ORANGE COUNTY
BOARD OF EDUCATION

AGENDA ITEM ABSTRACT

Meeting Date: __May 2, 2011

AGENDA ITEM No. 11-05-17

ACTION ITEM: (YIN) N

SUBJECT: County Funding Formula Discussion #2
INFO. CONTACT: _G. Patrick Rhodes, Superintendent PHONE: __919-732-8126
ATTACHMENTS:

1. Memo from Clarence Grier, Orange County Financial Services Director, dated March 10, 2011.

2. School Funding Options Task Force (Memo dated May 3, 2001).

3. Pay-As-You-Go Capital Funding Analysis.

4. Orange County Local Government Annual General Fund Budgeted Appropriations for

Education.

PURPOSE: The purpose of this agenda item is to provide an opportunity for Board members to review
and discuss proposed changes to the county’s funding formula.

BACKGROUND: During the April 18, 2011 meeting, the Board of Education discussed proposed
changes to the County's funding formula. These proposed changes were presented in a letter from
Orange County Finance Director Clarence Grier to the collaboration workgroup as part of its meeting on
March 20, 2011. Specifically, the letter recommends changes in the current expense and capital
funding formulas for the school systems. A portion of the recommendations follow. Please see the
attachment for all proposed changes.

Current Expense Funding for the School Systems

We would recommend that the funding for the current expenses of the school systems be
based on a percentage of the General Fund General Governmental Revenues (property
taxes and sales taxes). The percentage would be a target of 57 percent of the budgeted
property taxes and sales taxes, but not an equal percentage of both revenues (i.e. 65 percent
of property taxes, 35 percent of sales). This would keep the funding level atf the same for
per pupil allocation for both School Systems. More importantly, it would expand the County’s
ability to obtain additional revenues to address the County’s needs without having additional
County revenues tied dollar for dollar fo the funding for the schools systems. . .

The Board of County Commissioners has received a request from the Chapel Hiil-Carrboro school
district which would create more debt for county government. Related to this request, at the April 26,
2011 joint meeting, information in the county staff's abstract provided the following warning:

A scheduled reduction in debt service for schools in FY2011-12 (refinancing gains
and paying off some debt) actually reduces the County Funding percentage for
FY2011-12 from 48.0% in FY 2010-11 to an estimated 47.4%. A NOTE OF
CAUTION: This is a temporary reduction from the 48.1% goal. New anticipated debt
service for the Chapel Hill-Carrboro Elementary #11 project (expected within a few



years) will substantially increase the County funding allocation to education. That
increase in debt service could negatively impact avaifable funding for current
expense and operations once the debt is incurred.

On April 27, 2011, the Board of Education’s budget subcommittee (Donna Coffey, Eddie Eubanks,
Stephen Halkiotis) met to analyze the proposed changes to the BOCC's funding formula. The attached
documents show a pay-as-you-go capital funding analysis and a history of general fund appropriations
for education.

FINANCIAL IMPACT: At this time, the financial impact is unknown.

RECOMMENDATION: The Superintendent recommends the board subcommittee studying county
funding formulas provide a report and lead the full board in a discussion of this topic.




Memo

To: Members of the County/Schools Collaboration Work Group
From: Clarence G. Grier, CPA, CITP, Orange County Financial Services Director
Subject: School Funding Issues

Date: March 10, 2011

Due to recent concerns over the budget, and the method of allocating funds to the two
school systems of the County (Chapel Hill - Carrboro City Schools and Orange County
Schools), we have analyzed the funding in regards to current expense, long range
capital funding, and the allocation of the long range capital funding between Orange
County and both school systems. See information provided below and
recommendations for discussion.

Curret Expense

State law requires that the current expense for school systems be funded based on
average daily membership (ADM). Over the past 12 fiscal years, Orange County
(County) has funded the Chapel Hill - Carrboro City Schools (CHCCS) and Orange
County Schools (OCS) based on ADM, and the allocation has averaged 65/35 percent,
respectively, between both school systems.

In providing the total funding for both school systems, the County in 2001, decided to
fund each based on a percentage of the General Fund budget. The percentage target
determined was 48.1, which was derived based on the previous five fiscal years
average of education expenditures, compared to the total General Fund budget. The
expenditures that comprise the 48.1 percentage are as follows:

Current expense
Recurring capital
Long range capital
Debt service

Fair funding

In analyzing the funding since 2001, the County has funded both school systems at an
average percentage of 49.98 percent. The highest percentage funded was the fiscal
year ended 2001 at a percentage of 51.94. The concern from the County perspective is
that the funding percentage is tied to the total General Fund Budget and not specific
General Fund revenues, which does not provide the County the flexibility to address
needs through intergovernmental revenues (Federal, State and other sources) without



having 1o provide additional dollar for dollar funding for the school systems for every
additional budgeted revenue. :

Long Range Capital

There is no required allocation method for the County to use for the allocation of capital
funding in- counties where there are multiple school systems. For most counties that
have two or more school systems, most use the ADM to keep the allocation proportional
among each school system.

The County, historically, since 2001, has allocated available funding for capital
expenditures, for both schools systems, based on ADM.

The allocation of long range capital funding between the school systems and the County
has been based on a 680/40 percentage, respectively, since 2005. Although this has
been the targeted allocation, the true allocation has been based on need and allocated
on an approximate average of 58/42 percent since 2005, with the allocation being 73/27
percent over the past three fiscal years. _

Recommendations

Current Expense Funding for the School Systems

We would recommend that the funding for the current expenses of the school systems
be based on a percentage of the General Fund General Governmental Revenues
{propenrty taxes and sales taxes). The percentage would be a targetf of 57 percent of the
budgeted property taxes and sales taxes, but not an equal percentage of both revenues
(i.e. 65 percent of property taxes, 35 percent of sales). This would keep the funding
level at the same for per pupil allocation for both School Systems. More importantly, it
would expand the County’s ability to obtain additional revenues to address the County’s
needs without having additional County revenues tied dollar for dollar to the funding for
the school systems.

Additionally, any funds received from the Article 46 % cent Sales Tax would not be
included in the calculation of the current expense. These funds would be a special
allocation based on a decision by the Board of County Commissioners, and included in

a Special Revenue Fund.

Long Ranae Capital Funding for Schools

We would recommend that any funds available for fong .range capital continue to bhe
budgeted and funded based on ADM between both school systems.

Long Range Capital Funding for the County and Schools

We would recommend that funds budgeted for long range capital projects in total
between the schools systems and County, change to a 55/45 percentage allocation
respectively, but reviewed annually, and adjusted as necessary, based on need and
projects. The change is due to the additional buildings recently constructed by the
County, while trying to maintain the Schools funding close to the same funding levels.
Additionally, the funding ratio would match the ratio of the current expense calculation
being tied to property taxes and sales taxes.
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School Funding Options Task Force
Recommendations to the Board of County Commissioners

Representatives of the Orange County Beard of Commissioners and of the Chapel Hill-Carrboro Board of

Education and the Orange County Board of Education met twice, on February 15, 2000 and February 28,
2000, to discuss school funding options. These topics were further examined at a joint meeting of the full
boards on March 27, 2000,

A previous report, dated March 23, 2000, outlined the nature and scope of the task force discussions, which
were frank and constructive. All agreed the County has historically employed "sound reasoning and good
judgment” in funding public education, resulting in quality schools of high achievement.

Reflective of that support by the Board of Commissioners, public education in Orange County is annually
funded at levels that rank at or near the highest in North Carolina. Of approximately 2,400 positions in the
two school systems, one-quarter are locally funded.

The Board of Commissioners remains strongly comimitted to public education, However, it must balance
growing and competing needs for the county funds, all within a relatively narrow range of disruption.

Recent trends in spending provided average annual increases of about six percent for county functions,
compared to nearly double that rate for schools, posing certain fiscal and operational difficuities over time.
That rate of increase allowed for strong growth in the budgets of both school systems over and above what
they define as mandates.

The representatives of the Board of Commissioners find that schools are well-funded in QOrange County; that
grawth in property and sales taxes allows for expansion of funding even within a framework of benchmarks
and a targeted percentage of expenditures; and that there is lack of darity in what the school systems
regard as mandates as opposed to imperatives, and in the level of spending by which each responds to the
same perceived mandates.

To begin a process whereby the Board achieves some predictability in addressing its multiple fiscal
responsibilities, the representatives recommend the County adopt a series of benchmarks to guide spending
decisions. We also recommend the Board endorse as a target for the 2001 fiscal year 48.1 percent of the
overall County budget for annual spending on both school systems, the most recent five-year average.

We recognize needs vary from year to year, and anticipate the County Manager may respond to school
system requests by proposing increases that exceed the target percentage.

Further, we regard these steps as beginning a process of elaboration and collaboration on fiscal matters. To
that end, we encourage the continuation of a joint work group to address unresolved issues and concerns
regarding co-mingling of capital expenses and operational needs in creating a target percentage; demands
of technology improvement; examination of a countywide approach to older school facilities; more clearly
defining federal and state mandates as compared to board initiatives and imperatives; and more equitable
and flexible means for funding actual versus projected student enroliments.

Moses Carey and Barry Jacobs;

May 3, 2001
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