NEW MEXICO

LEGISLATIVE
FINANCE

Legislative

ucation

' Study Committee
COMMITTEE
David Abbey, Director, LFC Gwen Perea Warniment, Director, LESC
Sunny Liu, Senior Fiscal Analyst, LFC Tim Bedeaux, Senior Policy Analyst, LESC

2023 Legislative Staff Proposals

Presented to the
Public School Capital Outlay Oversight Task Force

September 20, 2022




NEW MEXICO

LEGISLATIVE

islative

#cation

Study Committee

Presentation Outline
1. Background

I.  Fund Balances and Awards
ii.  Waivers and Phase Two Formula Changes

2. Local-State Match Formula

. Problem Statement
ii.  Staff Scenarios

3. Legislative Offsets
I. Problem Statement
ii.  Staff Scenarios

4. Other PSCOC Programs




NEW MEXICO
LEGISLATIVE
WFINANCE
COMMITTEE

Public School Capital Outlay Fund

gislative

cation

Study Committee

Public School Capital Outlay Fund (PSCOF) Balance
(in millions)

FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25
PSCOF Uncommitted Fund Balance at End of Year Estimated Uncommitted Fund Balance
Source: PSFA
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Applications for PSCOC Awards

Annual PSCOC Funding Awarded
(in millions)
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Section 22-24-5 NMSA 1978 authorizes PSCOC to Requests for Waivers or Advances

adjust the local share requirement if the district has 12
made a good-faith effort to use all local resources and 1
meets other waiver criteria (i.e. enrollment, poverty,
millage, FMP priority).

PSCOC has recently received requests to waive local
match requirements following the change in the local-
state match formula in FY18.

o N B~ OO

More waiver requests are likely symptomatic of
changes to the formula, which shifted more of the
burden of capital costs from the state to local districts.
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Addressing the local-match formula will be a more m\Waivers 0 Advances
systematic and direct solution than creating waiver
policies to address individual district needs.

Source: PSFA


https://www.nmlegis.gov/Legislation/Legislation?Chamber=S&LegType=B&LegNo=30&year=18
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Phase Two State Match Formula

Laws 2018, Chapter 66 (Senate Bill 30) established a
new formula (Phase Two) to adjust the local district
share of costs for school capital projects.

The intent of the new formula was to establish greater
equity among districts in response to the Zuni lawsuit.

The changes occurred at a time where PSCOF
revenues were low and trending downward.

The new formula increased the local share for most
districts and further increased the local match for many
micro-districts already with a 90 percent match rate.

As an unintended consequence of this transition, more
districts are now having trouble affording their local
share of projects.

FY18
(Phase 1)

FY23

(current)

FY24

(final after
phase-in)



https://www.nmlegis.gov/Legislation/Legislation?Chamber=S&LegType=B&LegNo=30&year=18
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Albuquerque
43% to 94%

Farmington
to 71%

29%

Gallup
12% to 20%

Quemado
90% to 94%

Change in Local Match Requirement (Phase 1 to Phase 2)
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Phase Two Formula Assumptions

The Phase Two Formula makes several assumptions that may not reflect reality and may require

further study:

Districts’ “ability to pay for facilities” is

assumed to be an average of 4.5 mills per [JEEIT#®

year over 5 years.

The cost of replacing facilities is equal to

the total allowable gross square footage in But...

a district times $307.47 per square foot.

Districts will spread out the replacement of
all of their facilities on a 45-year basis.

But...

A 4.5 mill rate requires districts to take full
advantage of SB9 (two-mill levy) and partial
advantage of HB33 (up to 10 mills). Most
districts only have a two-mill levy, some districts
have no capital mill levies

The average cost of construction is likely
greater than $307.47 per square foot, especially
in the wake of the pandemic

Districts with long-standing deficiencies have a
greater urgency for funds, requiring a larger
investment immediately, not spread over 45
years
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: : : The current formula assumes a cost
Public School Construction Project Cost per Sq. Ft. of $307.47 per sq. ft.

$800

A regression analysis of actual

$700 * : .
construction costs per sq. ft. over time
$600 ¢ suggests the current average cost to
£ $500 . < construct a school is about
- 425 per sq. ft.
3 $400 . ® o o e — 50001 5425 per sq
) S A o R=0.33 . : :
% $300 “ o ‘.. o gt RO . 0 This is subject to many conflating
S $200 , 200 lR T .0 i factors like rurality and soil type.
0 $100 od Y AP °
o o © The regression suggests construction
$0 prices increase by about
S o33 2c-co2I2E2T2EIA $18 per sq. ft. per year.
O O O O O O O O O O O O O o o o o
AN AN AN AN AN N N N N N N N N N N N

This model is statistically
significant at the p < 0.001 level.

Source: LESC Analysis of PSFA Data
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Local-State Match Formula Scenarios

Problem statement: The transition to the Phase Two formula increased the local share for PSCOC project funding
significantly. Many school districts can no longer afford their local share of projects, reducing participation statewide.

Est. Change in

Short-term Legislative Options Average Local
(2-3 year sunset) Match Rationale

Option 1: Reduce the local match by a flat 70% 46% Districts need a simple fix that immediately
30 percent (50 percent for micro-districts) °0— 2 decreases their local match

Option 2: Decrease facility life from 45 years to 30
years or reduce mill levy rates from 4.5 mills to 3
mills (or 50 percent local match for micro-districts)

Facilities are often replaced before 45
) 0
70% — 50% years and few districts levy 4.5 mills

Option 3: Increase cost per sq. ft. assumption from
$307 to $425 (or 50 percent local match for micro- 70% — 53%
districts)

The cost of construction has increased in
recent years




NEW MEXICO

LEGISLATIVE g|s|at|ve

FINANCE t|0|‘|

COMMITTEE Study Committee

Formula Options

District Local Match Scenarios
(sorted by local match rate)

100%
90%
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Zuni
Grady**
Floyd
Hatch
Gallup
San Jon**
Magdalena
Dexter
Hagerman
Elida**
House**
Maxwell**
Tularosa
Melrose
Grants
Pojoaque
Socorro
Penasco
Gadsden
Texico

Las Vegas West

B Projected Local Share (FY24) OOption 1: 30% Flat Reduction (50% for Micro) @Option 2: Reduce Facility Life or Levy Rate (50% for Micro) @ Option 3: Increase CSF $307 to $425 (50% for Micro)

**Denotes micro-district, or district with less than 200 students
Source: PSFA, LFC, LESC
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District Local Match Scenarios
(sorted by local match rate)
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B Projected Local Share (FY24) OOption 1: 30% Flat Reduction (50% for Micro) @Option 2: Reduce Facility Life or Levy Rate (50% for Micro) @ Option 3: Increase CSF $307 to $425 (50% for Micro)

**Denotes micro-district, or district with less than 200 students
Source: PSFA, LFC, LESC

Las Cruces
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Formula Options

District Local Match Scenarios
(sorted by local match rate)

100%
90%
80% M —
70% — M
60% u — i
50% - u E T E
40%
30%
20%

10%

0%

Rio Rancho
Espanola
Hobbs
Logan
Cobre
Albuquerque
Artesia
Aztec
Bernalillo
Bloomfield
Capitan
Carlsbad
Carrizozo**
Chama
Cimarron
Clayton
Cloudcroft
Corona**
Des Moines™*
Dora

Dulce
Eunice

B Projected Local Share (FY24) OOption 1: 30% Flat Reduction (50% for Micro) BOption 2: Reduce Facility Life or Levy Rate (50% for Micro) @Option 3: Increase CSF $307 to $425 (50% for Micro)

**Denotes micro-district, or district with less than 200 students
Source: PSFA, LFC, LESC
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Formula Scenarios

District Local Match Scenarios
(sorted by local match rate)

100%
90% a
80% M
70% m - - i _
60%
50% _— - - T -
40%
30%
20%
10%

0%

Fort Sumner
Jal

Lake Arthur**
Las Vegas City
Lordsburg
Los Alamos
Loving

Mesa Vista
Moriarty
Mosquero**
Mountainair
Pecos
Quemado**
Questa
Reserve**
Ruidoso
Santa Fe
Silver

Taos

Tatum

Truth or Conseq.
Vaughn**

Jemez Mountain**

B Projected Local Share (FY24) OOption 1: 30% Flat Reduction (50% for Micro) @Option 2: Reduce Facility Life or Levy Rate (50% for Micro) @ Option 3: Increase CSF $307 to $425 (50% for Micro)

**Denotes micro-district, or district with less than 200 students
Source: PSFA, LFC, LESC
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Formula Scenarios Discussion

Problem statement: The transition to the Phase Two formula increased the local share of PSCOC projects significantly. Many
school districts can no longer afford their local share of projects, reducing participation statewide.

Short-term Legislative Options Policy Issues

The across-the-board reduction will provide an equal benefit to all districts
but could reduce local matches for districts with relatively higher property
valuations and local capacity (e.g. Santa Fe, Jal, etc.).

Option 1: Reduce the local match by a flat
30 percent (50 percent for micro-districts)

Option 2: Decrease facility life from 45 years
to 30 years or reduce mill levy rates from 4.5
mills to 3 mills (or 50 percent local match for

micro-districts)

Adjusting formula components to closer reflect actual mill levy rates or facility
lifespans decreases the local match rate for many districts but has a lower
effect on districts with higher property valuations per pupil (e.g. Eunice,
Vaughn, Cimarron, etc.).

Option 3: Increase cost per sq. ft. assumption
from $307 to $425 (or 50 percent local match
for micro-districts)

Adjusting formula components to closer reflect actual construction costs
decreases the local match rate for many districts but has a lower effect on
districts with higher property valuations per facility square foot (e.g.
Bloomfield, Chama, Capitan, etc.)

@fﬁ'%ation

Study Committee
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Offsets for Direct Appropriations

Section 22-24-5 B. (9) NMSA 1978 requires Legislative Offset

PSCOC to reduce award amounts by the amount e%ftﬂgxzand;e ®

of direct capital funding districts receive. 50%
Legislators often give school districts direct % — 50%
appropriations in annual capital outlay bills, 3 10%

sometimes unintentionally creating an offset.
30%

Districts have the option to refuse these
appropriations, but few do so.

20%

$1349 3

- : 10%
Offsets are cumulative and have become cost- 1 I Sl B s I 0%
prohibitive for some districts. P E5RL8E 52T ePe88EBggTEgc
So 2282 scEs <c¢3c8NT5601595 8
S5<s58 2T8 ©C5IgTTF®T  28FS§
<

mFY23 Offset Balance

O Offset Balance as a percent of FY23 Prog. Cost.



https://nmonesource.com/nmos/nmsa/en/item/4368/index.do#!b/22-24-5
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Legislative Offsets Over Time

Total Outstanding Offsets by Age
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O Offsets Older than 5 Years

@ Offsets Newer than 5 Years

$46,470.0

Source: Public Education Department (PED)
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Problem statement: School districts decide not to participate in PSCOC programs after discovering
legislative offsets will reduce their state award. Offsets are permanent but intended to equalize access to
capital resources, given disparities in legislative support for individual districts.
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Reduction in

Outstanding Offsets

Legislative Options (Est. Cost) Rationale
Option 1: Sunset offsets to forgive outstanding offsets $74.2M — $46.5M | Encourages participation for
older than 5 years ($27_7|\/|) districts with older offsets
Option 2: Credit offsets on a sliding scale with older $74.2M — $45.7M | Maintains a portion of all offsets,
offsets being forgiven to a larger degree ($28_5|\/|) while “aging out” the oldest offsets
Option 3: Establish criteria to allow PSCOC to make Indeterminate Districts could argue for the
“offset forgiveness” awards on a case-by-case basis (based on PSCOC Action) | forgiveness of particular offsets
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Offset Scenarios

Legislative Offset Scenarios

(in millions)
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BFY23 Offset Balance OOption 1: Sunset Balances >5 years O Option 2: Sliding Scale Credit
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Prekindergarten Program School Security Program

» Option 1: Reduce local match «  Recommendation: Sunset existing PSCOC school security
required for prekindergarten program and appropriate $10 million for school security
awards by 50 percent infrastructure to be distributed proportional to districts’ SB9 state

match, similar to methodology in Laws 2022, Chapter 53

* Option 2: Exempt all (Senate Bill 212)
prekindergarten awards from
local match requirements Career Technical Education (CTE) Facilities

« Option 3: Exempt direct « Recommendation: Allow PSCOC awards process and revised
legislative appropriations for adequacy standards to govern CTE facility needs
prekindergarten facilities from
offsets « Recommendation: Appropriate funding (PERF or PSCOF) to

PED for CTE start-up costs and specialized equipment


https://www.nmlegis.gov/Legislation/Legislation?Chamber=S&LegType=B&LegNo=212&year=22
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