BILL ANALYSIS
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By: Grusendorf

Public School Finance, Sdlect
Committee Report (Subgtituted)

BACKGROUND AND PURPOSE

Sinceits very first Condtitution, Texas has made the education of every child its primary god. This date
has not wavered from that commitment. Today, Texasis facing acrigsinproviding funding for the public
educationsystem. Property taxesaretoo high, schools do not have the flexibilityto raise additiona revenue
to meset the risng costs of educating our children, and our current system of finance is being chalengedin
our courts. It isnecessary to overhaul the public educationfunding systemto sabilize and improve the way
we fund public education in Texas.

Whenever the funding of our public schoolsis addressed, it isimportant to keep our children’s education
at the forefront of the discusson. For this reason, it is essential to address and encourage student
achievement and progress. Introducing an incentive program and focusing onother educationreforms are
necessary pieces to solve the larger puzzle of schooal finance.

The purpose of this bill isto promote educational excellence and overhaul the way by which the state funds
its public schoals..

RULEMAKING AUTHORITY

It is the committee’s opinion that rulemaking authority is expresdy granted to the Commissioner of
Education in SECTION 1A.01, SECTION 1A.09, SECTION 1E.01, SECTION 1F.20, SECTION
2A.02, SECTION 2A.03, SECTION 2B.01, SECTION 2B.02, SECTION 2D.07, SECTION 2D.09,
and SECTION 2E.04; to the Commissioner of Higher Educationin SECTION 2B.02; to the State Board
of Education in 2D.02; to the Comptroller of Public Accountsin SECTION 6B.01; to the Legidative
Budget Board inSECTION 1A.01; and to the Texas L ottery Commissonin SECTION 9.05, SECTION
9.33, SECTION 9.41, and SECTION 9.42 of this hill.

ANALYSIS

C.S.H.B. 1 providesaauffident leve of funding to meet the state's educationa goals, increases funding to
every school digtrict by at least 2 percent, replaces the “Robin Hood” system with one less reliant on
recapture, establishesauniformloca property tax rate of $1.05 per $100 of vauetion, rewards excellence
in teaching and student performance, improves governance of public education, enhances accountability,
abolishes the franchise tax, governs the use of video lottery terminas at limited locations in this state, and
provides new revenue to achieve the state's goals.

Public School Finance

C.SH.B. 1 establishes a foundation tier to provide a sufficient level of funding to meet the state’s
educationa gods. Each school digtrict isentitled to an accreditation alotment consisting of $4,459 for each
student in average daily atendance (ADA) enrolled below the ninth grade and $5,459 for each student in
ADA enrdlled in the ninth grade or above. In addition to the accreditation alotment, school didtricts are
entitled to receive specid student alotments, including:

A minimum of $300 per student in ADA for specia education, with access to additiona funds for
high cost specid education students or students requiring intensive services,
A minimum of $665 per digible student in ADA to serve students at risk of dropping out of school
and to compensate for traditional underestimation of poverty in high schooal;

C.SH.B.178(4) Page1of 6



A minimum of $450 per student in ADA enralled in a bilingua education or specid language
program; and

A minimum of $178 per credit hour per student in ADA in an approved career and technology
educetion program.

Allotments in the foundation tier shdl be adjusted to account for differencesin districts resource
costs based onvarious factors beyond their control, suchas didtrict Size and sparsity, inflation, and
geographic variations inthe cost of hiring highly qudified teachers. The legidature may provide an
additiona alotment by gppropriation.

School districtsare entitled to receive dlotments ($250 per student in ADA for the first year and $250 per
additiona student in ADA for the second year) for operationa expenses associated with new ingtructiond
facilities. The Commissioner of Education (commissioner) may award grants to school districts with high
transportation costs per student.

The accreditation, specid student, and new ingtructiond facility dlotmentscongtitute“tier one” dlotments.
Each schoal didtrict’s responghility to fund tier one is determined by multiplying the taxable vaue of
property inthe school digtrict by $1.05 per $100 of vauation. The bill adjusts for rgpid declinesintaxable
vaue and provides other trangitiond aid to maintain state and local revenue to digtricts. Thebill guarantees
each digtrict aminimum funding incresse of 2 percent.

C.SH.B. 1 egtablishes an enrichment tier to provide school digtricts the opportunity to supplement their
basic programs at a leve of their choosing. The enrichment tax rate may not exceed $0.10 per $100 of
vauaion. No school district may impose an enrichment tax earlier than the 2006 tax year. The maximum
enrichment tax rate for that tax year is $0.02 per $100 of vauation, and it may be increased by no more
than $0.02 per $100 per tax year. The bill provides aformula to guarantee an amount of sate funding
(guaranteed yidd) for each cent of loca enrichment tax effort.

The hill increases by $500, to $1000, the hedlth insurance pass-through to full-time classroom teachers,
librarians, nurses, and counsdors, with a 90-day waiting period for new hires.

With respect to fadilities, the hill prohibits districts from using the school fadilities dlotment to construct,
acquire, or improve stadiums or other facilities predominantly used for extracurricular activities. The
commissoner shdl establish a* best practices’ programand recognize school districtswhichachieve cost-
effectiveness in condruction and long-term maintenance of facilities.

Reforms and | ncentives

C.S.H.B. 1 providessevera reformsand incentivesto improve academic achievements. Thecommissoner
ghdl provide grantsto school districts whichdevel op local incentive programs, the primary criteria of which
shal be measures of incrementa growthinstudents' achievement. In generd, these grants will be used to
provide awards of at least $2,500 to as many as 15 percent of a school digtrict's employees. The hill
edtablishes minimum criteriafor loca incentive programs.

The hill requires each school didtrict to create a mentor program for teachers and provides stipends of
$1,500 for each teacher mentored, up to two per mentor per year. The bill requires the commissioner to
develop a“premiumteacher” programto provide awards of $4,000 to classroom teachers who add vaue
to student achievement in low-performing and certain other campuses.

The bill awards school campuses an additiona $1,000 for each student who completesthe Advanced High
School Program, an additional $1000 for each at-risk student who completesthe curriculum requirement,
$100 for each student who achieves “commended performance,” and $100 for each student who
successfully performs on an Algebral assessment. These awards are doubled if the individud achieving
these successes is deemed at risk of dropping out of school. These funds may be used only for academic
enhancement purposes, they may not be used for athletics or to replace funds dready in a campus or
digtrict’s budget.
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C.SH.B. 1 diminaes the exit-levd TAKS tests and replaces them with end-of-course assessments.
Students must satisfactorily perform on end-of-course assessments for English, history, mathemetics, and
science to be digible to recaive a high school diploma. The bill dso alows sudents to meet the exit-test
standard with high scores on AP or 1B exams and, for mobile studentswho enter after the start of the 10th
grade, by high scores on the SAT Il or ACT exams.

By 2006, the Texas EducationAgency shdl devel op computer-based assessments, require school districts
to administer computer-based assessments to the extent practicable, and develop computer-adaptive
diagnogtic assessment insgruments. In addition, thebill requiresal studentsin grades8, 10, and 12 enrolled
inthe recommended or advanced high school programto take nationaly recognized assessmentsof college
readiness (such as the SAT Il or ACT exams). The commissoner is required to develop a system of
tracking individud students' performance on these assessment instruments fromyear to year. Thehill dso
creates new procedures for monitoring hilingud student performance and ensuring that bilinguad students
continue to progress academically.

The commissioner is required to ensure that the Public Education Information Management System
(PEIMS) linksstudent performanceto other datafor purposes of efficent and effective alocation of school
resources. All districtswill be required to use PEIMS and a new student tracking system to facilitate the
electronic transfer of students' records and improve monitoring of students progress toward graduation.
In addition, dl digtricts will be required to adhere to a uniform accounting system for required data.
Digricts will dso be required to report noningtructiond expenses in PEIMS. The commissoner and the
Commissioner of Higher Education may establish up to three centers for education research.

The hill requires four-year terms for dl trustees of independent school didtricts and requires them to be
elected on the uniform election date in November. The hill diminates the eection of the vice char and
secretary by the members of the State Board of Education and instead requiresthe chair, with the advice
and consent of the Governor, to gppoint those officids.

The hill dso contains a limitation that the commissoner shal adopt rules under the Education Code only
if the duty requires an actionto be taken by rule. The commissioner is aso required to set up asystemfor
commentson the actions the commissoner or the Texas Education Agency proposesto takeinperforming
aduty that does not require the adoption of rules. The commissioner may also accept gifts and grants for
the benefit of public education.

Taxes

C.SH.B. 1 establishesauniform local property tax rate of $1.05 per $100 of vauation. The hill limitsto
5 percent the annua increase of the apprai sed vaue of qudifying resdentia real property and specifiesthe
circumstances under which this limitation expires on a particular piece of property. Thebill dso dlowsa
local option tax rate of $0.10 per $100 of vauation for loca enrichment.

The hill requiresthe purchaser of real property to file asaes price disclosure report withthe chief appraiser
of the rlevant appraisd didtrict, with limited exceptions, and makes this report confidentid. The unlanful
disclosure of this report is a Class B misdemeanor.

The bill permitsa unit of loca government to sl dl or part of itstax receivables (ddinquent ad valorem
taxes and any other charge or assessment secured by a lien on real property). Such saes may be
accomplished through competitive bidding or a negotiated sdle. The hill establishes requirements for
notification, terms and conditions of sale, assgnment, and related matters.

C.S.H.B. 1 increases the State sdlestax rate to 6.75 percent from6.25 percent. It appliesthe salestax to
billboard advertisng service and bottled water sold in containers with a volume of three gdlons or less.
It del etesthe sal estax exemptions for mixed beverages, newspapers, newspaper subscriptions, newspaper
inserts, and magazine subscriptions. 1t deletes the limited sales tax exemption for Internet access fees.
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The hill increases the motor vehicle sales and use tax rate to 7.75 percent from 6.25 percent, and it
increases the boat and motor sales and use tax rate to 7.75 percent from 6.25 percent.

C.SH.B. 1 imposes an admissonstax of $1 per ticket to a professond athletic or anusement event, a
permanently sited theme park, and a live performance. Events sponsored, produced, or afiliated with
educationa inditutions and nonprofit entities are exempted. Net revenue from the admissons tax is
dedicated to public education.

The bill increases the tax rate on cigarettes by 344 percent to $70.50 from$20.50 per thousand, making
thetax $1.41 per pack. The bill increasesthe tax rate on cigarsby 344 percent (The ratesvary depending
onweight, terms of sale, and nontobacco content.). The hill increases the tax rate for smokeless and other
tobacco products to 40 percent from 35.213 percent of the list price.

The hill extends collection of the Telecommunications Infrastructure Fund assessment urtil 2007. It permits
entities which have not previoudy recovered the assessment from its customers to do so.

C.SH.B. 1 repedsthe franchise tax and establishes a payroll tax on employers. Thetax imposed isthe
lesser of 1.25 percent of the wages paid to that employee during the calendar quarter or $125 ($500 per
year) for each employee. Governmentd entities and charitable organizations are exempt from this tax.
Employers are prohibited from deducting the tax from employees wages, and doing so subjects an
employer to crimind (Class A misdemeanor) and civil pendties ($500 per violation).

The bill permitsthe Comptroller to forfet the right of anoncorporate entity to transact businessin this state
for the same reasons, and using the same procedures, as the Comptroller usesin relation to the forfeiture
of corporate privileges. The hill contains provisons relaing to effects of forfeiture, exceptions, notice
requirements, reviva, judicia process, and records of forfeiture.

Video L ottery

C.S.H.B. 1 permitsthe Texas L ottery Commisson(TL C) toimplement and operate avideo lottery system
and control the operation of video lottery terminds (VLTS) a racetracks which held apari-mutue license
on May 1, 2004, conducted at least 20 live racing daysin 2003, and annudly conducts at least as many
live racing days asit conducted during 2003. The bill dlows the operationof VLTs oncertaintriba lands,
subject to an effective gaming agreement.  The bill establishes that the state owns dl lottery games,
regardless of the owner of the VLTS, and provides that TLC has exdusve authority to oversee video
lottery games in Texas, induding the unilaterd ability to disable VL Ts remotdly through a video lottery
centrd sysem linkedto dl VLTs.

The gate shdl receive 60 percent of net income derived from VLT operation at racetracks and up to 25
percent of net income derived fromVLT operationontribal lands. Two percent of fundsthe state receives
will be dlocated to TLC to defray its expenses in adminigering video lottery. Of the share retained by
racetracks, 13.5 percent is alocated to supplement purses and support breed registries for horses and
greyhounds. Applicants for registration or licensure must pay nonrefundable fees of various amounts to
TLC and fees of $25,000 per VLT.

TLC hasthe authority to define hours of VLT operation, amounts players may be charged to play, prizes
and credits that may be awarded, the maximum number of VLTS that may be operated at a particular
fadlity, and numerous other aspects of VLT operations. The hill contains provisons governing the
requirements for and the process of licensure or registration of VLT providers (manufacturers), video
lotteryretailers, video | ottery managers, and facility Sites; the processfor renewing, suspending, or revoking
alicense invedtigations, testing and gpproving VLT equipment; the basic requirements of VLT equipment;
accounting, financid, and other reporting requirements, indemnification, insurance, and bonding
requirements, employees of video lottery retalers and managers, hearings and due process; civil and
crimind pendlties for violations, confidentidity of information; and other aspects of operation and
management of video lottery.
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The bill contains amodel gaming agreement to be executed by the Governor and the Alabama-Coushatta
Indian tribe, the Kickapoo Traditiond Tribe of Texas, and Ydeta del Sur Pueblo Indian tribe. The
agreement gtipulates the terms and conditions under which thesetribesmay operate VLTs ontriba lands.
The hill does not prohibit a federaly recognized tribe from requesting to negotiate a gaming agreement
which differs from the modd agreement.

The hill establishes aiminal pendties for possesson of gambling devices other than authorized VLT
machines. Thebill darifiesthat adot machineisnot a device or equipment used in connection with bingo
when authorized by law.

C.SH.B. 1 authorizes TLC to begin implementing aspects of video |ottery operations prior to the date a
condtitutiona amendment establishing video lottery is submitted to the votersfor gpprova. Theseactivities
indude expending funds, developing and approving forms, accepting applications, preregistering VLT
providers, testing equipment, and employing additional employees as needed to ensure the state begins
receiving revenue from video lottery at the earliest possible date.

EFFECTIVE DATE

Most provisons take effect January 1, 2005, but only if the congtitutiond amendment proposed by H.J.R.
1, 78th Legidature, 4th Called Session, 2004, is approved by the voters. Sections 2B.05 and 10.01(b)
take effect September 1, 2004. Articles 1 and 2 take effect September 1, 2005, except Section 1G.01(a)
takes effect August 31, 2004, and Part C of Article 2 takes effect January 1, 2005. Part D of Article 3
takesimmediate effect if this Act receivesavote of two-thirds of dl membersof each house or, otherwise,
91 days after the end of the 4th Called Session, except Sections 3D.01, 3D.02, and 3D.03 take effect
January 1, 2005. Article 7 takes effect on the date the previoudy mentioned conditutiond amendment
becomeseffective. Sections9.41 and 9.42 takesimmediate effect if this Act receivesavote of two-thirds
of al members of each house or, otherwise, 91 days after the end of the 4th Called Session.

COMPARISON OF ORIGINAL TO SUBSTITUTE

The subdtitute replaces the origind’ s changesto the exigting school financeformulaand enrichment tax rate
with anentirdy new series of dlotments and formulas. The substitute adds language to set a uniform loca
property tax rate of $1.05 per $100 of vduation. The subgtitute allowsaloca option tax rate of $0.10 per
$100 of vauation.

The subgtitute expands the origina’ s provisions relating to educator excellence, adds the premium teacher
program and mentoring programs, adds the student incentives program, deletes the origind’s incentive
program for principas, and deletes language in the origind rdating to a state evaduation system. The
subdtitute expands provisons relating to end-of -coursetesting, adds provisons reaing to computer-based
assessments, and adds provisons relating to PEIMS and tracking systems. The substitute adds the
accountability and governance provisions, aswell as provisons rdating to enrichment, fadilities funding,
congtruction and maintenance best practices, and uses of funds. The subgtitute adds the provision
increasing the hedlth insurance pass-through by $500.

The subdtitute limitsappraisal increasesto 5 percent annudly, not 3 percent asinthe origind. The substitute
adds provisions authorizing the sale of tax receivables and requiring the filing of a sales price disclosure.

The substitute adds provisons relating to saes tax exemptions, salestax rate, motor vehicle sdles and use
tax rate, boat and motor sales and use tax rate, cigar and tobacco tax rates, admissons tax, payroll tax,
and TIF extensgon. The subgtitute adds the repeal of the franchise tax. The substitute expands on the
origina’s cigarette tax proposa and otherwise deletes the origina’ s tax proposdls.

The subdtitute expands the origind’ s provisions relating to video lottery, providesthat TLC has exclusive
authority to control video lottery, specifies TL C's authority and respongbility for operational aspects of the
video lottery, increases the state's share to 60 percent from 50 percent as in the origind, adds the model
gaming agreement, and establishes crimina pendties for possesson of gambling devices other than
authorized VLT machines
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The subgtitute makes numerous other technical and conforming changes.
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