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Foreword

This publication is one of a series of school finance policystudies
that the National Institute of Education. (NIE /PHEW) is sup-
porting at the ECS Education Finance Center. It draws upon
the center's technical assistance activities with state legisla-
tures and governors, as well as its demonstrated knowledge
in this important field. NIE's sponsorship of this work is based
can our conviction that the major burden for school finance
reform now falls on the nation's legislators and governors and
that -goal oriented" research of this kind will lead to a more
informed and productive debate on the subject of school finance
reform.

The emergence of this key role for state legislators and gov-
ernors is the product of a series of important and far reaching
court decisions. Beginning with the Serrano decision in Califor-
nia, a number of state courts have directed state legislators
and governors to reconstruct the ways in which education re-
sources are raised and distributed. In light of this state focus,
it is particularly appropriate that ECS undertake research of
this kind.

We at NIE hope this publication will acne the needs of legis-
lators, governors, state and local education officials and inter-
ested citizens and thereby assist in the develop_ ment and
implementation of more equitable and effective systems of
school finance.

Denis P. Doyle
Chief, School Finance

and Organization
National Institute of Education



1rtroduct on

Although I 97ti was a quiet year for school finance re , many
states enacted new laws in 1977, making a total of 25 states that
have enacted reforms of their elementary and secondary education
finance structures during the 1970s. The key feature of the new
school aid programs is a revised general aid equalization formula
that distributes more state aid to school districts low in property
wealth. indeed, the thrinul as in California, Minnesota, Montana and
Utah have recapture clauses under which the state collects excess
property taxes raised in the wealth iestschonl districts i-Or redistribu-
tion to pr.orer districts.

The types of equalization formulas that have been enacted can be
classified into three categories:

1.r High-level foundation programs such as those in 'Arizona,
Florida. Indiana, Iowa, IVIinuesota, New Mexit-m, North
Dakota, South Carol Ma, 'Tennessee, L: tali and Witshington,

2) Foundation prog,rain augmented hy- guavantced tax base or
guaranteed yield programs for districts choosing to spend
above the foundation level, such as those in California,
Maine, Missouri, 'Montana. South Dakota and Texas.

District power equalization, guaranteed tax hase, guaran-
teed yield or percentage equalizat ion programs that provide
equal revenues from stu to and local sources for equal tax
rues such aas those in C?oloraain, Conn ectic ut Illinois. Ka n-
sas, Michigan, New Jersey, Oh io and Wisconsin.

Since many states are phasing in their new programs over a three-
to five-year period, the i rnpaact at the revised Finance structures
will not occur until the programs are funded fully.

A second characteristicchaaraacteristic of the school finance ref, ud in the
I 970s is increased attention to student pop: ilrions requiring special
education, compensatory education or bi ling ua bbicul tu ra I education

vii 6



services, In fact, large percentage increases instate aid have occurred
I state special education a.ppropriations. At this tune, the rn ihuns of
dollars states arc, spending for these services dwarfs the half-bill on-
&Jar federal role. However. the federal role should when P.L.
94-142 The Education for All Handicapped Children Acti is fully
funded. Florida, Indiana. Nevi:Mexico, South Carolina, South Dakota
and Utah are states that have linked, by a pupil-weighted formula,
the distribution of state special education aid to the genera I aid
irtnuia, tints equalizing the Clow of categorical aid in the same

manner as general aid.

Nearly 20 states have enacted compensatory education programs tin-
economically or educationally disadvantaged students. Illinois and
'rlinnesota moreover, recognize that it is concentration of poverty
that produces the roast severe educational disadvantage These two
states allocate greater dollar amounts per pupil as the concentration
tit' poverty students increases in local school districts.

13i! I programs also are rapidly being enacted in states with
concentrations of student-lot whoa, English is not the first langiutge,
Cid if(irni,t, Colorado. Miiss;tchusetts, New Nle-xico. Ni w York and
Texas are states taking the lead in implementing these programs.

A third element in new schnoi finance reforms is recognitic.
the fiscal plights of many central city school districts, as well as the
high costs incurred by school districts in poor and isolated rural
areas. Both sparsity and density factors help finance some of the
higher costs incurred by these types of school districts. Michigan,
in fact, recognizes the drain on the education budget, because of the
demand for non-education services, and allocates additional state aid
to school districts in Which non-education tax rates exceed the state-
wide average by more than 25 percent.

A four t the shape of roc. ly eliacted education
finance structures is the increasing interest in and enactment of
income facto: . The new Missouri formula decreases the deduction
tax rate for the foundation portion of its formula for low-income dis-
tricts and increases it for high-income districts. Kansas and Mary-
land measure local school district fiscal capacity by a combination of
property wealth and taxable income, Connecticut and Rhode Island
weight the property wealth measure by a median Family income
ratio, the figures for which are taken from United States Census
data California, Illinois, Michigan, Nebraska, Ohara and Wisconsin
are states studying the role of income and peasible ways of modify-
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e School Fina 977

Legkl

In comparison to 1976, 1977 ati as a banner year new school fina

reforms, In 1976, New Jersey was the only state to implement s

major change in its school financing structures; during 1977, at least

seven states passed bills that overhauled their elementary and sec,

ondary education finance structures, and other states passed impor,

tint modifications to programs already in place. In addition, many

other states were conducting intense study of their finance mecha-

ins, with the objective of making policy recommendations for the

1978 and 1979 legislative sessions. New court suits have also been

filed, and new litigation strategies are being tes

In late 1977, one of the concluding chapters was written in Nay

Jersey concerning the numerous activities related to school finance

-m. The majcr obstacle to changing the financing structures in

v Jersey was the lack of state revenues available to implement

any acceptable reform program. Though the legislature passed a new

funding plan in 1975, it was not implemented because the legislature

could not pass an income tax bill required to raise' t c revenues to

finance the new plan. In July 1976 the State nprerrig Court Look

the unprecedented position of closing the public schdols until the

legislature decided on both an acceptable school fihanc prog. m and

the necessary tax package to fund it., Shortly thereafter, the legisla-

ture passed a statewide income tag: 2 percent of incomes under

$20,000 and 2.5 percent of incomes over that amount, The income

tax bill, however, included a clause stipulating that the tax would

expire in December 1977 unless reauthori?,cd by new legislation.

Subsequently, the New Jersey gubernatorial elections in 1977

turned into a referendum on the income to with the incumbent

Governor tirendon Byrne favoring the tax and his opponent opposing

the tax. Byrne's chances for re-eloction soemed very remote early in

1977; however, by poll time, it seemed that the New Jersey public

had conic to accept the necessity of the tax s= if for no other reason

than the lack of any reasonable alternative. When Byrne won the

November election, he e -lied the 1977 legislature, which was still

10



session, to pass legislation to extend the income tax, Its early Decem-
ber, the legislature responded and, with sizeable margins in both
chambers, made the New Jersey income tax permanent. In addition
to these political Forces, another factor that may have inade the in-
come tax more agreeable was that it accomplished, much to the sur-
prise of many, what it set out to accomplish: namely, substantial
property tax relief in addition to funding school finance' reform.

In the sutrtmer of 1977. California, _sponding to its Serrano court
mandate, passed the omnibus AB 6:5, which represenicei not oniy
school finance policy change but also the setting of major parameters
in elementary and secondary education policy in general, Under this
bill, the state will increase its role in financing public education
by an additional $4.2 billion over the next five years, The new law
increases the foundation program to provide all districts the revenue
per pupil of the school district at the 75th percentile expenditure
level, thus making the California system one of the highest founda-
tion programs in the country. Although the flat grant o' $ 125 will he
continued for all districts, the new law also requires all districts to
levy a minimum foundation tax rate and recaptures a percentage of
any funds that the minimum tax rate generates above the foundation
expenditure. For districts choosing to spend above the foundation
expenditure level, additional tax rates will be power equalized,
including recapture, so that equal additional tax rates will provide
equal additional revenues per student. The state's compensatory
education program was also expanded to target nev,: state aid to both
low-income students and students from families whose dominant
language is not English. AB 65 also increases the state role in pro-
viding aid for special education services for the handicapped. In addi-
tion, the hill includes a declining enrollment provision, under which
75 percent of the enrollment decline may he counted firs purposes of
state aid in the first year of the decline and 51) percent in the second
year. Although the hill included it provision to compensate dis-
tricts for variable education costs, that section was vetoed by Gov-
ernor Jerry Brown pending a rigorous study of education cost differ-
entials being conducted by the Education ConunissiGn of the States
!discussed be h,

One of the must intriguingintriguing aspects of California's new hill is the
attempt to generate innovation and control of education at the local
school site level, Schools within school districts are el igible fir an
additional $110 per pupil for innovative programs, focused on the
basic skills, that are developed by a school council comprising par-
ents, teachers_ principal and, for high schools, students. Repre-
sentatives of this council must present the proposed programs orally
to regional panels that decide which programs are to be funded. The
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cation. The ,orrinda two -t aft with a fouridti..ti cal
expenditure per penal equal fu , 5 percetu st atewide aye ra ge.
expenditure tier pupil. Ahove that is a gi-uritntoed tax Itase tnitt, in

1977-78. v.7111 cover 85 oercent of the students in tile state but w ill
incre:4se to cover -.h) percent by For I 977,7t-1, the toundaticim
expenditure :itippert le,%. el is S849 ;int.' the guararitees: tax: base is
$2.1.2:l8. The wealth measure i8 assessed vieluution of propertv-- p er
pupil, adjusted by an assessment-sides ratio. The basic pupil count is
50 percent :111A ,t11:! 50 percent membership. Enrolled pi! hi
students from Families receiving ADC assistance and orphans will
hoe weighted on additional 25 percent in the foundotion part of-the
formula.

An income factor is also included in the n The incoine factor
is applied to the d_ ction rate of the Foundation pant of the
program. Specifically. the deduction tax rate increzised i or d
creased half- the (ley; at ion of a district's; ilverage zidjustol grosi
income per return from the statewide average Ibr high or low-
i ncome dist rick. This adjustment not only affects t he lbundotion Lie r,
but also affects the guaranteed tax base tier sanco t he tax rate usod
to calculate guaranteed tax hase aid is equal to the cur-vent operating
tax rate minus the modified deduction LIIN rate.

1:i I also inc reases :state support for transportation and spoon'
education, -.;bet aid For transportation is raised to eiqual not loss t n

F,;(1 percent of a district's allowable transportation costs hut connut
exexed I 2:i porek:iii. dic Aiitev;icli: average -rani co.it
pupil. The _basic state program for - special education was left intact
Hut the dollar support per special education classrom that had
ranged from $.1.500 to $6,000. depending on hand icappi ng condi tiuns,
ti is increased to range from $5.04-1 to $(1.721). In hut etre years, tbesw
figures will change automat by the percentage equal to tit-
percentage chi in ge of total appropriations for the genoral oid Form ukt.



ie s tat e hopes tu p has e in. the fit ndi rig oftli e new 1 Inv eve f a number
of ye The bil I limits; state aid inerea-ies i aeacla district to 25 per-
cent of the diffe ren ce between the clilculated aid per pupil and the
ti d per pupil received i n the p rev Mu year. It i projec ted tha t about
$200 mil lion will he ne eded to fully fund th AI new program; $.52 rail.
I i lninnewFcmd s were rop rind fur distribu tion du, ring h 1 977-

7H school year funds available from a state surplus generated
by natural growth in the state's tax stiller are . `Tie bill Tepresents
the r rst maj or i:4chool rinatice change in Mi ssouri since I 969.

pusse tl an irnpo rta mod llc burl to its sys-tein of As-
- Aiming state equldiz.ation aid to slchool district. -s. Under the new

lit u, Al3 59. the state 1-vil 1 continue to use -a percentage emu tlizing
re imburtement Pystem kit the measure of school d istrict xwea vi 11

be- modified to include income as well as eujaa ized property valua-
tion. Under the -iystern_ ,10 percent of a district' ti taxable i ncome per
weighted pupil scluio 'stride nts are weighted 16 percent higher
th an elementary students) is conhiried -with 60 percent of its equal-
ized real property valu ton to determine a istricr s re lati vvea lth.
In order to promote in ore equality of expend 1. lurks per pupil, the

le--;ser of a di;-Ar:Cs nst vac tio na I expenses per weig keel pupil
or the-2 reanbiursement base t included in the forniu la. -The reim-
burse men base is the statewide med ian instruction ex pert_ diture per
weigl-i led pupil Co- districts making a to .:x effort in excess of 1:30 per-
cent of the statewide average tux effort For districts making less
thun 130 percent of the sta tewide averac-e tex effort, tile reirobu rse-
meat base is the statewide median instruction expendi ture r pupil
reduced u p to $200 depend infer on the actual taJi effort .

So ti Ca roll flu 11. sr m oved in to the Nth op' tin; nce reform ci Tcle in
19 77 by rep' ;acing is is classroom unit foundation program with an
ADM - weighted pupil foundation program -with increaseel funding
from both the state and local levels. The wealth measure i assessed

va Nation of property adjusFted by an assessment sales ratio and in-
clude24 an irnimted 'aloe Car t he receipt of federal irrt pact aid. The
pu pit veighte, enacted are: 1..1 for' lc,-3, 1.0 for grades ,1-E3, 1_25 for
gradess 9- 12, 1.74 for r educable mentally handicapped and learn ing-
dit--iabl-ed. 2.04 for trinable mentally handicapped and ernotiunally
an ti ortho ped ca I ly andicappecl, 2 .57 for visuall and heari ng =iandi-
canped, 1 it forspeec h h tind lea pped, 210 for liorneboun.d, 1 .2 For pre-
vocat cna laud '_ For v oca tional education. !Studen ts cm be coun ted
in attic 1 cif 1 :1 categorie ti, Districti will be re-qui red to spend at least
85 percent of the state .;aid in the category &generating the aid. The
foundatio n progrzm is to be funded approxinnately .0 percent by The
state ond 30 -percent by local districts, whereas the previous
formula had not req uired any local contri 12116. on. The prcgroni iI1 be
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implerriented over alive -year period, beginning in 1978- 79, with

approx. y $20 Jnil Lion in add itiona 1 state aid each year. This
eforin bill is the result of rnore than t Ivey years of study a rid Jegi

lati ve debuts with active support cf a broadly based statevvide citi.
2ens coali tion

5-11 86t was passed in Setuth Dokotii iru early 111a rch after t vo years
of study and leg isla tive debate, and will replace the curre nt

foun dat ion formi i that allocate=i ai el on the basis cid. ass roo nt
ctni ts. The new plan is an ..AD 111.weig hied pupil form' la, ...with the
following 'vei ghts: 1 .0 ror kindergarte n students for a half day, 1 .1
for gra des 1 and 2, 1.0 for grades 3 tea 112, 2.0 for all categories of

education, a sparsity factor of 1.01 to 1.01 for school di s.
trios %Mil, less than 1_7.:25 pup ils per i-Squltre mile and 1.02 to 1.16

for small school district s,with less th:,:An 500 students. -The forinu la

also co unt3 each ene-roo raira 1 school as in inimurn of 20 students.

T he fo rintila is two ti .red, vrith a foundation emenditure per
.4vei Aimed pupil of SE 29 sand , above that, a gu ara nteed t;a.x base at a
3evel that covers 85 percen t or awe students in the state. The $829
e.1gure veil I increase each year at the rate the statew ide average
ex p.end itu re per pup iliii-aeoses, wi --th a limit o f, 7 per c e nt Th e wcal th

71icasure in the format hi is asse±ised valuation of property per
ght ed pupil, adjusted by an assessritent-sales ratio. Expenditure.

;Te'r-pupil increases at the district level are limited to 15 percent;
add itio nal funds mu st be used for prop ert r tax relief. The new net is

C-0 be Int-1 erricnt.ed .3nly 1, 1980.

%Iviessee 's schoel a id form ula liar renal nod virtually the saute fer
nearly 20 years and had become complicated _to underst.and-because
ef the numerous incremental changes that ha d been enated.S13400
Telt laces the current teacher unit forniu La with art AIWA-vveighted
ion tido. lion formula. The pu it -.,veights are: 1.72 for K-3, 1 .0forgrades
-LB_ 1.1 for grade,s 7 and E-3, 1, fo r grade 1 .3 for g rades1 0-12,a range
cif L.84 to 2.62 for v ocarion.al edueaticyn, and 2.07 for all catezori es
ei spec ial education Di :-stri.t.ts will be required to spend at least E5
yercent of the stateai cl in the catezory generating the Aid The
fou ruin tion program_ fur -xis -will he allocated to local districts on tie

is of the totarmurnberofvreighte-dst lidents and thedistrictte2cher
experience and edueati en facter statewide, will be funded 90
jet-cent by the state and 10 percent tfy local school distri els_ The new
111e0SLI re of school di striet wearn i ad lusted property valuation and
rep laces tine old county economic i mde.:--s. The itrograni w ill be inipte.

rnentecd in the 1977-78 dro of .rear and will be funded with an addi
tiorial 733 million. This bill _rep ICS& rats a rnajo r step fares -ard for Ten.

Tessee and is as mu ch school fin nee si trip3icatiort hil 1 as a school



Firan ce reform bill_ t corrapanion bi dl also i ncreases state fund'
trims portati on services.

The 7exos Legislature, in a sped it 1977 fall 1 egislative session,
named t new school finance bill that will increase the state's share

of the foundatio n program from '75 percent to opp roxiniateli 85 po r-
cent. 'The povier equalization corriponent of the lorrmulo, nadditi on to
the foundation program, will p rov ide a rraocim um entitlement rf

$3 10 per student for those districts whose average pro peaty value
is in the lowest quorti le of weal th and wi 31 p-rovide up to S185 per
ADA to o the r distri cts having less than 110 pe rcent of tl-ie state wide
averak --iroperty value per student. All districts will receive 111 0
per sttaLnt as on operations cyst ollotnient. Th is legislation al,s-o/

reclocedpupi I.teacher rat i es and red -need the sehatt lye ar by a ye days.
In addition, the legislation established two new commit tees: one to
sucervise My assessment practices and the ilthr to expl ore an 41
develop revised met hod for financing state progranxs of publi c

school ed-ncatiori.

In res paroling to the early 1977 coml. t decision holding the Welsh
ing-tort school finance invalid because of its failure to pro-vide an
"ample education" req aired by the state con stit talon, the Wash
to for Legislatu re passed in ,June 1977 a seri es of three bills that
creote a new state aid distribution systern, define basic ec aca tion
and se verely limit the loca I use of special ncess property tax levies
haler the new form ula distri cts wil I be allocated one certified stall
for every 20 students, one noncertilleci staff posi flora for every
ski dem ts, an amount ecria ling about $3,70e for each certified staf'
pos itio-n for Rcnsalary costs arid additiorial aid for rericte and n ces-
sary schools, and small schools. Transportation will also be funded
loco percent by the state. 'The dollar amount each district receives
under the basic form ula will be determined by r rul tipl -Ting the ncrn-
her of staff positions by the aveiage teacher salary in the school_
district, program will be phased irr over the net aree years
and is esti mated to cost an additional $900 mil lion. The Local share
will. co nti nue to be derived from' a statewide property -tax of one
percent of -the fair market c olueof pro perty. co tnponi on bill defi
basic education by stipulating th.e number of luitars of i nstruction
in rrore than 10 program areas. the third bill limits the rnagnititale-

er special .excess local property ta- levies to. 10 percent oithe prior
Drear's basi educa tion al locotio n and s eve relx..limits the used pecial
levies fur raring tea cher solo ries -

bi ll
Ln bra

-id i rig state n narking for school construction became 1 aw
ending- a two-year rnorotoriurn on a state role in school



construction. The bill requires the district t© contribute either five
percent of the cost of the new building or the equivalent of one mill
of its property tax effort whichever is less_ The state finances its
share of the bui lding costs by reimbursing the community to offset
note payments owed for bond issues.

On Dec. 5, though, Maine voters by a 3-2 majority overturned the
state's uniform school finance property. tax_ The tax was unpopular
because i t required nearly 13 percent of Mai ne school d istricts to pay
excess property tax revenues generated under Maine's foundation
program to the state for redistribution to property-poor school dis-
tricts. The vote, however, did riot fa 11 along rich-town/poor-town lines
since many towns receiving substantial state equalization aid voted
against the lax. The vote 'did not necessarily threw out the entire

aineschool finance system, but only the "recapture" component of
it. An evaluation of the Maine school finance program, "Maine's
School Finance System: Is it Equitable?" (Callahan and Waken,
October 1977) had given the finance program high marks. The
authors found that, since enactment, Maine taxpayers had experi-
enced local property tax relief, that school expenditures and teacher
salary incre:-Ises had been below the national average, and that local
non-education expenditures had increased at a greater rate than
education expenditures. The immediate problem for the legislature
in 1978 will be to replace with state revenues the 5-$10 million
received from the wealthier school districts_

Beginning with this school year, Minnesota will recapture a portion
of the excess revenues collected by school districts when they tax
themselves at the maximum levy al lowed under the foundation pro-

gram. The procedure for such recapture specifies that tbe state will
deduct 20 percent of the aid that the district would otherwise have
received in 1977-78 under the state transportation, vocational and
special education aid programs to the extent that there are local
district excess revenues for the general aid program.

New York passed a bill that raises the expenditure level in Its foun-
dation program from $1,200 to -$1,400 per pupil. The bill also sets a
limit of six percent on state aid increases, either on a per-pupil or .a
total basis. Although the bill still incorporates a number of hold-
harmless clauses, the new hi ll decreased the number of school dis-
tricts affected by hold-harmless provisions from nearly 700 to around
500.

Wyoming has -a da law equalizing the distribution nofsta.teaid for



capital outlay and debt service. Under the law, the state wi II pay to
each school district the difference between $3,200 rripltiplied by the
number of classrooms in the district and the yield ofa levy

on the current assessed value of the distri ct. Funds for the program,
which is designed to encompass the full current costs of construction,
including building costs and anticipated interest costs, may be gen-
erated from any state fund except the general lung. In its initial year
of operation, the program w ill not be funded ful;y.

The federal gol'errrrient again became involved in debates on a fed-
eral role in general. equalization aid. The 11.S.- Rouse Committee on
Education and Labor held two days of hearings on legislation that
would provide general aid to school districts for the purpose of reduc-
ing spending gaps among school districts iii a state. The bill, H.R.
1138, introduced by Chairman Carl D. Perkins, would authorize
funds for two types of grants, basic gra nts'and equalization grants,
both to he appropriated only w hen the funds for 'Title I of the federal
Elementary and Secondary Education Act equal or exceed $3 bill ion.

In order to receive the equalization grants, a state would need to
submit a plan for the approval of the U.S;Cornrnissioner of Education
to achieve equalization of resources among districts within a 10-

percent band. As a first step in implementing a federal equalization
role, a major study may be developed at the federal level to determine
the nature and extent of inter- and intrastate equalization ( See Sec-

,

tion

Nearly all states are engaged in studies ofelementary a rid wconclary
education finance structures with the help of federal Section 842
funds. The new state plans developed as a result of these studies will
be available Eornetirne in the fall of 1978. In Connecticut. the 842
funds are being used to finance a series of policy analyses for an
interim legislative committee that was organized to respond to the
Horton court mandate i in the state. In North Carolina, a Governor's
Commission is using 842 funds to engage in a major study of that
state's education finance and tax structure, for the purpose of

reform recommendations for the 1979 legislature. The West
Virginia Legislature bas Just completed a comprehensive study of its
education finance and tax structure and will be debating reeorn-
mended changes du ring t he 1978 legislative session. And the
Arkansas Legislature. one of the few legislatures to receive 842
funds, is in the process of having an interim committee on school
finance take a close Irak at the financing of elementary and sec-
ondary education in that state.

Finally, in his J inuary 1978 message to the legislature. Indiana

1.7
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Governor Otis Bowen againr- aiseelthe issue of thediniinutiorcoflocal
control of i-Jletneritary and secondary schools in the light of recent
trends toward centralization of so many of the rules governing the
implementation of education programs_ "Consideration of any new
school forrnu la must i nclude a reckoni ng of its long -run impl ications
for the educational decision-making process," he stated, echoing an
emerging them e increasingly concerning ma ny state poi icy makers.

School Finance L 14,16 n

Although there were only a few judicial decisions rendered in school
finance court cases during 1977, litigation still remains a primary
means of generati ng school (Ina nce reforms . School fi nan ce.litigati on
strategies, however, are undergoing significant changes. The major
arguments used in school finance court cases, as little as three years
ago, have become the minor arguments used in many of the current
court cas--es. State policy makers should take note of the new legal
arguments, the facts on which they rest-and the implications for
school financing policies should they be upheld in upcoming court
actions. Two su nirnari es of the current status of school finance liti-
gation and the developing new legal strategies arc those by the
Lawyers' Committee (1978) and Levin (1977 ).

'The initial court cases were initiated on ego al protection grounds,on
the basis of both state and the federal constitutions. Most cases
sought to persuade the court that education was a fundamental inter-
est of the state and/or that the state's method for funding education
created a suspect classification of school districts on the basis of
property wealth. This strategy was used because, if successful, it
would trigger "strict judicial scrutiny" putting the burden on the
state to show that the funding structures in force were needed for
some "cornpell frig state purpose.- In all cases, this was too onerous a
burden. Once the court accepted the fundain ental interest or suspect
c lassi fication argument, the school financestructurewasoverturned.
The state was then required to implement a fiscally neutral system,
i.e., one that eliminated wealth as a factor in education expenditures.
On the other hand, if the court did not accept the fundamentality or
suspect class arguments, the "rationality- test was invoked, putting
the burden on the plaintiff to show that the structure was irrational
and without any reasonable basis. In all instances in which the
rational itv test was used the constituti on al ity of t he structure was
upheld.

'1'lius far, tvo s a uprernecourtshave held education to be a funda-
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mental interest of the p. In bath the 197(1 decision of the Cal ifor-

nia Supreme Court in the Serrano v. Priest case and the 1977 Con-
necticut Supreme Court decision in the Horton v. Meskill case. the
courts ruled, under the state equal protection clauses, that education

was a fundamental interest of the state and that the then current
education finance structures full i lied no compelling state interest.
The courts ordered both states to develop new laws t hat did not make
education opport unity a function of local weal th

In the Luja I.% Colorado case in ('trli,raadu, tiled on both equal protec
Lion grounds and the education clause in the constitution, a lower
district court judge ruled in 1977. on a motion to dismiss, that educa-
tion was a fundamental right because it was explicitly mentioned in
the constitution. The judge went on. moreover, to state that because

there is such a close relationship between education and other funda-
ment.,1 rights that have been accepted by federal and state courts,
education .i.vould he a fundamental right even if it were not mentioned
in the state wrist junior). This is probably t he strongest statement on
the fundamentality of education that has resulted from any of the
school finance court suits, but the Colorado Supreme Court has not
made a final ruling on this issue.

l °isc%:11 neutrality court cases. howe becoming more comp
caatccl. Although both the Connecticut and California courts accepted
the traditional fiscal neutrality argument that education opportu-
nity should not he a function of. local wealth, thus implicitly accept-
ing a taxpayer equity arguments the New Jersey court in the 1973
Robinson %Ca hill case and the 1977 Ohio District Court in the Ci n-

ni !man: v. Essex case. explicitly rejected the taxpayer argument.
The Ohio court, though. went beyond the wealth aspect of fiscal
neutrality and suggested that education opportunity should not turn
on either local income or local voter choice. That decision confronted
directly some of the criticisms of simple wealth-based fiscal neutral-

ity structures, i.e., that the high-income districts tend to have higher
tax rates and thus higher expenditures ;The Oh io court said that such

a phenomenon also violates constitutional requirements under the

fiscal neutrality standard.

1,1 -hi le the comprehensiveness of the traditional fiscal neutrality
argument is being expanded. additional court standards. based pri-

marily on the education clauses in state constitutions. are also being
developed, For example. in a case filed in 1977 hy the city of Seattle,

a district court overturned the Washington finance structure claim-
ing that the state prop-awn did not snake an `ample provision- lint
education Sim ilarly. courts in New Jersey and Ohio have overturned
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state education finance structures for not providing a "thorough and
efficient" education. The case pending in West Virginia is also based
on a "thorough and efficient- education constitutional clause. The
case filed in Colorado cl ai nis tha t t he current system does not provide
for a "thorough and uni form" system of education, and the case most
recently filed in South Dakota asserts the current system violates
the "thorough and efficient" and "general and uniform" education
clauses.

These state const t ut ona I requirements In listbe defined; however,
clear definitions are not easy to produce. It is important to note,
though, that the definitions being given to these state clauses cur-
rently are setting up standards for state school finance structures
that are more stringent than traditional fiscal neutrality standards.

Both the Ohio and Colorado cases tta, k expenditure differences
per pupil, claiming that "thorough and efficient- and "thorough and
uni form" clauses do riot allow a school fi n nce structure that permits
large expenditure per-pupil differences, which are un related to pupil
need and education costs, acrosschool dis tri cts in a state. The plain-
tiffs in both cases argued that differ :ices i n expenditures implied
differences in the education service:, provided to children. In Ohio,
plaintiffs showed that many lowspending districts were not meeting
state mi ni mum standards, thus clearly not providinga thorough and
efficient education. In both cases, the focus on applying the legal
standard was on differences in school inputs,

School inputs were also the focus in the Washington case, in which
the court ruled that the constitutional requirement of the state's
"'paramount duty" to make an "ample provision" for education)
meant that the state must provide a high-quality basic education,
defined by components of school inputs, without locally voted special
tax levies, The legislature responded shortly after the decision with
a new state law (discussed above) that stipulated which educational
services would constitute a basic education.

Even the California Supreme court in the Serrano case adopted a
form of an input standard when it stated that differences in educa-
tional expenditures reflected differences in educational quality. One
interpretation of the state constitution, noted the court, therefore
disallowed great expenditure differences per pupil.

has gone beyond the student input standard and, in the



process older ni n ugh and efficient" fbr that state, has impl led

a student output standard. The court stated that "thorough and efli -

dent" means students are to be prepared to compete in the labor
market to the degree commensurate with their abilities. To make
that statement precise, the legislature and state policy makers have

developed a minimum student output standard, requiring a minimal
level of student achievement as one test of u "thorough and efficient"

school system.

Court arguments have gone be nd even these more stringent gen-
eral standards in the development of special standards or considera-

tions for either specific types of school districts or specific student
population subgroups. For example, the intervention by the big five

cities in the Levittown v. Nquest case in New York raised the issue
that certain high-cost needs of city school districts would be ignore

if simple or expanded legal standards were adopted by courts. The

five cities argued that a constitutionally permissible finance struc-
ture should consider the higher costs of providing education serv-
ices in central city school districts; the higher incidence of special-

need students like the handicapped, low income and bilingual; and
the drain on the education budget caused by the need to provide
high levels of non-education services. Similar issues were raised in
the Washington case and, although the court explicitly rejected spe-
cial urban factors, it did accept the argument that costs are higher

in cities. The Ohio case entailed similar arguments. with the court
accepting explicitly the argument that the incidence of high-cost
students is above overage in city schools.

A second example of special-needs litigation pe Vains to the educa-

tion of the handicapped. Although many states, as well as the fed-
eral government, have enacted comprehensive special education pro-

grams for the handicapped, the programs ultimately will have to
meet the standards set by the courts in the series of cases that have

been heard on these issues, Similarly, courts continue to scrutinize
the education services provided to students whose dominant lan-

guage is not English.

Another potential avenue for litigation in school finance concerns
the alleged underfunding ofpredominately black school districts in

some Southern states Underfunding is an unanticipated conse-
quence of desegregation. In some places. desegregation has been
accompanied by white flight to private segregated academies, with
the public schools becoming predominately black. However. fiscal
control of the schools often remains in the hands of the local school
hoard, which many times is dominated by the white power struc-
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tore. Sherman (1977), in a study of this issue over a number ofyea
in South Carolina, found that many school boards had reduced local
support of public schools in black districts, through local tax rate
deductions, resulting in tax savings that could be used to offset the
cost of tuition in the segreg:ited academics. Thus, black children who
received fewer dollars under the segregated system continued to
receive fewer dollars under the newly created public/private system.
The report found that lower tax rates gether with lower property
wealth, produced lower education expenditures in many black dis-
tricts in comparison to districts with higher proportions of white
students. Sherman is continuing his study in the states of Louisiana
and Mississ ppi. If the results are strong, a litigation strategy bused
on due process could be developed to challenge these unanticipated
results of desegregation.

In short, litigation on issues related to school finance has not abated,
has become much more complicated and comprehensive, and sets
stricter standards for the acceptability of a state's education finance
structure. Probahly the most important of the recent court cases are
those in Ohio and Colorado i both of which are school finance reform
states), with Colorado passing its reform in 1973 and Ohio in 1975.
Both states passed variations of a guaranteed yield program designed
to produce a fiscally neutral structure. The new legal challenges
claim that because the structure allows significant variations in
expenditures per pupil, even though fiscal neutrality may he met by
the structures, they are inconsistent with "thorough and efficient"
and "thorough and uniform" constitutional requirements. If these
challenges are successful as they wind their way to the respective
state supreme courts, the acceptability of fiscal neutrality will be in
significant jeopardy, as well as the types of school finance programs
that are used to implement such a standard.



II. Public Policy Is ues in
School Finance Reform

The issues related to inequities in public school financefin nce structures
nri Binger hinge mziinly on relationships between expenditure per-
pupil levels and local school district wealth. The push for fiscal neu-
trality continues, including the use of legal strategies based on the

neutrality concept. However. it is recognized by both state
policy makers and school finance scholars that the issues related to
school finance arc much more complicated, trust be analyzed within
the broader context of local. state anj federal public finance And
intergovernmental fiscal relations, and are importantly affected
by the changing demographics of the 'society in general, including
the increasingly fragmented politics of the public education policy-
making process. This section discusses some of these complex issues,
beginning with an attempt to identify different definitions and con-
cepts of school finance equal ization.

School Finance Equalization

There are at least four major issues related to school finance equaliza-
tion, The first conce:-ns definitions of e ualization including dirfer-
ent concepts of equity in school finance. This issue also encompasses
the implications or each definition for appropriate school Finance
programs and the effects such programs have on students and tax-
payers. The second issue concerns wealth equalization and the grow-
ing body of research that is showing that wealth equalization is more
complicated than previously considered. The third issue relate:3 to
pupil-need equalization and the attempts to provide additional serv-
ices for high-cost student populations. including the need to struc-
ture the financing mechanisms of those services to enhance overall
equalization objectives of the general aid program. The fourth issue
concerns cost equalization and the possibilities for modifying school-
aid form ithis for the varying purchasing power of the education dollar
across school districts within a state_ Equity concerns should also
include special district needs such as density, sparsity, pupil Size,
declining enrollments and the squeeze on the education budgets
caused by demands for non-education services.



.( !:quity. As discussed in the pr-iviuus section on the
courts, there are numerous legal standards as well as other defini-
tions of equity in school finance. It is critically important ray policy
makers to be aware of those different definitions because each re-
quip different type of equalization formula tor iniplernentatiora
and each will have different fiscal results, will affect students differ-
ently and will impose different tax burdens On households. As the
refOrm states have begun to examine the results of their new pro-
grams, one of the most perplexing phenomena has been the use of
inappropriate criteria to evaluate a particular program. The most
corn man example is the disappointment of many policy makers over
the ineffectiveness of power equalization or guaranteed yield pro-
grams in reducing large expenditure p -pupil gaps between high-
and low-spending districts. The fact is that such programs are not
intended to reduce spending gaps.

There are basically two different definitions if financial equity in
school finance: fiscal neutrality and expenditure per-pupil equality.
In assessing whether a state school finance structure meets either
standard, the data should he adjusted for differences in education
costs and pupil needs across school districts; Although pupil needs
have typically been characterized on the input side in terms of serv-
ices for the handicapped, bilingual or vocational student, a new trend
in education is focused on outputs such as student achievement. The
pupil-need adjustment, therefore, could include a 1-equirernent. for
minimum of equal student outcomes.

The fiscal neutrality standard is not concerned %, ith expenditure per-
pupil differences per se, but requires only that ospenditure per -pupil
di:Ierences not he related to differences in local school district fiscal
ab: ity. The objective of this standard is to eliminate the-relationship
between local wealth and expenditure levels by equalizing the ability
of all school districts to raise education revenues from local and state
sources. Education revenues become a function only of the tax rate,
i.e., districts are free to set tax rate levels but all districts choosing
the same tax rate will receive the same level of per-pupil revenues.
Therefore, this equity standard is focused more on taxpayers than
on students. Appropriate school finance programs For implementing
this equity standard include district power equalization, guaranteed
tax base. guaranteed yield or percentage equalization programs.

The second equity standard is primarily focused on students and re-
quires that expenditures per pupil, after adjustments for different
education costs and pupil needs, he equal across all school districts
in a state. This standard is concerned with the expenditure per-pupil



gaps between high- and low-spending School districts and requires
the reduction, if not elimination, of those differences. Appropriate
school finance programs for implementing this equity standard in-
clude a high-level foundation program, with very limited local en-
richment, or a full-state assumption program.

The fact that fisce.1 neutrality neither requires nor generally results
in reductions in expenditure per-pupil differences should not be over-
looked. For example, the Hickrod (1976) analysis of the Illinois re-
source equalizer formula shows that, while progress has been made

r in eliminating correlations between local property wealth and expen-
° diture levels, significant expenditure differences remain in the

system. Similar findings have occurred for the fiscal neutrality pro-
grams that have been adopted in Colorado (Montoya, forthcoming),
Michigan and Missouri (Odden, September 1977).

The fact that fiscal neutrality programs do not reduce significantly
expenditure per-pupil differences is one consistent fact across all the
states that have enacted programs designed to create a fiscally neu-
tral system. On the other hand, states that developed and
funded new school-aid structures designed explicitly to reduce ex-
penditure differences have closed expenditure gaps. The best exam-
ple is the New Mexico foundation program, which guarantees a
foundation expenditure per pupil and prohibits any local enrichment.
New Mexico is one of the few states in the country (in addition to
Hawaii with its full-state assumption program) that qualifies under
the expenditure disparity clause for counting federal impact aid as
local revenue. To so qualify, New Mexico has reduced the expenditure
per-pupil differences between the school districts at the 5th and 95th
percentile to less than 15 percent.

Selection of an equity standard for a state's school finance structure
should be one of the first tasks in the process of designing and imple-
menting a new school-aid formula. However, attention must be given
also to the particular measures to be used in evaluating the system
against the standard. With respect to fiscal neutrality, the issue is
whether the aid allocation process or the results from the process are
to be judged. In Friedman and Wiseman's (1977) term, the question
is whether the system is to be evaluated ex ante (i.e,, the process)
or ex post (i.e., the results). The example given by Friedman is that
the process can be fiscally neutral by guaranteeing equal revenues
for equal tax rates but that, if high-wealth districts tend to have
high tax rates, the results will not he fiscally neutral because the
higher expenditures will occur in the higher wealth, higher
rate districts. Therefore, a finance system can remove the inherent
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advantage of high wealth districts, but wealth and expenditures
could still be related if high- wealth districts choose higher tax rates.
Policy makers should be aware of this distinction and structure eval-
uations of the state's program with that distinction in rni nd. It \you fd
not he unfair, however, to state that publ is pub cy resell rcli in general
has been primarily concerned with results and is therefore suspect cif
a process that seems fair but produces inequitable resit Its.

Until recently, school finance analysts have given little attention t,
the statistical tests used to measure the degroe system n
meets either equity standard, Yet there are at #n# number or con
eeptual issues related to the various statktical tc st tta i tc in be used
There are many tests of equality, each has strengths a e a k he sses
A state could score high on one equality test but low on a rs'Alinir.Sirni-
larly, there are many tests of fiscal neutrality that could coriceivably
rank a state differently. Berne i1977) presents the most comprehen-
sive discussion of these issues, discussing the following equality
tests:

n , to 95th percentile rang e. Federal expei7rriture lis
parity measure under impact aid regulations," McLoone i ndeN,
relative mean deviation, variance, coefficient of variation,
starefard deviation of logarit lolls and Gini index,"

and the following fiscal neutrality measures:

"simple correlation of expenditure with wealth and income;
regression slope at mean wealth and income with dependent
variable being expenditures per pupil and independent vari-
ables being: wea Ith; wealth and wealth squared; wealth, wealth
squared, wealth cubed; income, income and income squared:
income, income squared, income cubed."

An informal school finance cooperative,_ consisting of project re-
searchers funded b the National Institute of Education and the Ford
Foundation, is currently investigating these measures in over 30
states for which the projects have a universal sonic' e of district data
The objective of this cooperative venture is to produce a set of statis-
tical tests to be used to assess how each state's school finance struc-
ture meets either the expenditure per-pupil equality or fiscal neu-
trality equi44, standard. By the end of 1978, it is anticipated that a
state of the states", with respect to school fi nonce eq tion under

both equity standards, can he reported for all states for both the
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) 975-76 and years. This information should be useful

tOr states individually, as they assess the effectiveness of their cur-

rent structure s. and for the federal government, should it enact a
federal program to encourage school finance equalization.

mrmiry, there are tour important elements related to d iinitions
_quity in school finance equalization:

, Choice of a particular equity standard.
2 Deign of an appropriate school finance program to _iple-

ment it.
I)ete'rmnatiort of point in time at which to evaluate the pro-

gram.
Select irrn of tneasores on which to make evaluation judg-
ments.

egtuili ation. Most states continue to assess local school dis-

trict fiscal capacity by assessed valuation of property per pupil. Many

states modify the assessed valuation figures by assessment-sales
ratios to adjust for the varying levels of assessment across assessing
jurisdictions. This simple fiscal capacity measure has come under
attack in recent years for a number of reasons. First, it has been

shown that income is an important determinant of school district
fiscal decisions in addition to property wealth IHickrod, 1971; Yang

;Ind Chinalri: 19761. St_Tond, as indiCated in Trible 1 there is little

Table 1

Correlation Coefficients Between Property Wealth Per Pupil
and Income Measures in Selected States for Selected Years

State

Year

Property
Wealth Income

Correlation Between Property
Wealth Per Pupil and

Income Income
Per Pupil Per Household

Colorado 1975 1975 . 0.38 -0.15

Connecticut 1975-6 1970 a 0.14

Florida 1975-6 1970 0.24

Kansas 1973-4 1973-4 0.57

Minnesota 1975-6 1975 0.20

Missouri 1975-6 1975 0.39 0.19

New Jersey 1975-6 1970 -- -0.20

New York 1975-6 1970 0.01

Oregon 1975-6 1970 0.09

Texas 1975-6 1970 =0.03

Source: State data tiles, Education Finance Center, Education Commission of the States.

Kansas: Darwin Daicoff, An Evaluation of the Kansas School District Equalization Act

of 1973," Selected Papers in School Finance, 1970, (Washington, D.C.: U.S. Office of

Education, 1977), pp. 1 -40.



correlation hetwei propert wealth per pupil and inc
or I-mus/44dd income in many _states.' Third, economic research has
demonstrated that wealth equalization is a function not only of I)
total property wealth and 12i householii income. Imt also of a it the
composition of the property tax base and (41 the structure of the
ettai.alization formula itself (Gmbh and Michelson. 197-1: Feldstein,

and Load, PIT=H. The effect of these factors on the local eco-
nomic price" of providing education services must he determined in
order to design in equalization formula to murtralize all four ele-
ments.

Pin I ,sic Argurnc nt that all tour factors influence local school dis-
trict decisions is Follows: first, without any state equalization-aid
formula, high-pro Tty-wealth districts are able to raise greater rev
ennes at a given tax rate than low-property-wealth districts. This
argument has led to the development and use of the current set of
equalization programs, based primarily on property wealth per pupil,
L:iecond, even with such equalization formulas that neutralize %veal th
differences, however, districts with higher-income residents bear a
lower percentage burden in providing a given level of education than
districts with lower income, i.e., the wealthier group of residents
-Tend a smaller portion of their income. 'Third, even holding total

y wealth and household income constant, districts with a
ter proportion of the property tax base comprising nonresiden-

t property ai .e., commercial and industrial property) are able to
aft some ()Utile property tax burden to nonresidential property own-

ers. This to raise an additional $100 per pupil, fin' example, the
greater the nonresidentml property tax, base, the lower the price for
the extra expenditure for resident homeowners. Finally, the struc-
ture of the aid formulas is impOrtant because, fOundation types

-of systems, the state aid is fixed so long as the district levies the
urn required local tax rate, while for percentage equalizing or

guaranteed tax programs the aid is variable, depending not only on
local wealth but also the local tax rate. State aid will rise as the dis-
t' ICI rricrtuses its task Ville. but It should be kept in mind that the addi-
t ional state aid must be matched by increases in local dollars,

An expanding literature on policy analyst trea #s in detail both the
issues of how state !id forIntlia ;. With :1' ce" variable :Ind how local

Although income Ind residential property tend to he positively corre-
lated, total property wealth includes commercial, industrial and agricul-
tural property as well as residential property. 'me ewrstence or ittany poor
families In ith large proportions of nonresidential property is a
major reason income and total property wealth may not be highly corre-
lated.
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fiscal capacity measures, other than tot;-,1 assessed vale e.' property
per pupil, affect locn. I district expenditure decisions. Rarro (1972) and
Inman (1977) have developed the :uroprehensive theoretical
models for investigating thez.., issues. The Grubb and Michelson
(1974), Feldstein (1975) and Laud (19- studies of these issues, all
using Massachusetts data from about 1970, constitute the major
policy research contributions to this issue prior to 1978. In general
these authors found that expenditures per pupil increased as income
increased, as the proportion of the property tax base that was resi-
dential decreased, and as the "price" variable (i.e., matching rate) in
the formula decreased. Although the three studies did not produce
results that were identical, the general trends were similar_ All three
studies used cross-sectional data from one year only.

In an attempt to determine explicitly the impact of these factors over
time in the response of school districts to school finance reforms
enacted in the 1970s, two studies have been conducted recently_ , one
by Vincent and Adams (forthcoming) and another by Carroll ( forth-
corning). Vincent and Adams investigated 1971-72 and 1975-76 data
from Minnesota, which enacted a foundation type of school finance
reform in 1971. and 1972-73 and 1974-75 data from Colorado, which
enacted a guaranteed tax base type of school firrance reform in 1973.
For both states, Vincent and Adams found, in general, that higher
expenditures per pupil were associated with higher household in-
come and districts with greater proportions of industrial
and agricultural property in the tax base.

The Carroll results based on data from Michigan. which passed a
basically unrestricted guaranteed tax base formula in 1973, produced
expected results for the formula-based price variable (i.e., the higher
the price the lower the expenditures). The results also showed income
to be positively associated with expenditures and the proxy variables
for the percent of the property tax base that is residential to be nega-
tively associated with expenditure levels.

Carroll, as well as Vincent and Adams, indicate that additional
empirical work is \needed to sort out all- the factors influencing
school district resp6nse to a school fintince reform. These studies
indicate that wealth neutrality is significantly more complicated
than previously considered within school finance circles. But while
the results are not yet definitive, they do shoW that effecting wealth
equalization and wealth neutrality in a state school finance struc-
ture requires investigation of at least four factors: property wealth,
composAion of the property tax base, household income and the
"price" component Of an equalization formula_

20
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Land Vain(' C , issue that is new in the school fi-
nance debate is capitalization. Capitalization refers to the long-run
effect that local taxes or expenditures can have on the pricesof iand
and homes, In general, if taxes increase in one school district or if
the quality of education services decrease, the prices of homes may
increase, with other things held constant including taxes and spend-
iii levels in neighboring districts. Likewise, if taxes decrease or

services increase, prices may increase. Obviously, in the
!odd "other things" are seldom constant. Nonetheless, capitali-

zation remains as a spin-off effect of school firuince reform and major
reforms that significantly change either local tax or spending levels
probably, in the long run, will have an effect on the local value Orland
and homes.

The phenomenon of capitalization has long been discussed by econo-
mists. Jensen (1931), as early as 1920, found evidence of land-value
capitalization for farm land. In a study in the 1960s, Woodard and
Brady 11965) also found evidence of farm land-value capitalization,
but found in addition that the value of higher priced land was re-
duced more than the capitalized value of the tax while the value
of lower priced land was reduced by less than the capitalized value
of the tax. Stretched to a school finance analogy, this would mean
that capitalization would affect property-rich districts to a greater
degree than property-poor districts,

Daicoff (19 conducted one of the first studies ofcapitalization that
took into effect both the change in taxation level and the change in
service levels. He found, contrary to expectations, that property
values and tax rates were po.,:itively associated, i.e.. higher taxes
were accompanied by higher p ,ce levels. His suggested explanation
was thiff the negative effects of higher taxes were more than com-
pensated by the positive effects of higher service levels. Two other
recent studies, however, that controlled for service-level differences
did find evidence of classical capitalization. Wicks, Little and Beck
(1968) found a capitalization effect in a Montana county that imple-
mented a reassessment program, and Smith 1 1970) documented simi-
lar results for a reassessment program in San Francisco,

In one of the most sophisticated studies of this issue. Oates (1969)
used regression amdysis in a study of capittilinitipn in New Jersey.
He found that, although differentially high local property tax rates
were negatively associated with land values, the effect was more
than off ;et when the proceeds of the tax were used to provide in-

, creased educational services.
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Bish (1975), in a theoretical discussion of this issue related to the
effects of school finance reform, suggested that a major reform would
have considerable capitalization effects. Newacheck, drawing from
the results of related studies, predicted that a school finance re-
form in California that caused a tax increase on the order of $.70 per
hundred dollars of assessed valuation in a particular school district
could produce reductions in the value of a $100,000 home of about
$3,400. And many persons in California believe that AB 65, the Cali-
fornia school finance reform of 1977, will, over the next few years,
have major capitalization effects.

In short, one of the new issues emerging in school finance policy
discussions is capitalization. By the end of the summer of 1978, a
study of potential capitalization effects in California will be com-
pleted by ECS. The results, however, will be preliminary because
actual data for and effects of the 1977 reform will not be available
until the next few years. However, the capitalization phenomenon,
wi:: le a second-order effect, is one that can be studied in other states
and is an issue on which economic analysis should shed more light
in the next few years.

Pupil-Need Equalization. As mentioned in the introduction to this
booklet, one of the characteristics of school finance reforms in the
1970s has been increased attention to student populations that re-
quire extra educational services such as the handicapped, the eco-
nomically or educationally disadvantaged, the student for whom
English is not the dominant languagq and the student in vocational
education programs. At the same time, many school finance analyses
ignore these categorical programs. The relationship between the
financing of these special services and the general-aid structure,
moreover, has been almost totally ignored by the court cases. Never-
theless, local, state and federal revenues for these high-costs serv-
ices should be as much a part of comprehensive education finance
structures and analyses as the normal student and the general-aid
formula.

Categorical programs are funded in numerous ways. But,
many school finance general-aid formulas have been shown to he
analytically equivalent, so have the categorical funding mechanisms
been shown to be algebraically the same (Bernstein et.al., 1976), One
of the emerging issues for the categorical funding mechanisms is the
degree to which they, too, provide services that are inequitably
related to wealth or income. There is some information that sug-
gests that such inequities occur most noticeably in states in which
the overall state role in funding education is low. For example, in
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Massachusetts ( Wilken and Porter, 1976), Connecticut, Oregon
(Vescera, forthcoming), and Colorado (Montoya, forthcoming), the
number of special education students served as a percent of total
enrollment, special education expenditures per special education
student served, and state special education aid per pupil are higher
in list: ices with higher property wealth and income. That is, high-
wealth, high-income districts seem to identify more special education
need, spend more for those services and receive greater amounts of
state support for the services_ Particularly the association with
higher income is counter to what one would expect and what other
research has shown: namely. that the incidence of students needing
special services is greater among low-income households.

On the other hand, analyses of special education services in Mary-
land (Callahan and Wilken, June 1976), Missouri, Florida (Vescera,
forthcoming), Washington (Callahan and Wilken, 1975) and Georgia
( Wilken and Porter, 1976) show lath._ relationship between the
wealth and income characteristics of school districts and the provi-
sion of special education resources. For these states, moreover, the
overall state role in supporting public education is higher than in -
Connecticut, Massachusetts and Oregon. Exactly what mechanisms
are operating to produce these results have not been explicitly
identified at this time. But the results from these eight states sug-
gest that the general state role, the structure of the categorical o;d
funding system and the equity in the provision of special education
services are interacting and producing unanticipated behaviors by
school districts. Heightened sensitivity is needed to anticipate these
potential behaviors, and additional policy research is needed to in-
sure that unintentional inequities do not occur.

A related issue for such additional policy analysis is the degree to
which the distribution of categorical-aid dollars enhances or under-
mines the overall equalization objectives of the general-aid formula.
Put another way, even though most categorical programs in a state
are not funded with equalization formulas, there is no strong argu-
ment for not using equalization schemes unless the state fully funds
the service, which is true in only a few instances. Since equalization
formulas are not used, there is a possibility (and in some states a
reality) that the unequalizing distribution of categorical aid can off-
set the equalization gains made by the general-aid formula. Vescera
(forthcoming) has demonstrated that this can happen in his analysis
of the equalization thrust of state aid for education of the handi-
capped but has shown that both federal compensatory education aid
under Title I of the Elementary and Secondary Education Act and
state compensatory education programs enhance equalization under
both definitions of equity, and also have an income redistribution-
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t. These results were also found in the NIE study of the distribu-
of Title I aid i Trani), 1977i.

It should he noted. though, that if the state fully funds the total
excess costs of providing categorical services the equalization issue
with respect to categorical aid distributions is no longer an issue of
concern. However, since few states fully fund 100 percent of excess
costs, higher-wealth districts are more easily able to raise their share
than lower-wealth districts, and the interaction of the general aid
and categorical aid programs then needs to be scrutinized more
closely.

The general points to be made in this section on pupil-need quali-
zation are that:

1 Education finance policy includes me re than the general-aid
formula, and scrutiny should he given to the distribution of
categorical-aid dollars as well as general-aid dollars.

21 The fiscal equity issue with respect to categorical-aid funds
is especially acute for states in which the state role in financ-
ing elementary and secondary education is low.

f;cfualiation objectives rrf a state should be assessed both
in and of themselves as well as the degree to which they are
affected by the allocation of ci_ttegorical-aid dollars.

Policy makers in all states know that the pur-
ch.:sing power of the education dollar varies, in some cases dra-
matically, across school districts in a state. In the past few years,
there has been increased interest in developing indices that a state
could use to adjust the equalization formula to account for these dif-
ferences in the costs of providing education services, At the same
time, there have been :a number otdifkrent attempts to develop such
indices, some more substantively grounded than others.

The raaarst crude attempts to develop costs indices have been those
that simply make comparisons of expenditure differences across
school districts. Such attempts are seriously flawed, however, be-
cause expenditure differences are dramatically different from cost
differences. Differences in education expenditures are caused by two
factors: differences in the quality or level of services provided and
differences in the costs of providing those _services. The former are
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within the control of local school districts. i.e_, except where expl
limited by state law, local districts aro able to choose the level of
education services they wish to provide. Difference-s in education
costs, however, are outside the control of local districts and are
caused by factors such as geographical location, characteristics of the
student body and other demographic characteristics of the school
district.

The drvelopmcnt of indii that indicate the differences t lued ion
costs requires a rigorous economic model and sophisticated statistical
techniques that can separate the controllable from the uncontrollable
variables and, holding constant the level or quality of services pro-
vided, base the indices on the uncontrollable variables. Cost-of-edu-
cation indices based on this economic methodology are also different
from, as well as more accurate than, cost-of-living indices. Therefore,
the market basket of goods that are based on household expenditure
patterns and used to develop cost-of-living indices is different from
the market basket of goods that school districts must purchase to
provide education services.

Data from four states have been used to develop cost indices using
economic modeling and regression analysis. Brazer and Anderson
(1976) developed cost indices for school districts in Michigan; Frey
(1976) has done similar work for New Jersey, Grubb and Hyman
(1976) for California; and Kenny, Denslow and Coffman (1976) for
Florida. Them) studies have all attempted to predict average teacher
salaries among districts and then have developed the indices on the
bases of the uncontrollable factors accounting for differences in dis-
trict average teacher salaries.

Chambers, Odden and Vincent (1976) and, more recently, Chambers
(1978) have used a slightly different technique. These studies used
samples of individual teachers, rather than district averages, to pro-
duce cost indices for the state of Missouri. Such a methodology
allows one to pick up both inter- and intro- district factors that may
account for salary differences and is based on the fairly. well-dcvel-
oped hedonic 'Price methodology that has been used in other eco-
nomic research. These authors are currently involved in a _similar
project in California that will include the development of teacher and
administrator cost indices, an index of transportation costs (which
was also done in the second Missouri study), and an energy or plant
operations cost index, In addition, the authors plan to use the indices
developed in an ahalysis of school district response to the California
aid formula and the changes in it that have been enacted over the
past. five years.
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In short. much work has been clone on develor ing cost-of-education
indices and, although the economic ink-tthodolog:.- that has been used
by a few states is somewhat complicated, it is aka prohahly the most
defensible and accurate.

The effect of using cost indices. however, is not a neutral one. Metrt
politan districts in general have above-average indices while rural
districts have below-average indices. Thus, all other things being
equal, the use of a cost-of-education index will result in relatively
greater amounts of aid flowing to metruirditan districts as compared
to nonmetropolitan.districts. In al- -s -ry research report, more-

the highest-cost indices have)ee found to occur in the central-
city school districts thus both sue the fact that costs are
indeed higher in the cities and jet 6 rig the use of cost indices to
compensate city school districts for the lower purchasing power of

their fimds.

Intro- discreet Equalrzcrttorr. School (man e has for the most part
concerneu itself with inter-district resource allocation issues. Never-
theless there have been both litigation and policy research related to
intro- district resource distribution issues. The most well-known dis-
trict struggling with these issues is the Washington, D,( ., district,
which came under court-order to allocate dollars per pupil so the
differences among the schools within the district were within a five-

1

percent band about the average school. Both court briefs and sul(-
quent research had shown that the inequality of resource distribu-
tion was closely related to soeiodemographic characteristics of the
schools, with the predominantly black, low-income schools receiving
the lowest amounts per' pupil (Hobson v. Hansen, 1971).

Other rest arch on intro- district resource ttlloc_rtion has been scant,
Attempts were made to conduct such analyses for the New York City
school district but the results have not heen widely disseminated.
Vescera ( forthcoming), however,- has reported on an extensive analy-
sis of the inequality orexpendi tures per pupil among schools within
the r,n Ang-les unified school district. Although finding significant
differences in expenditures per pupil among schools, the differences
were not systematically related to achievement levels. economic
differences nor racial differences.

The issue ofintro- district resource distribution is one that, while not
the top agenda item in any state, is being raised 1),,' a number of
policy makers at the state and local levels. Although predictions are
hazardous in the public policy arena, one could expect that this issue
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he given more :ittentit,ri i11 tlec future,
urban district -

The= Politics of Educalicrr

lr hrrug h many of the substantive i -41.11,'S = c1 1 I It;i11(,`c

ari et MOMIC, ITI:1110., policy Is 111;1(11:, legiShItOrS
Who must al locate the scarce i soUrresnl thc t es o g numerous

arcas th:!- light, 14 i-=; ImpirL:wt I) note the :'fieg
that have occurred and are occurring in the politics of publ.c educa-
tion policy making. No longer m.g17;1;.-1tors rely sole on the
education lobby for advice on the policy changes that need to he
enacted ettch year, The politics of education is becoming increasingly
complicated and fragmented with competition both within the edu-
cation circle and between due;dors and noneducatton groups that
are demanding other governmental services.

The new complexities in tht politics of education con Iii viewed in a
number oldifferott ways 'Kelly, Iti'rKi, irst. there is greater` fiscal
conflict between local school districts and other local governments
concerning scarce local revenues ;trill intergovernmental aid. Sec
ond, there is a declining percentage of taxpayers willing to pay high
education taxes. Third, teacher groups and parent groups are no
longer aligned as closely its they used to he. Both the second and
third factors result in an erosion of political support for public edu-
cation. Fourth. courts, legislatures and go's-ornors increasingly in-
volve themselves in the prohlems of school financing, Fifth. the
urban suburban cleavages have broadened. causing additional frig-
mo.ntatom in the general support for education. Six, two competitive
eb,ments exist within the education :ector, first, a horizontal compe-
tition between general aid and the host of categorical, targeted-aid
programs, ;Ind second, Ii vertical competition between elementary
and secondary education 4110I the postsecondary sector.

Within this !raga Tiled ilfld CO leX Vort(F of political pi'VSSUreti,
clLitC1( el by StItte 1CcI , t ht_. I

little research of a substantive, political science, public policy=
making nature conducted that sheds much light on the politics of
school finance reform. Numerous descriptive accounts of the school
finance reform events in number of states have been reported. Al-
though informative, t he ease history stories do not allow for rigor-
ous comparisons across states. Berke, anti Williams I I 976)
have made the best attempt to generalize hot h across states as well as
across methods for efcting reform. They showed thiit relimn
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tempts viii rturda were consider:lb lt' ;uccessti than le
ti \t attempt. and 'demoted the following t 5.rratLei-1 ,41c"; of succe
ful ettorts. to change school tinio,c".

c tll Illll r=:, t'at' t ".

I

Ilt)/**-; ur jul Icgislat l v study:

; Strong political 'cadet. hip It on either t hi

hranch.

;Intl

gI

A r th package, ilrcllrll mg non' ucationid 'lid, ofle ve ding
iti in which ail (lista- reercy ,imething

Fon mance t cif! 11'11111 rine Urltlll

.11 LI, 'ill, 'ALIl is iackicd,
light of the rapitil- c.-11;ingmg political arena. is a ross-state tidy 'u-
tile polo les ot school 'mime,. ridnrin I hat I. set vithin some puhlie
policy-making and or pin itica i science constructs sU t he rtsults would

1 r useful to policy makers in nor-etorm states, 2, }ado,' in ex-
plaining the elenients of relorin apart from inch \ 'thud state charac-
teristics and i:t cont 'Motion to the developing constructs of the
;>1111 It'- II edtica tir,t cut IF l..111 pithIc
ing m hook let on t ll politics in school finance reform In st,\

Changing Sot a )

rtant demograi flanges r11 t 'neon e occur-
ring that have imp') ant implicat ions for school financing policies.
The fires declining enrollments I hat 'ire expected to 0.1';--;1!--a through
t he early 1 !1st's The impact of such declines. however. will he felt
through the 1 990.-; in the nation's high schools and postsecondary
institutions. A second liwtoi n- the increasing suburbaniation across
the country, accompanied both hy increasing racial and economic
segregation including the decline of many core cities. Related to this
phenomenon the growth and influence oft he -sunbelt'. iind decline
of the Northeast. Allot Ian. factor, and one that has received little
attention, is the growth of small, nonmetropolitan towns rellectiog
the demise of the rural-urban migration and the beginnings of what
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is nt.t "Irkin_r-uctl polo:Jai nal Anothin tact ;- ho

.iflLlfl U' 'n!'U1 tHi. sin1.uhit ion. \vitt' ..41-";ii".r porc"11".
for

tin. ',Mori%

ii.iiiiii:1111111 11:1, tic !Mit ii1
(1,-iminds inr :co- Int s"nil t.itizon "inn relatikel,,. coin-trii
1.1!7' cducti:on 'nu; Hniod -titan hi" and ituorro.,_notiJi hOld

class, ethnic and oun-
union inoir..ct scfaini it

II CM(' t,ItIC:It.11)0, the tact that the mail-
nt 'n-eater ,ktll and allov.,:s tor ii

!It kTr,.1-0 has not ready lit`Pll iwEknoixtei.ige(1.
sta rs iil likk teacher morale occurred:

Iii ShUrt. alt hough much has hcen written on the impacts the changes
in the country's demiwirnphics art' havinor on educal ion policy
ni tking. then. still evists pr..:eiow; litt i suhstiint lye policy imalysis
it wnat tm impacts actualiy ro "inn wnat policy makers can do about
thorn. 'Lid-lough the previous section indicates some of the impacts
on the politics otedu a atom. The most comprehensive set of research
projects on the impacts of declining enroiments Were conducted
under NIE sponsw-,.)lip zOld 101 ''(t been compiled in a hook entitled.

Kra-ollmer;ts:171t, Challenge o/ tin' Cwrzing 1)erarle, Susan
Abramowitz and Stuart Rosenfeld, editors, The studies in this hook
toter ,soch topics os extent onc.1 aature of chowting demographici
and the impact on cities, the fiscal and programmatic impacts of
declining enrollments, the types of legislation used to ease fiscal
hurdemi caused nu (.,eclinv, and theoretical and local school district
concern- related to the management ol decline. including the impact
II ietrenchment oi the employment Of 'Wnincn md rm nornaes. AS a
primer on many issues roldted to declining enrollments, this book
is invaluable,

Inc of tin r other growing eoncerns surrounding till' ei.:01)01111(
deCilliV, is I iw die

FOCI that the limited Market riliW teachers is reStilting in a
teaching force t hot is older. more eNponsi \T hocauso grk.'iter 1111111-
brr, IJI teildlerS :Ire in t he -IiiWer right haired of the salary
::,chodule. and, heciuse olsoniority and tenure laws, more constrain-
ing for school districts with respect to personnel iillocation. These
facts ire in no way mozint as a criticism' of teachers or teacher groups.
Th1 (II I ittif 1 rosult of 't docro"Lse in demand for teachers 'Ind
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Althougn h i ircl rrn th _ sainnle school district data from the
Elementary and Secondau General Information Survey IELSEGISI
for 1975-76 conducted by the National Center for Education Statis-
tics. which gives biased results for individual states, the Septemher
1977 Interim Report of' the Assistant Secretary he' Policy and Evalu-
ation at 1-111:V4' entitled -School Finance in th- :-,econtaes: Achieve-
mows and Failures.- concludes that few -:chi , . mince rerorms have
peen effective in reducing expenditure-per-pupil gaps among dis-
tricts within a st,tti t liroW11. thnsherg. Kill alea and 't-on, 1977 .
For those expecting spending gaps to have decreased such findings
are a disappointment. As mentioned earlier, however, fiscal neutral-,

Ht to clo:-,0 spend log differences, of-
though many policy makers believed that such would be the ca
Since the data sample on which this study is based gives biased
results for individual states, the conclusions of the study must be
treated with caution until the study is replicated with an unbiased
data set.

Illinois has made the Ai ongest state commitment to evaluating
school finance reform by mandating that a fiscal evaluation be con-
ducted each year by the Center for the Study of Educational Finance

State University Flickrod. et al 19761. Such evaluations
need not he expensive. and annual monitoring of the eifects of a
state's school finance structure would not only he helpful for policy
makers within an individual state, but the results could be compiled
;Ind generalized to *vide useful information for policy makers in
Ill. status, as well as the federal government.

aid issue related to the results finance reforms con-
cerns the programmatic changes that occur as a result of reform. In
other words, how have new dollars been u.scd at the local level? The
init =! studies on this topic found that about 80 percent of each new
state dollar was used to provide additional services for students; al-
though about 20 percent of each new dollar was used to raise teach-

laries, the raises were in general less than those of other dis-
he regiwi I Exit t, l976, lkirro :_ind Carroll, 1975).

A multis idy conducted by the Star id Research Institute
investigated thre use of school finance reform dollars in a number
of (listrits in lour states: California, Florida, Kansas and Michigan.
The findings, to he published by the end of the summer, will include
the following:

The ext o lars have been used, in the
to hire additional teachers and administrators, or to
salaries
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2) The type of new programs added by low-wealth districts,
as to whether they are innovative or similar to those already
enjoyed by high wealth districts.

3) Evidence for "entrepreneurial- activity in high-wealth dis-
tricts, i.e.. the degree to which such districts began applying
for education grant pri,rams, shifted items from the school
budget to the municipal h)udget and made greater use of fees,
activities that tend to offset somewhat the effects of the new
dollars in low-Wealth districts.

A third concern surrounding the increasing state role in financing
public education is whether control of the education process will
swing to the state level as well. Although past research has shown
that there is no systematic relationship between state control and
the level of state aid i Levin. 1972: Fuhrman. 19741, state and federal
legislation, regulations and guidelines have produced a general shift
in the past decade toward more centralization in the running of
schools. This shift has been of concern to nrinv people.

As an attempt to counter this shift. Florida and California enacted
provisions in their school finance reforms that encouraged school
districts to decentralize many planning, budgeting and program-
matic decisions to the local school site level. California. in fact, now
provides an additional $110 per pupil for school plans that are ap-
proved by regional panels to provide innovative education programs.
A soon-to-he-published report of the ellects of school site budgeting
I National Urban Coalition. 19781 funded by NIE and conducted
through the National Urban Coalition, found that:

11 Management and budgeting practices underwent signifi-
cant changes, with principals being given discretion over the
use of funds both with in and among expenditure categories.

2 Roles and functions olodministrators and teachers changed,
with the responsibility of central office staff shifting from
budgeting to planning. evaluation and technical assistance
to school site managers and with building staff being more
concerned with flexibility in staffing and programming.

Successful implementation of school site budgeting re-
quired careful planning and preparation. extensive in-
service training and o number of years for phasing in the
entire shift in responsibilities.
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A rast issue that can be discussed under this section is a second-
order effect, like land-value capitalization, and concerns the impact
of reforms on the residential locational decisions of households. Fami-
lies choose to live in localities for a number of reasons including the
local tax burden, the general cost of living in the area and the set of
lo-al government services provided, including education services.

hst :ante al changes in these variables, which could result from a
school finance reform, could produce changes in the residential loca-
tion decisions households make and cause migrations, over time, of
persons from one district to another. Such changes could exacerbate
or diminish the socioeconomic fragmentation that already exists in
Many regions of many states, especially metropolitan areas. This
issue is just beginning to receive attention in school ,finance circles.

The Children's Time Study Project, being conducted by,harles Ben-
son at the University of California at Berkeley, is investigating some
aspects of this issue in the Oakland metropolitan area; a book based
on the study's results entitled The Serious Business of Growing Up
in Americo will he available by the end of 1978. The study is unique
in many ways because" a sample of over 700 individual children is
being folloi,4,.ed. The study is looking at how home conditions, such
as parental aspirations; expectations and locational decisions, family
structure in terms of one or two parent, student experiences and
activities, and quality of education s,irvices interact to affect. student
education achievement.'The study hopes to be able to sort out the
relative effects of school versus nonschool variables on student
achievement thereby providing insight into how scarce government
dollars can he split between school finance reform and other non-
education functions to maximize the impact on pupil learning.

Collective Bargaining and Teacher Retirement Systems

Collective bargaining seems to generate much discussion but not
much analysis. A description of collective bargaining structures in
education is available in an ECS booklet, 76 Update: Collective Bar-
gaining in Education, which may be updated again in 1978. The
primary economic issue for collective bargaining centers on whether
it increases the salaries of teachers and other education personnel
and, if so, to what degree, Most of the economic research has shown
the existence of collective bargaining to have small effects on school
budgets, causing less than a five-percent increase, other things held
constant ( Baird and Landon, 1972: Lipsky and Droting. 1973: Thorn-
ton, 1971i. Chambers ( December 1976), however, using individual
teachers as the unit of analysis rather than district averages. has
shown the impact to he substantially larger, on the order of 15 per-
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cent. The Chambers' work also shows that the economic impact of
collective bargaining is regional in nature, i.e., a district that does
not engage in collective bargaining but is located in a region that, in
general, does bargain, is affected by the higher salary demands to a
similar degree as the bargaining districts.

Anthony Pascal and Lorraine McDonnel (forthcoming), through
Rand's Policy Center for Education Finance and Governance, are
engaged in a study of the ways in which collective bargaining by
teachers influences the environment of the classroom and the organi-
zation of the school. This research emphasizes bargaining outcomes
other than wages and fringes, such as hours, working conditions,
job security and teacher power, over curriculum. The National Insti-
tute of Education and the Office of the Assistant Secretary of Educa-
tion, DHEW, are sponsoring the study.

The first phase of the study consisted of the analysis of provisions
appearing in collective bargaining agreements obtained in 1970 and
in 1975 in about 150 of the larger school districts (enrollments ek-
ceeding 12,000) across the country. 4n phase two, interviews will be
conducted with negotiators, administrators, teachers and commu-
nity representatives in 15 of these same districts. The fieldwork
phase of the study will focus on bargaining strategies, institutionali:
zation of teacher power and bypass mechanisms. A final report is due

in the fall of 1978.

One_ of the most important changes that may be occurring on the
collective bargaining front is the increasing sophistication of teach-
ers in their knowledge of the issues related to school finance. Teacher
groups are fast becoming aware that what happens in the state capi-
tal on the school finance laws affects their classroom as well as salary
situation. Under a grant from NIE, the American Federation of
Teachers has contracted with the Education Policy Research Insti-
tute of the Educational Testing Service to train teacher leaders in
a number of states in the general issues related to education finince
as well as the specifics of their particular state's school funding
Structure. This project is developing materials that can be used for
training teacher leaders in all states. As teachers become more
knowledgeable about school finance the sophistication of the
teacher lobby in the capital will be enhanced. It will be interesting
to follow the organizational impacts of this training because teach-
ers represent wealthy and poor school districts and it may be diffi-
cult for teacher groups, as organizati ins, to take specific positions
on school finance legislation, unless the teacher members come from
districts that are similarly impacted.
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An additional teacher-related fiscal issue that should be, but in gen-
eral never has been, part of school finance is the funding of teacher
retirement systems. Not only has there been little written on this
topic but also the data to conduct empirical policy. .analysis on the
issues is difficult. to find. Although dubbed "financial time bombs"
recently by a U.S. Senator, the facts to support or rebut such a char-
acterization of teacher pension plans simply do not exist. Bernard
Jump (1977) has done some of the pioneering work on teacher retire-
ment systems: Tilove (1975) has written an excellent text on public

ment systems in general.

There are numerous issues that need to be considered in assessing
the financial health of teacher retirement funds. The first concerns
the governmental level at which the funds are operated and funded.
Most teacher retirement systems are funded and operated locally;
other public employee pension systems are operated at the state level.
On the whole, state operated funds seem to fare better: record keep-
ing is more extensive, funding is more sound and investing strate-
gies have produced greater returns.

A second issue concerns the integration of teacher retirement sys-
tems (or any state and local public pension fund) with the federal
Social Security system. In the 37 states with integrated systems,
retirement levels equal, on an average, 70 percent of spendable in-
come before retirement. In the remaining 13 states, the combination
of teacher retirement system pensions with social security often pro-
duces a retirement salary greater than pre-retirement income. This
clearly makes no sense. Although the structural problem of integrat-
ing the two systems cannot be solved retroactively, chances are great
that Congress will require state and local government participation
in Social Security, thus rendering the integration issue moot in states
not now participating_

The third issue concerning teacher retirement systems relates to how
the adequacy of its funding can be assessed, Since there are no com-
monly accepted standards in actuarial Science, it is necessary for a
-policy maker to examine the assumptions used in determining the
funding of pension systems. The two critical assumptions are those
pertaining to: 1) future salary growth and 2) expected earniugs on
investments.* The former requires 20 -30 year salary projections,
which must be done on the basis of a Series of assumptions on infla-
tion and the size of the employment force. For the latter, the common
error is an overly optimistic assumption on annual earnings. What
is needed is a series of simulations of funding needs for a pension
system based on alternative assumptions. This would provide the
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policy maker with a set of alternatives on which a more reasonable
decision could be reached in terms of providing an adequate funding
level.

As states continue to examine fiscal issues related to education, how-
ever, it is undoubtedly time to include the financial, including the
actuarial, aspects of teacher retirement systems on their agendas.
States need neither pension fund bombshells nor the need to break
promises to the retired; attention to the structures and cost of retire-
ent programs could save a state from facing either of these two
undesirable alternatives.

Taxpayer Revolt: Fantasy or Fact

Many people across the country, including state policy makers, see
school finance, the property tax and the taxpayers' revolt as naturally
intertwined. Budgets are voted down in the state of New York,
excess levy referendums are defeated in Oregon and Washington,
Maisie voters eliminate the uniform property tax and a property tax
limitation is, again, put on the ballot in California. Reporters and
the public zero in oli these examples and claim a property taxpayers'
revolt has begun that threatens the fiscal stability of schools.

Is there a property taxpayers' revolt?

It is difficult to answer this question. There is great concern among
taxpayers across the country with increasing tax bills, not only local
property taxes, but also state income and sales taxes, and federal
income and social secu ity taxes. Any testing of the nation indicates
clearly that the country is experiencing a fiscally conservative mood,
brought about largely la, recent concurrent inflation and recession in
the national economy. This double whammy has been exacerbated in
many local communities by rapid increases in the value of residen-
tial property, with increases equaling 10-15 percent in many growing
communities. These value increases often result in increases in
assessed valuations that push the local property tax up. Although a
truism by now, the local property tax, and especially the school por-
tion of it, is often the only tax "put to the voters" and thus bears
the wrath of the taxpayer over any taxation situation.

It seems too dramatic to characterize these events as a national
property taxpayers' revolt. There is however, a growing interest in



controlling government expenditures at all levels local. state and
federal. For example, in the November 1976 elections, there were
ballots innumerous states related to controlling either the expendi-
ture growth of state governments or the total tax burden as a
percentage of statewide personal income. Although most of these
referendums were defeated. niany state legislatures have enacted

--limitations on expenditure and tax growth. For example, local goy-
-ernment expenditure increases are capped at five percent in New
Jersey. Wisconsin recently also mandated limitations on increases
in the expenditures of local governments. Colorado capped the in-
crease of state government expenditures at seven percent, mandating
that additional state revenues be used for property tax relief. Similar
limitations have been enacted or are being debated in many states.
"Jarvis-Gann" property tax limitations may occur in many states
and, if passed, make school finance a new kind of ball-game.

In a sense, school finance has taken the lead in this new development
of expenditure controls and taxation limits. One of the primary
characteristics of the school finance reform enacted in the 1970s has
been the simultaneous use of expenditure controls, tax limits, state
aid caps and other mechanisms to control expenditure increases and
stabilize the local property tax. The specifics of the different state
mechanisms have been reviewed by both Chattanhach, et.al., (197.5)
and most recently by Tron (1977) and Callahan and Wilken (August.
1977).

Apart from the taxpayer revolt concern are still the other taxation
issues related to school finance structures. Although the debate on
the incidence of the property tax incidence continues, the most recent
evidence indicates that whatever one's theoretical stance the prop-

_ ert_,' tax imposes a greater percentage burden on low-income house-
holds than on high-income households iOdden and Vincent, 19761.
McLure (1977), moreover has written that whether property tax
burdens tend to he shifted and regressive in incidence (the "conven-

mnl- view) or borne mainly by property owners and progressive
in incidence the "new" view) depends on whether the tax is a local
or national tax, the former resulting in regressive and the latter in
progressive incidence patterns. Since the tax is local in nature.
McLure suggests that the -new" view is largely irrelevant to the
policy questions related to the incidence of the property tax as it is
actually used in this country_

e policy makers continue property tax as regressive
in nature by enacting and expanding statedinanced circuit breaker
programs of property tax relief-that protect low-income households.
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especially those in wealthy school districts. frontproperty tax over-
burdens, The policy question that links school finance to expanded
circuit breaker programs, however, is how such programs interact
with the-school finance system. For example:in Michigan and Wis-
consin, both of which have expanded circuit breaker programs and
guaranteed yield school finance programs. dues the circuit breaker
program allow certain districts to increase mare easily their prop
erty tax rates because a significant nurnherolhouseholds face limited
property tax burdens? Although mentioned as a concern by some
policy makers, this issue has not been the subject of a policy analysis
study. This is one area that should receive some attention in the next
few years.

Fmally, the equity and incidence pattern of all state taxes is °Icon-
cern fur school finance policy makers concerned with the taxation
side as well as the distribution side of school finance structures. In
this light, !'hares 1197:1) is in the process of updating his study of
the tax system in each of the 50 states. Ilis revised book should
provide a wealth of new information kir Aal tax specialists by not
only updating and summarizing the most current theoretical knowl-
edge on tax incidence but also by mapping the incidence pattern of
the tax systems in the 50 states for the 197fi fiscal year.

Low-Income and
School Finance

-in Students and Url an

Simple school finance refOrm laws providing equalization based only
on assessed valuation of property per pupil can offset gains made in
providing needed education services to low-income and or minority
students as well as worsen the fiscal plight of many central-city
school districts. Although the issues of the impact of school finance
structures on low-income and minority students could be separated
from the impact on urban districts. the two issues are also inexorably
intertwined A recent NCSI., study i (' allahan, et.a September 1977)
has shown that, particularly for cities in the Northeast and Midwest,
the population shifts that have occurred in the past decade have left
city school districts with a student body that is increasingly minority.
lower income and with concentrations of students from Spanish-
speaking familas. At the same time the property tax bases have been
stagnarit or declining. The result has been to increase the fiscal
squeeze on city districts because. although total numbers of students
have dropped, the remaining population is characterized by concen-
trations of students needing-higher-cost education services such as
bilingual education. compensatory education or education for the
handicapped.



Not all minority and low-income students are found in city school
districts, however. And the residence of low-income and rninOrity
students and the impacts of school finance structures on them varies
significantly across states as found in an NIE-funded study of these
issues, which will be published late in 1978. In Colorado, for exam-
ple, the majority of black students were found to live in the urban
districts, primarily in Denver, which is high in property wealth,
while students from Spanish-speaking backgrounds were divided
in essentially a bimodal distribution, between the wealthier urban
districts and very poor rural areas. Low-income students, more-
over, had different locational characteristics. Similarly, in California
it was found that black students received the largest average educa-
tion expenditures, due primarily. to the urban factors in the Califor-
nia compensatory education program and the concentration of black
students in the urban centers. Low-income concentration in Califor-
nia was found to be generally unrelated to low-wealth concentration.
The NE study also includes the states of Texas, New Mexico and
New Jersey. The results indicate that simple equalization fOrmulas
based on property wealth deal with only one issue namely low
wealth and state policy makers must he aware that additional
factors must be added to the basic formula to insure that low-income
and minority children are not unexpectedly disadvantaged by a new
equalization program.

While the N1E study also shows fir the states studied that minority
and low-income children are most highly concentrated in city school
districts, city districts also face other education pressures that push
up the level at which they must fund their public schools. Although
much has bell written in the past on the municipal overburden
issue ( i.e., the dr \in on the education budget by the many noneduca-
tional services cities are required to provide), it is perhaps the educa-
tion overburden issue that is as pressing, is an argument that is
accepted more readily politically and is a problem for which the data
are very compelling. Vincent (1977) in a paper on urban economics
given to the most recent Committee on Taxation. Resources and Eco-
nomic Development (TREE)) Conference delineates these education
overburden elements:

1) Declining or stagnant iscal capacity to fund services:

2) High concentration of low-income students.

3) Declining enrollments causing high personnel costs and
excess physical capacity.

41 Higher concentration of special -need students.
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5) Diseconomies of scale, i.e., a very large number of students.

6) High relative costs of attracting education personnel to the
school system.

Similar concerns were raised by the five central cities that inter-
vened in the Levittown v. Nyquist school finance court case in New
York.

These issues again reveal the complexities of designing fair funding
structures for public schools. In this light the push to eliminate
wealth-related expenditure disparities in a state's public school
finance structure should be taken as an opportunity, as it was in
California during the 1977 legislative session, to develop a compre-
hensive state public education policy, including both categorical
and general aid programs and covering the financing of the programs
as well as the governance. Comprehensive school finance reforms
should help cities, low-income and minority students, special popu-
lations requiring higher-cost education services and students in low-
wealth school districts, as well as all students.

Another population that has not received much attention in school
finance circles are American Indian students, both those attending
public schools and those attending schools run by the Bureau of
Indian Affairs ( BIA)or tribally controlled contract schools. The
BIA has come under severe criticism recently for major problems
in delivering adequate and reliable funding for Indian services,
especially education (General Accounting Office. 1977: American
Indian Policy Review Commission, 1977). In a soon-to-be-published
report of the inequalities in financing BIA schools over the past four
years, Odden (forthcoming) finds substantial unjustified inequality
of resource distribution among the many schools run sand /or financed
by the BIA. Severe problems have also been noted in the financing
of education services for Indian students attending public schools_
Many public school systems with concentrations of Indian students
are both property and income poor. receive less than adequate state
support and use Johnson-O'Malley Indian Education funds for pur-
poses different from those for which they were appropriated 'Nation-
al Indian Education Association, 1975: Indian Education Training,
Inc., 1975). Improving the adequacy and equity of education financ-
ing for Indian students is not only a fiscal problem but also a
complicated intergovernmental problem since while education is
primarily a state function, U.S. Indian tribes have a unique, quasi-
independent status with respect to the federal government. The point
is simply that there arc hundreds of thousands of Indian students
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receiving education services in this country and the inequalities and
inequities in the provision of and financing of these services need to

he redressed.

The Federal Role in School Finance

In the very short run, the general nature of the federal role in school

finance will nut change: it will remain as primarily support of (I)
special student populations, including the handicapped_ econom-
ically di.sadvantaged. the bilingual and the vocational student, as
well as (2) basic and applied research on many of the unsolved issues
related to education (mance.

Although many would like to see the federal government appropriate
the funds for t be current federal education programs to the full
authorized level. in a sense the major problems with the federal role
in the past has been in the rules and regulations governing the use
of federal dollars, especially in those education areas in which states
had developed programs to complement or 44,igment the federal objec-
tives. The clearest example of frictions that developed concerns the
antisupplant regulation for Title I of ESEA, which, as was inter-
preted both by the U.S. Office of Education and the courts, prohibited
states from enacting compensatory education programs designed to
serve Title 1 -- eligible students who were unnerved with federal
dollars because of underfunding of Title l by the Congress.

One of the brightest pictures on the national scene appears to he a
strong recognition of these kinds of problems and a real attempt by
the new administration to forge a new state/federal partnership that
facilitates the complementary operation, perhaps even joint opera-
tion,pf federal and .!state programs designed for t.;, same purpose. Al-

though the jury is still out on this issue, states should be able to
determine by the end of 1978 how lasting this apparent new attitude
is on the part of the federal government. The changes in the reauthor-
ization of ESEA, especially Title .1, and the attempts to work with
the states in implementing 94-1.12 ( The Education fur all Handi-
capped Children Act! will he the most obvious tests of the degree to
which a new federal/sLite relationship can be implemented.

As noted in Section 1. there may also he increased attention by the
Congress in a specific federal role to assist the states in school finance
equalization, For' the past two years, this interest has been mani-

fested through the dissemination of Section 842 funds to assist
states in the research :And development of better equalization sys-
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terns. In Se number o '1977, two day's tit hearings were held on I-1,R.
I Iati. a bill introduced by the Honorable Carl 1). Perkins, chairman
of the LS. House Committee on Education and Labor, which was
designed to help states in equalizing educational opportunities, The
thrust of most of the testimony was that it was probably the right
time to begin raising the issue of how the federal government could
implement an equalization role but that before a S pecIfic law or pro-
gram enacted, some hard policy analysis would need to he made
to map out the sta, as of equalrzation among and within the states
as the hasts on which any federal program would he developed, At
this time it iappears that such a study may he conducted If such a
study begins, the re,wiirch agenda that is set will, fOr the most part,
proscribe what issues will he investigated and therefOre what issues
%vitt ho cortidery.d in devcloping

a lederal equalitation tole. states
at encouraged to make their federal representatives ;mare of hat
they tel shout' he on such a research agenda.

States Analytic Tools and Reward) Capabilities
in Schotal Finance

School finance comt
in 11
have dot lope) th
nt school lir-lance

r ilation,-; have reeeiv d much attention
Numerous states and rn iny organization,-;
_its to snot:date and to :1 variety of differ-
tires. rt description and midterm" evalim-

Hon a >f.a numher nt conrpa: ter simulations is in a recent
ErS pubhcatjon entitled, Cfpninrier Simi/lotions in School Pim-mut.

ions Wseuss(l in this booklet include the
one (bweloped by t he Nat ional Education Finance Project: the School
Finance Equalization Management System model developed by the
Education Policy Research Institute of the Education Testing Serv-
ice: the simulations di..-st'gned by the ElfS Education Finance Cen-
ter. the ..mntilations developed by Professor Walter (,arms fin` the
,tates of Oregon and Florida; and a number of simulations developed
by individual states, including Florida and (TalifOrnia.

-onw if t1 and uses. simulation.
the hooklet comes to two conclusions. En it is difficult to tell at
tins point how simulat ions affected ei her specific school finance
policie, or the policy-making process it Second, the utility ii
samdat ions depends largely on the rsearch knowledge on which the
-arnulation Is developed. For example, though it is simple to design
a simulation with the ciwabilitv educ:i:ian
such an option is usele:-, unless the hard research of developing
district co-t indices is undertaken by a ,t:ite
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In this light, it is worthwhile noting a recent ;article I Sally l'an-
crazio 19781, the Illinois Office of Education, concerning state
education agencies as research arenas. The author argues convinc-
ingly that it better nexus must. be developed between the university-
based educational research community and the research sections of
state departments of education, acknowledging that one difference
in perspective is the hasic research orientation of former and the
applied Orientation of the latter. Especially in terms of accessible
data bases and the opportunity both to re, ,,ond to and help influence
the education policy concerns raised by state policy makers, state

);art meats ofeducation are ideally situated. In spite of the author's
st ong arguments, however, it would not be unfair to suggest -that
the legislature_and executive parts of state governments have ques-
tioned the ability' of state departments_ to respond to the research

-abilities with which.thev are presented. As a way to resolve this
dehate, one can hope that a rigorous evaluation will be undertaken
on the use oldie almost 81:i million in federal Section 842 funds that
have heen allocated, except in a few instances. to state departments
of education. That amount of money is one of the largest e ear ;ipprti-
priated for ;applied education finance research: by the Q_
iftor the state plans have been presented, the results of th-
those funds shouhl he known

kegislati iff should al-, he encouraged to tad the _'a -ihStant jai
resources that exist at state academic institutions. By forging
stronger links between policy makers and icadentics we might in-
crease the practicality Tim! work while simultaneously
expanding the information has' that serves as the foundation of
policy decisoin--.
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Ill. Prospects For 1978

ALABAMA The legislature is
looking at the use ofthe state's
educational fund. Repeal of
the (Allay tax, one of the three

revenue sources for
funding the education fund is."
expected to come up. The 812
study is attempting to define
adequate, as opposed to mini-
mum', education.

ALASKA = Three studies
conducted in 1977: one on a
state role for school construc-
tion, ono on bilingual educa-
tion and one a pupil-weighted
system for state aid for special
education. Two bills based on
the results of the first two
studies will he placed on the
legislature's calendar.

ARIZONA Property tax relielis
still a priority issue. The legis-
lature will debate a bill de-
signed to spread or shift the
burden of property tax to help
reduce the burden of tax on
homeowners. An 842 study is
updating and researching A
state equalization plan that
includes reassessing the ele-
meats of basic education, de-
veloping information to define
the present and future equali .
zillion factors, developing
simulation models to collect
and assess characteristics of
student populations_ and
merging economic factors

h student characteristics.

ARKANSAS The legislature
does not meet in 1978, but an
interim committee on school
finance, with Section 842
fur 's, is analyzing the scho,d
finance and education tax
structure in Arkansas. The In-
stitute for EdAcathinal 1-.'i-

nance is condUcting the study:

CALIFORNIA The Serrano
plaintiffs are returning to
court claiming that AB 65
does not meet the court's man-
date. There is likely to be
either negotiations to adjust
the bill to meet the court
standards or a hearing on
plaintiff's contentions. Re-
sults of the department's 842
study on cost-of-education
indices, fiscal capacity
school districts, land-value
capitalization and the burden
by income.class of the educa-
tion tax structure should he
available by midsummer.

COLORADO Colorado is con-
ducting a school finance study
that will examine alternative
measures of school district
level of support, alternative
means for determining state
and local sharing of the level
of support, and alternative
state revenue sources for sup-
port of education_ Expectation
is that the Lujan case will go
to trial late in the year.
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CONNECTICUT New le sla-
Lion, responding to Horton,
may he delayed ,until 1979.
but will be based on the re-
Skl Its of the Section *12 studs`
that is looking at the billowing
issues: 11 school finance and
equal educational opportunity
needs: 2 the fiscal impact of
the present GT1i grant pro-
gram: :lithe timing ofthe GTUl

ant payments and its relit-
m to the local district bud-

getary prole :s; 4) assessment
of the present propel .v tax
assessment techniques: sir
assessment of inequity in the
major categorical state grants:
61 assessment of the impact of
the major federal grants. The
study also hopes to investigate
the possibility olusi ng a pupil-
weighting system, to investi-
gate the possibility of building
a cost-of-education index, to
investigate the problem of
municipal overburden, to gen-
erate long-range plans to in-
crease the state's share °Veda-
cational expenditures, to
research cost.'quality and cost,
benefit relationships, and to
develop a more effective inkir-
mation dissemination pro-

'arn. A-comptiterized sy6tem
fOr further planning and re-
search in the areas of school
finance and equal opportunity
will also he developed.

DELAWARE This state is not
expecting any major ,-chool fi-
nance legislation this year
The Universitv of Delaware is
conducting the 842 study and
specifically looking at equali-
7;1110111)f propert,: assessments
throughout the'statu,

FLORIDA The legislature=
does not meet until April. but
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at that time they expect to
consider ;1 bill to increase the
nullifier of exceptional chil-
dren programs and a bill to
change the pupil weightings
for exceptional education.
Florida has an 842 study that
covers the following issues:
1) growth and stability char-
act,!ristics of selected revenue
sources: 2) funding of school
transportation: 3) alternative
approaches for the equitable
disribution of funds to school
districts: 4r implications of
changes in funding pattern
and program influences for
the governance and control of
educational enterprises; 5)
preliminary forecasts for'
1977-76 of FTEs at K-12 in
the public schools; 6) evolu-
tion- of the equalization of
educational opportunity in
Florida, 1926-1976; 7) costs
and effectiveness of tochnolog-
Ical applications in education:

methodology and data
sources fir analysis of educa-
tional benefits: 91 computer
simulation: 10) long-range
development of the computer
simulation: 111 evaluation of
education enrollment projec-
tion methods currently used
in 'Florida: 12) summary of
data and methodology used in
preparing enrollment projec-
tions: 1;31 econometric , models
for educational planning: 14)
alternative population pro-
jections in school-age cate-
gories for the state" of Flor-
ida, 1975-1990: 151 enroll-

, ment Projection: 161 lifetime
earning trends: 171criterirflor
selection of states to' which
Florida's education system
to he compared: 18i an inven-
ito. if the tax policy in 'Mir
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the arriounL a state aid to by
received itch co:in-nu ni ty
l\ -a) studies werc- conducLeci
in 1977, with t he use of -12

rnoni es . One was a study of
Ch apter 71), school it id ant

(.bool Fiin ace :the othW' :ztudN'
ou kyd at the problems of

clftint<ng- enrollment ,; in thi-

M _}(YI,A NE) -- The Gov
Corn aissiorlon t he 1.'1_1ndinfut
Public Education, which was
c at ed J a ary 1977, was
cn_::_rized with the

ty eit int rig t he a pp lica-
io n of state tail Icicatl

resou rces to the support ul
14 al di ocaL it; ri to p ro vide
reaz-onable eq tut ity of op our.

1. unit v among all s.4(t den is
without placing toil heavy a
hurden on the tit xpavers. The
c'ilnnl ission hits recorninended
that major chits es in the
forrnula he I he prime
d to the second anti f =inal
,1'clr of the con-un is situ' 's
deli bera
has reonn mended thr tnliols-
ing fur study: I rev iev; and
dcterini ne the fcasihilif :
con 1--;o !jai ting one or morn
u-itegorica pro with the
hasi c current ,xpense !Ulm.
(tali on progra in: 21 lib al
the cost va vita ions in an d
nu, ng prog ra rev

the stiaL. tncl local

MICHICAN The dep.-At[11(.i
or eel ucur ion i s:asking for a ,a!--
pyren increie-a in the has! c

tarilwr,di p form ul lor l!t7S-
seal year I t eon duct ing

an 8,12 etio: (kin At v ha I
will look at th e re lat ions hip
between xperul :11111 s. 1)111=

grains studi-nt

MINNESOTA No map school
lina nee legklation this yez
`File `linos soli: tit:rtc Depart-
ment of Education hay pro-
posed two major goii Is flirt heir
842 school Ii mince study,
which are to cievel op a corn=
prehe ns e schooi fina nee
plan and to esta hl ish n-
forinat ion data base that per-
m its viduation or the total

lure prora to_ sup-
pens tote t 1 iri:.genient
syst viti for education and
en ha -date's poi icy-
mak ing capa it.

1111S8JSSI The state de=
rt men of eflticnti

presented the tot loNvi
oni wi end at ions to the 1978

egis la all re: 1 1 aclequal e ft-
na ing ()I' an -tipm.,:ird" rev i
Sian of the in ;nun uni found:i-
thin ecitica ti on progra m to
rinse( ;1 t least Clic intim
requi remelt ts for A" :tucrudi -
tabus. 2 i cgtiallzed ;issess-
rue lit of property aml a titill
age rate. %.1;11 w ill bring

ecplai 'zed local
contribution to ed twat ion; 31
tni ni rn urn In u nd at ion pro-
p:1.a ni funds allocated on :tn

I y in cull) cr At it)
liar is rather lila n an a ve rage
a ly tt endan ce: fiscal
i rid (per:id/JR ce for a 11 school
d 1st rids: al adequate to
meet the requirements of
9-I- 1.1:2; Ind ()tiler lit \vs tip
wit li spec la I ()ducat io n arid
bandit:a pp(iCi tilt hirer]: hi up-
p la t ions tnr t ra ns port a=
ti on al I public schoul
st ntlent .,

The Iegislatore
w ill bc debar ing HI Is relating
tii 1.iropurty x a:ssessio tint



procedures. 'The _governor
has r ec oral rne nded ilicr ea s-
ing the appropriation for the
new formula by about $50 in i
i on. ill p) ins on (Nogra ph ic

cost -of- education indices, spe-
cial educa Orin fi nance :Ind a
state role in capital construe-
tion %call be cle=w ted.

MONTANA ere i.s i1u leg) s.
Intl ye session in 197t-,. The
state de rt wait is conn oct-
ing an 8-12 ego iza tion study
but has not yet made a detI-
nite focus for study. A first
component, though. i , :Analy-
sis or expenditure chi ferences
from 1)1, vi ou s veas.

NEBRASKA -- 'F he legislature
passed a new school Iinance
la II last session that will be
on the ballot for a referendum
in Kin...ember 1978. The state
department. is conducting an
842 eq iodization ski& on 'he
following topics: 1) tax equi-
ty: 2) trends in en nAline nts:
:1) pattern of ex=penditures: 4 I
ex penditure pro jecti on s; -Si pro
grams offered by sch oo I dis-
tricts; and 61 schools of -vary-
ing pupil size.

NEVADA s Vrs legisl at ;ce ses-
sion in 11178. Interi tidies

re being condo cted nclud ing
the need to recoclif _S t ht sea te'-
education laws.

NEW HAMPS HIRE -- The -

ter fin'Ed neat iona 1 Field Si, ry
ices.Lil the University of New

psh re, in cooperation
with the Ante department of
(Anent ion, is conducting a
Major study or `New il;.Irrvp

ed IR: LI t I11 n fan ant,
structure_

rc Inv JERSEY e legislature
is looking at how the tar rev-
enues will be a lloca led to the
se wets. Also under study are
.Idjtrstmenls t o the spo
ed ucia ion laws and aid to non-
pu hl is schools.

NEV VIEW() The den:
intAit of finance ii nd rI dini nis-
trot on has nrciposed to the
leillittire that it address

issue of declining e flr01 I
nwhits :And eliiinge the funding

1110 for spec it I education.
Under the 8-12 equal izat ion
stud New Nlexico is look ing
at capital out LIN; and size ad-

nient; a report wi II he
ci rd'.` i n Fela-tur.

NEW YORK Governor Carey
has proposed a $152-rni II ion
i tic re ase i n state a id to educa-
tion for the 1978-79 school
tie r usi mg a nem; strategy
det4igned to shill funds from
the wealthier suburbs to
harder-pressed c rt ies. Under
this pl an, New 'York City
would receive at least :t;:i

rftilhon al° i n operating
grid from t he state, along with
a substantial portion of $5-1.7
mil lion i ntended to assist
school district: t hat teach
large nunihers ch ildren
with handicaps and learning
disahilftICs, With the use of
the federal 842 equalization
monies, New fork tate has ii
rt timber of areas they a re
studying, i-neludi ng; 1 analy-
OS of the impact lof state a id
on local school districts:
stalling; :3 ) editca tfnnurl needs:
I I t he provision of education
service's by regkornd hounds of
cooperat lye eddcri tion services:
5) scluiol dist rictorvanizatiow
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financing of nonpublic
school elementary and second-
ary education: 7, projections

pupil population_ '
ct ions of United States

and Nev.' Vork reve;uies
and expenditures: analysis
of possilde formulas: and 101 a
study of expenditure limita-
tions. A court decision in the.
Leulthuvil case is expected ,
sometime during the year.

NOIt "I'I-i CAI LINA =
non sst0n titn

puidic :-;chool di-
rerting-a

ihl c school fin:owe with
tc tle s -al S-12 funds. 'Flit. ,ttob.-
has three specific object Ives:
1 to study the aria hula i (111-

ftreliCes arming local ,chaol
districts resulting frian un-
equal federal. state tind local

tires: and 21 to ret: -
on-imencl adcsiaate aid cal-
culation system so :hut it is
more flexilde.

CAROLINA =
Jiiis a noilibr icgis-

halve initiatives, including-
bill that would reduce the
teacher - pupil ratio and a bill
to require all members of
boards of trustees d school
districts to he elected. South
Carolina is using it s 8-12
equalization monies Ior t !1

funding of tlevelono-u. at al
(dements necess ry hit tile
implementation t

cattun finance of 1.77.

t'I'Ll IIAK(Y1',1 de-
1):Iti. in this slate is centered
on repeal of the per,. I prop=
oily tax

TENNESSEE Ni major
lot ion on school finance issues
is expected this rear. though
there may hsorne fine tuning

.of the school finance bill of
last year. 'rhe state depart-
ment of education has just
begun an equalization studv
iith it. 542 in on les.

"AS The legoilfit ore does
not Meet thir; yea r. An interim
legisl ve coin itt inves-
t 'gat t he i nipacts of the
state's ,-4,1-10(,1 finance eflOrt-i
over the I ia t rive vearsi. In-
cluding the i Tuna rt of new
dollars On OIL111114at MIL the
use Of new dollars. the cost-
ing-out of a basic education
iffnAr;Alr. a lid chAS of Fed-
eral and state 4211-Ucatioa maii-
dates= A revised school-aid
formula may he proposed fly
the committee. The state de-
partment of puhli c nstruct ion
will use S12 dollars to sup-
port put icy analyses for the
committee=

UTAH major legislation
will he in the zuwa of special
education. A study of special
education has been completed
with the recommendations
that the legislature appro-
priate funds for the approved
direct costs est irnated for all

othicohnn htlpils and
that t he legislature appro-
priate fiir chit.
tires) wit h special nee

VE1-01 _NT Legislation is ex-
peel ed to be presented to the
state concerning changes in
the states school finance. kw-
mulit. The Educat Mind Policy
Research Institute was con-



traded to contlit it I

sun and its
rindinus %kill he toe hale(1 in a
loll to he presented to tke

Inciltided in tilt,
lull %kali lie percentage

rorinida v. it h the
%.k.cidalt !Or I hii rev.-

conildniit ion
of ildtti,ted (Toss. inconei non-
resident properiy ce,

A

tqlio,iiit
se,. (Till

to he introduce('

W.- SUING-ION
legiskituve sei-sion this
Legislators art lookirw a I

ternative trieasures etc wealth
anti guara eed .iields in t he ir

study,

tt

%VEST GINIA The le r!
latti had -(chool
-'.lilt' a ruiticted lour them hr

fut It f!ui
111;111Cr. ree()1111r1C11-

11.11.11)11N fILIde :ire the
trig: I \cst Virginia should
include t he mater.
educa tion including I iis-
portat is:Wit-les ;Lind all
other IIMICH pita! ittutts, cur-
rent ly distributed (lit-du
categorical grants in tht'
basic foimciation program:
the forinulti should reecugnizt
students ,.citlt exceptional and
high-costs educational need--

(is.-eighting pupil, accord-

ing to relative prograrn
differentials: A furtlit2ii
study or cost-ur-liying varia-
tions should he conducted: -11
pupil transportation should he
!located on the h-1 -ii of a

den sity cost el t iciericy for-
mula: and 5) West Virginia
:}lucid put forth n h igiter level

effort for educat ion
tt thout unduly burdening die
t,txpiivers ell the state.

WISCONSIN Tice legisiat tire
requested I flat a study he con-
ducted that would rnvestig.itee
the exec., cost ;iirinula the

special tiducic
ropitqlon 1, (ix

1:uo

()MI T del);
merit or education 1, -
I 11, a :-,11()(1 Hee W 1th
Sect km 812 monies. Theolnce-

if the 71C hide
t 6)1 Itr,V111,: to deVul
;Old prolllutt. 1111111):-.1)111' tit
inanciiil equal 21 to

define current and emerging
issues reiatctl

t 4) the :Vit'tilltCy of. prow-at:11,-;
111(.1 .11 to 41litly liti-

vat ion and Ie_'ki latlun that
affect Vtyonti fig

rent and future financial sup-
port orschools: -I I to determine
wihat sources or revenue are
iirni [nay he atiailatlI to `().
[fling: 5) to develop a perspec-
tive on the ramifications of
federal programs: arid ( I to
construct a system to (lcetter-
inine school buildi rig
repliicoment forecasting.



Appendix

Glossary of School Finance and Tax Terms

1-11, g111.--try nuoliwr ,thic;itital and t titicd term, that ;ire
tis,ed in ,ch6ol finance ri,earch ztad put it rt In hrtn !mkt. corripariun
of tax ,:tnt.1 exp,ridit tire data nintirichmil Arts; tmist be ide in a
nurnher of mraJires. The, it 1 Pt r com-
parable norribur ,-. arid 1 it ultorntnon tertn,-4, ttndtrd ph)ceduriart ti,..4.,(1 to make
t h itt ii mend-- and Ii I dicate ne aditist ii at are
iii I

AI)A. A DN1

Assessment
Rati;is

Assessed

ANSVSS0(1

Adjusted

ADA abhrevial. ti,r ay,..,rave daily atteraT
;ince anti ADM 1-, an ttitifl tor t irit erag-c daily
ineniher,hip: ADA ;4 act ADM are thi., )11iel;t1 inc;Ntire.,
that ni-t rt.pnt,ctit tt-d. number of students
in a ..11,11,1 di,4rict tt.r t lie tic rpn I Fog st:Itt ANL
It);\ t,

The :Ist.-ed valuatiun tifprupertv ri inost states usually
than t market va the pri)pf.11,.. In other Yci1l.

arc pro[lpfty for ;..-1 price 'nigher than
the valuatitm of !liar prupertv. A i7 himall must
Ailte=-. havy a legal .tatmlarti it which a:l property :41-UMW

valtLitifitn, art. OstA;ti iy vvvii t tin
trii,;t1 ltd Mit 111W; 'any Jilt-i.-4chictilita ,. in a
,tate The :iet nal levtd c tt:,,,,,thierit rat 10
dr-naiad Iv comparinr. v;11mtlorN ti
tiLirkut viun-

The t, the tutal t ilik- at propert
teet prilpyrty tax in a !,chotil iIi-trict. it is

by a Heal governmerlt of liecr and is only a
tilt. market 'clii thii- property.

liecalle local iNses,ing ;nrisdict mit in a tciti usually
ha\ di tlerertt actual ra this. the reported

1110 nyed adit.ha ctl in ord,--
U-rn :Ittp,tvg --41!),d (11,!flut, I tip
athltt1111.11t, convert, the tisesstql vi, What
OW% N%ittitti ht it all countie,
intrkrt t ilii arid rh-n iiIjitt t ht` ti) th' nirdinil

1,,',;(11114. i: I :c 111.1Tt'nt ht' Tnithf.nliit ,l1

k i the : t d i i N t Mont t () thy tilt- thin ;tsin7---,ot:

t ilt. l'ilt I() and rnultjilv th- rt,sil by 1).:;:i:t,
Ttw !Intl t ildlit,h,d in. The
Hlifiv. in:. 1- ,irt ,ImIth

n-il-i It ,d)OH1 ilL-,1111-,..\ anti

it



At:sic
Valuation I'cr
Pupil, _Adjusted

C4wrrelation

l "trrrelittiirn
iriratTicient

'tract _ --zed valuation
trret B has a- --e.ssed valuat- of $25

rig just on as. _;;ieci VaiLlatiOns, District A would
appear to he poorer in property wealth than District B.
However. assume that the actual assessment ratio in Dis-
trict A is 20 percent it is '35 percent in District B.

Assuming that the legal ratio scent, the com-
putation of the adjusted assessed i:alu itii a for District A
is as follows:

zz-_:ood

J211

The computation the adjusted ed

x

Both school districts have tile idjusted as
valuation I hat is. brill schin I eilectivels

t. total tax ih,IIItid

Adjustiid valuations inus: he a -ecl tit compare'
propiirtv wealth among school district= should he the
basis iin which state equalization 'oldulated

The adjusted assessed valuation per pupil it lit adjusted
assessed valuation for a school di strict ividd the dis-
trod's total ADA lir ADM.

II programs refer to t.itc aid that signiiterl
iirdic programs. 1--Aiimpl old he trans :iortatiori

aid. special ediiration aid and iiid lOr vii ational educa-
tion: capialitainin tornium not an example it cate-
,gerical Formula hind- rr- ide Liberal aid that can ht

for any porposti.

Iat I- a 1-01 Imgihe relationship
0 Ciiti VOI"IiihltdN. 141i)10I are said to be

positively t sir relate d. as ime ,tri iible increases the other
xdriahl also trids t., iticycas . \\1( Ii'11IIIII)1s are

negattkelv correlated, :is oeio. increa,eis,
other earialde tend.-; tri ii0(III00,,a

Flit. (air! elation coeft icier is a nidilher indicating the
deiee. !elation-dim hetxvidtin Because tit

av a unrelatInfl CiIrtIl10I I- ualcillatiil, 4114V;I1/4.

dk III %attic hitkx0011 I di arid 1 (1 Whi=t) tilt cirrii-
Lit arillIfld ii i) I0 I .1) fire to I. an
,11.10- haeli positi itlationship to are posit ely
knell +Alien one iarrahli= gets larger the tithed tend- to
lei larger the correlation coefficient is anitiml
the two karial,le, do not appear to hav e any relationship.



urrt-nt
Ciperting
Expenditures

11.a.nct Power
E411811/ution

ft!ti.it if y

ft v Lt(.

Equali tion
Forntti In \

\Vht.n the corrclation coe.flicient is Jr re to
t hi it tlIi hire e I eelitivy I II In ship ter.=,..-
Lively correlated uny gyts iii hyr titiC l Jee

t tilt nt ()per:it:nu, expe.neliturys .nylotic cdocat ; exp:.e..
dieure...,: for thy daily :Tor:item 0: tin 1h1l prugElni such

vxpeneilture for (lIrlitr;I H lietrucT ton. :mend-
areye and health .ser vice. transportato.o, operation
iii nt,nanc, or pant tn fixrcl

Ihs.-trict the' Yeptalifit1011 DP!: , re'lcrT, tie 1 TII vi;11;d !
In pru_,rattt that the li t Pad)

.,.t.huulditriet to r:ii diliat ho yd.:iv:Won. In a pure
prn:,:rarn, the tzite ;ti:traritcfe huth nropert!.-punr ;Ind
property-In:11 schuot thstriet, the ,-,taw dulLir ield h t 11,

propvrty rate. In shntL equal tax. rate, I:hot:icy
equal pw---pupil expenditures. In the property-ptor

tin tit make., ui tt.e disteryere he.twe.eo vtt
lilt dl and what tIte stati guat:,:ittc. In prop-

v=rich itlil (11,-triuts_ cxce,s lurid-, nue, it liHit lit he
tecaptnrcd' by tIi tate and dist nhoted tu the prup,Try=

putt(' Niot taw-, (I() nut itn,thalt tvt.ap-
turf- pr,}vi:,o)n. I luwever, \iitirm I tith :i11(1

1)1'01 reca pi ore ince:hue Isms ri t twit. scouoi
inane liiw. DPI-, programs are glVvti (htlert.n1 !UMW:- ill

many -tat' in,hadttig guaranteed tax pritgratn
(;.rit,. guaranteed 1)n)L..rail1 , and percentage ettu:11-
iiing tyregrtnis. I)PE progrdrit (in tilt, ;.1t)ility to ,up=
purl ,fitteat ion ITC!. thus, enhance t 110 i()(:ti fniai rtVit' itt
iqltRat CivC/SIIII) making.
nentriility stimilarli %%Anima titiitiurtriit lit

among

III ehest "CI ty (tI tux revenue-, p1or,,,, to the
he revenn,,, !rum a tax (It ch,,,Inges Ill %-arlutn ecununne

tnt want to know whether tax tn tiin WI rco,e
inure rapittly it rupidly ur It rapidly than ellatige in
per-unaI incurne. The reventws Iron: an c1:1-.111. LiX W
increase. hy more. than (tut, pe;rent fur r api in-
change . In pyrsonal income.. Income taxes are usually
(21:-Ntic tax sources, In general. eelatic tax .entirce., have
progre.ssive patterns or iliculynce :old tie! ast ic tax ,,utirco
have regresive patterns ()I incidence. 1...,xpen(lit tire elas-
ticity Ii IV II (termed sum Iii

Equalization lornitila:uel a,systance girth it a
higher-level gtivertmtetlt thc I,rwtt-h.viiI
Knverrinient at.hiituml districts ti t,titIit t hc
ttIt;itiun it the ho.kv,r.levol govrrntnerit.

districts try in their ;tin; dies tu raise pruperty tax dui.
hr. equalriat hirmula aid 1, allocated to irk tin
ability to rat,e local IhlFIll,t ill nearly eipial. lit gin

III! tilt th, per-pupil
property wealth ill a school tlist tact tlerreases.

1!
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Overburden

t'iireeent:it
t.,iliziri

Program..

Progressiv

Mnyncip31 hurt-itkn znn:yrit Iii
IIL'a! lac-L.-t2 Niiinicip;i1 ovoid-on-den in-
cludes the large bordt.n ul orvici2,,: that con-

twist provide arid that rro,st other piri.,dict
do not ha tie provide or at do not have to provide in

1) nont (location ,ett ices may in:
cloth- iiiove-ziverngt",v( ,',ire. health and ho.pitalizat ion.

)1,c ivaising. police. tire and _s.anitation .--,erk Ices,
sh untieducation ti,cal hurtin- trioari that education

must cornpetu with many other functional area s. tor each
it cal tax dollar rais,_d, thu- ri.riticing the ahilitv- lit large

citv !-chnol dit.-.-icts to raise education dtrll,ii The fiscal
,-4preeie caused 1-,,; the service overliurden, together with
:ht concentration or tin odlicatiottallv deurdvantaged anti
chi Itirvn In nrod of SIRC:.,; fhlttitn) city

ptitS ''yntrai city thstricts tit e fiscal
ant,,,zo in -.Cli(!(,1

iii

V, 0 nil', iirtinnato
re 'Ic;in inciant, ;i, tic iniun level fit the taxpayer in

1:7-aler
v-ill pi a larger percent of their incornes-: toward this tax
than I -incorne taxpayers,

Prnpf2 A property t, x circuit breaker program t ii t., rebel_ lrrtt
Circuit ISreaker grain, u,riall h narced the tate. that locu
Fogram riht ;aerticuhu households presumed to he

Ha-der-red by V t That k, rt H intOrlded to
dUC pr ,umied rtgressivity of the property tax. A typical
circuit breaker attempt, to limit the property tax burden
t,) peh (Mt it h011,erhold income anti applies. oniy resi-
denti,,1 propi-rz1 1 The perce -nt usaialiv
rt,c- in an attempt to make the overall burden p;

.1,10 -tat enacten circuit breaker programs initially
for count citizen, but ;I few states have extended cir-
firt'oker benefits to all low-income hoa.-ieholds. r,.gard-

ii ;.re elite head ut the household. The circuit
;p paid on I-psi-

p!-ouer!. nrally k; tho form of a credit
on tate income ter`

Property
Incidence or
Burden--

'Traditional amf
New Views

file' tr = I cik pri,; ):14.!denr(' it t tiled
the tay. into ai components: t 14' ca tell iirl land and
that which fell on improvements. 1. tructurs. Property
taxes on land were assumed to fall on laritioxynrs. The
pnrt iin improvements was assumed to rail on homeowners
Iii tlle`("i =*tit owned homes, to be -4.1ticil forward to tenants
in thy e ie'ii rented resident:es and tic Inrv;tril
ti (um-. ifier-- in ihe 1,1Ni- Jai ninrtv.

.111 enipinual ha-ed or, the traditional vino,
Loud the incidence partia) tee r,tilt Iu a 11.gn.,.,ip
hurtien -trihut ;or,. markedly is in the income

5 9



I Tax

sterns

Progritrir-

Itugrussi

iteVeP lie Gap

r1:12.t 1:0.% !lid, .1;1 ; p;.,11i'fi:
t:iV tax In h hasia

nr.ir,1.% :n count tdA
d1111. I 1):IFAI,11 oilun 15,ittern

thy I'd Y. t it illtUldP-

t',1'1,-11 !AV tE'd tax rat, ,icruss the
t

lit fi: tfuti till, to a prir_,-,1% t pJetrrn
:dt-ntA rtiin ut t.1 w t

f Tay I, a t,tl th;a: eureallne.s t

:it all

tioiolu, , ti v..:11Irli

iiu;.11, art, ,:(11 (iiii '1

tZli)(1 prie(1.;111:
e the Int:111141(10)er i \%f..:.:11te, I -tit,

i tin :standard pruifrain and si.:J.i.uit I n ljar
later-. -aril a-- Hui al.'. tu.,i uhoo-i. 1,

1.:1-

thin I (1. :!reUtlii i l In tither
schuld .stialunt, ary kyuctituil ahuoi I Iu.

tIii telt =1i i51 A lit,111, Hum=
.,1: I hi, tv..+i rowin: priigraininahu :(ruii, %%hurt. 1111 Mt=

Fluridif Includes kveigliit, or 1 catt==

ti ditfytnt cat,l_zuries ot
VVI"td!,1thAl-ptipli prit$2,1":ittlN, flit tr= Hilt'.

14-1,VVIC t hit It Cie,( t11(11"e to pr-ok.ide eitticition pro-
in for stiolurts for others aro! Ira :hides the

u tr.' 11;1 a linglir Hiatt: aid in tion
ani1 i=:t th. I fiu tural nurnflur iit

stfoli.rits in ati, !tot:motor-1g
.1priruoriaty ..;,lit dill ii it Ti r.

, th.tt
t 1;1:1 if the tlxp;Iyct-

tie(ises t rule/ iygit:ssiki: tax j00.--I[101illt id117:1.%t, ti iI1
per linrcent lit their incomes tinvard thin t a, T 11:rn

/ 1 1 0 1 - ; fIHillu 1 aX payur-

A (WI (Mlle L..; Mien VI`1)1. t fed expenditures eX(
prolprtid tax I-VielltleS. Although
nut allieicril to xist in fart fur current fiscal years. of im-
portance are tilt` projected :iiltii s. if revenue giips are pro-

eiL Lax rutty 111(1.1.:(Sen or expenditorp ,:iits. both puliti-
be required tievuntie gaps LI-malty occur

when rho ulastfuily of expend:tin-es excevik the elasticity
ii revt.ntirs. This often Ilia state and local level

I state and taxu.s ;ire, iii inn -it ITIManCeS les:4

I Li We than Nirnilltille. IL-A;IteS Want tr) 1:111)1M:du the
(CCHIrt.fICO rti it venou gaps and the constant fluid to in-

tii% ripe,: or decrea-e protected expenditure
ottnt ton Init.-A he )41Vell increase the elasticity

increa,-Intt un in-
fiat v Ito, cones).



School District
Tax:: Rate

State Aid for
Current
Operating
Expenses

SVI-L nCt ra n state. Indicate
the lc t it schoeI The tax rate often IS
stated as tie amount cif p tax dollars to be paid for
each 5100 of issesscal caluation or, if given in mills, the
rate indicates Im;v; rnuei-: is raised f'or each $100001 assessed_
valuation. For exampl,a, a tax rate of $1.60 per hundred
dolI.ars of a SseaiFed valuation means that a taxpayer pays
S1130 for each $100 of his or her total assessed valuation: a
tax rate of :6 mills indicates that Si 6 most be paid for each
$1000 of asess.e',i valuation.

Stale aid fir ,nt operating expansesexp nse is the sum of the
equalization forniulr. :aid and categorical aid for vocational
education, special education, hilingua: education. trans-
portation and other cat egori aid programs. (See Cate-
gorical Programs.,

t indixaduars
sometimes or faindv's imxtrne that consumed by a tax or he a tax
Incidence) stern. Is 'i;if ly, one wants to homy whether a ,,ax or tax

tenas Ih_;tilet; i= distributed in a progressive, propor=
al or rt-grive :nanner. In the United Strtes, a tax

ni 7 1,-; progressive 0,-;erall seems to he the most
a c, tat able to it in.,ajority of people. Tax burden analysis

:nto arcou the c_xtent of tax shifting.

Tax incidence' 'lax Shift al land Tax llu

Tax Shifting or
Tax, Incidence

Tax shifting refers to the r non wherein the party
that must legally pay a tax, for example, a store owner,
does not in fact bear the burden of the tax but shifts the
fax to another party, for example, the consumer of item
that is sold in the store. Taxes can be shifted either for-
ward or backward, For example. landlords might be able to
shirt their property taxes forward to tenants in the form of
higher rents, and a business night he able to shift prop-
erty er corporate income taxes backward to employcxes in
the term of lo vier salaries. The ability to shift taxes de-
fiendi. a a variety of economic factors, -id there is great
do hate among economists over th exter to which some
taxes are shifted. It i usually agreed, however, that indi-
vidual ni,..orne taxes ;Ire not shifted and rest on the indi-
vi dual taNv.yer. h, also generally is agreed that sales tax('
fire shifted to the consumer. There is argument over the
extent to which corporate income taxes are shifted to con-
su niers in the form of higher prices or to employees in the
to-rn of lower wages 1:eri-itis falling on the stockholders in
the rim ()flower dividends, There is also debate about xxtio
erferrivelv pays the property tax. Tax incidence analysis
ex-a: ,cafes how various taxes may or may not he .shifted.

L. I
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