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August 27,2008

Karen Rue, Ed.D.
Superintendent, Northwest Independent School District and
Chair, Fast Growth School Coalition

Madam Chair, Mr. Chairman and Committee Members:

My name is Karen Rue and I am Superintendent of the Northwest Independent School District
and Chair of the Fast Growth School Coalition. We appreciate the attention the two Committees
are giving the issues in its joint Charge that are important to the future of public education in
Texas:

Review and make recommendations that address the state's facility infrastructure needs
for public schools, ensuring that funding remains stable, reliable and equitable. Examine
the need for funding adjustments for factors that affect the need for facilities, such as fast
growth, age and condition of facilities, adequacy of space, construction and land costs,
and concentration of students requiring smaller class sizes. Assess the impact on property
taxpayers of “rolling forward” the Existing Debt Allotment (EDA) each session and the
change in biennial appropriations for the Instructional Facilities Allotment (IFA).

The definition that we use to determine eligibility for membership in the Fast Growth School
Coalition is the following:
1. Enrollment growth of 10 percent or more over the last five years (slightly faster than the
state average) or, alternatively
2. Growth by 3,500 or more students over the last five years, and
3. Enrollment of at least 2,500 students.

There are 112 school districts that meet this definition for the 2007-08 school year. (A listing of
school districts sorted by county is attached.) These districts enrolled 1.9 million of the state’s
4.6 million public school students last year, exclusive of charter schools. These 112 districts
grew by about 392,000 students between the 2002-03 and 2007-08 school years, averaging about
a 25 percent increase per district over the five-year period.

A simple statistic indicates the unique role that fast-growing school districts find themselves in:
the other 925 school districts currently enroll 2.6 million students but saw their enrollment drop
by 9,211 students over the last five years. (See Table 1.) Given the fact that it is the
responsibility of our public schools to enroll and educate all students—we can’t send students
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home because we don’t have classroom space for them—it is not surprising that the focus of the
Fast Growth School Coalition has been addressing the need for school facilities.

Fast-growing school districts appreciate the support that the state has provided through the
Existing Debt Allotment (EDA) and Instructional Facilities Allotment (IFA) programs. These
programs have provided local tax relief for eligible school districts through a direct state subsidy
of debt service payments required on voter-approved bonds used for school construction. These
funds can only be used to reduce local I&S taxes, so they are a direct form of tax relief in
districts with outstanding bonds for school construction. The mechanism used is nearly identical
to the tax compression approach adopted for M&O taxes in House Bill 1 in 2006.

At the same time, we do not see the progress on M&O tax compression that has occurred over
the last three years reflected in the 1&S (interest and sinking fund) taxes for many school districts
with high I&S taxes to pay off bonds used to construct or renovate schools. The 2007-08 1&S tax
rate for the 122 fast-growth districts averages approximately $0.29, about 10 cents above the
average for the remaining 925 school districts. This results in large part because the level of state
support per student for the EDA and IFA programs has not been increased since 1999.

The “roll-forward” of EDA to cover new debt each biennium has been helpful, as have the
several rounds of IFA awards. But the fact that the yield of $35 per ADA has not changed in
nearly a decade means that fewer school districts are eligible for state support each year as
property values increase and those currently receiving state support end up with less state
funding each year. Currently, only 68.4 percent of our students attend school in districts that are
eligible for state facilities support and this percentage continues to decrease each year. (See
Table 2.) We view the yield issue as the unfinished agenda of property tax relief for districts with
high levels of I&S taxes.

The Coalition would make the following suggestions as far as priorities for facilities funding:

1. The roll-forward of EDA is essential. The issue before you in January will be to
consider providing state support for bonds that have been issued in the 2007-08 and
2008-09 school years, which will extend the coverage of the current EDA program which
is limited to debt issued through 2006-07. The ideal solution from a planning perspective
would be to provide for a recurring EDA rollover each biennium so that continued
funding becomes less of a guessing game each year.

2. The 29-cent cap on EDA support needs to be eliminated. EDA support currently is
capped at a calculated tax rate of 29 cents, which means that no state support is provided
for local 1&S taxes in excess of this level. Elimination of the cap would simply allow
these districts to use EDA funds for lowering the I&S tax rate they adopt locally.
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3. Consideration should be given to merging the IFA program into EDA, with some
up-front funding for property poor districts. The IFA program could be eliminated
and all districts funded under EDA, but only if sufficient funding was provided to allow
property-poor districts to meet their debt service costs in the first one to two years after
they issue their bonds while awaiting EDA eligibility. There are school districts that
simply do not have the tax base to meet their initial debt service costs while awaiting
EDA eligibility and addressing the needs of these districts would be essential in coming
up with a consolidated facilities funding program. In order to make this work, automatic
roll-forward on EDA funding as noted previously would also be required.

4. Another round of IFA funding is needed. In the event that a consolidated facilities
program is not created, future funding for the IFA program is needed. For the second year
of the current biennium, an $87.5 million appropriation was provided for IFA awards.
These prospective awards are made on a wealth-adjusted basis, with property-poor
districts receiving priority. While many of these awards go to districts that are not fast-
growing, we recognize the need that many school districts have for replacement and
renovation of older school facilities.

5. The $35 yield for the EDA and IFA programs needs to be increased and indexed to
future property value growth. As noted earlier, the fixed $35 yield per ADA per penny
of I&S taxes has resulted in fewer districts being eligible for state facilities support and
reduced state aid for those receiving this support as local tax bases have continued to
grow. One possible long-term goal would be to link the state percentage of state and local
funds for M&O revenues to that provided for I&S funding. Given that the current M&O
goal appears to be a 50/50 state and local split on average, this percentage could be
applied to the I&S side as well. This will require some phase-in, since the current state
percentage of I&S funding (2006-07) is about 21 percent of total school district debt
service. (See Table 3.) But it would address the parity issue between districts forced to
construct schools to accommodate growing enrollments and those districts for which this
is not a major issue and narrow the 10-cent average 1&S tax rate difference between these
two sets of school districts.

6. Funding for opening new campuses needs to be continued and expanded. What is
referred to as the “New IFA” or NIFA program provides $250 per ADA annually for new
students on newly-opened campuses during the first two years of operations. There is a
$25 million annual cap for this program, with an additional $1 million annual
appropriation provided for each year of the current biennium. This program is very
beneficial, but the $250 per ADA student amounts falls short of what it costs to open a
new campus. The original research a decade ago suggested a $500 per ADA award,
which is what we would recommend to you. One of the reasons this has become
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important is that fast-growing districts no longer receive any first-year financial benefit
from growth in their local tax bases. One additional recommendation is that the current
cap be eliminated, since it has resulted in proration of these funds below the $250 per
ADA level on several occasions since the program was created.

7. Avoid additional mandates on the construction of school campuses. The cost of
constructing school campuses has risen dramatically in recent years due to increases in
materials and operating costs such as fuel. A number of bills were offered in 2007 that
would have required public schools to adopt different types of “green” building standards
for school construction. I can assure you that school districts are doing everything they
can to manage energy and water costs in an aggressive manner, simply because we need
every dollar we have for other operating expenses. What we have observed of the various
certification standards such as the LEED program is that they go far beyond what we feel
many of our voters are likely to find necessary in order to make our campuses energy
efficient and environmentally friendly. Given that local elections on bond issues are the
starting point for the construction of school facilities, these local viewpoints must be
carefully considered. Incentives to participate in these programs would be fine, but we
would encourage staying away from mandating these programs without additional state
support.

8. Consider modifying or abolishing the 50-cent test required before issuing bonds.
While this falls into the category of a technical issue, school districts are required to show
the Attorney General’s Office that they can retire all existing debt and any anticipated
bond issue with a 50-cent I&S tax rate. While several of the measures we have
recommended above would help alleviate this problem, and future local value growth
results in almost no district exceeding a 50-cent I&S tax rate, we have heard from some
districts that the 50-cent test has required them to issue bonds with longer maturities or
take additional steps that may not be the best approach to managing their debt.

Again, we appreciate the work of these two Committees on what is clearly an important issue for
Texas public schools. We would be happy to assist you in this effort in any way that you might
find helpful.

e ]
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Table 1: Five Year Enrollment Growth, 2002-03 through 2007-08

Five-Year Five-Year
2002-03 Student 2007-08 Student Enrollment Percent
Enrollment Enrollment Difference Change

Non-Fast

Growth 2,657,837 2,647,701 -9211 -0.3%
Districts

Table 2: Percent of Students within EDA and IFA Program at $35 Yield

Z007008 :
=
2006-07 72.5%

School Year Yo of Students @ $35 Yield

Table 3: IFA and EDA State Share as a Percent of Total Debt Service

% of EDA and IFA State
School Year Funding of Total Debt Service

RS

2003-04 C 24.8%
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