7

Inter-Local Agreement for Single-Source Funding of Memphis and Shelby County Schools
Background

In 2008 when the Memphis City Council opted not to continue funding Memphis City Schools, a seven week conversation called Fund Shelby Schools was organized by Commissioner Carpenter to attempt to reach consensus across segments of the community on how schools should be funded.  One of the key areas of consensus was that there should be a single-source funder and that Shelby County Government was the most likely choice.  Not only was Shelby County already providing most of the local funding (approximately $363,000,000 annually) but state law prescribes that county government has primary funding responsibility.

This fact was a major component of the Council’s rationale for not continuing to fund Memphis City Schools.  The County is the tax base that encompasses all of Shelby County.  City taxpayers were, in essence, paying twice for education by paying their county taxes and their city taxes, which each helped fund local schools.  By contrast, other municipalities were not dedicating any of their revenue to fund local schools.
Following the Fund Shelby School process, County Commission Chair Deidre Malone organized a summit of stakeholders and from there appointed an ad hoc committee to study the issue. After eight months of study, the ad hoc adopted “Plan B” a single-source funding plan in which Shelby County Government would become the single-source of local education funds for both school systems.  It was acknowledged at that time that certain aspects of Plan B would require approval from the Tennessee General Assembly but that a funding agreement that complied with the Average Daily Attendance formula could be negotiated and implemented by the City Council and County Commission.  This proposal strives to be true to Plan B and incorporate those aspects that do not require approval from Nashville.

Finally, this plan, while desiring to achieve fundamental fairness in education funding also recognizes the state of the economy and the importance of suburban and unincorporated taxpayers to the overall tax base and community.  While there are likely many approaches to achieving the goal of single source funding, this plan attempts to allow time for economic recovery and spare taxpayers from the “sticker shock” of a large one-time tax increase.
This plan is viewed by the author as a draft and is open to amendments and suggestions.

Agreement

The Shelby County Board of Commissioners (Commission) agrees to become the single-source local funding entity for Memphis City Schools (MCS) and Shelby County Schools (SCS).  By agreeing to be the single-source funding entity, the Commission agrees to provide the $78.3 million in operating funds generated from the city property tax that is currently provided by the Memphis City Council (Council) to MCS and any subsequent increases the Commission deems necessary to grant.  The Commission acknowledges that by providing the $78.3 million currently provided by the Council that those funds become a part of the County’s maintenance of effort requirement under state law and may only be reduced if enrollment declines.  Nothing in this agreement should be construed as diminishing the County’s legal position that the County is not obligated by law to fund the amount currently provided by the City of Memphis.  This agreement only applies to operating funds and does not include any debt incurred by the Council on behalf of MCS.
While drafted as a legal contract between the City of Memphis and Shelby County, it is acknowledged that this agreement cannot bind a future Council or Commission to the respective tax rate increases and reductions described herein.  In the event a future Council or Commission fails to honor the agreement, the provisions in the severance clause would apply as well as existing law regarding school funding.
Average Daily Attendance Formula

The Commission recognizes that the Average Daily Attendance (ADA) formula prescribed in state law is in effect, and therefore SCS must receive its ADA share on any funding provided by the County to MCS.  The current ADA percentages require MCS receive 69.22% and SCS receive 30.78% of funds distributed by the County.  Using these percentages, the Commission must provide $113,117,596 in new school funds of which SCS would receive $34,817,596.

Timeframe
Under this agreement the Council and Commission agree to a phasing-in of the Commission’s funding obligations.  That phase-in would occur over a four-year period from FY 11 through FY 14.  The schedule of funding to be provided is as follows:

FY 11 = $8,196,990
FY 12 = $15,459,682
FY 13 = $24,394,931
FY 14 = $61,750,000
Total = $109,801,603
MLGW PILOT Payments = $4,000,000

Reduction of City Tax Rate

The Council agrees to reduce the City property tax rate by the penny equivalent of the dollar amount for City schools funded by the Commission.  The reduction of the City tax rate would mirror the ADA percentage for MCS (69.22%) at the time of this agreement multiplied by the schedule of funding to be provided by the Commission.  For example, a penny of the City tax rate is equal to about $1 million.  In fiscal year 2011, the Commission would fund $9,196,990.  Multiplied by 69.22%, the ADA share for MCS would equal $6,366,156.  Therefore, the Council must reduce the tax rate by just over .06 in FY 11.  It is agreed that this annual tax rate reduction must be cumulative, resulting in a tax reduction to City taxpayers of just over .78 on the property tax rate at the end of FY 14.  Nothing in the agreement shall be construed as to prevent the Council from reducing the tax rate by more than the required annual amount.  Failure to reduce the tax rate of city residents would render the agreement null and void and the Council would be liable for any funding provided by the Commission pursuant to this agreement.
MLGW Payment In Lieu of Taxes

The Commission will determine the sources of revenue utilized to provide MCS and SCS funds.  However, any scenario, such as the one described herein, would likely depend on an increase in the county portion of MLGW PILOT funds.  In FY 09, the County received $3,326,422.  As contemplated, the Commission would require an additional $4 million or $1 million per year from the MLGW PILOT program.  If agreed to by the Council, the Commission would agree not to commingle those additional funds but to segregate and use them exclusively to fund MCS and SCS.  How the Council adjusted the formula for the MLGW PILOT or provided additional PILOT funds would be at the Council’s discretion.
Metropolitan Government

If during the life of this agreement, Memphis and Shelby County Government merge into a metropolitan form of government, this agreement would be rendered moot, notwithstanding the requirement of the new metropolitan government to meet the maintenance of effort requirement of the former governments in relation to MCS and SCS funding.

Court Decision

If a final decision is rendered in the lawsuit filed by MCS against the City of Memphis by a state appeals court or the Tennessee Supreme Court in which it is determined that the City of Memphis is not legally required to continue to provide funding to MCS, then this agreement shall no longer be in effect.  It is understood that in that event, any funds contributed by the Commission would still be a part of the County’s maintenance of effort requirement, but no additional funding as described in this agreement would be required.  The Council agrees not to settle the lawsuit with MCS so that the courts may reach a decision in the funding matter.
Severance Clause
In the event that this arrangement becomes unsatisfactory to either party during the four year phase-in, either party may sever the agreement with one year (365 days) notice.  However, neither party is absolved from its maintenance of effort requirement in the event the agreement is severed.

Support for State Legislation

City Council agrees, consistent with Plan B, to support legislation for the upcoming legislative session requiring MCS to submit its budget to the County Mayor and Commission for approval by the Commission in the same manner as SCS submits its budget.  Additionally, Council agrees to support legislation requiring both systems to participate in mediation in the event a budget impasse is reached in future years between either school system and the Commission.
Shelby County Schools Capital Funding

Under this agreement, Memphis City Schools would receive the funds previously provided by the Council, which in essence fills the budget gap realized when the funding was eliminated.  However, because of the ADA requirements, Shelby   County Schools receives an unbudgeted amount of nearly $35 million.  For these reasons, the County Commission will request via resolution that Shelby County Schools as a show of good faith agree to spend a substantial portion of this funding to meet the capital improvement needs of SCS.  This would limit the increase in county debt and in effect institute a pay as you go system for some of the SCS capital needs, rather than issuing bonds.

Funding Plan

Annual Property Tax Growth FY 11-13

Annually property tax collections grow as a result of new construction, expansions, or changes to existing properties that result in an increase in value of those properties.  The growth has been so consistent that the County budget includes 1.5% to 2% growth in revenue in each annual budget.

This funding proposal plans to use some of the projected annual growth in property tax revenue for schools.  While the County budgets up to 2% growth as stated, this proposal conservatively estimates only 1.5% growth annually.  This plan would earmark 75% of the estimated 1.5% growth for this single source funding plan.  
Two important points about this approach are clear: the growth over the three year period is cumulative, and if growth exceeds 1.5%, this plan would only utilize 75% of 1.5% of the growth leaving the balance for the county general fund.  

On an annual basis, this portion of the plan would generate the following revenue:
	FY 11
	7,946,990

	FY 12
	8,145,683

	FY 13
	8,267,859

	
	

	Total
	$24,360,532


Growth in Local Option Sales Tax FY 11-14
Historically, the revenue generated by the local option sales tax in Shelby County of 2.25% grows by greater than 2% annually.  This tax revenue is divided proportionally among each municipality.  However, before divided local schools receive 50%.  The plan proposes to allocate the additional annual growth that would accrue to Shelby County Government to MCS and SCS.  The estimate is $250,000 per year from FY 11-14. 
	FY 11
	$250,000

	FY 12
	$500,000

	FY 13
	$750,000

	FY 14
	$1,000,000

	
	

	Total
	$2,500,000


Transfer of Portion of Tax Rate Dedicated to Rural School Bonds FY 13
The rural school bonds issued to pay for the construction of Arlington High School are paid by an additional .05 tax on the property tax rate assessed to suburban Shelby County residents.  The bonds are being paid off ahead of schedule and this budget year the .05 was reduced to .04.  This proposal would reduce that amount to .02 and utilize the value for schools.  This reduction would occur in FY 13 and equal approximately $1,322,055.  This is based on an estimated value of the penny for rural school bonds of about $661,000.
	FY 13
	$1,322,055

	
	

	Total
	$1,322,055


MLGW Payment In Lieu of Taxes FY 11-14
As mentioned in the Agreement, Shelby County received more than $3 million from MLGW’s payment in lieu of taxes.  MCS and SCS annually receive a portion of the total MLGW payment.  This plan calls for the City Council to generate an additional one million dollars from the MLGW PILOT for Shelby County.  The Commission would agree to appropriate 100% of the additional fund to MCS and SCS.  The total would be $4 million from FY 11-FY 14 but would continue for the life of the PILOT.  These funds are not cumulative and simply total $1 million per year to the total needed for schools in a given year.
	FY 11
	$1,000,000

	FY 12
	$1,000,000

	FY 13
	$1,000,000

	FY 14
	$1,000,000

	
	

	Total
	$4,000,000


Property Tax Rate Increases FY 12 & FY 13
To minimize the impact of required property tax increases to meet the ADA requirements, the proposal calls for a .04 property tax increase in FY 12 and a .08 increase in FY 13.  Assuming a conservative 1.5% growth annually in assessed value of property from FY 11-FY 13, total assessed value would rise to $19,563,195,428.. At an average collections rate of 93%, times the new tax rates would produce the results described in the chart.  The subsequent tax rates would be $4.10 for FY 12 and $4.18 in FY 13 
	FY 12
	$6,866,776

	FY 13
	$17,343,037

	
	$24,209,813


Increased Growth in Assessed Values after Reappraisal

Over a four year reappraisal cycle, assessed values have grown by an average of 16% cumulatively.  The growth between the third and fourth year (reappraisal year) averages nearly 11%.  After the 2008 reappraisal, growth was 8.82%.  This proposal assumes a conservative 9% growth in the reappraisal year. This would likely yield a certified tax rate $4.04, which includes .21 for appeals allowance.  Utilizing the growth, the adopted tax rate must be set at the FY 13 rate of $4.18 or .14 higher than the projected certified rate.  That would yield $68,445,455.  Of that, only $61,500,000 would be needed to meet the required funding for both systems.  The remaining revenue allows some flexibility in the event growth projections are slightly off, neglected programs need to be funded or to reduce the amount of the property tax increase. 
	FY 14
	$61,500,000


Funding Plan Summary

	FY 11
	Annual Prop Tax Collections Growth
	$7,946,990

	
	Sales Tax
	$250,000

	
	
	

	
	
	$8,196,990

	
	
	

	FY 12
	Annual Prop Tax Growth
	$8,145,683

	
	Sales Tax
	$250,000

	
	.04 Property Tax Increase
	$7,063,999

	
	
	

	
	
	$15,459,682

	
	
	

	FY 13
	Annual Prop Tax Growth
	$8,267,859

	
	Sales Tax
	$250,000

	
	Reduce Debt Service
	$1,322,055

	
	.08 Property Tax Increase
	$14,555,017

	
	
	

	
	
	$24,394,931

	
	
	

	FY 14
	Sales Tax
	$250,000

	
	Growth of Assessed Value post Appraisal*
	$61,500,000

	
	
	

	
	*Requires holding the tax rate at $4.14
	

	
	
	$61,750,000

	
	
	

	FY 11-14
	Annual MLGW PILOT
	$4,000,000

	
	
	

	TOTAL
	
	$113,801,603

	
	
	


Impact on Property Owner

Besides providing taxpayer equity and the requested funding to the school systems, we must be cognizant of the impact on taxpayers.  As described the city tax rate must be reduced proportionately as the county tax rate rises.  Under the funding scenario described, a homeowner whose property was appraised at $200,000 in the most recent appraisal currently pays $2,010 annually in county property taxes.  If the value of that home appreciates 9% to $218,000 in 2013 with a county tax rate of $4.18, the homeowner will pay $2,278 or $268 more annually.  Of that, nearly 90% will go directly to schools.

For city taxpayers, their city property tax will decline off-setting the increase in the county tax.
Conclusion
As should be obvious, this proposal relies on meeting the revenue growth projections described in the document.  The projections are very conservative and supported by historical data, including the last year of economic downturn.  However, if projections are higher or lower than anticipated or if other funding options that are more fiscally responsible become available, the funding mechanisms described may be altered to meet the terms of the inter-local agreement and provide the necessary funding.  It is the intent of the author to have this proposal adopted as a part of the inter-local agreement and require a vote to amend in order to alter any of the funding mechanisms.
