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SUMMARY

Synopsis of Bill

House Bill 797 amends the Public School Finance Act and provides that school districts that
have military installations may retain 100% of their Impact Aid receipts received for federaly
connected children.

Significant Issues

New Mexico is considered an “equalization” state by the federal government and, thus, is al-
lowed to take credit for eligible federal funds such as forest reserve and federal impact aid. To
be able to take credit for eligible P.L. 874 funds, the state must satisfy disparity criteria adopted
by the federal government. Should the state fail to meet the criteria, it will be unable to take
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credit for a percent of the digible P.L. 874 funds, which in FY 03 totaled $48.8 million, of which
$2,830.2 was received by school districts having military installations within the school district’s
boundaries. According to SDE, enacting this bill would not immediately jeopardize the state's
ability to retain its designation as an equalized state. BUT, according to SDE, the state must
qualify annually, and the provisions of this bill could eventually impact the state’ s ability to meet
the disparity criterion set forth by the federal government.

The state provides the lion’s share of funding of New Mexico's public schools, and the New
Mexico Public School Funding Formulais used to distrib ute state support. The formulais an
equalization formula and considers all available funds to ensure that “equality” of educational
opportunity is maintained. To accomplishthis, the formula takes credit for 75% of eligible fed-
eral fundsincluding P.L. 874 Impact Aid funds, which in FY 03 totaled nearly $48.8 million.
The SDE analysis points out that all P.L. 874 payment to New Mexico school districts totaled
$84.5 million in FY 03. The state took credit for 57.8% of al funds and only 75% of eligible
funds with school districts retaining nearly $35.6 million (See SDE Chart 1). Of the 25% re-
tained by school districts, 5% may be used for operational purposes and 20% must be used for
capital outlay projects. (See OTHER SUBSTANTIVE ISSUES below.)

FISCAL IMPLICATIONS

If this bill is enacted, school districts receiving Impact Aid that do not have military installations
within their borders, and non-P.L. 874 districts would have the state support provided to them
reduced by $2,830.0, or the state would have to increase its support to avoid reducing the flow of
state revenue for support of public schools. The bill does not indicate, but, presumably, its pro-
visions would become effective beginning fiscal year 2004. This loss in credits would be recu-
ring. (See SDE’'s Table 1, attached.)

TECHNICAL ISSUES
In its analysis, the SDE makes three significant observations:

Impact Aid is not generated because a school district has a military installation but be-
cause students within the district meet federally established criteria;

The bill does not reflect the actual procedure of budgeting the corresponding additional
revenues that are retained by school districts as aresult of the reduction from 95% to 75%
in credits taken by the state; and

The bill is technically incorrect because al districts receiving Impact Aid retain it. Then,
the State Equalization Guarantee (SEG) is reduced accordingly.

OTHER SUBSTANTIVE ISSUES

Until the early 1950's, funding of public schools was considered alocal responsibility and fi-
nancing their activities relied amost solely on local resources. At this point, according to the
Education Commission of the States (ECS), states became more actively involved in public
school finance although the use of state resources remained minimal in most states. State par-
ticipation in funding public schools increased following the early 1970’ s Serrrano vs. Priest deci-
sion, which held that the quality of a child's education should not be determined by the accident
of hissher birth. This California court decision led some states, like New Mexico, to take steps to
avoid litigation on the quality of education issue and to ensure compliance with provisions of the
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state constitution. Thus was born the New Mexico Public Schools Funding Formula that was
enacted in 1975, and was the culmination of a decade-long search for the “most appropriate”
mechanism to distribute state support.

Twenty years following the Serrano decision, more than 25 states had been sued with the law-
suits claiming violations of state constitutions that required uniform systems of public education.
Not all states sued were found in violation of state constitutions, but interest in obtaining greater

state support for public education has increased in most of the nation’s 50 states.
POSSIBLE QUESTIONS

1. If this bill is adopted, will disequalization among New Mexico school districts even-
tually occur?

2. Given current economic conditions, can the state afford a $2,830.2 hit?

3. What might happen if the state doesn’t have funds to replace the $2,830.0 loss in
credits?
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