
Report On The Educational Excellence Trust Fund
The Educational Excellence Trust Fund (EETF) was created by Act 10 of 1991 for two purposes:  (1) to provide additional funding for teacher salaries; and (2) to ensure that revenues from newly enacted tax increases were used first to support other programs of educational opportunity initiated in the 1991 session.
  Since its inception, the EETF has contributed $3,323,279,436 through fiscal year 2007 and is projected to provide another $298 million in fiscal year 2008 for public schools, early childhood education, higher education, and workforce education.
  
In recent years, questions have arisen about the limitations on how public school districts may use the funds.  On the 2006 recommendation of the Adequacy Study Oversight Subcommittee, the House Interim Committee on Education and Senate Interim Committee on Education adopted an Interim Study Proposal (ISP 2007-009) to study the uses of EETF funds.  
This report will provide preliminary information regarding ISP 2007-009 to the Joint Adequacy Evaluation Subcommittee as follows: (1) an overview of the law and its application, (2) financial data concerning distribution of EETF, and (3) a discussion of possible alternative uses of the funding.
A. Overview
The EETF was initially funded with a one-half of one percent (1/2%) increase in sales and use taxes.
  Act 10 directed to whom and in what amounts the fund was to be distributed:  The Public School Fund Account, Department of Education Fund Account, Vocational Education Administration Fund Account
, Department of Higher Education Grants Fund Account, and twenty (20) funds for institutions of higher educations.  Vocational-technical schools, which receive Workforce 2000 funds, were not included in the distribution. 
Today the distributions are allocated in similar proportions to the 1991 enactment, but with some exceptions
:  (1)  There are now twenty-two (22) institutions of higher education identified as recipients; (2) Workforce Education received distributions through the Public School Fund Account allocations through FY 2000-2001, and since FY 2001-2002 has a separate allocation to the Department of Workforce Education Public School Fund Account; (3) The School for Mathematics, Sciences, and the Arts received distributions from the Public School Fund Account through FY 2002-2003, and since FY 2003-2004 has a separate allocation to The School for Math, Science, and Arts Fund; and (4) The Public School Fund Account allocation is now distributed entirely to public school districts and the Arkansas Better Chance program.  
A history of the distributions of EETF funds is presented in Attachment A to this report.
The language of Act 10 of 1991, § 3(c), expressed the legislature's intent that the EETF funding was "in addition to those [funds] anticipated to be provided to fund public education for the children of this state at the same historical proportionate levels."  Accordingly, Act 10 required the Chief Fiscal Officer of the State to certify annually to the Treasurer of State the amount of revenues generated from sales and use tax increases enacted in the 1991 session.
  The Treasurer of State then transferred that amount from net general revenues into the EETF.  In 1999, the method of calculating the annual EETF amount was changed to a specific formula utilizing a percentage of total net general revenue collected in the immediate past year.
    
B. Limitations on the Use of EETF Funds
In keeping with the legislative expression that the provisions of Act 10 of 1991 were necessary for providing salary increases for public school certified personnel, a public school district is limited to using an increase in its EETF distribution above the highest distribution level since 1991 "to provide salary increases for current certified personnel positions and for no other purposes except that required social security matching on such salary increases required to be paid by the districts may be paid from such funds." No other recipient of Educational Excellence Trust Fund distributions is limited as to its use.

The current statutory provision governing the use of the EETF (Ark. Code Ann. § 6-5-307) provides:

(a)  Any increase in Educational Excellence Trust Fund funds allocated for teacher salaries shall be used by school districts to provide salary increases for current certified personnel positions and for no other purpose, except that required social security and teacher retirement matching required to be paid by the school districts for certified personnel may be paid from the funds.  

(b)  Educational Excellence Trust Fund funds allocated for teacher salaries shall be disbursed by the Department of Education to school districts pursuant to the state foundation funding formula under § 6-20-2305.  

(c)  In determining whether a school district has had an increase in Educational Excellence Trust Fund funds allocated for teacher salaries, any annual increase in such trust funds must exceed the level of the highest year since 1991 to be classified as an increase.  

(d)  "Salary increase," as used in this section, shall not include increments for experience or advanced hours or degrees.

According to the Department of Education, the first step in determining the EETF funding allocation for a school district is to calculate the percent EETF funding comprises of the total state foundation funding.  Next, this percentage is multiplied times a district's state foundation funding amount, and the result is the portion of a district's state foundation funding that is funded by EETF.
  The amount of a school district's EETF distribution is separately noted in the annual state aid notice sent to the school district.   

Since 1991, there have been several amendments to the language of § 6-5-307 regarding the limitation on the use of an increase in EETF funds, as follows:
	Acts 1991, No. 10, § 3
	
	Original language provided that the funds "shall be utilized by school districts to provide salary increases for current certified personnel positions and for no other purposes except that required social security and teacher retirement matching required to be paid by the school districts for certified personnel may be paid from the funds.  This increased funding shall be divided equally among all certified personnel unless the board of directors of a district and a majority of the teachers agree to a different distribution." 

	Acts 1995, No. 1172, § 2
	
	Added the requirement that school districts "first expend [EETF funds] to satisfy the Classroom Teacher salary requirement" in effect at that time.

	Acts 1997, No. 1324, § 1
	
	Repealed the language added in 1995 and added  that "any increase … shall be divided equally among all certified personnel positions employed in the current school year and for no other purposes, except that required social security and teacher retirement matching for certified personnel may be paid from such funds…"  This amendment also added the current subsection (c).

	Acts 2001, No. 1456, § 7
	
	Amended the section as follows:  

(a) For the 1997-1998 school year and each year thereafter, any Any increase in Educational Excellence Trust Fund funds allocated for teacher salaries shall be divided equally among all certified personnel positions employed in the current school year and for no other purposes, except that may be used to fund the required salary increase provided for in the “Educator Compensation Act of 2001,” and required social security and teacher retirement matching for certified personnel may be paid from the funds.. 

	Acts 2005, No. 2121, § 20
	
	Repealed the language added in 2001 and amended it to read "Any increase in Educational Excellence Trust Fund funds allocated for teacher salaries shall be used by school districts to provide salary increases for current certified personnel positions and for no other purpose except that required social security and teacher retirement matching for certified personnel may be paid from the funds."  (emphasis added)

	Acts 2005, No. 2165, § 1
	
	Added current subsection (d), which prohibits using EETF funds for incremental salary increases for experience, advanced hours, or degrees.


The effect of these amendments was to move from requiring an equal distribution of EETF funds among all certified personnel to requiring that school districts:
(a) Must use the base distribution of EETF funds for teacher salaries;
(b) Must use any increase in EETF funds to provide salary increases for certified personnel; and

(c) May not apply the increase in EETF funds for incremental increases for experience, advanced hours, or degrees.
According to the Department of Education, in compliance with Act 10 of 1991, school districts adjusted their salary schedules to increase salaries commensurate with the amount of funding received from the EETF.  Since 1992, subsequent allocations of EETF funding have continued to support school district salary schedule expenses and increases in EETF funding have been specifically allocated to further increase a school district's salary schedule on an equal basis among all certified personnel.
C. Proposals for Revising the Limitation on Uses of EETF Funds
During the Lake View
 litigation and the 2006 adequacy hearings, some public school districts testified that the requirement that increases in EETF funds above their highest distribution since FY 1991-1992 be used solely to increase teacher salaries widens the teacher salary disparity in the state.  It was suggested that a growing school district will increase teacher salaries at a higher rate than a school district that is declining in enrollment.  
The disparity in average teacher salaries statewide increased  in FY 2006-2007, but the disparity in beginning salaries decreased.  The Bureau of Legislative Research reported the following to the Joint Adequacy Evaluation Subcommittee on January 9, 2008:

In 2006-07 the lowest beginning salary was $28,611, and the highest was $41,000 for a range of $12,389.  If the top three districts were removed from the list, the range would be $8,389.  The gap between the third highest district and the fourth highest is $3,503.

…

In 2006-07 the lowest average salary was $34,080, and the highest was $59,026.  The range was $24,946.  The range between the top two districts was $5,131.  If the top district were removed from the list, the range would be $19,815.

The Department of Education has identified the total EETF projected allocation for FY 2007-2008 as 10.9% of state foundation funding.  As indicated on Attachment A, distributions to the Public School Fund Account for FY 2007-2008 are projected to increase by 4.59% to $200,422,877, an increase of $9,202,920 over the FY 2006-2007 distribution.  It should be noted, however, that not every school district experiences an increase in EETF funding each year.  For a history of the distributions to school districts since the creation of the EETF, see Attachment B.  

Whether the restricted use of EETF funds actually exacerbates the teacher salary disparity among Arkansas school districts is difficult to determine with certainty.  For example, a primary influence on the salary disparity issue is the right of a school district under the Arkansas Constitution to raise tax revenue above the uniform rate of tax.
  Another possible factor that widens the gap independent of the EETF restrictions is a school board's decision to apply a voluntary cost of living increase or to increase teacher salaries due to employment market conditions where the school district is located.
Nevertheless, if the Joint Adequacy Evaluation Subcommittee desires to consider alternative uses of the increase in EETF funds received by a school district, particularly one whose salary schedule already exceeds the state average salary levels, some possible considerations are that the Department of Education could grant a waiver to the school district, thereby:
(a) Permitting the school district to use an increase in EETF funds for any other purpose; or
(b) Allowing the school district to use an increase in EETF funds for educational goals and initiatives identified by the General Assembly or the Governor, such as:

(1) Adding instructional facilitators;

(2) Paying for tutors;

(3) Recruiting or retaining Science, Technology, Engineering, and Mathematics (STEM) teachers; 
(4) Providing additional funding for professional development; 
(5) Providing incentive bonuses under Rewarding Excellence in Achievement programs, or under other approved incentive programs; or

(6) Paying for the expenses or bonus of a traveling teacher under the Traveling Teacher Program if reimbursement funding is not available.
D. Conclusion
In conclusion, the intended use of the Educational Excellence Trust Fund expressed by the 78th General Assembly and supported in subsequent legislation is to increase teacher salaries.  Historically, public school districts have used the funds to further that intent.  Whether the restricted use of any increase in a school district's EETF funding over its highest distribution since FY 1991-1992 in fact widens the teacher salary disparity in the state requires research that will account for independent factors that influence salary increases.  However, in the event the subcommittee desires to pursue other options for the use of EETF funds by school districts, the options identified in this report will support the educational goals identified by the General Assembly and the Governor.  
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� Acts 1991, No. 10, § 7.


� See Attachment A to this report.


� Acts 1991, No. 3.


� This fund account is now the Department of Workforce Education Fund Account.


� See Attachment A to this report.


� Acst 1991, No. 10, § 1.


� See Ark. Code Ann. § 6-5-301, which codifies Act 1315 of 1999, § 1.


� Source:  Arkansas Department of Education - Fiscal and Administrative Services Office - School Finance/Loans and Bonds Section.


� Lake View Sch. Dist. No. 25 of Phillips County  v. Huckabee, 370 Ark. 139, __ S.W.3d __ (2007).


� BureauBrief, Teacher Salaries, January 9, 2008.


� Ark. Const. art. 14 § 3(c).  
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