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Summary: Virginia’s K-12 Funding Formula

WHAT WE FOUND

Virginia divisions receive less funding than multiple benchmarks

Virginia school divisions receive less K—12 funding per student than the 50-state aver-

age, the regional average, and three of Virginia’s five bordering states (figure). School

divisions in other states receive 14 percent more
per student than school divisions in Virginia, on
average, after normalizing for differences in cost
of labor among states. This equates to about
$1,900 more per student than Virginia.

Virginia divisions receive less funding than what
three Virginia-specific funding benchmark models
suggest is needed to provide students a quality ed-
ucation (figure, next page). Depending on the
benchmark, Virginia school divisions were esti-
mated to need 6 percent to over 30 percent more
funding, Between 73 percent and 89 percent of the
state’s school divisions receive funding that is be-
low benchmarks, depending on the model and as-
sumptions used.

Virginia school divisions receive less funding
than national and regional averages (FY20)

+14%

S - .
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WHY WE DID THIS STUDY

The General Assembly (SJ294) directed the Joint Legisla-
tive Audit and Review Commission (JLARC) to study the
cost of education in Virginia and make an accurate as-
sessment of the costs of the Standards of Quality.

ABOUT THE STANDARDS OF QUALITY FORMULA
The Standards of Quality (SOQ) funding formula is how
the General Assembly fulfills its constitutional obligation
to seek to establish and maintain a high quality public
school system. The formula estimates how many staff
positions are needed for each school division, then ap-
plies cost assumptions to estimate the cost of K-12 staff
needed in each division. That cost is then apportioned
between the state and each local government using the
Local Composite Index.

+25%

TN

Virginia 50 state South

(actual) average Atlantic
regional
average

SOURCE: JLARC analysis of NCES data, adjusted for cost of labor.
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Summary: Virginia's K-12 Funding Formula

Virginia school divisions receive less funding than amounts benchmark models
estimate is needed (FY21)

+33%

Average difference 15%

Low High
Virginia VA cost Best practices VAK-12
(actual) function model staffing needs
model workgroup

model

SOURCE: JLARC analysis of prior cost studies, research literature, expert interviews, educator work groups, and staff
modeling of funding needs.

State SOQ formula yields substantially less funding than actual
division spending and benchmarks

The SOQ formula is intended to calculate the funds needed to provide a high quality
education, but SOQ total funding is well below actual school division expenditures.
The SOQ formula calculated school divisions needed a total of $10.7 billion in state
and local funding for FY21, but divisions actually spent $17.3 billion on K-12 opera-
tions, $6.6 billion more than the funding formula indicated was needed. Funding dif-
ferences for the preceding years were about the same. The vast majority of the addi-
tional funding for school divisions comes from local governments.

While the SOQ funding formula’s calculations were substantially less than actual ex-
penditures, they were even further below the funding levels the benchmark models
determined were needed. The models estimated Virginia should provide 66 percent to
93 percent more funding than the SOQ formula’s calculations.

Total statewide staffing needs calculated by SOQ formula are less
than actual employment levels and workgroup estimates

One of the reasons the SOQ formula’s funding calculations are well below both actual
practice and benchmarks is that the formula substantially underestimates K—12 staff-
ing. In FY21, the SOQ formula calculated that divisions needed 113,500 FTE staff to
perform the various instructional, student support, and administrative functions of
the K—12 system. However, divisions actually employed 171,400 staff (51 percent
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Summary: Virginia's K-12 Funding Formula

more) to perform these responsibilities. The difference was even larger between the
formula’s calculations and estimates developed by the Virginia K-12 staffing
workgroups (sidebar). The workgroups estimated that divisions need more than
100,000 staff statewide above the SOQ formula’s calculations.

The SOQ formula underestimates staffing needs in each of Virginia’s school divisions.
Between FY19 and FY21, every school division in the state employed more staff than
the SOQ formula calculated they needed. In FY21, the SOQ formula calculations
ranged from as low as 43 percent of the number of staff actually employed in one
division to 99 percent of the number of staff actually employed in another.

In interviews, many school division administrators characterized the state’s staffing
standards as unrealistic, often citing the difference between SOQ staffing calculations
and the number of staff they actually needed to employ. Administrators said: “It’s a
misnomer to call it the SOQ); it’s not quality at all;” and “If we just funded at SOQ
level, it would be a catastrophe.”

SOQ formula systematically underestimates division compensation
costs

The SOQ formula not only underestimates the number of K—12 staff needed, but
also school divisions’ compensation costs. Several factors contribute to the formula’s
low compensation cost assumptions. The formula underweights salaries paid by the
state’s largest school divisions, even though these divisions employ a majority of K—
12 staff and account for a majority of staffing costs. This results in the formula un-
derestimating the salaries and related compensation costs of the majority of SOQ-
recognized positions.

The difference between SOQ-calculated compensation costs and actual compensation
costs for SOQ-recognized staff (excluding health care) has been about $1.3 billion
annually. The difference is most substantial in larger divisions. For example, the aver-
age very large division (more than 30,000 students) spent about $139 million on com-
pensation for SOQ-funded staff above the SOQ formula’s calculations.

The formula also does not fully and routinely update the salary cost assumptions used,
resulting in less funding for salaries than is needed. Compensation supplements, which
the state uses to increase compensation funding over time, have not been consistently
provided, and funding amounts have not been based on a clear measure or objective,
such as keeping pace with projected inflation or achieving an average salary goal.

Formula still uses Great Recession-era cost reduction measures

The historic decline in state revenue during the Great Recession led to a series of
changes to the SOQ formula that reduced funding. Many of these changes remain in
place as of late June 2023—more than a decade since the Great Recession ended.

A few of these changes, such as a change in health-care insurance calculations, have
improved the formula and have a clear rationale. However, several of the changes lack

Commission draft
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estimates of staffing
needs in a particular area
based on their profes-
sional knowledge and
real-world experiences.




Summary: Virginia's K-12 Funding Formula

clear and justifiable rationales or do not reflect current practices. The three largest
Great Recession-era changes together reduced state funding by $487 million in FY22
(table).

Recession-era formula changes still result in large state funding reductions

Change Reduction in state funding, FY22 (in millions)
Cap on support positions $331

Changes to non-personal costs 148

Change to federal deduction 12

Total $487

SOURCE: JLARC analysis of Annual School Report data and VDOE documents.

Formula does not adequately account for higher needs students;
methodology for at-risk students undercounts students in poverty

An effective SOQ formula should account for the higher costs divisions incur because
of factors outside their control. Divisions have little or no control over how many
higher needs students (at-risk due to poverty, special education, or English learners)
live in their division. On average, divisions need more funds to educate these students.

The SOQ formula does not adequately account for higher needs students. State fund-
ing for at-risk students, special education students, and English learner students is less
than the level of funding determined necessary to educate them in cost studies per-
formed in other states.

Opver the last 10 years, state funding has increased per student for at-risk students (+46
percent) and English learner students (+23 percent) but declined for special education
students (figure, next page). The total amount of state funding for special education
has remained fairly constant over this period, while the special education student pop-
ulation has grown. While state funding per student has declined, the 774/ actually spent
per student on special education has increased 17 percent from FY13 to FY21, after
adjusting for inflation. This additional funding for special education has mostly come
from local governments.

Commission draft
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Summary: Virginia's K-12 Funding Formula

State funding for special education has declined; funding for at-risk students
and English learners has increased

Per student funding

$5,000
®
4,500 (34,724 —
4,000 Special education ¥ 16% e
3,500 $3,977
3,000
2,500
2,000
$1,348
1:300 $926 At-risk A46% S
1,000 [ T
e
500 hrd
0 $550 English learner A23% 5677

FY13 FY14 FY15 FY1e FY17 FY18 FY1S FY20 FY21 FY22 FY23
{budgeted} (budgeted)

SOURCE: JLARC analysis of VDOE and state budget data.

The SOQ formula relies on an outdated measure to determine the number of at-risk
students. Free lunch eligibility was historically based on the number of students who
applied and were approved for free lunch and was used to measure student poverty in
several at-risk funding formulas. However, with the establishment of a new federal
program in 2014, a large portion of schools and divisions are no longer required to
collect free lunch applications. The state’s policy, as directed in the Appropriation Act,
is to continue using the last application-based free lunch rates reported by those
schools and divisions. However, for some schools and divisions, that data is now sev-
eral years old and actual student poverty has increased. The state’s school nutrition
program has developed a more reliable methodology for determining the number of
free lunch eligible (at-risk) students. This program estimated that 53 percent of stu-
dents in the state are free lunch eligible in contrast to the outdated free lunch method-
ology, which recently estimated the at-risk population to be only 39 percent statewide.

Formula does not adequately account for local labor costs

An effective education funding formula should also account for higher labor costs.
Virginia’s SOQ formula attempts to account for higher labor costs in some divisions
through the cost of competing adjustment, which provides varying funding increases
to divisions in and around Northern Virginia.

The cost of competing adjustment provides less additional funding than actual salary
differences. For example, Arlington County Public Schools receives a 9.83 percent ad-
justment for teachers’ salaries but its actual labor costs are 40 percent more than the
average Virginia school division’s labor cost.

Commission draft
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Summary: Virginia's K-12 Funding Formula

In addition, the adjustment excludes school divisions in other higher cost labor mar-
kets. Several school divisions in the Central Virginia and Tidewater regions have above
average labor costs and do not receive a cost of competing adjustment.

Formula does not adequately account for small divisions’ inability to
gain economies of scale

An effective education funding formula should account for the higher cost per student
divisions incur when they are too small to achieve operational efficiencies (economies
of scale). As enrollment increases, the marginal cost of K—12 operations typically de-
creases. Research finds that divisions achieve most of their efficiency gains when they
have at least 2,000 students. Virginia’s SOQ formula provides no additional funds to
small divisions to account for their higher per student costs.

Research literature shows that small school divisions with less than 2,000 students tend
to spend more per student than larger divisions, after accounting for differences in
cost of labor (figure). Even though small divisions spend more per student, (i) a
smaller portion of their total spending is on instruction, and (ii) a greater portion is
on fixed, non-instructional expenses such as transportation, administration, and facil-
ities. Small, rural counties have especially high transportation costs because of their
large geographic size and small student populations. Small school divisions also need
to employ more staff per student because of the need to offer a broad range of classes
but with fewer students per class.

Cost per student is substantially higher for divisions with fewer students

Percentage of additional costs

60%
. Costs for divisions with ~500
students 50% higher
40%
30%
e Costs for divisions with
555 ~1,000 students 25% higher

Costs for divisions with
~2,000 students 15% higher

10%
o0

0%
0 10K 20K 30K 40K 50K 60K 70K 80K 90K
Student enrollment

SOURCE: JLARC analysis of Virginia enrollment data using economies of scale formula from cost study researchers.
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Summary: Virginia's K-12 Funding Formula

Despite being 50 years old, LCI formula remains a reasonable measure
of local ability to pay

The state uses the local composite index (LCI) to determine each local government’s
ability to contribute to K—12 funding. The LCI determines the local and state split of
SOQ formula funding estimates for each locality. (The state pays a higher share of the
SOQ formula estimate for school divisions in less wealthy localities and a lower share
for divisions in wealthier localities.)

The LCI formula’s original assumptions about which revenue sources Virginia locali-
ties rely on are still reasonably close to today’s revenue sources. The LCI was developed
by the 1972—-1973 Task Force for Financing the SOQs to acknowledge that state and
local funding obligations need to account for differences in local ability to pay. Five
decades later, local revenue sources and the proportion of revenue from the various
sources are not substantially different from the early 1970s (figure).

Though the LCI is a reasonable measure of ability to pay, it can lead to sudden, large
changes in the state or local funding share between biennia for certain divisions. More-
over, since the LCI’s creation, better data has become available, and there has been
growing consensus nationally and among experts that a measure known as “revenue
capacity” can even more accurately and fairly measure local ability to pay.

Proportion of local revenue sources remains similar to original LCl weightings

Sales tax
‘Other’ local ~ FEVENUES
Real property revenues revenues 6.4%
FY21 Local revenues 38.8%
Retail
sales

Adjusted gross income
(proxy for ‘Other’ revenues) 10.0%

40.0%

SOURCE: Auditor of Public Accounts, Comparative Report of Local Government Revenues and Expenditures FY21.

True value property

LCl weightings

State can consider a wide range of changes to improve the SOQ
formula

This report includes near-term and long-term recommendations and policy options to
strengthen the SOQ formula. Near-term recommendations could be implemented
sooner, while long-term recommendations represent more complex changes that
would take more time to design and implement. Policy options are proposed when

Commission draft
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Summary: Virginia's K-12 Funding Formula

elements of the formula do not have to be changed based on the evaluation criteria,
but improvements could still be made.

The estimated cost of implementing major recommendations and options is summa-
rized in the table below. In addition to the state budget impact, there are also substan-
tial changes in /Jocal funding obligations depending on the recommendation or policy
option. However, because many local governments already contribute more than is
required under the SOQ formula, the actual financial impacts on most local govern-
ment budgets would likely be proportionally lower than the impact on the state budget.
Financial impacts will also vary for each individual school division. Additional details

on the local share of funding and division-level impacts can be found on the JLARC

website.

These recommendations and policy options would improve the state’s education fund-
ing formula and better ensure a quality education for Virginia students. Much of the
additional funding allocated under this report’s recommendations and options would
go toward employee compensation, hiring additional staff as needed to address critical
student needs (e.g., reduce longstanding achievement gaps), or providing support set-
vices to higher needs students. The return over time on this additional spending would
likely be evident through a higher quality teacher workforce and students who are bet-
ter prepared to succeed. These outcomes are expressly set forth as goals in the Code
of Virginia for the state’s public K—12 system.

Summary of near-term and long-term recommendations

State $ impact  Percent

(FY23) change
Recommendations: Near term
Could be phased in over FY25-26 & FY27-28 biennia, if funding is available
Address technical issues with the formula $45M 0.6%
Discontinue Great Recession-era cost reduction measures $515M 6.5%
Calculate prevailing costs using division average, rather than LWA $190M 2.4%
Change Local Composite Index to three-year average -$1.5M -0.02%
Convert non-SOQ At-Risk Add-On funding to SOQ-required funding -- --
Replace outdated and inaccurate free lunch measure

$250M 3.2%

Consolidate two largest at-risk programs into new SOQ At-Risk Program

Direct further study of special education staffing needs -- --

Commission draft
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Summary: Virginia's K-12 Funding Formula

Recommendations: Long term
Could be phased in by the FY33-34 biennia, if funding is available

Develop & adopt new staffing ratios, based on actual staffing $1,860M 23.5%
Update out-of-date salary assumptions during re-benchmarking Depends on timing @

Replace cost of competing adjustment with newer, more accurate method $595M 7.5%
Adopt economies of scale adjustment to assist small school divisions $80M 1.0%

SOURCE: JLARC staff analysis and estimates using in-house JLARC SOQ model developed to approximate fiscal impact.
NOTE: Division-level and local funding impacts can be found on the JLARC website.

2 Cost impact is heavily dependent upon rate of inflation during year in which implemented. Examples given in Chapter 8
of report.

Summary of policy options to change the formula

State $ impact  Percent

(FY23) change
Policy options
Implement funding plan to achieve state goal for teacher salaries Depends on goal and plan
Weight student and general population equally in local composite index -$45M -0.5%
Replace local composite index with revenue capacity index -$85M -1.1%

SOURCE: JLARC staff analysis and estimates using in-house JLARC SOQ model developed to approximate fiscal impact.
NOTE: Division-level and local funding impacts can be found on the JLARC website.

Most other states use simpler student-based K-12 funding formulas,
in contrast to Virginia's complex staffing-based formula

Virginia is one of only nine states that use a staffing-based formula, and some aca-
demic experts now view it as an outdated approach. The vast majority of states (34)
use a student-based funding formula that allocates divisions a specified amount of
funding per student (figure, next page). Seven states use hybrids of the staffing- and
student-based approaches or another approach.

A well-designed student-based funding model would be more accurate, more trans-
parent, and easier to maintain over time than Virginia’s current staffing-based for-

mula.

Implementing a student-based funding formula is estimated to cost an additional
$520 million to $1.2 billion above FY23 funding, depending on how the new formula
is implemented.

Commission draft
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Summary: Virginia's K-12 Funding Formula

Majority of states use a student-based funding model instead of a staffing-
based funding model

. Staffing-based formula
. Student-based formula

Other

SOURCE: Education Commission of the States and Tennessee Investment in Student Achievement (TISA) Formula.
NOTE: Other funding models include either (a) hybrid models that combine aspects of student- and staffing-based
models and (b) guaranteed tax base/tax-levy equalization, wherein the state provides higher levels of funding to
lower property-wealthy districts, based on property taxes paid within the district.

SO0Q funding formula maintenance and support has been problematic

The SOQ formula’s staffing and funding calculations do not reflect prevailing practice.
This is largely because the formula has been altered piecemeal by prior governors and
General Assemblies based on available revenue in a given year. In addition, changes
that are necessary to adapt the SOQ formula and keep it in line with prevailing practice
are often not made.

The state needs to build a more robust and modern approach to maintaining and up-
dating its SOQ funding formula that is removed from the budgetary processes. The
IT application used by VDOE to maintain the SOQ formula is cuambersome and old,
and its internal calculations are opaque. School divisions lack the full information and
understanding necessary to accurately report financial data that is used in SOQ fund-
ing calculations. Divisions also need more information and support from VDOE on
financial reporting and budgeting,

Commission draft
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Summary: Virginia's K-12 Funding Formula

WHAT WE RECOMMEND
Legislative action

Long term — Develop accurate fixed and prevailing staffing ratios that are
simpler, easier to apply, and comprehensive.

Near term — Eliminate the support cap and re-instate (a) non-personal cate-
gories removed in FY09 and FY10, and (b) federal fund deduction method-
ology used prior to FY09.

Long term — Routinely update the cost assumptions used for school divi-
sion salaries during the re-benchmarking process.

Near term — Calculate salaries and other cost assumptions using the divi-
sion average, rather than the linear weighted average.

Long term - Replace the cost of competing adjustment with a Virginia-
based labor cost index.

Long term - Adopt a new economies of scale adjustment applicable to divi-
sions with fewer than 2,000 students.

Near term — Calculate the LCI using a three-year average.

Near term — Provide funding as needed to modernize K—12 reporting and
the I'T application used for the SOQ formula.

Near term — Provide funding as needed for additional VDOE staff to
maintain SOQ formula and provide support to divisions.

Executive action

Fix technical problems with the SOQ formula related to excluding central
office staff positions, facilities staff, and inflation and enrollment projec-
tions.

Modernize K—12 reporting and IT application used for SOQ formula.

Determine staffing needed to adequately maintain funding formula and
provide support to divisions.

The complete list of recommendations and policy options is available on page xiii.
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Recommendations: Virginia's K-12 Funding Formula

Recommendations and Policy Options: Virginia's K-
12 Funding Formula

JLARC staff typically make recommendations to address findings during reviews.
Staff also sometimes propose policy options rather than recommendations. The three
most common reasons staff propose policy options rather than recommendations are:
(1) the action proposed is a policy judgment best made by the General Assembly or
other elected officials, (2) the evidence indicates that addressing a report finding is not
necessarily required, but doing so could be beneficial, or (3) there are multiple ways in
which a report finding could be addressed and there is insufficient evidence of a single
best way to address the finding;

Recommendations

RECOMMENDATION 1- NEAR TERM

The General Assembly may wish to consider amending the Code of Virginia and in-
cluding language in the Appropriation Act directing the following technical adjust-
ments to the Standards of Quality (SOQ) formula and compensation supplement cal-
culations: (i) include all division central office positions in the SOQ formula, (ii) apply
the cost of competing adjustment to facility and transportation staff salaries in the
SOQ formula, (iii) remove the cap on adjustments to non-personal cost assumptions
in the benchmarking process in the SOQ formula, and (iv) account for cost of facilities
staff salaries in compensation supplement calculations.

RECOMMENDATION 2 - LONG TERM

The General Assembly may wish to consider including language in the Appropriation
Act directing the Virginia Department of Education to develop and propose a new
set of fixed and prevailing staffing ratios for the Standards of Quality formula, in
consultation with school divisions and the Board of Education, which should accu-
rately reflect how divisions are staffed and be simpler, easier to apply, and comprehen-
sive.

RECOMMENDATION 3 - LONG TERM

The General Assembly may wish to consider amending the Code of Virginia and Ap-
propriation Act to establish Standards of Quality staffing ratios developed by the Vir-
ginia Department of Education, in consultation with school divisions and the Board
of Education, that accurately reflect how divisions are staffed.

RECOMMENDATION 4 - NEAR TERM

The General Assembly may wish to consider including language in the Appropriation
Act that directs the following changes to the Standards of Quality formula: (i) elimi-
nate the support cap, (i) re-instate the non-personal cost categories removed in FY(09
FY10, and (iii) re-instate the federal fund deduction methodology used prior to FY09.

Commission draft
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Recommendations: Virginia's K-12 Funding Formula

RECOMMENDATION 5 - LONG TERM

The General Assembly may wish to consider including language in the Appropriation
Act directing the Virginia Department of Education to update the cost assumptions
for school division employee salaries used in the biennial Standards of Quality re-
benchmarking process to better reflect current salaries paid by school divisions.

RECOMMENDATION 6 — NEAR TERM

The General Assembly may wish to consider including language in the Appropriation
Act directing the Virginia Department of Education to calculate salary and other
Standards of Quality formula cost assumptions using the division average, rather than
the linear weighted average.

RECOMMENDATION 7 - NEAR TERM

The General Assembly may wish to consider amending the Code of Virginia and in-
cluding language in the Appropriation Act to change the local composite index to be
calculated using a three-year average of the most recently available data, rather than a
single year of data every other year.

RECOMMENDATION 8 — NEAR TERM

The General Assembly may wish to consider amending the Code of Virginia and in-
cluding language in the Appropriation Act to designate the At-Risk Add-On program
as a Standards of Quality funding program, in recognition that the funding is essential
for providing Virginia K—12 students with a quality education.

RECOMMENDATION 9 — NEAR TERM

The General Assembly may wish to consider amending the Code of Virginia and in-
cluding language in the Appropriation Act to direct use of the federally approved
Identified Student Percentage measure to calculate funding for all at-risk programs
that currently rely on the outdated free lunch estimates.

RECOMMENDATION 10 - NEAR TERM

The General Assembly may wish to consider amending the Code of Virginia and in-
cluding language in the Appropriation Act to consolidate the At-Risk Add-On pro-
gram and Prevention, Intervention, Remediation program and create a new At-Risk
Program under the Standards of Quality. Funding for the new At-Risk Program would
be allocated based on each school division’s weighted Identified Student Percentage,
and 60 percent of funding would be distributed to divisions using a flat per student
rate and 40 percent would be distributed using a variable rate based on the concentra-
tion of poverty in each school division.

Commission draft
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Recommendations: Virginia's K-12 Funding Formula

RECOMMENDATION 11— NEAR TERM

The General Assembly may wish to consider including language in the Appropriation
Act requiring the Virginia Department of Education to work with school division staff
and experts as needed to develop new special education staffing needs estimates based
on a review of current ones and report its findings to the Board of Education, the
House Committee on Education, and the Senate Committee on Education and Health.

RECOMMENDATION 12 - LONG TERM

The General Assembly may wish to consider amending the Code of Virginia and in-
cluding language in the Appropriation Act to replace the current cost of competing
adjustment with a more accurate adjustment based on a Virginia cost of labor index
that better accounts for differing labor costs across school divisions in calculating com-
pensation funding through the Standards of Quality formula.

RECOMMENDATION 13 - LONG TERM

The General Assembly may wish to consider amending the Code of Virginia and in-
cluding language in the Appropriation Act directing that the Standards of Quality for-
mula include an economies of scale adjustment to provide additional funding to divi-
sions with fewer than 2,000 students.

RECOMMENDATION 14

The General Assembly may wish to consider amending the Code of Virginia to state
that it shall consider the funding amounts calculated by the Standards of Quality
(SOQ) formula when determining the amount of funding needed to maintain an ed-
ucational program meeting the prescribed SOQs, but shall not be obligated to appro-
priate the amounts calculated by the formula.

RECOMMENDATION 15

If the Code of Virginia is amended to establish that the funding amounts calculated
by the Standards of Quality formula serve only as a guide for needed funding, the
General Assembly may wish to consider amending the Code of Virginia and including
language in the Appropriation Act to eliminate current SOQ staffing standards and
direct the Board of Education to establish all staffing ratios used in the SOQ formula.

RECOMMENDATION 16

The General Assembly may wish to consider amending the Code of Virginia to direct
the Virginia Department of Education (VDOE) to biennially calculate, compare, and
report on differences between the fixed staffing ratios in the SOQ formula and actual
ratios in Virginia school divisions, so that fixed ratios can be regularly adjusted as
needed. VDOE should report its findings to the Board of Education.
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Recommendations: Virginia's K-12 Funding Formula

RECOMMENDATION 17

The General Assembly may wish to consider including funding in the Appropriation
Act for the Virginia Department of Education to begin procuring a modern and more
usable Standards of Quality funding information technology application.

RECOMMENDATION 18

The General Assembly may wish to consider including language in the Appropriation
Act directing the Virginia Department of Education to work with school division fi-
nance directors to study the feasibility of implementing a secure, web-based reporting
system for annual school reports.

RECOMMENDATION 19

The Virginia Department of Education should submit to the Department of Planning
and Budget a decision package for modernizing its Standards of Quality funding in-
formation technology application and school division financial reporting system to be
considered for the governor’s introduced budget. The decision package should explain
and itemize the cost of any consultants, procurements and additional full-time or con-
tracted staff that are expected to be needed to modernize these systems.

RECOMMENDATION 20

The General Assembly may wish to consider including funding in the Appropriation
Act for the Virginia Department of Education to create a position in the Office of
Budget responsible for providing technical information and support to school division
finance directors regarding (i) the annual financial reporting process and requirements
and (ii) data critical for school division budgeting purposes, such as expected and actual
amounts of state SOQ and non-SOQ funding,

Policy Options to Consider

POLICY OPTION 1

The General Assembly could develop and implement a funding plan to increase com-
pensation supplements as needed to achieve the statutory goal of Virginia teacher sal-
aries being at or above the national average.

POLICY OPTION 2

The General Assembly could amend the Code of Virginia and include language in the
Appropriation Act directing that a locality’s student enrollment and general population
be equally weighted in the calculation of the local composite index for Standards of
Quality funding, rather than weighting student enrollment two-thirds and the general
population one-third.
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POLICY OPTION 3

The General Assembly could amend the Code of Virginia and include language in the
Appropriation Act directing the replacement of the local composite index with a rev-
enue capacity index.

POLICY OPTION 4

The General Assembly could amend the Code of Virginia to replace the entire staff-
ing-based SOQ formula with a new student-based formula that is based on actual av-
erage school division expenditures.

POLICY OPTION 5

The General Assembly could amend the Code of Virginia to replace the current SOQ
formula calculations for special education and English as a Second Language, includ-
ing any associated calculations for benefits and payroll taxes under other SOQ ac-
counts, with student-based funding calculations that are based on actual average school
division expenditures.
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K-12 Education Funding in Virginia

The General Assembly directed the Joint Legislative Audit and Review Commission
(JLARC) to study the cost of education in the Commonwealth and provide an accurate
assessment of the costs to implement the Virginia Standards of Quality (SOQs). The
resolution specifically directs JLARC to analyze:

e the cost of implementing the SOQs based on the actual expense of educa-
tion in the Commonwealth;

e whether the SOQs accurately reflect practices within each school division;
e the impact of changes made in the SOQ funding formula since 2009;

¢ how the SOQ funding formula could be changed to ensure state support is
neither inadequate nor excessive; and

e other relevant funding issues, as identified by the JLARC staff.

Subsequent Appropriation Act language also directed staff to review the cost of com-
peting adjustment provided to certain localities in and near Northern Virginia.

To ensure a comprehensive review of SOQ funding, all federal, state, and local educa-
tion funding was examined, including the state’s SOQ and non-SOQ funding pro-
grams. These other education funding sources are complementary to SOQ funding,
so these sources needed to also be fully understood when considering potential
changes to SOQ funding. The focus was on funding for day-to-day K—12 operations,
as capital funding and pre-kindergarten programs have been recently examined else-
where (sidebar).

When reviewing the SOQs, the primary focus was Standard of Quality 2 in the Code
of Virginia, which addresses instructional, administrative, and support personnel fund-
ing and staffing standards. Other relevant staffing standards for the SOQ formula that
are established separately in the Appropriation Act and state regulations were also
closely reviewed. (For a full list of all the SOQs, see Appendix C.)

To address the study resolution, numerous research activities were conducted. Inter-
views and workgroups were held with educators and administrators from school divi-
sions across the state and in the Virginia Department of Education (VDOE). In-depth
reviews of Virginia’s staffing standards and funding formulas were performed, detailed
funding models against which to compare current spending were developed, and a
model to simulate potential changes was developed. Extensive analysis of financial,
student, and other division data collected by VDOE and national organizations was
performed and cost benchmarks for education funding were identified. Funding re-
form efforts in other states and academic research on K—12 funding were reviewed,
and state and national education associations, national school funding experts, and
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Chapter 1: K-12 Education Funding in Virginia

public education officials in other states were interviewed. (See Appendix B for a de-
tailed description of research methods.)

Virginia law sets goal to establish and maintain a
high quality K-12 education system

Virginia has a fundamental legal obligation to fund its K—12 public education system.
The Constitution of Virginia sets forth several foundational rights and obligations re-
lated to K—12 education (Exhibit 1-1). First, students in the Commonwealth cannot
be charged for their education. Funding the state’s public education system is, there-
fore, the responsibility of the state and local governments, with assistance from the
federal government. Second, the legislature must a#fempt to establish and maintain a
high quality public school system. Third, the legislature has sole authority to decide
how to fund education and determine state funding amounts and minimum local gov-
ernment contributions.

EXHIBIT 1-1
The Constitution sets forth educational rights, obligations, and authorities

Children entitled to a free public K=12 education - “The General Assembly shall
provide for a system of free public elementary and secondary schools for all children of
school age throughout the Commonwealth ...”

General Assembly obligated to attempt to provide a high quality public educa-

113

tion — “[The General Assembly]| shall seek to ensure that an educational program of

high quality is established and continually maintained.”

— Constitution of V'irginia, Article V111, Section 1

General Assembly decides how to fund public education -““The General Assembly
shall determine the manner in which funds are to be provided for the cost of maintain-
ing an educational program meeting the prescribed standards of quality ...”

General Assembly decides how to allocate costs — “|The General Assembly]| shall
provide for the apportionment of the cost of such program between the Common-
wealth and the local units of government comprising such school divisions.”

— Constitution of V'irginia, Article V111, Section 2

Over time, within the above constitutional parameters, prior General Assemblies have
further articulated the goal of the state’s education system and broadly defined a qual-
ity education in the Code of Virginia (Exhibit 1-2). According to the Code of Virginia,
the goal of the public education system is to allow students to develop the skills to be
successful, prepared, and reach their full potential. The Code states the quality of ed-
ucation a student receives depends on having high quality instructional personnel, the
appropriate learning environment, and quality instructional practices. The Code states
that funding is needed to achieve this goal and meet constitutional requirements.
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EXHIBIT 1-2
Code of Virginia sets public education goal and defines educational quality

Goal is successful and prepared students — “The General Assembly and the Board of Ed-
ucation believe that the fundamental goal of the public schools of the Commonwealth must
be to enable each student to develop the skills that are necessary for success in school, prepa-
ration for life, and reaching their full potential.”

Educational quality depends on high quality personnel and other factors — “The Gen-
eral Assembly and the Board of Education find that the quality of education is dependent
upon the provision of (i) the appropriate working environment, benefits, and salaries necessary
to ensure the availability of high-quality instructional personnel; (ii) the appropriate learning
environment designed to promote student achievement; (iii) quality instruction that enables
each student to become a productive and educated citizen of Virginia and the United States
of America; and (iv) the adequate commitment of other resources.”

Achieving goal requires funding — “In keeping with this goal, the General Assembly shall
provide for the support of public education as set forth in Article VIII, Section 1 of the Con-
stitution of Virginia.”

— Code of Virginia § 22.1-253.13:1 A.

The Constitution directs the Board of Education and General Assembly to more pre-
cisely define a quality public education through developing the SOQs. The SOQ)s in-
clude staffing standards for the public school system, Standards of Learning for the
curriculum, graduation requirements for students, Standards of Accreditation for
schools, professional development requirements for teachers, and administrative plan-
ning and policy requirements. These standards have historically been developed and
maintained by the Board of Education in state regulations, but over time many have
been established in the Code of Virginia and Appropriation Act.

According to the Board of Education, the SOQs require each local school board to
provide K—12 instruction that aligns with the Standards of Learning. Instruction
should provide students the necessary knowledge and skills to succeed in school and
after they graduate, provide additional opportunities that meet student abilities and
interests, and accommodate all students.

In June, the administration identified four ways schools can improve and use best prac-
tices: a stronger accreditation system, proficiency standards on SOL assessments, in-
structional and student improvement in math; and more methods to ensure college
and career readiness (sidebar).
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K-12 public education is
the largest single finan-
cial commitment for the
state and local govern-
ments. K-12 public edu-
cation funding is by far
the largest category of
state general fund spend-
ing, representing 30 per-
cent of the general fund
budget and 13 percent of
the total state budget.
Education funding is an
even larger financial com-
mitment for localities,
representing 52 percent,
on average, of local gov-
ernment budgets in Vir-
ginia.

Staffing ratios, or stand-
ards, are a core part of
the SOQ formula. These
are sometimes expressed
as a ratio of students to
staff, such as the maxi-
mum number of students
in a classroom, or staff to
students, such as the
minimum number of
school counselors needed
per student.
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SOQ funding formula is primary way state
determines amount of K-12 education funding

The SOQ funding formula and the resulting funding amounts school divisions receive
are the primary focus of this report. K—12 funding is the largest single budgetary item
for state and local government (sidebar). The SOQ formula is how the General As-
sembly fulfills its constitutional obligations to decide how to fund education and allo-
cate funding responsibility between the state and local governments. After accounting
for federal funds, the SOQ formula calculates the total state and local funding required
for each school division. The total (state and local) SOQ funding amounts represent
the funding levels the governor and General Assembly deem needed to meet the con-
stitutional goal of providing a high quality education.

SOQ funding formula uses staffing standards and cost assumptions to
determine funding needs and then apportions state and local shares

SOQ funding for each division is calculated under the SOQ formula. The formula has
three main steps (Figure 1-1). Step one is to calculate the total number of staff posi-
tions needed for each school division, based on staffing ratios (sidebar). Step two is to
apply compensation assumptions to estimate the cost of staffing each division. The
formula also makes other assumptions, such as about transportation and facility oper-
ations costs. For divisions in and near Northern Virginia, funding amounts are in-
creased for higher labor costs. Step three divides each division’s total SOQ funding
obligation between the state and local governments based on local ability to pay, using
the Local Composite Index (LCI).

FIGURE 1-1
S0OQ funding is calculated in three steps

STEP 1 ) . Number of
STAFFING Staffing ratios Student enrollment staff needed
Number of Compensation
staff needed cost assumptions Cost of staff |
Total SOQ
SCToEng funding
Other costs obligation
Student enrollment Other assumptions (transportation,
utilities, etc.)
STEP 3 Total SOQ funding Local State SOQ funding
ALLOCATION obligation composite index &

Local SOQ funding

SOURCE: JLARC analysis of SOQ formula.
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Each step of the SOQ formula contains multiple calculations, which determine the
funding levels for the 12 accounts that make up total SOQ funding. For example, sev-
eral calculations are used for the Basic Aid account, which has historically included the
majority of SOQ funding, The Basic Aid account has separate calculations for teacher
salaries, benefits, and social security. Examples of other SOQ accounts include fund-
ing for students with higher needs, vocational and gifted education, and algebra readi-
ness. Some of the funding levels for these other SOQ funding accounts are deter-
mined by calculations different than those displayed in Figure 1-1. (See Appendix C
for full list of the SOQ accounts.)

The SOQ formula is not established in a single law or regulation. Instead, staffing
standards, cost assumptions, and calculation requirements are found in the Code of
Virginia, Appropriation Act, BOE regulations, and VDOE policies and procedures. In
practice, the formula is extremely complex, and most calculations occur within an I'T
application called the SOQ funding model. VDOE is responsible for managing the
SOQ funding model, updating it to reflect the most recent changes and data, and cal-
culating and eventually dispersing funding.

State provides school divisions with additional funds through non-
SOQ funding programs

Outside of the SOQ formula, the state provides additional K-12 funding to school
divisions through more than 40 non-SOQ programs (and requires localities to provide
matching funds for some programs). For some programs, the General Assembly has
established unique funding formulas in the Code or the Appropriation Act. For others,
the General Assembly sets funding amounts in the Appropriation Act and then allo-
cates these funds to divisions. Non-SOQ programs can be considered supplementary
funding because they are not part of the SOQ formula itself.

The LCI is used to determine state shares of funding for several of the non-SOQ
programs. The programs that require local matches include four of the five largest
non-SOQ) programs: At-Risk Add-On, K—3 Class Size Reduction, Compensation Sup-
plements, and the Lottery Infrastructure and Operations Per Pupil Funds. Local
matches were required for seven non-SOQ programs in total in FY23.

Local governments provide more than half of all K-
12 funding, but two-thirds of divisions receive a
majority of their funding from the state

Virginia’s K—=12 public school system is composed of 134 different school divisions,
several of which operate jointly (sidebar). School divisions rely heavily on both state
and local funding for their day-to-day operations. In aggregate, Virginia school divi-
sions received $20.1 billion in combined funding from state, local, and federal sources
in FY21. State and local funding comprised about 90 percent of total funding, The
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other funding source, federal funds, comprised less than 10 percent of total funding.
In FY22, total division funding was $24.4 billion. However, this amount was inflated
by $1.4 billion in additional, temporary federal pandemic funding,

In aggregate across all divisions, local funding represents slightly more than half of
total funding (Figure 1-2). State funding represents about 40 percent, including funds
from both SOQ and non-SOQ programs. State funding comes from general funds,
lottery proceeds, and sales taxes revenues dedicated to public education.

Several large Northern Virginia school divisions account for a substantial portion of
total aggregate local funding provided. For example, Fairfax County Public Schools,
the state’s largest school division by far, accounted for $2.5 billion of the $10.5 billion
in local funds.

However, most individual divisions rely heavily on state funds (Figure 1-3, next page).
About two-thirds of divisions rely on the state for the majority of their funding, In a
few divisions, state funding accounts for at least 70 percent of total funding.

FIGURE 1-2
School divisions received $20.1 billion in state, local, and federal funds (FY21)

S0Q (including sales tax)
H $6.6B | 84%

: Iaocallfunzd; State funds
105B | 5 {including
520-13 sales tax)

$7.8B | 39%

Other
$81M | 1%

Eederal funds K Lottery Incentive Categorical
$1.7B | 9% —\ $643M | 8% $477M | 6% [ $48M | 1%

Non-50Q programs

SOURCE: VDOE annual superintendent reports and annual school report data.

NOTE: Includes all school division funding, regardless of source or purpose. FY21 federal funds were $600M more
than otherwise expected because of one-time pandemic relief funds. Local funds were $150-$250M less than other-
wise expected because of reduced revenue from food services, tuition, refunds, fees, and other minor school division
revenue sources.
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FIGURE 1-3
Two-thirds of divisions rely on the state for a majority of their funding (FY20)

0% 10% 20% 30% 0% 50% 60% 70% 80% 90% 100%
State funds WO O 100 ¢ GEEDDEIDERIN
Local funds O0 (NDMINNNNNDGD @0 ' W

Federal funds |

SOURCE: VDOE annual superintendent reports and annual school report data.

NOTE: Unlike Figure 1-2, this graphic only includes operating funds and uses FY20 data. FY20 data is used to avoid
distortions from the COVID-19 pandemic, which temporarily increased federal funding, lowered local funding, and
disrupted typical expenditures.

All school divisions receive federal funds, but federal funds are not a major source of
revenue for any division. Many federal programs are targeted at low income students.
Consequently, divisions with a higher proportion of low income students, such as the
cities of Richmond and Petersburg, typically receive larger shares of federal funding.
However, federal funds were still the smallest funding source in every division except
one (Lee County), where it was the second smallest source.

Most funding that school divisions receive pays for K—12 operations (~90 percent),
the largest component of which is for staff. The remainder goes toward capital ex-
penses, debt service, transfers, and non-K—12 programs (pre-kindergarten, adult edu-
cation, and other community programs). Staff compensation is by far the largest K—
12 operating expense, accounting for 84 percent of expenditures. (See Appendix D
for additional information on school division revenues and expenditures.)

Per student K-12 funding varies across divisions,
largely due to local ability to pay and cost drivers

School divisions receive different levels of funding on a per student basis (Figure 1-
4). These different levels reflect the variation in local ability to pay and the three major
drivers of education cost (student needs, local labor costs, and division size). Local
ability to pay, and the three major drivers of cost are largely outside the control of a
school division but heavily influence their funding levels.
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FIGURE 1-4
School division K-12 operating funding ranged from $10,000 to $22,500 per
student (FY20)

.................................................................... 75 percentile
$13,756
Virginia
SChOOl | cccccccccrcccccccccceeeees = [ N Median
divisions 3 $12,617
____________________________________________________________________ 25 percentile
$11,614
S0 5,000 10,000 15,000 20,000 $25,000

Per student expenditures for K12 operations

SOURCE: VDOE annual superintendent reports and annual school report data.

NOTE: Shows FY20 funding expenditures, adjusted for inflation to FY21. Expenditures data is used to most accurately
capture K-12 operations and exclude funding for capital and non-K-12 expenses. FY20 data is used to avoid distor-
tions from the COVID-19 pandemic, which temporarily increased federal funding, lowered local funding, and dis-
rupted typical expenditures.

Local ability to pay. The primary factor correlated with how much funding a division
receives per student is the local government’s ability to contribute funding. Localities
with stronger economies, higher property values, and wealthier residents are generally
able to contribute more toward education. Divisions in localities with greater ability to
pay typically receive more K—12 funding per student even though their state funding
share is smaller, while divisions in poorer localities receive less.

Student needs. Divisions with more higher-need students—special education stu-
dents, English language learners, and students from low income households—typically
receive more state and federal funding per student. However, the total amount of
funding they receive is often constrained by local ability to pay. For example, divisions
in high poverty urban areas are typically not among the highest spending divisions,
even though they typically have more higher-need students. In contrast, many large
suburban divisions spend less per student than others, in part because they typically
have relatively fewer higher-need students.

Labor Costs. Divisions with higher labor costs typically receive more funding per stu-
dent, especially divisions in the Northern Virginia region. However, after adjusting for
differences in local labor costs, there are not a disproportionate number of Northern
Virginia divisions among the highest spending divisions.
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Division size. Some divisions serve highly populous urban or suburban communities,
while others serve very rural areas, which contributes to large differences in enroll-
ment. The state’s 10 largest school divisions educate more than 50 percent of all the
state’s public school students, while the 10 smallest divisions collectively educate less
than 0.5 percent. Very small divisions typically need more funding per student because
they cannot achieve the same operational efficiencies (economies of scale) as larger
divisions. They have fewer students per staff position and fewer students over which
to spread relatively higher fixed operations costs, such as facilities, transportation, and
central office costs.

(See Appendix D for additional information on school division revenues and expend-
itures.)

Sufficient funding is essential but does not ensure a
high quality education system

The amount of K—12 education funding has a major impact on the quality of educa-
tion Virginia schools provide—and therefore, student performance. Other factors, in-
cluding those within and beyond the direct control of school divisions, can also have
a major impact. The Code acknowledges the importance of funding, stating education
quality depends on the K—12 system providing “benefits and salaries necessary to en-
sure the availability of high quality-instructional personnel” and “the adequate com-
mitment of other resources.”

Decades of research supports the critical role that funding has in quality K—12 educa-
tion. For example, a recent meta-data study found that a $1,000 increase in spending
per student was associated with 2.3 percent higher graduation rates and a 6.5 percent
increase in higher education attainment (National Bureau of Economic Research).
School divisions need sufficient funding to hire enough high quality teachers, because
teacher quality has repeatedly been shown to affect student performance more than
any other factor. For example, a 2016 study found that high quality teachers can:

e raise student achievement by 1.5 grade levels,
e help close achievement gaps for low income students, and

e raise students’ future earnings after graduation.

Research has also found that having more teachers allows smaller class sizes, which
have been shown to improve student comprehension and increase test scores.

The current recruitment and retention challenges faced by school divisions highlight
the importance of school funding. Divisions are struggling to recruit and retain staff,
resulting in substantial vacancies (sidebar). To cope with vacancies, divisions are in-
creasingly hiring provisionally licensed teachers, asking teachers to teach outside their
field of expertise, and increasing class sizes. Many division administrators reported
that they are losing valuable teachers to better-funded school divisions, other states,
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the private sector, or decisions to leave the workforce altogether. In responding to a
JLARC survey, three-fourths of school staff indicated that low pay was a serious or
very serious issue. Respondents indicated that raising salaries, more than any other
action, would have a positive impact on morale and satisfaction.

Though funding is a critical component of education quality, other factors also affect
student performance. External factors, such as whether children live in poverty or re-
ceive adequate support at home, can greatly affect academic success. Other factors
within a school division’s control are also important, including:

e systems of accountability for academic progress and teacher performance;

e instructional practices design and implementation;

e support service design and implementation;

e school-level operational decisions (e.g., how time is used during the school
day and across the school year); and

e Jeadership and decision-making by each school board, division superinten-
dent, and individual school principal.
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2 Funding Compared with Benchmarks

While there is no single best way to determine ideal K—12 education funding levels,
comparing Virginia’s K—12 funding to several relevant funding benchmarks can help
determine whether Virginia’s education funding is within a reasonable range. Funding
substantially above or below these benchmarks would suggest the SOQ funding for-
mula yields too much or too little funding relative to need.

The benchmark funding comparisons included in this chapter rely on K—12 operating
expenditures data. Comparisons use FY21 or earlier data because it is the most repre-
sentative and complete data available. For benchmarks that compare Virginia to other
states, the most recent publicly available expenditures data for other states is two to
three years old. For benchmarks developed using Virginia-only data, FY22 data was
available but was not used because it was not representative of actual ongoing funding.
FY22 data is skewed by a historically large, one-time increase in federal funding (side-
bar). FY23 data was not yet available, other than what the state had budgeted for that
year. State budget data is incomplete because it does not include any information on
local funding, a major part of total K—12 funding divisions receive.

Virginia divisions receive less K-12 funding per
student than multiple benchmarks

Several different funding benchmarks were available to evaluate K—12 funding in Vir-
ginia. The first set of benchmarks was the actual K—12 funding provided in other
states, controlled for differences in labor costs and student enrollment. The second set
of benchmarks was a series of models designed to estimate Virginia-specific funding
needs. The models were based on methods developed by education funding experts,
including a (a) cost-function model adjusted specifically for Virginia by one of the
leading national experts in K—12 funding, (b) model based on funding recommenda-
tions from studies of other states, adapted for Virginia, and (c) a staffing needs model
based on recommendations of Virginia K-12 staffing workgroups convened by
JLARC. All benchmark comparisons shown account for all K—12 gperating funds from
state, local, and federal sources (sidebar).

Funding for Virginia school divisions is below national and regional
averages
Virginia school divisions receive less K—12 funding per student than the 50-state aver-

age, the regional average, and three of Virginia’s five bordering states (Figure 2-1).
School divisions in other states receive about 14 percent more per student than school
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The most recent publicly
available data about
other states’ K-12 spend-
ing is for FY20. The data
does not capture recent
substantial funding in-
creases in two bordering
states. Maryland enacted
a new K-12 funding ap-
proach in 2020 and is
embarking on a long-
term plan to increase
state and local funding by
$3.5 billion by FY30. Ten-
nessee enacted a new
funding approach in
2022, which is expected
to increase funding by $1
billion in FY23.
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divisions in Virginia, on average, after normalizing for differences in cost of labor
among states. This equates to about $1,900 more per student.

School divisions in the South Atlantic region received, on average, 4 percent more per
student than divisions in Virginia. Divisions in bordering states Kentucky, Maryland,
and West Virginia all received more K—12 funding per student than divisions in Vir-
ginia, with West Virginia having 25.5 percent more partially because of its relatively
low labor costs (after adjusting for these costs). Virginia divisions received more than
divisions in two other bordering states—North Carolina and Tennessee—although
Tennessee recently reformed its funding formula and is expected to substantially in-
crease its funding starting in FY23.

FIGURE 2-1
Virginia school divisions receive less funding per student compared with
national and regional averages, after adjusting cost of labor (FY20)

+25%
+14% +18% l
5%
+4% ki
. -- T e L -
15% -11%
wv
| | K8
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Virginia 50 state South Virginia border states
(actual) average Atlantic
regional
average

SOURCE: JLARC analysis of NCES data.

NOTE: Figures based on FY20 K-12 operating expenditures reported by NCES for FY20 (most recent year available)
adjusted for cost of labor using the CWIFT for FY19 (most recent year available) to convert all states to Virginia-
equivalent dollars. Virginia is in the South Atlantic census region with Delaware, Florida, Georgia, Maryland, North
Carolina, South Carolina, and West Virginia.
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Virginia divisions receive less funding per student than what funding
models estimate is needed

Virginia divisions receive less funding than what multiple funding models indicate is
needed to provide students with a quality education (Figure 2-2). On average, the fund-
ing models estimated that Virginia school divisions would need 15 percent more fund-
ing per student than they currently receive. The models ranged from 6 percent more
funding needed to more than 30 percent more. The models also estimated that 73 per-
cent to 89 percent of the state’s school divisions received below benchmark funding,
depending on the model and assumptions used.

JLARC staff used three different models to estimate funding needs. Each funding
model has strengths and weaknesses, but these three types of models have been used
widely over time by education experts and other states to assess K—12 funding. The
three models are described below.

e Cost-function model. JLARC hired a leading education funding expert to
adapt an existing, nationally recognized econometric funding model specifically
to Virginia. The cost function model predicts K—12 funding needs using statis-
tical relationships to actual funding, standardized test scores, school division
characteristics, and student demographics. Similar models have been used by
experts to estimate K—12 funding needs in at least eight other states over the
past decade.

e Best practices model, based on recommendations from other states.
When other states study their K—12 education funding approaches, they of-
ten perform a “cost study” to estimate the funding amount needed. Cost
studies typically use the same or similar models used in this report. JLARC
staff reviewed recommended funding amounts from 31 other state cost
studies, adjusted funding for inflation and cost of labor, then selected the
midpoint funding levels to apply to Virginia’s student population.

e Virginia K-12 staffing needs workgroup model. In fall 2022, JLARC
convened seven workgroups involving more than 40 Virginia teachers, prin-
cipals, support staff, central office administrators, and program directors.
Each workgroup was asked to estimate the type and number of staffing and
other resources needed to operate schools of different types and sizes with
higher or lower student need populations. JLARC staff modeled how much
funding would be required to provide these staffing levels, using a refined
version of the current SOQ formula. Similar workgroups have been used
by experts to estimate K—12 funding needs in at least 11 other states over
the past decade.
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The COVID-19 pandemic
increased FY21 per stu-
dent funding in two
ways. (1) School divisions
received around $2 bil-
lion in one-time federal
funds. While some of this
funding was spent in
FY21, it is expected that
most will be spent from
FY22 to FY24. (2) Student
enrollment in FY21
dropped by 3.5 percent
compared with the prior
year. Because there were
fewer students, and total
funding did not decline,
the amount of funding
provided on a per stu-
dent basis was higher
than it would have other-
wise been if enrollment
had not changed.

Chapter 2: Funding Compared with Benchmarks

FIGURE 2-2
Virginia school divisions receive less than what funding models estimate is
needed (FY21)

+33%
Average difference 15%

Low High
Virginia VA cost Best practices VA K-12
(actual) function model staffing needs
model workgroup
model

SOURCE: JLARC analysis of cost studies, research literature, expert interviews, and educator work groups, and JLARC
modeling of funding needs.

NOTE: Best practices funding estimates include more and less conservative estimates, whereas the others were only
a single point estimate.

K-12 funding is back to pre-Great Recession level,
though funding for some functions is still lower

K-12 operating funding in Virginia declined substantially following the Great Reces-
sion, but recently returned to pre-recession levels, after adjusting for inflation. Funding
per student declined steeply in the five years following the Great Recession, to a low
of 8.1 percent below pre-recession levels in FY14 (Figure 2-3). Funding gradually in-
creased over the next 10 years, surpassing pre-recession levels in FY21. FY21 per stu-
dent funding increased slightly above where it would have otherwise been as a result
of COVID-19 pandemic effects (sidebar). FY22 per student funding is higher, but is
not presented because it is distorted by large amounts of one-time federal funding.
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FIGURE 2-3
K-12 operating funding has returned to inflation-adjusted pre-Great Recession
levels

$14,180

$13,760 per student
per student

09 10 11 12 13 14 15 16 17 18 19 20 21

Great recession

SOURCES: VDOE financial and enrollment data. BLS data on Consumer Price Index.
NOTE: In Virginia, the COVID-19 pandemic began in March 2020, toward the end of FY20. The pandemic affected
how funding was used that year, mainly because of early school closures.

However, some funding categories have not returned to pre-recession levels. Funding
for regular instruction had not fully returned to pre-recession levels, and funds in this
category are being used to cover more student needs. Per student funding for regular
instruction dropped by a higher percentage than total funding, and as recently as FY20
was 5.5 percent below its pre-Great Recession amount, after adjusting for inflation.
Regular instruction includes services for fast-growing populations of at-risk students
and English learners who educators report have increased needs since the COVID-19
pandemic. The reduced funding requires divisions to spend less to support these spe-
cial needs students than is typically necessary or constrain spending in the general
classrooms. In FY21, per student funding for regular instruction was 1.5 percent lower
than it was pre-recession.

Funding for career and technical education had also not yet returned to pre-recession
levels. Career and technical education programs provide students with practical
knowledge and skills in areas such as building and mechanical trades, health care, office
management, computer science, and cosmetology. These programs experienced one
of the biggest funding reductions following the Great Recession, and FY21 funding
remained 5.5 percent lower than pre-recession levels.

At the individual school division level, some divisions have fully returned to funding
levels prior to the Great Recession and others have not. In one-third of all divisions,
per student funding still trails the pre-recession level. In twelve of these divisions, per-
student funding remains at least $1,000 less than it was (as of FY21).

Commission draft
15



Chapter 2: Funding Compared with Benchmarks

SOQ formula results in substantially less funding
than actual K-12 spending and benchmarks

The state has adopted the SOQ formula as the main way to determine how much
funding (state and local) Virginia school divisions need. This total SOQ funding can
therefore be viewed as the amount the state has determined is necessary to meet the
constitutional goal of providing a high quality education.

The prior analyses in this chapter compared total, actual K—12 operating funding from
all sources (state, local, federal) to other states and funding model results. This section
compares only SOQ formula funding (state and local) to actual total funding and
benchmarks. The SOQ formula funding amounts presented here include both state
and local shares, before any deduction of federal funds, meaning they represent the
total amounts the SOQ formula calculates are needed.

State SOQ formula yields substantially less funding compared to
actual practice and benchmarks

The SOQ formula is intended to calculate the funds needed to provide a high quality
education, but SOQ total funding amounts are well below actual school division ex-
penditures. For FY21, the SOQ formula calculated school divisions needed a total of
$10.7 billion in funding, but divisions actually spent $17.3 billion on K—12 operations,
meaning the formula provided $6.6 billion less than what was spent (a 38 percent dif-
ference). Funding differences in recent years have been about the same. The vast ma-
jority of the additional funding for school divisions comes from local governments.

SOQ-calculated total funding was also substantially less than the funding model esti-
mates of need (Figure 2-4). The models estimate divisions need 66 percent to 93 pet-
cent more funding than the SOQ formula calculates is needed, depending on the
model used.

Some school divisions could be spending more than what is needed for a high quality
education, but this does not appear to be a key reason why SOQ funding is so much
lower than actual expenditures. After adjusting for differences in the three major driv-
ers of divisions costs (student need, local labor costs, and enrollment), only two school
divisions spend substantially more than their peers on K—12 education. Additionally,
actual K—-12 spending from a// sources across a// divisions is still below the lowest
funding benchmark.
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FIGURE 2-4
SOQ amount is substantially less than what is actually provided to divisions
and what funding models estimate is needed

+114%

Lowest Highest

SOQ actual Virginia actual Funding models
(state and local) (estimates)

SOURCE: JLARC staff analysis of VDOE data on SOQ funding and school division expenditures, cost studies, research
literature, expert interviews, and educator work groups, and JLARC modeling of funding needs.

NOTE: SOQ actual funding amount is what the SOQ formula calculates is needed to operate all of Virginia's school
divisions and educate all of its public school students before federal funds are deducted and before funding is divided
between state and local governments.

State funding would be higher if SOQ formula yielded the amount
that divisions actually spend

If the SOQ formula estimated funding needs that reflected actual total spending, the
state funding share would substantially increase. Adjusting the SOQ formula to pro-
duce a total K—12 funding amount that matches divisions’ actual expenditures (funding
needs) would increase state funding by 45 percent, or $2,700 per student (Figure 2-5).
Adjusting the SOQ formula in this way would also increase local funding obligations,
but all localities are already contributing more than what is required; three-quarters are
already contributing 45 percent or more above what is required.
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The General Assembly
has been increasing state
funding for K-12 during
the current biennial
budget. For example,
state funding for K-12 in-
creased 9 percent ($740
million) in FY23, and the
state provided $950 mil-
lion in one-time funding
for school construction
and development of lab
schools. The full extent of
the increases, though, is
unknown as this report is
being finalized because
of continued state
budget negotiations. The
exact amounts and full
impact of these funding
increases will not be
known until FY23 and
FY24 are complete, and
school divisions report
their total funding data.

Chapter 2: Funding Compared with Benchmarks

FIGURE 2-5
State funding is substantially lower than it would be if SOQ funding reflected
actual spending or funding need benchmarks

+89%
+52%
NEICE 0 [ T i T [ ===
non-SOQ
State
sOQ
State funds State funds State funds State funds
for K-12 if SOQs equaled  if SOQs equaled if SOQs equaled
operations actual spending lowest benchmark highest benchmark
(actual)

SOURCE: JLARC staff analysis of VDOE data on SOQ funding and school division expenditures, cost studies, research
literature, expert interviews, and educator workgroups, and JLARC modeling of funding needs.

NOTE: State funding includes both SOQ and non-SOQ funding to show the full state contribution; while SOQ funding
increases in each scenario, non-SOQ funding is held constant. State SOQ funds in this figure represent actual state
SOQ funds that were provided, after federal deductions and apportionment between state and local governments.

Smaller divisions in less wealthy localities are typically most reliant on
state SOQ funding and most adversely affected if this funding is low

The school divisions that rely most heavily on state funding are most adversely affected
by SOQ funding formula calculations that are substantially less than actual expendi-
tures. These divisions tend to receive less total funding for K—12 operations than other
divisions, averaging about $2,900 less per student, even after accounting for the addi-
tional federal funds many of these divisions receive. The school divisions most reliant
on the state are generally in less wealthy localities, including both urban and rural ju-
risdictions. They are typically small or midsize divisions, but also include a few larger
divisions. Divisions in the Southwest, Southside, Western, and Tidewater regions are
especially dependent on state funds. However, state-dependent divisions are found in
all regions of Virginia.

Majority of divisions interviewed believe funding is
insufficient

Opinions of school division administrators were generally consistent with the findings
from the quantitative analysis. JLARC staff interviewed school division administrators
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about whether the funding they receive allows them to successfully operate their
schools and educate students. JLARC staff conducted 25 division interviews with su-
perintendents, finance directors, and other administrators (from one-fifth of all divi-
sions). These divisions represented all regions of the state and various division sizes,
local characteristics (e.g., population density and wealth), and student populations.

Divisions generally described funding as insufficient, especially the part of their total
funding allocated to them through the SOQ formula. Of the 25 divisions interviewed,
15 unequivocally described the funding they receive as insufficient. Four other divi-
sions thought the funding was probably insufficient. Two divisions, though, described
funding as sufficient. When asked specifically about the SOQ (state and local) portion
of funding their divisions receive, division administrators strongly believed they could
not operate their divisions based solely on the amount that the SOQ formula calculates
is needed.

Divisions cited a variety of negative impacts when they receive less funding than
needed. These negative impacts center around two main themes: problems maintain-
ing a high quality workforce and resources not keeping pace with increasing student
need (a long-term trend cited in several prior JLARC reports, including a 2015 review
of K—12 efficiency and effectiveness). For example, they noted that even before the
pandemic, it was difficult to recruit and retain math teachers who can often easily find
employment in the private sector. Administrators said recruitment and retention chal-
lenges have been compounded by the pandemic. Administrators noted the pool of
qualified candidates for teaching positions had shrunk, and they also have challenges
competing for support positions such as bus drivers and facility maintenance staff.
Administrators also observed that funding has not kept pace with increasing student
needs in recent years. Need has increased for special education services, English lan-
guage learner support, and remediation support for students (which increased sub-
stantially because of the use of remote instruction during the pandemic).
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3 SOQ Formula: Staffing Needs

The first step in the Standards of Quality (SOQ) formula is calculating the total num-
ber of staff positions needed for each school division. The formula does this by taking
staffing ratios—set in the Code of Virginia, Appropriation Act, and state regula-
tions—and multiplying them by student enrollment in each division (Figure 3-1). Staff-
ing ratios are a major driver of the SOQ formula and how much funding school divi-
sions receive from the state and local governments. If standards underestimate the
number of staff or omit positions needed by school divisions, divisions are not likely
to receive sufficient funding. In contrast, if standards overestimate the number of staff
or include unnecessary positions, divisions will be overfunded. Therefore, establishing
staffing ratios with clear and justifiable rationales that reflect prevailing practice is fun-
damental to an effective funding formula. (See Appendix E for more information on
the criteria used to assess various elements of the SOQ formula throughout the re-
mainder of this report.)

FIGURE 3-1
SOQ funding is calculated in three steps

STEP 1 . . Number of
STAFEING Staffing ratios Student enroliment staff needed

SOURCE: JLARC analysis of SOQ formula.

Employing enough instructional and student support staff is essential for providing
students with a high quality education. Class sizes should be small enough for teachers
to identify and respond to each student’s needs. Enough instructional support staff
are needed to work with struggling students and further develop teachers’ skills.
Schools need enough nurses and mental health staff to provide timely care to students.
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School divisions are re-
quired to comply with

staffing and other SOQs.

Divisions must employ at
least a minimum number
of staff, as calculated by
SOQ staffing ratios and
student enrollment. They
must also meet SOQ re-
quirements related to the
Standards of Learning,
Standards of Accredita-
tion, and professional de-
velopment, among oth-
ers. School divisions
annually report on
whether requirements
have been met.

Chapter 3: SOQ Formula: Staffing Needs

School divisions also need the right amount of staff to carry out the day-to-day oper-
ations that allow schools to function. They need enough clerical staff to answer calls
from parents and maintain financial records, bus drivers to transport children to and
from school, and custodial staff to clean classrooms, bathrooms, and common ateas.

Virginia’s SOQ funding formula is based on staffing
standards

Staffing needs are calculated using a mix of fixed staffing standards, set in state law and
regulations, and prevailing staffing ratios, calculated separately under the formula (Table
3-1). While all of these calculations determine state funding, only the fixed standards
serve a secondary function as minimum staffing requirements for school divisions,
with some flexibility for certain positions (sidebar).

The SOQ formula includes fixed staffing standards for 15 positions, including most
major instructional and some support positions. Staffing standards for teachers are
ratios of teachers to students, varying by grade level. Most other staffing standards are
ratios of full-time equivalent (FTE) positions needed per 1,000 students in a division,
although some are based on the number of positions needed per school.

For many positions, especially those that do not work directly with students, there is
no fixed state staffing standard. For these positions, the SOQ formula calculates a
“prevailing” staffing ratio of staff per 1,000 students using data on actual school divi-
sion employment levels. There are 13 staff categories calculated in this manner, in-
cluding most central office positions and all facility maintenance and operations staff.
Prevailing ratios are recalculated every other year. From 2009 until some recent adjust-
ments have been made, the prevailing staffing ratio for designated positions has been
capped in the Appropriation Act, commonly referred to as the “support cap” (dis-
cussed in more detail in Chapter 4).

The SOQ formula combines fixed and prevailing staffing ratios with projected student
enrollment to calculate the number of staff that are assumed to be needed in each
school division. Using the staffing standard of one gifted teacher per 1,000 students
as an example, a division with 13,600 students would be assumed to need 13.6 gifted
teachers. These staffing calculations are used together with salary and other cost as-
sumptions to determine state and local government SOQ funding obligations (Steps
2 and 3 of the formula, per Figure 3-1).

Additional staffing needs for special education students are discussed in Appendix F.
Staffing needs for English learners are discussed in Appendix G.
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TABLE 3-1

SOQ formula calculates staffing needs using a mix of fixed and prevailing staffing ratios

Category Position Staffing ratio
General General classroom teacher 1 per 24 students in kindergarten — 3™ grade
instruction 1 per 25 students in 4t grade
1 per 21 or 25 students in 5t — 7t" grade 2
1 per 21 students in 8t — 12t grade
Additional ratios for max class size, English teachers
Elementary art, physical 1 per 200 elementary students
education, or music teacher
Gifted teacher 1 per 1,000 students
Vocational teacher Prevailing ratio of staff per 1,000 students enrolled in vocational ed-
ucation, adjusted to comply with regulatory maximum class sizes
Prevention, intervention, re-  Variable ratio, ranging from 1 per 10 students to 1 per 18 students,
mediation teacher ® where the number of students is determined by SOL failure rates
and assumptions about time spent in remediation
Special education teacher Complex set of 60 ratios and student weights applied to counts of
and aide special education students
English learner teacher 1 per 50 English language learner students
Kindergarten aide 1 per kindergarten teacher with more than 24 students ©
School Principal 1 per school
leadership & Assistant principal 0.5 to 1 per 600 to 900 students, depending on school size and level.
instructional Exceptions: 0 for schools below 600 students; maximum 1 per ele-
support mentary school of any size.
Librarian/media 0.5 to 2 per school, depending on school size and level
Specialist
Instructional support ¢ Prevailing ratio of staff per 1,000 students
Reading specialist 1 per 550 early elementary students (K-3)
Student Counselor 1 per 325 students

counseling &
health

Operations and
central office
administration

Specialized student support ¢
Other health

Central office administration
School clerical staff

Facility maintenance and
operations

Technology support
Technology resource teacher
Other technology

1 per 333.3 students

Prevailing ratio of staff per 1,000 students
Prevailing ratio of staff per 1,000 students
Prevailing ratio of staff per 1,000 students
Prevailing ratio of staff per 1,000 students

1 per 1,000 students
1 per 1,000 students
Prevailing ratio of staff per 1,000 students

SOURCE: JLARC analysis of Code of Virginia, Appropriation Act, and Virginia Administrative Code.

NOTE: Table reflects staffing standards applicable to FY23. Table is limited to staffing standards applicable to all divisions consistently,
therefore omits positions depending on division’s share of at-risk students such as prevention/intervention/remediation teachers (see
Chapter 6). 2 Depends on school's grade range and can vary based on several different factors used by VDOE staff. ® This ratio is nominally
used to calculate the number of teachers needed, but in practice funding from this ratio can be used for several purposes other than
teacher salaries, such as tutoring services or for hiring instructional specialists. < For each school, formula calculates all possible combi-
nations of kindergarten classrooms that (1) include aide if classrooms exceed 24 students and (2) never exceed 29 students per class-
room. Then the formula selects the combination costing the least amount of money to the state, based on prevailing kindergarten
teacher and aide salaries. ¢ Can include curricula leads, teacher coaches, deans, counseling directors, and others. ¢ Category created by
the General Assembly in 2021. Consists of psychologists, social workers, school nurses, and other licensed mental and physical health
staff.  Can include assistant superintendents, program directors and coordinators, and other office professionals. Superintendents are
calculated at one per school division.
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Virginia K-12 staffing
workgroups developed
staffing need estimates
in six areas: (1) instruc-
tional and administrative
staff needed at the ele-
mentary, (2) middle, and
(3) high school levels; (4)
support staff needed for
each school level; and (5)
teachers and support
staff needed for special
education and (6) English
learner students. The final
group (7) reviewed the
staffing estimates devel-
oped by the other groups
and proposed changes,
and also added central
office staff.

Chapter 3: SOQ Formula: Staffing Needs

SOQ formula calculates less staffing than actual
practice and workgroup estimates

One way to evaluate staffing standards is to compare what the SOQ formula calculates
is needed to the actual number divisions employ. Another is to compare the standards
to staffing needs estimates developed by workgroups of Virginia K—12 professionals
in 2022. JLARC staff organized and facilitated seven Virginia K-—12 staffing
workgroups of teachers, principals, support staff, and central office administrators and
directors. Each of the workgroups developed estimates of staffing needs in a specific
area based on their professional knowledge and real-world experiences (sidebar). The
workgroups were directed to develop staffing that “must prudently use government
resources” and “be feasible for a real-world school division to implement.” JLARC
converted those specific recommendations into operational rules and ratios and then
applied them to Virginia school divisions. At least 28 other states (11 in the past dec-
ade) have used workgroups such as these to assess state education funding, (See Ap-
pendix B for details on workgroup methodology.)

While some wealthy divisions may employ more staff than they need, it seems unlikely
that this is pervasive given that school division budgets require approval by locally
elected councils and boards of supervisors. Division budgets must be approved by
school boards in public meetings. A 2015 JLARC report found school divisions were
spending efficiently.

Total statewide staffing need calculated by SOQ formula is lower than
actual employment levels and workgroup estimates

The number of staff calculated by the SOQ formula is much lower than the number
employed by divisions or estimated to be needed by workgroups (Figure 3-2). In FY21,
the SOQ formula calculated that 113,500 FTE staff were needed to perform the var-
ious instructional, student support, and administrative functions in the K-12 system.
However, divisions actually employed 171,400 staff to perform these responsibilities,
which was 51 percent (57,900) more than the formula calculated was necessary. The
difference was even larger between what the formula estimates is needed and estimates
developed by the Virginia K—12 staffing workgroups. The workgroups estimated more
than 100,000 staff statewide were needed beyond what the SOQ formula calculates.
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FIGURE 3-2
SOQ formula staffing standards yield fewer staff than actual division
employment and workgroup estimates

216.1K staff

171.4K staff

113.5K staff

Staffing needs Staffing actually Staffing needs
calculated by employed by estimated by
SOQ formula Virginia divisions Virginia workgroups

SOURCE: JLARC analysis of Annual School Report data, Positions & Exits data, fall enrollment data, VDOE Office of
School Nutrition data, and Virginia K-12 staffing workgroup meetings.

NOTE: For comparability, excludes positions in categories for which state funding is not calculated through staffing
standards: food, capital projects, substitutes, and transportation. Assumes workgroup recommendations are the same
as employed positions for facilities operations and maintenance, categories that workgroups did not discuss.

SOQ formula yields fewer staff than are actually employed in all
school divisions

The SOQ formula estimates fewer staff are needed in each of Virginia’s 134 school
divisions. Between FY19 and FY21, every school division in the state employed more
staff than the SOQ formula calculated they needed. In FY21, the SOQ formula cal-
culations of need ranged from as low as 43 percent of the number of staff actually
employed in a division to 99 percent of the number of staff actually employed in a
division (Figure 3-3). In FY17 and FY18, though, one division (Manassas Park City)
employed fewer staff than the SOQ formula calculated was necessary.

In interviews, many school division administrators characterized the state’s staffing
standards as unrealistic, often citing the difference between SOQ staffing calculations
and the number they actually needed to employ. Administrators said: “It’s a misnomer
to call it the SOQ); it’s not quality at all,” and “If we just funded at SOQ level, it would
be a catastrophe.” Other school divisions and state professional associations agreed
that the SOQs significantly underestimate the number of staff needed.
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SOQ formula staffing ra-
tios and calculations

Q) Clear & justifiable
Reflects prevailing
Q practice

O Accurate

(OTransparent

Throughout the report,
different elements of the
SOQ formula are scored
on these six criteria (de-
scribed in Appendix E).
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FIGURE 3-3
SOQ formula staffing calculations were lower than actual employment in all
school divisions (FY21)

SOQ CALCULATED STAFFING LEVELS AS PERCENTAGE OF ACTUAL EMPLOYED

Virginia
school
divisions

0 25% 50% 75% 100%

SOURCE: JLARC analysis of Annual School Report data.
NOTE Excludes positions in categories for which state funding is not calculated through staffing standards: food,
capital projects, substitutes, and transportation.

SOQ formula yields fewer staff than employed for
all position groups, especially teachers and aides

Within the total staffing discussed above, the SOQ formula calculations were below
actual staffing and workgroup estimates for all staffing categories, to varying degrees
(Figure 3-4). Teachers accounted for one-third of the total difference between actual
employment and SOQ formula calculations. (Even though the percentage difference
between SOQ) calculations and actual staffing was smaller than other positions, teach-
ers accounted for a majority of the total difference in staff). Instructional aides ac-
counted for another one-third of the total difference. The remaining position groups
also had large differences but represent a smaller percentage of total staff.
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FIGURE 3-4
SOQ formula staffing calculations were lower than actual employment and
Virginia staffing workgroup estimates for all position types

Staffing needs calculated by SOQ formula
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SOURCE: JLARC analysis of Annual School Report data, Positions & Exits data, fall enrollment data, VDOE Office of
School Nutrition data, and Virginia K-12 staffing workgroup meetings.

NOTE: Figure 3-4 differs from Figure 3-5 in the source year (FY21 for the former, FY23 for the latter), data source
(Annual School Report for the former, Positions & Exits for the latter), and scope (all teachers for the former, only
general classroom teachers for the latter). Because Aides includes all those used for instructional purposes (e.g., gen-
eral classrooms, special education), which excludes cafeteria monitors, bus aides, etc. Student health includes mental
health personnel and service providers for students with disabilities (e.g., physical therapist). For comparability,
workgroup estimates of need are assumed the same as employed positions for facility operations and maintenance
(categories that workgroups did not discuss).

SOQ formula estimates fewer teaching staff, but by proportionately
less than other positions, and teacher staffing ratios are overly
complex

The SOQ formula calculates the number of teachers needed using several student-to-
teacher ratios. There are separate staffing calculations for different types of teachers,
including general classroom, elementary resource (art, music, physical education), ca-
reer and technical education, gifted education, special education, and English language
learners. There is funding to provide prevention, intervention, and remediation ser-
vices to at-risk students, but this is not specifically designated for additional teachers
and can be used for other purposes, such as instructional tutoring or support services.
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SOQ formula underestimates general classroom teachers by smaller percentage
than other staff, but the impact is substantial because they represent largest
category of staff

General classroom teachers account for about 38 percent of all school division staff.
The current SOQ staffing calculations result in fewer general classroom teachers than
schools actually employ and the Virginia K—12 staffing workgroups estimate is neces-
sary. In FY?21, the total number of elementary (KK—5) general classroom teachers the
formula calculated was 88 percent of actual employment and 73 percent of what the
Virginia workgroups estimated is necessary. The total number of middle and high
school general classroom teachers the formula calculated was 83 to 85 percent of ac-
tual employment (the range reflects data limitations), and 81 percent of what
workgroups estimated is needed (Figure 3-5). This equates to about 9,100 general
classroom teachers who are employed beyond the SOQ funding formula’s calculations.
The SOQ formula would need to add a total of 16,700 general classroom teachers to
match the workgroup benchmark.

FIGURE 3-5
SOQ formula calculates fewer general classroom elementary, middle, and high
school teachers than actually employed and staffing workgroup estimates

Elementary $0Q as % of actual 88%
school

SOQ as % of workgroup estimate

Middle and 85%

High school

SOURCE: JLARC analysis of Annual School Report data, Positions & Exits data, fall enrollment data, VDOE Office of
School Nutrition data, and Virginia K-12 staffing workgroup meetings.

NOTE: Limited to SOQ, so excludes other funding sources such as K-3 class size reduction. Middle and high school
includes CTE teachers because they were impossible to differentiate from teachers of other subjects in Positions &
Exits data. Excludes gifted, elementary resource, English learner, and special education teachers, as well as funding
for prevention, intervention, and remediation.

Formula'’s calculation of general education teachers is overly complicated

The calculation for teachers uses seven ratios established in the Code of Virginia (Ta-
ble 3-2). For each grade level, the formula calculates the number of staff needed under
two to four ratios and then selects the ratio that generates the most staff. Some ratios
depend on whether the school is an elementary, middle, or high school, but these clas-
sifications do not always align with how Virginia schools are structured. Consequently,
the Virginia Department of Education (VDOE) has adopted some operational rules
to apply the ratios. Under these rules, different staffing ratios are used to determine
how many teachers are needed for fifth through seventh grades, depending on how a
given school is structured (rather than what is appropriate for the grade level). For
example, the formula calculates fewer sixth grade teachers per student if sixth grade is
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taught in an expanded elementary school (grades K—6) than in a standard middle
school (grades 6—8), even though a sixth-grader in either school should be receiving
the same quality of instruction.

After modeling the general classroom teacher calculations, JLARC staff found that
four of the seven ratios used in the formula did not have any practical effect on fund-
ing. The three maximum class size ratios were always overridden by another ratio, while
the student-English teacher ratio provided only 200 teachers (FY23), which is 0.4 per-
cent of general classroom teachers calculated by the formula. These ratios are essen-
tially unnecessary for funding calculations.

Although JLARC staff were able to describe and mostly recreate the general classroom
teacher calculations, it required extensive discussion with VDOE and the re-creation
of the SOQ model IT program. None of this information about how the ratios inter-
act and assumptions used has been available to legislators or stakeholders. VDOE’s
operational rules are not readily apparent to outside parties and only some are available
in its user manual. Consequently, it has been unclear how the ratios determine funding
and whether the ratios reflect actual staffing needs.

TABLE 3-2
Formula uses several different ratios to calculate general education teachers
Additional ratios that have no or
Ratios that impact SOQ funding minimal impact on SOQ funding
Division-wide School-wide Maximum class | Student-English
Grade | student-teacher ratio | student-teacher ratio size teacher ratio
K 24; 29 w/ aide
1
g 2410 1
€ 2 30
(]
E 3
Hoog
5
25to 1° 352
o 6
3 7
= 3
21to 1
9 24 to 1
é 10
T 11
12

SOURCE: JLARC analysis of Code of Virginia, Appropriations Act., and communications with VDOE staff.
NOTE: # Although statute limits to sixth grade, VDOE also applies to seventh grade.

Because many teacher ratios are not practically used or needed, the ratios could be
simplified and set in a way that more closely aligns with how schools are actually
staffed. Simpler ratios would result in more accurate calculations of staffing needs and
would be more understandable to stakeholders.
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Separate ratios for elementary resource, gifted, and career and technical
education teachers may not be necessary for funding calculations

In addition to the general classroom teacher ratios, there are potentially unnecessary,
separate ratios for teachers who teach certain types of classes: elementary resource
(art, music, physical education), gifted education, and career and technical education
(CTE). Unlike special education and English learner teachers, these teachers provide
instruction to some or all of the general student population at their schools (includ-
ing gifted teachers, who can work with students who are gifted in some subjects but
not others). While some of these teachers may actually teach more students than a
general classroom teacher, others may teach the same or even fewer students than a
general classroom teacher. For example, an elementary gym teacher could have more
students per class than a general classroom in their school, but only if the schedule
allows for two classrooms to be combined during gym class. A gifted program
teacher, such as an honors class teacher, may have more or fewer students depending
on the number of gifted students. A high school CTE class that relies on specialized
equipment to train students, such as welding, could be much smaller than a general
classroom because of equipment availability and safety concerns. Some gifted and
CTE teachers also spend part of the day teaching in the general classroom, meaning
sometimes there is no clear, practical distinction between those teachers and general
classroom teachers.

While resource, gifted, and CTE teachers need to be accounted for in funding calcu-
lations, it may make more sense to include them as part of the general teacher ratios
than as separate groups. There is little evidence that providing separate calculations
for these teachers results in more accurate determinations of staffing needs.

Special education teachers are underestimated, and calculations are overly
complex

The SOQ formula estimates that fewer special education teachers are needed than
actual staffing and the K—12 staffing workgroup estimates. For FY23, the SOQ for-
mula calculated 13,300 special education teachers were needed, which was 93 percent
of how many are actually employed by school divisions and 66 percent of what the
workgroup estimated was needed. Special education staff themselves also have previ-
ously reported that staffing in many divisions is lower than what they believe it
should be. In a 2020 JLARC survey of special education directors, 54 percent said
that Virginia’s standards do not adequately reflect statfing needed to provide an ap-
propriate education for students with disabilities.

Due to the complexity of the special education calculations, JLLARC staff were una-
ble to determine exactly why the calculations were resulting in fewer teachers than
needed. The formula uses more than 60 special education staffing ratios and student
weights, depending on different combinations of student disabilities and time spent
in the general classroom. The formula also calculates both teachers and aides, making
it difficult to discern the calculation behind the number of teachers associated with
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any given set of ratios. The state does not collect detailed data on actual special edu-
cation staffing arrangements that could be used to assess the ratios. For example,
there is no data on the numbers of teachers, aides, and students (by diagnosed disa-
bility) in self-contained classrooms.

Additional information on special education programs, staffing, and funding is pro-

vided in Appendix F.

English learner teacher ratio underestimates the number of teachers needed per
student

The SOQ formula indicates that fewer English learner teachers are needed, compared
to actual staffing and the staffing levels recommended by the Virginia staffing
workgroups. In FY23, the number of English learner teachers calculated (2,600) as
needed by the formula was 77 percent of the number employed by school divisions.
The number of teachers calculated was 47 percent of the number estimated as needed
by workgroups. When an English learner teacher has too many students, the teacher
cannot spend adequate time with students when they need individual assistance, which
can slow student learning and progress. One K—12 workgroup member described ex-
cessively high caseloads of over 100 English learner students, which made it extremely
difficult to effectively teach students or even remember some students’ names.

The formula’s underestimate of need appears attributable to the staffing ratio used.
The SOQ formula uses a fixed staffing ratio of one teacher per 50 English learner
students. In actual practice, the average school division employed one teacher for
every 19.5 students, and workgroups estimated more teachers were needed.

Additional information on English learner programs, staffing, and funding is provided
in Appendix G.

SOQ formula substantially under-calculates instructional aides

Instructional aides assist teachers by helping manage the classroom, monitor student
behavior, and accompany students who need to leave class. Teachers participating in
the Virginia K—12 staffing workgroups said that aides helped ensure student safety and
were especially valuable in managing larger classes of K-5 elementary school students.
Aides are increasingly valuable when class sizes grow because of teacher shortages,
and assistance from an effective aide can help reduce teacher burnout. JLARC’s 2022
report on the impact of the pandemic on K—12 recommended targeted state funding
for aides in low performing schools. (Note that school divisions also employ special
education aides, discussed separately in Chapter 6.)

The SOQ formula on/y provides instructional aides for kindergarten, using a complex
formula with little relationship to prevailing or actual division practices (sidebar). The
formula calculates divisions only need 8 percent of the number actually employed and
only 3 percent of what the Virginia K—12 staffing workgroups estimated were needed
(Figure 3-0).
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Kindergarten instruc-
tional aides are calcu-
lated per school as fol-
lows:

(1) determine all possible
combinations of kinder-
garten classrooms that (a)
include aide if classrooms
exceed 24 students, and
(b) never exceed 29 stu-
dents.

(2) selects the combina-
tion costing the least
amount of money to the
state, based on prevailing
kindergarten teacher and
aide salaries.




Examples of general in-
structional aides in
school divisions’ internal
staffing standards: Albe-
marle employs one aide
per three kindergarten
and first-grade teachers.
Loudoun employs one
aide per 23 kindergarten
students, 26 first through
third-grade students, and
30 fourth- and fifth-grade
students.
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FIGURE 3-6
SOQ formula staffing calculations for aides was significantly lower than actual
employment and Virginia staffing workgroup estimates (FY23)

SOQ as % of actual 8%

General aides 50Q as % of

workgroup estimate

SOURCE: JLARC analysis of Annual School Report data, Positions & Exits data, fall enrollment data, VDOE Office of
School Nutrition data, and Virginia K-12 staffing workgroup meetings.
NOTE: Differs from Figure 3-4 in excluding English learner and special education aides (discussed in Chapter 6).

The SOQ formula calculates a much lower number of aides primarily because divi-
sions employ general instructional aides for @/ grades, not just kindergarten. At least
1,100 (and likely substantially more, but data is limited) of the 7,900 general instruc-
tional aides employed in FY23 worked in grades other than kindergarten. The internal
staffing standards of several sampled school divisions specify at least as many aides
for grades 1 through 5 as kindergarten aides (sidebar), implying a large share of aides
employed statewide are for elementary grades above kindergarten. Furthermore, aides
for grades 1 through 5 accounted for 70 percent of the grade-specific aides the Vir-
ginia workgroups estimated were needed.

In addition, some divisions may employ more kindergarten aides than calculated by
the SOQ formula. While data on the actual number of kindergarten aides employed
by division is not available, interviews with division administrators confirmed they em-
ploy more kindergarten aides than what the SOQ formula estimates is needed.

SOQ formula under-calculates other K-12 positions

School division staff in other types of positions that mostly work outside of the class-
room are also critical for school operations and effectiveness. These positions provide
school leadership and instructional support, student counseling and health, and oper-
ations and central office administration. For example, school leadership positions like
principals are needed to effectively run schools, while assistant principals can fill a
variety of roles in schools from supporting curricula implementation to addressing
student discipline. Other K—12 positions serve their own unique, important roles.

The SOQ formula under-calculates staffing needs for most of these outside-the-class-
room positions (Figure 3-7). For example, the number of assistant principals calculated
by the formula is only one-third of the number employed by school divisions. One
division administrator stated: “To think those positions are not needed is unrealistic.”

Staffing for some positions is still under-calculated even though the state has recently
changed staffing ratios to provide more staff. In FY22, the state increased the number
of counselors calculated by the existing staffing ratios and created a specialized student
support ratio. For these positions, staffing calculated under the SOQ formula is now
closer to, or above, actual employment, but is still far lower than what the Virginia
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staffing workgroups estimated is needed. The staffing ratios for these positions also
provide fewer staff per student than those recommended by national associations. Vir-
ginia educators commonly noted that student need for these services is growing.

FIGURE 3-7
SOQ formula yields less staffing for other positions than actual employment
and workgroup estimates, with several exceptions

S0Q as % of actual
S0Q as % of Virginia staffing workgroup estimate

Principal
Assistant principal
Librarian/media specialist
SCHOOL LEADERSHIP
AND INSTRUCTION SUPPORT Instructional support®

Reading specialist®

Math specialist®

Counselor
STUDENT COUNSELING
AND HEALTH

Health®
OPERATIONS & CENTRAL

OFFICE ADMINISTRATION®

SOURCE: JLARC analysis of Annual School Report data, Positions & Exits data, fall enrollment data, VDOE Office of
School Nutrition data, and Virginia K-12 staffing workgroup meetings.

NOTE: Principal, assistant principal, librarian, reading specialist, math specialist, counselor data from FY23. Instruc-
tional support, health, and operations & central office administration data from FY21. The number of reading and
math specialists reported by divisions as instructional support, as opposed to teachers, is unknown. @ Can include
curricula leads, teacher coaches, deans, counseling directors, and others. ® Workgroups estimated reading and math
specialists as part of a broader category, so specific estimates for those positions are not available. ¢ Includes positions
in specialized student support category created by the General Assembly effective FY22, such as psychologists, social
workers, and school nurses. ¢ Includes central office administration, school clerical, facility maintenance & operations,
and technology.

Formula uses faulty ratios, arbitrary caps, and
excludes positions

The SOQ formula calculates fewer staff than actual practice and substantially fewer
staff than what the Virginia K—12 staffing workgroups estimate is needed for several
reasons (Table 3-3). Many of the fixed ratios used to determine staffing standards
assume fewer staff than actual practice or workgroup estimates. In addition, staffing
calculated by prevailing ratios has been artificially limited by the support cap estab-
lished after the Great Recession (discussed in Chapter 4). Certain types of positions
commonly filled in many school divisions are excluded from SOQ funding,
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TABLE 3-3
SOQ formula yields fewer staff than actual practice and workgroup estimates
for a variety of reasons

Fixed Support
ratio under- cap reduces Some
estimates number of positions

Category Position staff staff not included
General instruction  Teacher v n/a

Aide Unknown 2 n/a v
School leadership & Principal n/a
instructional support  Assistant principal v n/a

Librarian/media specialist v n/a

Instructional support n/a v v

Reading specialist Unknown b Ve v

Math specialist n/a Ve 4
Student counseling  Counselor v n/a
& health Health v v
Operations & central Central office administration ¢ n/a v v
office administration School clerical staff n/a v

Facility operations & maintenance n/a v

Technology v v

SOURCE: JLARC analysis of Code of Virginia, Appropriations Act, Annual School Report data, Positions & Exits data,
fall enrollment data, VDOE Office of School Nutrition data, and Virginia K-12 staffing workgroup meetings.

NOTE: @ Kindergarten aides calculated by SOQ cannot be compared to those employed by school divisions because
grade-specific employed aide data is not available. ®K-3 reading specialists calculated by SOQ cannot be compared
to those employed by school divisions because grade-specific employed reading specialist data is not available. ©
Because divisions report some staff as instructional support. ¢ Can include superintendents, assistant superinten-
dents, program directors and coordinators, other office professionals, and clerical staff.

Fixed staffing ratios set in statute likely contribute to undercounting

Setting SOQ staffing standards in state law or the Appropriation Act rather than reg-
ulations likely contributes to the SOQ formula’s under-calculations. In FY?21, the staft-
ing needs calculated by staffing standards set in the Code or Appropriation Act were
on average only 68 percent of the number actually employed by school divisions (and
an even lower proportion of the total amount estimated to be needed by the Virginia
K-12 staffing workgroups).

Placing staffing standards in the Code of Virginia and Appropriation Act creates sev-
eral challenges to keeping ratios current and accurate. First, although the Board of
Education has in recent years reviewed some staffing ratios and proposed changes to
the General Assembly, there is no set schedule within which to comprehensively re-
view staffing ratios or for the legislature to update them as needed. For example, the
student counseling and support ratios were changed in FY22, but the general teacher
ratios have not changed since 2004. Well-organized stakeholder groups may be better
positioned to lobby for changes to some positions more than others. Second, by setting
standards through the legislative process, there may be no known rationale for even
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recent changes to standards. For example, two state associations for individuals work-
ing in positions included in the new specialized support standard had no knowledge
of why the staffing standard was set at three positions per 1,000 students. Third, the
standards that are ultimately enacted do not necessarily reflect actual or best practices,
but rather available revenue or how important certain positions are perceived to be by
elected officials.

Support cap and omitted positions contribute to undercounting

Many positions—including instructional support and almost all operations and central
office administration positions—are under-calculated because of the “support cap.”
The support cap, implemented in 2009, has limited how many specified support posi-
tions are recognized in the SOQ formula. This cap has limited the number of funded
positions to a level below the total prevailing number of staff, meaning every support
position under the cap is under-calculated. The cap for FY23 is 20 support staff for
every 1,000 students, which is 38 percent below the prevailing ratio of 26 to 1,000
calculated by the formula for the biennium.

The omission of non-kindergarten general aides and certain central office staff from
the staffing standards also contributed to undercounting of positions in the SOQ
formula. As discussed eatrlier, neither fixed nor prevailing staffing standards account
for general classroom aides in grades other than kindergarten. Several additional po-
sitions are not included in SOQ calculations because of historical VDOE staff deci-
sions. In FY21, VDOE staff did not include about 700 operations and instructional
support positions designated as division-wide by divisions. Almost all of these posi-
tions would have been included in VDOE’s prevailing cost standards if they were
designated as primary or secondary grades instead of division wide. There is no ra-
tionale for excluding these staff from the SOQ formula, particularly because they are
functionally similar to positions that were included. The positions in these categories
vary somewhat among school divisions because of differences in their organizational
structure and interpretation of VDOER reporting instructions; one Central Virginia
division’s excluded positions included teacher coaches, reading specialists, a
health/athletics coordinator, and a vocational studies director.
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SOQ Formula: Cost Assumptions and
Calculations

The second step in the Standards of Quality (SOQ) formula is to apply compensation
and other assumptions to estimate how much funding each division will be allocated
through the formula. The formula does this in two ways. First, it multiplies the number
of staff calculated for the division under step one of the formula by compensation
cost assumptions. Second, it multiplies assumptions for “non-personal” costs—such
as utilities, transportation, and professional development—by student enrollment for
the division. These staffing costs and non-personal costs are then added together to
determine the total SOQ funding that will be allocated for each of the state’s 134
school divisions (Figure 4-1).

These compensation and other cost assumptions are the second major driver of the
SOQ formula. If these assumptions do not accurately estimate costs or omit some
expenses, school divisions are less likely to be appropriately funded. Therefore, the
formula’s cost assumptions should have a clear and justifiable rationale and reflect ac-
tual or “prevailing practice” in school divisions. Appendix E has more information on
the criteria used to assess the SOQ formula.

FIGURE 4-1
SOQ funding is calculated in three steps

Number of

staff needed cost assumptions Cost of staff
e
COSTS P
Other costs obligation
Student enrollment Other assumptions {transportation,
utilities, etc.)

SOURCE: JLARC analysis of SOQ formula.

Compensation
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Compensation includes
salaries, benefits, and
payroll taxes. The SOQ
formula provides funding
for retirement benefits,
life insurance, and social
security taxes.

The LWA is a form of
weighted average that is
sometimes used in sur-
vey research and finan-
cial analysis. In the SOQ
formula, it is calculated
by ranking divisions from
highest to lowest in each
cost category. The divi-
sions with the highest
and lowest cost are as-
signed the lowest weight
of one, while division(s)
with the median cost are
assigned the highest
weight of five. All other
divisions are assigned a
weight between one and
five, with divisions closer
to the median being
weighted more. Next,
each division's cost is
multiplied by its weight,
and the average of the
division weighted costs is
determined.

Chapter 4: SOQ Formula: Cost Assumptions and Calculations

School divisions spend substantial amounts on
compensation for non-SOQ funded positions

JLARC staff estimate that Virginia’s school divisions spent $3.3 billion per year on
compensation for staff positions that was not included in the SOQ formula from
FY17 to FY21. (See Chapter 3 for information about the number and type of staff
not included in the SOQ formula.) This was equivalent to 51 percent of the total
difference between the SOQ estimated cost of education and actual division spending
in those years. While most of these compensation costs for non-SOQ funded posi-
tions are for salaries, a substantial portion are for benefits. For example, school divi-
sions spend about $707 million per year on health-care benefits for employees who
are not in positions recognized by the SOQ formula. Divisions paid for their additional
staff positions using mostly local funds, followed by federal and non-SOQ) state funds.

School divisions of all sizes are affected by the SOQ formula’s underestimation of
funding for staffing, but especially smaller divisions. Larger school divisions spend the
most on non-SOQ) positions because they employ more staff. However, smaller divi-
sions spend a larger proportion of their operating costs on non-SOQ) positions. Staff
not recognized by the SOQ formula account for 17.4% of operational spending in the
state’s smallest divisions, more than the state’s very large (13.6%) and large divisions
(15.5%).

SOQ formula assumes compensation costs are lower
than what a majority of divisions actually pay

While the estimation of how many and what type of staff a division needs is a funda-
mental input of the SOQ formula, so are the assumptions used about compensation
costs of the staff employed. The SOQ formula should use cost assumptions that gen-
erally reflect the actual costs incurred by school divisions, which are referred to as
“prevailing” costs. There are several ways that such costs can be determined. For ex-
ample, the prevailing teacher salary statewide could be the average of each average
teacher salary paid by each school division, or an average of all teacher salaries in the
state.

In the 1980s, the state adopted a rarely used measure to determine prevailing compen-
sation costs called the linear weighted average (LWA). The LWA is different from using
average wages, because it weights some divisions more than others (Figure 4-2, side-
bar). The LWA was adopted based on a JLARC recommendation, which sought to
strike a balance between sensitivity to all divisions without being unduly influenced by
extremely high or low cost outliers.
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FIGURE 4-2
LWA weights divisions in the middle of the cost distribution most heavily

LWA weight
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Division average elementary teacher salary
SOURCE: JLARC analysis of Annual School Report data.

NOTE: Weights are taken from prevailing salary calculation for elementary teacher for the 2022-2024 biennia. Each
dot represents one school division.

SOQ formula’s methodology to calculate prevailing salaries
underweights the divisions that employ the most staff

The LWA underweights salaries paid by the state’s largest school divisions, even though
these divisions employ a majority of K—12 staff and account for a majority of staffing
costs (Figure 4-3). By underweighting these divisions, the state’s calculation of prevail-
ing salaries and related compensation costs is biased toward costs incurred by smaller
divisions that employ fewer staff and pay less. For example, divisions that the LWA
weights more heavily (e.g., receive a weighting of three to five) only employ 29 percent
of all elementary teachers in the state. The higher paying divisions, in contrast, which
employ 62 percent of all elementary teachers, receive lower weights (e.g,, one or two).

Virginia’s largest divisions are underweighted in LWA salary calculations because they
are in urban and suburban regions where labor costs are higher, and so they must pay
higher salaries to recruit and retain staff. For example, the cost of labor in large school
divisions was 12 percent higher than in small divisions. Because these large urban and
suburban divisions pay salaries that are toward the higher end of the salary distribu-
tion, the LWA calculation assigns them a lower weighting. In contrast, smaller divisions
make up most of the middle of the salary distribution, and so they receive higher LWA
weightings.
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SOQ formula calculation
of prevailing salaries
@ Clear & justifiable

O Reflects prevailing
practice

@ Accurate

@ Fair

(O Transparent

Throughout the report,
different elements of the
SOQ formula are scored
on these six criteria (de-
scribed in Appendix E).

Other prevailing cost cal-
culations are not biased
against larger divisions in
the same way as prevail-
ing salary calculations.
However, salary and ben-
efit costs comprise the
largest portion of SOQ
funding across all SOQ
accounts.




Health insurance costs
are the one major part of
employee compensation
that is not determined
based on salaries. These
costs are instead based
on a separate LWA cal-
culation of school divi-
sion health insurance
premiums, discounted by
the prevailing participa-
tion rate of actual em-
ployees.
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Figure 4-3
LWA assigns higher weightings to divisions that employ less than one-third of
all the state’s elementary teachers

LWA weight VT
e i i Higher weighted divisions
‘i of total
4.0 i 29% elementary
! teachers
3.0 :'::
! Lower weighted,
! highest paying divisions
2.0 i
: of total
1.0 1 62% elementary
: teachers
0.0 s
$30K S40K S50K S60K S70K $80K S90K

Division average elementary teacher salary

SOURCE: JLARC analysis of Annual School Report data.
NOTE: Weights are taken from prevailing salary calculation for elementary teachers for the 2022-2024 biennia. Size
of the individual dots represents the number of elementary teachers employed in a school division.

SOQ-calculated salaries and related compensation costs are less than
what a majority of school division staff are actually compensated

The SOQ formula underestimates salaries and related compensation costs of the ma-
jority of SOQ-recognized positions, partially because the LWA underweights divisions
that employ the majority of K-12 staff. Statewide, 69 percent of staff working in SOQ-
recognized positions are paid an average salary above the funded SOQ-calculated sal-
ary. For example, a majority of elementary teachers in the state earn more than the
SOQ calculated salary (Figure 4-4). The average school division salary for SOQ posi-
tions is about 5 percent more than the SOQ) calculated salary. School divisions, not the
state, set employee salaries so there are divisions that pay substantially more than what
the formula assumes but also divisions that pay less.

These same prevailing salary estimates are also used to determine most other employee
compensation costs, including retirement benefits, life insurance, and federal payroll
taxes. Funding for these additional compensation costs is calculated as a percentage
of the prevailing salary, and so these other SOQ cost calculations are also lower than
what school divisions actually spend. (Health-care costs are the exception).

The difference between SOQ-calculated compensation costs and actual compensation
costs for SOQ recognized staff (excluding health care) has been about $1.3 billion
annually. Compensation for instructional staff, who make up the largest portion of
SOQ recognized staff, comprised the vast majority of this difference, accounting for

Commission draft
40



Chapter 4: SOQ Formula: Cost Assumptions and Calculations

$1.1 billion of the total difference. The difference was most substantial in larger divi-
sions. For example, the average very large division (more than 30,000 students) spent
about $139 million on compensation for SOQ-funded staff in addition to what was
calculated by the SOQ formula.

FIGURE 4-4
Most elementary teachers work in divisions that pay significantly more than
the SOQ calculated salary

-40% -20% 0 20% 40% 60% 80% 100%

Percentage of total
elementary teachers

— Percentage difference
from SOQ calculated salary

SOURCE: JLARC analysis of Annual School Report data.
NOTE: Divisions are ordered from highest to lowest elementary teacher salary. Percentage of total elementary teach-
ers is cumulative, starting with the division with the lowest elementary teacher salary.

The state has several options to better estimate salaries to reflect prevailing practice,
more accurately measure what divisions actually pay, and not unfairly penalize divisions
in higher cost labor markets. These include using an average that treats each division
equally, or more heavily weighting divisions that employ the most staff.

Compensation funding is not systematically or
consistently updated over time

Every two years, the Virginia Department of Education (VDOE) is required to update
the SOQ funding formula with the data to recalculate SOQ funding obligations. This
process, known as re-benchmarking, determines how much SOQ funding will be pro-
posed in the governor’s biennial budget. As a part of this process, VDOE collects cost
data from each school division, such as student transportation and salary expenditures,
and uses the data to recalculate all prevailing costs within the SOQ formula. The data
that is used in this process is two years old and so does not reflect current division
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costs. For example, re-benchmarking for the upcoming FY25-FY26 biennium, begin-
ning July 2024, will rely on FY22 cost data.

Formula automatically updates some cost assumptions but not critical
salary cost assumptions

The SOQ formula automatically adjusts “non-personal” cost assumptions, such as the
cost assumption for student transportation or utilities, to account for the two years
that have elapsed from the end of the data year to the start of the new biennium (for
example, from the June 2022 end of FY22 to the July 2024 start of FY25). Cost as-
sumptions are updated by adjusting each different cost category for inflation. For ex-
ample, student transportation costs are updated using a combination of several infla-
tion indices that track changes in the prices of fuel and equipment.

In contrast, the salary cost assumptions are not automatically updated; they are only
updated if the General Assembly has enacted a separate compensation supplement in
the previous two years. If no supplement was passed in the previous two years, then
no adjustment to the salary funding assumptions is made.

Not fully updating the salary cost assumptions often results in SOQ funding for sala-
ries growing more slowly, and by less, than the salaries school divisions actually pay.
Salary cost assumptions are the basis for most other compensation funding calcula-
tions, and compensation accounts for the vast majority of K—12 funding. Therefore,
using outdated salary costs has a major effect on K—12 funding as a whole.

Salary adjustments have usually been less than growth in actual
salaries paid by divisions, and less than inflation

The current method for updating salary cost assumptions in the SOQ formula relies
on whether a compensation supplement was passed in the previous biennium. K—12
compensation supplements are provided outside of the SOQ formula as stand-alone
appropriations of non-SOQ) state funds. Although not considered SOQ funds, they
are based on the formula’s calculations of SOQ-funded positions and salaries, and the
supplements are accounted for in the formula salary cost assumptions. The General
Assembly determines whether to provide a compensation supplement and how much
to appropriate for it each year. Compensation supplements have not been consistently
provided, and supplement percentage adjustments are not typically based on any iden-
tifiable benchmark.

Due to inconsistency in compensation supplements, salary funding adjustments made
in the SOQ formula do not consistently provide funding that reflects changes in divi-
sions’ actual compensation costs. In many past budget cycles, salary cost adjustments
have not kept pace with actual salary growth (Table 4-1). The salary cost adjustments
have been less than actual salary growth in seven of the last 10 biennia. Similarly, salary
cost adjustments are usually less than inflation (Table 4-2).
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TABLE 4-1
SOQ formula adjustments for salaries are usually less than growth in actual
Virginia teacher salaries

VA teacher salary

SOQ formula growth between base SOQ formula adjust-

adjustment year and start of bien- ment equaled or ex-

Biennium for salaries nium ceeded benchmark?
2004-2006 2.25% 6.33% X
2006-2008 3.00 8.35 X
2008-2010 6.61 6.40 v
2010-2012 0.00 -1.50 v
2012-2014 0.00 2.72 X
2014-2016 2.00 2.95 X
2016-2018 1.50 1.99 X
2018-2020 2.00 430 X
2020-2022 5.00 7.29 X
2022-2024 5.00 491 v

SOURCE: JLARC staff analysis.
NOTE: Actual VA teacher salary growth uses the average teacher salary measured by VDOE.

TABLE 4-2
SOQ formula adjustments for salaries are usually less than inflation

SOQ formula Inflation between SOQ formula adjust-

adjustment base year and ment equaled or ex-

Biennium for salaries start of biennium ceeded benchmark?
2004-2006 2.25% 5.33% X
2006-2008 3.00 7.13 X
2008-2010 6.61 7.53 X
2010-2012 0.00 -0.91 v
2012-2014 0.00 5.28 X
2014-2016 2.00 3.86 X
2016-2018 1.50 112 v
2018-2020 2.00 4.55 X
2020-2022 5.00 2.30 v
2022-2024 5.00 14.94 X

SOURCE: JLARC staff analysis.
NOTE: Inflation was measured using changes in the Consumer Price Index for All Urban Consumers (CPI-U).
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State approach for in-
creasing compensation
funding

@ Clear & justifiable

Q rair
(O predictable
@ Transparent

Throughout the report,
different elements of the
SOQ formula are scored
on these six criteria (de-
scribed in Appendix E).

Virginia law sets the fol-
lowing goal for teacher
compensation: “It is a
goal of the Common-
wealth that its public
school teachers be com-
pensated at a rate that is
competitive in order to
attract and keep highly
qualified teachers. As
used in this section,
‘competitive’ means, at a
minimum, at or above
the national average
teacher salary.” (§ 22.1-
289.1 Code of Virginia)

Chapter 4: SOQ Formula: Cost Assumptions and Calculations

Compensation adjustment approach creates challenges for school
divisions

The unsystematic and inconsistent nature of how funding for salaries is adjusted over
time creates at least two problems. First, the amount of the adjustments provided over
time is not based on, or guided by, any metric or benchmark and, therefore, is some-
what random and not strategic. One benchmark that could be used is what is already
in statute, which is to pay teachers at or above the national average (sidebar). Virginia

teacher salaries have been consistently below the national average for two decades
(Figure 4-5).

FIGURE 4-5
Virginia's average teacher salary has consistently trailed the state’s goal of
being at or above the national average

National average
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Source: JLARC staff analysis of data submitted by state departments of education, and published in Ranking and
Estimate reports compiled by the National Education Association.

Second, the unpredictability of whether the General Assembly will include compen-
sation supplements—and how much supplements will be—makes it difficult for
school divisions to provide consistent pay raises. Supplements have recently been pro-
vided every year, but historically there have been periods in which several years passed
between supplements. Many school division administrators said they do not provide
any employee pay raises in years without a state compensation supplement. For staff
in these divisions, there is no guarantee of a pay raise in a given year, which research
shows may make them more likely to leave employment. If the state adopted a sched-
ule or plan for compensation supplements, it could make them somewhat more pre-
dictable (although planned increases would ultimately still be subject to change any
given year, during the budget process).

Commission draft
44



Chapter 4: SOQ Formula: Cost Assumptions and Calculations

Alternative approaches to increasing compensation during the budget year may not be
feasible. The main alternative would be to apply prospective growth adjustments to
salary cost assumptions used in the SOQ formula, similar to the adjustments the state
makes for Medicaid programs using economic forecasts. While this would result in
more consistent and predictable increases for compensation funding, it would reduce
flexibility in the budget process and could be impractical in years in which revenues
are flat or falling, or other budget priorities take precedence.

General Assembly recently has been approving substantial increases
in funding for K-12 salaries

The General Assembly has recently made substantial commitments to increasing com-
pensation funding by appropriating supplements with 5 percent pay increases in each
of the last three years (FY22, FY23, and FY24). These three consecutive years of
substantial compensation supplement funding is increasing school division staff com-
pensation. However, these substantial supplements may not be enough to address the
effect of low and no compensation supplements in past years combined with higher
inflation in FY22 and FY23. (Inflation was 7.2 percent in FY22.) Additionally, some
school divisions report they have been unable to fund the full 5 percent increases for
all their staff, because their locality does not provide sufficient local matching funds
for employees not recognized through the SOQ formula. Other states have also been
increasing teacher compensation during this same time period, so it is unclear as of
the writing of this report how much this will close the gap relative to the national
average teacher salary.

Formula still uses Great Recession-era cost reduction
measures

The study resolution directs JLARC to “analyze changes in the SOQ funding formula
since 2009 and the impact of such changes on its accuracy in reflecting such costs.”
The historic revenue decline during the Great Recession led to a series of changes to
the SOQ formula from FYO08 to FY10 that reduced funding, Many of these changes
remain in place as of spring 2023—more than a decade since the Great Recession
ended.

A few of these changes, such as a change made to the health-care insurance calculation
(sidebar), have improved the formula and have a clear rationale. However, several of
the changes lack clear and justifiable rationales or do not reflect current practices. The
changes with the largest funding reductions are the support cap, modifications to non-
staffing cost calculations, and changes to how federal funds are deducted (Table 4-3).
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Great Recession-era for-
mula changes

@) Clear & justifiable
Reflects prevailing
practice

OAccurate

(OTransparent

Throughout the report,
different elements of the
SOQ formula are scored
on these six criteria (de-
scribed in Appendix E).




Positions affected by
the support cap include
central office and school-
level administrative,
technical and clerical,
maintenance, and in-
structional support posi-
tions. Superintendents as
well as school board, spe-
cialized support, and (be-
fore 2022) school nurse
positions are exempt
from the support cap. In
addition, the Support
Technology position is in-
cluded in the cap calcula-
tions but is always funded
at the SOQ ratio of 1 per
1,000 students. The
School Based Clerical sup-
port position is included
in the cap and has a
school level SOQ ratio
but, because of the sup-
port cap, the position is
not funded based on
that ratio.

Chapter 4: SOQ Formula: Cost Assumptions and Calculations

TABLE 4-3
Recession era formula changes have resulted in large state funding reductions

Change Reduction in state funding, FY22 (in millions)
Support cap $331

Changes to non-personal costs 148

Change to federal deduction 12

Total $487

SOURCE: JLARC analysis of Annual School Rep