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PAR and others have recommended ma_]or changes in the state school a1d Mlmmum FoundatlonProgram (MFP)r ~
_because it fails to do what it is supposed to do--equalize education opportumtres throughout the state. Courts have
found state aid formulas in other states to be meqmtable and unconstitutional; and Louisiana’s MFP is vulnerable 5
~tole gal challenge. Important school reforms in the: 1988 Chﬂdren Flrst Act wﬂl be in ]eopardy 1f the state does not :
fund the thn:d year of the teacher pay raise. :

Weakemng Retaremem i*@versa@hr[;fr_'fk;-:[“f_'i" o

Several proposals that are: movmg would Weaken the state treasurer» s ablht-y to exerc1se meamngful oversigl
of public retirement systems. One would remove the treasurer’s check on the system’s hiring of actuaries, (
" work determines how much the state: must contrlbute, and mvestment managers who handle ove' : "bllho ‘mi
member and taxpayer contnbutlons : : S

%nvemow "E“ax ‘ Ee’torm

Lou1s1ana 5: local property taxon busmess mventones is consrdered a barner to _]Ob creatlon partlcularly in the ,
wholesale and distribution areas. Most economists agree that mventory taxes are inequitable among busmesses
“and difficult to admlmsterfan'ly One of the many proposals this session to deal with this question would overcome:
the basic problem--that of providing local governments with a revenue replacement. This proposal would give a
state tax credltmstead of anexempuon and would phase 1t n over ﬁve years to lessen the 1mpact on state revenue '

Upgradmg Sta'te Management

Lou1s1ana :,state management ranked 49th of the 50 states in a recent report 1ssued by Fmanczal World
magazine. “The state was.criticized for lack of arainy day fund, long-range plamming, performance evaluations, and -
acentralized computer mformanon system Proposed leglslauon would address many of the def1cren01es hsted m:
the magazme s report.

Senate Shutﬁ

. The Senate elected Nunez as 1ts new pre51dent and Nunez rewarded his supporters w1th ch01ce commlttee
ass1gnments : . ,




All state governments provide aid to local schools.
The aim is to equalize education funding opportunities
for all children, whether they attend school in a wealthy
or poor district.

What is the MFPE?

Louisiana is one of 33 states that distributes state
school aid through a Minimum Foundation Program
(MFEP); eight more states combine the MFP with other
concepts. Under the MFP concept,

® each child is guaranteed financing for a minimum
or basic education;

@ financing of the minimum education program is a
shared state/local responsibility;

® equalization statewide is to be achieved through a
"local support factor” or "charge back" which is sub-
tracted from the total cost of the minimum program; the
balance is the amount of state aid needed to equalize;
and

® local school systems have the option of exceeding
the minimum program through local school revenues.

Louisiana’s MFP

Louisiana’s constitution requires an MFP and
delegates to the State Board of Elementary and Secon-
dary Education (BESE) exclusive authority to recom-
mend changes, subject to legislative approval but not
amendment,

Louisiana has used the MFP approach since 1930;
basic components of the present MFP date back to 1956.
Forty states calculate costs of state aid on the basis of
"pupils"; Louisiana is one of 10 states that uses an
“instructional unit," whereby a designated number of
pupils is allotted a teacher (pupil/teacher ratio) and the
state pays minimum salaries for the number of allotted
teachers. The number of ailotted teachers determines the
number of allotted positions for administrators and su-
pervisors for whom the state also pays minimum
salaries. State aid is reduced if a local system does not
fill all allotted positions.

Louisiana’s Current MFP

HCR 187 0f 1988 is the basis for the current MFP and
is likely to continue next year. The previous MFP for-
mula (HCR 74 of 1984) was in effect for four years.

Under the 1988 changes, the MFP encompasses prac-
tically ail forms of state school aid, except to private
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schoois which the constitution requires be excluded.
The formula has three parts. Part I represents instruc-
tional costs for regular and special education and in-
cludes minimum salaries, retirement and textbooks. Part
I is for noninstructional support services such as
lurichroom workers, bus drivers and school nurses. Part
Il is an "equalization" component--$10 million to help
offset 1988 state cuts in support services and $5 million
to assist poorer parishes.

The Executive Budget and general appropriation bill
(HB 1010) assume that the current MFP formula will
continue for fiscal 1990-91. The total MFP cost would
be $1.5 billion, with the 5.5-mill local support factor
amounting to only $60 million, and the state paying
$1,448 million. Funding includes a 7% teacher pay raise
(the prior two-year raises were 5% and 7%) and exten-
sion of longevity pay steps from 20 to 25 years of
experience, annualization of the 1989-90 teacher pay
raise, a $2 per student increase for textbooks and library
books, and an 8% increase in group health and
hospitalization insurance rates.

State/Local Financing

The MFP concept envisions a stateflocal partnership
in financing costs of a minimum education program, but
in Louisiana the state has taken over most of the financ-
ing. As shown in Table 1, local support in financing the
MEFP has dropped from more than half (56%) in 1957 to
3.8% in 1990. If the current MFP continues for next
year, the local share will be 3.7% of the total cost.

The MFP includes most state school aid but not most
local school revenues which local boards use to con-
struct and maintain school facilities, supplement state




aid for salaries and employ additional personnel. Table
2 shows the state provides a slightly greater proportion

~ ™ of all public school revenues than the national average.

TABLE . 2
Percent of Public Schoo! Revenue
Source Liouisiana U.S.
State 55% (18th rank) 50%
* Local " 84. - (86th rank): : 44
. Federal 13 ( 5thra.nk) ‘ 6

SOURCE: Natlonal Educatlon Assocmtmn Rankmgs of the
States, 1989, '

PAR Recommendations

PAR recommended a complete revision of the MFP
inits December 1988 report, "The MFP: Time for a New
Approach.”

1. Change the basis from guaranteeing teaching
positions to one emphasizing per pupil costs, weighted
to reflect differences in grade level, type of student
(regular or special), and urban/rural areas.

2. Change the local support factor to reflect tax
capacity and tax effort.

3. Give local systems more taxing authority by
lowering the homestead exemption for school taxes and
repealing the 70-mill limit on voter-approved property
taxes.

4. Target a 70% state, 30% local sharing of the MFP
cost.

5. Eliminate subschool districts that create inequities
within a local district.

6. Devise a transportation formula as a separate com-
ponent of the MFP to encourage economy and efficien-
cy, based on mileage and density of students.

Consultant’s
Recommendations

In 1988 BESE created a School Finance Advisory
Council, requested by the Legislature, to study the MEP
and school transportation. The council, which included
a PAR representative, recommended that BESE adopt a
new MFP concept and a transportation formula, similar
to PAR recommendations, and that BESE employ con-
sultants to assist in formulating the changes.

BESE contracted with the consulting firm of
" Augenblick, Van de Water and Associates of Denver to
critique Louisiana’s school finance system and its equi-
- ty and provide a simulated model based on recom-

mended changes. The report, issued in April 1990,
found Louisiana’s MFP deficient in equalizing school
financing among local systems. For example, in 1988-
89, about two thirds of public school pupils were en-
rolled in districts where per siudent revenue varied by
almost $1,000, but state formula aid varied less than
$300 per pupil. The report concluded that the MFP "does
little on its own to compensate parishes for differences
in either wealth or tax effort," and took no notice of local
tax effort. Wealthier parishes spent more per pupil with
lower tax rates than poorer parishes. PAR had reached
a similar conclusion:

Clearly, the iraditional staie funding system has had
the perverse effect of favoring those disiricis which should
have been receiving less and penalizing those which
should have received more. This resuit stems from the
small charge back (5.5 mills) employed in the MFP and
the lack of recognition of differences in local iax effort.

The consultant’s report noted that funding disparities
have been increasing over time and "state aid is not
helping to alleviate these inequities.”

The report recommended changes, many similar to
those of PAR.

1. Replace the current MFP with a multi-level, pupil-
weighted system.

a. Level one would guarantee each student a
specific amount for a minimum education, adjusted to
reflect local needs.

b. Level two would allow local systems to raise
additional revenue, up to a maximum, to which the state
also would contribute in inverse relationship to a local
system’s wealth and tax effort.

¢. Level three would allow even more local sup-
port, but the state would not contribute to that effort.

2. Increase local school board taxing authority
without voter approval (property or sales) to assure
sufficient funding for level one, but require voter ap-
proval to fund levels two and three.

3. Weight the amount per pupil to increase funding
for "at-risk" students (based on low income families and
free or subsidized school lunches) and for students in
grades K-3 to follow state policy for smaller classes.
Data was found to be inadequate to establish weighted
funding for special education students.

4. Require that local school systems contribute 35%
toward financing the MFP.

- 5. Phase in changes over a three- to five-year period
to reduce the impact of shifts in state aid. The consult- -
ant’s simulation model showed state aid would increase
an average of 17.8%, with 56 local systems receiving
more and 10 systems receiving less.



Proposed Legislation

No proposal has been introduced to change the MFP.
Several bills (all in commiitee of their house of origin)
would allow more local school support.

School Board Taxing Authority

HB 107 (Long), a proposed constitutional amend-

ment, would increase authority of local school boards to
levy property taxes without voter approval, from 5 to 25
mills (from 13 to 33 mills in Orleans). The present 5
mills has been adjusted following periodic reassessment
and now ranges from 2.5 mills to 9.2 mills (26 mills in
Orleans). These adjusted millages mean the impact of
HB 107 would vary among local systems.

Lowered Homestead Exemption

Five proposed constitutional amendments (HBs 123,
126, 130, 140 and 180) would lower the $7,500 homes-
tead exemption for school taxes. HB 123 (Laborde)
would lower the exemption to $5,000 for new and
renewed school taxes; it also would allow school boards
to increase the millages they now levy without voter
approval up to the original five mills. HB 126 (Landrieu)
and HB 140 (Stelly) would lower the homestead exemp-
tion to $3,000 for new and renewed school taxes; HB
140 would make exceptions for the poor and elderly. HB
130 (St. Raymond) would lower the exemption to
$3,000 but only for new school taxes. HB 180 (Martin)
would allow school boards to levy an additional 20
mills, with voter approval; the homestead exemption
(except in hardship cases) and the industrial tax exemp-
tion would not apply to this tax which would be subject
to voter renewal every 10 years, or 20 years if bonded.

Sales Tax Use im MFP: HB 532 (Long) would
repeal the present statutory prohibition that local school
sales tax collections cannot be considered in the MFP
formula. Local school systems derive more revenue
from the sales tax than the property tax, although the
sales tax proportion has decreased from 63% in 1983-84
to 54% in 1988-89.

Transportation Formula: HB 1010, the general
npm-nnrmhnn bhill. incudes $60.000 to contract with a

consuitant to study school transportation and devise a
formula. A 1989 appropriation was intended for this

purpose but funds were inadequate.

SB 697 would re-create in the Department of Educa-
tion an administrative unit on school transportation. The

previous bureau of transportation collected and/~
evaluated school transportation data as to safety and™ ~

efficiency of local operations. HB 1010 includes
$75,000 for the re-created transportation unit.

Comment

Numerous studies and court decisions have con-
cluded that all children should have equal access to
education opportunities. Louisiana’s $1.5 billion MFP
should equalize those opportunities but does not.

Louisiana’s constitution has specific provisions on
equal education opportunities. The preamble to the
education article states that the goal of public education
is to afford every individual an equal opportunity to
develop to his full potential, while provisions on the
MFP require that the formula allocate the funds
equitably to local systems.

A 1971 California case challenging the fairness of .

that state’s school aid formula began litigation in a
number of states during the 1970s; seven states were
found to have unconstitutional systems. The decade of
the 1980s concentrated on state funding of school

reforms in response to the "Nation at Risk" report, buta .
new wave of litigation began more than a year ago. State:.

courts found three states to have unconstitutional state

school aid methods. Litigation is pending in several
other states but not Louisiana. To avoid litigation and a
court-ordered plan, it is important that BESE and the
Legislature revamp the MFP.

BESE has sole prerogative to initiate MFP changes,
and it has indicated a willingness to do so by approving
the consultant’s report in principle. If possible, a phase-
in of a new MFP concept shouid begin this fall, or no

later than the beginning of the 1991-92 school year.

Equality in school financing is important, but it alone
does not assure quality schools. The 1988 Children First
Act includes many important school reforms to upgrade
quality--some to begin this fall and the others the fol-
lowing year. The act says these reforms will become
"null and void" unless the state funds the third and final
year of the teacher pay raise in fiscal 1990-91.

The Reorganization Act of 1977 placed the four state
funded public employee retirement systems and three of
the nine statewide systems in the Department of the
Treasury. The treasurer was authorized to review their
boards’employment, appointment, removal and assign-
ment of personnel and was given exclusive power to

"employ, appoint, remove, assign, promote, supervise,
and control actuarial and investment personnel" to assist
those systems with the approval of the systems’ boards..
The systems were required to pay a pro rata share of the" _
cost of added actuarial or investment personnel
employed by the treasurer.



HB 1139 (Bella), up for House vote, would repeal the
treasurer’s authority to review the personnel decisions
~+of the retirement system boards located in the treasury
* ‘department. The bill also would repeal the treasurer’s
exclusive authority to employ, supervise and control
actuarial and investment personnel for these Systems.
The system boards would have sole authority to hire
such personnel and other consultants. The bill, as
amended, would require a board to issue a request for
proposals or undertake a "diligent search” when hiring
consultants. The treasurer would be required to review
consultant contracts and make a written recommenda-
tion within 30 days.

HB 416 (Bella), up for House vote, would remove the
three statewide retirement systems (municipal police,
municipal employees and firefighters) from the Depart-
ment of the Treasury. The bill also would remove the
state guarantee of retirees’ benefits for members of the
municipal police and firefighters’ Systems..

Comment

While the treasurer’s office has not used the ex-
clusive power granted it to select actuarial and invest-
ment constultants for the retirement systems, it has
recently taken a greater oversight role in system opera-~

tions. The decisions of these member-dominated boards
affects billions of dollars in assets and the costs which,
in part, are borne by the taxpayer. It is imperative that
some entity in the executive branch have a meaningful
oversight role, not simply the right to review and com-
ment. The treasurer’s role in managing the state’s in-
vestments makes this a logical department to provide
such oversight.

It might be argued that the proposed removal of the
three statewide systems from the treasury department
would give them the same independent status as the
other six statewide systems now have. A stronger argu-
ment could be made for bringing those six systemsunder
the department to improve state oversi ghtand the poten-
tial for efficiencies through shared facilities, equipment
and expertise. A number of these other six retirement
systems are at least indirectly supported by state taxes
through pay supplements for members or dedicated
taxes.

Removing the state’s benefit guarantee for the police
and fire systems may seem to go along with the idea of
separaie organizational status, but in reality, the state
would probably still pick up the bill if the systems went
bankrupt.

g

A number of bills would provide exemptions or state
tax credits for property taxes paid on goods held in
business inventories. '

As shown in Table 3, these bills differ greatly as to
the inventories affected and the method of providing the
tax relief.

At present, business inventories are assessed at 15%
of fair market value (land and residential property are
assessed at 10%). Inventories représent about 9% of the
total statewide taxable assessed values and more than
$100 million in local property tax revenue.

It is impossible to determine accurately the fiscal
impact of all the current proposals. However, the most
comprehensive, HB 64 (Crane), would save business
about $100 million in taxes, and local governments and
schools would lose that much. : '

The proposals to exempt new and expanded inven-
tories would affect only future, but not current, collec-
Jons. The proposed credits against state taxes for taxes
paid on inventories would not reduce any local tax
collections, but the state would bear the revenue loss,

Comment

Many states have exempted inventories from taxation
for competitive reasons, and because such taxes are
difficult to administer, distort business operations and
create inequities among different types of firms.
Figure 1 shows that 34 states did not levy property taxes
on business inventories in 1989, and two others ex-
empted manufacturers’ inventories. Louisiana’s taxa-
tion of inventories is seen as a disincentive for new
business locating in the state, particularly for warehous-
ing and distribution facilities.

While removing taxes from inventories is widely
considered to be beneficial to business and Jjob develop-
ment, the major problem has been how to accomplish it
without hurting local governments. The impact can be
reduced by selectivity--excluding certain types of in-
ventories--and by phasing in the exemption. Any state-
mandated program which significantly reduced local
revenues would be difficult to justify.

Several of the inventory exemption proposals would
have little impact on local revenues but, likewise, they
would provide limited assistance to business. Further-




FIGURE 1
State Taxation of Business Inventories, 1989

- Business inventories not taxed. @D Only individuals and partners pay tax on inventories.
Manufacturers' Inventory exempt. @ Personal property not centrally assessed Is exempt.
Business inventories taxed. @ Municipalitiss may exempt businass inventories.

SOURCE: Gommerce Clearing House, Inc., "Slate Tax Guide."
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more, proposed exemptions only for new or expanded
business inventories could pose further inequities for
existing business.

Only HB 178 (Landrieu) would provide a broad
inventory tax relief program without affecting local
revenues. The impact of this tax credit proposal on state
revenues would be eased by a five-year phase-in. The
credit likely would cost the state somewhere between

$50 million and $75 million by the fifth year.

A report issued in April 1990 by Financial World
magazine ranked Louisiana 49th of the 50 states regard-
ing its management of state finances. "Louisian»
belongs in another country” according to the five-mont. .
survey. States were evaluated like individual businesses
and comnared with other states hased on the skills and




SB 500 (Jefferson)

SB: 106 (Kelly)

system.

SB.700 (Jefferson)

- agencies in‘state government:

HB164 (LaBorde)
HB 165 (Landrieu):
SB 8 (Ewing)

Proposals to Deal with Management Deficiencies

Long-Range Planning
Would create six estimating: conferences b(eco‘rllomic, demographie, education, health arnd social
services; criminal justice and fransportation) to develop long-range forecasts. for use by: state
agencies in preparing annual operating and capital outlay budget requests. S % .
Information:Resources Management
Would create the office of information resources management in the Division of Adrﬁirﬁstraition;
provide for a chief information officer, create the state budget and program review ‘committee;
and establish standards and guidelines to implement: a. comprehensive statewide information
Centralized Computer Data Base
Would create the centvralkd’ata’ base commission in the executive branch to design a statewide data
" base consisting: of financial, economic, demographic and sociological information accessible to all
Rainy Day Fund

Wduld create a Rainy Day Fund from excess mineral revenues above a stipulat‘ed BaSe. These bills
were analyzed indetail in PAR s “*Legislative Bulletin” of May-11, 1990 (Vol. 38, No. 4).

efficiencies with which management tools are used. The

survey included interviews with state treasurers, budget
-~ officers, and other government officials. Financial
‘l‘-_Vorld also analyzed the budgets of all 50 states.

States given high marks by the report included
Maryland, ranked number one, Utah, Minnesota, Pen-
nsylvania and South Carolina. These states have long-
range budget estimates up to five years, rainy day funds,
high bond ratings and centralized accounting systems.
Utah is scheduled to retire all of its state debt by 1996
and has the highest bond rating in the country. South
Carolina and Maryland were credited with attracting
businesses to their states. In 1989, 800 firms invested
nearly $3 billion in South Carolina alone.

The report criticized Louisiana for having no central-
ized computer system, no rainy day fund, no perfor-
mance evaluation system, and no long-range planning.
In addition, Louisiana has the second lowest bond Tating
in the country, only ahead of Massachusetts.

Comment

The package of proposed management bills would
address a number of the deficiencies cited in the Finan-
cial World report, with one exception.

' The state should implement a system whereby
decisions could be made concerning the future impact
of revenue and spending decisions. It would alert the

state to potential crises and allow the state to establish
goals and objectives and design strategies to achieve
them. SB 500 (passed Senate) proposes such a system.
The economic data conference proposed in SB 500,
however, could conflict with the economic forecasts of
the present Revenue Estimating Conference (REC). The
REC should expand its current estimates to include
five-year forecasts for revenues and expenditures,
eliminating the need for a duplicative economic estimat-
ing conference. The REC’s economic forecasts would
be the official forecast utilized by each state agency in
preparing long-range plans.

SB 106 would provide a method for a centralized
information system and would provide a review and
approval mechanism to ensure all executive agencies

‘conform to established guidelines.

The proposed centralized data base (SB 700, passed
Senate) would provide the basic information needed in
the long-range planning envisioned in SB 500. While
the bill does not specify staffing for this effort, it would
be a logical function of the Office of State Planning,

No bills have been introduced to evaluate petfor-
mance of state programs and services, perhaps because
the state already has laws on the subject, but they are
either inoperative or ineffective. The Legislative Fiscal
Office and the State Budget Office are assigned this
responsibility. Also, the state has a "sunset" review law
whereby the Legislature is to review department
programs and operations on a scheduled basis.
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