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BILL SUMMARY

Synopsis of House Education Committee Amendment

The House Education Committee Amendment to SB30 (SB30/aSFL#1/aHEC) strikes all items of
Senate Floor Amendment #1 and sets a minimum state match of 6 percent.

Svynopsis of Senate Floor Amendment #1

Senate Floor Amendment #1 (SB30/aSFI#1) amendment number 6 attempts to set a minimum state
match of 6 percent. However, the amendment also makes several changes to the five-year phase
in of the new “phase two” formula, which Legislative Council Service (LCS) indicated were
technical in nature; however, the amendments have several unintended consequences and it only
sets a minimum of 6 percent for the “phase one” formula, which already has a minimum of 10
percent. The sponsor is working with LCS and LESC on a technical clean-up amendment.

Synopsis of Original Bill

Senate Bill 30 (SB30) proposes to replace the current state and local match formula in the Public
School Capital Outlay Act (PSCOA) for capital outlay awards made pursuant to the PSCOA. This
formula would phase in over five years. The new formula adjusts the state and local match to more
accurately reflect each school district’s ability to pay for public school capital outlay projects. The
current calculation is based on the net taxable value for a school district and the number of students
enrolled during the immediately preceding year. The new calculation is based on the net taxable
value for a school district for the prior five years, the maximum allowable gross square foot per
student, the replacement cost per square foot, and the school district population density.

FISCAL IMPACT

SB30/aSFI#1/aHEC does not contain an appropriation.
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SB30/aSFI#1/aHEC will not change the total amount of available public school capital outlay
funding. It will change the proportion of state and local funding to potentially allow the state to
fund more projects.

Using the 2017-2018 state and local match formula, the average state share is 43 percent and the
average local share is 57 percent. After full implementation of the proposed formula in FY23, the
average state share would be 37 percent, and the average local share would be 63 percent.

SUBSTANTIVE ISSUES

Overall, the updated formula could allow the Public School Capital Outlay Council (PSCOC) to
fund more projects by shifting a larger share of the cost of PSCOC-funded projects to school
districts that can afford it. SB30/aSFI#1/aHEC addresses some of the inequities brought forth by
the Zuni lawsuit by reducing the state match percentage for school districts that are able to build
above adequacy and increasing the state match for other districts. The current standards-based
public school capital outlay program was developed and established partially in response to a 1998
lawsuit filed in state district court by Zuni Public Schools and later joined by Gallup-McKinley
County Public Schools and Grants-Cibola County Public Schools. State district court Judge
Joseph Rich found, in a partial summary judgment rendered in October 1999, that through its
public school capital outlay funding system, which relied primarily upon local property tax wealth
to fund public school capital outlay, the state was violating that portion of the state constitution
that guarantees establishment and maintenance of a “uniform system of free public schools
sufficient for the education of, and open to, all children of school age” in the state. The court
ordered the state to *“establish and implement a uniform funding system for capital
improvements... and for correcting past inequities” and set a deadline at the end of the 2001
legislative session. The court appointed a special master to review the state’s progress.

In 2001, the Legislature established the Deficiencies Corrections Program to identify and correct
serious deficiencies in all public school buildings and grounds that may adversely affect the health
or safety of students and school personnel. The following year the court-appointed special master
reported the state was making a good faith effort to comply with the court’s order and “has made
great strides.” Nonetheless, lower wealth districts were concerned that the new system would
actually exacerbate facilities disparities among districts. The additional state funding would not
change the low-wealth districts’ limited bonding capacity, but might enable higher wealth districts
to use their bonding capacity for superior facilities.

In 2003, the Legislature enacted a state share funding formula to take into account the availability
of school district revenues from both bond levies and direct mill levies that support capital outlay.
Relying primarily on the relative property tax wealth of a school district as measured by assessed
property tax valuation per student, the funding formula calculation also takes into account the total
mill levy applicable to residential property of the district for education purposes.

During the 2015 interim, the Public School Capital Outlay Oversight Task Force (PSCOOTF)
convened a subcommittee to study the capital outlay funding formula. The subcommittee
contracted the Bureau of Business & Economic Research (BBER) at the University of New
Mexico to conduct an assessment of the current capital outlay funding formula. BBER’s
assessment concluded: “While the formula is being correctly applied, there are reasonable
concerns that the formula does not make the most effective use of state resources and does not
provide predictability necessary for long-term planning.” The assessment identified two factors
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in the formula that could potentially be the source of the problems. First, property tax valuation
may not be the best measure of a school district’s “ability to pay,” and property valuations are
subject to significant fluctuations when commodities such as oil and gas extraction comprise a
large share of property valuation. Second, the formula does not account for differences in the per-
student facility construction and maintenance costs.

SB30/aSFI#1/aHEC uses BBER’s assessment to amend the public school capital outlay funding
formula. The current formula, pursuant to Subsection 5 of Section 22-24-5 NMSA 1978, is
amended to become the “phase one formula” to calculate the school district and state share of
capital outlay projects. SB30/aSFI#1/aHEC adds a “phase two formula” to a new Subsection 7 to
the Public School Capital Outlay Act for this purpose (page 12, line 3 through page 13, line 7).
By FY23, school district shares of capital outlay projects will be calculated according to the “phase
two formula.” There will be a five-year shift from the “phase one formula” to the “phase two
formula” starting in FY 20, as outlined in a new Subsection 8 (page 13, line 8 through page 14, line
12). The five-year phase in will allow school districts and charter schools time to adjust to the
new funding requirements. The new “phase two formula” more accurately reflects a school district
or charter school’s ability to pay for public school capital outlay and accounts for differences in
per-student facility construction and maintenance costs.

SB30/aSFI#1/aHEC provides parameters for the calculation of the phase two formula by adding
definitions for the maximum allowable gross square foot per student, replacement cost per square
foot, school district population density, and school district population density factor.

The phase two formula value (state match) for each school district includes three calculations:

1. The sum of the final prior five years net taxable value for a school district multiplied by
nine ten-thousandths;

2. The maximum allowable gross square foot per student multiplied by the replacement cost
per square foot, divided by 45; and

3. The result of calculation one divided by the result of calculation two.

If the final result of calculation three is a value equal to or greater than one, the phase two formula
value (state match) is O percent. According to the Public School Facilities Authority (PSFA), a
result of equal to or greater than one indicates that a district is able to cover more than 100 percent
of their annualized amortization costs with their debt service revenue at a rate of 4.5 mills.
However, SB30/aSFI#1/aHEC sets a minimum state match of 6 percent, so all districts with a
calculated state match of less than 6 percent will be revised upward to 6 percent.

If the final result of calculation three is greater than ninety-hundredths but less than one, the phase
two formula value (state match) is one minus the unweighted local match, pursuant to calculation
three. According to PSFA, if the final result of calculation three is less than ninety-hundredths,
the phase two formula value (state match) is weighted to account for population density using the
most current tract level population estimates published by the US Census Bureau, and then
estimated by PSFA, the following modifications are made to increase the state match for rural
districts:

e Ifadistrict has 0-15 people per square mile, an additional 12 percent is added to the phase
two formula value.

e [fadistrict has 16-50 people per square mile, an additional 6 percent is added to the phase
two formula value.
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e |f a district has more than 50 people per square mile nothing is added to the phase two
formula value.

Any adjustments made to the state share from the population density result in a decreased local
match percentage to account for higher construction and maintenance costs in rural areas.

The implementation process for the phase two formula is planned as follows:

e FY19 - 100 percent of phase one formula;

e FY20 - 80 percent of phase one formula and 20 percent of phase two formula;

e FY21 - 60 percent of phase one formula and 40 percent of phase two formula;

e FY22 - 40 percent of phase one formula and 60 percent of phase two formula;

e FY23-20 percent of phase one formula and 80 percent of phase two formula; and
e FY24 -100 percent of phase two formula.

SB30/aSFI#1/aHEC sets a minimum state match of 6 percent, and 30 of the 89 school districts will
receive the minimum 6 percent (see Attachment 1). This does not preclude the school district from
applying to the PSCOC for funding and requesting a waiver of a portion of their local match, if
they qualify (see Attachment 2 for current waiver criteria). To be eligible for a local match waiver
for standards-based funding, school districts must meet one of three requirements:

1. If the mill levy is equal to or greater than 10.0; OR

2. If the MEM count is equal to or less than 800, and
o the percent of free or reduced fee lunch is equal to or greater than 70 percent, and
o the state share is less than 50 percent, and
e the mill levy is equal to or greater than 7.0; OR

3. The school district has an enrollment growth rate over the previous school year of at least
2.5 percent, and
e pursuant to its five-year facilities master plan, will be building a new school within
the next two years, and
e the mill levy is equal to or greater than 10.0.

Twenty-nine districts currently have state shares greater than 50 percent, which makes them
ineligible for a waiver under the second option for meeting waiver requirements; however, nothing
precludes these districts from meeting waiver requirements through option one or option three.
For example, school districts could bond themselves so that they have a mill levy equal to or greater
than 10 to be eligible for a waiver through option one. The phase two formula in
SB30/aSFI#1/aHEC would result in four additional districts becoming ineligible for a wavier under
option two: Cobre, Cuba, House, and Roy. As noted earlier, these districts could potentially be
eligible for a waiver under options one or three.

According to PSFA, to maintain the current FCI of 34.35 percent of the 61 million square feet of
existing school learning facilities, approximately $445 million must be spent annually on facility
and building systems renewal. While the total amount of PSCOC funding will remain unchanged,
the cost of the state share of projects funded by the PSCOC depends upon which school districts
or charter schools apply for funding and the state and local match requirements of eligible projects.
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ADMINISTRATIVE IMPLICATIONS

SB30/aSFI#1/aHEC shifts the responsibility of calculating the state and local shares for PSCOC
projects from the Public Education Department (PED) to the PSFA. While no additional FTE
would be needed, this adjustment would increase the responsibilities and duties of the PSFA. PED
supports this administrative change.

SOURCES OF INFORMATION
e LESC Files
e Public School Facilities Authority
e Public Education Department

MCR/rab
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