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Financing Education: How Iowa’s Taxpayers Pay for Public Education
What are the benefits of free public education? The answer depends on each individual's perception of the purpose of public education and their personal philosophy. Should you believe that free public education is necessary to a productive and safe society–and, I believe that this is a reasonable point of view–how do we, as a society, pay for education? During the course of this analysis, I intend to describe in detail the methods through which the State of Iowa appropriates funds to finance education, the effective cost to an average family in Iowa, and the distribution of this financial burden on Iowa's taxpayers, providing an appraisal of whether or not this practice is fair.1

What is the actual cost of free public education in Iowa? According to the Citizens Report (2000), the budget for the State of Iowa in fiscal year 1999-2000 was $8,831,000,000; this is almost nine billion dollars. In order to pay for the necessary functions of state government, the State of Iowa appropriated $8,864,000,000, generating a relatively small (0.37%) surplus. And, fifty-nine percent of this amount was generated by state income taxes (p. 5).

One of the primary functions of any state government is the funding of education; therefore, the State of Iowa spent $2,476,000,000 or 28% of the 1900-2000 state budget on public education below college level. Of note, the State of Iowa also spent an additional $709,000,000 to support state universities, accounting for an additional 8% of the state budget (Citizens, 2000, p. 5). Do the citizens of Iowa appreciate that their state allocates 36% (28% + 8%) of the state budget for education? I think so.

A prominent chart in the Citizens Report (2000) shows that 33% of the education budget is generated from direct local property taxes, 57% from the State Foundation Aid fund, 3% from the Federal Government, and the remaining 7% from "Other." The State of Iowa uses this chart to illustrate a deliberate shift away from local property taxes as the primary source of funds for public education. The line immediately preceding the chart states that it ". . . show[s] the shift of funding for public schools away from local taxes to State aid from Fiscal Year 1986 to Fiscal Year 1999" (p. 11). However, the State of Iowa fails to mention that the monies appropriated for the State Foundation Aid budget originate from state income taxes that affect each taxpayer.

As previously shown, the majority of monies appropriated for the state budget (59%) comes from direct taxation, and the primary source is property tax. According to the Annual Condition of Education Report (2000), property taxes are assessed against the "adjusted-equalized value of real property," expressed per $1,000 in valuations (p. 6). Residential property in the State of Iowa is assessed at 58.8525% to determine the taxable value. For a $100,000 home in Davenport, property taxes for education will be $850.74 based on the CDADA district of Davenport's $15.50967 education levy per $1,000 taxable valuation (Scott, 2000, p. 2). From these monies, the first $296.20 is a base-line assessment as required by the Iowa School Foundation Plan's mandated $5.40 levy per $1,000 taxable valuation. The remaining $554.54 is assessed to bring the district's funding up to required levels (Annual, 2000, p. 6).2

An additional $0.60302 levy per $1,000 taxable valuation is assessed to support public community colleges in Iowa. For a $100,000 home in Davenport, the "Area IX" assessed tax is $33.08 and is paid directly to the State of Iowa (Scott, 2000, p. 2).

Generally, the State of Iowa assess a 5% personal income tax. Taking an arbitrary figure of $50,000 as a median household income–the current median household income in Iowa is actually $41,238, but workers in Davenport generally earn more than the state average (Citizens, 2000, p. 9)–a Davenport household will pay $2,500 dollars in state income tax. The State of Iowa receives 42% of its revenue from personal income tax (p. 6) and provides 57% of the revenue used to support education (p. 11); it necessarily follows that the State of Iowa appropriates 24% (.42 x .57) of personal income tax to pay for education. Therefore, $600 ($2,500 x .24) of our median demographic household's personal income tax goes to support education.3

Additionally, income surtaxes may be imposed by municipalities in Iowa. The revenue from these surtaxes is designated for the maintenance of the physical plant of local schools. Last year (2000), residents of Davenport  voted to impose an additional one-cent levy on sales tax. Estimating that one-half of the average household's income is susceptible to sales tax, each household will pay an additional $250 ($25,000 x .01) income surcharge (Annual, 2000, p. 13).

Determining the actual cost of education is not possible without a detailed accounting of all monies involved. This accounting can only be accomplished by researching every local, state, and federal tax, and is beyond the purview of this analysis. However, one instance has recently come to public attention. Prior to the winter of 2000-2001 and the associated price increase for natural gas and the summer of 2000 and the associated price increase for gasoline, how many Americans were aware that additional taxes are levied on these commodities for the promotion of social programs? Who would have noticed the additional State of Iowa tax on home heating fuels had the cost not more than doubled? After an outcry by ordinary citizens, the State of Iowa has temporarily repealed this levy.4

Estimating the total cost of education on an average Iowa household can be accomplished by adding the cost of each individual tax and surcharge paid by that household. As previously stated, I have chosen as my representative demographic a household who's taxable valuation is $100,000 and annual income is $50,000. Of the monies specifically paid by this family to finance public education, $850.74 is assessed as property tax, $33.08 is assessed as community college tax, $600 is assessed as personal income tax, and $250 is assessed as the seventh-cent sales tax surcharge. It is beyond the purview of this analysis to account for additional taxes which are levied on commodities and services; however, I must state that addressing these charges validates my opinion that this estimated total cost is a underestimation as opposed to an overestimation. All told, the average Iowa household pays as a minimum $1,733.82 directly to support free public education.

When each of us becomes a property-owning taxpayer, each of our households will owe a similar amount based on a projected household income of $50,000 and personal property taxable valuation of $100,000. Even if an individual does not pay personal property tax as a renter, a portion of rent charged by a landlord is applied to the landlord's assessed taxation.5 The questions are: "Is this fair?" and "Are you mad yet?"
The national average paid to support each public school student is $6,232. However, the State of Iowa spends $5,583 to support each Iowa public school student, resulting in a difference of $649 (Annual, 2000, p. 9). Why does the State of Iowa spend less money per pupil than the national average. I would cite the fact that the starting salary for public teachers is approximately $5,000 dollars less in Iowa than the starting salaries in Illinois (Teacher's, 2001). Again, is this fair?

Taking a generally assumed statistic that the average American family has 2.3 children, it can be reasonably assumed that our average demographic Iowa household owes $12,841 ($5,583 x 2.3) for free public education. However as previously demonstrated, each average Iowa household pays $1,734 in direct taxation. The resulting deficit is $11,107 ($12,841 - $1,734) per average household. Who pays the difference? The answer might surprise you.

In truth, I pay the difference. Why? Taxation is assessed without regard to whether or not there are school-aged children in a household. Even though I do not have any children, I am assessed equally along with every other household in my district based on the taxable valuation of my personal property. Also, everyone else who owns a home and does not have children in public school also pay, equally, for public education. Consider who we are talking about–the elderly (your grandparents), "Empty-Nesters" (your parents), single persons (you and your sisters and brothers), and childless couples (people that you know). And, family farms and businesses pay even higher percentages than homeowners.6 Now ask yourself, "Is this fair?"

Looking at future trends, one of the serious considerations that the State of Iowa has been focussing on is the "graying" of Iowa. Most of us understand the overall population of the state is aging and growth is stagnant. For the short term, this means fewer public school students to pay for and more people to share the burden. However should this trend continue, eventually there will be few people actually earning money to pay for public education. Should residents not agree that the current formulas that the State of Iowa utilizes to appropriate funds for public education are fair and equitable at this time, eventually, it will not matter if current population trends continue. At some point, whoever is left will have to find a new way to pay for public education. 

Having said that, my nonspecific sense of eventual gloom has recently become more of a reality. The most recent development is an unexpected downturn in the state's projected revenue. According to the Monthly Revenue Report (2001, February), during the first eight months of FY 2001, the State of Iowa was projecting a 3.5% increase in revenue; however, only a .3% increase has been realized, creating an immediate shortfall in revenue (p. 3). The practical effect will be deficit spending, reduction of state services, tax increases, or some combination of all of these measures. Evidently, the future is now; and the State of Iowa will have to reassess their means of appropriating funds to finance public education.7

How do we pay for our educational system? The answer might have been surprising. In truth, we all pay for education; the only problem is that some of the people included in this we pay more than others. I believe that I have effectively shown that the equal distribution of the cost for public education is, in fact, inequitable to persons who do not have children in public school. This is an example of social engineering–using one person's wealth to pay for programs that are intended to benefit the society as a whole.8 Each of us have to decide if this is truly fair.

Do we get our money's worth? I contend that the State of Iowa's appropriation of 36% of its budget for public education is evidence that the people of Iowa believe in financing education and that there is a correlation between this level of appropriation and the exceptional quality of education in the State of Iowa. Perennially, the State of Iowa ranks among the top three states in the nation for quality of public education. (Good news, 2001) Therefore, we probably get our money's worth.

Notes

1.
Since beginning this project, I have discovered that the legal codes and formulas regulating appropriations for public education are so complex that even Iowa state legislators have financial consultants to explain it to them (Task force, 1997). Were I to take the time required to adequately investigate this topic and develop practical application of these formulas, I could possibly qualify for advanced degrees in political science, business administration, and accounting.


My initial purpose for conducting this investigation was to demonstrate that government services are paid for by multiple levels of taxes many of which lie below the "radar screen" and are invisible to most taxpayers. Everyone who spends money is aware of sales tax; everyone who works is aware of income and wage taxes; and homeowners are aware of property taxes. However, I believe that most citizens are not aware of the oppressive level of taxation imposed on our society.

Most citizens would admit that we are taxed at about a 25% tax rate. In truth, the average working American is probably taxed at a 50% to 60% tax rate. Accounting for these hidden taxes and calculating their absolute cost is not possible without unlimited access to local, state, and federal tax regulations; access through the Internet is possible but severely limited. And, even if I were to obtain total access to these documents, I am not sure that I would necessarily find the truth.


Were this my master's thesis, the title would be "Financing Education and the Veiled, Insidious Tax." Because of requirements limiting this paper to approximately five pages, I have crammed factual information that supports my argument into the first section. And, the first section is submitted for the purpose of completing the writing intensive requirement. However, after restricting the initial section to a bare-bones explanation, I found that I could not in good conscious leave the task without further discussion. Therefore, the following notes are submitted as a detailed discussion of issues introduced in the first section and are referenced as endnotes.

2.
Iowa income tax is the actual source of the monies appropriated for the State Foundation Aid fund (Annual, 2000, p. 6). The State of Iowa correctly states that there has been a shift from local property taxes to state aid (Citizens Report, 2000, p. 11). However, this is merely semantics. Whether tax dollars are assessed against property valuation or affixed to the cost of purchases through sales tax, Iowa taxpayers still pay the bills.


As previously cited, Residential property in the State of Iowa is assessed at 54.8525% to determine the taxable value per $1,000. A $100,000 home is assessed $850.74 (100 x .548525 x $15.50967) in property tax based on the CDADA district of Davenport's $15.50967 education levy per $1,000 taxable valuation (Scott, 2000, p. 2). (Note that these monies comprise only 44% {$15.50967 / $35.28848} of the assessed property tax on this home.) From these monies, the first $296.20 is a base-line assessment as required by the Iowa School Foundation Plan's mandated $5.40 levy per $1,000 taxable valuation; and the remaining $554.54 is assessed to bring the district's funding up to required levels (Annual, 2000, p. 6). These individual taxpayer monies are illustrated in Figure 1 as the "Bottom Block" and "Upper Block," respectively.
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3.
The "Middle Block" in Figure 1 is the crux of my argument. It is funded by monies from general revenue and is euphemistically labeled as State Foundation Aid. Were an average taxpayer to casually examine these figures, he or she could assume that an indeterminate "someone" is helping to pay for education in Iowa. However, the truth is that 42% of these monies are appropriated from personal income taxes which are used to equalize educational opportunities statewide. And, this is my evidence.

Using the previous computations for a $50,000 wage, our median demographic household will pay $2,500 dollars in state income tax. Because the State of Iowa appropriates 24% (.42 x .57) of personal income tax to pay for education, our median demographic household will pay $600 ($2,500 x .24) in personal income tax to support public education. This is actually where the monies for the State Foundation Aid fund comes from.

Every district within the state is assured a portion of these funds to make up the difference between the base levy (Bottom Block) and 87.5% of the state's per student cost of education (Middle Block). Financing the remaining 12.5% (Upper Block) of the state's per student cost is affected through additional property tax levies. Of note, the amount of revenue authorized for appropriations is capped at 105% of the state requirement in an attempt to limit overall taxation (Legislative guide, 2000).

Contrary to popular opinion, a TIF (tax incremental financing authorization) levy on property tax within an individual enterprise zone does not provide additional educational revenue for redistribution within the State of Iowa. The primary purpose of a TIF is to

. . . use the property taxes resulting from the increase in (property) taxable valuation due to construction of new industrial or commercial facilities to provide economic development incentives to a business or industry. Tax increment financing may be used to pay the cost of public improvements and utilities which will serve the new private development, to finance direct grants or loans to a company, or to provide a local match for federal or state economic development assistance programs. TIF does not increase a company's property taxes, but it allocates virtually all of the taxes which are paid back to the city or county, where they may be spent to benefit the company (Tax, 2000).


A TIF is a legal means of allocating property tax assessed against an individual business to pay for municipal services that would directly benefit that business. Why would a municipality intentionally redirect funds away from general revenue and lock themselves into a form of corporate welfare? The practical application is attraction of new businesses to a specific section within a municipality. Did the City of Davenport entice new businesses to the corner of 53rd Street and Elmore Avenue? Why do you think that there has been a boom in that particular neighborhood? That particular corner was established as an enterprise zone and its assessed taxation was designated as a TIF.

What are the State of Iowa's reasons for exercising their prerogative to redistribute revenue among the many districts? According to the Legislative Guide (2000), the State of Iowa believes:

Philosophically, there is general agreement that the objectives of an effective school finance mechanism are to provide equity, adequacy, local control and accountability, and efficiency. The goals of the state school finance formula are to equalize educational opportunity, to provide a good education for all the children of Iowa, to provide property tax relief, to decrease the percentage of school costs paid from property taxes, and to provide reasonable control of school costs. 

By labeling funds appropriated from personal income tax as State Foundation Aid, the State of Iowa has created a managed shift in the public's perception of taxation. Instead of citizens recognizing that their personal income tax dollars are being appropriated by the state and subsequently reapportioned among its many districts, there is a projection of largess, raining down from the benevolent state as manna from heaven, free for the asking. Why?

4.
On February 5, 2001, House File 1 was enacted. This legislation sets forth two provisions to provide tax relief for certain utility customers. In essence, this new law contains an exemption from sales and local option taxes for a limited time period for charges on certain types of energy. The second provision consists of a phase out of state sales tax (but not local option taxes) for stated periods on charges for specific types of energy (House, 2001).

5.
In my opinion, each time a renter votes to increase property taxes to raise educational spending, the renter has, effectively, voted to raise their rent. I doubt that many renters have examined these seemingly perennial increases from this perspective.

6.
Agriculture within Scott County is assessed at almost 100% taxable valuation (.963381). For a $500,000 farm in Scott County, property taxes for education will be $7,470.86 (500 x .963381 x 15.50967) based on the CDADA district of Davenport's $15.50967 education levy per $1,000 taxable valuation (Scott, 2000, p. 2). Adding an additional $600 tax on an assumed income $50,000 as cited in Note #3, it is reasonable to conclude that a family farmer in Scott County will pay $8,70.86 to finance public education. And a commercial businessman whose property valuations and income are similar will pay 3.7% more. Having previously listed many sources of revenue used to finance public education, I deliberately deferred identifying the greatest contributors. Why?

7.
According to a recent article in the Quad-City Times, an education appropriation bill is currently being considered by the Iowa State Legislature. This measure would half the base-line property assessment mandated by State Foundation Aid, reducing it from $5.40 to $2.70 per $1000 taxable valuation. Additionally, the measure would also eliminate all local option sales taxes after their ten-year lifecycle has expired. The announced aim is to continue to shift the burden of public education from property tax payers to income and sales taxes collected statewide. This measure was prompted by a consortium of seventy-five small school districts which have low property valuations and marginal sales tax receipts (Obradovich, 14 March 2001, p. A1).

8.
The State of Iowa exercises its legal option to redistribute appropriated funds to support state-wide public education just as individual school districts redistribute revenue from property taxes on businesses and family farms within each district to pay for the education of students living in public housing, renters, and children of median income demographic families. Is this fair? 

In my opinion, this is an example of social engineering. As previously cited in Note #3, the State of Iowa siphons off 24% of personal income tax to fund State Foundation Aid. The specific purpose of this fund is to ensure equal educational opportunity throughout the state. An example of this type of social engineering in practice would be the residents of Davenport paying for computers in Tipton and the residents of Fort Dodge paying for books in Steamboat Rock. And, this is not inherently wrong.


As previously cited in Note #2, the State of Iowa uses a complex formula based on the total taxable value of personal property within a district applied to student attendance figures to redistribute appropriated funds among all districts within the state. And as cited in Note #3, every district is assured a portion of these funds to make up the difference between the base levy and 87.5% of the state's per student cost of education. Financing the remaining 12.5% of the state's per student cost is affected through additional property tax levies and is capped at 105% of the state requirement. The end result is that the poorest districts within the State of Iowa are funded within 5% of the richest districts (Legislative guide, 2000). My question is, "What does the State of Iowa do with any monies left over?"

The problem that I have is fiscal residue. What if the total taxable valuation of a district based the Iowa School Foundation Plan's mandated $5.40 levy per $1,000 taxable valuation exceeds 105% of the state cost per student maximum funding level? This may not be currently occurring; however, it is feasible. In this instance, first, the individual county would pocket the remainder of the initial levy; second, the state of Iowa would pocket the 24% of the monies paid by individual taxpayers within the district as income tax; and third, the individual county would pocket all of the funds generated by the additional assessed property.

What if there is a surplus in the State Foundation Aid fund?" Again, the state of Iowa would pocket the 24% of the monies paid by individual taxpayers as income tax. The State of Iowa would be free to use these monies which were appropriated to finance public education as general revenue for any additional form of social engineering desired.

Why am I concerned? How often do governmental bodies voluntarily remit revenues that they worked so hard to appropriate? In my opinion, once legislators have their hands on your money, their most important concern is how to spend it.

Is social engineering fair? This question should be answered on an individual basis, not answered by the State of Iowa. Should an individual desire to share their wealth to provide for free public education, they should have the option; but, the State of Iowa should not require this sacrifice and then take credit for the largess.


I do not necessarily mind social engineering to ensure equal educational opportunities for all students in the State of Iowa, as I believe that the benefits of providing a good education–ensuring success of future generations and fostering a productive society–far outweigh the cost. Is the State of Iowa's method of funding education and the practice of social engineering fair? Ultimately, each taxpayer has to decide for themselves.
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