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Summary:

The document which follcws entitled: "Adult School and Community

College Finance," represents the completion of the first phase

of a study of adult and continuing education in California,

adopted as a priority area of concern by the California Post-

secondary Education Commission in April 1975.

The changes proposed in this report would eliminate the "enroll-

ment cap" which was placed on adult schools, Community Colleges,

and Regional Occupation Programs and Canters with the adoption

of the Fiscal Year 1976 Budget by the California Legislature.

The changes proposed would replace the current Foundation Aid

Program with Percentage Equalizing. The adoption of Percentage

Equalizing would be an important step forward in achieving

equal expenditure per pupil and equal tax effort per taxpayer

throughout California.

Percentage Equalizing would greatly simplify Community College

and adult.school financing by eliminating the.necessity for

such outdated terminology as defined adult, other-than-defined

adult, computational tax rates, full-tima and part-time.student.

Percentage,Equalizing would provide local school districts with

a high degree of budgetary predictability, while constraining

increases in public expenditures for Community Colleges and

adult education to a level consistent with increases in tax

revenues.

The report is thc product of extensive consultation with all

segments of postsecondary education. Special emphasis has been

placed on-consultation with representa7bives of-various districts

of the California Community Colleges and the adult schools.



Further reports reflecting other aspects of adult and continuing
education will be submitted for consideration at subsequent
meetings of the Commission in 1976.

Recommended Action:

Adoption of the report.



California Postsecondary
Education Commission

February 9-10, 1976

ADULT SCHOOL AND COMMUNITY COLLEGE FINANCE

I. Introduction

In April, 1975, the California Postsecondary Education Commission
designated adult education as a priority problem that required
prompt consideration. Consequently, Commissioners and staff have
devoted considerable time to deliberating this important issue.

The recommendatLons contained in this report are based on substan-
tial research and on Extensive discussion with adult school and
Community College administrators at the local and statewide level.

The Legislature's adoption of the "5 percent cap" on State support
in the 1975-76 Budget intensified the interest in comprehensive
reform of adult school and Community College finance. This report
focuses on the causes for, consequences of, and alternatives to
the cap.

Certain aspects of the adult education problem require further
study by the Commission and the segments of postsecondary education.
The issue of reorganizing adult education in California is complex
and will be addressed in subsequent meetings of the Commission.
In addition, the following areas should be considered in further
detail and included in a study of Community College finance to be
completed in December 1976:

1. Enrollment Measurement: Would the adoption of the Full-
Time-Equivalent measurement facilitate the budgetary and
program planning process? If not, how should we count
students in Community Colleges and adult schools?

2. Differential Funding: It may be desirable to vary the
percentage of State support to reflect a greater or
lesser State interest in personal competency and
vocational courses.

Tuition: Should tuition be considered as one source of
financing Community Colleges and adult schools

-
4. Special Aid: Should additional aid or services be pro-

vided for students who are low-incow, non-English
speaking, educationally disadvantaged, or physically
handicapped?

5. Capital Outlay: Is the current capital outlay procedure
consistent with other existing or.contemplated financing
practices?.
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6. Labor-Market Demands: Can the availability of certain
courseg be more related to the demands af the labor

market?

The objectives of the recommendations proposed for adoption at this

time are:

The system of State support for adult education must be

consistent with the budgetary constraints which prompted

the cap.

2. The patchwork of terms--defined and other than defined

adult, computational tax rates, foundation program
rates, part-time and full-time--must be eliminated.

3. The process of equalizing expenditures per pupil and

tax effort per taxpayer throughout the State must con-

tinue.

4. The.system of State support must reflect changes in
the economy as faced by the State and local districts.

5. The system of State support must provide local districts
with a substantial degree of budgetary predictability.

6. Changes in financing adult education in unified and
high school districts must be consistent with changes
affecting Community Colleges and Regional Occupational
Programs and Centers (ROP/C's).

Based on these six conditions, a system of percentage equalizing

should be adopted for Community Colleges and adult schools which

would replace the current foundation program. Expenditures per unit

of average daily attendance (ADA) would be established at the level

of the current revenue limit for Community Colleges. Expenditures

per unit of average daily attendance would be established at the

level of current expense of instruction for adull. schools. Local

contribution per ADA would be based on the district's wealth relative

to the mcdified assessed value per ADA statewide.

Categorical-aid programs which now provide additional Stqte support
for programs such as EOPS should remain in effect pending the
completion of the Community College Finance Study in December 1976.

Students not regularly enrolled in compulsory education (K.-12)

would be permitted to enroll in Regional Occupation Programs and
Centers only on a contractual basis and through a Community College

or adult sChool. The student would generate ADA for the Community

College or adult school just as any other regularly enrolled
student, rather than for the ROP/C, as is the current prac.:ice.

5
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Average daily attendance units generated in courses designated as
"recreational/avocational" would not be counted in ADA for purposes
of State support. This designation would be made by the Board of.
Governors and the State Board of Education and based on a taxonomy
developed by the Postsecondary Education Commission and the State
Department of Finance. Such courses could be supported through
local tax efforts and user fees.

The changes recommended in this report should become effective with
the adoption of the Fiscal Year 1976-77 Budget. However, should
certain items in the proposal require extended discussion prior to

. adoption, a plan for phased implementation should be developed by
the Legislature, Department-of Education, the Chancellor's Office,
Commission staff, and other organizations involved with continuing
adult and continuing education.

The cap should be replaced by a consrrained revenue schedule that
would reflect shifts:in the economy, lead to more modest increases
in State support, and provide the local districts with a mechanism
which is highly predictable for budgetary considerations. The
progress toward equal expenditures per student and equal tax effort
per taxpayer are highly desirable objectives; percentage equalizing
would insure continued orderly progress toward these objectives.

II. Limited Public Resources

Nearly everyone recognizes that some kind of limitation on the.
State's spending for Community Colleges and adult education is
inevitable This inevitability it,.in a large part, explained by
certain characteristics of the cyclical performance .of state and
local governments. .Both usually follow the swings of thebusiness
cycle, spending and building in a period of prosperity and con-
tracting their -activities during a. recession. That.is the taxing,
borrowing, and spending activities of these governments tend to run
countet to an. "economically sound fiscal policy."1

California is no exception. Indeed, the constitutional and statutory
requirements for a balanced budget, plus the limited ability of
governments below the federal level to obtain credit, compel the
State to follow the business cycle from peak to trough.

1. Alvin H. Hansen and Harvey S. Perloff, State and Local Finance
in the National EconoMy; (Norton, 1944) p. 49.
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The statutory, enrollvent-driven mechanism for financing Community
Colleges and adult schools is the crux of the State's predicament.
Where the University of California and the State University and
Colleges are concerned, enrollment is es1;.imated a year ahead of

time and the budget fixed. If more or fewer students actually show
up, the budget is unlikely to be affected immediately. One might
say either (1) that the budget constraint operating in these seg-
ments serves to constrain enrollment, or (2) that average cost per
student is made to fluctuate automatically with the level of
enrollments.

Either way we choose to look at the situation, the problem of
bringing. the State's means and commitments into line is easily
solved by the budget process. The problem with this approach is that
by divorcing funding levels from enrollment levels, we reduce the
senior segments' incentive to compete for State dollars by com-
peting for students, Thereby reducing the inr:cntive to respond to
the legitimate.interests and preferences of.prospective students.

The situation is just the reverse.with the Community Colleges and
other "adult education" programs. Public support is tied directly
to full-time-enrollment levels. For the district, each additional
unit of average daily attendance (ADA) generates the same number
of dollar's as each preceding ADA. This provides considerable
incentive to the district to respond to student preferences, to
efficiency, -1:'nd to innovation. However, this mechanism puts the
State's-comMitment directly at odds With its means.

An explanation that this is the.case requires some elaboration of
the present system of Community College and adult education finance.
There are three elements of this system which must be understood:
(1) the relationship between enrollments'and cost--the total cost
schedule, (2) the relationship bdtween enrollments and revenues--
the revenue schedule, and (3) the relationship between enrollments
and the State's share of Community College and adult education
support.

A. The Total Cost Schedule

We assume that, other things being equal, 3 a district increases
enrollments by providing services which increase the benefit or

'SF

3. By other things being equal, we mean that the environment of
the student and the district do not change: thatprices are
stable, the district population does not vary in size or
composition, that the costs and benefits of participation in
alternatives to school are stable, apd the rules by which
enrollments are counted do change.

-5-



reduce the cost to the prospective student of enrolling in an adult

sthool or community College program or conrse. That is, the distriet

may increase enrollments by offering more course titles, or dege
and eertificate programs which interest students, better job training

or preparation for transfer to a four-year College., tore stimulating

instruction in the classroom and class laboratory, smaller elast,

size, mate locations at which courses and degree programs are offered,

or better counseliagto assist the student in matching his talents

and interests to the district's offerings. These additional provisions

cost money, and beyond some point e conclude that the district can
increase enrollment only at an increased cost per ADA.4

B. The Revenue Schedule

A major innovation of SB 6 and SB 90 was to replace local tax-rate

control with local revenue control, thereby tying Most district

revenue directly to enrollment. The mechanism-through which this

operates is the.revenue limit, which establishes the maximum per ADA

amount the.district may earn from the State and local property.

taxpayers. Most .districts choose to earn nearly the full amount
authorized by the revenue limit. This meanS that the district's

revenue, schedule is simply: total ADA times the revenue limit.

Given the preferences of actual and potential students, the effective-
ness with which the district responds to their preferences, and the
constraint that total expenditures must be less than, or equal to,
total revenue, the revenue limit will determine the spending of the

district and, by aggregation, total spending statewide.

C. Enrollment and State Aid

the State's share of a district's revenue is determined' by a fairly
complex mechanism known as the Foundation Program. This program has

two eomponentS: Basic Aid and Equalization Ai.d. 'Basic Aid is a

flat per ADA grant of $125, regardless of the wealth of the district.

4. This means that if enrollments are the outputwith which we are
concerned, then the relevant cost faced by the district is the
cost of enrolling. an additional student and we can post cost
curves which exhibit the properties usuany assumed by economists;

total costis a cubic function of enrollment; average total cost,
average variable-cost, and marginal cost are all second degree .

curves which first decline and then increase as output is expanded.

See "A.Market Model of Community College Finance,m-p. 14.

9
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Equalization Aid is derived by means of a simple formula with the

following variables: a computational tax rate (0; the district's
assessed valuation (A); estimated ADA (E); and the foundation
program amount (F). Uhere: F Er (A/E) + $125] > 0, the following

formula holds: Equalization Aid (FE) - (r A + $125 E), and total

State aid is equal to Equalization Aid plus Basic Aid. In theory,

Equalization Aid tends to equalize interdistrict differences in the
amount of money available per ADA''generated by similar local tax
efforts.5

. This mechanism is, in principle, elementary, but in practice it
is complicated by:

1. the fact that each district has a different revenue limit
and assessed value; and

2. There are two Foundation Aid amounts and two computational
tax rates, one corresponding to "defined adult" ADA and one
to "other" ADA; (this is so despite the fact that from the
standpoint of the revenue limit both kinds of ADA are equal).

To determine its tax rate for current operations, a Community
College District must:

1. Estimate its total assessed valuation;

2. Estimate its dr:rined adult ADA;

3. Estimate :12.'s "other" ADA;

4. Estimate total revenue (total ADA multiplied by the revenue
limit);

5. Compute State aid for "defined" adults based upon a foundation
amount of $637 and a Computational tax rate of 24c;

6. Compute State aid for other students based upon a foundation
amount of $1,143 and a computational tax rate of 39;

7. Determine total State aid by summing 5 and 6;

8. Subtract 7 from 4 to determine local share; and

9. Divide 1 into 8 to produce the local tax rate.

Statewide, this process results in an average tax rate of 57Q per

$100 assessed valuation. However, local district tax rates vary

from 29c to $1.10.

10
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The interaction of cost and revenue schedules and the Foundation
Program are illustrated. in Figure 1.6 Both the district's total
revenue and its enrollment. Ttevel are determined by the intersection
of the cost and revenue schedules. The State share is determined
by the enrollme:It level; hence, the State share and total State
aid are determined by the-cost and revenue schedules.

TOTAL
REVENUE/
COST/
STATE Al
(s)

Figure 1
Local Disti'ict Cost and Revenue Schedules

TOTAL CO3T
CURVE..

Equal i zion Aid

ENROLLMENT (ADA)

6. Note that in this case the revenue limit is identical to the Founda-
tion amount; this means that up to the point at which the district
becomes eligible for Equalization Aid; most of the marginal reVenue
generated per ADA is provided by the local property tax; beyond that
point 100 percent comes from the State.: It is unlikely that this
conforms to the specific circumstances of any district in, the State.
The actual distribution ef responsibility for a district's marginal
revenue will depend upon the district's revenue limit and the kind
of student enrolled, but generally the point illustrated here will
hold: Other things being equal, the State's share increases with
enrollment.
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Now what happens in our hypothetical district when the health of the
economy changes so as to reduce the studenCs cost of:participating
in postseconda'ry education? The effect of this change is seen in
the total cost curve. Just as inflation will shift the cost curve
to the left and upward, unemployment will shift it down and to the
right. That is, even if the district hires no more faculty, offers
no more course sections or programs, acquires no new books, or
builds any additional classrooms, more students will enroll if unem-
ployment rises. The consequences of such a.change are illustrated
in Figure 2.

Figure 2

The Effect of Increasing Unemployment
Under the Existing System of

Community Colleges and Adult School Finance

Total Cost
(lOw unemployment)

Total Cost

7/1

(high unemployAent)

_ __ Total
Revenue

Staie Aid

12
Enrollthent (ADA)



Note that in this illustration as ADA increases (E
2

- E
1
) the increase

in total revenue (TR2 - TR1) is proportional to CIL:. increase in ADA,
and the increase in tot-11 revenue will be provided by State aid
(TR2 - RT1 = SA2 - SA1). This illustration should make clear how
the funding mechanism presently supporting the operations of Community
Colleges, adult schools, and Regional Occupational Programs and
Centers places the State's commitment directly at odds with the
State's means.7

IV. Alternative Solutions

What is the solution to this dilemma? There is not one solution,
but several--each possessing relative advantages and disadvantages.
The first which comes to mind is the adoption of a system of State-
level budget review and implementation similar to that which governs
the funding of the University of California and the California State
University and Colleges. The principle advantage of this approach
is that it would greatly increase State-level control over Community
College and adult education expenditures, thereby making it possible
to tailor the State's obligations to fit its anticipated means. The

disadvantage of this approach lies in the fact that it would weaken
the link between enrollment and revenue and, consequently, the
incentive to respond to the interests and preferences of both actual
an6 potential students.

V. The Revenue Cap

The second solution is the one the Legislature adopted this year, the
revenue cap. Under thc cap, the Legislature intended that State
support be limited to a 5 percent increase in ADA over the 1974-75
enrollment level. However, a district is authorized (under both SB 6
and SB 90) to make up the difference between State support and the
amount of the district revenue limit.

This solution clearly establishes the State's obligation; moreover,
it has the advantages of permitting, at the discretion of the district
board, the full expansion of enrollment up to levels established by
the district's revenue limit and its cost schedule. The operation of

7. Of course this is a simplification of reality. We have already
noted some of the limits of this illustration. (See Pootnote 5,
page 7.) Furthermore,-the effect of unemployment can be expected
to be offset by inflation, but only to the extent that revisions
in revenue schedules fail to account for this factor.

13
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the revenue cap is illustrated in Figure 3. This illustration shows
that our hypothetical dis-trict would enroll El at a.total cost of TC1
if it did not choose to pass on to thejecal taxpayer,any additional
amount authorized under the revenue On the other hand, it
could-enroll up to E2 by taxing up to the,auttidrized amount.

$

TC 2

TCI

0

Figure 3 ,

Enrollment and Revenue Consequences of the Cap

ADA
El 1:2

cA

The effect of the cap has been threefold: (1) State expenditures have
been controlled, (2) enrollments have been constrained somewhat, and
(3) Community College and adult school support has been shifted some-
what to local taxpayers. These effects are illustrated by Community
College enrollments and expenditure estimates developed by the Depart-
ment of Finance (DOF) and the Office of the Legislative Analyst (OLA).S

8. "Presentation:to the Assembly:Education and Senate Education Joint
Committee !,earing" by CharlesE..Gocke, Program Budget Manager,
Education Sygtems Unit, Department of Finance, November 6, 1975;
and statement of Office ofLerislative Analyst. State of California,
to the Assembly and Senate Education Committees, Sacramento,
November 6, 1975.
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According to these sources, the revenue cap produced an estimated
saving to the State of $83.1 million. Actual 1975-76 Community
College enrollments (ADA) are estimated to be 765,342; had there
been no cap it is estimated that enrollment would have reached
803,000. If all districts had decided to live with capped revenue
amounts, it is estimated that enrollment would have reached 742,140
(DOF) or 723,500 (OLA). (Commission staff is inclined to accept

the higher DOF estimate.) Finally, local property taxes have
increased by about $16 million over what they would have been with-

out the cap. One interpretation of the figures suggests that the
total savings to the people of California as a result of the cap
was roughly $65 million, at a cost of roughly 35,000 ADA or a

savings of $1,850 per ADA not enrolled.

The State revenue cap has been criticized as simply shifting support
of Community Colleges and high school adult education from the State's
General Fund revenues back to local property taxes. The figures

provided above suggest that this allegation is somewhat unfair. The

cap does considerably more than that. Furthermore, this allegation
implies that General Fund revenues are better or fairer taxes than
property taxes. Recent research, however, has challenged this idea.
Given adequate tax relief to low income homeowners, it appears now
that property taxes are moderately progressive. The same cannot be

said for a number of State taxes--in particular, the sales tax--the
tax which traditionally has been increased to provide the increases
in State school support.9

The disadvantages of the revenue cap art subtle. If it is assumed

that the public interest lies in equalizing local tax effort for
Community Colleges and maximizing postsecondary education participa-
tion--subject of course, to a budget constraint--then the revenue
cap is a relatively unattractive alternative. The cap has the effect
of reducing the expansion of postsecondary education opportunities in
an uneven manner. Its adoption has meant that high income/high wealth
districts will continue to expand enrollments at present rates, while
low income/low wealth districts are severely constrained. The

objective of maximizing participation requires that resources be
distributed so that the last dollar allocated will generate an equal

9. See Dick Netzer, "The Incidence of the Property Tax Revisited,"
National Tax Journal, XXVI (December 1973), pp. 515-35. Morton
Paglin and Michael Fogarty, "Equity and the Property Tax: A New
Conception Focus," National Tax Journal, XXV (December 1972),
pp. 557-65. Allen Odden, "Is the Property Tax Progressive? A

Potential Threat to School Finance Reform," Compact (October 1975),
pp. 7-10.
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amount of student enrollment wherever it is allocated. Conversely,
we are saying that we should maximize the savings to the taxpayer
per ADA not enrolled. lids objective is approached as revenue for
each ADA added is equalizsd between districts. Unfortunately, the
cap has the effect of maintaining or even widening marginal revenue
differences between districts.

Many proponents of the cap acknowledge these problems, but contend
that it is the only practical alternative available to the Legis-
lature at this time. Further, it is suggested that it is an interim
measure, adopted to deal with an immediate problem, and should be
discarded as soon as circumstances permit.

The second argument is clearly in error; without a fundamental
change in the Foundation Program, the cap has the effect of building
in ever-larger costs of removal, which will not decrease with time.
We are told,.for example, that removal of the cap in 1976-77 would
cost the State $167.2 million and that "in view of the enormous
potential cost. . .it is obvious that the 'cap' will have to be
continued until some type of changes are made in [the] current adult
program."10 Moreover, the revisions in the Foundation Program that
could reduce the cost to the State of discarding the cap appear to
grow progressively more difficult with each year spent under the cap.

VI. Constrained Revenue Schedules:
A 5e:Ab1e Alternative to the Revenue Cap

The preceding observation suggests a third solution to the State's
fiscal predicament. It was pointed out earlier that a district's
enrollment and total revenue is determined (or limited) by the
intersection of its cost and revenue schedules. This means enroll-
ment and total revenue can be limited by revising the revenue
schedule downwards and to the right. Each year, some modification
in revenue limits is made, primarily to deal with the effects of
inflation. It would be just as easy to adjust revenue limits to
provide for swings of the business cycle. This mechanism is
illustrated in Figure 4. The illustration shows that if the revenue
limit in our hypothetical district were revised (TR1 to TR2), then
enrollment would fall (E1 - E2), and so would total expenditures
(TC1 - TC2).

10. Gocke, Ibid. 16



TC2

Figure. 4

The Enrollment Consequences
of a Constrained Revenue Schedule

TC

E2 E1

ADA

VII. Percentage Equalizing

If the Foundation Program remained the mechanism by which the Stage's
share of a district's revenue is determined, the control of State
expenditures would require considerable revision.of existing revenue
limits. This is due to the fact that, under the Foundation Program,
the State's share of a district's total revenue increases as enroll-
ment increases, a flaw in the present system of finance which
should be corrected if this third solution is to be adopted. The best
way to accomplish this objective is to discontinue the Foundation
Program and adopt percentage equalization.

Percentage equalizing provides the State with the opportunity to
establish a level of commitment that is easily understood. Under
percentage equalizing the Lagislature would make two decisions:
(1) it would establish appropriate district revenue schedules; and
(2) it would select the desired percentage of State support. The
first decision would determine the total level of enrollment and



operating revenues. The second would determine a fixed proportion
of the total operating revenues which ehe State would provde.
Compared with the present system, the improvement in comprehension
and State-level predictability offered by this method is substantial.

For the individual district, the percentage of the State's share
would be adjusted by a rate expressing the wealth of the district
relative to that of the average district in the State. The
adjusted percentage would then be applied to the revised revenue
limit to derive the level of State support per ADA.11

11. Percent Equalizing and its Application for Specific Community
College and adult school districts

The percent equalizing equation is the following:

State Aid/ADA = (Revenue Base/ADA (1 - [K District AV/ADA] )
State AV/ADA

For example: See Marin Illustration below:

K = An established percent of local support.
The Revenue Base/ADA for community colleges = The Revenue
Limit as established by SB 6.
The Revenue Base/ADA for all classes offered by adult schools =
The current expense of education as reported by the J-51.

The following table illustrates the specific effects of percen-
tage equalizing, and is based on information supplied by the
Department of Finance, the Chancellor's Office of the California
Community Colleges, and the Office of the Legislative Analyst,
and thc assumption of a 50 percent State share:

MARIN: State Aid/ADA = 1,282 [1 - (.50 165,383)]
110,470

State Aid/ADA = 1,282 [1 - (.50 x 1.497)]
= 1,282 x 0.2515

State Aid/ADA = 322.42
Local Contribution/ADA = 959.58

The implementation of this proposal would require. the use. of
actual ADA and assessed value for the year of budget appro-
priation in a manner simiiar to that' now authorized under
SB 6 and SB 90.

18
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Percentage equalization has several other advantages. Because Basic
Aid would be dropped, the adoption of percentage equalization would
provide for more equal treatment of taxpayers. Furthermore, it would
enable the State to abolish the categories of "defined adult" and
"other than defined adult." If the Foundation Program were
retained, at the minimum both a new computational tax and Foundation
amount would have to be selected. In our opinion, the identification
of an acceptable Foundation amount and tax would be extxemely
difficult. The most efficient way to accomplish this change is
through percentage equalizing. The Board of Governors has for
many years proposed the adoption of percentage equalizing for the
Community Colleges, as did the former Coordinating Council for
Higher Education. However, because percentage equalization
would modify the reltive wealth of local districts, the proposal
has never received their full support.

VIII. Establishing District Revenue Schedules

The critical decision which the Legislature will make le not the
selection of the desired percentage of State sharing, but the revision
of revenue schedules. How should this be done? Based on
present concern with Community College and adult education financing,
-we -find that an answer to this question must satisfy certain condi-
tions:

1. A proper answer should bring the State's means and
obligations into line with each-other.

2. A proper answer should be efficient; it should provide
us with a method of financing which will insure that
we are providing the maximum access to postsecondary
education with the dollars available.

3. A proper answer s'oould neither contribute to inequality
of expenditure per student (ADA) nor exacerbate
inequalities in property.taxes.

4. Because of the need for prompt action a proper answer
should be predictable. To insure implementation in
September 1976, whatever is proposed should be under-
stood by those responsible for providing postsecondary
education services.at the local level.

5. Finally, a proper answer should be neither arbitrary
nor destablizing in its effects, at tither the State
or district level.

-16-
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We have observed that our present predicament is in large part
explained by the perverse relationship between the economy, the
State's financial resources, and enrollment levels. If this
relationship is granted, then a fairly straightforward solution
presents itself: index the level of public support to the health
of the economy.

The most efficient. method of implementing this solution would
establish a specific amount of money, the size of which would vay
with State and local revenue-raising capacities indexed to either
net State Product or General Fund Revenue. Once the size was
determined, it would be distributed to adult school and Community
College districts on the basis of enrdllments.12 The. positive
incentives implicit in such a mechanism are clear. The certainty
and coatrol it offers to State-level planners and budgeters are
unsurpacsed by any alternative mechanism which would also provide
efficiency incentives to district administrators. This mechanism
has two practical alternatives:

1. Existing differences in per ADA revenue limits would
complicate the allocation procedure. It might be
possible to weigh the distribution of funds by existing
revenue limits, however, it would be very difficult to
accomplish this while reducing those differences. This,
however, is not a technically insurmountable problem.

2. The "price" which would be earned by the district for
enrolling a student (ADA) would not be known. This
would create much,uncertainty at the district level
and greatly complicate the planning problems of the
district.

We believe that the same outcomes can be achieved simply and in a
reasonable manner under a second mechanism--one which would
provide the benefits of a kaown revenue limit to the district

12. This is essentially the Farrell-Andersen Growth Difference
Formula for support of two-year postsecondary institutions
adapted to the exigencies of support at the State and local
level. See Robert L. Farrell and Charles J. Andersen,
"General Federal Support for Higher Education: An Analysis
of Five Formulas," in Mel Orwig, Financing Higher Education:
Alternatives for the Federal Government. American College
Program, 1971.

20
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This formula would mean that when real Capacity to raise State and
lodal revenue dropped, real revenue per student would also dtop,
thereby constraining enrollment grbth .

If this proposal were to be implemented for the 1976-77 budget year,
it would be necessary to go back two years to correct for the effects
of the cap, calculate current year revenue limits, and then project
forward to next year.

We assume that the State is committed to a policy of equalizing per
ADA revenue bases. The mechanism by which this was to be accom-
plished, the "squeeze factor," has been negated by the adoption of
the cap. We propose that it be reintroduced here and the following
formula adopted:

Actual 76-77 increase in district -revenue per ADA =

76-77 median revenue limit (76-77 median revenue limit -X75-76 actual district 75-76 median revenue limit)
revenue limit

The effect of using this formula would be the gradual narrowing of
_the gap which now exists between the districts with the higher
revenue limits and those with the lower revenue limits.

The outcome of combining percentage equalizing and the establishment
of appropriate revenue schedules is fully predictable at the local
level. Both the percentage share and the revised revenue limit
would be known to the district. Its consequences in terms of State
obligations might be less predictable than under either the State-
level budget review alternative or the revenue cap, but its conse-
quences for State budgeting purposes would be as predictable as
State revenue, and would err in a direction ,tonsistent with the
error in revenue estimation. This, after all, should be the real
concern faced by those responsible for the public fisc--matching
means with obligations.

Finally, if adopted, this proposal would have the effect of
stabilizing the growth of both enrollments and total revenue at the
district level, thus permitting more effective planning by the
district. For these reasons, we would argue that this proposal is
ne_ther arbitrary nor capricious in its effects, and are prepared
to endorse its implementation..

IX. Implications for Adult School Finance

The proposals made here are intended to apply equally to both
Community Colleges and adult schools. However, existing financial
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support for adult education programs operated by high school and
unified districts is entangled with the funding of the regular K-12
program. This means that if these proposals are to be adopted,
either:

1.* They must also be applied to the regular K-12:programs; or

2. The funding.of adult programs must be disentangled from
the funding of regular K-12 programs.

We shall concentrate our attention upon the second of these alterna-
tives.

First, how does the district share its tax base under separate
funding mechanisms? By eliminating the category of defined adult,
which is relevant only to the adult program, ADA measurement is
made wholly consistent between the regular K-12 program and the
adult program. Since both the Foundation Program formula and the
Percentage Equalizing formula employ the same term--assess value
per ADA--it would be appropriate to use the same figure in both
equations. That is, the district's assessed value would be divided
by the sum of enrollment in the district, both the regular K-12 program
and the adult program, At the State level, the ratio of assessed
value per ADA in_the district to assessed value in the State n the
percentage equalizing formula would be based solely upon ADA in the
adult program. That is, it would be weighted by the adult enroll-
ment in the district according to the following formula:

AVAs = E A
i

AVAi
i=1

As

Where:

AVA = Average Assessed Value per Adult ADA, Statewide

As = Adult ADA, total Statewide

A
i = Adult ADA in district i

A VA . = Assessed Value per ADA (sum of regular K-12

program ADA and Adult Program ADA) in district i

Furthermore, separate funding mechanisms imply separate fufids. For
a number-of reasons it is proposed that rules governing the transfer
of, funds between regular K-12 programs and adult programs should be
tightehed. However, if'not accompanied by additional substantive
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changes in revenue limits, this could cause considerable dislocation
and distortion of existing programS. This is because a single revenue
limit is not cbnsistent with the present pattern of expenditures.
Some districts spend considerably more per-adult ADA than authorized
under the revenue limit; most spend considerably less.

This modification could be accomplished by a fairly simple and
straightforward mechahfsm. Employing data found in Form J-51, new
'revenue limits would be based upon the reported pattern of expendi-
tures in the district. It is recommended that appropriate changes
in the K-12 revenue limit accompany any changes in the adult program
to offset losses which might occur as a result of such changes.

Application of percentage equalization,and the revenue-limit modifi-
cation for Community Colleges and adult schools would utilize the
same fixed percentage of State support and median revenue limit.
Both of these are objectives to be achieved as soon as practicable.
However, because of substantial differences in State contributions
and revenue limits, it appears unrealistic that such changes could
be achieved in the next fisCal year. Further, identical per-ADA
revenue limit mechanisms imply identical enrollment measurement and
accounting. Community College enrollment and accounting practices
are quite different from those of the adult schools. Such practices
must be standardized before proceeding with further equalization of
revenue limits per ADA between-adult schools and Community Colleges:

County operated ROP/C's are presently not financed under a Foundation
Program of State and local support. Equal application of the
proposals in this report would require support for such programs
to be percentage equalized. The most efficient means of.accomplishing
this objective would be to include ROP/C enrollments in the ADA
count--either adult school or Community College--under a joint powers
agreement between the participating districts.

X. The Issue of Public Priorities

The fiscal problems faced by the State during*the past few years have
produced a searching examination of our priorities. In particular,
concern has been expressed that the State's commitment to providing
postsecondary education services that allow an individual to pursue
educational goals throughout life is far too open-ended. It would
be a mistake to believe that the introduction of the revenue cap in
the 1975 Session of the Legislature was not, in part, evidence of
the extent of this concern.

The case for public support of postsecondary education must rest on
the premise that (1) it generates substantial benefits which are not
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captured by the individuals investing in their own human capital,
and that (2) such education would not be supplied in sufficient
amounts without government subsidies.15

We would continue to affirm that individuals should not be denied access
to postsecondary education on the basis of age, sex, race, etc., but
this does not mean that public support should be provided eclually to
all kinds of postsecondary education. For example, it has been argued
by at least a generation of eLonomists and educators'that "general
education," (basic education and personal competency, to use the
categories below), produces benefits to the public at large in terms
of less crime, a more informed citizenry, more efficient workers, and
more competent consumers, as well as benefits to the direct recipient
of the educational service. If this argument is valid, and consider-
able evidence can be found for it, then public support for general
education is unquestionably justified.

15. Public tax monies for direct support of such institutions can
be justified only by the existence of public benefits associated
with postsecondary education or by a social policy to redis-
tribute income by raising the educational levels of disadvantaged
citizens. Public benefits are those which accrue to society in
addition to those accruing to individuals. A rational investment
decision by an individual means the calculation of the costs
and benefits to himself alone. But if other members of society
benefit from an increase in a student's investment in education,
they can induce him to undertake more education than he would
on his own by offering him a subsidy. A direct grant to an
educational institution so that the student will be charged a
lower price is the principal public subsidy. The amount of sub-
sidy should correspond to the value that soCiety, exclusive of
the student, receives from its incremental investment in post-
secondary education.

The total subsidy to an institution Should be provided up to the
point where the marginal social benefit resulting from one
additional unit of education is equal.to the marginal social
cost of that unit. In calculating how large the 5ubsidy should
be, it is important to measure the amount of external benefits
per student generated by higher education, because subsidies
should be based on these'externals. This is especially true if
the bulk of the subsidies come from taxpayers who are not
receiving the individual benefits.

Unfortunately, these public benefits are very difficult to
measure with any precision.
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Justification for public support of vocational prograns may be found
in the pursuit of equal opportunity. It is not acceptable that a
California citizen be denied the opportunity.to better his Occupa-
tion or status in life because of familyincome or assets.

At this point, however, it seems difficult to argue for the
continued high level of public support for recreational or
avocational courses. Nearly everyone acknowledges the inevitability
of reducing the public commitment to recreational/avocational courses;
the problem is how best to accomplish this objective. A major
problem is that not everyone believes that these courses can be
successfully distinguished from other courses.

In Fall 1975, the Program Evaluation Unit of the Department of
Finance was requested to describe the courses offered in the area
of adult education. In an attempt to introduce some standardization
to the classification problem, the Department consulted with staff
of both the Joint Committee on Postsecondary Education and the
Postsecondary Education Commission. The taxonomy chosen by the
Department of Finance was a shortened form of the course classifi-
cations proposed by the Postsecondary Education Commission, and
provides for categories related to the purpose of the course. It

included the following: ,

1. Adult Basic Education

2. Vocational Education

3. Personal Competency

4. Recreational/Avocational

5. Handicapped and Senior Citizens

The Department of Finance staff then analyzed the course offerings
of 11 Community Colleges and 32 adult schools in the vicinity of
those colleges, representing 18 percent of the ADA in Community
Colleges and 31 percent of the ADA in adult school programs. In

the overwhelming majority of courses, representing 80 percent or
more of the ADA, there was little difficulty in course classifica-
tion. In the remaining courses, staff surveyed over 5,000 students
in order to ascertain their reasons for enrolling. In our opinion,
the results of this survey strongly suggest that a course taxonomy
can be established, maintained, and its operation monitored through
post-audit.16

16. The Community Colleges and the adult schools in their vicinity
were selected to provide a cross-section of California by such
characteristics as race, income, geographical location, and
size of school.
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The implementation of the course taxonomy and the assignment of
all courses to a specific category, procedures for assignment of
new courses to a category, and the method of post-audit should be
-the primary-responsibility-of-the-Board--of-Governors-of-the
Community Colleges and the State Board of Education. However, to
insure parity and consistency of effort, the California Post-
secondary Education Commission and the Department of Finance should
be substantially involved in any such project.

There is considerable disagreement regarding the most efficient
means of modifying existing financing mechanisms to reduce public
commitment to the support of recreational/avocational courses. We
propose that enrollments in these courses simply not be counted
for ADA purposes; however, we would stress that this be accomplished
at no loss (or gain) to the district in terms of current revenue.
This could be accomplished fairly easily through appropriate
revision of the district revenue limit. Districts could, and in
most cases would, continue to offer these courses; however, there
would be no revenue incentive to encourage an increase in their
number. This proposal is not intended to mean that districts
should be denied the opportunity to support the expansion of these
courses through student fees or the community service tax.
over, if the budget constraint created by this proposal were so
severe,as to thwart legitimate community interests, the revenue
limit could be revised by the voters of the district.

XI. Summary of the Commission Proposal and Its Potential Effects

In this report we have offered a program for reform of adult
education and Community College financing which has many advantages
over the more temporary solution of the revenue cap. Under this
program:

1. The Foundation Program is replaced by percentage equalizing,
eliminating Basic Aid;

2. Total State funding is guided by increases in ADA with a
fixed percentage of State contribution;

3. Revenue base per workload unit is the current revenue
limit per ADA adjusted in subsequent years to reflect:

a. Changes in State revenue;
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b. The squeeze factor, in which revenue limits above the
State average receive a smaller increase than revenue
limits below the State average; and

C. State and Local Government Services Implicit Price
Deflator.

4. State share of local district revenue per workload unit is
wealth equalized;

5. Category of "defined adult" is eliminated;

6. Elimination of State funding for courses whose primary
function is recreational as defined by the Board of
Governors and the State Board of Education; in consulta-
tion with the California Postsecondary Education Commission,
the Department of Finande and representatives of local
districts; and

7. Students not regularly enrolled in compulsory education
(K-12) would be permitted to enroll in Regional Occupational
Programs and Centers only on a contractual basis and through
a Community College or adult school.

To estimate the effect of this proposal upun adult education and
Community Colleges if our proposal had been adopted for this
current fiscal year, we have compared it to the impact of the
revenue cap. It should be understood that no one is yet sure of
the effects of the cap. Estimating the precise effects that would
occur under a different funding mechanism is very difficult.17 But
we calculate that the increase in the median revenue limit under
our proposal would have been a little more than 50 percent of that
actually authorized by the Legislature. Total enrollment would
have been 780,000 (ADA) and at a State share of 40 percent
(equivalent to 43 percent in the percentage equalizing formula),
expenditures would have been $382 million--about the same as under
the cap--and local expenditures about $20 million more. As opposed
to the situation without the cap, implementation of this proposal
would have meant a savings to the people of California of roughly
$45 million, at a cost of approximately 20,000 students (ADA) not
enrolled; that is a savings of $2,250 per ADA, about $400 more per
ADA than under the cap.

17. Abba P. Lerner, "Employment Theory and Employment Policy,'
The American Economic Review, May 1967, Vol. LVII, No. 2, pg. 1
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At the local level, the quantitative effects of the proposals in
this study would vary in magnitude, based upon the following
factors: (1) .a district's relative wealth per ADA as it compares
to the State average; (2) the amount of its revenue limit; (3) the
number of ADA enrolled in avocational/recreational courses; (4) the
number-of-defined-adult s-;-and--(5)--the--rat lo-of--e
Basic Aid.

We recognize that some districts would be required to adjut
expenditure levels downward. However, the advantages of (1) eliminat-
ing the category of defined adults, long considered a highly desirable
objective of comprehensive school finance reform; (2) continued
progress toward equalization of expenditures and tax burden through-
out the State; and (3) establishment of an automatic adjustment to
the revenue limit which is directly attached to fluctuations in the
economy are felt to be positive changes that clearly outweigh any
short-term negative effects of this proposal.
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