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'The state of Connecticut estimates it will send $2.4 billion to towns for PreK-12 (PK-12) education during FY 2011
(fiscal 2010-2011)." ‘This is 12.6 percent of the estimated state budget of $19 billion.” The largest single soutce of
PK-12 funding is the Education Cost Shating (ECS) Grant, which in FY 2011 will distribute $1.9 billion among the
state’s 169 towns accounting for about 10 percent of the state budget.

The ECS Grant uses a formula that was originally designed to provide equal educational opportunity --- as required
by Connecticut’s Constitution -- by taking into consideration differences in both student need and towas’ ability to
pay for education.” As otiginally envisioned, the ECS formula would provide Connecticut with a rational,
transparent, and equitable method of making difficult funding determinations.

Several flaws in ECS funding measutes and rules distort the distribution of millions of dollars in state education aid
in ways that do not reflect local educational needs.” This paper does not focus on deriving optimum weights for
factors such as English Language Learners (ELL) or povetty, as has been the focus of ptior studies.” The focus
here is on the current implementation of the ECS formula that runs counter to the overriding goal of providing
equal educational opportunity for all children in Connecticut.

The current disttibution of $1.9 billion in ECS funding among Connecticut towns is not based on the current
formula (last revised in July 2007 fotr FY 2008).° The current town funding levels are instead based on across-the-
board increases from either their FY 2007 (previous formula) or FY 2008 levels. The measure of town wealth in
the ECS formula is twelve years out-of-date. Town population counts in the ECS formula include prison and dorm
populatons that do not benefit from PK-12 funding. And declining enrollments create the potential for towns to
use local education monies to fund non-education expenses.

Even in the best of times, an accurate and equitable education finance system is vital to providing educational
opportunity for all children. However, in times of budget deficits it is crucial that funding decisions be made in a
rational manner -- based on accurate and up-to-date information. The current budget crisis provides Connecticut
an opportunity to realign funding with the original goal of the ECS formula: to align state aid with local need.

The Current ECS Grant; Data Makes a Difference

1. 'The ECS Grant is far from “fully funded” and towns receive widely varying proportions of their fully
funded “target” amounts.

For FY 2008, the ECS formula was changed and a new “fully funded” target of $2.7 billion was established. "T'owns
would receive 100 percent of their ECS monies if the state fully funded the grant at $§2.7 billion. However, the state
funded only $1.9 billion in FY 2009 and funding has remained at that level into FY 2011
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On average, towns receive 66 percent of their fully funded target, but this average masks wide vatiations among
towns. Actual ECS funding to individual towns vaties from a Jow of 30 percent to a high of 159 percent of their
fully funded target.® This is because current ECS funding is based on an increase from prior years (FY 2007 or FY
2008) and does #of take into account the fully funded targets of 'Y 2009. One consequence is that some towns are
currently funded above their ECS target (maximum).

Relative to the FY 2009 fully funded target, Norfolk and Canaan are the most over funded town {on a percentage
basis) at 159% of their ECS target. There are seven towns that currently receive more ECS funding (a total of $3.4
million) than their fully funded targets. These towns and their over funded amounts, include: Bethlehem (591,000},
Canaan (§77,000), Groton ($2,464,000), Hampton (§$12,000), Milford ($548,000), Motris ($44,000), and Norfolk
($142,000).

2. 'The ECS funding formula uses a measure of wealth that is distorted by outdated and misleading
sources of data. :

a.  The wealth measure relies on income data that is outdated and resuffs in an inaccurate wieasnre of town wealth.

The ECS formula is partially based on a measure of town wealth that uses income data from Census 2000 (1999
income).” Since 1999, there have been two economic recessions and the distribution of personal income has
changed among towns. The ECS wealth measute does not reflect the corresponding changes in personal income.
Furthermore, census income data does wof include capital gains, which results in understated income estimates for
Conneciicut’s highest income towns. "L'hus, the use of census income data artificially shrinks the income gap
between the highest and lowest income towns."

There was a nationwide decennial census in 2010; however, information on income was not collected in this census.
This is an urgent issue for Connecticut because the state’s funding formulas rely on decennial census data that is no
longer updated." Unless state laws are updated, funding formulas will continue to use Census 2000 income data

(1999 income) indefinitely.

Data that were previously collected on the decennial long-form are now collected on a yeatly basis by the American
Community Survey (ACS). However, ACS data has a high margin of error because the survey samples a relatively
small number of residents in each town. The National Research Council (NRC) reported in 2007, “A weakness of
the ACS compared with the long-form sample [decennial census] is the significantly larger margins of error in ACS
estimates . . . The larger ACS sampling errors are a particular problem for small cities, counties, and other
governmental jurisdictions.” ' This is of particular concern in Connecticut, whete there are many towas with small
populations. In the most recent ACS estimates for 2005-2009, 47 towns have a per capita income estitnate with at
least a 10 percent margin of error.”® The average margin of error for per capita income for all towns is 8.5 percent.
The town of Kent has the highest margin of error for per capita income at 24.6 percent. Furthermore, ACS is
based on self-reported data that are wos verified.

There is only one other source of data on personal income for Connecticut towns — the annual state income tax
return from the Department of Revenue Services (DRS). This is the most reliable source for petsonal income data
because it includes most Connecticut households and there are penalties for false reporting, However, there are
two limitations.

Iiitst, obtaining the most comptehensive accounting of personal income would require that all Connecticut
households file a yearly tax return regardless of how much they earn. Income filing thresholds would need to be
abolished. This will not result in additional taxes for households, or individuals, that would otherwise not file a
return. Mandatory income tax filing would provide an even morte accurate accounting of personal income for all
patts of the state. However, such a requitement could be difficult to enforce and would have a minor effect on
income statistics as it would impact only the lowest income households.
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Second, an entry must be added to the state income tax return to allow filers to specify their town of legal residence.
Cutrently, DRS assigns personal income to towns based on the ZIP Code on a return. However, about one-third
of towns in Connecticut share a ZTP Code with another town."* For instance, North Canaan shares ZIP Code
06018 with Canaan. Some income tax filers use a P.O. Box for their address. In such instances, the filer’s residence
may not be in the same town as the post office. These complications make it difficult — if not impossible — to
accurately assign personal income data cotrectly to all municipalities based solely on Z1P Code or street address.
For 2008 income tax retutns, DRS was unable to assign nearly 220,000 returns and $94 billion in Adjusted
Gross Income (AGI) to the corresponding municipalities.” Furthermore, the U.S. Postal Service has announced
that 2,000 post offices nationwide will be closed in the next two years. This will result in the elimination and
consolidation of a large number of ZIP Codes, which will further complicate attempts to track AGI by ZIP Code."

b Including dorwe and prison residents in the population connt distorts the wealth measnre and ECS funding.

A second flaw in the JECS wealth measute is the use of population counts that include all town residents - including
those living in dorms and prisons. This artificially lowers the per capita income of towns with dorm/prison
residents. As a result, towns with dorm/ prison populations receive more education funding than peer towns with a
similar socioeconomic standing. Tn 2009, the following towns had at least 10 percent of their population residing in
dottns/ptisons: Mansfield (54%), Somers (18%), Suffield (13%), New London (12%), and Hast Lyme (10%)."

More than half of the population of Mansfield lives in either UConn dorms or at the Bergin Correctional
Institution, Census 2000 included these populations when calculating a per capita income of $18,094 for Mansfield.
The Census 2000 per capita income for Mansfield would increase by about 47 percent to roughly $26,558 if the
dotm/prison population were excluded." The current ECS formula uses a per capita income of $§18,094 for
Mansfield. This increases ECS monies going to Mansfield that would otherwise go to other towns.

. Drroneons data distorts the ECS fully funded targel.

ECS funding for East Hampton illustrates the fiscal consequences of relying on third-party data that are beyond the
control of state agencies. Census 2000 incotrectly assigned 2,396 dorm residents to East Hampton from Wesleyan
University, in adjacent Middletown.”” The U.S. Census Bureau did not correct this errot and continues to include
the misplaced dorm residents in its Census 2000 calculation of per capita income for East IHampton. Using the
erroneous pet capita income data, the fully funded ECS amouat for Bast Hampton is $11,367,199. When the
phantom dorm population is removed, the fully funded ECS amount for East Hampton drops to $10,650,045 (-

$717,154, -6.3%).
d. More accurate income and population data wosld reatlocate ECS mioney in a manuer more reflective of town need.,

The impact of income and population data on ECS distributions can be measured by trecalculating the ECS formula
while substituting more cutrent, and accurate, income and population data. Three scenatios ate calculated for the
“fully” funded target for each town (see Appendix). However, these results do not reflect the current ECS funding
because current funding levels are not based on the existing KCS formula, but are instead based on increases from

either Y 2007 or FY 2008.



Scenatio 1 in the Appendix substitutes town ECS Funds Reallocated Under Different Scenarios
population counts that exclude dorm/prison $200,000,000 -
populations while maintaining Census 2000 (1999)

income data. About $20.5 million is redistributed

among 130 towns.” The fully funded ECS could

decline by $6.7 million (-0.3% or -0.003) because

pet capita income would increase in towns with

dorm/prison residents. $100,000,000 1

$172,912,431

156,250,037

Scenatio 2 includes the dorm/prison population
but substitutes 2006 Connecticut income tax data
for Census 2000 (1999) income data.”’ About
$156.3 million is redistributed among 130 towns.
The fully funded ECS could decline by $33 million $0 - o .

S 1 8 2.8 3
(-1.2% or -0.012) because Census 2000 (1999) Populaion Income. Income &

income is replaced with higher incomes from 2006. Corrected  Correcled Féopula:bg
ofrecte

$20,500,694

Scenario 3 both excludes the dorm/prison population and uses 2006 Connecticut income tax data. Neatly $173
million would be reallocated among 130 towns. The fully funded T2CS could decline by $10.2 million (-0.4% ot -
0.004) because of higher incomes in 2006 and the exclusion of dotrm/prison populations.

Income data and dorm/prison populations sigaificanty influence where ECS monies are sent throughout the state.
Updating these data would result in ECS funding that more accurately reflects town need. Potential reductions in
the fully funded total reflect the significant impact income and population data have on distributions but do not
argue for reduced ECS funding.

e Connecticut needs a comprehensive solution to education funding.

Changing the current ECS funding formula and calculations would have real fiscal and political consequences. As
noted above, current ECS funding is not based on the cutrent BCS formula; rather, current funding levels are
percentage increases from ECS funding prior to FY 2009, Funding all towns at a single, or tiered, rate of their fully
funded KCS tatget would cause those towns that are cutrently funded above the proposed rate/s to see a decline in
funding. Implementing the changes in population data and income data previously highlighted would also reduce
funding levels for many towns. Alternatively, ECS funding could be increased above the cutrent $1.9 billion to
maintain curtent funding levels (“hold harmless”) for towns that would otherwise see their funding decline.
However, tealistically, the necessaty increase in ECS funding to hold towns “hatmless” is unlikely given the state’s
projected multi-billion dollar deficits. Any revisions to the formula and the data used to determine funding should
take into account the impact of funding changes on low-income communities and issues of equity in education
funding.

At a more fundamental level, however, lies the question of whether by “tweaking” or improving paris of the 13CS
formula and calculations, Connecticut can align state funding with student and town need in a manner that is
accurate, transparent, and equitable. As currently structured, the ECS grant is an “expenditure” driven allocation of
monies that attempts to account for variations in student need and in towns’ ability to pay for education through
the use of various weights. However, at best, the weights that the ECS formula uses are just proxies for true
variations in costs of educating different students. To date, there has not been a comprehensive ot agreed-upon
analysis of the true costs of educating students of different needs in different communities, such that all children
have the opportunity to meet the benchmarks and goals that Connecticut has st forth. We believe that while
cotrecting certain aspects of the ECS formula and calculations could pethaps result in small improvements, it would
be a better investment of time and resources to focus on a more comprehensive reform of the formula based on a
comprehensive analysis of the true costs of educating different students in different communities.
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3. Punding statutes do not allow flexibility in town budgeting in the face of decreasing enrollments
statewide and enable towns to shift local education funds to non-educational purposes.

Statutes require all state ECS monies be spent on education but there is a loophole for local education spending,
T.ocal monies approptiated (budgeted) for education do not need to be fully spent on education.” This provides
towns the opportunity to use local monies budgeted (and collected) for education on non-education expenses.
Furthermore, such shifting of tax dollars hinders transparency of municipal finances.

Entollments in K-12 public schools declined statewide by 12,620 (-2.3 percent) between 2004-2005 and
2009-2010.2 Based on October 2009 entollment counts, 85.5 percent (165 of 193) of Connecticut’s public school
districts across the state have declining enrollments of varying degrees. Statutes do not allow towns to decrease
theit local education budgets, even though declining enrollments ate forecast to continue throughout this decade
and it is unlikely Connecticut will revisit the enrollment peak of 2004-2005.2 A one-year exception was made for
FY 2010 to allow the towns of Bridgepott, Columbia, Ledyatd, and Salem to decrease their education budgets due
to declining enroflments.”

The confluence of declining enrollments and existing statutes on education budgets may have unintended
outcomes. It is possible for towns to budget local monies for education at the beginning of the fiscal year and then
shift unspent monies to local non-education purposes at the end of the fiscal year. "This practice may become more
commonplace as PK-12 enrollments continue to decline. Towns will increasingly find themselves in a sitvation
where enrollments — and vatiable costs — are declining while state education funds remain unchanged or increase.
The net effect would allow towns to increase local non-education spending without increasing local taxes.
Increases in local non-education spending would be subsidized by local education monies.

Futthermore, the Minitmum Budget Requirement (MBR) has allowed towns to use increases in ECS monies for
non-education purposes.”® Specifically in FY 2008 and FY 2009, the state legislatute allowed some school districts
to divert as much as 85 percent of increases in ECS monies to non-education purposes. In FY 2010, towns
were allowed to spend as much as 50 percent of their increase in ECS funding on non-education purposes.

Statutes must be rectified to allow towns to decrease their PK-12 spending when they experience declining
entollments, while ensuting that both state and local education monies are not shifted to non-education expenses.
One alternative would be for towns with declining entollments to increase their per-pupil expenditure as state
funding remains unchanged or increases. However, this raises the issue of equity in per-pupil spending among
towns. A second alternative would impose a reduction in state education funding corresponding to the reduction in
PK-12 enrollment ot the reduction in local education spending. This would have to take into account the fixed,
costs of operating a school district and maintaining mandatory programs regardless of enroliment levels. For
example, a minimum number of teachers and essential services — such as special education -- will always be needed
regatrdless of how much enrollment drops.

Conclusion and Recommendations

The looming state budget deficit of $3.7 billion for FY 2012 demands that state monies be distributed in a rational
and equitable manner.”” We recommend the following as initial steps to restructuring education funding to
effectively align state aid with local need:

¢ State government should focus on restructuting a// education funding through a transpatent, planned and
research-based process, rather than simply patching the ECS formula.

e To make the state income tax teturn an accurate and useful source of town data, add an entry for “town of
legal residence” in addition to the mailing address. Rhode Island and Vermont have such a requirement on
their state income tax return.
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¢  Exclude dosm and prison populations from both @/ state funding formulas and a/f state per capita income
calculations.

o Update per capita income data in @/ state funding formulas on a yeatly basis using the most recently
available data from state income tax returns.”

¢ Enact legislation that allows towns to reduce their local education “spending” {due to declining enroliments)
and disallows the shifting of local monies budgeted for education to non-education purposes.

 Hxisting statutes on local education budgets should be rectified to specify how local monies are expended —
not appropriated. A first step would be to require all towns to adhere to a cwmmon reporting standard that
provides an audit of local monies “spent” on education. This information should be made readily available
via the Internet.

The Appendix includes FY 2009 ECS funding amounts for all towns as currently funded and under four fully
funded scenarios.
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