EXECUTIVE SUMMARY

The Mebraska School Finance Review Commission was created by the Legislature in LB
Q40 {1985 10 make an m-depth and obpctive review of the funding of MNebraska's public
school system.  The Commisaon was charged with the examanation of whether or not
moome as & revenue source and indieator of wealth should play a langer role m school f-
nance. [ was also lo ook at methods o reduce the burden oo the property tax for school
supporl ansd consmder state akl distobuiem fommubas which provade greater equiy For

MNebraska students amd taxpayvers.

The Commission was compased of representatives appointed by the Governor from all
classes and sizes of school districts, members of the public at large, representatives of
higher sducation, a representative of the Governor, a repressntative of the Commissoner
of Education and members of the Legislature, This diverse group of individuals united 1o
work on the complex and often smotional issez of school finance in & cooperative and
positive spini. The Commission held over twenty public meetings, five public hearings
and listenesd to innumerable presentations of saff and owside expers, in order 1o reach
iis conclusions on how MNebraska might implement a school finance system which is Fairer
for Mebraska taspayers and students.

The Commission found two major problems with the way Nebraska comrently funds its
pubbic school system. First, the burden on propenly for school suppor is eacessive by any
slandland o measurement, resulling in ineguilis 10 taxpayers amd a narrow and unstabls
tax base for schools. Second, the cumrent system of school fnance, with its overemphasis

on the propenty tax as the primary basis of support for schools and grossly inadequate
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equalization atalities, does not assure that all students m the state will have eguitable sc.

cess [0 appropriate and necessary school services,

Furher, the Commissicn found that the historic resistance to greater equalization of
scluop] fiscal support in MNebraska was closely related 1o the inabiity of MNebraska policy
makers Lo reach consensus on what constihetes “wealth® in terms of school distnet e
sources and in bermes of taxpayers” ability o pay for educational services, The Commassion
felt that removal of this perennial rural-wrban stumbling block was eritical in order for
there 1o be widespread public suppont for a greater state role in school funding. [t con-
cluded that the vitization of income tax revemees as a dedicated revenoe source for schools
and as an indicatos of school distict wealth was o aecessary amd crucial factor for an im-

provied sclool funding system.

The Commusson alse concloded that some [orm of limidation on school distno bsdget
rowth woohkd be an essential aad necesiay cononent of 4 plan for 3ckool finance which
enlailed a substantial tax shaft in the means by which MNebraska supports its public schools.
In order to convince Webmskans and their political leaders of the wisdom and necessty
for preater state fax support for schools and a comesponding lessening of property 1ax
suppor for schools, the Commisson became convinced that real and effective budget
limitations are a political necessity,  Only bedget Bimits will goarantes a real shift in the
buarden of tax sopport for Nebraska public schools.

The Commission also recognized early that a decrease in property tax support for the
schools could be effectuated only through corresponding increases in state lax suppon for
schoals. The Commassion found that it woukd be unrcalistic and damagme to puble ed-
pcation in this state o expecl spnificant decreases in school spending as a means of
property tax relisf because Mebraska schools spend below or pear average on both a per
pupil and per capaia basis, [ncreases in siale taxes are the political cost which Mebraskans
must be willing 1o pay in onder to meag the benefits of short-temm and long-tesm propety
tax relief and educational equity,
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The Commussion bebeved that any system of school Enance should be puided by a few
overmising principles and beliefs about the purpose of sate mvelvernent i the financial
support of the school system. I other words, it was crocial to wnderstand why -SNehraska
provides state axd o schools moonder 10 make decisions about the kind of sate aid pro-
gram which will benefit MNebraska. The Commisson came 1o bebeve that the purposes

of state aid are:

1. Firsl, 1o assiere all Mebraska children an equilable epponunity for an approgriate
education;

2. Second, to provide a broad and =slable system of financial suppart Tor public achools
thrawgh an appropriate mixture of revenue sources; and

I Third, to provide squalizalbon of fiscal sbility and financial suppert amang school
alistricie arsl lavpayers thrawgh adistribition Frmela which recognices scheal districn
needs amd scheol district wealth.

Furher, the Commission belseves that "wealth™ as i1 relates to school districts” ahility 10
provide educational services and in terms of taxpayers’ ability to pay for such sepvices,

rist include consideration of income tax revenues as well a5 property 1ax revenues,

With due regard for these fmdings and beliefs the Commission has proposed the following

recommendations for a new school finance system:

I.  Twenty percent of all state menme tax revenoes should be dedicated for public
selool supporl. Twenty porcent of all individual income tax proceeds which are
attributable to specific school districd should be retwrmed directly to the school
district where such income tax revemies orkginated,

This recommendation will assure a bmadened, growing and more stable base
of suppornt for all public sclooels.

2 There should be an increzse in the overall level of siate support to o tarpet level
of 45 percent of the aggregale operational costs of the schosl sysiem in order 1o
effectuate a |5 porcent reduction in aggregate property taxes which will be leviad
{or 3 2 percent reduction in agpregate properly taxes bo be bevied for support
of the schools).

This recommendation will assure a meanmgful and realiste reduction, over the
short and Jong temm, in the share of school costs whach must be suppormed by

the property fax,
3. The Legisladure should implement an equalization based distribution formala
which will asswre that all school disiricts lave the fiscal ability io provide for ihe

realistic needs of students and which will measure school district wealth in terms
of baoth its availabde imcome tax resouroes and property (ax resouroes.

This recommendatzon will belp assure that the sdate 15 meeting s responahbil-
ities to provide equatabbe educational epporunities for students and faar fax
ircatment of its citizens.
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In comjunction with increased sdate support Tor the schools, thire should be an
implementation of real and effective growih limitations om the badgets of public
schials.  These limitations shoubdl be sensitive to dilferences im0 meeds amd re-
sources of the schoals,

Budpet prowih Gestations will assure that the increase in state suppon does
resuall in reduced propenty tax support for schools For the iniial vear of im-
plementation, the Commissaon 13 recommending a budget growth range of 4

percent o 6.5 percent,

The Commission recommends that its proposed school fimance plan should be
fumled on an ongoing and sasaimable basis from appropriate increases in the
state sales amdfor income taxes as determined necessary and appropriate by the
Legislature.

The Commassion recognmed s duly to sugpest a tax souree of sources whach
will be necessary to implement ds plan. 18 did not feel it a priats to proposs

speailic revenie increases sinee Thas sall be a function of the Legsbatiume :|.1|.-:1 Lhe
Crovernor in light of constitutional duties 10 set a budgst based on projected
revenoes and Lolal budget obhgations.

This is a plan for a new school finance systern which the Schaol Finance Beview Com-

mission submils 1o the Legsiature in fulillment of its slatutory obligations under LE 944,

The Commission recommends that the Legslature and Governor give this plan snous

comnsideration in the 1990 sesmon of the Unscameral.
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