EXECUTIVE CHAMBERS
HONOLULU

LINDA LINGLE
GOVERNOR

January 26, 2007

The Honorable Colleen Hanabusa, President
and Members of the Senate

Twenty-Fourth State Legislature

State Capitol, Room 409

Honolulu, Hawaii 96813

Dear Madam President and Members of the Senate:

For your information and consideration, I am transmitting herewith two (2) copies
of the report on the adequacy of federal funding for the No Child Left Behind Act required
by Section 153 of Act 178, SLH 2005, the General Appropriations Act.

Pursuant to Act 231, SLH 2001, I am also informing you that the report may be
viewed electronically at www.hawaii.gov/budget/LegReports.

Sincerely,

LINDA LINGLE

Enclosures

¢: Honorable Rosalyn H. Baker
ITonorable Norman Sakamoto
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LINDA LINGLLEC
GOVERNOR

January 26, 2007

The Honorable Calvin K. Y. Say, Speaker
and Members of the House of Representatives
Twenty-Fourth State Legislature
State Capitol, Room 431
Honolulu, Hawaii 96813

Dear Mr. Speaker and Members of the House:

For your information and consideration, I am transmitting herewith two (2) copies
of the report on the adequacy of federal funding for the No Child Left Behind Act required
by Section 153 of Act 178, SLH 2005, the General Appropriations Act.

Pursuant to Act 231, SLH 2001, I am also informing you that the report may be
viewed electronically at www.hawaii.gov/budget/LegReports.

Sincerely,

LINDA LINGLE

Enclosures

¢:  Honorable Marcus R. Oshiro
Honorable Roy Takumi



INTRODUCTION

The No Child Left Behind Act (NCLB) was passed by the United States Congress in 2001 and
signed into law by President Bush in January 2002. Lhe Act seeks to improve academic
achievement for all students and imposes certain requirements on state education agencies that
focus mostly on testing and accountability systems.

A major controversy of NCLB is whether school districts across the nation will have enough
federal, state and local resources to implement it. Central to this debate is the adequacy of
federal funding. Critics argue that while the law imposes a large financial burden on states and
school districts, only a fraction of the costs is covered by current federal appropriations. The
view from the U.S. Department of Education is that fedcral funds for education have greatly
increased in recent years and are deemed sufficient to support the needed reforms.

In Hawaii, the Department of Education (DOE) has developed a systematic plan to implement
the new federal mandate.

This is the second report prepared in response to a legislative proviso contained in Section 153
of Act 178, SLH 2005 (the General Appropriations Act of 2005). The proviso reads:

“SECTION 153. Provided that the department of budget and finance shall complete a
comprehensive assessment each year analyzing the adequacy of federal funding for the
department of education’s federal mandate of meeting and maintaining compliance with
the No Child Left Behind Act of 2001; provided further that this assessment shall
include, but not be limited to, identifying department of education needs, such as
funding, positions (full time equivalents, temporary and others), facilities and
equipment, and statutory or constitutional amendments necessary to maintain
compliance with the No Child Left Behind Act; provided further that this assessment
shall discuss the nexus between each identified department needs and the mandated
requirement to justify current and additional resources; and provided further that this
assessment shall be submitted to the legislature no later than twenty days prior to
convening of the 2006 and 2007 regular sessions.”

The intent of this report is to update the information on Title T schools, DOE actions, federal
funding and expenditures for FY 06. To obtain a more comprehensive picture of NCLB, the
reader should reference the report to the 2006 Legislature, which contains general background
information on NCLB and information on the impact of NCLB on Hawaii, including analysis
of other studies on NCLB costs.

This report was a collaborative effort between the Department of Budget and Finance (B&F)
and DOE. We wish to acknowledge Superintendent Hamamoto’s support for the project and
the generous assistance of Dr. Robert Campbell of DOE.

Table 1 displays an update of the NCLB status of all Title I schools for School Year
(SY) 2005-06. A total of 172 out of 202 Title I schools (85 %) were subject to some form of
sanctions. Of these, 53 schools were scheduled for restructuring, the most severe and costly



action. In addition, there were 30 non-Title I schools also in need of improvement. In total,

202 schools were in status (i.e., required some type of corrective action) for not making AYP
for at least two years.
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Table 2A displays an update of the NCLB requirements and the status of DOE compliance
actions. Anticipated changes to current law, if any, are also noted. As noted in the first

report, DOE was requested to provide information on the complete costs associated with
NCLB tasks, but was unable to do so.
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NCLB Grants

Table 5 displays the funding levels received by DOE in the past five fiscal years in
association with the NCLB Act. The total amounts are as follows:

FY 02 FY 03 FY04 FYO05 EFY 06

Total NCLB funds $329M $67.3M $759M $83.6M $86.2M
$ Increase ... $344M $86M $7.8M $2.5M

% Increase  ..... 104.4% 12.8% 10.2% 3.0%

Of these amounts, formula grants under Titles I and II are the major funding sources and
account for about 80% of the total in recent years.

FY 02 EY 03 FY 04 FY 05 FY 06

Title I funds $289M $40.0M $424M $50.1 M $53.5 M
$ Increase ... $11.0M $ 25M $7.6 M $3.4 M
% Increase ... 38.1% 6.2% 18.0% 6.9%
Title II funds $2.1M $16.1 M $172M $18.1 M $16.8 M
$ Increase ... $14.1M $12M $08M -$13M

% Increase ... 680.7 % 7.3% 4.8% -7.3%
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Expenditures of NCLB Grants

Table 6 shows the amounts of federal NCLB grants expended in the past four fiscal years.
The numbers indicate a pattern of spending that averages to about 52% of funds available
each year. As a result, there is a sizeable carryover balance at the end of each year prior to
lapses ($42 million in FY 03, $50 million in FY 04. $60.6 million in FY 05, and

- $53.8 million in FY 06). Two reasons were given by DOE for this condition:

1. Schools are often unsure of the amounts of federal funds available to them.
Certification for Title I funds depends on the number of students from low-income
families. Since this determination is not made until after the school year has begun,
schools that experience fluctuation in their enrollinent numbers must be conservative in
their annual academic and financial plans. They tend to hold back on spending
commitments (especially in hiring decisions) and save these federal funds for
contingency purposes instead.

2. The federal fiscal year begins on October 1, three months after the start of the State
fiscal year. This difference also contributes to the lag in spending federal funds.

While there are mitigating circumstances for DOFE’s pattern of lagging expenditures in
NCLB grants, the unspent balances are large. With certain effort, these available funds
may be put to use faster to bring improvements to schools more quickly.
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CONCLUSION AND RECOMMENDATION

This report includes DOE’s responses to the conclusions and recommendations from the
report to the 2006 Legislature.

1.

Conclusion/Recommendation: Estimating the costs of NCLB implementation proves to
be a complicated and complex matter. As developed by the consultants, the factors that
influence costs (cost drivers) are premised on a set of assumptions about educational
strategies and organizations. DOE needs to evaluate and validate the consultants’
results before these cost estimates can be accepted and used as guidelines for developing
DOE’s budget. :

DOE’s response: Time and cost factors required to evaluate and/or validate the
consultant reports on the cost of implementing NCLB are cost prohibitive. The
Department is using the Board of Education Independent Evaluation of the Weighted
Student Formula and Department research regarding educational costs for students with
various identified educational characteristics as the basis for developing school related
costs in the Department budget.

Conclusion/Recommendation: Federal funding from the NCT.B Act currently stands at
over $85 million per year. Added to this amount is a prior year’s balance of

$53 million to give DOE a substantial level of available funds to implement the more
immediate needs from NCLB. DOE could adopt measurcs to spend the federal funds

more quickly.

DOE's response: The Depariment has instituted a monthly report for the Board of
Education on the status of all federal funds.

. Conclusion/Recommendation: DOE could consider the option of ghifting existing

resources internally to allocate more funds and personnel toward activities required by
the new law.

DOE’s response: The Department continues to identify funds that may be appropriately
shifted to allocate more funds toward activities required by NCLB. However,
Department funds are appropriated with the intent that specific activities will occur.

Conclusion/Recommendation: DOL could undertake a critical review of its internal
structure and programs to achieve greater operational efficiency. At a higher level of
efficiency, a number of additional services required by the new NCLB law may be
accommodated without an immediate influx of money.

DOE’s response: The Department is in the process of reorganizing business, financial,
and personnel operations to achieve greater operating efficiencies. The creation of the
Systems Accountability Office combines NCLB monitoring and program evaluation
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5. Conclusion/Recommendation: Some of the goals and expectations of NCLB have been
criticized as being unrealistic and unworkable by educational professionals. In particular,
the requirement that all students must improve to meet 100% of reading and math standards
is seen as unattainable, especially for students with learning disabilities or limited language
skills. As such, some changes in the federal law may be expected to give state and local
school authorities greater flexibility in implementing NCLB.

DOE’s response: The Department participates in a number of national forums regarding
the Reauthorization of NCLB. Additionally, the Department is providing elected Hawaii
Congressional representatives with recommended specific changes to NCLB that will
increase flexibility in meeting the requirements of NCLB.,



