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Public education funding formulas reflect public policy goals and
DATE: 5/18/2011 establish incentive structures to meet them. New Mexico’s funding
formula has served the state well and has been amended over 80 times
since the 1970s. The funding formula consists of over 25 discrete
PURPOSE OF HEARING: . factors, not all of which are well aligned to allocate resources in a way
Status Report on PED Unit . . .

- that ensures student success given modern education policy. Concerns
Audit and Next Steps . . .

. have been raised about the current funding formula. The formula is

j generally too complicated, difficult, and costly to administer. The
WITNESS: Secretary- formula contains adjustment factors subject to local decision-making,
Designate Skandera, PED; or gaming, that results in fewer resources for everyone else and
Representative Rick Miera, . . . .. . . ..
Chairman. LESC: Rachel inefficient district operations. The formula fails to efficiently steer
Gudgel, Li=C; Charles Sallee, Jresources to districts and charter schools serving the most at-risk
LFC student populations.

Public education funding totals approximately $2.4 billion dollars for
FY12. With almost half of annual general fund appropriations going
to public education it is crucial that the department engage in rigorous
oversight and review of data submitted by school districts and charter
EXPECTED OUTCOME: schools to ensure reported information legitimately reflects district
Increased Accountabllity for | ./, ojiment and costs. Statutes, rules and department guidelines are
$2.4 Billion in Public o o «
: 5 often too vague or broad so as to allow “unit chasing” and “formula
Education Appropriations . L ) )
: gaming” to occur. In addition, the formula is often not aligned to
policy goals and statewide needs. A focused effort is needed to
Worldoad: Student 1_1pdat§ the fupdmg forml.llg. and 'departmen.t policy decisions,
Membership v.- including studying the possibility of implementing the new formula
Program Units recommended in 2008 with existing resources. Consideration should
be given to simplifying the funding formula, which would likely result
in a formula that is less costly to administer while also eliminating
opportunities for gaming within statutes and rules.

PREPARED BY: Rachel
Gudgel and Charles Sallee

Budgeting Practice. The budgeting practice for public school
support during the 2011 session was consistent with that of previous
years. Historically, formula projections have not been updated during
the legislative session because of the lack of complete second
membership reporting date (80-day) enrollment figures. Prior to
FY11, 80-day enrollment figures were collected on the eightieth day
of each individual district and charter school’s school year, resulting
in different reporting dates. This made it difficult for PED to estimate
any increases or decreases in total funding formula units for use
B Student Membership BUnits during the legislative session. This practice should change with new
uniform reporting requirements enacted in 2010 and 2011. Now, 80-
day data will be reported on December 1st. For FY12, data will be
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Since 2003, total funded units
have increased almost 39

thousand units, or 6.5
percent, while student
membership has increased
almost 15 thousand students
or 4.6 percent. During that
same time period the unit
value has increased
approximately $696 per unit,
or 24.1 percent, and per
student funding has
increased from $5,472 to
$6,885, or almost 26 percent.

Decrease to Unit
Value

@Formula Funding 1.4%

DORetirement Swap 1%

Bincreasein Units 1%

Source: LFC Files

Total units calculated in the
preliminary SEG calculation
are approximately 635,000, an
actual increase of 3,700 units.

reported to PED almost 2 weeks earlier than in FY11. It is reasonable
to expect PED to have preliminary estimates of total units and updated
funding needs for consideration during the 2012 legislative session.

It is important to note that historically coming out of the legislative
session the numbers of units reported by schools differs from what
may have been assumed during the budgeting process — as PED
collects more information the units may change. For example, year
over year differences have ranged from an 8,000 unit decrease (FY08-
FY09) to over 19,000 unit increase (FY04-FY05). See Table 1. The
unit value has been diluted and inflated in the past based on these
differences after the legislative session concluded. = However,
increased revenues masked much of the dilution of the unit value.
After three difficult budget years, the combined changes in
enrollment, program units and the unit value change will challenge
districts and charter schools as they craft their budgets.

The increase in units and decreased formula funding results in an
overall decrease to the unit value of 3.4 percent at a time when
districts and charter schools were anticipating a decrease in the unit
value of approximately 2.4 percent - 1.4 percent consistent with
overall decreases to formula funding and another 1 percent for the
1.75 percent retirement swap. The number of funded units will likely
change as 120-day data (the third and final membership reporting
date) is compiled and the preliminary state equalization guarantee
(SEG) calculation is finalized. While the unit value has decreased,
individual districts and charter schools will be affected differently
depending on the total number of formula units generated. As districts
and charter schools may be faced with tough budget decisions, it is
reasonable to expect PED will ensure districts are prioritizing
instructional spending during the budget approval process.

PED Audit. In recent years, PED does not appear to have engaged in
a robust effort to ensure quality data is reported and used for
allocating funding. In many cases, units claimed by school districts
and charter schools have largely gone unchallenged in the past.

With the announcement that preliminary units for FY12 were
projected to increase by approximately 7,900 units, PED initiated an
“audit” of school district and charter school reported data to ensure
accuracy. While the increase in units is not unprecedented, consistent
and thorough efforts to validate the enrollment of students and
services they receive are important so that funding is accurately and
fairly distributed according to state statutes and administrative rules.
Preliminary review of data by PED indicated the increase in projected
units for FY12 is largely a result of the following:
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SCHOOL DISTRICTS
AUDITED

Cleared

Aztec » Des Moines ¢ Los
Alamos * Maxwell » Portales
Rio Rancho » Santa Rosa
Silver City

Minor Compliance Issues
Albuguergue » Bloomfield »

Clayton » Clovis  Fort Sumner »
Gadsden » Hagerman * Hobbs
Moriarty « Roswell » Socorro
Tularosa ¢ Vaughn

Major Compliance Issues
Cimarron ¢ Dulce » Santa Fe »

Tucumcari

Additional Audit Required
Alamogordo « Cobre » Espanola

» Gallup » Grants » Las Cruces ¢
Melrose » Pojoaque » Taos

CHARTER SCHOOLS
AUDITED

Albuquerque Talent
Development Secondary * Amy
Biel e Anansi ¢ Carinos De Los
Ninos ¢ Corrales International »
Cottonwood Classical
Preparatory ¢

Ceaser Chavez-Deming » EI
Camino Real » Horizon
Academy West » La Promesa
Early Leadership » Las
Montanas ¢ Media Arts
Collaborative » Middle College
High ¢ Montessori of the Rio
Grande * Mountain Mahogany
Community » Native American
Community Academy
Nuestros Valores » Public
Academy for Performing Arts
Rio Gallinas ¢ Robert F.
Kennedy * School of Dreams
Academy ¢ SIA Tech — ABQ »
Sidney Gutierrez « Southwest
Intermediate Learning Center »
Southwest Primary » Southwest
Secondary * Taos Academy
Vista Grande

District Analysis.
estimated unit increase is approximately 3,700 units.

decrease of 4,200 units from the estimate PED used to establish the
preliminary unit value. Increases in units are primarily from increased
enrollment, increased Training and Experience (T&E) Index units and
increased special education units. Student enrollment increased 3,400,
or less than 1 percent. An increased T&E Index resulted in 1,566
additional units over FY11. Special education units increased 1,344,
or 1.2 percent. Increases in special education units resulted from an
almost 6 percent increase in 3 and 4 year old developmentally delayed
students (a 633 unit increase); a 2.2 percent increase in A/B special
education units (a 574 unit increase); and a 1.2 percent increase in
units generated by ancillary service FTE (a 545 unit increase). C and
D level special education units decreased 408 units, or 1.7 percent.

® a one percent increase in student enrollment — an increase of
3,417 students, similar to growth in base enrollment for the
previous year of 3,047 students;

® a large increase in the reported number of special education
students — an increase of 1,518 students from the previous
year, and an increase in associated related services staff; and

* a large increase in expenses for teacher training and
experience.

PED identified 34 districts and 28 charter schools for review that
showed annual growth in special education membership, related
services staff, or teacher training and experience index units that
exceeded annual statewide growth by more than 200 percent. Of the
districts, 8 were cleared of all issues. The remaining 26 were found to
have compliance issues, 9 of which “were identified as needing a
more intensive and expansive audit to determine the extent of their
infractions.”  Final reports on the reviewed districts, and possible
funding implications of findings have not been issued to date. PED
has just commenced the review of charter school data, and preliminary
results and final reports are not yet available.

PED’s efforts to ensure districts and charter schools are reporting
information accurately is an appropriate step to guarantee a correct
distribution of funding. However, the aggressive schedule for the data
reviews, the narrow scope, and limited review procedures were not
designed to fully validate quality data, assess drivers in new reported
units, nor identify fraud or gaming of the formula. Instead, these
limited scope data reviews should be viewed as one small piece of a
larger assessment of the funding formula and drivers of new units. In
addition, many of the review procedures appeared focused on special
education compliance and did not focus on units from the training and

experience index.

Preliminary SEG calculation indicates the
This is a
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While overall units increased, growth units, at-risk units and size units
appear to be decreasing.  Projected growth units decreased
approximately 2,400 units, or 51 percent, though growth units could
change based on actual enrollment in October. At-risk units decreased
almost 274 units, or 1.3 percent, continuing a declining trend.
Elementary and junior high size units, district size units and rural size
units decreased 370 units, or 1.5 percent, though this decrease is
almost entirely offset by an increase in high school size adjustment
units of 309 units, a 1.2 percent increase.

Absent new discretionary
revenue, amending the
existing formula may prove a
more viable option to
efficiently allocate resources.

Table 2, a district by district comparison, shows each district’s final
FY11 program cost compared to the preliminary program cost
calculation for FY12. The following are a few notable changes from
the FY11 final program cost to the preliminary FY12 program cost
calculation:

e Albuquerque Public Schools - preliminary FY12 units
decreased 0.08 percent, resulting in a decrease of $20.1
million, or 3.3 percent.

e Las Cruces Public Schools - preliminary FY12 units increased
6.02 percent, resulting in an increase of $3.9 million, or 2.4
percent.

¢ Rio Rancho Public Schools - preliminary FY'12 units increased
0.39 percent, however funding decreases $3.2 million, or 3
percent.

e ACE 4 (state-chartered charter school in Albuquerque) -
preliminary FY12 units increased 118 percent, resulting in an
increase of $1.2 million, or 1.10 percent.

e ASK Academy (state-chartered charter school in Rio Rancho)

Deming’s FY10 T&E score of

1.082 generated $2.6 million
in T&E revenue, accounting
for 17 percent of its
instructional salaries while
Carisbad had a T&E index of
1.274, receiving $9.8 million
in T&E revenue, covering 44
percent of its budgeted
instructional salary costs.

Removing ancillary staff from
the base program unils
multiplied by the T&E Index
would result in decreased
program units by little more
than 4,600 units. The

associated $17.2 million in - preliminary FY12 units increased 101.3 percent, resulting in
funding could be an increase of $1.1 million, or 94.5 percent.

redistributed  through a

higher unit value.

Funding Formula Inefficiency. Past evaluations and studies have
raised concerns about the existing funding formula, its application and
ability to efficiently steer funding in a fair manner that supports state
Many  districts  generate | ,licy goals. In addition, numerous examples of “gaming” and
slgnificant;rovenuenbecause inappropriately claimed funding have been cited which results in less
of small schools. While the 3 ) )

statewide average is 3 funding for everyone else. A review of statutes, regulations, and
percent, some districts, such ]| department policy decisions indicates a continued need to evaluate the
as House and Roy, each | efficiency of the funding formula, and to identify changes that should
generate 44 percent of their | he made to ensure a more transparent, efficient and fair distribution of
units through small school} ¢\ .\, funding. Statutes, regulations and department policies that

size adjustments; on . . . R . .
average, chlarter schools earn | 1€2d to inefficient distribution of formula funding are outlined below.

24 percent of their units
through small school size
adjustments.
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Charter Schools account for
over half, or 32, of school
districts/charter schools with
per student program cost
exceeding $10 thousand in
FY10.

Charter schools received $25
million in school size funding
in FY11, or 34.6 percent of
total size adjustment funding.
These schools serve 4.4% of
students statewide.

Enroliment Growth
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Statutory Concerns. Loopholes in the formula allow “unit chasing”
and “formula gaming.” Statutes are often overly broad or vague, and
in many instances lock in inefficiencies and funding policies that are
not aligned with education policy goals. The new funding formula
might alleviate these problems, though it may be too outdated now
even if the additional revenues were available. The following is an
incomplete list of statutory inefficiencies that warrant further
consideration.

Teacher Training and Experience (T&E) Index. Districts with a high
T&E Index generate funding in excess of the expected cost of more
expensive and educated teachers. The T&E Index is a multiplier that
applied to all base units — K-12 enrollment, special education
enrollment and ancillary staff. This creates a windfall of additional
discretionary revenue. Further study is needed to determine whether
the T&E Index and statutorily mandated teacher minimum salaries
required by the three-tiered licensure system are adequately aligned.

Ancillary FTE. Statute provides that only licensed and certified
ancillary service and diagnostic service FTE be considered for related
services funding. The law has been interpreted by some districts to
allow assistant positions that do not require a four-year degree and are
not authorized by their professional licensing to carry caseloads to be
eligible for full funding as related-service personnel. PED codes are
not clear regarding the definition of eligible ancillary service and
diagnostic service providers to ensure the equitable distribution of
related services funding statewide.

Licensed and certified ancillary service and diagnostic service FTE
are funded through the funding formula at 25 units per FTE. These
units are then multiplied by the district’s or charter school’s T&E
Index, which is supposed to compensate districts for teaching staff
costs. It is unclear why ancillary FTE are multiplied by the T&E
Index; the costs associated with hiring ancillary staff are already
adequately compensated in the funding formula.

School and District Size Adjustment. These size adjustments are
included in the current funding formula to recognize the increased per-
student costs of operating small schools and districts, particularly in
isolated rural areas. It was not anticipated that charter schools and
school districts would use this provision to create and maintain small
schools, particularly in urban areas. It is also unclear whether charter
schools are eligible for school size funding given current statutory
language that prohibits special programs from qualifying for the
adjustment. The purpose and classification of small school size
adjustment and under what circumstances additional units are
warranted should be clarified and revised in statute.
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Charter School Student Double Funding. First-year charter schools
are funded based on projected MEM that is later adjusted for actual
40-day membership counts. Because public education funding for

existing programs is based on prior year funding, the district or charter
school that a student leaves to attend a first year charter school also
receives funding for those students during the first year.

Tost |

g:z;:a?r: Dﬁ;:g::ial Enro]lment Growth. Charter. schools disproportionately l?enefit from
VO T funding for stpdent population growth unde.r the funding formula
S o because of their very small size and their ability to plan enrollment
T 1180] | growth over time. Charter schools are allowed to decide how many
R 1oss| | Students they want to enroll each year, if their enrollment caps allow,
PR TG how many additional students they will enroll in future years, and how

and when grades will be added. Once authorized, and if part of the
charter, charter schools don’t need authorization from PED to make
decisions such as these. Growth thresholds needed by charter schools
to qualify for growth adjustment units need to be clarified.

Growth thresholds for all schools should also be reviewed. Districts
and charter schools are eligible for growth units if the district or
charter school’s enrollment increases more than 1 percent from the
previous year’s enrollment. If the 1 percent threshold is met, the
district or charter school receives 0.5 units for all enrollment growth,
In 2007, PED did not did not and another 1.5 units for any enrollment growth above 1 percent. It is
validate ancillary FTE | unclear why the first 1 percent of growth is being funded for any
reported by Albuquerque } district or charter school. It is likely the marginal costs associated

Public Schools, resulting in § with 1 percent enrollment growth could be absorbed by the district or
$2.6 million in over funding to charter school
APS. APS accounted for ’

67.1 percent of the statewide . . .
grow,t’h i:nancillary units in 12" Grade & Dual Credit. The current funding formula applies the

FYO07 and FY08. second largest cost differential factor to seventh through twelfth
grades to determine base program units so long as the student is
enrolled in at least one half of the minimum course requirements
approved by PED. Twelfth graders fall within the category of
students that are most costly to educate, yet some students may
already have achieved subject matter mastery or satisfied state
graduation requirements before their senior year. Dual credit double
funding also continues to be of concern as the number of high school
students enrolled in dual credit courses continues to increase. Both the
district or charter school where the student is enrolled and the institute
of higher education are allowed to claim funding for the student. LFC
and the University of New Mexico plan to issue a program evaluation
in June 2011 reviewing this issue.

Regulatory and Administrative Oversight Concerns. PED has issued
numerous guidance documents that are intended to assist
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administrators, teachers and other district and charter employees in
carrying out day-to-day business and determining what qualifies for
funding. Documents often may vary from what is enumerated in
statute or authorized in rule and equate to department interpretation of
statutes and rules, or stated department policy regarding specific
issues. In certain instances these guidance documents are aligned with
program requirements (i.e. special education or bilingual education)
but are not necessarily aligned with state funding formula eligibility,
creating confusion among districts, charter schools, and PED staff,
PED policies regarding how funding units will be generated should be
codified in rule and included in guidance documents to eliminate
confusion. PED should also consider better aligning program staff
with budget staff and educating program staff about funding formula
policies and requirements.

Smaller related services full-
time equivalent (FTE)
caseloads cost the state an
estimated $14.3 million in
FY11 formula funding.

Prohibiting schools that are
classified as multiple schools
that are operating under a
shared administration from
generating small school size
funding would result in the
reallocation of between
approximately $8 million and
$10 million, increasing the
unit value.

Previous policy decisions made by PED, including department
oversight, have added to the inefficient allocation of formula funding
to districts and charter schools. Administrative oversight needs to be
more fair, efficient and predictable. Increased transparency would
likely lead to decreased oversight costs over time. The following is
an incomplete list of PED policy decisions that warrant further
consideration:

Ancillary FTE. PED guidelines establish caseload maximums for
special education teachers and speech-language pathologists.
However, PED has not issued any guidelines to school districts or
charter schools regarding calculation of ancillary FTE. Statewide, the
special education enrollment per ancillary service provider has
decreased from 36 in FYO03 to 30 in FY11. The ratio of special
education enrollment per ancillary service provider ranges from 3.5
special education students to 1.08 ancillary FTE in Mosgero (ratio of
3.2 to 1) to 23 special education students to 0.03 ancillary FTE at
Jefferson Montessori Academy Charter School (ratio of 766.7 to 1).
Caseloads eligible for funding through the funding formula should be
clarified to establish uniformity in ancillary FTE calculations across
the state.

From SY08-SY10, Bernalillo
has generated an estimated
$1.4 million in small school
size funding for schools that
are not small.

In SY09, West Las Vegas
generated $228 thousand for
a K-8 school that is approved
as two programs.

School Size Adjustment. By rule, any change in a school districts or
charter school organizational patterns, including the establishment or
closing of a school, shall have the secretary’s approval. The rule does
not enumerate any factors the secretary must consider, leaving it
solely up to the secretary’s discretion to approve or deny a
reorganization request. Districts, with PED approval, classify, for
example, K-8, K-5 and 5-12 schools as multiple separate schools.
However, these schools operate under one administration and in a
single building. These classifications appear to conflict with the
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statutory definition of a public school. A public school, “means that
part of a school district that is a single attendance center in which
instruction is offered by one or more teachers and is discernible as a
building or group of buildings generally recognized as either an
elementary, middle, junior high or high school or any combination of
those and includes a charter school.” The secretary has approved
organizational patterns that implement intentional enrollment caps,
and has approved reorganization requests contrary to staff
recommendations, sometimes because of political pressures. These
schools are often eligible for small school size adjustment units but
would not be if they were considered a single program or were not
able to intentionally cap enrollment.

Interim Work plan and Next Steps. In FY12, the state’s funding

formula will distribute about $2.4 billion in public resources across
170 school districts and charter schools (public schools). A myriad of
statutes, regulations, procedures, and other state and local policy and
administrative decisions govern how these resources are allocated. In
some cases, additional resources are inappropriately steered to some
public schools through bad data or “gaming” of the formula’s
loopholes.

Given the sizable investment and importance of public education, and
concerns over the accurate and appropriate distribution of public
funds, LFC staff proposes to conduct a joint interim project with the
Legislative Education Study Committee (LESC) staff that would
result in a staff report and staff recommendations to LFC and LESC in
October or November 2011. The joint evaluation will assess the
state’s funding formula for school districts and charter schools (public
schools), including the quality and availability of data used to justify
funding and how PED administers and oversees the funding formula.
DED Fos ot oaipr it Staff wi.l] identify specifi(f public schools. for case §tudy, including on-
agreed upon audit schedule | site review, on how funding formula units are claimed. Specifically,
since 2009, largely in part | the proposed objectives include the following.

because the internal audit
section has been 1. Allocation. Assess how the funding formula distributes
significantly  understaffed resources among public schools, whether it is aligned with
Since thattime. state policy goals, and promotes efficient and effective

educational services.

2. Administration. Review data quality and administration of
the funding formula by PED, including the collection,
validation, input and timing of the availability of formula data
for budgeting.

3. Accountability. Assess PED oversight of public schools to
ensure proper administration, data quality and allocation of

resources in a fair, accurate and equitable manner.
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The evaluation will focus on whether statutory, regulatory or other
changes could make the allocation and administration of the formula
more efficient and fair; and identify effective accountability
mechanisms to reduce inappropriately claimed funding. Any
identified inappropriately claimed funding will be reported to PED for
follow-up and possible adjustment of funded units.

PED should ensure the accurate distribution of formula funding,
including assessing the quality data through continuous oversight of
funded units. However, an independent joint legislative evaluation is
necessary given the potential statutory and budget impacts, and
current immediate need for PED to revamp its organization, staffing,
and business practices. The joint evaluation could make
recommendations that would ultimately aid in improving the
accountability and functioning of PED and well as ensuring a fair and
accurate distribution of $2.4 billion in public resources to schools.

RSG/svb
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