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Background to the Recommendations

Just over ten years ago the Michigan Legislature and Governor developed a proposal which would reform the financing of the State’s K-12 public education system.  This became identified as ballot Proposal A, approved by voters in a statewide special election in 1994.  Proposal A substantially reduced property taxes as the primary basis for school operating funds with an increase in the state sales tax.  In large measure local funding was replaced with state funding and a distribution formula was designed to reduce the spending gap among students and provide property tax relief.  There is significant interest statewide – and in other states as well – in evaluating the impact of these changes.

The Michigan Prospect invited fourteen former state representatives (seven Republicans and seven Democrats) who were key negotiators of Proposal A of 1994, to come together for the purpose of evaluating what they intended to create and how well or poorly the results coincide with those intentions and plans.  All fourteen agreed to volunteer their time to participate in this project.  Unfortunately, before completing the project former Representative James O’Neill died and former Representative Bob Breckenridge left the state for other work.  The remaining twelve – identified on the cover of this document – have worked with two education researchers to develop an analysis – published separately (www.michiganprospect.org/html/Whats_New.html), and to reach the consensus herein about how they would counsel policymakers who look at Proposal A today.  Maxine Berman chose not to participate in the development of recommendations.  
Introduction to Policy Recommendations from Working Group Members
In the late summer and fall of 1993 we all were members of the Michigan House of Representatives.  We represented collectively over 150 years of service working on committees dealing with education policy, education appropriations and school tax and finance.  On a bi-partisan basis most of us had spent several years exploring education finance reforms that would more fairly fund education in an adequate fashion including provision of property tax relief, and methods to reduce the gap between those school districts with the lowest per pupil funds and those with the highest.  

When that portion of the property tax which was the major source of school operating funds was eliminated in 1993, it became necessary to build an alternative system in advance of the school opening dates in the fall of 1994.  Because of our interest in the issue and our ongoing working relationship we asked the Co-Speakers of the House (Democrat Curtis Hertel and Republican Paul Hillegonds) to commission fourteen of us – seven from each Party caucus – to come up with a proposal we could take to the full House and on to the Senate and Governor as an education finance reform and property tax mechanism.  The Co-Speakers agreed and we set to work on the project.

In addition to our years of working on education-related legislation, policy and finance, we represented widely diverse school districts.  Our legislative districts included urban, suburban and rural schools, schools with growing and shrinking student populations, and “in” and “out” of formula districts – a cross-section of Michigan public education.

The product of our effort became the basis for much of the structure and content of Proposal A, enacted by voters in a 1994 special election, and its statutory alternative which was not enacted.  Our intent was threefold: 
· to find an acceptable alternative to the property tax to fund school operations, 
· to create a funding system that would reduce the gap between low and high per pupil spending districts,

· to create a revenue formula that would assure adequate and stable funding for school operating costs in the immediate and longer-term future.  

We intentionally limited our focus to school operating funding.  We chose not to address school capital funding needs, partially because of the complexity of our task and assuming that the property tax, millage-based system of funding building costs would be enhanced by the property tax relief resulting from shifting school operating costs to a tax alternative.

We assumed that equal dollars do not necessarily result in equal education.  However, grossly unequal per capita spending almost surely results in unequal educational opportunity.  

We also agreed that any school funding reform we could achieve would be part of an ongoing dynamic of reform – not a once-and-for-all-time panacea.  We advocated Proposal A and its statutory alternative plan as appropriate responses to the educational, taxation and political concerns of 1993-94.  These concerns should and certainly do change and need continuing review and analysis.  

That is one of the reasons we welcomed the invitation of the Michigan Prospect to spend some time – ten years later – pursuing a disciplined evaluation of how Proposal A looks today compared to how we expected it to look when we originally convened to work on its development.  And that is why we support the research findings and our recommendations with a suggestion that policymakers and stakeholders regularly convene to evaluate and recommend updating the provisions of school finance in Michigan in a disciplined and bi-partisan manner.  In our 1993 negotiations we operated under “ground rules” whereby we agreed to the end product of the effort even though not all of us necessarily supported every item.  However, we all supported the Proposal A package because of our commitment to over-all consensus.  These are the same “ground rules” that shape our work today.  We hope that our work is seen as a helpful model for this important and ongoing process.  Michigan’s schools and students need and deserve the benefits of this critical review.

Working with two experienced and qualified education policy and education finance researchers – Mike Addonizio and Doug Drake – we set about addressing thirty-three questions organized around five areas of concern.  Those five are: 1) the impact of Proposal A on districts with various demographics; 2) the use of additional voted (enhancement) millages; 3) categoricals or revenue outside the basic grant; 4) tax impacts; 5) stability and adequacy in school funding.  

One result of our work with Addonizio and Drake is their publication which addresses  the areas of concern identified above.  That final document is their work, developed in response to our questions and shaped by ongoing discussions with the twelve of us.  

The second result of this exercise is this document which articulates a consensus agreement among the twelve of us regarding recommendations we make to current education policymakers and stakeholders.  

Both documents are available on the Michigan Prospect Website: www.michiganprospect.org.  .  
[The Michigan Prospect is a non-profit public policy institute, founded in 1992 to focus attention on state public policy issues.  The institute has created a structure for public policy education and advocacy, calling upon the resources of both public and private organizations.  The Michigan Prospect commissions research on key issues, publishes and distributes issue papers and reports, sponsors conferences and forums, all designed to advance policy ideas.  Information about the Michigan Prospect is available at the Website: www.michiganprospect.org, 2248 Mt. Hope Road, Suite 101, Okemos, MI 48864.]
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Proposal A Team

Policy Recommendations

ENHANCEMENT MILLAGE

Recommendation 1
In the case of the Intermediate School District (ISD) enhancement mills, if all districts voted those 3 mills the state would assume, over time, those original enhancement mills and they would become as if they were part of the base, reducing state dollars that otherwise would be obtained in the budget process.  When every district has it, it ceases to be enhancement.

At the moment, however, only Monroe and Kalamazoo ISDs have voted enhancement mills.  As long as a limited number of ISDs have them, such mills will be able to provide enhancement of budgets for constituent local districts, presumably allowing a more successful pursuit of excellence.

All that is required is that the up to three mills for up to 20 years be requested by districts having a majority of pupils in the ISD, ISD-wide voter approval and the ISD, upon collection, returning the revenue to its local districts on a per pupil basis for local school district operations.

Local school districts have broad powers to contract as they see fit.  It is recommended that local districts, in consultation with their ISD, seriously discuss enhancement millage and explore alternatives to a distribution of enhancement revenues by which the per pupil dollars might be channeled into possible contracts and agreements between constituent districts and between the ISD and constituent districts that are mutually beneficial.  For example, a simple form of this could be an agreement whereby each local district in the ISD would contract for the ISD to operate a program with the cost for each local district being on a per pupil basis – perhaps the same amount as received from the enhancement mills.   This should require no additional statutory action.  

ENHANCEMENT MILLAGE

Recommendation 2

The legislature should consider changing the enhancement millage statute to allow more flexibility in who would vote and how the proceeds would be shared.

While every district should participate in a vote called by the districts representing the majority of students, only taxpayers in those districts that passed the millage would pay the levy and their districts share the proceeds.

If only districts with the lowest per pupil basic grant pass the millage, the sharing of millage will have increased the income of the lowest district and resulted in a further closing of the “equity gap.”

However, if only districts with the highest per pupil basic grant pass the millage, the problem of the “equity gap” will have been further aggravated.

Until the legislature is able to discern which districts take advantage of this flexibility in enhancement mills, they might shorten the effective life of the millage and/or establish that a minimum percentage of the students must be included in the districts levying.  

CATEGORICALS

Recommendation 1

The legislature should strongly resist the temptation to establish categoricals beyond those such as special education which are mandated..

The basic grant formula was designed to put all the State financial effort into that payment and to leave the educational content decisions to the local school boards.

It was only by eliminating most categoricals when Proposal A was designed that the basic grant could be adequately funded.  The establishment of categoricals since its implementation has served to diminish the financial strength of the basic grant.

ENROLLMENT CHANGE/PUPIL COUNT

Recommendation

Proposal A created a foundation plan as the core of state school funding.  A major criteria for determining the funds a school district annually will receive is the number of students enrolled in the district.  Each student currently (2004-2005) brings some $6,700 from state school aid funds.  Therefore, the pupil count is a critically important number to each district.  The Addonizio/Drake report frequently underscores the dramatic impact on schools of enrollment growth and decline.  In their extensive analysis of enrollment changes (Appendix Q of their report – pages 155-140) they state “the data suggest that the current pupil membership blend which weighs current enrollment most heavily in determining the number of foundations that will be funded in the current budget is a disservice to most of Michigan’s K-12 students.”  (page 127)

The Addonizio and Drake analysis in Appendix Q illustrates the difficulty of establishing a different pupil count formula.  This does not mean the task should be ignored.

Based on their analysis Addonizio and Drake suggest that serious consideration should be given to basing current year funding entirely on the prior year’s per pupil count.  

We, however, are troubled by the potential negative impact this could have on a handful of districts experiencing what we came to call “extreme” pupil growth in a given year.  We looked at using a percentage growth figure to define “extreme” in a manner that would trigger a speeded up change in enrollment numbers.  It is a concern that, use of a percentage figure could trigger special treatment for a smaller district while ignoring significant number, but not percentage, growth in a larger district.  

HOLD HARMLESS DISTRICTS

Recommendation

It was never the intent of Proposal A advocates that any school districts would be penalized by loss of dollars assuming voters approve hold-harmless millages provided in the law.  It was intended that limits would be put on the amount of revenue growth some – higher spending – districts might enjoy in order to avoid again widening the per pupil spending gap.

However, as a result of the legislature - on at least two occasions - granting districts an annual per pupil increase in excess of inflation, this created a conflict with provisions in the School Code that limit increases to inflation for hold harmless districts.  Therefore,                                                                                                  

some of those districts are prohibited from levying taxes that would enable them to receive the full benefit of increases in the foundation allowance that are greater than inflation.
We recommend state policymakers explore alternative options that protect against the potential widening of the per pupil spending gap while also protecting districts from loss of actual revenues available to other districts. This might include examining the relationship between the language of Section 20j of the School Aid Act and language of the Property Tax Act in Section 1211(3).
RELATIONSHIP BETWEEN “HEADLEE” LIMITS AND ROLL-BACKS

Recommendation

An unanticipated problem with funding of schools (as well as other local services) has been created through a combination of the tax provisions of Proposal A and the tax limitation provisions of Article IX, Section 31 of the Michigan Constitution, often cited as the “Headlee Amendment.”  

Proposal A included a provision that existing property assessments cannot increase annually in excess of the lesser of 5 percent or inflation.  The existing law provides that should a property value increase cause a school district or local unit of government to receive more dollars than in the previous year, the local millage would be reduced to a level that may seriously limit increased revenue growth.  Following the adoption of Proposal A the legislature statutorily defined the increase in assessment attributable to the updating of the assessment cap following transfer of ownership (required by the “Headlee” amendment), as an increase in the existing value of property rather than defining it as an addition to the value.
Inasmuch as this has created – especially in older inner-ring suburban communities – a tax roll-back that erases the benefits of an increase in property values, we recommend that policymakers explore the language of the two Constitutional amendments (the “Headlee” amendment and the Proposal A amendment) in order to address the question of whether this particular result of the two amendments was the intent of voters when they acted on each amendment.   We believe such a penalty was not the intent.  We believe this problem could be addressed statutorily by amending the definitions of “new” and “existing” property.  
PAYMENT SCHEDULE

Recommendation

We recommend that the Governor and the Legislature explore the viability of two options relative to local district cash flow.

First, examine the state’s ability to create a schedule of payments to local districts and public school academies that can improve their cash flow and reduce their borrowing costs.  This could possibly be accomplished by going to 12 equal payments rather than the current 11.  This might be accomplished via a smaller number of payments timed so that districts and public school academies have more state cash at the beginning of their fiscal year in July, August and September. 

If a payment schedule change creates the need for the state to borrow additional funds, we suggest that such an action is an appropriate change.

If the current constitutional limitation on general fund short-term cash borrowing presents a barrier to additional state borrowing, we suggest that the state seek to determine if it may also borrow short-term against the general income of the School Aid Fund (SAF).  We believe that while the SAF is a restricted fund in contrast to the State General Fund/ General Purpose revenues which are now used to set the borrowing limit, a legitimate constitutional argument can be made that the use of SAF revenues to support short-term borrowing for the purpose of improving local school district and public school academy cash flow could be interpreted to be a valid use of the funds.  
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