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In spring 2014, Raise Your Hand Texas (RYHT) engaged Moak, Casey & Associates (MCA) to
analyze the financing, including current revenues and expenditures, of Texasnopément
charter schools, and compare funding informatiothed of Texas public school districts. The
purpose of this study is to identify differences in funding between the charter schools and school
districts. This report provides the results of that analysis as well as background information on
enrollments, sffing and salaries, and funding for charter schools.

This is not the first report studying Texas charter schofifmnce, and comparing the open
enrollment charter schools to traditional public scho@sate law (TEC 812.1013) requires that

the commissioner have prepared an annual report that compares performance of charter schools to
matched traditionadampusesThe Texas Center for Educational Research (TCGHiR)he annual
reportfor the years 20084, 200405, 200506, 200607, and2007-08, providing information not

only on the funding of charters but also enrollment, staffing, student and family satisfantion,
charter school student performancé&@he Education Research Center (ERC) at Texas A&M
University completedhe amualevaluatiorfor 200910. In addition, for the school finance court

case Texas Taxpayer et &l Williams), the Texas Charter Schools Association (TCSA) and its
expert witnesses introduced information on charter schoolrfgrati evidence in their pleadings.

In theanalysisof charter school finance, this repgdes beyond the other studies of Texas charter
schoosk in that a careful analysis of finance data revealed significant differences in accounting
standards and report) betweeropenenrollmentcharter schools and traditional school districts.
These differences in standards and reporting required adjustments to the data to ensure
comparability. Adjustments will be explained in detail in discussions of the dataianalgs in

the report.On the other hand, this report does not evaluate the charter schools and the progress
charter school students are making on performance measures, nor does it use surveys of open
enrollment charter schostakeholdes. This report casiders only opernrolment charter schools,
althoughprior reports have included all classes of Texas charter schools. Since the data have been
adjusted for comparability purposes, and included only-@meoliment charter schools, the results

of the amlyses in this report are different from prior studies.

The report is organized infour sections. In the first, background information on eparoliment

charter schools is compared to traditional public schools. Differences in organization, errollmen
patterns, location of the schools, and size are highlighted. Also, staffing and staff compensation
are analyzed. The second sectimscribes theurrentfunding of both traditional public school
districts andopenenrollment charter schools, and draa@mparisons and contrasts to ithe
funding. The next section focuses on funding, including capital outlay and debt service, revenues,
and expenditures, while the final section highlights the differences in actual funding as a result of
the formulas. A tstory of funding of charter schools is contained in Appendix A for those readers
who wish more detail. Arief analysis of prior reports on charter school funding, and highlights

of differences between the older reports and this ana$ysisluded as Apendix B
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Texas opesenrollment charter schoolgere first authorized in statute in 1995 with charters granted

by the State Board of Education (SBOE)dorinitial period ofive years with the opportunity for

10-year renewalsOpenenrollment charter schoolsenewfi pu bl i c0 school s t hat
groups such as neprofit organizations, universities or local government groups (TEL191).

The 8% Legislature in 2013 modified the approval process so that the Commissione
iproposeso the granting of a new charter, which
may not grant a new charter that has not been proposed by the Commis3psreFnroliment

charter schools operate relatively free of mostessaid localkchool requirements but the State

maintains authority over openrollment charter schooldBecause opeanrollment charter

a

schools have been authorized for |l ess than 20 ye

Openenrolliment charter schisoare eligible for federal categorical aid programs such as Title |
(compensatory education) or IDEA (special education), but may not levy property taxes nor charge
tuition. Charters may draw enrollment from multiple school districts, and may opeateaite

or public facilities.

In 2013Texasraised the cap on opemrollment charters from 215 to 305, to be phased in over
five years. According to the 201®igest of Education Statisticg) 2012, Texas operated the
second largest number of charszhools and enrolled the second largest number of students.
(California was first.) Thdigestreported that thaumber of children in Texas charter schools as

a percent of total public school enrolilmentveas r el ati vely smal lublgr oporti o

enrollment and wakess than the national average (Texa8% v. National 4.2%).

Enrollment. Table 1 displays the growth in Texas osmollment chartersnd in traditional

public school districtshetween 2009 and 2014.n Tabl e 1, ot woe afsaurrrec! | amreen

displayed: enrollment, which is a headcount of students in the school or school district reported to
PEIMS on a particular day in the fall; and Average Daily Attendance (ADA), which is a measure
of attendance every day of the school yeanfdhe students actually coming to schools, over the
entire school year.

Both traditional public schools and openrollment charter schools are facing significant
enrollment growth, with all the issues related to growBetween 20089 and 20134, open
enrollment charter schools doubled their enrollments, while growth in the traditional public schools
was not as dramatic. In 2013 traditional school districts added over twice as many students as
did openrenroliment charter schools (51,915 v 24,1 Homent and 48,317 v 24,616 ADA)
although these numbers represent larger percentage increases for the charter schools. Open
enrollment charter school students accounted for 3.9 percent of all student enrolimentid,2013
up from 3.4 percent in 20123 and 2.0 percent in 206@. The average charter district size,
although growing significantly, is still significantly below that of the average traditional public
school district, an average 1,006 students enrolled in-epesiiment charter districts cormped to

4,828 in traditional public school districts in 2013.
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Table 17 Growthin Texas Open Enrollment Charters 2009 through 2014)

Difference
(201314 minus
200809 201213 201314 S
C.har.ter ISD Char_ter ISD C.har'ter ISD C.har'ter ISD
Measure Districts Districts Districts Districts
Number of districts 205 1,030 202 1,026 202 1,025 0 -1
Enrollment 102,903| 4,646,668] 179,120 4,896,720] 203,290| 4,948,635 24,170 51,915
ADA 90,079| 4,309,237 161,846| 4,537,646] 186,462| 4,585,963 24,616| 48,317
ADA as a % of 87.5% 92.7% 90.4% 92.7% 91.7% 92.7% 1.3% 0.0%
Enrollment
Average enrollment 502 4,511 887 4,773 1,006 4,828 119 55
Percent of State
Total
Districts 16.6% 83.4% 16.4% 83.6% 16.5% 83.5% 0.0% 0.0%
Enrollment 2.2% 97.8% 3.5% 96.5% 3.9% 96.1% 0.4% -0.4%
ADA 2.0% 98.0% 3.4% 96.6% 3.9% 96.1% 0.5% -0.5%

Source: AEIS and PEIMS data.

The measure, ADA as a percentage of enrollment, indicates what portion of the student body is
attendingas opposed to being enrolled in the distrithe higher this ratio (100% being a perfect

score with every enrolled student attending every day), the more likely the students are to be
successful in their school wiichdataarepresentedinTable each o
1, traditional schools had a higher percentage of enrolled students attending than did open
enrollment charter schools.

ADA also is an important factor in the Texas funding formulas for both-epesiiment charter
schods and for traditional public schools. Generally, the higher the ADA, the more state revenues
are allocated, all other things being equal.

Table 2provides background information on the broad diversity of charter schools. Qulesetiér
schools have a highlevel of diversitythan traditionalpublic schoolsThat is, operenrollment
charter schools enreltl greater percentages of Hispanic and Afridanerican students than did
the traditional public schools.
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Table 2i Enrollment Diversity 2009 through 2014

Difference
(201314 minus
200809 201213 201314 201213)

Group Charter ISD Charter ISD Charter ISD Charter ISD
Hispanic 52,468| 2,211,899| 99,508| 2,498,016 115,486| 2,552,829 15,978 54,813
Anglo 17,901| 1,590,614 28,858 1,487,001 34,408 1,482,885 5,550 -4,116
African-American 28,395| 640,976 38,923 605,434 42,510 610,209 3,587 4,775
Asian 3,427 165,875 8,373 181,640 6,984 189,026 -1,389 7,386
Other 300 16,349 3,164 108,022 3,229 113,662 65 5,640
Total 102,491| 4,625,713| 178,826 4,880,113 203,290| 4,948,635 24,464 68,522

Percent of Total:

Hispanic 51.2% 47.8% 55.6% 51.2% 56.8% 51.6% 1.2% 0.4%
Anglo 17.5% 34.4% 16.1% 30.5% 16.9% 30.0% 0.8% -0.5%
African-American 27.7% 13.9% 21.8% 12.4% 20.9% 12.3% -0.9% -0.1%
Asian 3.3% 3.6% 4.7% 3.7% 3.4% 3.8% -1.2% 0.1%
Other 0.3% 0.4% 1.8% 2.2% 1.6% 2.3% -0.2% 0.1%

Source200809 and 201213 numbers are AEIS membership; 2A¥3numbers are PEIMS enroliment

Traditional public schools generally operate mature, comprehensiid R stems while open
enrollment charter schools may operate a variety of different educational arrangements, including
only early elementary gradeslementary grades, only middle schgoades, only high school
gradesmulti-level (both elementary and secondarg) onlyalternative education centehs.2013

the operenrollment charters enrolled pupils in 31 different organizational patterns including grades
4 to 9, grades 42, grade 1%:12, and PK12. The 202 charter school districts operated 586
campuses in 2013, 199 of which were alternative education centers enrolling 44,053 students.
Approximately a third of the opeenroliment charter schools educate students at-teutis with

about 70 percent of students enrolled in early elementary/kindergartenipreugh grade 12
systems. @er 90 percent of traditional public schools operate multiple grade levels.

Table 3 displays information on grade level enroliment in 2009, 20132@14.The pattern of
enrollment by grade has shifted somewhat for the -@peallment charter schools between 2009

and 2014. In 2009, less than 50 percent of enrollment was in the elementary schools, with about
29 percent of students in high school gmd By 2014, about 52 percent of charter school
enrollment was in the elementary grades and the percentage in high school had dropped to 23.6
percent, less than the traditional public schools percentage share of 27.5 percent:18 a06d2
201314, the barter schools enrolled a greater portion of their students in the elementary and
middle school grades than did the public schools.
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Table 3i GradeLevel Enrollment,2009 through 2014

Difference
(201314 minus
200809 201213 201314 201213)

Population Charter ISD Charter ISD Charter ISD Charter ISD
PreK i Grade 5 50,297 | 2,349,645 92,519| 2,461,170| 105,411| 2,493,846 12,892 32,676
Grades 6 8 22,430| 1,009,447| 43,231| 1,080,598 49,808| 1,091,878 6,577 11,280
Grades 9 12 29,764| 1,266,621| 43,076| 1,338,345 47,976| 1,361,926 4,900 23,581
Total 102,901| 4,646,668 179,120 4,896,720 203,290 4,948,635 24,170 51,915

Percent of Total

PreK i Grade 5 48.9% 50.6% 51.7% 50.3% 51.9% 50.4% 0.2% 0.1%
Grades 6 8 21.8% 21.7% 24.1% 22.1% 24.5% 22.1% 0.4% 0.0%
Grades 9 12 28.9% 27.3% 24.0% 27.3% 23.6% 27.5% -0.4% 0.2%

Source: AEIS and PEIMS data.

Table 4 provides information dull-time equivalent (FTEprogram enrollments in the open

enrollment charter schools amdthe traditional public school§. Pr ogr amo enr ol | ment
to children in special education, bilingual, compensatory, career and technical, and
gifted/talented programsComparison of the FTE enrollments is necessary because children

are not in the special programs all of the school day or school year.

Although by far the majority of children enrolled in special programs are served in the public
schools, as a percena@f ADA, charter schools in 201B4 had a greater percentage of
studentddentifiedas bilingual or who are the basis for #t@mpensatory educatiailotment

than did the traditional public schools. Traditional public schools had greater percentages of
ADA in special education, career and technical, and gifted/talented programs than did the
charter schools. (All other things being equal, children in special programs require additional
resources to provide comparable educational programs.)
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Table 47 Program Enrollments 2009 through 2014
Program Area 200809 201213 201314 Difference
(201314 minus
201213)
Charter ISD Charter ISD Charter ISD Charter ISD
Special Ed 2,516| 118,319| 3,212 112,859 3,584 113,943 372 1,084
Mainstream 3,127| 109,472| 3,677 108,783 3,871 109,693 195 910
Bilingual 11,852| 661,329 27,944| 726,357 34,686 733,308 6,742 6,951
Comp Ed 66,732| 2,657,495| 115,625| 3,007,631 131,205 3,042,752 15,580 35,121
Career & Tech 1,828| 179,614| 2,273| 216,407 3,129 218,450 856 2,043
Gifted/Talented 1,028| 212,237| 2,239 222,352 2,456 229,208 217 6,856
ADA 90,079 4,309,237| 161,846| 4,537,646 186,462 4,772,425 24,616 234,779
% of ADA:
Special Ed 2.8% 2.7% 2.0% 2.5% 1.9% 2.4% -0.1% -0.1%
Mainstream 3.5% 2.5% 2.3% 2.4% 2.1% 2.3% -0.2% -0.1%
Bilingual 13.2% 15.3%| 17.3% 16.0% 18.6% 15.4% 1.3% -0.6%
Comp Ed 74.1% 61.7%| 71.4% 66.3% 70.4% 63.8% -1.1% -2.5%
Career & Tech 2.0% 4.2% 1.4% 4.8% 1.7% 4.6% 0.3% -0.2%
Gifted/Talented 1.1% 4.9% 1.4% 4.9% 1.3% 4.8% -0.1% -0.1%

Source: AEIS and PEIMS data.

Table 5 displays the 2014 geographic distribution of egerollment charter schools and
traditional public schools.Charter schools are concentrated in the urban areas of the state,
including Region 4 (Housn), Regions 10 and 11 (Dallas/Ft. Worth), Regions 13 and 20

(Austin/San Antonio), and Region 1 (lower Rio Grande Valley).

In cont@adhird of

traditional public schools are in the other, more rural parts of the State.

Table 6 provides informatiomn the enroliment size of opeamrollment charter school
districts and traditional public school districts in 2009, 2013, and 2014. In@80®ere were
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Sixty-five percent of charter school enroliments were in schools of less than 1,000 students.

By 201314, although charter schools still did not have any studerfisdn st r i ct s o |
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students. Traditional public schools districts enrolled more than 70 percent of total
enrollments in districts larger than 10,000 students,@rig 4.6 percent of total enroliment
in districts serving under 1,000 students.
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Table 51 Geographic Distribution of Charter SchoaCampuses/Enroliment2013-14

201314 Charter Schools Traditional Schools Difference betweeharters and
201314 Traditional Schools
Enrollment
City/Area # Enroliment as as of Oct. Enrollment as
Campuses| of Oct. 2013 | # Campuses 2013 # Campuses | of Oct. 2013
Houston (Region 4) 143 52,211 1,284 1,129,825 1,141 1,077,614
Dallas/Fort Worth (Regions 160 64,626 1,921 1,297,135 1,761 1,232,509
10/11)
Austin/San Antonio (Regions 122 34,011 1,129 781,377 1,007 747,366
13/20)
Lower Rio Grande Valley 55 22,918 553 400,638 498 377,720
(Region 01)
Other (All Other Regions) 106 29,458 2,806 1,316,734 2,700 1,287,276
TOTAL 586 203,224 7,693 4,925,709 7,107 4,722,485
% of Total:
Houston 24.4% 25.7% 16.7% 22.9% -1.7% -2.8%
Dallas/Fort Worth 27.3% 31.8% 25.0% 26.3% -2.3% -5.5%
Austin/San Antonio 20.8% 16.7% 14.7% 15.9% -6.1% -0.9%
Lower Rio Grande Valley 9.4% 11.3% 7.2% 8.1% -2.2% -3.1%
Other 18.1% 14.5% 36.5% 26.7% 18.4% 12.2%

Source: AEIS and PEIMS data.

Table 61 Enrollment by District Size 2009 through 2014

Difference
(201314 minus
200809 201213 201314 201213)

. e 1SD
Size Classification Charter ISD Charter ISD Charter ISD Charter S
>50,000 0| 1,354,148 0| 1,466,065 0| 1,483,472 0 17,407
25,000- 49,999 0| 1,019,240 0| 1,095,154 0| 1,136,219 0 41,065
10,000- 24,999 0 788,719 23,104 878,494 28,057 896,261 4,953 17,767
5,000- 9,999 0 507,308 12,629| 480,520 17,416 471,008 4,787 -9,512
3,000- 4,999 10,912| 326,468 22,545 335,356 33,247| 314,844 10,702 -20,512
1,600- 2,999 13,894 259,913 30,477 259,575 38,213 262,024 7,736 2,449
1,000- 1,599 11,247 164,790 20,812 156,536 23,413 159,911 2,601 3,375
50071 999 30,856 142,568 39,500 140,503 34,653 141,434 -4,847 931
Under 500 35,994 83,514 30,053 84,517 28,291 83,462 -1,762 -1,055
TOTAL 102,903| 4,646,668 179,120| 4,896,720/ 203,290| 4,948,635 24,170 51,915
% OF TOTAL

>50,000 0.0% 29.1% 0.0% 29.9% 0.0% 30.0% 0.0% 0.0%
25,000- 49,999 0.0% 21.9% 0.0% 22.4% 0.0% 23.0% 0.0% 0.6%
10,000- 24,999 0.0% 17.0% 12.9% 17.9% 13.8% 18.1% 0.9% 0.2%
5,000- 9,999 0.0% 10.9% 7.1% 9.8% 8.6% 9.5% 1.5% -0.3%
3,000- 4,999 10.6% 7.0% 12.6% 6.8% 16.4% 6.4% 3.8% -0.5%
1,600- 2,999 13.5% 5.6% 17.0% 5.3% 18.8% 5.3% 1.8% 0.0%
1,000- 1,599 10.9% 3.5% 11.6% 3.2% 11.5% 3.2% -0.1% 0.0%
500- 999 30.0% 3.1% 22.1% 2.9% 17.0% 2.9% -5.0% 0.0%
Under 500 35.0% 1.8% 16.8% 1.7% 13.9% 1.7% -2.9% 0.0%
Source: AEIS and PEIMS data.
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To summarize the data in the preceding six tables,-epssiiment charter schools/districia
average

0 are smaller than traditionplublic school districts;

0 are clustered in urban areas;

0 are growing at a faster rate than traditional public schools;

0 enroll a greater proportion of Hispanic and Afrieamerican pupils than do the
traditional public schools;

0 have a greatergocentage of students in elementary and middle school grades;

0 had a greater proportion of bilingual and compensatory education students, but
much fewer numbers of these students than traditional public schools;

0 enrolled smaller percentages of special education, career and technical, and

gifted/talented students than dite traditional public schools.

Almost all of these factors are considerations in the Texas public school funding formulas. The
formulasint ude fAwei ghtso for smal.l schools, for geog
students, for bilingual, compensatory education, special education, career and technical, and
gifted/talented students. Because of the differences in the distributipnpds across these

categories, it is to be expected that funding per pupil would vary acrossopdiment charter

schools and traditional school districts. That is, charters or districts with greater proportions of

students in high school, or in oo the special classes, or small charters or districts, would be

expected to have higher revenues or expenditures per pupil than districts with different
concentrations of pupils.

Staffing and Salaries The following tables includimformation on the staffing and staff salaries

in openrenrollment charter schools and traditional public schools in-2@12he latest year for

which complete information is available the first part of Table 7, showing pupil/staff ratios, a
lower rato means that the staff have to serve fewer students. In the second half of the table, a larger
ratio indicates that more staff are available to serve students.

Putting both parts of the table together, the data showhhetecs havaighertotal stdfing ratios

most notablyfor teachers and instructional aides, relative to the number of stubenitsve about
twice as many administratoas do the traditional public schools, considering the number of pupils
served
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Table 71 Comparison of St#ing Ratios for Charteis and Traditional Schools 20123

Staff Type Charter Traditional Difference
Schools Schools Number | Percent

Pupil/Staff Ratio:

Teachers 16.7 155 -1.2 -7.4%
Support Staff 86.4 87.5 1.1 1.3%
Administration 117.8 205.9 88.1 74.8%
Instructional Aides 158.4 83.1 -75.2 -47.5%
Auxiliary Staff 53.9 29.0 -24.9 -46.2%
Total Staff 9.5 7.8 -1.7 -17.8%
Staff per 1,000 Pupils:

Teachers 59.9 64.7 4.8 8.0%
Support Staff 11.6 114 -0.1 -1.3%
Administration 8.5 4.9 -3.6 -42.8%
Instructional Aides 6.3 12.0 5.7 90.5%
Auxiliary Staff 18.5 34.4 15.9 85.8%
Total Staff 104.8 127.4 22.6 21.6%

Source: AEIS and PEIMS data.

Openenrollment charter schools on average paid staff less than traditional public schools in
201213, the lasyear for which data were availabl&ee Table 8.Jeachers and support staff

in traditional public schools earned about 16 percent and 21 percent respectively more than
teachers and support staff in charter schools. However, instructional aides ierwpdment
charter schoolsarned21.9 percent more than aides in traditional public schools. Perhaps this
difference indicates that aides in charter schools perform slightly different roles than aides in
traditional public schools because the pupil/teagh&o in public schools is lower. In other
words, there are fewer charter school teachers so that aides have to assist more students.

Table 81 Comparison of Average Salaries for Charter Schools and Traditional Schools
201213

CharterSchools Traditional Schools Difference
Average Average
Staff Type Number Salary Number Salary Number %
Teachers 10,727 $42,400 316,719 $49,037 $6,637 15.7%
Support Staff 2,074 $47,656 55,977 $57,626 $9,970 20.9%
Administration 1,520 $66,967 23,782 $77,267 $10,299 15.4%
Instructional Aides 1,131 $24,123 58,909 $18,845 -$5,279 -21.9%
Auxiliary Staff 3,321 $23,928 168,650 $22,840 -$1,088 -4.5%
Total Staff 18,774 $40,602 624,037 $40,953 $351 0.9%

Source: AEIS and PEIMS data.

Another reason that teachersthe traditional schools earn more may be related to years of
experiencend earning of advanced degre&slary schedules typically award higher salaries
for additional years of experience and advanced training.
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Table 9 displag information for201213 on the years of experiendeolding of advanced
degreesand turnover rates for charter and traditional schoolBhe average experience of a
teacher in a traditional school was over 7 years more than that of a teacher in a charter school,
11.7 years of experience compared to 4.5 years in a charter s¢h@aldition, 17 percent of
teachers in opeernrollment charter schools had earned advanced degrees compared to 23.9
percent in traditional public schoolsin addition, the turnover rate in char schools was
significantly higher than the turnover rate for teachers in traditional schools. Ow¢hiothe

of 201112 charter school teachesd not return to the same charter or district in 2082
compared to about one in seven traditional pusdicool teachers.

Table 97 Comparison of Years of Experience and Turnover Rgt281213

Element Charter Schools Traditional Schools Difference
Percent of Teachers wit 74.2% 31.7% -42.5%
less than 5 Years ¢
Experience
Average Experience 4.5 11.7 7.2
2012-12 Turnover Rate 35.9% 14.7% -21.2%
Percent of Teachers wit 17.0% 23.9% 7.0%
Advanced Degrees

Source: AEIS and PEIMS data.

www.moakcasey.com Page| 10

Phone512-485-7878 400 W. 15" Street Suite 1410 Austin, TX 787011648 Fax 512485-7888



MOAK, CASEY
(& ASSOCIATES

SCHOOL FINANCE & ACCOUNTABILITY EXPERTS

o1
~

2./ DAIT OT111TAT O #EAOOAO ABAEITOAAQ
SAEITIT &OT AET C

Openenrolliment charter schools are funded under formulas that are different from the formulas for
traditional public school districts. This section will describe the current funding mechanisms for
both traditional public school district funding and tbathe operenroliment charter schools, as
those formulas currently existor those who wish more detailbaef history of charter school
funding may be found in Appendix A.

Schooldistrictsare funded by a twier funding system based on the averdaiy attendance of
students. Thbasi ¢ fundi ng fFoundatioiSehoolPogramgASK)eodChadptere A
42, Texas Education Code (TEC). Legislatively adopted state policy calls for the system to provide
both adequacy and equity for the paldichools. Traditional public school district fundiisga

shared responsibility between taxpegyand the state. The FSP has fmsic variables: the number

of studentsthe types of studentt)e property values in the district, and the tax rate that is applied

to that property value. Each school dist(aid each opeanrollment charter schgdk guaranteed

a basic revenue levelwith additional revenuesllotted for students participatinip special
education, career and technology education, bilingual education, compensatory education, and/or
gifted and talented programs, and for the size of the district, based on a series of weights.

For public school districtsTier 1 of the formulais a basic foundatioprogram with a fAbasic

allotmend per pupil and a series of weights for student and district characteristics. Each district

that receives transportation assistance also receives an amount for transportation. The total cost is
sharedbeween t he State and the school di strict. Tt
mai ntenance and operations (M&O) t forxthepriot e t o t h
school yearand then the State pays any amounts between thedstalnd the district shar&lore

wealthy districts pay larger shares of their total entitlenietit.e di stri ct 6s share r el
regardless of how many fewer or additional students there maghkavealthiest districts pay

most of the full cost ofTier 1 and an additional amount to meet equity standérsughthe
recaptureprovisions of Chapter 41, TEC.

The fAbasic allotmentd is an amount that every s
combination of state and local funds (as désaiabove) for each student in Average Daily

Attendance (ADA). The basic allotment was7 per ADA for 201213 for those districts with

tax effort of $1.50 per $100 of taxable value in 2@DiStricts with lower tax effort are provided a

reduced basiallotment.

Eachpublics c h o o | di strict is assigned a ACost of Ed
recognize cost differences beyond the control of the school district. CEls range from 1.02 to 1.20.

The CEI has not been recalculated since 188d is applied to 71 percent of the basic allotment

In addition, to recognize that small or rsited districts cannot take advantage of economies of

scale, a small size adjustment is added for districts with less than 1,600 ADA anesizemid

adjustmenis added for districts with between 1,601 and 5,000 ADA. Also, small districts with

over 300 sgare miles in area receivaaager increase. Some leenrollment districts also receive

a sparsity adjustmentl n  Ti er I, the cal qwlsdateidomMIilotimesed o
defined as the basic allotment adjusted for a small orsim@l district and the CEI The adjusted

allotment varies by school district depending on the characteristics of the district.
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For public school districts, i e r 2 is called the fenrichment tier
and has twacomponerg. In level 1, a school district may supplement Tier 1 funding by taxing
above what is called t hédtwodihs tr disc tod stax fatednnapi rset srsi ecdt

2005)with voter approvatequired in some circumstanceshe state equalizes the revenue raised

by each pennyfaax rate levied above theompressed tax rate, so that every school district is

guaranteed a minimum amount of revenue giadat in Weighted Average Daily Attendance

( WADA). AWADAO is a number calculated by taking
allotment, less the new instructional facilities allotment, less the high school allotment, and less 50
percenbfthe El adj ust ment, and dividing that number b

In Level 1 of Tier 2, for each of the first 6 pennies levied above the compressed rate, the state
supplements the allotment per WADA to the level of the Austin Independent SdbtrimtDwhich

is at thedsthpercentile of funding. These additional funds are not subject to recapture. In Level 2
of Tier 2, the remaining pennies up to the statutory M&O cap of $1.17 are equalized by the state
guaranteeing a specific dollar about éach WADAper penny of tax effort These amounts may

be subject tarecapture.

Recapture (or as it is known in some <circles @R
property wealthy school di st ri,prapértywealithycseheos t o it s
districsr educe their taxable value to an fAequalized

this reduction. Since some of the pennies in Level 1 of Tier 2 are not subject to recapture, variation

in the amounts allocated school districts do occur.

Anot her wrinkle to the school funding for publ
calculation put into place 2006 This provision protects districts with revenues below a

calculated level in 2006The calculatechmounsarek nown as it argebdthem evenueo
fundswer e added. The state thus all ocateds AAddi ti

a form of hold harmless paymemotthe district if that level of funding was not achieved from the
formula.

The formula for charter schools is somewhat different in that amounts are basate@verage
allotments, not an allotment based on the individual characteristics of the charterin 2009,
the Legislature revised the funding structioethe charr schoolsand amended the laws that
specifically deal with the funding apenrenrollment charter schanlThe specific legislation is
shown in Appendix AThis statutory change immediately moved @plenenrollment charter
schoos to thestate averagebasis of funding calculations with the exception that if the funding
provided under the previous calculations for 2Q09vere greater (including the prior mix based
on district of residence and statewide averagesppbhaenrollment charter schowalould receive
the greateamount. Spwhile the system for fundingpenenroliment charter schabhominally

is based entirelypn statewide average elements, for sampenrenrollment charter schaplthe
amountmaybe based on prior law.

As described abova 2009 the legislature significantly revised funding formulas for independent

school districtsraisingthe basic allotment amount to a much higher level ($4,76%fieed the

local share of Tier 1 funding to be based on the compressed tax rate distéath proportionately

reduced the basic allotment for districts with compressed tax rates less than $1.00, and eliminated

the first level of Tier 2 that had been associated with taxes between the previous local fund
assignment rate of $0.86 andthe dir i ct 6s compressed rate. These r
need to determine which averages to use for funding calculatiorapésrenrollment charter
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schoos, and how those averages would be computed. Because the basic allotment would no longer
be uniform across all districts, TEA chose to add an average basic allotment to the set, drop the
Tier 2 Level ltax ratethat no longer existed in law, and drop the state average amount of ASATR
per WADA. TEA chose to continue with the simple average psooésdding up the funding

elements (basic allotment, adjusted basic allotment, adjusted allotment, Léwedtth, and Level

3 - $31.95 yield) as calculated for each independent school district, then dividing the sum by the
number of districts.The regirlg state average funding elements for 2009hrough 20134 are

shown in T&blel0.

Table 10. State Average Funding Elements, 20090 through 201314.

201314

State Averages 200910 | 201011 | 201312 | 201213 (est.)

Basic Allotment $4,625 $4,625 $4,625 $4,625 $4,805
Adjusted Basic Allotment $4,888 $4,887 $4,887 $4,888 $5,077
Adjusted Allotment $5,933 $5,932 $5,931 $5,926 $6,155
DTRT Austin Yield Level $0.0514| $0.0521| $0.0525| $0.0565| $0.0545
DTR - $31.95 Yield Level $0.0363| $0.0414| $0.0453| $0.0485| $0.0501
Revenue per WADA Target $4,971 $4,971 $4,971 $4,971 $4,971

SOURCE: TEA FSP files with calculations by MCA.

Due to the requirement to providpenrienrollment charter schaoWwith the greater of the calculated

revenue or the revenue that woblldve been available under prior law, TEA also calculates the

revenues of prior formulas, including the prior ASATR amount. The prior funding is comprised of
30% derived from the revenue levels of the resident district, and 70% based on state averpages usin

the prior set of formulas, as would have been the case ir2ZD09

The 20091 0 school

year

cal cul

ati

ons

became
for purposes of determining ASATRSpecifically, TEA calculated a 2009 statewide avege

t

he

revenue per WADA at the compressed tax rate and a clsgeeific amount of revenue under prior

formulas

Implications of Charter Funding Structure. As a result of the use of state averages for formula

funding calculations, albpenenrollment charteschoos were assigned an adjusted allotment of

$5,926 for the 20123 school year, and a preliminary adjusted allotment of $6,155 for2013

basi

(preliminary because the state average could change as the adjusted allotments of independent

school districts cange). This adjusted allotment reflects a 24.37% increase above the stated basic
allotment of $4,765 in 20123, and a similar increment in 2013. Howeverppenenroliment

charter schoal are assigned a state average basic allotment which is sighjfloalow the stated

amount that is applicable to school districts with compressed tax rates of $1.00. Therefore, the
openenroliment charter schoatljusted allotment reflects a 28.13% increase above the stated basic
allotment of $4,625 in 20123, and asimilar increment in 20134. This relationship ultimately

plays a role in comparisons between ISDs and-@peallment charter schools, since the total funds
allotted and the basic allotment are used to compute WARAles 1, 12, and B display the
2012-13 distribution of the basic allotmetite adjusted basallotment, and the adjusted allotment.

Table 14 summarizes the data in the three prior tables. From these tables, it can be ggen that

enrollment charter schoolsaave a basic allotment &gsed that is lower than 700 ISDs (68%),
although this is largely because so many ISDs are clustered at $4,675. The charter basic allotment

is also lower than that used to fund 77% of the ADA found in ISDs.
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Table 11. 201213 Distribution of Basic Allotment

Group ADA % of 'SP g?s‘:ﬂég % of 1SDs
Charters BA = $4,625 157,999.70 202
< $3,965 15,250.10 0.4% 27 2.6%
$3,965 to < $4,065 2,276.33 0.1% 7 0.7%
$4,065 to < $4,165 26,689.28 0.6% 22 2.1%
$4,165 to < $4,265 52,527.40 1.2% 21 2.0%
$4,265 to < $4,365 89,780.59 2.1% 37 3.6%
$4,365 to < $4,465 142,297.83 3.4% 56 5.5%
$4,465 to < $4,565 196,116.77 4.7% 84 8.2%
$4,565 to < $4,665 610,232.26 14.5% 120 11.7%
$4,665 to < $4,765 352,263.45 8.4% 100 9.7%
$4,765 2,720,317.11] 64.7% 552 53.8%
Grand Total 4,365,750.82 1,228

SOURCE: TEA FSP files with calculations by MCA.

Table 12. 201213 Distribution of Adjusted Basic Allotment
Group ADA %:I;LSD g?;::gtc; i % of ISDs
Charters ABA = $4,888 157,999.7 202
< $3,950 7,467.9 0.2% 14 1.4%
$3,950 to < $4,100 6,724.0 0.2% 10 1.0%
$4,100 to < $4250 5,673.5 0.1% 13 1.3%
$4,250 to < 4400 12,245.3 0.3% 23 2.2%
$4,400 to < 4550 81,588.5 1.9% 49 4.8%
$4,550 to < 4700 57,694.0 1.4% 71 6.9%
$4,700 to < 4850 275,135.0 6.5% 135 13.2%
$4,850 to < 5000 463,002.0 11.0% 298 29.0%
$5,000 to < 5150 1,211,249.3 28.8% 291 28.4%
>= $5,150 2,086,971.8 49.6% 122 11.9%
Grand Total 4,365,750.8 1,228

SOURCE: TEA FSP files with calculations by MCA.

www.moakcasey.com Page| 14

Phone512-485-7878

400 W. 15" Street Suite 1410 Austin, TX 787011648

Fax 512485-7888



MOAK, CASEY
(& ASSOCIATES

SCHOOL FINANCE & ACCOUNTABILITY EXPERTS

Table 13. 201213 Distribution of Adjusted Allotment

Group ADA e AOE‘;'ASD g?s‘iﬁétosf % of ISDs
Charters AA = $5,926 157,999.7 202

< $4,300 7.377.6 0.2% 4 0.4%
$4.300 to < $4,700 61,536.9 1.5% 6 0.6%
$4.700 to < $5,100 830,049.6 19.7% 100 9.7%
$5,100 to < $5,500 2,076,908.2 70.7% 292 28.5%
$5,500 to < $5,900 153,419.5 3.6% 151 14.7%
$5,900 to < $6,300 82,065.2 2.0% 140 13.6%
$6,300 t0 < $6,700 54,245.0 1.3% 154 15.0%
$6,700 to < $7,100 24,8085 0.6% 104 10.1%
$7,100 to < $7,500 6,482.6 0.2% 22 2.1%
>= $7,500 10,858.1 0.3% 53 5.2%
Grand Total 4,365,750.8 1,228

SOURCE: TEA FSP files with calculations by MCA.

Table 14. Relationship of Key Elemeifids Traditional ISDs to Values for Charter Schools

ISD Range (5% to

% of Traditional Public Schoo

State Averages 95% of ADA) ADA Below Charter Value

Adjusted Allotment $4,832%5,780 95.9%
DTR Levell (tax rate) $0.08385-$0.0646 59.9%
DTR' Level2 (tax rate) $0.0000-$0.1160 78.1%

Source: TEA FSP files with calculations by MCA

The adjusted basic allotment, which reflects the impact of the cost of education index, shows a

similar skewedness. The $4,888 value assignegpéaenrollment charterchoolsis lower than
that of 659 ISDs (62%), and lower that that used in the funding calculations for 87% of ISDs.

While the openenroliment charter schodis

basi c al

| ot ment

and

adjuste

skewed to the low end of ISD values, the adpistétment is skewed to the high end. The $5,926
value assigned to charters is higher than that of 562 ISDs (55%), and higher than that used to fund
nearly 96percentof ADA. The very substantial adjustments received by small school districts
from the snall district adjustment, particularly the adjustment given to those ISDs with more than
300 square miles, results in a distribution of ISD adjusted allotments that is significantly skewed to

higher values.In Chart 1 below, the blue figures are traditibachool districts while the red dots
or line represent charterBecause the adjusted allotment is the value that actually distributes
funding to charters and ISDs, the assignment of this high value is significant. Also significant
is the determination of WADA, which is essentially a relationship between the sum of

allotments and the basic allotment.This feature will be discussed later.
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Chart 1: Comparison of Adjusted Allotments of ISDs versus Charters, 20123

Adjusted Allotments of ISDs versus Charters
$8,500

38,000 §
$7,500
$7,000
$6,500

$6,000 4

$5,500 §

Adjusted Allotment

$5,000

- 2,000.0 4,000.0 6,000.0 8,000.0 10,000.0 12,000.0 14,000.0
Size (in ADA) Truncated Range

A= Charter Schools

A: Independent School Distrect
Source: TEA FSP files with calculations by MCA

Chart 2illustrates that the adjusted allotment assigned to charters for their funding calculations is
higher than that used in the funding formulas that cover the vast majority (95.9%) of average daily
attendance in ISDs. This is indicatitreat charters have asignificant funding advantage for
maintenance and operations purposes compared to most of the population of the state.
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Chart 2: Relative Position of Charter Adjusted Allotment Compared to the Student
Population of ISDs
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Source: TEA FSP files with @allations by MCA
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As was noted in the section on the funding of eperollment charter schools, charter schools
receive state funding and are eligible to receive funding from federal casgoograms such as

for special education or economically disadvantaged (Title I) students. However, unlike traditional
public sclool districts, charter schoolsochot receive local property tax revenwesl are not
eligible to receive state funding fdebt service tax rate equalization prograhmsugh either the
Existing Debt Allotment (EDA) or the Instructional Facilities Allotment (IFA)

There are significant differences between accounting principles for-espetiment charter
schools and thoseoif traditional public schools.Differences between charter school financial
reporting and traditional public school financial reporting that clearly exist include the following:

1 The lack of reporting of capital outlays as an expense for charter scidmse outlays
are effectively classifi¢as a change in assébr the charter schoolOutlays are included
as a ANoteo to the charter districtds annual
PEIMS reporting system, and are not captured on TEhddrd financial reports. The
result is thatcharter school expenditures are undereported when compared to
traditional public schools.

1 In the area of debt service, only interest on outstanding indebtedness is recorded as an
expenditure for charter schools while traditional ISDs record both repayments of principal
and interest. The TEA reporting system follows this pattern. The reghiatislebt
service expenditures for charter schools are undereported when compared to
traditional public schools.

91 Depreciation on facilities and equipment is recorded as an operating expense for charter
schools, but is not reported as an expense fditivaal public schools. The result is that
charter school expenditures are overeported when compared to traditional public
schools.

1 Rental of facilities is recorded by both entities as an expense. However, the high level of
charter school rental expditures is indicative of the use of the alternative method of
providing facilities by many charter schools. This high level of expenditure has the effect
of overstating charter district operating expenditures while understating
expenditures onthe purchase or acquisition offacilities.

1 Payments made to the Teachers Retirement System (TRS) on behalf of school districts are
not included as an expense for charters. The resciftaider school expenditures are
under-reported when compared to traditional public schools.

Because of these differences, MCA had to make adjustments to the data so that comparable
information could be analyzed. The major differences in accounting relate to differential treatment
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of Teacher Retirement System (TRS) contributionsyet2ation, debt, and capital outlay. As was
noted above, prior studies by TCEERC at Texas A&M, and the Texas Charter School
Association failed to recognize these differences in reporting and accounting. As a result, the MCA
analyses that follow and tliata reported in the tables in this section will differ not only from prior
studies but also from TEA data.

Table B displays by function20t2 3 fAoperatingo expenditures for ¢
public school s. i F expenditures inswhich ascheols oparates guohras e s o f
Instruction, Curriculum and Staff Development, Instructional Leadership, etc. These categories are

defined very clearly by TEA and all districts report under TEA definitions so that the data are
comparable eross districts and schools. As mentioned earlier, however, definitions for the charter

schools differ somewhat than those for the traditional public schdasuse comparable data,

MCA excluded TRS payments (6144 RS onBehalf)in ISDs two-thirds ofrent (6269- Rent

(2/3 excluded)n charter schoolsand depreciation (6449Depreciation).

In Table B, and other tables below, a positive difference per enrolled pupil means that traditional
schools spend more per pupil than do the eg@aoliment chaer schools, and a minus number
means that the charter schools spend more per pupil than the traditional public schools. Traditional
public schools spend more per pupil in all categories, except Curriculum and Staff Development,
School Leadership, Generatiministration, and Data Processing.

In Basic Education categories, traditional public schools expended $117 more than charter schools

and $263 more in total operating expenses. For the traditional schools, the other operating expenses
includeCommunityServices and facilities costs.
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Table 15. Comparison of Operating Expenditures for Charter Schools and Traditional
Schools by Function201213

Function Charter Schools Traditional Schools Difference
Total Per enrolled Total Per enrolled | per enrolled
pupil pupil pupil
Instruction $745,674,076 $4,186 $22,238,658,64( $4,542 $356
Instructional Resources & $5,336,865 $30 $530,943,993 $108 $78
Media Services
Curriculum & Staff $32,508,691 $182 $791,986,552 $162 -$21
Development
InstructionalLeadership $28,448,775 $160 $567,685,806 $116 -$44
School Leadership $130,037,952, $730 $2,206,344,850 $451 -$279
Guidance Counseling & $33,375,263 $187 $1,392,897,349 $284 $97
Evaluation
Social Work Services $2,817,816 $16 $109,881,928 $22 $7
HealthServices $5,832,602 $33 $398,683,840 $81 $49
Student (pupil) Transportatiol $25,249,199 $142 $1,160,948,927 $237 $95
Food Services $76,898,277 $432 $2,355,624,237 $481 $49
Extracurricular Activities $16,574,772 $93 $1,140,503,396 $233 $140
GeneralAdministration $130,449,458, $732 $1,124,943,086 $230 -$503
Facility maintenance & $127,557,690 $716 $4,032,258,267 $823 $107
Operations
Security & Monitoring $9,323,892 $52 $320,328,558 $65 $13
Services
Data Processing Services $27,757,395 $156 $615,046,929 $126 -$30
Fund Raising $0 $0 $9,324,981 $2 $2
Total Basic Education $1,397,842,722 $7,847 $38,996,061,337 $7,964 $117
Community Services $4,398,889 $25 $185,856,156 $38 $13
Debt Service $74,300 $0 $18,502 $0 $0
Fund Raising $6,624,046 $37 $0 $0 -$37
Facilities Acquisition & $0 $0 $258,861,293 $53 $53
Construction
Incremental Costs/Chapter 4 $0 $0 $21,748,848 $4 $4
Payments Shared Services $0 $0 $200,817,718 $41 $41
Payments To Tax Increment $0 $0 $160,213,767| $33 $33
Fund
OtherIntergovernmental $0 $0 $194,127,203 $40 $40
Charge
Total Operating $1,408,939,956 $7,909 $40,017,704,825 $8,172 $263
SOURCE: TEA FSP files with calculations by MCA.
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Table 6 examines the major functional areas and shows that the traditional public schools
spend more for Instruction and Operations per enrolled pupil than do theeapaliiment
charter schools, but less for Administration, and marginally less for Instrucamdort.

Table 16. Summary of Functional Expenditures by Major Function Area 20123

Charter Schools Traditional Schools
Difference

. _ Total Per enr.olled Total Per enr.olled per enrolled
Major Function Pupil Pupil pupil
Instruction $783,519,632 $4,398 $23,570,914,166 $4,814 $415
Instructional Support $217,087,180 $1,219 $5,815,997,169 $1,188 -$31
Operations $266,786,452, $1,498 $8,484,206,917 $1,733 $235
Administration $130,449,458 $732 $1,124,943,084 $230 -$503
Egi,'TC EDUCATION $1,397,842,727 $7,847 $38,996,061,337 $7,964 $117
Other $11,097,234 $62 $1,021,643,487 $209 $146
TOTAL OPERATING $1,408,939,95€ $7,909 $40,017,704,825 $8,172 $263

SOURCE: TEA FSP files with calculations by MCA.

Table I7 displays a comparison of operating expenditures by object of expenditure fel2012

Just as in the other delineations of expenditures, traditional public schools expended more per pupil
than did the charter schools on Instructional and-MestructionalPayroll, Utilities, and Supplies,

but less per pupil than did the charter schools on Contracted Instructional aridshoational
Services and Other Operating costs. In other words, charter schools were more likely to contract
out for instructional andorinstructional services than were the traditional public schools.
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Table I7.Comparison of Operating Expenditures for Charter Schools and Traditional
Schools by Object 20123

Object Charter Schools Traditional Schools Difference
Total PerPupil Total Per Pupil | Per Pupil
Instructional Payroll $619,824,549 $3,479 $21,221,906,765 $4,334 $854
Non-Instructional Payroll| $304,617,738 $1,710 $9,742,214,232 $1,990 $280
Contracted Instructional $75,101,504 $422 $716,834,479 $146 -$275
Services
ContractedNon- $171,963,527 $965 $1,928,607,700 $394 -$571
Instructional Services
Utilities $39,069,646 $219 $1,291,693,486 $264 $44
Supplies $135,080,416 $758 $3,857,874,816§ $788 $30
Other Operating $63,282,577 $355 $1,258,573,347 $257 -$98
TOTAL OPERATING $1,408,939,956€ $7,909 $40,017,704,824 $8,172 $263
EXPENDITURES

SOURCE: TEA FSP files with calculations by MCA.

Comparisons of Revenue by Source

Table B displays 201213 revenues per student by source of the revenue, for both charter
schools and traditional public schools. As was explained earlier, charter schools do not have
access to local tax revenues like the traditional public schools, and so thétyn@&0.5%) of

their revenues are derived from State FSP support, compared to 35.2 perdeaditional

public schools.

Table 18. Comparisons of Revenues per Student by Soufgaditional Schals and Charter
Schools 201213

Source Charter Schools Traditional Schools Difference
Total Per Pupil Total Per Pupil per Pupil

Local Gifts/Bequests $45,376,735 $255 $90,562,440 $18 -$236
Local NonTax Revenue $60,423,186) $339| $2,139,802,649 $437 $98
Local Tax Revenues $0 $0 | $21,904,547,178 $4,473 $4,473
State FSP Support $1,319,906,5472 $7,409| $16,530,829,587 $3,376 -$4,033
Other State $9,631,522 $54 $931,171,982 $190 $136
Federal $203,826,900 $1,144| $5,366,361,94] $1,096 -$48
Total $1,639,164,885 $9,202 | $46,963,275,774 $9,591 $389
Percent of Total:

Local Gifts/Bequests 2.8% 0.2% -2.6%

Local NonTax 3.7% 4.6% 0.9%
Revenue

Local Tax Revenue 0.0% 46.6% 46.6%

State FSP Revenues 80.5% 35.2% -45.3%

Other State 0.6% 2.0% 1.4%

Federal 12.4% 11.4% -1.0%

SOURCE: TEA FSP files with calculations by MCA.
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Capital Outlay and Debt Service

Turning to the area of facilities financing, the differences between the charters and the traditional
schools are significanTwo programs, the Existing Debt Allotment (EDA) and the Instructional
Facilities Allotment (IFA) provide debt service or facilities financing support to traditional school
districts but not to opeanroliment charter districts. The amount of the allotmead set in 1999

at $35 per penny of tax effort per student in ADA and has remained unchanged since that time
(846.031 for EDA and (846.001 for IFA).

Both funds are structured like the FSP in some respects, with a guaranteed yield on tax collections
for voterapproved debt. To receive funds from EDA, a traditional school district must issue debt
and begin making payments from local funds before state aid would be available. Funds have the
same local contribution requirements as the FSP, and sometslistitic high property wealth

would not receive any funds from EDA. IFA provides state assistance at the time eligible debt is
issued, and is awarded through an application process in which districts amrdardd on the

basis of property wealth. Becausrogram funding levels have been low, IFA awards typically go
only to those districts with low property wealth per student.

Therefore, taditional ISDs have accessttgo basic forms of support for the financing of capital

costs. The primary method iGrbugh general obligation bond issubst are secured by the
combination of a voter approved tax for facilitieften with additional assistance through Chapter

46 Texas Education Codgualized state suppdifFA and EDA), and the guarantee of the bonds

in most cases by the Permanent School Fund. The second source of financing is through the use of
general revenue funds not used for operating expenses. In130Q1@tal capital outlays for
traditional ISDs from these two methods w#8e8 billion ($5.0 Lllion from bond sales andB$0

million from general revenue resources.

Charter school resourcéar facilities include revenue bonds and direct outlays from general
funds. The state does not supply direct assistance for these bonds or capital buttayst. cass,
however, charter schoohpital expenditures are financed through the use of state funds described
above Most charter schodiacility supportutilizesStatefunds originally albcated for operations

For many charter schools, facilities asapported through the lease or rental of all or part of the
chart er 0la20l2d3thelchatter sErwols spedB0.1 million or an average of $4per
enrolledstudent to rent or lease facilities. Traditional school districts rarely rent orféedgees.

Annual financial reports do include information on the level of indebtedness of each charter. If only
those schools reporting interest payments on bonded debt are considedrierswere
financing$923.4million in debtin 201213 through the issuance of bonds. An additioféll.4

million was spent orinterest payments on loans, leases, and other financing.

In 2013 legislation passed by the*d3:gislature (HB 885) addressed refunding and refinancing of
bonds issued by charter schools. Under this new legislation, a charter district may apply for
refunding and refinanced bonds to be guaranteed by the Permanent School Fund (PSF). IRS
proposed riemaking on such refunding and refinancing was published in September 2013 and final
SBOE rules were issued in January 2014. Commissioner rules on the reserve fund under HB 885
were expected in Spring 2014, with full implementation of the program afedradoption of the

rules. Although this new fund does not provide actual funding for facilities and not all charters will
be eligible for the fund, for those charters eligible, the fund should result in lower interest rates for
bonds, a definite finandiadvantage.
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Data regarding capital outlay and debt service for charter schools is significantly complicated by
differences in treatment under the Texas Education Agency (TEA) accounting systems prescribed
for use in charter schools. Charter schoolrafmes are treated under different accounting rules
than traditional public schools. These differences together with differences in charter school
finances may easily lead to misinterpretation of charter school data by analysts, and, for the most
part, trese differences have not been considered in previous analyses -@nopkment charter

school funding.

As was mentioned earlier, four differences between charter school financial reporting and
traditional public school financial reporting clearly éxi3hese include:

1 The lack of reporting of capital outlays as an expense for charter schools. These outlays
are effectively classifi¢as a change in asséor the charter schoolOutlays are included
as a fANoted to the oclaaeportebut acing inaduded inGdhe annual
PEIMS reporting system, and are not captured on TEA standard financial reports. The
result is thatcharter school expenditures are undereported when compared to
traditional public schools.

1 In the area of debtesvice, only interest on outstanding indebtedness is recorded as an
expenditure for charter schools while traditional ISDs record both repayments of principal
and interest. The TEA reporting system follows this pattern. The reghiatislebt
service eyenditures for charter schools are underreported when compared to
traditional public schools.

91 Depreciation on facilities and equipment is recorded as an operating expense for charter
schools, but is not reported as an expense for traditional publiclschidee result is that
charter school expenditures are overeported when compared to traditional public
schools.

1 Rental of facilities is recorded by both entities as an expense. However, the high level of
charter school rental expenditures is indicative of the use of the alternative method of
providing facilities by many charter schools. This high level of experditas the effect
of overstating charter district operating expenditures while understating
expenditures on facilities.

Openenrollment charter school expenditures have been reclassified to account for these four areas.
Rental costs, depreciation and tisbrvice principal all are directly related to the commitment of
charter schools to provide for school facilities. However, without comprehensive data regarding
capital outlay, TEA reporting systems do not provide a basis for a total calculation.

Inspection of annual financial reports of large charter schools does provide additional information.
Outstanding bonded indebtedness and interest on debt are presefppemdix Cfor selected
charter schools for the 2043 school year. These schools ut# IDEA, KIPP, Harmony, and

Uplift Education. Among this group of opemrollment charter schools, 2013 interest on debt

per enrolled pupil varied from a low of $8 to a high of $1,382 and averaged $829 per enrolled pupil.
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Total bonded indebtedness this group of opesnrollment charter schools averaged $16,299 per
enrolled pupil.

Comparing the facility provisions for charters and traditional schools is fraught with a variety of
problems and missing data. The state has provided a basis fowthetiig of facilities not provided

to the charter schools. However, only limited data suggest that charter school facilities are
inadequate. As in the area of operations, the complexity of measuring the gap is substantial. Charter
schools over the past J@ars have adapted to the circumstances they faced. Larger class sizes,
lower salaries, less experienced personnel, high dependence on leased facilities and other factors
have all contributed to these adaptions and have permitted charters to prospecilifies fap

issues should be examined in terms of an overall need for an overhaul of the Texas school finance
system.

On the surface charter school financing for operations and facilities have elements of commonality
which suggest a parity in operatiagpenditures and a gap in facility support. In actuality, both the
similarities and differences are more complex. The measurement is complicated by a lack of
comparable data and a failure to use measurable and reportable data. The Legislature should
consder an overhaul of the finance for all types of district including charters.

www.moakcasey.com Page| 25

Phone512-485-7878 400 W. 15" Street Suite 1410 Austin, TX 787011648 Fax 512485-7888



MOAK, CASEY
(& ASSOCIATES

SCHOOL FINANCE & ACCOUNTABILITY EXPERTS

4. Measuring the Gap in Revenue Between OpeBnrollment
Charter Schools and Independent School Districts

Much has been said about the relative funding advantages and disadvantages of independent school
districts andopenenrollment charter scha®l Testimony at the recent school finance trial
identified revenue disparities between the two groups. Witn&ssbsth the state and the group

of charter school plaintiffs identified gaps in revenue per WADA between traditional independent
school districts and opesnrollment charter schools that had been present over time. The gaps
were presented as varying betm about $500 and about 310 per WADA during the 20066

and 201415 school years, depending on the year and the mesamtita determine the average

gap To better understand the meaning of this reported gap, it is important to identify the various
factors that contribute to it, as well as the different definitions for determining the averages.

A major factor in thedisparity was the lack of debt service taxes and state aid for debt service in

open enrollment charter schools, a subject dealt withdmprior section of thigeport. For the

201213 school year, the last year for which relatively final data were available at trial, TEA
witnesses identified a disparity in AFSPO fundi i
of analysis. Of thimsmount, $875 or just over 80% was associated with debt service funding, and

the remaining 20% was associated with funding for maintenance and operations. For this purpose,
AFSPO funding corresponds to the rndingstruciuee str e ams
found in Education Code Chapters 41, 42, and 46 for independent school districts, and Chapter 12

for openenrollment charter schaol It excludes federal funds, special state grants, funding for
instructional materials, and private/donategources.

The stateb6s data shows $40. 08I13pthatid, theosomaidll A Tot al
state aid and local taxes associated with the formula system expressed in Chapters 12, 41, 42, and

46 of the Education Code. That amount inclug&$1 billion of local taxes for debt service, and

$0.62 billion in state aid for debt service. The amounts for debt service are exclusively within the
school di stricts, as charters do not | evy taxes
service tax equalization programs, the Existing Debt Allotmantl the Instructional Facilities

Allotment. The subject of facilities funding and debt service programs is dealt with separately in

this document. The remainder of this section will addfessburces of disparity in revenue for

maintenance and operations.

Evidence regarding revenue gaps was presented using two different approaches to averaging. One
version, referred to in the trial materials as a student unit of analysis, sums all revengeoup

and divides by the sum of all WADA for the group. This method gives more writite average

to districts andtharters that have more WADA, generally those that are larger in size. The other
method, referred to as a district unit of anaysialculates a revenue per WADA value for each
district or charter, then sums together the per WADA amounts and divides by the number of
members in each group to determine an average. This method gives each organization, district or
charter, the same wght in the average.
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Tier 1 Features Impacting Operations Revenue per WADA

There are numerous aspects of the Foundation School Program formula system that result in
revenue differences between groups or between members within a group. In the sifubeire
school finance system in operation in 212 many of the allotments described in Chapter 42,
Subchapters B and C, are determined by applying weights to the adjusted allotment, then
multiplying by the student participation in those services. Misthese Tier 1 allotments
contribute to WADA, but not all do. The fact that WADA is a function of some of the allotments

in Tier 1, but not all, means that there are always differences in revenue per WADA resulting from
the Tier 1 formulas. For a moreroplete discussion of WADA and its nuances, see the section
below titled AWADA Computation. o

Some of the sources of differences in revenue per WADA between traditional ISDs and charters
can be traced to differences in participation in certain services.

Transportation. The transportation allotment does not use the basic allotment for its calculations,
and is specifically excluded from the calculation of WADA. Any variance in transportation
allotment creates variances in revenue per WADA, except in ceitadtions involving property
wealthy school districts.

Transportation reimbursement rates also vary significantly across school districts, and the incidence
of mileage per student also varies. The amount of transportation allotment has a high taue wit
traditional ISDs of $710 per WADA, and a low of $0. However the"@ghest ISD has only

about $116 per WADA, and the T0®west has about $24. Only about 4% of ISDs show no
transportation allotment.

Among charters, the highest amount of tramtgtion allotment in 20123 was about $285 per
WADA, and the low was $0. The %argest charter amount was about $127 per WADA, and the
10" lowest was $0 per WADA. Almost 2/3rds of the charters show no transportation allotment.
The average amount tifansportation allotment in ISDs in 2613 was about $53 per WADA,
whereas the amount in charters was about $26.

High School Similar to the transportation allotment, variances in the proportion of students that
are in grades-92 can contribute to vamces in M&O revenue per WADA. In this case, because

all districts receive the high school allotment along with the per capita allocation from the Available
School Fund as a minimum state aid amount, these variances contribute to differences in M&O
revene per WADA.Not all charter districts enroll high school students.

The average amount of high school allotment in ISDs for 2GBl@&as almost $57, whereas the
amount in charters was almost $43, even though all charters did not enroll high school students.
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Compressed rate less than $1.0&chool districts with compressed rates less than $1.00 receive

reductions in the basic allotment. This feature of the formula system was added-t020Di9e

impact of this reduction is that while the WADA countigffected, the amount of money allocated

to a district as ATier 10 is reduced. 't may, d
access to revenue at a given tax rate.

This effect also impactspenenrollment charter schaal All chaters are assigned the average
basic allotment observed among traditional independent school districts, just as they are assigned
the average adjusted basic allotment and the average adjusted allotment. TH8 Pasi:
allotment for charters was $4,628presenting approximately a 3% reduction from the statutory
$4,765. The effective basic allotment among independent school districts, measured on-a student
weighted (total ADA) basis, is approximately $4,688. The implication of these differences is that

a disparity of approximately 1.35% between charters and traditional districts in Tier 1 funding
would be expecteceven ifall other aspects of fundingereequal.

Since the funding of charters is supposed to be based on state average adjustmemtasio th
allotment, a natural question is how the disparity described above can exist. The explanation is that
the charter funding element for the basic allotment is calculated using a district unit of analysis.
Each traditional @ susninad iared tthé sesulb is divided byathel nontben ®fn t
districts. The average referenced for ISDs, $4,688, is the result of using a student unit of analysis,
which weights the averaging by the number of students in each district. The result is that larger
districts, which tend to experience less reduction for compressed rates less than $1.00, carry more
weight in the averaging.

Set_asides Currently, portions of the allotments for gifted/talented and special education are
withheld in the calculation oTier 1 state aid for most districts. This causes relatively small
variatiors in the amount of M&O revenue per WADA because the amounts are withheld in
proportion to the tax base of the school district, not the student counts. Further complicating this
measurement, when calculating WADA, the portion of the gifted/talented allotment that is set aside
is excluded, but the portion of the allotment for special education is included. Charters experience
no reduction for sedsides, and therefore have a sligitenue advantage.

New Instructional Facilities Allotment (NIFA) . In a manner similar to the high school allotment,
the New Instructional Facilities Allotment is also a component of a minimum state aid distribution
to school districts. However, there leawveen no appropriations for this allotment since 211

Mismatch Between local Fund Assignmentand Taxes at Compressed Rate The FSP

generates an amount of entitlement to certain allotments based on a series of formulas in
subchapters B and C of Qitar 42. The state aid amount related to those allotments is determined

by applying a school districtbés compressed tax r
as determined by the Comptroll er 6 scollachtaxesa | prope
based on the current yeards taxable value as det
taxes are attributed by TEA to the compressed tax rate, the next six pennies of adopted rate, and
anything in excess of the compressed rate 6 cents. The amount attributed by TEA can be less

than or greater than the calculated local share of Tier 1.

Were the local tax collections attributed to the compressed rate exactly equal to the local share of
Tier 1, there would be no variaticaused by this factor, since charters are entitled to the allotments
in Tier 1 without a local share. In 2013, the extra M&O tax revenue collected by districts

www.moakcasey.com Page| 28

Phone512-485-7878 400 W. 15" Street Suite 1410 Austin, TX 787011648 Fax 512485-7888



MOAK, CASEY

(& ASSOCIATES

SCHOOL FINANCE & ACCOUNTABILITY EXPERTS

accounted for about $81 of variance per WADA compared to charters, although in any imdividua

district, the mismatch between collections and local share can be either positive or negative. In
years of aggregate property value decline, it is possible for this factor to actually result in less
revenue per WADA for ISDs compared to charters.

Recapure and Discounts on Recapture at the Compressed Rat€he amount of recapture a

district must pay isalculatedon property wealth per WADA, based on two distinct equalized
wealth levels. The first equalized wealth level applies to all taxes attritnutee compressed tax
rat e, and is supposed to be
applicable to Tier 1. But for all the reasons cited above concerning the exclusions of certain
amounts from the calculation of WADA, it possible and even likely that the revenue left after
recapture will vary from the amount that a less wealthy district might have in Tier 1. An illustration
appears below, where the same data other than property value is used to calculate revenigs availab
at the compressed tax rate. Additionally, because certain discounts and credits are available in
Chapter 41 for property wealth districts, the variance in M&O revenue is further enhanced.

generally comparabl

Table 20. Comparison of Houston ISD with Different Property Valuesi 201314

201314 With Higher Property

201314 Actual Data* Values and Tax Collections*

A Total Cost of Tier 1 $1,346,302,979 $1,346,302,979

B Less Local Share -$1,066,167,486 -$2,132,334,971

C State Aid Tier 1 $280,135,494 $60,421,332

D Tax Collections @ Compressed $1,117,749,435 $2,235,498,870

E Less Recapture $0 -$948,158,815

F Net Taxes @ Compressed $1,117,749,435 $1,287,340,055
G ASATR $0 $0

H Charge for School for the Deaf, School f

the Blind and Visually Impaired -$179,387 -$358,774

| M&O Revenue (C+F+G+H) $1,387,705,547 $1,347,402,613

J WADA 261,681.801 261,681.801
K M&O Revenue per WADA $5,341.24 $5,149.01

* Basedon May 9, 2014 Summary of Finances
** Comptroller value and local tax collections both doubled for the sake of this illustration.

Table 20illustrates that the effects of recapture can cause a district to actually have less M&O
revenue, and less revenper student, despite no change in the student population, and a doubling
of tax base. Additionally, discounts on the amount of recapture owed for early agreements and the
cost of tax appraisal leads to more variance. These adjustments mean theréessdikatinood

that districts are recaptured to a level equal to the cost of Tier 1.
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Additional State Aid for Tax Reduction (ASATR). Since 200817, the state has provided extra
funding beyond the standard formulas so that districts and charters webblklfimancially harmed

by the compression of tax rates. As described above, charter funding for ASATR began during a
time of transition of the funding structure, and despite the fact that charters have no tax base, they
were provided supplemental fundino prevent losses resulting from the implementation of the
new formula system, starting in 2608.

ASATR funding only assures that a district at its compressed rate (or a charter at the Tier 1 funding
level) is held harmless. As such, its calculaton amount are directly linked to the revenues
available at the compressed rate, as well as the target level established for each entitph 2006
These targets were quite varied, as the system of formulas in place i&Q0®Hr to tax
compression wahot perfectly equal for all districts and charters, and it was this prior system of
formulas that established the targets.

In 201213, the amount of ASATR per WADA for ISDs ranged from $0 to $6,619. The statewide
average among ISDs was only $104, dmmedian value was $0, indicating more than half the
ISDs showed no ASATR. The range among charters was much smaller, with the highest value
being only $324 per WADA and a low value of $0 per WADA. The statewide average amount
was $68, but the medianlua of $46 per WADA indicates that it was much more common for
charters to receive ASATR support. About 68% of ISDs show no ASATR in281But only

about 33% of charters show no ASATR.

WADA Computation. Assessing the legitimacy of comparisons of reriance and operations
revenues for traditional independent school districtsapaaienroliment charter schaotequires

not only a thorough understanding of the revenue system and what is included in the revenue
amounts presented, but also a deeper ghalating of how WADA is calculated and what it
represents. WADA is a construct based on financial information, not an actual count of students.
The definition in statute (Texas Education Code §42.302(a)) is:

"WADA" is the number of students in weightaderage daily attendance,
which is calculated by dividing the sum of the school district's allotments
under Subchapters B and C, less any allotment to the district for
transportation, any allotment under Section

WADA is often described as a way of repmetieg the aggregate financing needs of each school
district and charter school in a standardized fashion so that comparisons can more readily be made
between districts. However, as can be seen simply by reviewing the definition, some of the
financing need of school districts as represented in allotments defined in Chapter 42 of the
Education Code are specifically excludede transportation allotment, the New Instructional
Facilities Allotment, the High School Allotment, and 50% of the adjustment from the cost of
education index.

Another way to express the funds used to calculate WADA is:
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Regular Education AllotmedTEC §42.103142.105)
Special Education Allotment (TEC §42.15
Compensatory Education Allotment (TEC 842.1!
Bilingual/ESL Allotment (TEC 8§42.153

Career and Tech Allotment (TEC 8§42.1¢

Gifted and Talented Allotment (TEC 842.15
Rider37 (Early Childhood Intervention SAkide)
Subtotal

The exclusion of 50% of the effect of the CEIl is accomplished by the following formula, which
creates a factor that is applied to the Subtotal identified above:
Basic Allotment (TEC
§42.101)
Adjusted Basic Allotment (TEC
- 842.102)
Difference
X 50%
Result
+ Adjusted Basic Allotmen:
Result
+ 1.0000
Factor

When the Factor is applied to the Subtotal, it results in an Adjusted Total that diviiierd by

the districtbdés basic all ot ment to deter mi ne WAD!/
Subtotal
X Factor

Adjusted Total
+ Basic Allotment
WADA

Because the amounts of the excludiotments and adjustments vaagross school districts and
charter schools, the exclusion of some of the funding provided in Tier 1 of the Foundation School
Program means that WADA does not actually represent all the financing needs of the district. Since
the measurement of revenue PEADA counts all the revenue allocated by the system, but the
divisor (WADA) does not, therenherentlyis variation in the resulting amounts in proportion to

the variance in the excluded amounts.

Additionally, as noted in previous discussions, the @irecof school finance formulas allows
independent school districts to exercise some discretion with respect to tax rates, which impacts
funding available for Tier 2. The system of finance also places limits on the revenues that can be
generated by schodlistricts with high tax bases per student through the recapture system, but
generally speaking, properiyealthy districts have access to more revenue per WADA than do
lesswealthy school districts. Lastly, layered on top of all of the formula struahd¢he variation
caused by it, some school districts still receive substantial amounts of Additional State Aid for Tax
Reduction (ASATR) as a result of the legislated compression of tax rates in 2006. All of the
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ASATR payments by the state represent nyare available to other districts at their compressed
tax rates.

Explaining the variation in M&O revenue per WADA between school districts and charter schools
is therefore a complicated task. As represented by the testimony of withesses for theai@oter

pl ai nti ff sTexastTaxpdyer v. Wiliamds nt topeRanro]lment charter schaolteceive

$215 less revenue per WADA, about 4%, on average than do traditional independent school
districts. This comparison between groups fails to destheubstantial variation that occurs
within each group. For example, the M&O revenue per WADA in traditional districts varies from
$4,518 to $47,059, and within charter schools from $5,243 to $6,028.

As variances in revenue per WADA are compared, &tralso be considered that the divisor in the
calculation, WADA, is itself a calculated number. Some of the exclusions from the calculation of
WADA described above, such as transportation allotment, NIFA, and high school allotment, are
not based on the big allotment. One of the exclusions, though, is explicitly an adjustment to most
of the allotments in Tier 1, the cost of education index. The CEIl impacts approximately 98% of all
Tier 1 allotments in 20123.

Comparisons of revenue usually are ceadeon the gap in revenue per WADA. In the case of
comparing charters to traditional ISDgvenue or expenditures per WADAare not proper
comparisors. Fundamental to this point is the definition of WADA under current l&ssessing

the legitimacy of comparisons of maintenance and operations revenues for traditional independent
school districts andperenrollment charter schaotequires not only a thorough understanding of

the revenue system and what is included in themeg amounts presented, but also a deeper
understanding of how WADA is calculated and what it represents. Charter school WADA is an
artificial construct based in large part on state averages, not on calculations made with district
specific data regardingducation costs and the size of the district.
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Chart 3: Tier 1 Allotments for 2012-13

Percentage of 20223 Tier 1 Allotments

Bilingual/ESL1.3%

PEG0.0%\ Transportation
1.1%
Compensatory
106% 3 ‘
Gifted/Talented

0.5% High Schooll.1%

Career/Tech5.0%

Conceptually, the revenues to be measured on a per WADA basis are a direct function of the CEl,
but the WADA divisor excludes part of that revenue stream irefimition. The consequence is

that, mathematically, a district with a higher CEI value will show higher revenues per WADA even

if all other factors and counts are identical. Tatdllustrates this effect. In this illustration,
hypothetical districtsvith no other adjustments show significantly different results in terms of
revenue per WADA. Tabl22 then illustrates that if part of the cost of education index were not
excluded, the revenue per WADA in all cases would be identical. A portion oéréinee in
revenue per WADA is therefore attributable to the way in which WADA has been defined.
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Table 21. Standard WADA Calculation, Basic Allotment=%$4,765, District ADA = 10,000, No
Special Rogram Participation

A B C D E F G H
Adjusted Tier 1 Adjusted Revenug
Adjusted | Allotment | Total Cost Tier 1 per

Basic (No Small (10,000 | Exclusion ( A Do|] WADA | WADA
Allotment | or Mid-Size | ADA x of 50% of| minus (AFol (ADQg

CEl (ABA) | Adjustment) ACo) CEl AEO)| $4,765) AGo
1.02 | 4,832.66 4,832.66| 48,326,630 338,315| 47,988,315 10,071.00 4,798.59
1.03 | 4,866.49 4,866.49| 48,664,945 507,473| 48,157,473 10,106.50 4,815.21
1.04 | 4,900.33 4,900.33| 49,003,260 676,630 48,326,630 10,142.00 4,831.72
1.05 | 4,934.16 4,934.16| 49,341,575 845,788| 48,495,788 10,177.50 4,848.10
1.06 | 4,967.99 4,967.99| 49,679,890 1,014,945 48,664,945 10,213.00 4,864.38
1.07 | 5,001.82 5,001.82| 50,018,205 1,184,103 48,834,103 10,248.50 4,880.54
1.08 | 5,035.65 5,035.65| 50,356,520 1,353,260 49,003,260 10,284.00 4,896.59
1.09 | 5,069.48 5,069.48| 50,694,835 1,522,418 49,172,418 10,319.50 4,912.53
1.10 | 5,103.32 5,103.32| 51,033,150 1,691,575 49,341,575 10,355.00 4,928.36
1.11 | 5,137.15 5,137.15| 51,371,465 1,860,733 49,510,733 10,390.50| 4,944.08
1.12 | 5,170.98 5,170.98| 51,709,780 2,029,890 49,679,890 10,426.00 4,959.69
1.13 | 5,204.81 5,204.81| 52,048,095 2,199,048 49,849,048 10,461.50 4,975.20
1.14 | 5,238.64 5,238.64| 52,386,410 2,368,205 50,018,205 10,497.00 4,990.61
1.15 | 5,272.47 5,272.47| 52,724,725 2,537,363 50,187,363 10,532.50 5,005.91
1.16 | 5,306.30 5,306.30| 53,063,040 2,706,520 50,356,520 10,568.00 5,021.11
1.17 | 5,340.14 5,340.14| 53,401,355 2,875,678 50,525,678 10,603.50 5,036.20
1.18 | 5,373.97 5,373.97| 53,739,670 3,044,835 50,694,835 10,639.00 5,051.20
1.19 | 5,407.80 5,407.80| 54,077,985 3,213,993 50,863,993 10,674.50, 5,066.09
1.20 | 5,652.90 5,652.90| 56,529,000 4,439,500 52,089,500 10,931.69 5,171.11
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