the years ahead? 

The impact of federal funds on levy equalization is a concern not only from the standpoint of education funding policy, but also from the standpoint of the state’s ability to control its K-12 budget.  An important piece in the state’s school funding system is made captive to federal funding that we cannot predict and cannot control.  I believe that is an unacceptable outcome.  It is all the more unacceptable for being an unnecessary outcome.  

Yet the task force has chosen to make no recommendations on the role of federal funding in the Local Effort Assistance program, even to the extent of offering options, except for two rules changes related to federal special purpose grants and fiscal agents for federal grants.  I support those proposed rules, and applaud the Superintendent of Public Instruction for bringing them before us.  But they do not go far enough to address what I find a manifest defect in the current formula.

In my view, the findings in the draft report provide a substantial basis for recommending changes in Local Effort Assistance to address what appear to be clear deficiencies in meeting the program’s statutory purposes; but the task force makes none.  It chose not even to offer options for change.  

We may not all agree on the appropriate responses to the issues that have been identified in this study.  That was to be expected.  We know that potential options for change will have different impacts on the districts and groups we represent.  I fear, however, that if we do not step up to the plate on the matter of local effort assistance, others will.  Others who have not had the benefit of the expert information we have had.  Others who have not had the benefit of the extended discussions and diverse participation we have had.  Others who will be working under the pressure of budget deadlines, rather than in the vastly more favorable circumstances in which we have worked these last six months.  

I fear, in short, that we have not taken full advantage of the opportunity this task force has been given to address an important issue in K-12 finance.  I believe we have a duty to do more than say, yes, the program is working, in a manner of speaking, and kick further consideration of the issue off to a new study group that does not exist, and indeed may never exist.  I fundamentally disagree with the premise that changes in the Local Effort Assistance cannot fairly and responsibly be made absent a study of the school finance system as a whole.  If that were the case, the Legislature would not have passed EHB 3011, and the governor would not have signed it into law.   This task force has, at minimum, a duty to present specific findings on both the strengths and weaknesses of the program, and, in accord with those findings, to point the way toward potential changes that would make Local Effort Assistance more effective in reaching its stated purposes at a more sustainable cost.   

I would remind all members that funding inefficiently driven out through a flawed levy equalization formula is funding that is not available to meet other priorities, such as helping students and teachers to achieve the higher academic standards required under state Education Reform and the new federal legislation.

I cannot close without noting how the information presented to us in this study made so evident the widening gap between the state’s haves and have-nots, between the fast-growing (if temporarily struggling) Puget Sound economy and the lagging economy of rural Washington.  However the specific issue of levy equalization is addressed, in the longer term the only way that the gulf in fiscal capacity between urbanized and rural Washington can be bridged is by a sustained effort to improve the economic health of our poorer communities.  This takes cooperation among more than just business and political leaders.  It is essential that our educational leaders be fully engaged in that effort as well.

I urge the task force to reconsider the report we are charged with making to the governor and the Legislature.  In the circumstances in which we find ourselves today, with the state facing challenges of a magnitude not seen for decades, and with trust of government in decline, it is incumbent on us to provide the leadership in solving problems that the public expects of us.  This issue offers us an excellent opportunity to do that.  We ought not squander it.
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District A


12%  of state & federal revenues


 = $ 2.2 million


Assessed Value:  $1.7 billion





Tax rate needed to raise $2.2 million:


$1.33 per $1,000





District B


12% of state & federal revenues


 = $ 2.2 million


Assessed Value: $850 million





Tax rate needed to raise $2.2 million:


$2.66 per $1,000











Tax rate needed for a 12% levy:


$2.66 per $1,000





$1.1 million in State Levy Equalization Funding

















Tax rate needed for a 12% levy:


$1.33 per $1,000








$2.2 million





State average property tax rate for 12% levy, $1.33 per $1,000 of AV











Amount that can be collected with a levy rate of $1.33 per $1,000:


$1.1 million
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